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PREFACE 

I HAVE sought in these pages to appropriate for the purposes of 
American readers and students the main lines of the synthesis 
of the economic history of Europe embodied in Der M oderne 
Kapitalismus of Werner Sombart.· Although I have taken with 
both hands from Professor Sombart's monumental accumulations, 
in justice to him it must be stated that I have not pretended to 
limit myseU to his materials or to his formulation. The sin of 
omission, on the other hand, is implicit in my task and apparent 
on every page. 

Sombart's synthesis has. a peculiar value for present-day Amer- • 
ican readers and students. Forced to recognize the involvement of 
the United States with the European world, they must also recog
nize that the political units of Europe are not mutually inde
pendent and seU -determining in the economic sense, as they claim 
to be in the political sense; that fundamental institutional changes 
operate across and frequently in disregard of political boundaries. 
In this book, special pains have been taken to retain and even to 
emphasize the generalized gesamtwirtschaftliche character of Som
bart's work. A constant effort has been made to avoid substituting 
political or technical history for the record of the evolution of the 
modes and the institutions of economic action, of the ways of 
getting and spending. Consequently it has been necessary to avoid 
as much as possible the prevalenlfallacy of political his~ory, the 
constant use of terms with variant content, by the regular and 
persistent practice of definition. It is hoped that nevertheless the 
form thus defined in each part and each chapter alsl? moves and 

• Dn motl",,-e Kllp;ta}innus. HistoriscJ,·ryslernlllisc/'e Dllrstdlung des Ilesllmtellropii· 
;sd'en Wiruc/rs/lSleben lion sei"N1 AnJlltlgen his sum wgenwtlt". 3 vols. in 6 parllo 
Munich and Leipzia. 1916-19Z7. 
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~us is material for history as well as for theory. No attempt has 
been made to substitute a survey of recent and present-day condi
tions for the true function of historical study, the realization of 
past experience in terms corresponding to our realization of the 
present. 

The manuscript of the book has been read at various stages by 
a number of economists and economic historians with varying re
actions according to their schools of thought, but always with 
helpful criticism of the very greatest value in a venture of such 
wide range and complicated character. To Professor Frank H. 
Knight, Professor Max Handmann, Dr. Witt Bowden, Professor 
E. P. Cheyney, Professor A. P. Watts and Professor J. D. Magee, 
I wish to express here my grateful appreciation of their construc
tive assistance. To Professor Sombart and to his publishers, the 
firm of Duncker & Humblot, I am deeply grateful for their gen
erous permission to make unrestricted use of the materials of Der 
Moderne Kapitalismus. 

To Professor Sombart, I feel a gratitude that goes beyond any 
sense of personal favor, the gratitude of a remote disciple for the 
intellectual consequences of a long study of his work, which have 
permeated my whole outlook on history. My original intention 
was to extend this preface to include an analytical appreciation of 
the significance of Der M oderne Kapitalismus for the historiog
raphy of our day. That venture, however, has grown under my 
hands beyond the decent limits of a preface and must await 
another occasion. Meanwhile Professor Talcott Parsons, in his sub
stantial article on Capitalism in Recent German Literature: Som
bart and Weber,· has remedied the lack of an intelligent formula
tion in English of the significaAce of. Sombart's work from the 
economic point of view. 

Whatever is good in this book, to paraphrase Sombart's own ex
pression about his relation to Marx, is not only due to the spirit 
of Der Moderne Kapitalismus but is taken from it. I cannot pre-

• Journal of Political Economy, volumes 36" 31. 
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tend to have concentrated in this limited space all that is valuable 
and important in its more than three thousand pages. My purpose 
wi11 be attained if, in its degree, this summary serves as does the 
original to open new and significant paths of thought for its 
readers and especially if it serves to open the path to the work 
of SOmbart himself. 

Laramie, Wyoming, 
January 3I, I933. 

FREDERICK L. NUSSBAUM 
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THE PROBLEM OF EUROPEAN ECONOMIC HISTORY 

THE PROBLEM OF HISTORY 

HISTORY is the imaginative reconstruction of past experience upon 
the basis of vestigial evidence. The creative character of this act 
of reconstruction imposes upon the historian a problem of abstrac
tion, of defining the entity with which he proposes to deal. Even --r 

the biographer, although he can be sure that he has to do with 
what was once a specimen of the genus man, with all or most of 
the generic characteristics, has to create his character. If he under
takes to write political history, his task is only more complex. 
Without the assurance of biological identity, he has the problem 
of. establishing the characters and features of the political organism 
of the time and place, the aggregate of forms through which peo
ple of that time and place acted politically. More important still, 
it is necessary to present that aggregate as having evolved and 
evolving, undergoing, like biological organisms, growth and de
cay. This problem is often ignored. For example, it is quite com
mon to see statements that the English state or the French state 
was encroached upon by the church or by the feudal nobles, as 
though the state at that time had all the functions and rights 
that a fully developed modern state has; whereas the fact is that 
the state as we now conceive it was only just beginning its de
velopment and was already encroaching upon the historicalIy 
established functions of the church and the feudal nobility, and 
was destined as it grew to absorb practically alI of them. The same 
problem imposes itself on the historian of religion, of art, or of 
any other phase of human experience. 

3 
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• 

THE PROBLEM OF EcoNOMIC HISTORY 

The same burden of defining his problem devolves upon tht 
economic historian, even, one may say, in aggravated form. Acil.. 
jectives, as compared with substantives, have a certain vague iN 

• definiteness. Hence the use of the adjectival expression, "economii 
history," has given economic historians more than ordinary oppor; 
tunity to vary in their conceptions of what should be talked abolle 
unlter that category, and, indeed, in what they do taftt about. Ont 
point of agreement always occurs: man, like all animals, mWI 
seek sus\enan~e. Unfortunately, this point of agreement, since !I. 

is equall"lrue of the first man and of the last, has no history. Un! 
like the beasts, however, man's pursuit of sustenance has beeD' 
above all, a social fact. He has lived by exchange of goods aM. 
by cooperation in their production. It has been a political faa:.; 
Men have been compelled to labor for other men. Property is iii 
all economic societies defined by political power; so also are tb= 
conditions under which labor is performed. It has been a fact oi 
technique. Man is conspicuously and uniquely a tool-using amr 
mal. Over all but about the last one-hundredth of his existenq:, 
me tools he left behind him are all that we know of his economi<l 
life. It has been a fact of quantity. The amount of goods accumu •. 
lated and consumed by societies and individuals has varied greatly 
from time to time. All of these phases of economic life have hid 
historical character, that is to say, evolved in time and spaCll 
through the familiar cycle of all human and earthly things; birth, 
growth, maturity, decay and disappearance. 

Corresponding to these phases of economic life, several differ! 
ent approaches to the problem of its history have been used in 
distinguished and significant ways. It was the impressive advanCll 
of technique that served as the starting point of Porter's Progren . 
of the Nation (1836) and Samuel Smiles's lilies of the Enginmt . 
(3 vols., 1861-1862). This son of economic historiography culmit 
nated in Arnold Toynbee's Lectures on the Industrial Ref/oiutjOlt 
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(1814), which definitely contributed that somewhat fallacious ex
pression to the language. 

What we may call the political history of economic life-that is 
to say, the attitudes and actions of political powers in regard to it 
-has been the stuff and substance of another important series of 
works, among which the most important are Bishop Cunning
ham's Groll/tn of Englisn Industry tmd Commerce (6th ed., 2 

,·0Is. in 3. 1915-1921); LeV3SSeUI'S Histoire des dasses ou,,""es et 
de findustrie

e 
en France (lQant 1789 (2d ed., 2 vols., 19QO-I!jIn), 

Histoire des dasses ou,,""es et de findustrie en France depuis 
17¢ " 1870 (2d ed., 1903-1904). and Histoire du commerce de la 
France (2 vok, 1911-1912); and Von Inama-Sternegg'sDeutsche 
Wirtscngftsgescmcnte U vols. in ... 1879--1901). These works of 
the last half of the nineteenth century. formulated before the de
velopment of the present-day sociological point of view, deal 
principally with the legal regulation of economic life and the 
formulation and realization of economic, especially commercial 
policy by the political powers of the respective states. Without de
preciating their importance, it may be said that they are histories 
0{ law rather than of economic life. 

As a sociological fact, economic life has been portrayed by the 
sociologists themselves in what they call history, but what it would 
be more appropriate to call retrospective sociology. One of the 
most brilliant examples of that category is the General Economic 

, History '.If the great German sociologist, Max Weber (Eng. trans., 

1927). In the same category, Karl Biicher's Entstehung der Volks
wirtschll/t (1B93 and later editions; translated into English as 
Industrial Evolution, 1891), established the concept of successive 
stages through which economic life developed. Biicher's "stages" 
are no longer accepted as he formulated them, but his funda
mental idea has had fruitful application in the work of other men, 
as for example in the Introduction to Economic History of Nor
man S. B. Gras. Strictly speaking, the objective of these writers is 
not history at all, not the reconstruction of past experience, as it 
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happened, so much as scientific generalization from ili'e elements 
common to the similar experiences of difIerent peoples. 

The evolution of historical and of economic thought, however, 
permits, if it does not ~ictate another method. For several decades, 
historians have been approaching the conception of world-history 
as a succession of cultures, each with its distinct chaIacters, aims, 
and values evolving as a distinct entity in time and space. Econo
mists, on their part, have similarly been approaching the concept 
of economic activity as a set of institutions, evolving as a part of 
the culture in correspondence with it. From this point of view, 
economic history is the history of institutions, the social ways of 
getting and spending, as they evolved in one or several cultures. 
Such economic history includes technique and legislation as sub
ordinate features of its central problem. It difIers from the meth
ods of the retrospective sociologists in that its aim is purely his
torical, that is to say, the portrayal of a unique evolution rather 
than the deduction of generalizations from similarities amQllg the 
several evolutions. Such history, of course, must be genetic. The 
culture as a whole and the economic institutions in particular are. 
conceived in terms of life and growth, maturity, decay, and dis
appeaIance. An essential part of the problem of such history is 

j the changing psychological attitude with which men in the given 
culture have approached the question of sustenance and profit. 
Economic life is conceived as a unit among the functions of the 

./ organic gIOUp in which the men of the culture have developed. 
Such in brief summary is the method of Professor Werner Som
bart in Dt:r modt:rne Kapitalismus (3 vols. in 6, 19I~I927) and 
of this book, which is largely derived from his work. 

THE PROBLEM OF THE ECONOMIC HISTORY OF EUROPE 

As a geographical concept, Europe is a contineIit, or more 
accurately, a peninsula of the Eurasian continent extending from 
the Urals to the Arctic, the Atlantic, and the Mediterranean. As 
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a warld-histarical concept, it is a sacial dynamic entity .only im- ..f' 
perfectly cainciding with the geagraphical cancept. This social 
entity undaubtedly .originated within that peninsula, but by na 
possible interpretatian has it been cainciden.t with it. If a line be 
drawn fram the Adriatic ta the mauth .of the Elbe with anather ta 
cut .off the Italian peninsula and mast .of the Spanish peninsula, a 
fairly accurate picture .of the area in which this beginning sacial .or
ganism appeared will be had. On the ather hand, its evalutian 
has carried it far beyand these .original baunds, far beyand the 
bounds .of the peninsula as a whale, and indeed ta the uttermast 
baunds .of the earth. Australians and Americans are nat less 
identical with the society which produced them far living far 
fram the ancient hames .of their culture and .of their ancestars. 
The ecanamic .organs .of Eurapean culture have been especially 
effectiv'e in extending their daminatian, even inta areas where 
ather .organs have been quite unable ta penetrate, where, mare 
cancretely, Eurapean palitical cantral, religiaus influence, aesthetic 
.or ethical standards have nat gane. From .our paint .of view, then, 
the Europe whase ecanamic aspect we have ta study is mare 

'limited in its beginnings than geagraphical Eurape and is warld
wide in its ultimate develapments. 

It is implicit in what has been said that .our prablem is nat ta 
be the cumulative cambinatian .of histaries .of the several states 
.of Eurape. The state and capitalism, as camplementary aspects .of i 
Eurapean civilizatian, have been .of the very greatest impartance 
ta each ather, as we shall see mare particularly. But we are nat 
cancerned with the ecanamic aspect .of the state; .our cancern with 
the state is rather with the palitical aspect .of capitalism.' v-

1 Under the influence of Sombart, we shaD habitually refer to the evolving economic 
society of Europe as "capitalism." The expression will be more spccmcally defined at a 
later point. (Sec p. 61.) Here it is only necessary to say that the connOtlltioD intended 
is not that this society alone: used "capital." nor even that the presence of larger 
lIl10unts of capital in connection with economic activities is its most significant feature. 
From the standpoint of economic science, capital is always present in any economic 
activity, and modern economic met)' differs from earlier societies in that respect only 
in degree and not in kind. 
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THE PLACE OF EUROPEAN EcoNOMIC CULTURE IN 

WORLD HISTORY 

If· European economic society is limited in space, it is also 
-.j limited in time. Its world-historical rdationship and its in

heritance or lack of inheritance from other cultures need also 
to be considered. 

Part of the problem suggested by this title will occupy our at
tention throughout this study, that is to say, the place in world 
history of European economic society as it was evolving. It is 
necessary here, however, before entering upon the story of that 
long and amazing development, to attempt some statement of 
the general rdationship of the economic life of the Europe which 
we have defined as a social dynamic entity to those which pre-• ceded it, immediately and remotdy .... 

This economic Europe was coterminous and briefly contempo
...I rary with what may be called the Byzantine-Arab culture. The 

political form of this culture was dual, as was also its religlous 
. form-Christian and Mohammedan, the Eastern Empire and 
Islam. Conceiving it as a world-historical unity, it extends in time 
back to the date when the Western barbarism of Rome, mighty 
in arms, fell under the spell of the renascent cultural force of 
the peoples whom it had conquered. That is not a period to·which 
a date can be assigned, but we can mark the emergence of the 
general fact by certain symptoms. One of the clearest is the 
establishment of the Empire. If it was not until 212 A.D. that 
Caracalla extended Roman citizenship over the -whole empire, 
if it was not until 285 that Diocletian established the Oriental 

J forms of absolutism to correspond to the substance, if it was not 
until 325 that Constantine established the New Rome (Con
stantinople) on the Bosporus, it was implicit in the situation of 
52 B.C. that Rome's conquests in the Mediterranean world were 
too strong, econoD)ically and culturally, to be merdy her posses
sions. Eastern religion had long troubled the city by its curious 
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insistence on transcendental experience. Mithraism and Christian
ity, both Eastern religions, were to conquer the whole Roman 
world before an internecine duel left one of them supreme and 
exclusive. Roman youth went to Athens, to Smyrna, and to 
Alexandria for education. Oriental teachers found their most 
profitable fields of activity in the West. 

When Constantine moved the capital to his new city, he was 
only recognizing what had long been the fact, that the available 
sOUices of power were no longer in the West, but were in the 
area that, with proper vagueness, we call the eastern Mediter
ranean. 
. This Byzantine cultUIe, then, in its economic aspect was geo

graphically coincident with the eastern Mediterranean area. The 
centers around which Justinian organized his government---'.l.Ild 
his coinmercial policy-we{e Byzantium, Smyrna, Beirut, Antioch, 
Alexandria. In his governmental activity is reflected vigorous 
economic life that has no relation whatever to the miseries and 
tetrors of the final decay of the properly Roman cultUIe of the 
West. 

Sancta Sophia, the great chUich with which he embellished his 
capital, is the sign of a society that was capable of an enor
mous SUIplus production. The codification of the Roman law 
is th. manifestation of a society that had large complexities with 
which to deal. The aspirations of Justinian for direct contact with 
China and with India reflect an economic organization that was 
capable of desiring and of paying for the precious wares of those 
exotic areas. The introduction of the silkworm illustrates a spirit 
of enterprise for which there is no exact parallel in the West until 
the days of Louis XIV. When Rome had declined again to a 
mere group of villages huddled among the seven hills and the 
ancient monuments of a departed grandeUl, Constantinople had 
a million inhabitants, who, we may believe, did not live by taking 
in each other's washing. 

This culture, as we have remarked, had a dual political and 
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I religious character. Between 630 and 875 the Arabs established' 
.J 'Mohammedan religious and political empire from the East Indies 

along the southern Mediterranean coast and up to the Pyrenees. 
The economic interrelatiolll between the two were so close that 
in our perspective they may be regarded as one. Between the two 
there were close commercial and financial dealings. Each had a 
highly developed form of industrial association, the gild, much 
more thoroughly controlled, however, by government, than the 
corresponding institution which we shall observe at a later time 
in Western Europe. Both were marked by a highly developed 
technique that was a source of amazement to the few Western 
travelers who saw it before 1000. Both had long-distance com
merce, the lines of which extended from China and the East 
Indies to the raw material areas of Russia, northern Germany, to 
Italy and Gaul. Both had, apparently, huge and adequate supplies 
of the precious metals. The Arabs reopened the neglected silver 
mines of Spain. The Greek bezant was the standard coin of the 
whole Mediterranean world. In the eleventh century, just before 
the Crusades, the annual revenue of the Byzantine government 
Was almost half a billion dollars. 

By that time both were in decline and liable, as declining cul
tures seem to be, to barbarian invasion. From the East came the 
Turks, and from the West the Crusaders. The Byzantine outposts 
in the West, Venice, Amalfi, Genoa, began to turn their faces 
to the West and to serve the Westerners as they had served the 
East. It is not our concern here to tell the story of Byzantine 
and Arab decay, but elsewhere we shall see how between 1095 
and 1453 the areas of this older civilization served for the de
velopment of the first European colonial empires. 

Roman economic organization was displaced in the East by 
the superior Byzantine-Arab culture; in the West, it merely 
declined to the vanishing point without having to face the com
petition of any equivalent organization. 

The Europe with which we are concerned was for a significant 
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• period linked with this Eastern culture. While Rome was still 
economically an outpost oE.the Greek cultUre, it had conquered.j 
Spain, Gaul, and Britain; and these countries within the empire 
and the Germanic borderlands across she Rhine and the Danube, 
that is, outside the empire, functioned as colonial areas for the 
industrially and commercially advanced East. They were sources 
of raw materials and noncompetitive markets. 

The immediate effect of Roman conquest on Gaul was an in
crease in prosperity that manifested itself in a very considerable 
increase in population. Urban centers especially became numerous. 
Industry was well organized in collegia, or gilds, and developed 
especially a capacity for mass production of cheap tunics and 
cheap pottery. Agriculture was improved by the introduction of 
the vine and of irrigation. Marseilles was ruined, but Narbonne, 
Nunes, Aries, Lyons, Bordeaux, Toulouse, Rouen, and even Paris, 
owed their beginnings as cities to the stimulus of Roman govern
mental concentrations, to Roman trade and to the Roman peace. 
Treves, Cologne, and Mainz served as bases of supply for the 
great permanent camps of "the two GerQ1llIlies" and somewhat as 
bases for the trade with the barbarians across the Rhine. 

The most recent authority on the Roman provinces (Chapot, 
The Roman World, Eng. trans., 1928), tells us that, "as regards 
the economic life of Roman Britain, our sources are remarkably 
reticent." It appears that Britain, only partly Romanized, re
mained even more purely colonial than Gaul. Although the net
work of Roman roads was very dense, they were military rather 
than primarily commercial. Life remained essentially agricultural 
without any considerable urban centers. Many rich country houses 
have been found with artificial heating and several other adapta
tions to the climate. These were presumably paid for out of the 
profits of successful business of some sort. Agriculture seems to 
have been improved by the introduction of the superior Italian 
techniques. Quantities of cattle were exported. The tin mines 
were converted into a governmental monopoly, and their pro-



• 
12 TIlE· HISTORY OF TIlE ECONOMIC INSTITUTIONS OF EUROPE 

ductivity and their outlet much improved. Much pottery. was also 
produced. 

Gaul and Britain, however, seem not to have been very firmly 
integrated with the economic life of the empire and were the 
first to feel the disintegration of the third and fourth centuries. 

A Between cause and effect it is impossible to distinguish, but eco
'~nomic decline and political weakness appear together. By the 

fourth century, the Franks were able to advance without opposi
tion into wide areas of Belgica that apparently had been aban
doned. Britain was only very loosely held from the end of the 

-f second century, and when the troops were withdrawn in 407, 
even less Roman organization was left behind for the Celtic 
natives and the Germanic invaders to imitate and adopt than in 
Gaul. 

Rome has always remained a regretted loss in the minds of the 
intensely historical barbarians, our ancestors, who came into its 
western areas determined to seize its values, to become a part 
of it, and in the minds of us, who have been puzzled and dis
tressed ever since to see that it vanished as we grasped it. No one 
ever tries to explain the disappearance of the Persian Empire or 
of the Egyptian culture, but people are always trying to explain 
the decline of the Roman Empire. All sorts of "reasons" have 
been offered, the alleged immorality of the Romans, the decline 
of fertility, the development of large farms (latifundia), operated 
by slave or unfree labor, etc. From all this plethora of explana
tions one is driven back to the simple truism that all eultures 
that have endured a very long time have in the end passed away. 
Like life and death in biology, the fact remains essentially in
explicable, mysterious. All that is possible is to describe in sum
mary fashion the process of decline. 

We have already seen that the decline was a matter of the 
West. In the East, the Oriental culture remained strong and vital 
enough to produce great manifestations, the greatest synthesis 
of law, the code of Justinian, one of the greatest architectural 
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achievements, the church of Sancta Sophia, a new religion of 
high order, Mohammedanism, and, not least, sheer capacity to 
survive for another thousand years. What disappeared then, was 
the culture of the West and the Otiental culture as it was mani
fested in the West. From the economic point of view, what hap
pened was: (I) a decline in population-towns and countryside 
alike were deserted; (2) a decline of technique-the art of build- • 
ing, for example, was almost wholly reduced to the very simplest 
forms; (3) commerce died down to such a point that the arrival 
of a peddler was the subject of special legislation, as for example, 
in the early Anglo-Saxon laws; (4) important resources, like the 
Spanish silver mines, were left unused. 

Some of the economic decline is reflected in the attempts to y 

arrest it, such as the famous price edict of Diocletian in 302, the 
gradual attempt to fix people in their status, to compel shoemakers 
(and their sons) to remain shoemakers, and the upper middle 
class (curial~s) to retain the burdens of tax collection and other 
governmental duties in the municipalities. It seems fairly obvious 
that whatever the cause or causes, the burden of Roman govern
ment, which had developed as the government of prosperous 
society, proved to be too heavy for the Western communities 
when they were no longer prosperous. The functions of govern
ment were allowed to fall into the hands of local magnates, 
senatorials, and churchmen, who had got great land areas under 
their control. The correspondence of Gregory the Great, as bishop 
of Rome from 590 to 604, shows how completely that change had 
taken place in his time. Roman writers from the end of the fourth 
century tell how men escaped to the barbarians and found life 
better and easi~r with them. When the barbarians came in as 
conquerors, the kind of government they provided-simple gov
ernment-was adequate for several centuries. 

l In the history of the economic institutions of modern Europe 
which is the proper ,subject of this book, the disappearance of the 
imperial economic life in the West is perhaps important for its 
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theoretical or philosophical implication rather than for its specific 
historical connection with those institutions. Valued economic and 
political institutions, even techniques, can perish although men 
are seeking to f>rotect and maintain them. 

European economic life, as we shall see, "inherited" some im-
j portant legacies from Rome, notably the Roman law. It was, 

however, typically by way of rediscovery rather than by way of 
dixect succession that such legacies were realized. By the end of 
. the nint1\. century, the whole of the great Roman complex of eco
nomic forms and ways had disappeared from the European West. 
In one sense, Western European economic life was far from primi
tive ~ven then~Techniques such as weaving, cooking, the use of 
money, the use of iron, continued as a part of the heritage of the 
human race) In another sense, for us by far the more important 
sense, the social organization of economic life, which under the 
Roman Empire attained such high levels, almost completely van-

. ished. In that sense, the economic life of the historic Europe 

1 "egan de nO/lo with practically no traditions from the past to 
determine its forms, its processes, and its evolution. In one word, 
it was integral with the Western culture. 



PART I 

PRECAPIT ALISTIC ECONOMY 



CHAPTER I 

THE SUSTENANCE ECONOMY 

THE CHAltACTElI. OF EcoNOMIC LIFE IN WFSrU,N 

EUllOPE IN THE E.uu.y MIDDLE AGES 

IN the centuries in which the organization which we know as 
European civilization was beginning to take form, economic life, 
like other forms of social life, was very simple. After centuries 
of decline, the Roman economic systero, like the Roman law, Ro
man learning, Roman art and architecture, had become merely a 
memory-a glorious memory, which men for centuries tried in 
vain to recapture. Whatever may have been the reasons for its dis
appearance, the great system of production and distribution which 
the Roman roads from England to the Euphrates and the Roman 
sea· routes along and across the Mediterranean had served was 
gone from the West. 

In the eastern part of the empire, the old economic organization 
had shown itself much stronger and not only maintained itself 
at a high level for centuries (say, roughly, down to the Crusades), 
but even evolved in new and significant directions. The great 
cities, Constantinople, Antioch, Smyrna, were active commercial 
and industrial centers, while under the Arabs, Bagdad, Damascus, 
and Alexandria even surpassed the Greek centers. The story of the 
Byzantine-Arab economy, fascinating as it is, lies outside of the 
field of this book. It is mentioned here merely to remind the 
student that while the Europe that now dominates the world was 
reduced to a condition of primitive simplicity, the eastern Mediter
ranean lands were relatively and absolutely prosperous and strong. 
How strange the advanced civilization of the East seeroed to 

" 
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Westerners is illustrated by the stories which Liutprand, the envoy 
of a tenth-century king of Italy, brought back of the wonders of 
Constantinople. Of his reception by the emperor, he writes: 

In front of the emperor's throne stood a tree of gilded iron, whose 
branches were filled with birds of various kinds, made of iron and 
gilded, which gave forth the different sorts of birds' notes. The throne 
. • . was guarded on either side by huge lions, I know not whether of 
meta! or wood, but covered with gold, which lashed their tails on the 
floor and, with open mouth and moving tongue, roared aloud. . • • 

At my entrance the lions roared and the birds sang, each after his 
kind; but I was neither frightened nor even astonished, since I had 
taken pains to learn beforehand about these things from those who 
knew about them. 1 

The frightened astonishment, which Liutprand naively thinks 
would have been natural, may safely be regarded as typical of 
all the society of Western Europe. 

I • Byzantine·Arab industry, strongly organized in gild!. or, cor
-l porations, was technically very advanced and during six cen

. turies possessed an unchallenged ascendancy over the rest of the 
world. The Eastern Empiee kept the monopoly of the inter
national commerce of which the Mediterranean and the Black 
Sea were the centers. With a great system of land and sea trans
portation, a vigorous and productive population, its trade reached 
such heights that during the eleventh century, the imperial 
treasury had an annual rev~ue of nearly $soo,ooo,ooo in our 
money. The ports presented Q picture of extraordinary activity. The 
means of exchange were well organized. The bezant was for 
centuries the only dependable gold coin of Western Europe. 
Letters of credit were extensively used. Roads and bridges were 
maintained at a high standard of efficiency. 

When the time was ripe, the Westerners were to learn much 
of the ways of industry and trade from the great Byzantine and 
Arab centers. For centuries, however, the West was only a rather 

1 Robinson, Readings in European History, I. 341. 
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poor source of raw materials. Its surplus production was so slight 
that it offered only very minor attraction to 'Eastern merchants as 
a market. It is an error, however, to attribute to the influence of 
the East that revival of economic energy which becomes apparent 
in the tenth and eleventh centuries. The "influence" was available 
in even greater degree while economic life in the West was de
clining and disintegrating. It was only when new life and pro
ductive vigor developed in the West, when it had begun to dis
cover new ideas and invent new institutions for itself, that it 
began to appropriate the ideas and institutions of the East. 

During these centuries, life in the West had become almost' 
purely agricultural. As early as the fourth century, the flourish
ing cities of the Roman Empire along the Rhine in Gaul, in 
Britain, and even in Italy, had begun to lose their prosperity. In 
the succeeding centuries, nearly all of them had become the homes 
of a purely agricultural population. Mainz, for example, was 
thus described by Arab travelers about the year 1000. Others had 
become mere mysterious ruins, strange monuments of a departed 
glory, as Bath seemed to the wistful Anglo-Saxon poet: 

Windowless is this wall of stone; weirds have shattered it. 
Broken are the burgh-stea~, crumbled down the giants' work; 
Fallen down are the roof beams, ruined are the towers. 

In 845, Strassburg was described as largely uninhabited. When the 
empire disappeared from the West, the Italian cities, which had 
already lost their metropolitan character as industrial and market 
centers, lost also their functions as centers of government and 
taxation. The Lombard kings destroyed them when they could. 
Fredegarius tells us that King Rotharius "commanded that they 
be called villages"-what they had already become in the eco-' 
nomic sense, residences of an agricultural population. The coun
tryside itself was sparsely settled, with wide stretches of waste 
between scattered villages, hamlets, and manors, where wolves 
in huge packs preyed on human life. The drainage and irriga-
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tion systems of Italy had fallen into decay. "Now the fertile 
lands, deserted by men and deprived of all cultivation, lie empty 
in solitude/, complained Paul the Deacon, the eighth-century 
historian of the Lombards. Great forests supplanted human cul
ture over the greater part of Western Europe. Although we have 
no way of determining, even approximately, the population 
density of that time, all signs point to a very low figure indeed. 

THE VILLAGE EcoNOMY 

Under these circumstances, the forms of economic life were, of 
course, comparatively simple and primitive. Agricultural pro
duction was organized in what we have come to call "village 

J economy." The forms of settlement on the land varied consider
ably among the different peoples who formed the settlements. 
Slavs had round villages and consolidated holdings. Celts and 
Normans had homesteads on the undivided holdings. The Ger
mans had irregular villages and scattered holdings in common 
fields. Roman colonies stilI existed with stone houses built wall 
to wall and rectangular fields. Among these diverse external 
forms, however, we find a common economic idea: production 

-.1" in common for sustenance rather than for profit. The European 
peoples showed many characteristics of a transition from (or 
back to) nomadism and pastoral institutions. Their agricultural 
technique was very low, their groups were still bound together by 
the idea of blood relationship, and the land was distributed 
roughly in proportion to the need and the power of each family. 
The sustenance idea seems to be a mark of this same transition. 
Just as tbe pastoral tribe depends upon its flocks and herds for 
food, clothes, and shelter, so the medieval villager depended upon 
his primitive agriculture for all his needs. Even the preparation 
of his raw products for use-industrial production, building, the 
production of clothes, of tools, of food was an affair of his own 
household. If a large establishment were needed, his community 
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provided it, as in the case of water mills and smithies. In Domes
day Book, Maitland points out, "sometimes the ownership of a 
mill is so divided that we are tempted to think that this mill has 
been erected at the .cost of the vill." In Bavaria, the mills and the 
smithies, like the churches and the palaces of the dukes, were 
protected against disorder and violence by speciaIly severe penalties 
provided in the law. These public workshops were community 
property and could be used by each inhabitant in turn as need 
arose. Very early the smith and the wheelwright appeMed in the 
villages as specialized workers, not, however, as independent 
craftsmen, but rather as functionaries of the community who 
performed the necessary sInithing and wheelwrighting for their 
share of the community's agricultural production. 

Somewhat more is known of the working of one of these types 
of village economy than of the others; namely, of the Germanic 
open-field system, common in western Germany, northern France, 
and eastern England. It is therefore possible and profitable to 
examine it somewhat more particularly, but we should keep in 
mind that this system is not by any means general or even pre
dominant in Europe. What a summary examination of its external 
features can offer is a notion of the practical working of the sus
tenance idea, how people in a medieval viIIage were bound to
gether in such a way as was possible only for people who had 
strong community feeling and a strong sense of mutual inter
dependence. 

The open-field village began to be caIled by that name very 
late in its history in order to contrast it with the fenced fields 
which in the eighteenth and nineteenth centuries at last displaced 
it. The typieal open-field viIIage was a little group of houses, 
homes of the tiIIers of the soil, in the Inidst of, say, fifteen hundred 
acres of land of various sorts, meadow, marsh, woodland, and, 
of course, in every case, arable or plowiand. Such a village might 
have thirty families. Each of these thirty families (not each in
dividual) had a set of rights in these fifteen hundred acres, not 
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defined by boundaries as in the case of an American farm, but 
by dozens, not to say hundreds, of arbitrary prescriptions arising 
out of the experience of the group of which the family was a 
part. Only in one part of the fifteen hundred acres could the head 
of a family stand and say, this is our land up to that line; beyond, 
it is some other family's land. That was in the arable. This part 
of the tract was divided into three great fields (in some places, 
tWO) cultivated in a set rotation, each field lying fallow once in 
three years. In each of these three fields, our peasant family would 
have perhaps ten oblong strips, called acres in England, typically 
four rods wide and a furlong (furrow-long) in length. Actually 
it varied greatly in size and shape. The acres of our peasant family 
were not next to one another but scattered over the whole of the . , 
three fields; but it has been noticed that the same families were 
likely to be neighbors in each part of their holdings. These strips, 
or acres, were separated from each other only by balks, little ridges 
of earth. If you fly over England you can still see in some parts 
the gridiron pattern they make on the countryside. Naturally, such 
a: system was practicable only if, tevery one in the village plowed, 
sowed, and reaped at the same tImes and planted the same crop. 
No one had to puzzle over agric,/ltural college bulletins to decide 
what crop to plant the next year. It was decided for him by the 
authority of tradition and custom. The rotation of wheat, oats, 
and fallow was as fixed as the laws of the Medes and the Persians. 

In the other parts of the fifteen hundred acres, our peasant 
family's rights were even more involved with those of others. In 
the meadow, after the grass was cut and divided for winter 
storage, it might pasture so many cows, so many pigs, as it had 
done for generations. In the' woodland, it might cut a certain 
amount of wood for fuel or for timber for a new hut. All these 
various rights are different from individual property. They are 
rights of participating in a common life. 1£ in the other village 
forms, the external aspect of the organization does not so clearly 
manifest it, nevertheless the same community feeling existed. 
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The low technique of agricultural production meant, of course, 
that the whole community had to devote itself to the raising of 
food and fibers. For a number of centuries our barbarous an
cestors were quite unable to produce a surplus of goods that 
would have enabled them by way of exchange to participate in 
the brilliant civilization of Byzantium to the east or of Arab 
Spain to the south. 

It was natural that such a community should be a close and 
controlled community. Not until comparatively late did the 
stranger, the "immigrant," have a place in it. This system con
tinued in full vigor for many centuries and only gradually changed 
as affinity in blood was displaced by propinquity and as inequality 
in holdings deVeloped an agricultural class that might almost be 
called an agricultural proletariat, the cotters (crofters, cotsetle) 
of the English sources. Even after such changes, the mode of agri
culture and its spirit persisted over wide areas down to the nine
teenth century-a full thousand years from the time of Charle
magne. 

THE FEUDAL ECONOMY / 

The surprising uniformity in this widespread agricultural eco- J 
nomic system was also reflected in another set of relations, partly 
political, partly economic, that we call feudalism. We are not here 
concerned with the political and constitutional aspects of feudal-
ism, but only with its economic aspect as a form of landlordship .• " >v

We shall disregard questions like the social status of the agricul-
tural producers-which varied through all possible shades from 
Roman slavery to the full personal freedom of the English soke-
man and the French alodiary-and the forms of tenure, which 
were even more confused. The economic featur$!s of feudalism 
are separate from these considerations. Whatever his personal 
status, the agricultural producer had to give a certain part of his 
product to his lord, he had to serve a certain number of days in • 
the year on the land of his lord; he remained attached to the 
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soil, and his children after him because there was no other place 
to go. These features of feudalism do not differ substantially from 
one end of our limited Europe of that day tq the other. The com
mon Roman origins of feudal practices, the common racial tradi
tions of the Germanic invaders, the pervasive influence of the 
church, especially of the monasteries, with their interchange of 
persons and practices, combined to give the landlord economy 
throughout the Western European lands an essentially uniform 
character. 

The feudal landlord economy in all lands was a system by 
which a class of powerful people attained the end of having 
their need for goods satisfied by the labor of other people in their 
own establishments. These powerful people were of various sorts: 
monks, church dignitaries, kings, princes, warriors, and their 
officers. Their common economic characteristic was leisure. Not 
even the poorest of them-and some were very poor-would do 
other than "honorable service," fighting or praying. Indeed, it 

, may be said that his leisure was the econOinic objective of the 
'feudal landlord. The acquisition of wealth in the modern sense 
was not the primary objective, certainly not the acknowledged 
one. The greater lords, whose supply of goods from a county 
or a duchy far exceeded the needs of a single family, the great 
abbots and bishops, whose incomes far exceeded the needs of their 
monks and clergy, used their surpluses to build up courts, to in
crease their following of knights, to ornament their churches to 
the greater glory of God, to enrich their own lives with material 
and spiritual enjoyments, rather than to build an estate as modern 
men do. Something of the feudal attitude toward wealth remains 

• in modern feeling. A "gentleman" (which is itself a feudal con
cept) must be rather indifferent to wealth, especially in the form 
of money. A "debt of honor" is not money owed to the grocer 
for the necessities of life, but a debt incurred in noneconomic 
ways. A gentleman, a lord, "lived of his own" and did not have 
accounts with outside providers. Even in the landlord econoqJ.y, 
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the need-satisfying principle of the sustenance economy was basic. 
Certain external characteristics also gave a distinctive aspect 

to this economic ~e. The courts, the monasteries, the cathedral 1 
clergy constituted large, unified consumption groups. For these 
groups there was no correspondingly large organization of pro-

. duction. Apparently technique of management was lacking even 
in connection with agricultural production. The rich landlord (as 
for example, the king of England) had to move from manor to 
manor to enjoy his income of goods. There was no considerable 

.. number of professional and independent craftsmen, nor any 
market system of distribution for satisfying wants. On the whole, 
the needs of the landlord consumption group were typicall,y 
satisfied through the products of its own possessions by means of 
labor which was a part of those possessions, and therefore the 
landlord economy, like the tenant economy, may be regarded as 
an individual economy. 

The landlord's exploitation of the labor at his command was 1 
in general thoroughly involved with the village organization. In 
part, he took a share of the producing farmer's own product, 
which was collected for him by the bailiff (meier, "illicus), who 
was often one of the farmers, or by subordinate landlords, or, in 
the case of some great lords, officials who had large subdivisions 
of his lands in charge. The landlord had also his demesne (inland, 
salland, terra dominica), which he exploited by means of labor 
due him from his service-bound tenants in amounts roughly corre
sponding to the peasant's degree of unfreedom. This land in 
general was not a separate holding, but was just as thoroughly in
volved in the village economy as the land of the peasant. In the 
three-field system the lord's demesne, like the peasant's holding, J 
was scattered in strips over the common fields. 

Industrial production on the manor was carried on essentially 
in the same spirit: the landlord's needs were met by the labor 
supplied by his tenants or by servants in his household. In Eng
l3lld, even bread was commonly delivered by peasants, but on 
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the Continent the landlord commonly had his own bakery and 
brewery, and from a very early date his own mill, or, in some 
cases, the right of having a certain amount of grain ground or 
rolled in the village mill as an owed service. Clothes were some
times delivered "ready to wear," especially in the manors of 
which monasteries were the landlords (e.g., Prom, Fulda). More 
frequently, however, the peasant delivered the cloth, and the 
sewing was done by the women and maidservants of the house
holds. Occasionally the whole process was carried out in the 
landlord's household. Fulling and dyeing were generally per
formed by his own servants_ Leather tanning and shoemaking 
seem 'also to have been done usually in the household of the land
lord. Building involved a whole complex of materials and services. 
Raw materials came from the lord's own woods, quarries, and 
fields. Unskilled labor was furnished by the lord's domestics, of 
whom some were also trained masons or carpenters. The rest of 
the labor and raw materials was furnished as services owed by 
,the tenants. Naturally such a system was adequate only for the 
very primitive building of the early Middle Ages. As standards 
developed, skilled labor had to be seeured on special terms. Thus, 
in the ninth century, the bishop of Salzburg collected master 
masons, smiths, and carpenters, to build churches. Other skilled 
labor services were secured as dues for holdings. The wheelwright 
of South Brent in England had to make a plow and harrow, and 
to help the peasants keep their wagons in order. The smith of 
Wermouth in Domesday Book "holds twelve acres for making 
plowshares." Sometimes the smith and the wheelwright were 
members of the lord's household. 

This simple and personal system of production lasted, with 
only unessential changes, down to the twelfth or thirteenth cen
tury and, in a sense, even down to our own day. Alongside it 
there developed in the villages the seeds of an independent in
dustrial life, which will be further diseussed in connection with 
the revival of town life. In some places, especially in some of the 
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monasteries, a highly artistic technique manifested itself in beau
tiful enamels, vestments, tapestries, and "illuminated" manu
scripts. The boast of many a lord's daughter was "that in the 
making of lovely garments she surpassed all the ladies of the 
region." The Bayeux "tapestry" immortalizes the skill of the 
duchess of Normandy. 

Transport in the early Middle Ages was an affair only of 
short distances but was organized in the landlord economy, like 
agricultural and industrial activity, upon the basis of owed serv
ices. The scattered holdings of some great lords led them to 
impose upon certain peasants the obligation of making themselves 
into professional boatmen and carters, whom we shall encounter 
as an important branch of the new exchange economy. 

This economic organization, so widespread over the Europe of 
the Germanic peoples, so different in all its external aspects from 
the organization with which we are familiar, was the external 
expression of a widely different set of economic notions from 
those that dominate the mind of modern man. None of us could 
view a medieval village without wishing at once to reorganize 
it upon a more profitable basis-redistribute the land in the in
terest of efficiency, lessen the burdensomeness of the system for 
the working farmer on the one hand (although we would pro
pose that the number of farmers on a given area should be 
reduced), and increase the revenue in goods and especially in 
money for the lord on the other. Such proposals would have 
been met with a complete lack of understanding on both sides:' 
clever and intelligent men like Sir Thomas More, the great six- J 

teenth century author of the Utopia, and even Oliver Goldsmith 
in the eighteenth century did not understand, or at any rate did 
not value, the results when such changes were taking place under 
their own observation. 

The reason was the same in both actual cases and in our 
imaginary offer to some lord of the manor. The object of medieval 
economic life and the object which concerned More and Gold-
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smith was not profits but men. In the Middle Ages, this purpose 
was expressed in an economy the object of which was the nOUIish
ment and sustenance of all the individuals in the group. Nourish
ment and sustenance, it is true, varied from person to person, 
according to his station in life. If he were a lord, he must have 
a castle, horses, and above all leisure. If he were a peasant, he 
toiled as a part of his community and counted upon the com
munity to insure him shelter of a rude kind and food still ruder. 

r
After the customary semireligious routine of the crude village 
agricultUIe was finished, he never thought of utilizing his wide 

, margin of leisure to improve his economic income. He had 
1 worked sufficiently to live according to his station in life. It is 

not necessary to believe that every peasant or every lord thought 
or felt in this fashion: the exceptions provided the materials for 
the fables about the extraordinarily rich and the misers, that so 
frequently recur in EUIopean tales. Even more familiar are the 
men who deliberately sought to make themselves rich by finding 
treaSUIe or making gold by alchemic processes: it is hardly neces
sary to point out that they sought wealth outside the economic 
nexus. 

The standards at which the economic man, that is to say, the 
generality of men, aimed and the means by which he tried to 
attain them were empirical, traditional, not rational. "According 

.Ii to his station in life" was the familiar, the customary, the tradi
tional standard. The processes were the familiar, the customary, 
the traditional village system of agriculture, exploited in equally 
customary fashion by the lord of the land. 
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CHAPTBR II 

THE TRANSITION TO EXCHANGE ECONOMY 

DEFINITIONS AND BACKGROUND 

AN exchange economy is one in which needs are satisfied by the • 
exchange of products between several economic units. Such ex
change may be by barter or by money. Exchange is so universal 
in the modern world that it is very easy to think of it as a funda
mental characteristic of the genus homo sapiens. It actually seems 
that humanity developed the exchange habit very late, and that 
the distrust with which the trader is regarded by primitive 
peoples is a reflection of a condition in which peaceful exchange 
is at best an exceptional practice. Even the Carthaginians, accord
ing to Herodotus, still found peoples in the Mediterranean area 
with whom they could deal only by.depositing goods on the shore 
and withdrawing. 

In medieval Europe, of course, the self-contained economy was 
a reversion to an earlier stage of development under force of cir
cumstances rather than the reflection of a retarded culture. Even 
the primitive Slavs, Celts, and Germans. had known exchange 
and had learned the use of money from the Romans. The highly 
developed, centuries-old Roman system of exchange economy did ..-.: 
not entirely disappear, but simply declined to a minimal factor in 
the economic life of the eighth, ninth, and tenth centuries .. Thus 
it is not a question of the establishment or reestablishment, but 
rather of a redevelopment of exchange. 

Three forces seem to have contributed to that redevelopment .• 
(I) The professional traders from the East (Byzantium and Bag
dad) exercised then much the same kind of influence upon 
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Europe as Europe now exercises upon those areas .• They were 
Greeks (more exactly Syrians) and Arabs, who combed especially 
northern and eastern Europe for high-grade raw materials, such 
as furs and amber, and exchanged for them the products of· 
Eastern industry, e.g., jewelry and cloth. (2) The surplus pro
duction of communities, the occasional surplus production of 
individuals who benefited by the growing differentiation of hold
ings, and the surplus production of specialties like fish, honey, 
wine, poultry, plus an apparent increase in population made ex
change a natural and convenient addition to the sustenance 
economy. (3) Much of the early medieval exchange economy, 

~ however, is connected with the landlord system. Landlords early 
appear as sellers. "So much wine and salt came to our monastery 
from its estates," says Caesar of Heisterbach, "that it was simply 
necessary to sell the surplus." The remark illustrates the "suste
nance economy." Caesar thought of the function of the monas
tery's estates as being primarily to supply the monastery, not to 
furnish an income with which to supply the monastery. Only a 
surplus created the "necessity" of selling some of the product. The 
English manors, especially those of the monasteries, from a very 
early date produced a surplus of wool; the cathedral chapter of 
Trent collected 14,000 cheeses in the course of a year I It is not 
surprising then to find frequent regulations for the sale of sur
plus. The statutes of the monastery of Corby provide that of the 
garden tithes "what reasonably can be sold, shall be sold for 

• money or for provisions"; the sustenance idea, however, con
stantly recurs-first supply the need, then sell the surplus. 

The lords appear even more often as buyers. They alone had 
surplus to sell, collected from their "in-lands" and as dues from 
their peasants. Even at the least-moneyed period, they could 
collect some money dues, very small in the aggregate.. Bobbio, a 
great monastery in northern Italy, had a money income of about 
$25.00 (present-day values); Prllin, in Germany, about $1,500; 
Saint-Germain, near Paris, about $2,500. An indication that it 
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was the rich (the landlords) who bought, is the character of 
goods usually listed as merchant's goods: gold, silver, gems, 
slaves, ivory, and dyes. 

The landlords, however, not only turned to the exchange 
economy themselves. Their desires also constituted a force which " 
ended the individual economy of the peasant. The demand for a 
money rent itsdf compelled the peasant to sdl his products. He .... 
found himself increasingly obliged to use the lord's mill, bakery, 
and wine press, and thus he was forced into an exchange nexus. 
The demands of the landlords for special products, agricultural 
and particularly industrial, forced the peasants to look dsewhere 
for their supply of the other necessities. From the eleventh century.( 
onward the landlord system as such developed tendencies that 
were destructive to the old individual economy. Money rents were 
increasingly substituted for rent in kind; the system of manage
ment by bailiffs was displaced by a system of leasing, and servile 
systems of tenure were displaced by free forms. These processes, 
which were going on all over Western Europe in the twelfth and 
thirteenth centuries in very much the same way, seem to have 
been brought about by the conscious desire of the landlords to 
increase productivity and to be able to apply their increased share 
as they chose to the purchase of higher -cost goods. They were a 
phase of the considerable increase in the standard of comfort and 
luxury noticeable in the Europe of the eleventh and twelfth 
centuries. 

Other aspects of European life in these centuries manifest a 
decided transformation in the economic effectiveness of the West-
ern peoples: (I) the increase of wealth, especially the increased 
agricultural and industrial productivity; (2) the increasingly close 
relations with the Orient, pilgrimages, crusades, commerce; (3) 
the breaking down of the communal life, especially noticeable in 
religious institutions, cathedral chapters, monasteries, and abbeys, 
the offices of which began to be treated as perquisites of noble 
families; (4) the revival of production of the precious metals, 

, 
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particularly silver, of which the most important mines of the next 
three or four centuries were brought into operation during the 
tenth century. The increased supply of silver, by facilitating ex
change, facilitated the departure from the simpler individual 
economy and made possible money rents, ~oney wages, money 
taxes, money lending, mercenary armies, all of great significance, 
as we shall see, in the evolution of European economic institu-

1 tiOJlS. Finally, (5) the establishment of towns, which, as presendy 

1 will be shown, are rather causes than consequences of the develop
ment of the exchange economy, provided the entities which were 
to embody most of these beginnings of exchange economy. 

THE RISE OF THE TOWNS 

The exchanges of this developing exchange economy were 
largely performed by the producers themselves. It was only 
gradually that commerce was differentiated into a separate aceu-

...J pation. As in all primitive societies, piracy and occasional trading 
went hand in hand as a rough means of exchange, but in general, 
in Merovingian and Carlovingian times, the merchant seems to 
have been a rare person, usually foreign. In the early Middle 
Ages he was usually a Syrian. Later came the Jews, regarded as 
foreigners after they had ceased to be regarded as Roman citizens. 
Besides the Jews, Arabs and Greeks were known as merchants in 
Italy, as also the North Africans in Spain. London and Paris were 
known even in the eighth century as "the emporia of many 
peoples." We hear also of northern merchants, Slavs from Bohemia 
at Danube markets in the ninth century, Russians in the tenth 
at Constantinople trading slaves, wax, and furs for precious silks, 
spices, and jewelry. At a very early date, a certain number of 
traders who were not producers were to be found. They are 
mentioned in the laws of the eighth century Lombard King 
Liutprand. These "merchants by profession," however, were only 
small fry. indistinguishable from peddlers, with their pack ani· 
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mals, barrows, or little boats. They were not very numerous even 
in such a relatively great commercial center as Constantinople. At 
one time, only fifty Russian merchants were allowed to be in the 
city, and each of them was limited in his purchases of silk to the 
amount of fifty gold pieces (bezants). 

In the field of industry, the transition which we have to study. 
is the rise of free and independent craftsmen. The dearth of 
materials does not permit us to say positively whether there were 
or were not such workmen before the beginning of town life. 
It is fairly clear that there were craftsmen who were freemen, but 
that does not dispose of the question whether or not they owed 
service to landlords. It is also fairly clear that the industrial worker 
on a manorial estate gradually acquired some independence in 
disposing of his products. First he could sell to the public only 
what his lord permitted; later the lord's claim was limited to a 
specified amount of his product, and the craftsman's principal 
occupation was dealing with the public; still later, all obligations 
to the lord were forgotten or commuted. The existence of such 
free workers throughout the Middle Ages is suggested by (I) 
the fact that industrial workers existed before the establishment 
of manorial arrangements and that not all villagers were brought 
into the manorial nexus, and (2) the fact of the existence of a 
certain number of wandering craftsmen. When Charlemagne 
wished to build churches, he ordered certain of his "primores" 
to send workmen and to see to their sustenance, but other work
men "who came from afar" were to be cared for by his own 
officials. Hyde Abbey was finished in 902 after two years of work 
because a number of craftsmen were "added"-presumably hired. 
Certainly it can hardly be doubted that there were at least wander
ing free workers in the ninth century. Probably they were few, 
but we shall see that they had a great importance in the later 
history of industrial organization. 

The climax of this transition period was the emergence of the 
town. In the evolution of a society from the purely agricultural 
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conditions of the early Middle Ages to the highly urbanized con
ditions of the present, it is obvious that the town as such is a 
factor or a symptom of the highest importance. But what is a 
town? The definition of this familiar word has taken many dif
ferent forms; a town must have walls, it must have a market, 
it must have a university, it must have a population of 2,000 and 
so on. These variations arise from variations in the point of view 
and have their utility for the points of view to which they corre
spond. Our point of view is determined by our problem, the 
evolution of econOlnic institutions, and our definition of the 
town is consequently one which emphasizes its economic aspect. 
A town is a considerable settlement of human beings on a limited 
area without a general kinship bond, who for their sustenance 
look to the production of other economic units. "It is the surplus 
produce of the country only ... that constitutes the subsistence 
of the town, which can therefore increase only with the increase 
of this surplus produce," says Adam Smith. It is obvious then, if 
our definition is to be at all serviceable, that the principal, con
stituent elements of the towns are those who are able by power 
or wealth to command the means of subsistence from elsewhere, 
a king who can tax, a landlord to whom dues are paid, a mer
chant who makes profits outside the town, a student who is 
supported by his parents. These are the "town-builders." Mter 
them come what we may call the "town-fillers," those who serve 
the needs of the town-builders: the shoemaker who makes the 
king's shoes, the jeweler who depends on the purchases of the 
merchant's wife, the landlady from whom the student rents his 
room. 

Jean de Long, the fourteenth century author of the Chronicles 
of St. Bertin, tells a story of the beginnings of Bruges, in his day 
the greatest urban center of Northern Europe, that portrays in 
concrete terms the typical development which has been described. 
Mter narrating the building of the castle of Bruges by Baldwin, 
the count of Flanders, sometime in the latter part of the ninth 
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century, he proceeds to explain the origins of the town as a con· 
sequence: 

Thereafter, to supply the materials for the castle or the needs of its 
occupants, merchants, that is, dealers in the dearer sorts of goods, be· 
gan to congregate before the gate of the castle by the bridge. Then 
came tavern keepers and innkeepers, who began building houses and 
inns where those who carried on business in the presence of the count 
on the occasions when he was present at the castle, and who could not 
be given hospitality within the castle, could be entertained. Such peo
ple soon began to say, "We are going to the bridge" instead of "to the 
castle." The number of dwellings increased so much that presently a 
great town had come into being, which consequently had the name of 
bridge in the language of the country, since Brugghe signifies bridge 
in that tongue. 

Jean de Long was not above criticism even when he was not 
writing about matters that had occurred five centuries before his 
own time, and the story which we have quoted bears some of the 
marks of an eponymic myth, a story based merely on the apparent 
meaning of some place name. Nevertheless, the story may be true 
and eVen as a myth deserves some credence as evidence of how 
fourteenth century people thought of the origins of towns. 

When with these concepts in mind we examine the develop
ment of the medieval towns, we note at once that they were 
still largely villages in the economic sense, that is, centers of 
residence of agricultural producers. Freytag gives a living pic
ture of the agricultural activities in a German town in his Bilder 
aut der deutschen Vergangtmheit. Even in London, pigs and 
oxen were raised as late as the thirteenth century. The so-called 
towns founded by colonizing lords in France and in eastern 
Germany were actually agricultural villages, usually with an 
especially large endowment of agricultural land. Of three hun· 

" dred such towns in eastern Germany, only thirty ever rose above 
the level of small farming communities. 

In some of these semi-agricultural towns, however, developed 
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groups of town-builders. They were mainly consumers of sub
sistencewhich they derived from outside agricultural areas. There 
were first of all the secular and ecclesiastical princes, bishops, 
abbots, counts, dukes, and kings. A king was inevitably a town
builder; the king of England alone in the year noo supported 
with his revenue ten to thirty times as many people as the com
merce of the very important commercial town of Lubeck. Most 
of the churches and monasteries which became centers about 
which towns were developed also were centers to which gIeat. 
incomes were mawn. University students were an important 
element in the development of many a medieval town; their 
influence in town development can easily be observed in dozens 
of small economic communities in the United States today. The 

I attraction to the towns of the essentially agricultural feudal 
lords was similarly an abstraction of consumption gIoups from 
the agricultural organization and their diversion to urban develop-
ment. In the town they too were consumers of produce from out
side. The medieval town gIew also as a fortified center; but from 
the economic point of view it was rather the garrison than the 
walls that contributed to its evolution. 

r 
The in;lportant fact is that the consumer comes first in the 

evolution of the town. The merchant and the craftsman do not 
settle in the town until it affords them a better market than the 
countryside. 

If the consumer comes first in the evolution of the town, it is 
nevertheless hard to conceive of a town in which part of the popu
lation does not support itself by industrial and commercial ac
tivity. Such classes did exist in all the medieval towns, but at 
first their significance and their size were alike small. The town 
produced some industrial articles for the peasants, but this was 
limited by the very small product that the peasant had to offer 
in exchange. Of somewhat gIeater significance, for some medieval 
towns, was international, or more correctly, interlocal commerce. 
How small it was is illustrated again by the case of Lubeck; if 
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we assume an average income of only twenty-five dollars, and an 
average profit of twenty per cent, its commerce in the fourteenth 
century could support only about 6,000 persons. Export industry 
developed in a few towns-weapons in Miian, linen in Constance, 
doth in Florence-but only late in the Middle Ages, so that it has 
little to do with the first development. Special products, like 
herring, salt, wine, silver, sometimes contributed to the develop
ment of towns, but even Freiburg, the great silver-~g town 
of the thirteenth century, the largest town of Saxony at the time, 
had only 379 house properties and at most a population of 4>500 
to 5,600. 

Only one factor besides the concentration of agricultural in
come seems to have played a considerable part in the medieval 
town development, namely, the bankers and usurers. Writes the 
bishop of Speyer in 1084, "When I decided to make a city out of 

1:' Speyer, I felt that it would multiply a thousand times the dis-
tinction of the place if I would collect Jews there." The money 
business, however, could have had an essential influence on the 
growth of population only in the greater centers. 

The town-fillers, the part of the population that came because 
of the presence of the great consumers, consisted of (I) the 
subordinate clergy, which in an English cathedral town in the 
fourteenth century numbered as high as 849; (2) the soldiers 
and officials of the bishops and princes; (3) the craftsmen, who 
later were a very important part of the population, but who in 
the eleventh century were only a minor fraction, supplemented 
frequently when a great church or palace was being built by 
imported craftsmen; (4) the beggars, who were apparently a 
more numerous class than in modern times; and (5) the mer
chants. It is apparent from the frequent granting of market • 
privileges in the eighth and ninth centuries, that at this time 
peddling was developing into market-trading. A market was a 
place where periodically (once a week, once a month, once or 
twice a year) people assembled to buy and sell for a day or a few 
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days. We are here; concerned only with its significance for town 
development, especially because some theories of town develop
ment are practically based upon the thesis that a market makes 
a" town. It would perhaps be more correct to say that a town 

) -/exists only where a market has ceased to be held. It is when 
(and where) the merchant finds that it is more profitable to 
settle down in a shop than it is to spend weeks going from fair 
to fair, that really urban conditions exist. The decisive step from 
the standpoint of town development was taken when the mer
chant decided notto move on but to continue to offer his wares 
for sale at the little booth which he had taken at the fair, to have 
his wife and children join him and to build a bit of a house be
hind his booth. To this day, the houses which stand along the 
market in Miinster show by their architecture that they originated 
as extensions of market booths. Certain it is that the merchant 
dId not settle thus until the town population furnished an ade
quate and profitable outlet for his goods. 
. The town in the Middle Ages, like the town of the twentieth 

century, exercised a powerful attraction upon the country popu
lation. The insecurity of the countryside especially during the 
Norse and other invasions of the tenth century, the increasing 
burden of manorial service, the widespread tendency to depress 
the free landholding peasant to dependency, the apparent increase 
of population from the ninth to the twelfth century, all combined 
to create that persisting feature of European social life, cityward 
drift of population. The town offered security and freedom: 
Stadtlutt macht trei. 
. In the town evolved a new economic life, destined to displace 
the dominance of the agricultural organization which we know 
as feudalism. Two forces formed this new system-the interest 
of the petty craftsmen, whom we have seen clustering about the 
palaces of the princes and bishops in their little market booths, 
and the interest of the town as a whole. How this interest of the 
town as a whole expressed itself is our next concern. 
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THE HANDICRAFT ECONOMY· 

The medieval town was characterized by a strong feeling o{ 
unity, shared by all classes, lords, aristocracy, and democracy. 
The town was home, all the rest of the world foreign. The 
political organs of the town, as a natural consequence of that 
sense of unity, were at the same time the organs of control of its 
economic life. The idea of individual independence il). economic 
affairs was as completely absent as in the agricultural society. It 
was the community and its representatives that prescribed to the 
individual his relationships, that cared for the welfare of the in· 
dividual. From this leading idea of community derived that 
powerful system of regulation and control to which, as we· shall 
see, all economic processes in the medieval towns were subjected. 
The idea of community was also the source of the fundamental 
economic principle upon which the medieval town acted. This 
principle, which had controlled the economic activity of tribe, 
village, and manor, was the satisfaction of need. The working of 
this principle in the town was, of course, determined by different 
conditions, .above all by detachment from the soil. As we have • 
seen, the essential character of the town involved importation of 
goods rather than production. This import was so regulated as 
to assure to the community as a whole the necessary supply of 
goods. All supplies, especially food supplies, must be exposed for 
sale in the town itself before they might be taken elsewhere 
for sale. They must be exposed for sale in the public market 
so that no speculator (forestaller, regrater) could buy them up. 
By the right of cavil (droit de part, Ernstandsrecht) any con· 
sumer had the right to buy any part of the wares of the seller. 
regardless of his desire to sell it entire or in larger portions. Thus 
a whole system of regulations aimed· to protect the consumer'as 
a meinber of the community against monopolization, high prices, 
false weights and measures. 

The concern of the town government about the supply of in· 
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dustrial products seems to have been much less anxious. Never
theless, it took care that foreign craftsmen and merchants were 
attracted to the annual market, that the crafts were kept well 
supplied, and that industrial production in the town was honestly 
and skil1£ully carried on. Especially careful inspection was made 
of wares for export, so that the community's markets abroad 

I might not be alienated. The same end, the assurance of an out
I let, was sought by compelling a countryside as extensive as pos-

J' sible to supply itself with industrial products in the town, even 
by prohibiting industrial production in the country. 

The town, moreover, concerned itself deeply with the or
ganization and maintenance of a specific system of industrial 

~ production, the craft gild system. By the end of the Middle Ages 
it became practically equivalent to the town itself. The craft gild 
system (Handwerk., jurandes, gilds) from the economic point of 
view, is that form of exchange economy in which the eco
nomically active persons are technical workers, legally and eco
nomically independent, controlled by the subsistence idea, traffick· 
ing under traditional limitations, and standing in a functional 
relation to a united organization. 1 

The craftsman, unlike the modern industrial wage worker, 
combines the technical qualifications with the control of the ma
terials of production. He is technician, artist, organizer, and sales-

• man, as well as owner of the necessary tools, raw materials, and 
shop. As the French gild statutes say in stereotyped form, "Who
ever wishes to be of this trade, may do so, provided that he knows 
the trade and has the wherewithal (ail de coi)." 

1 The gen~l orga~zation of the h:mdi~ system was snn.Ply 
a transfer to mdustrial and commercial reianons of the orgaruza
tion of agricultural life. Both the village community and the gild 

1 This and other long definitions sc:attcrcd through this book arc intended simply as 
UKful abstractions to guide the srudent in laying hold upon the economic essentials of 
the data which are presented in the lucc:eeding paragraphs and chaplcn. It might pot
libly be useful to memorize them, but probably would be more useful to criticize them 
or to reconstruct them after the data have been examined. 
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organized the economic activity of individual members in asso
ciational forms. Both started from the idea of a given amount of 
work to be done and a given need to be satisfied. Both combined 
individual returns with common property. The essential idea of 
the handicraft, like that of the village, was that the industry 
should sustain its man. Just as the village community assured to 
its members a sufficient area for their sustenance, so the gild 
undertook to assure its members a sufficient outlet for the goods 
they produced through a monopolistic control of the markets of 
its own town, and, where possible, of other towns. By correspond
ing monopolistic methods it undertook to assure them of an ade
quate supply of raw materials; hence the constant attempt to 
hinder the export of raw and half-fabricated materials. It under
took also the erection of establishments too expensive for the 
individual craftsmen, such as dyehouses, sawmills, oil mills, just 
as the village had its commons. In snmmary, wherever a common 
direction of work or common regulation of the means of pro
duction was requisite,the gild functioned as a society. 

The craftsman's activity was extremely personal. His point of 
view was essentially that of the artist. His work was his whole 
life. He functioned as a unit in a productive system, without the 
degree of specialization that would reduce him to stupid mechan
ical toil, and on the other hand he had a proverbial contempt 
for "the jack of all trades, master of none." His craft was sup
posed to keep him fully occupied and to give him adequate means 
of livelihood. 

In order to assure to its members a fair share of work, to pre-l 
vent the increase and enrichment of some at the expense of others, 
the gilds laid down (I) prescriptions governing the purchases of 
raw materials (no master might buy except on market days at 
the market; the price of the raw materials was officially set; none 
might buy more than a specified quantity; any fellow craftsman 
short of material might share in the purchase of another); (2) 
limitations upon the individual craftsman's activities and the 
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amount of his production (he might have only so many journey
men and apprentices; he might produce only so many pieces of 
cloth); (3) regulations intended to equalize and stabilize supply 
and to avoid competition (goods must be sold at such a time 
and place, in such a way; the fellow gildman's customer must 
not be alienated; a task begun must not be finished by another). 

The craft consists of the masters, those who understand the 
craft (just as the village community is constituted by those who 
possess the land). The master takes apprentices in order to pro
vide for successors to carry on the craft. If he prospers, he needs 
the help of other persons trained in his craft. He finds them 
among the journeymen, men who have finished their apprentice, 
ship but have not yet been admitted masters. The handicraft shop, 
then, is commonly a shop in which several persons work with 
the master, but in relationships that are peculiar to the craft sys-

. tem. The master, his apprentices and journeymen constitute an 

i organic group much like the family, a production group and at 
the same time a household group • 
. The handicraft system was possible only under certain condi
tions of population and technical development. The eraft was a 
"mystery," a body of technique acquired only by organic and 
empirical methods. The apprentice grew up in this industrial 
family, learning from his master as a child acquires family char
acteristics. His future standing as a journeyman, as master crafts
man, depended upon his conformity to established processes, im
posed by a vigorous opinion strongly organized in the gild. This 

j conservatively organized system of ·production could meet the 
needs of a relatively sparse population increasing very slowly, 
such as we have in the later Middle Ages, but it could neither 
transmit its technique nor adjust its methods of production rapidly 
enough to meet rapidly increasing demand. 

The conventional, stifHy regulated processes of production also 
made the existence of the craft system dependent upon very favor
able· market conditions. The absence of acute consideration of 
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production costs (such as is necessitated by competitive condi
tions) made necessary a supply of raw materials at a.1ow and 
stable price, free from speculative influences. Similarly the rigidity 
of the craft technique made necessary a very definite equality 
between demand and supply, a demand that did not vary gready 
in quantity or at all in the character of the goods demanded; a 
supply that above all was not determined by competition, which 
was prohibited alike by the prescriptions of the gilds and by the 
fact that the empirical transmission of technique made differ
entiation in quality a slow and accidental process. Finally, the 
undeveloped character of transportation served to protect the 
local crafts from the complexities of outside competition. 

A more specific examination of the data will show how these 
conditions existed during the later, Middle Ages. In the first 
place, let us examine the aspect of the demand for industrial 
goods. The consumers fall naturally into three classes, the resi
dents of the towns themselves, the surrounding agricultural popu
lation which came to the weekly market, and the foreigners who 
came to the annual markeL The first class was small. The largest 
city in Western Europe was Paris, with a population probably 
nearer 100,000 than 200,000. London in 1377 had 35.000 inhabi
tants. The "great" cities of Flanders and Italy had about 50,000. 
Many important commercial centers, such as Frankfurt-am-Main 
and Bristol, had less than 10,000. Furthermore the average pur
chasing power was very low. The figures are only occasionally to 
be found, but in 12!)2, ninety per cent of the population of Paris 
had less than $240 annual income (present-day values). In the 
Rhenish Palatinate, about the same time, ninety-tbree per cent had 
less than $500. The surrounding population also offered only a very 
small market, since it was absolutely small, while the towns were 
numerous. The sellers at the "year markets" seem to have been 
about as numerous as the buyers. It is apparent that the craftsmen, 
outside of the food industries, worked only for a very small minor
ity of well-to-do people, that is to say, the nobility and clergy, plus a 
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few money meIchants in 1:enters like Paris and London. It was 
the rich, not the geneIality, who determined the character of the 
demand for goods. They bought an extraordinarily wide vadety 
of products, scarcely less wide than the range of consumption 
goods today. Their demand, howeveI, was for lovely, splendid 
things, but above aU for durable, solid things, as many a four
teenth century chest or chair or fabdc still testifies. They seem 
not to have had the modem passion for up-to-dateness, for new 
fashions. A rapid change of "the mode," for example, is not 
noticeable in Germany before the middle of the fourteenth cen
tury, and then it affected rather the cut of the clothes than the 
mateIials. When Joinville was chaffed because he wore liner 
clothes than his soveIeign, St. Louis, he replied that they WeIe 
the kind of clothes that his ancestors had worn before him, and 
such as were produced on his estates. All in all the demand for 
industrial products in the Middle Ages was of a characteI for 
which the handicraft system of production was perfectly adapted. 

But how was the demand of the population, especially of the 
town population, for industrial goods, satisfied in this craft 
economy? In the first place, in large part, by production in the 
form of individual economy. As late as 1400, the cathedral chapteI 
of Notre Dame in Pads consumed grain grown on its own estates, 
ground in its own mills, baked in its own ovens. Every house-

~ hold baked, brewed, butcheIed its own meat, smoked and pickled 
it, spun its own yarn, sometimes wove it, tailored its own clothes, 
and cobbled its own shoes. For some of these processes a skilled 
craftsman was attached temporarily or peImanently to the house
hold, but in the later centuIies this was frequently forbidden; 
e.g., by the shoemakeIS in Frankfurt in 1355. The remaining part 

~ of industrial production was handicraft. Part of it was wage 
work; that is, the customer deliveIed the raw matedal for pro
duction to the craftsman and paid him for his labor. The miller 
and the baker were geneIally paid with a "toU" of the flour or 
bread they prepared. Most building seems to have been carded 
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on by the wage system. Some building was done by contract, but 
in 1356, contracting was still so unusual in London that the 
mason's gild required four or six masters to be associated as 
guarantors of every contract. Even in the building trade, the 
craftsman was frequently housed, fed, and supplied with clothes 
by his employer. 

In the textile industry, very frequently the customer took yarn 
spun in his own household to the weaver, woven cloth to the 
fuller, the dyer, and the finisher, and the finished cloth to the 
tailor. Otherwise he bought ready-made cloth of the clothier 
with the advice of the tailor who was to make the clothes. This 
tradition of the handicraft economy is reflected by the appella
tions "tailor to His Majesty," "furnishers to the Queen," and 
other similar titles which appear in some very modern advertise
ments. These courtly tailors in England were forbidden by gild 
ordinance to wear the livery of their lords, but in France wore, 
as marks of honC'l", badges of the families that used their services. 

Similar arrangements were customary in other industries. The 
customer brought gold and silver to the goldsmith to be made 
into jewelry, iron to the shield maker for armor and to the 
horseshoer for horseshoes, all of. whom performed their work for 
a wage. In other industries, such as baking, butchering, wheel
wrighting, the craftsman procured the raw material and delivered 
the ready-made article for a price. 

Then, too, there was a certain amount of production which 
was not ordered by customers but made in anticipation of demand 
and disposed of in the shops or at the market. A set of sixteenth 
century wood carvings in the Germarusches Nationalmuseum at 
Nuremberg shows very concretely what the craftsman's establish
ment was. The master's wife "tended shop" in a front room 
while the master with his apprentices and journeymen worked 
in another room at the back. In the salesroom lay, hung, or stood 
a small collection of ready-made wares. The girdle maker has 
eighteen purses on his counter, the shoemaker about a dozen 
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pairs of boots and shoes, the furrier half a dozen pelts. These 
wood carvings date from the sixteenth century, and it may be 
that they represent an advance upon an earlier time when work· 
shop and salesroom were all one and still fewer ready-made 
products were to be seen. Certainly, however, as early as the 
thirteenth century, the Parisian bakers displayed their wares in 
show windows, and the goldsmiths in Stettin put out their wares 
on their lowered shutters. In Paris, the craftsmen were permitted 
to display their wares in their shops from Monday to Thursday 
but were required to take them to the "hailes," or markets, on 
Friday and Saturday. In Oxford in 1319, the University required 
the craftsman to sell his wares in the market held every Wednes
day and Saturday. These wares must have been "ready-made." 
In the German towns, specialized market houses were established 
in the fourteenth and fifteenth centuries, especially "cloth halls" 
(of which the cloth hall at Ypres was perhaps the supreme ex-
ample). Shoe halls, salt halls, fur halls, linen halls, were also 
common. 

In the towns and fairs, the merchant, the man whose whole 
profession was buying and selling goods, also played a consider
able part in satisfying the denpnd. In the larger towns, pro
fessional, permanent retailers appeared as early as the thirteenth 
century. They were quite unspecialized, dealing in all sorts of 
goods in the one shop; but foreign goods, sum as silk and drugs, 
constituted a mum larger proportion of their stocks than did local 
products. 

Of more importance were the "year markets," or fairs, whim 
were regularly held in almost every large town. In many places 

• they became great concentrations of merchants devoted largely 
to wholesale business, where, however, goods were also disposed 
of to the final consumer. Certainly a very large proportion of the 
demand for industrial products on the part of the towns, especially 
the demand for goods not produced locally, was satisfied at these 
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fairs, to which goods came in large quantities and variety and 
often from very great distances. 

The fair was a concentration of an already existing widespread 
and diversified interlocal trade. Throughout the Middle Ages, 
craftsmen wandered over the country with their packs and bar
rows containing a few articles which they themselves had pro
duced. The craftsman was seeking out his customer because he 
could not find enough consumers grouped about him in a town. 
As early as the twelfth century, woolen cloth seems to have been 
widely distributed in this manner from the producing centers. 
Linens were even more widely distributed and were sold in 
made-up form. Minerals were carried long distances. The trade 
in tin from Britain dates back to the Phoenicians. Iron ore was 
brought into northern Italy as early as the tenth century and 
exported to Egypt as early as the twelfth. Silver from German 
mines appeared in Champagne and in England in the thirteenth 
century. Copper and lead from Germany were articles of trade 
with England in the eleventh century and with Italy in the tenth. 
Weapons and armor were distributed all over Europe from Milan, 
Venice, and Cologne. Other products which are found as material 
of interlocal trade are woodenware, hides and leather, leather 
goods, hose, shoes, girdles, felt hats, ivory combs. An interesting 
index of interlocal trade in ivory is found in A. M. Cust, Ivory 
Workm of the Middle Ages, and in the Guide to the Medieval 
Antiquities of the British Museum. 

How all this was drawn together into a nexus in which the 
producer and consumer sought out each other may be shown by 
a description of Winchester Fair. William II authorized the bishop 
of Winchester to hold a fair on the hill outside the city for three 
days, which by Henry Irs time lengthened to sixteen. On the 
morning of each August 31, the bishop's justiciar, standing on the 
summit of the hill, declared the fair open. Then he rode through 
the town, closed the shops and the market, and rode back to the 
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hill. There he named a special mayor and bailiff, and constituted 
the court of piepowder, (pied poudr~, dusty-foot) to control 
weights and measures, to witness contracts, and to settle disputes 
between merchants. The hill was soon covered with rows of 
wooden huts, each row devoted to merchants from a given 
locality or to craftsmen of a given trade. All commerce in Win
chester and within seven miles was suspended during the fair. 
In Southampton, only food could be bought; and in Winchester, 
all the tradesmen had to move to the hill. The bishop collected 
duties on all merchandise that was brought into the fair. 

The producer obtained his raw material in much the same way 
as the consumer. When it was not furnished by his customer, he 
usually was required to buy locally in public halls, markets, and 
fairs. In almost all towns direct sales outside the public markets 
were forbidden, and the prohibition was drastically enforced. 
Buying from samples and buying for future delivery, so important 
in modern commerce, were almost entirely absent. 

The geographical organization of industry was characterized by 
a· very great degree of local specialization, apparently greater than 
that of today. Lincoln was famous for its scarlet, Doncaster for 
saddle girths, Bristol for leather, Toledo for its blades, Milan 
for coats of mail. The basis of this specialization was partly then 
as now natural resources, nearness to market, accident, but also 
and especially the empirical basis of technique: only through the 
migration of masters conld technique be transferred. Neverthe
less, the quantitative proportion of goods produced for local 
markets seems to have been larger than at present. Many in
dustries which today are confined to a few localities, were then 
to be found in every town, notably weaving. 

Very little is known of the number of industrial workers; 
estimates indicate that they constituted a larger proportion of the 
urban population than now, but a very small proportion of the 
population as a whole. Certainly their numbers fell far below the 
demand. Whole towns were sometimes stirred up over the need 
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for a few dyers. Princes and towns offered special privileges to 
craftsmen settling in their territory. The training of craftsmen 
was very slow, but no considerable increase in population pressed 
in upon the industrial trades. When the population was not at a 
standstill or decreasing because of the lack of hygiene, plagues 
or famine, the surplus agricultural population at any given point 
was limited by the colonizing enterprises so frequent in France, 
Germany, and England in the twelfth, thirteenth, and fourteenth 
centuries. 

The productivity of the craftsmen was very low. This is in
dicated by the high prices of industrial products; a ton of iron 
cost 180 shillings in England in the fourteenth century, as com
pared with $22.75 in the United States in 1928 ($13.60 in 1932), 

when the purchasing power of money was many times lower. In 
Wesel in 1.p8, 342 master weavers (with journeymen and appren
tices) produced only 5,140 pieces of cloth. In 1399, the 400 weavers 
of Beauvais boasted that they produced about 700 pieces of cloth a 
week. It took fourteen days to finish a good lock. In artistic produc- • 
tion, time was ignored. Centuries were taken for the completion of 
a cathedral, generation after generation labored on choir stalls. 
Ghiberti worked forty years on the doors of the Baptistery of St. 
John in Florence. 

The question remains, Was industrial life in the medieval town 
completely organi2ed in gild fashion? Certainly, as we have seen, 
a significant part of industrial activity, the industries that were 
carried on in the home, remained outside the officially organized. 
and recognized gilds. The gilds themselves were showing signs of 1 
disintegration from the latter part of the thirteenth century. Wide 
differences in income operated to weaken the fellowship bond 
among the masters. In 1292, seven craftsmen of Paris had incomes 
of more than 5,000 livres, and 821 had less than 250 livres. Even 
production limits were differentiated as between individuals of 
the same craft. At Frankfurt-am-Main, eleven of the woolen weav
ers had the right to produce thirty-six pieces each for the fair, 
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while forty-nine others had the right to produce only four each. 
As the masters grew more plutocratic, the journeymen began to 

I 
have a less certain hope of being admitted as masters and or
ganized journeymen's gilds, unions based on their interests as 
wage earners. These journeymen's gilds have a fairly close analogy 
to modern labor unions of skilled workers. 

On the other hand, as industry developed, the craft gilds grew 
more numerous. The number in a given city was a fair measure 
of its industrial importance. Another indication that the gilds 
continued to predominate is the fact that industrial units con
tinued for a long time to be the small personal units of the gild 
type. Such statistics as have come down always show a smaller 
number of journeymen in a trade than of masters. In the sixteenth 
century, in Heidelberg, for example, over half of the masters 
worked alone and only one had as many as five journeymen. The 
wood carvings in the Nuremberg museum, mentioned above, 
never show more than two or three journeymen and frequently 
only a single apprentice working with the master. When in 1443 
Master Tonnies Evers of Liibeck was discovered to have twelve 
journeymen and seven apprentices in his service, his gild required 

I him to reduce the number. 
In general we may conclude that, while a considerable part of 

production was not organized in gilds, and while, from a very 
early date, the gild was ceasing to be an entiIely equalitarian 
organization even among the masters, yet the gild continued to 
be important in the industries that produced articles of commerce 
down to the sixteenth century. The mutuality and the restrictions 
of the gild statutes retained less importance than the handicraft 
ideal of small units and the personal devotion of the master to 
his craft. The theoretically favoring conditions for the handicraft 
ideal were still present: an empirical technique, a slowly growing 
population, a steady demand for industrial goods made to last 
a long time, and competition in the modern sense almost entiIely 
excluded. Conversely, the conditions necessary for the evolution 
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of a new form of economic life which should dispossess the handi
craft system, that is, capitalism, were absent. We shall next see 
how even in the economic activities where we most expect the 
capitalistic form, export industry and commerce, the handicraft 
ideal prevailed. 

TaB ORGANIZATION OF ExPORT INDUSTRY AND COMMERCE IN TaB 

fuNnlCRAFT SYSTEM 

Production for export and the sale of goods as an occupation 
seem at first sight to be removed by their very character from 
the handicraft economy (self-sufficiency, associational form, em
pirical, traditiona!ly contro!led technique). So perhaps they are, 
in their essential logic. We shall see that it is in these fields that 
the first phenomena of capitalism appear. A closer examination, 
however, will show that even in these fields the characteristic 
custo.ms, relationships, and limitations of the handicraft system 
prevailed until late in the Middle Ages. 

In the fourteenth century, the cloth industry of Flanders had 
grown into a (relatively) large exporting industry, and new ele
ments entered its organization, poorters, coomanm, gewand
schneider, who were essentia!ly merchants, great and sma!l, at
tempting to control the weavers. The attempt was bitterly and 
successfu!ly resisted by the clothmakers' gild. Their resistance, 
their persistent effort to secure for themselves and for the other 
gilds a part in government, and the purely gild spirit of their 
ordinances even in. the fifteenth century, justify the impression 
that the textile industry of Flanders sti!l had an essentia!ly handi
craft organization. The textile industry of Florence, as will be 
seen, began to have a clearly capitalistic organization somewhat 
earlier. On the other hand, the silk industry in Venice, Lucca, 
and Geneva, also largely an export industry, was handicraft in 
character. The mining industry in the medieval period was gen
erally carried on by associations of craftsmen, and even the small 
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hardware manufacture in Nuremberg, Solingen, Schmalkald, and 
other hardware exporting centers was carried on in handicraft 
fashion. That is to say, we always find the group of masters with 
their journeymen and apprentices, who controlled the industry 
in their common interest. 

It is more surprising to find commerce itself organized in handi· 
craft fashion. The merchant seems to be, by definition, SO ex-

I elusively concerned with the production of profits, that it is difli· 
cult at /irst to think of him as limited in his efforts by the 
sustenance idea or by a traditional technique. Yet a direct examina
tion of medieval commerce will easily show us just that. In the 
first place, commerce was on a small scale even in the greatest 
centers. Lubeck, for example, in 1384 one of the greatest, exported 
only 293,,00 marks' worth of goods, about $500,000 in present • 

. day values of money. The English export of wool, another major 
.\ interest, in 127r-1278 amounted to about 3,000 tons. These small 

figures are the more striking when the number of merchants 
among whom the trade was divided is taken into consideration. 

{ The English wool export was handled by 252 merchants, giving 
an average business of $4,000 a year in present-day values. The 
average sum in fifty Genoese commenda contracts-of which 
more subsequently--ilating from II56 and later, was between 
$250 and $275. In 1429 in the rich commercial city of Basel only 
five merchants were worth more than $10,000. 

Another index of the smallness of export trade in the pre· 
capitalistic period is the low tonnage of ships, which neverthe. 
less were generally owned and operated in ~ommon by several 
merchants. In the year 1470, seven Spanish ships were seized by 
English pirates, taken into English ports and reclaimed by the 
Spanish owners, who under oath catalogued the tonnage and 
value of their ships. They ranged in tonnage from 40 tons to 
120 (three of 100 and 120 tons) and in value from £70 to £180. 
Land trade was on a still smaller scale. The value of a caravan of 
Basel merchants pillaged in 1391 on its way to Frankfurt fair, 
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was 9,544 1I0rins, an average of less than $400 for each of the 61 
merchants in the caravan. The maximum value of a German 
merchant's stock at the great fair of Novgorod in Russia in the 
fourteenth century was estimated to be $2,500. 

The merchant appears to have been in thinking and feeling, 
in social position, in the character of his activity, much like the 
smaller craftsmen. Nothing lay further from his mind than profit 
winning in the unrestricted style of modern enterprise. He was • 
dominated by the sustenance idea. As the reactionary-Luther put 
it, in his essay on "Commerce and Usury," "You must be careful 
to seek nothing but your proper nourishment in such commerce." 
The merchant was also a technical worker, at least in his own 
eyes. His technique was a matter of calculation, travel (Andreas 
Ryfl visited thirty and more markets every year), and to a certain 
extent writing. We have the diary of Lucas Rem, a German who 
went to Venice shortly after 1500 to learn "reckoning": "da lernte 
ich rechnen in 5Yz monat gar aus." The merchant used the charac
teristic master.apprentice relationship for the transmission of his 
technique, which, it must be remembered, was of a very low order. 
The first chapter of the French Ordinance of Commerce of 1673 
related to merchants and their apprentices. 

The laws and customs of merchants also illustrate this handi
craft character. The early combinations of persons, most of them 
fatnily combinations, had only a common chest from which each 
took according to his need for support. All the merchant's rela
tions were personal. He faced his customer with his goods and 
was paid for them in coin or other goods which he likewise saw, 
rather than by exchange instruments, checks or drafts. If he 
borrowed money, it was without thought of profit to the lender, 
frequently his gild: "If any man or woman of the said frata· 
nity without fault on his own part fall into poverty, the said 
fraternity will lend him a sum of money for trading for a 
year or two at his convenience without taking anything for gain," 
ran the statutes of the Gilda Mercatoria of Coventry. The cloth 
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merchants of Fiorence at first excluded usurers and when money 
lending and borrowing had become a more usual practice, charged 
them double fees for admission to the gild. Throughout the 
statutes of the merchant gilds runs the fundamental handicraft 
notion that the trade in or from the city was a source of support
sustenance to which all members had an equal right. Perhaps no 
simple, single character so clearly brings out the handicraft char
acter of commerce in the handicraft period and its differentiation 
from modern commerce, as the fact that competition, whether 
by irregular dealings, advertising, solicitation of customers, or 
departure from standard prices, was everywhere forbidden. 

We have now surveyed in very summary fashion the economic 
character of the two systems which were the antecedents of capi
talism in European society. Our problem now is to mark the 
earliest phenomena of capitalism. 
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PART n 

THE FOUNDATIONS OF MODERN CAPITALISM 



CHAPTE. I 

THE STATE AS ECONOMIC ORGANIZATION 

THE INDIRECT PROMOTIoN OF CAPrrALISM. 

THI! political organization which we know as the state was of 
supreme importance for the development of the modern economic 
system which we know as capitalism.1 The state is purely a mod-

1 The word "capitalism," which is used so much in this book as the: equivalent 
of ''the economic institutions of modern Europe," means different things to different 
men. Karl Marz, the great originator of scientific socialism, used it as a sort of epithet _" 
for the whole of nineteenth-century European society. A prominent English economlSt oJ 

and historian uses the word as meaning aD. economic system. in which capital in large 
units plays a major pan. An American economic historian says, "One of the outstanding 
facti about the capitalistic regime of today, from the angle of organization, is the 
presence of capital in the form of negotiable stock, viewed as an investment (0 yield 
intetcst.'· Both these definitions or characterizations ha\l'C their utility from certain points 
of view, the fin1, from that of a student of the dUe of capital as sucb. and the 
second, from that of a stUdent of .. the capitalistic rCgime of today." From the stand
point of this work, the purpose of which is to portray the economic aspects of European 
society as an evolving entity in world history, it is necessary to go back. of today, not 
merely for differences but rather for evolutionary beginnings; and it is necessary to go 
beyond negotiable stocks and even beyond capital: these are merely two instrUmentalities 
among maoy othen used in the economic activity of Europeans. On the other hand, a 
concept more narrowly restricted to the ways of getting and spen.ding than that of 
Marx is required. The need here is for a definition in terms of society other than in 
Ienns of economic abstractions or devices. 

Ia this work, then, capitalism is • system of exchange economy marked by cert:lio 
distinctive characteristics. Two groups of the population. the owners of the instru.ments 
of production &Ild the propertyless work~ are clearly differentiated. but cooperate in 
im~oal relations established througb the market. The orienting principle of economic 
activity in capitaliun is unresuictcd profit, secured or sought in competition with other 
economic agents by means of instrum""lalitics fully ratioualized with reference to that 
end. 

Several of these characteristics capitalism bas in common with the bandicraft sySlem. 
Both are systems of exchange economy, marked by strong ocxupational specialization. 
Both operate througb the market nexus. Capitalism cillfers from handicraft (1) in the 
social differeltiatioo betwccn the directing persons, owners of the means of production, 
on the one band. and the technical workers 00 the other; (%) in its dominating prio· 
aple, the pursuit of profit, as against the sustc.nance principle, the satisfaction. of the 
needs of the individual m&ll; a.nd (3) in its rationalism, iu elaborate planning and 

6. 
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ern development, quite different from the city-state of the ancients, 
from the empire of the Romans, and from the quasi-anarehic 
system that we know as feudalism. It began to appear in the 
tweUth and thirteenth centuries with men like Henry II of Eng
land, Philip Augustus of France, Frederick II of Sicily. In the 
period with which we are now concerned, it developed toward 
concentration of authority in one single person, a process which 
which culminated in the age of Louis XIV of France, with whom 
is associated the aphorism "L'Etat, c'est moi." It is easy to em
phasize too mueh this concentration in the hands of one person. 
Whether the state be a single person, an oligarehy (Venice, Eng
land in the eighteenth century), or a democracy (France, the 
United States), the common phenomenon appears of an authority 
gradually approaching absolutism, as in the democracies of today 
which, like the United States, certainly at least in principle, under
take to extend their authority over an unrestricted range of sub
jects. Blackstone declared, "I know of no power on earth that 
can withstand an Act of King, Lords and Commons in parliament 
aSsembled." 

In its development the state directly favored the evolution of 
capitalistic forms, but besides the seU<onscious promotion of capi
talistic activity, the state furthered capitalism in indirect ways. The 
state itseU was an organization which carried into society a na
tion which was fundamental to capitalism, the idea of two distinct 
classes, directors and performers, rulers and subjects, analogous 

adaptation of means to specific ends, its thoroughgoing accounting, as against the tra~ 
dirionaJism of the handicraft system. 

The visible f.orm of the capitalistic economy is the capitalistic enterprise. the business. 
the concern, which may be a factory or a trading house. an CII1ployment agency or a 
bank, which may be a one-mao concern or a combination of the wealth of sevcral pc:t
sons as capital. which may usc slaves or uee labor. which may be fully independent 
or fully bound up with the government, whic:b may. in short. be of any one of twenty 
different sorts. 

The capitalistic entrepreneur functions as the organizer of production: he brings laborers 
and material together; as a merchant: be finds a market· for goods that have been 
produced in anticipation of demand; and as accountaot: since his aim is not directly 
the customary sustenance of an individual but a sum of money. be Watches bis activities 
to sec that they result in a balance of mone)'. 
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to entrepreneurs and workmen. This type of organization was 
~pecially exempI.ilied in the army. Medieval fighting forces were 
made up of feudal elements gathered together for the occasion, 
who, in general, supported themselves and directed themselves. 
The army of the monarchical state was a paid army, constantly 
on foot, and directed by functionaries of the state. An excellent 
example of a feudal array confronted by an army in which the 
modern idea was beginning to manifest itself can be obtained 
from Froissart's story of the battle of Crecy. It was, however, the 
famous Ordonnance sur la gendarmerie (1439) of Charles VII 
of France which first created an army in the modern sense, a step 
which meant much for the specially rapid development of the 
monarchical state in that country. What happened in France in 
the middle of the fifteenth century, took place in all the European 
states within the next two centuries. A similar growth took place 
in naval force. The standard of size for both land and sea forces 
grew steadily higher. The Normans won the battle of Hastings 
with not more than 7,000 men. The largest number of crusaders 
in a single battle in Palestine was 10,200. The greatest army which 
the Middle Ages saw was that of Edward III at Calais in 
1347: ]2,000 men. In contrast, the armies of the European states 
by the eighteenth century ran to the hundreds of thousands. 

Austria (peace standing) 
Russia 
Prussia 
France 

2IY7,OOO 
224>500 

190,000 
182,000 

In the thirteenth century Genoa dominated thlMediterranean 
with 65 galleys carrying about 12,000 men, mostly rowers. In 
1588, the Felicisima Armada ranked as the greatest of sea arma· 
ments the world had seen, with 130 sail and 6s galleys, carrying 
about 30,000 men. In 1786, the English fleet consisted of 292 war· 
ships. 
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These increasingly large bodies of men and material required 
a new system of production and delivery. The w;arrior of the Mid
dle Ages as a rule brought his own weapons and armor with him. 
This had to change with the introduction of powder and cannon. 
Arsenals begin to appear in the fifteenth century (Paris, Mons, 
Bruges). Smaller weapons continued to be bought by the indi
vidual soldier, who suited his own taste in muskets. The long 
pikes of the Spanish infantry in the sixteenth century furnish the 
first example of uniform weapons in a large force. Similarly, the 
Spanish government first developed a system of providing food 
and shelter for troops through government functionaries (quarter
master, sertlis) instead of leaving it to the individual soldier. It was 
only in the eighteenth century that the clothing of the soldier be
came the affair of the state. 

All of these changes had a direct if unintended repercussion 
upon economic life: they offered a function to and created a need 
for the entrepreneur who could bring about the production of the 
needed goods in adequate quantities and deliver them where and 
when they were needed. 

MERCANTILIST POLICY 

The state self<onsciously promoted the development of capi
talism. The theories and policies used in this promotion we call 
mercantilism. Unfortunately for purposes of definition, mercantil
ism ne(ler received a systematic exposition to which we can refer 
with definiteness nor, as a matter of fact, has any adequate history 
of mercantilism been written. Definition therefore has to be picked 
out from scattered characteristics. The central idea is embodied 
in Colbert's expression: "I believe that agreement is fixed upon 
the principle that it is only the abundance of money in a state 
that determines its greatness and power." It is first of all to be 
observed that in one very important respect mercantilism simply 
extended to the wider area of the state the economic feeling of 
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the town. The aim was the good of the whole rather than the good 
of the individual. Just as the town had pursued the policy of 
assuring to its inhabitants the necessary means of life, so the state 
gradually took over the same function. In England, in Spain, 
in France from the thirteenth century onward, the kings pro
hibited intermittendy and in various forms the export of food 
materials, especially grain and meat! 

In mercantilist policy, all economic activity was "privileged." Just 
as in the town the craftsman and the merchant derived their 
right to produce or to trade from the community, so in the state 
the prince granted such "rights" and imposed such duties as he, 
as head of the state, thought proper for its interest. Then, too, 
the prince had his own special interest as ruler. Since his power 
was based upon a mercenary army and a salaried bureaucracy, 
he needed money above all else to pay them. To be able to raise 
money by taxes or by loans, the country must be supplied with 
an adequate provision of the precious metals. The supply of 
precious metals-bullion, the English mercantilists usually termed 
it-was the good which the mercantilist state took special care 
to provide for the community, as the town took special care to 
assure the supply of meat and grain. The state promoted the 
direct acquisition of silver (and later, of gold). The same purpose 
underlay the early colonialism. The state naturally associated it· 
self with the early capitalism because both were in opposition to 
the medieval localism of feudal elements and towns. Both de
pended upon an adequate supply of the precious metals. Another 
characteristic of mercantilist feeling is iIIustrated by the preamble of 
the French King Henry IV's edict of x603: the arts and manu
factures are to be encouraged as "the sole means of avoiding the 
transportation out of the kingdom of the precious metals and the 
consequent enrichment of our neighbors." Since the object of 
policy was power, and power was relative, the gain in precious 
metals which made power for a neighbor was a loss to the state. 

I For a more systematic discussion of mercantilist thought. see Pan m. chapter, v below. 
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The mercantilist policy in regard to industry and commerce 
expressed itself in (I) the granting of privileges, (2) regulation, 
and (3) unification. Privilege sometimes took the form of mo
nopolies. The practice appears in the "first modern state," Sicily 
under Frederick II, who claimed for himself the monopoly of alI 
commerce in grain, salt, iron, and raw silk. In the fifteenth cen· 
tury, the absolutist states of Italy claimed a monopoly of alI trade. 
A number of coal merchants, organized into a gild, were given 
the sole right to selI coal to the ships which came to Newcastle. 
The Merchants Adventurers alone had the right to selI English 
cloth in the Netherlands and Germany. AlI silk trade in France 
was concentrated in Lyons. The most significant development of 
this geographical type of monopoly took place in the oversea 
trade, where it was the basis of the great trading companies, such 
as the East India companies of England, France, and Holland. 
Monopoly of production was equalIy common. Old industries 
became, by authority of the state, the monopolies of existing gilds. 
New industries became national monopolies in the hands of the 
mventors or the men who introduced them, as, for example, the 
glass industry in England (patent monopoly of 1567) and in 
France (1551). 

Another form of privilege for industry was the widespread con· 
trol of commerce in such a way as to prevent the export of raw 
materials and the import of manufactured materials. Philip III 
of France forbade the export of native wool in 1278, and in th,e 
succeeding centuries the prohibition was repeated and extended 
to other materials (1305, 1320, 1567, 1572, 1577). The Oxford 
parliament of 1258 also forbade the export of English wool; 
but England became a great wool-exporting country, and it was 
not until the time of the Tudors that the series of prohibitions 

I began again, not to cease until 1825. Distinctively "protective" 

j tariffs began to appear in the sixteenth century (England, 1534; 
France, 1564, 1577, 1581) and became a fully developed system 
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under Colbert. "Colbertism" continued to dominate commercial 
policy until the commercial treaty of Ij'86 between England and "'i/ 
France. The removal of internal tariff boundaries was another 
measure that meant much for capitalistic development on a nation
wide scale. Colbert secured the abolition of the Five Great Farms 
which at least united the northern part of France into a single 
economic area, and the French Revolution completed his work. 
In Germany, the barriers between the various states were not 
broken down until the Zollverein was formed (1834). 

Bounties and premiums were freely used to promote and en
courage capitalistic enterprise. Colbert expended 5,500,000 francs 
in this way in addition to considerable sums furnished by prov
inces and cities. In England, bounties on exported wares became 
the preferred method. In Austria, from 50,000 to 80,000 florins a 
year was applied to bounties. Savary in his Dictionnaire du Com
merce (1p6) lists about twenty forms of favors, from ennobling 
for important entrepreneurs to admission to the mastership for 
workers, which were used in France. 

Regulation was the other aspect of privilege: since industry , 
was a privilege granted by the state, it must be controlled by the 
state. In England, where the system of control was least extended, 
the government concerned itself with all these matters in the 
year 1630: 

(I) Only Spanish black shall be used to dye silk. 
(2) Bread shall not be eaten on Friday and other fast days. 
(3) A commission is to investigate why the fishing industry does 

not flourish. 
(4) Commissions for several shires shall see that cloths for export 

are made of a certain length, breadth, and weighL 
(5) Cloth shall be made only out of native wool. 
(6) No logwood or blackwood shall be used for dye. 
(7) No foreign thread shall be imported 
(8) No new houses shall be built in London. 
(9) No tobacco shall be planted in England 
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In France, the govemment even regulated the size of the leaf and 
the quill, tools used in weaving. Between 1683 and 1739, 230 
different measures were passed regulating industry. It is obvious 
that the state simply continued the spirit of the old gilds in its 
minute regulations. Indeed, the gilds themselves continued a vig
orous life down to the end of the eighteenth century, more ex
clusive than ever, more drastic in their ordinances, and, in virtue 
of the wide power of the state, nationalized in their authority 
where hitherto they had been local. So in France, in England, and 
in the German States. The numbers of gilds also increased stead
ily. Politically, the gilds were being undermined by the general 
substitution of the state's authority for their own, but the economic 
ideal. which they embodied remained. The Hood of regulation 
in the seventeenth and eighteenth centuries was called forth by 
and directed at capitalistic industry, but generally it meant a 
modification of the gild restrictions. Thus the Elizabethan Statute 
of Artificers continued and generalized the master-journeyman
~pprentice relationship, but contained no restriction upon the 
number of apprentices. 

The exercise of the authority of the state involved the nationali
zation of the industrial system, a process that was completed in 
England and France about the same time (Elizabeth, Henry III, 
Henry IV) but did not go as far in German lands. In England, 
the gilds were made national in extent, but continued under 
supervision of the central government. In both France and Eng
land gilds were formed for the control of the growing domestic 
industry. In France, the old gilds were nationalized except that 
a non-Parisian master could not exercise his craft in Paris. 

The mercantilist state also promoted the evolution of the capi
talistic economy by its intercourse policy-by measures promoting 
the interest of private entrepreneurs, such as the English naviga
tion act of 1651, by bounties for shipbuilding, and by the establish· 
ment of uniform commercial law, weights and .. measures, and 
coinage. It also facilitated intercourse by road building and canal 
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building and by the organization of posts. Under Sully, the great 
minister of Henry IV, canal building was begun in France. Col
bert carried out and extended his policies. In the years 1737 to 
1769 the French government spent from two to four million livres 
a year on roads and canals. We shall consider the development 
of means of communication more fully later. 

MONEY 

Another function of the state that had much to do with the 
development of capitalistic forms was the establishment of money 
systems. What money is, everyone knows by experience, yet the 
definition of money is something upon which there is no general 
agreement. It is easily agreed that money (I) is the expression 
of all exchange values, (2) is a general means of exchange and 
circulation, (3) is a general means of accounting, and (4) is a 
means of storing exchange values. The disagreement begins in 
the attempt to get a single definition for money. If, however, we 
approach the question from another standpoint, we find two 
c~tegories under the same name. That standpoint is the question, 

, What makes a thing money] In the one case it is the general ~ 
I 

consensus of social groups trading together, in the other it is the 
arbitrary act of a lawmaking power (the state). A simple ex
change money can be based upon the value of something as a 
ware. Money as means of account depends upon an act of the 
state which authoritatively defines it. The state may take (usually 
has taken) the ordinary money of commerce and may give it 
the character of money of account. On the other hand, the state 
is not all-powerful. If it attempts to establish one kind of money 
at too high a valuation, the undervalued other kinds will dis
appear (Gresham's law). 

The early history of exchange money (from the thirteenth to 
the eighteenth century) was characterized by a great simplicity, 
both on the side of technique and on that of econotnic control. 
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Coins were made on a purely handicraft basis and cost from 
6 to 25 per cent to manufacture. The English coinage at the end of 
the seventeenth century varied as much as ten per cent in weight. 
The understanding of economic forces was equally deficient: the 
French ordinances repeatedly complain of the stupidity and stub
bornness of a people who refuse to accept a depreciated coinage. 
The state did not conceive its business to be to provide a sound 
currency, but regarded the control of coinage from a purely fiscal 

j 
point of view as a source of profit. The English recoinage under 
Elizabeth was the first designed purely as an economic measure. 
It was not until well into the seventeenth century that similar 
measures were taken in France and Germany. The international 
traders and especial.l y the international money traders developed 
an organized market for money as a protection against the 
vagaries of the princes in order to provide a sure goods-equivalent 
in money. Florence was the market at which rates of exchange 
for almost all Europe were fixed from the thirteenth to the 
fifteenth century; Antwerp, from the fifteenth to the end of the 
eighteenth century; then London. 

The circulation of coins was much more international than 
now. When the Emperor Ferdinand I in 1559 undertook by edict 
to exclude foreign coinages from Germany, he excepted from the 
operation of his edict seven different kinds of double ducats, 
twenty-three different kinds of ducats, ten different kinds of 
crowns, from Spanish, Portuguese, French, and Italian mints. In 
1606, the Netherlands "placards," an early form of business news
paper, contained quotations on almost one thousand foreign coins. 
England in the eighteenth century used a large number of Portu
guese coins. 

The relative value of gold and silver was determined partly 
by law, partly by exchange, and was also affected by the fact that 
it cost proportionately more to coin silver. This resulted some
times in the total disappearance of one metal or the other because 
of a mistake in the legal valuation: so silver disappeared (as 
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money) in Florence in 1345. Furthermore, throughout this period, 
there was a general, continuing debasement of coins through 
changes of fineness or of weight. Almost all the coinages of 
Western Europe derive their form from the pound, solidus, de
narius system of Charlemagne, but varying processes of deprecia
tion resulted in widespread differences in value. In Hamburg and 
Liibeck, the number of coins made from a pound of fine silver 
rose from 2 marks, 2 schillings in 1226 to 12 marks, 8 schil1ings 
in 1506. The English silver penny in 1300 weighed about 22 
troy grains; in 14% 12 troy grains. In 1309> 2livres 19 sous were 
made from 234 grains of fine silver; in 1'120, 9B Iivres. The Floren
tine gulden, the "florin," was the only coin that had an unchang
ing content through these centuries. This persistent debasement 
of the coinage was due largely to the need of the state for revenue 
(in the form here of profits) but also in part to the (at times) in
creasing value of silver, as in the fourteenth and fifteenth. cen
turies. 

As a result of the technical ineJliciency of minters, the problem 
of circulating medium was further complicated by a practice best 
described in the preamble of an ordinance of Charles I of Eng
land (1627):. "Some of the goldsmiths have grown to that licen
tiousness that they have for divers years presumed for their private 
gain to sort and weigh all sorts of money current within our realm 
to the end to cull out the old and the new monies, which, either 
by not wearing or by any other accidents are weightier than the 
rest; which weightiest monies have not only been molten down 
for the making of plate, etc., but even traded in and sold to 
merchant strangers who have exported them." 

A new epoch in the history of money as an economic factor 
opened when the English government removed the minting 
charge, thus removing the coinage from the field of fiscal enter
prise and treating it instead purely as a function to be performed 
in the interest of an easy commerce. The increase in the supply 
of gold through the opening of the Bra2ilian and African gold 
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fields (as we shall see) led to the adoption of the gold standard. 
The principal steps were: 

(I) Declaration of free coinage of silver and gold (1666). 
(2) Accumulation of gold by the public treasury. 
(3) Gold declared legal tender (1717). 
(4) Disappearance of silver in consequence of the overvaluation 

of gold. 
(5) Silver restricted to small money. 
(6) End of free coinage of silver (17911). 

The vagaries of exchange in the sixteenth and seventeenth cen
turies led to another device which, like the Borin and the gold 
pound, was intended to assure an unvarying money of account. 
That was "bank-money." The banks of that day had as their 
primary function to simplify the matter of accounting by furnish
ing a uniform and stable money. They were what are still called 
in Europe "giro-banks" rather than money-lending institutions. 
The best known of them were the Banco di Rialto in Venice 
(1587), the Wisselbank (Exchange Bank) of Amsterdam (1690), 
the Girobank of Hamburg (1629) and the Banco publico of 
Nuremberg (1621). A contemporary wrote of the Wisselbank 
of Amsterdam: "It is of so great a convenience for the commercial 
world, that one would not believe it possible, if he had not lived 
and transacted business in the city for some time, since accounts 
of millions can now be settled as a matter of everyday routine by 
means of simple orders which are called bank billets [i.e., checks J." 
Bank statements and statistics are wanting from this early period, 
but Adam Smith estimated the deposits of the Amsterdam Bank 
at [.3,000,000. 

Paper money is another manifestation of the interest of the state 
in the creation of adequate means of exchange. The history of 
paper money through the eighteenth centuty is characterized by 
the incapacity of state organs to handle so delicate a matter and 
by a deep distrust of paper money by the community, a distrust 



THE STATE AS ECONOMIC ORGANIZATION 73 

which was justified by the· extraordinary mistakes that were at 
first committed in connection with this new device. The out· 
standing examples are the Law System in France and the "South 
Sea Bubble" in England. The Law Bank, in the short period be
fore it collapsed in 1720, issued two billion livres of notes: it was 
a half-century before an issue bank was thought of in France 
again. Similar unjustified issues of notes with similar results took 
place in Denmark and Norway, in Sweden, in Russia, and in the 
American colonies. The one exception was the Bank of England, 
whose right of issue was !imil:ed to the amount of its capital. This 
prevented the misuse of the printing press so general in other 
paper money schemes, but it also meant that the note issue was 
only a limited part of the English money supply. Even at the end 
of the eighteenth century the note issue amounted to less than 
1. 10,000,000. Through most of the century, the proportion of 
paper money to hard money was about 1 :50, at the end about 1 :10, 

whereas in the United States in 1921, the proportion was about 
3Yz :1. 

CoLONIALISM 

Colonial policy was another field in which the state served capi ........ 
talism. The significance of colonial economy has already been 
discussed: here we are concerned with the direct action of the 
state in regard to colonies, their seizure, organization, and con
trol. The word "colony" applies properly to the settlements of 
the Greeks, to the military settlements of the Romans on the 
frontiers, and to the settlements promoted by medieval French and 
German lords to recapture waste lands. In connection with the 
modern state, however, it has a somewhat different meaning: an 
outlying possession exploited by the owning power for its own 
benefit, rather than an integral extension of the original whole. 
Colonies in the mercantilist policy were to the state as the surround-
ing country was to the medieval town. The colonies must deliver 
their products to the mother country, just as the surrounding~un-
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try must market its products only in the town. The cblonies must 
buy products, especially industrial products, from the mother 
country; 'the colonies must not produce what the mother country 
had to sell; the motherland retained the monopoly of transport. 
A sharp distinction, however, exists: the medieval town was 
dominated by the idea of sustenance, the mercantilist state aimed 
at profits. No limit of natural needs hindered the state in its 
acquisition and exploitation of colonies. It aimed at unlimited ex
pansion because its objective was not sustenance, but gold. 

Colonization in this sense began for modern Europe with the 
acquisitions of the Italian city-states during the Crusades and the 
break-up of the Eastern Empire. Genoa, Pisa, and Venice received 
fractions of the cities conquered by the Crusaders along with 
corresponding areas of the surrounding country. The colonial em
pire of Venice underwent a sudden expansion when at the capture 
of Constantinople in 1204 it received three-eighths of the whole 
Eastern Empire, including the Ionian Islands, the control of the 
Dardanelles and the Sea of Marmora, Crete, Cyprus, and, later, 
a~quisitions on the Black Sea and in Armenia. Genoa developed 
rapidly as a dangerous rival, with a large group of colonies on 
the Black Sea, Chios, Samos, part of Cyprus, Corsica, Sardinia, 
possessions in Spain, Greece, on the Armenian coast, in Syria and 
Palestine. Pisa and Florence also had possessions in Syria and 
Palestine, in Africa and Greece, but were never serious rivals for 
supremacy. The discoveries of the Portuguese and the Spanish, 
opening the new seaways to India and the western continents, 
made the Adantic powers the great colonizing states. Spain won 
all of South America (except Brazil), Central America, and the 
southern part of North America, as wdl as most of the islands 
of the Caribbean and the Philippines. Portugal's empire equaled 
the Spanish; the east and west coasts of Africa, Brazil, the coasts 
of the Arabian Sea, and the Moluccas-most of which later be
came booty for other states. France from the time of Richelieu 
(1627-16.p) built up her immense empire of New France (Can-
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ada and Louisiana) with Martinique, Guadeloupe, and Haiti in 
the Antilles. The Dutch made a great empire out of rich frag
ments won largely from the Spanish and the Portuguese, plus 
the Cape of Good Hope, Sunda Isles, New Amsterdam: The Eng
lish settled on the eastern coast of North America and preyed 
upon the other colonial empires, to remain as the last and most 
immovable of holders. 

The history of the colonial empires is largely a history of wars: 
they were conquered. If sometimes a treaty granted admission to 
traders, the colony soon became the occasion of war with the 
native peoples, between rival colonizing companies or between 
rival colonizing states, wars which received their final arbitra
ment on the battle fields of Europe. It is hardly necessary to 
name examples: the long struggles between Genoa and Venice, 
the wars of the Dutch for independence and Spanish-Portuguese 
colonies, the wars between England and Spain in the time of 
Elizabeth, between England and Holland in the seventeenth cen
tury, between England and France in the eighteenth. 

The exploitation of colonies followed several different patterns. " 
Settlement was confined practically to the English and French 
colonies in North America. All the rest were commercial or plan
tation colonies, small groups to exploit trading privileges or labor 
rights over a foreign population. Sometimes this was accom
plished by direct state action as in the case of the Venetian and 
Spanish colonies. More often, colonization companies received 
privileges and political rights from the state, including the right 
to carryon war. The earliest form of colonization company was 
the Genoese Maona. The most famous Maona was that of Chios, 
which received the control' of that island and Phocaea from the 
government in payment of a debt incurred in the conquest. From 
the sixteenth century onward the great trading companies fill 
the pages of colonial history, the English Muscovy, Levant, East 
India, Royal Africa companies, the French Compagnie des lndes, 
the Dutch East India Company. 



, 
']6 THE -HISTORY OF THE ECONOMIC INSTITUTIONS OF EUROPE 

In spite of variations of form, from the time of the Italian col
onies in the Levant to the decline of the great trading companies 
and the abolition of slavery, the colonial system was essentially 
the same, because it developed on the same bases: 

(I) Privilege: feudal grants in the Levant colonies, encomiendas 
in the Spanish, exclusive trading rights in the English, French, 
and Dutch. 

(2) Proportionately strong military apparatus: "The Dutch 
factory in Bengal looks more like a castle"; the Dutch East India 
Company maintained.a standing army of 12,000 Europeans; the 
English East India Company spent over £9,000,000 for forts in 
India in the years 1']65-1771; Jamaica in 1734 had a white popula
tion of 7,644, a garrison of 3,000. 

(3) Slavery or some other form of forced labor, recognized and 
supported by the laws. 

RELIGION 

-Finally, the state became the organ through which religious 
considerations first became a barrier to economic development, 
then gradually were eliminated. The development of state 
churches, accentuated by the Reformation, at first intensilied the 
severity with which variations of belief were repressed, both in 
Protestant and in Catholic countries. The principles of tolerance 
began to emerge in the sixteenth and seventeenth centuries as a 
result of religious indifference (Montaigne), of religious principles 
(Penn), of logical reasoning (Bayle), or of political considerations 
(the Politiques in France). In the seventeenth century, however, 
economic considerations began to operate to the same end. Thus 
Cromwell admitted the Jews to England after four centuries of 
exclusion. Thus James II argued in his Declaration of Indulgence 
that "persecution is unfavorable to population and trade." Hol
land under William of Orange became the first state to exercise 
a policy of complete tolerance. Thence the policy of toleration 
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was extended to the Dutch colonies .. Mary land, Rhode Island, 
Pennsylvania, and Carolina were founded with toleration as a part 
of their fundamental laws. England suspended persecution of 
dissenters by the Toleration Act of 1689. It was not, however, until 
the end of the eighteenth century that toleration became a general 
policy. The Jews were tolerated in Holland from the declaration 
of independence (1580), in England from 1654, in some American 
colonies and a few German cities from the seventeenth century on
ward. Legal distinctions based on religion did not wholly disap
pear from any of the states of Western Europe until late in the 
nineteenth century. 

The period of active intolerance had produced a cleavage in the 
populations of most European States: orthodox and heterodox. 
The heretics frequently found it advantageous or were forced to 
emigrate (Pilgrims and Puritans in Holland and America, Hugue
nots in Holland, England, and America) carrying with them 
technical know ledge and a spirit of enterprise. The "religious" 
wars themselves were an economic fact of no mean order, in fact 
obviously destructive, but also, as we shall see, opening the way 
to new forms of economic life. 
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CHAPTER II 

THE TECHNICAL EQUIPMENT OF CAPITALISM 

THE TOOLS OF INDUSTRY 

THE Faust-spirit of the Western culture manifested itself more 
definitely in the field of invention than elsewhere. In no field is 
there a more distinct cleavage between the periods that we call 
medieval and modern. Medieval technique was empirical, organic, 
as we have seen. To the persisting medieval mind, the invention 
of new devices was "black art," the fruit of a too close intimacy 
with the Devil. The legendary Faust was himself a man of new 
devices, and participant in such a bargain. The legend expresses 
the medieval, reactionary aspect of Protestantism. Pascal says of 
his contemporaries: "Those who invent are rare, those who do 
not are the more numerous and therefore thc stronger. They 
commonly refuse to grant the inventors the glory which they de
serve and which they seek by their inventions ...• All the in
ventors gain is ridicule and the name of visionaries." 

The sixteenth and seventeenth centuries nevertheless were 
marked by a new and striking interest in new processes. Leonardo 
da Vinci would be the supreme example with his profound and 
thoroughly modern scientific sense and his clever mechanical im· 
agination, but he stands alone. The greatness of Leonardo as an 
artist, the timelessness of his great paintings makes it diflicult 
to realize him as a great mechanical genius and a great civil 
engineer. Aside from his achievements as a constructor of fortifi
cations and of canals, about sixty inventions, some of them funda
mentally important, are to be accredited to him. He invented sev
eral sorts of gears, bevel and spiral, screw-cutting machinery for 

s. 
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square-threaded and conical screws; he worked along correct lines 
toward the turbine waterwheel; he developed anti-friction roller
bearing, band-brakes, a dredge and a pile driver, a rope-making 
apparatus, and even a power loom. "There is certainly no ground 
for the view that his scientific and mechanical capacities were 
in any sense inferior to the artistic powers which afforded natur
ally a simpler and more direct claim to recognition" (Usher). 

Leonardo was not less remarkable for the number of his in
ventions than for the scientific method that he used. He was a 
profound student of dynamics and especially of hydraulics, and 
influenced the scientific method of men of the very first order in 
science, such as Galileo and Kepler, as well as many men of 
secondary order. Although he did not publish any treatises, his 
notebooks had a small but distinguished circulation both in Italy 
and in the other countries to which they were taken by collectors, 
especially Spain and England. 

A century after Leonardo's time, Sir Francis Bacon attempted 
to formulate the principles of invention in The Dignity and Ad
vanament of Learning. His formulae, like so much of his boasted 
contributions to scientific method, remain abstract and unreal, in 
spite of the undoubtedly stimulating character of some of his 
criticism. His criticism, however, serves to illustrate the degree 
to which the world of inventors was slow to adopt a scientific ap
proach to problems arising out of experience, the degree to which, 
in short, Leonardo stood alone. 

How devoid the inventors were of the scientific spirit is 11, 
lustrated by the great Agricola, author of De Re Metallica (1556), 
who believed that demons were important factors in mining, al
though he displays a surprisingly wide acquaintance with mechan
ical devices; Johann Joachim Becher, the author of Niimsche 
Weisheit und Weise Narrheit (1686), who believed that "common 
flowing sand, as a mother-soUIce of minerals, has a great affection 
for metals, in such wise that they, when treated with it, always 
emerge improved"; the Marquis of Worcester, author of A Cen-



8:z THE HISTORY OF THE ECONOMIC INSTITUTIONS OF EUROPE 

tUry. ot Nam~s and Scantlings ot such inv~ntions as at pr~sent 1 
can call to mind tb hav~ tri~d and perf~ckd (1663). On the otha 
hand the scientific mm, such as Galileo, Copanicus, and Newton, 
wae devoid of intaest in mechanical applications. 

All sorts and conditions of people seem to have been affected 
by the inventing impulse: princes like Ruprecht, nephew of the 
English Charles I, the inventor of Prince Ruprecht's metal; nobles 
like the Comte de Milly who introduced improvements in the 
manufacture of porcelain; great functionaries like M. Bon, a 
president of the French Chambre d~s Compt~s and inventor of 
improvements in silk. weaving, and Benjamin Franklin, inventor 
of the lightning rod and the Franklin stove; priests and monks 
like the inventors of the magic iantan and champagne; crafts
men and laboras, like Humphrey Potta, inventor of the steam 
govanor, and Arkwright, inventor of the wata -frame. 

Inventing was almost a profession or avocation by itself, with 
an art that could be applied in many fields. The marquis of Wor
cesta (I6cll-lli7o) "invented" a stenographic systeIn, a sort of 
telegraphy with cannons, an unsinkable ship, a boat that could 
be propelled without oars against wind and current, a Hoating 
fort, a wata clock, a hoisting machine, a tide machine, a re
peating pistol, a Hying machine, a calculating machine. Reaumur, 
Papin, and Becher similaIly dabbled in many fields. What they 
wanted to do brings out the contrast of their methods with that 
of the modern technician. "Eight things thae are," wrote Becha. 
"after which the learned and curious strive: the stone of the 
philosophers, the licquor Alcobest, Hexible glass, a perpetual light, 
the hypabola in mirrors, the length of the degree, the squaring 
of the eircle, papetual motion." Even Papin, who in 1698 pro
duced a working steam engine, knew nothing of stresses. They 
wae modan in their desire for technical advance, medieval in 
their mode of thought. Technique remained empirical. "Coal 
for iron making must be not too heavy, not too light" (Bergius, 
17]6). Paul Hache, the Jesuit teacha of mathematics, wrote in 



nIB TOOLS OF INDUSTRY 

his Theory of Ship Construction (1680), "It cannot be dqlied 
that often the most unscientifically built ships ate the best." What 
had changed was the partial substitution oha rationalist spirit for 
the traditionalism of the handicraft system. 

The actual advances in technique were considerable, even be
fore the eighteenth century. In general, the materials of produc
tion remained as before, animal and vegetable products, with 
some changes as newly discovered paIlS of the earth offered new 
materials. It was distinctly still the age of wood: even the /irst 
steam engines were made of wood. The forces used also remained 
the same, men, animals, wind, and water. The most important 
technical improvements which we have to note during this period 
lie in the fidd of improved applications. It was the age of "mills," 
wind, water or tread-mills. The Dutch windmills for grain date 
back to the middle of the fifteenth century although cruder forms 
are still older. Sawmills with one saw also date back to the 
Middle Ages but were much improved in the end of the sixteenth 
century. In 1633, a Dutchman erected a wind-driven sawmill on 
the Thames in which one man and a boy could cut as many 
boards as hitherto twenty men, but this enterprise was closed 
down "lest our laboring people want employment." Water-driven 
wire mills are /irst heard of in Nuremberg in 1532. Water-driven 
hammers for metal working appeared in the fifteenth century, 
and water -driven blasts for furnaces appcared about the same time. 
A hammer was lifted by cams on the shaft turned by water 
power. As the cam passed the head of the hammer, the hammer 
was rdeased and delivered its blow. The same principle was 
used in a number of devices, such as fulling, stamping, and crush
ing mills. Power transmission was also much improved. Cog
whed transmission had long been known but was much im
proved in the sixteenth century. Leonardo da Vinci and Agricola 
knew the flywheel as a recent invention. The belt is /irst men
tioned by Leonardo da Vinci on January I, 1496. The /irst trans
mission systems in which several machines were driven by one 
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power machine, appeared about 1500 and are desCIibed by Agric
ola and Biringuccio (Pirotecnica, 1540). The improvement of 
chemical processes belongs, with some exceptions, to the period 
of fully developed capitalism. 

In agriculture, some very notable advances were made. The 
/essentially urban prosperity of the northern Netherlands through

out the sixteenth century stimulated the market for agricultural 
goods. By means of dikes and windmill pumps, great areas were 
reclaimed from the sea. These "polders," as they were called, 
lent themselves to a very intensive agriculture. Everything favored 
the adoption of technical improvements, such as careful manuring 
and moisture control. Breeding of cattle also reached a high de
velopment. Many a village owned four thousand cows; bullocks 
weighing two thousand pounds were not exceptional. In France, 
numerous treatises on agriculture were published in the sixteenth 
century. The most important were The True Recipe for etlerybody 
in France to get rich of Bernard Palissy (1563) which, in spite 
of its silly title, contained the excellent advice to usc manures to 
maintain fertility rather than to attempt to restore it by the waste
ful and ineffective practice of leaving each field fallow every two 
or three years. Even more popular was the treatise of Olivier 
de Serres, I.e Theatre de l'agriculture et menage des champs 
(1600), which went through nineteen editions before 1675. He 
advocated artificial meadows instead of the native grasses, arti
ficial drainage, and fruit raising. Probably both these Frenchmen 
just wrote down what they had seen or heard of in Holland. Cer
tainly it was a Dutchman, Gabriel Plattes, who wrote the first 
theoretical work on agriculture in England (1638). These works, 
however, in spite of their popularity, could have little effect, be
cause the medieval system of communal operation and communal 
rights persisted as a solid obstacle to any departure from tradi
tional methods. PerllJlls it would be more correct to say that it 
was individual rights in communal things which prevented the 
application of better methods. A single individual could prevent, 
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for example, the planting of the fallow, even if every one else in 
his village was in favor of doing as M. Palissy advised. Neverthe
less, in the sixteenth century, many individuals in France tried and 
many in England succeeded in "enclosing" the open fields by 
moving off the peasants regardless of their rights and raising sheep 
with ~ five men where perhaps fifty had farmed. All the preachers 
and public moralists protested: sheep are eating men, they said. 
The great Sir Thomas More protested against it in his most 
famous work, the Utopia. Laws were passed against it. Actually 
it did not amount to much. Before it had gone very far, the profits 
in wool raising declined and regular farming became more profit
able. More than nine-tenths of the land remained to be enclosed 
in a later movement. It was not until the eighteenth century that 
the passion for improvement in farming grew strong .enough to 
give some general effect to the teachings of such men as Serres, 
Palissy, and Plattes. 

Although the common pasturage and the lack of artificial fod
ders made any improvement in breeds of domestic animals diffi
cult, the interest of the rich, the nobles, and the kings did lead 
to some specialized efforts to improve the breed of horses. Marx 
Fugger in 1578 and Lohneisen in 160sIiaid the foundations of 
horse breeding in Germany. 

In industry, the greatest technical change came in mining and 
metal refining. Horizontal shafts appeared in Bohemia in the 
fourteenth century. Before 1560, hoist pumps made it possible 
to work at the great depths necessary in silver mining. Boring 
machines were mentioned by Bernard Palissy in 1550. Powder 
blasting was first tried in 1613. Railways and ventilating machines 
were known to Agricola (1566). Until about 1519> ores were very 
crudely worked by hand; then the stamping mill at the same 
time reduced the labor required and made possible the utilization 
of lower-grade orc. Most important of all was the invention in the 
fifteenth century of iron casting and the development of blast 
furnaces, which made possible large-scale production. Scarcely 
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less significant, in a very different way, was the discovery (1567) 
of the amalgam process for the reduction of silver, which made 
the American mines fully available. Iron working also under-

• went important changes: tinning (first half of sixteenth century), 
rolling (1615), hammers of six to ten hundred pounds for ~aking 
anchors and cannon, cannon-riffing machines, appeared ~ the 
sixteenth and seventeenth centuries. Even more important for 
economic life at the time were the improvements in the working 
of the precious metals, beginning with the rolling machine of the 
Frenchman Brulier in 1552 and culminating in the milling ma
chine, first used in England under Cromwell and in France in 
1685, which made possible accurate coinage. Sombart says, "With
out it [accurate coinage] the full development of capitalism is not 
conceivablC!." 

In the textile industries a similar series of improvements is to 
be noted. Foot-driven spinning wheels were introduced about 
1530. Mechanical weaving appeared in ribbon making in Holland 
at the end of the sixteenth century. Becher claimed to have in
~ented a weaving instrument with which two persons could make 
a hundred ells of cloth a day. The Hying shuttle of John Kay 
(1733) was more practically significant. Cloth (cotton) print
ing was first introduced into Europe by Jakob ter Gower in Am
sterdam (1678). A knitting machine was invented by an English 
theological student named Lee and was gradually brought into 
use in the course of the seventeenth century. New products, 
of course, were more susceptible to the application of rational 
technique than old ones and also, as we shall see, to the application 
of new principles of industrial organization. Chocolate making, 
tapestry weaving, lace making, coach making, davichord making, 
wall paper are only a few examples of the many. 

Military technique, especially weapon making, was of wide sig
nificance. The interest of the state assured protection and reward 
to the inventors of improvements in weapons. Such improvements 
contributed enormously to the development of the state. With 
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the increase in the size of armies, uniform weapons, and increase 
in size of cannons, these new processes required large capital
istically organized factories. The quantity production of powder 
apparently began at Spandau in 1578. Some of the important 
changes in weapons may be listed: 

• Iron cannon balls (instead of stone) 
The German wheel lock 
Drawn barrels 
Exploding bombs 
Breech-loading cannon 
The musket 
Cylindrical shells 
The Bintlock 
Cannon casting and boring 

1515 
About 1550 

1588 
16th century 
Before 1600 

162J 
163(}-1640 

1740 

The technique of measurement also underwent an evolution 
of essential importance for the development of economic life. We 
are concerned here only with measurements of time and space, 
because in this period the measurement of weight remained 
unchanged from primitive forms. Wheel clocks and water clocks 
existed in some of the medieval monasteries, but the modern 
timepiece is the work of the fifteenth, sixteenth, and seventeenth 
centuries. In 1500 Peter Hele invented the first "pocket clock," 
the essential principle of which was the elasticity of a given 
element, the spring. At the beginiling of the seventeenth centuiy 
the balance wheel was introduced; in 16740 the spiral spring; 
at the beginiling of the eighteenth century, the second hand. The 
pendulum clock was invented by Huygens in 1656. 

Space measurement, especially in the form of orientation, under
went even more radical change. The compass came to Europe 
at the end of the twelfth century, although its use became general 
only after 1500. Polydore Vergil did not know it when he wrote 
his book on inventions (1499); Cardano in 1560 caIls it the crown 
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of all inventions. Columbus first noted the declination of the 
needle, and successive observers in the following century worked 
out a fairly complete set of observations. The astrolabe was worked 
out from Zacuto's Almanach perpetuum (1473) by Joseph 
Vecinho and the mathematician Moses working with two Chris
tian colleagues. More than two hundred years later (1714), a 
device for the measurement of longitude finally took a prize of
fered by the English Parliament. An effective telescope was in
vented in 1608. Maps steadily improved from the crude sea maps 
of Mario Sanuto and Pedro Vesconte. Mercator (1560) introduced 
the form which still bears his name; at the end of the sixteenth 
century Halley published a map of air currents, and in 1665 the 
Jesuit Kircher published one showing the ocean currents. 

In the field of transportation, technique developed very slowly, 
except on the inland waterways. Seagoing vessels were improved 
in detail and in size, and the deepening and narrowing of keels 
increased their stability and manageability. Thus Elizabeth's navy 
was able to outmaneuver the Spanish Armada of 1588. Later de
velopment in this same direction permitted the American clipper 
ships to carry larger power plants, that is, to increase their sail 
area. On land, roads were much improved in certain areas, es
pecially near Paris. The invention, late in the sixteenth or early 
in the seventeenth century, of the "fifth wheel," the element which 
makes it possible for the front axle of a four-wheeled vehicle to 
be turned independently of the body, led to the production of vari
ous elaborate forms of carriages. The sail-wagons of Holland in 
the seventeenth century received a great deal of attention but were 
of only local significance. The railway, known in the sixteenth 

I century, was long confined to the mines of Germany and of 
England •. Inlang waterways, which had been preferred lines of 
travel from time immemorial, have a very different record, Locks, 
first in' the form of sluices and then in the form of chambers, 
became common in Italy in the fifteenth century, "long in use" 
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in Leonardo's time. Dredging machines were mentioned as early 
as 1545. A patent was issued in 1618 to one John Gilbert in Eng
land for an improved dredge, and eighteen other improvements 
were patented during the seventeenth century. The Chinese in
vention of printing was appropriated, but progress in it was very 
slight, except in regard to the casting of type. Even the ingenious 
Franklin printed very much as Gutenberg did. Qualitatively the 
work of some of the sixteenth century printers has never been sur
passed. 

THE INSTRUMENTALITIES OF EXCHANGE: GoLD AND SILVER 

Modern economic life is not more dependent on the tools of 
industrial production than upon the instrumentalities of exchange, 
gold and silver. The ambition of the inventors of new devices was 
paralleled and more than equaled by the zeal of the searchers 
for gold and silver. From the tenth century up to a very recent 
date successive increases in the supply of precious metals kept 
pace with the expanding economic life. The names Kuttenberg 
and Goslar, Schwaz and Joachimsthal, POtOSI and Guanajuato, 
Brazil and Guinea, California and Australia, Klondike and Wit
watersrand, characterize so many stages in the evolution of the 
European economic system. We have in this connection to study 
not only the record of the production and geographical distribu
tion of the precious metals but also the e1Iects of that distribution 
upon the whole of economic Europe and upon its parts. That 
impact, of course, was primarily in the field of prices. This neces
sitates some definition of our answer to the perennial question 
of economic theory, What is the relationship between the quantity 
of money, materials, and prices? 

Although in this section on the "foundations gj modern capi
talism" we are concerned generally with the beginnings of its 
institutions, it seems appropriate to continue the story of the 
supply of the precious metals down to the nineteenth century. To 
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labor the figure of speech, the superstructure of the European 
economic system grew so rapid! y that this particular element of 
the foundation had to be continuously reinforced in order to 
bear it. It was the good fortune of Europe that it could be rein
forced with the same materials. How good that fortune was, is 
illustrated by the multitude of remedies and the paucity of agree-

. ment now that the supply of gold has fallen short of the needs 
of the economic world and silver has ceased to be a precious 
metal. 

The history of the supply of precious metals during the six 
hundred years may be summarized very briefly. 

(1) From the break-up of the Roman Empire to the eighth 
century. The Roman Empire had been fairly rich in the precious 
metals: its supply at the beginning of the Christian era is estimated 
at about 2.5 billion dollars, or about half the supply in the United 
States in 1924. Most of this was lost by the western part of the em
pire in the succeeding centuries. The low point seems to have been 
reached in the eighth century. 

(2) From the eighth to the end of the thirteenth century. Dur
ing this period, there was at first a slow increase, then a relatively 
rapid one. The Arabs brought back many of the abandoned Span
ish mines, and in 938 Abderrahman III was able to send to the 
caliph 400 pounds of pure gold and a large amount of bar silver. 
New silver mines were discovered in Alsace (ninth century), in 
the Black Forest (tenth century), and in the Harz Mountains 
(970). Still richer in new discoveries Were the twelfth and thir
teenth centuries: the Mansfeld, Saxon (Freiburg), Bohemian 
(Kuttenberg), and Tirol silver mines, the gold mines of Gold
berg, Liiwenburg, Buntzlau, and Hungary were discovered in 
these centuries and became the Mexico and Peru of the earth be
fore the discovery of America. Gold and silver, however, con
tinued to flow eastward until the crusaders and the Italian coloniz
ers corrected this tendency by their plundering and exploitation 
of the Eastern populations. 



THE PRECIOUS METALS 91 

(3) From the end of the thirteenth to the middle of the fifteenth 
century. During this period most of the European silver produc
tion ceased on account of technical difliculties. King Wenzel of 
Bohemia in the year 1300 thanked God for Kuttenberg's continued 
productivity "while in almost all the kingdoms of earth, the 
sources of His grace to men are dried up." It was the time when 
nearly all the cities and lands of Europe began to prohibit the 
export of gold and silver. The coinage of gold and especially of 
silver by the English mint (the only statistics we have) shows a 
decided decline unril the end of the fifteenth century: 

Average Coinage per Year 

period 

12p-1377 
1377-1<J61 
146,- 1509 

• Average for period 1345-J377 only. 

Sillier 

8,9QIi lbs. 
1,157 
3>184 

Gold 

2,538• 
1,845 
4>338 

The effect of this cessation in the silver supply was intensified 
by the increased (net) flow of precious metals toward the East re
sulting from the decline of the crusading movement, the advance 
of the Turks, and the increase in the Levant trade. 

(4) From the middle of the fifteenth century to 1545. In this 
period new and richer mines of gold and silver were opened in 
Germany. The Portuguese established themselves in the gold 
lands of Africa and Asia, and the Spanish plundered Mexico and 
Peru. The gold mines of Salzburg flourished from 1460 to 1560. 
Some very great silver mines were opened. Schwaz in the- Tirol 
began to produce about the middle of the fifteenth century, 
reached its maximum in 1523 with more than 53,000 marks of fine 
silver, and by 1570 had declined to 2,000. Schneeberg (1471) and 
Annaberg (14¢) developed a very great production. Joachimsthal 
in Bohemia was opened in 1516, rose to a production of 254,259 
"thaler" in 1532, and as rapidly declined. 



92 THE HISTORY OF THE ECONOMIC INSTITUTIONS OF EUROPE 

In the fifteenth century the Portuguese smashed the Arab con
trol of commerce between Europe and the East and established 
themselves in control of the sea routes. In 1415 they took Ceuta, 
in 15II they had reached (and conquered) Malacca, with effective 
control of the intervening routes. The first consequence of this 
direct connection with the East was to accentuate the drain of 
precious metals from Europe. The Westerners had nothing to selL 
At first every carrack took 40,000 to 50,000 Spanish dollars to pay 
for the pepper that was bought. Colonial establishments, however, 
soon made possible tribute and extortion in various forms. In 
Africa, Senegal and Sofala produced large quantities of gold which 
the Portuguese conquerors brought back at the rate of $20000,000 
a year between 1493 and 152Q, and $1,750,000 from 1521 to 1544-
The plundering of the Aztecs and Incas gave the Spanish great 
sums of which we have no accurate index except in the case of 
some individuals. 

(5) From 1545 to abolJt 1620. The opening of the great Ameri
can mines, PotOSI, Zacatecas, Guanajuato, and their exploitation 

'"by ineans of the amalgam process (see page 86) was in effect a 
great revolution in itself. Silver became the predominant money 
metal and remained so until the discovery of the Brazilian gold 
fields. While the gold production of the world remained substan
tially the same, its silver production rose from a yearly average of 
about 200,000 pounds in 1521 to about 925,000 pounds in 1621. 
Most of the increase was due to Mexican and Peruvian produc
tion. PotosI alone produced over 150,000 pounds a year in the last 
two decades of the seventeenth century. While the German 
sources were diminishing, the Spanish were increasing. Produc
tion in Spanish lands, however, did not mean distribution in 
Spain. Colonial administration costs, capture, consumption (plate, 
jewelry, etc.), foreign trade, diverted the silver stream to the 
fructifying of the economic soil of Holland, England, and France. 
As an example, Philip II's fleet in 157J carried 800,000 ducats to 
Antwerp for the Fuggers. A century after the discovery of Amer-



THE PRECIOUS METALS 93 
ica, the other countries mentioned probably had more gold and 
silver money than Spain. 

(6) Seventeenth century. The seventeenth century saw a de
cline in silver production with the almost total disappearance of 
European mines, and a slight increase in gold production. The 
total production by periods (gold and silver combined) was as 
follows: 

1621-i64o 
1641-1660 
1661-1680 
1681-1']00 

$470,000,000 
452.000,000 
432.500,000 
457,600,000 

(7) Eighteenth century. The eighteenth century was a period 
of rapid increase in the world supply of precious metals. The 
Brazilian gold fields, which began to produce just before the turn 
of the century, raised their annual production from 150 million 
marks a year in the first two decades to 816 million a year from 
1740 to 1760, reaching their maximum in 1764 and then dec1ining 
to almost nothing by 1800. Silver production, however, was cor
respondingly increased by the discovery of Valenciana (1760) and 
Bonanza (1764), so that the total production rose to the year 1800. 

1701- 1720 
1721- 1740 

1741- 1760 
1761- 1780 
1780-1800 
1800-1820 

$ 499>000,000 
6s4,2oo,000 
823,100,000 
876,300,000 

1,039.400,000 
526,500,000 

In other words, a steady and substantial increase through the 
century, and in the first decade of the nineteenth century. 

(8) From 1810 to 1848. In this period, political disturbances cut 
Mexican silver production to about one-half the 1810 standard, 
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and even the new Russian gold fields did not bring the total pro
duction up to the mark of the first decade. In the year 1848, how
ever, the discovery of the previously unequaled California field 
introduced the "golden age of capitalism." 

So much, or so little, for the data. What is the significance of 
silver and gold, in particular of this increasing supply, for ec0-

nomic life and civilization in general? It seems, in fact, chimeri
cal, as though men had agreed upon these metals as a symbol for 
which they should strive and labor, fight and die. The myths, the 
Golden Fleece, Midas, the Rheingold, show us the desire for gold 
acting as a powerful impulse among quite simple societies. It en
tered into the ambitions of Darius and of Alexander, into the 
conflicts of Rome and Carthage. It was in the mines of the new 
world that modern slavery received its first development. The de
sire for gold led to the invention of powder and the whole 
development of modern chemistry. It spurred the explorers of the 
unknown Atlantic, the conquistadores of Mexico and Peru, the 
founders of modern states. The whole question has psychological 
and metaphysical implications which we may forgo to turn to 
the purely historical question, the influence which the use of the 
precious metals in these varying quantities has had upon social 
organization and social relationships. 

That is itself a question of wide importance. It is possible only 
to suggest here some of the many complications. The effect of 
precious metals used as jewelry and plate is quite different from 
their effect when used as money. Gold or silver won by piracy, 
tribute, or direct production from the mine is one thing; that won 
by commerce is another. Its influence varies according to the social 
relations of the persons who acquire it and according to the kinds 
of things for which it is expended. (For example, consider the 
very special consequences of high wages in the United States.) 
Naturally, its influence varies also according to the circumstances 
among which a given amount of the precious metals is intro
duced (again, for example, the United States has developed a 
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capacity of resistance to the effects of the introduction of amounts 
of gold absolutely and proportionately so high that they would 
have produced very radical changes even fifty years ago). 

The necessities which limit our consideration to the general 
form of economic life, dictate also the character of our discussion 
of the significance of the precious metals. What is the connection 
between the constantly increasing supply of precious metals which 
accumulated in Europe after the Middle Ages and the general 
form of economic life which developed during that same time, 
and which as a whole we call capitalism? 

We have already had occasion to note the importance of money 
supply iI! the development of the modern state, that Siamese twin 
of capitalism (in Chapter I above). Money for salaried officials and 
for mercenary armies was a sine qua non of state development. 
Psychologically, the increasing quantity of money contributed to 
development of that unlimited striving for gain, culminating in 
phenomena like the Law affair in Paris and the South Sea Bubble 
in London. On the other hand, the increasing definiteness of 
money made possible exact accounting, likewise essential to cap
italism as we know it, the development of which we shaIl discuss 
elsewhere. The increasing fluidity of wealth which increasing 
money supply brought about made possible accumulations on a 
larger scale and at a more rapid rate. Finally, the increasing sup
ply of precious metals appears as a factor in that elaborate evolu
tion of the market system as a result of which the most ordinary 
demands are satisfied by supplies from the end of the earth. 
Money supply made possible production for the maI'ket, as we 
shall see (page 126). It made possible a more than local demand. 
As more wealth became available in fluid form, demand on the 
part of individuals for consumption goods increased. With the 
extension of markets, came more radical changes in prices and the 
development of systematic extension of price changes. Most of 
these connections are obvious, and in any case will be discussed in 
another place. 
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The problem of money and prices, however, requires somewhat 
more attention. Real "laws" of price we shall not discover, because 
price is the product of so many incommensurable forces. Tradi· 
tionalism, ignorance, legal, social, and natural barriers, and similar 
forces have as much to do with price as economic factors. Still 
through the chaos of price run certain large tendencies connected 
more or less with the supply of money values. This notion, elabo
rated in many different forms, is the basis of the "quantity" 
theory. In its most naive form as elaborated by Locke, Hume, 
Montesquieu and others of their time, price was simply the pro
portion between the amount of money in a country and the 
amount of the goods-sales. Among the classical economists and 
their successors, this was restated in their psychological formula: 
"The law of supply and demand governs the value of these metals 
as of other things" (Horace White). Certain logical and historical 

. difficulties, however, have led to a reaction from this extreme 
position. In the first place, money is not an ordinary commodity, 
for it is obvious that not only the static quantity, but the dynamic 
velocity of money enters into the determination of its value. The 
course of this special commodity in society is also different from 
all others: it circulates, while all the others proceed in more or 
less rectilinear fashion from producer to consumer. Then, too, 
although in a simple exchange it functions just as any other com
modity might, in other respects it is unlike all others, for its value 
depends not on its use as a consumption good, but almost wholly 
upon the possibilities of exchanging it for other goods. In judgffig 
the value of gold or silver, "We have to deal only with relative 
purchasing power. We do not reckon a utility in the metal itself, 
but in the commodities it will buy .•.• We must first inquire 
the relative circulating value of gold and silver before we ca~ 
know at what ratio we ourselves prize them." (Irving Fisher, The 
Purchasing Power of Money, p. 377.) 

In the economic society that we are studying, money has be~r. 
the formula into which has been translated the demand for otb.er 
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goods implicit in all production beyond sustenance production. 
"Out of the depths of the gold and silver mines, came, in the 
material sense, so much metal, came in the economic sense, so 

....Ii much demand for goods." Fin;lIy, it is apparent-and was ap
parent to the mercantilists-that, in contrast to the course of 
other commodities, increase in the supply of money increases the 
demand, or, in other words, stimulates business and creates new 
need for circulating medium. 

This is one of the most serious objections to the defenders of 
the classical theory, who insist that their principle must be read 
"all other things being equal"-as if one were to say, "All other 
things being equal, the addition of yeast to warm dough does not 
increase its volume." 

It is obvious, then, that in the money metals we have a com· 
modity that is wholly special in character, and that creates logical 
difficulties when it is caged within the ordinary formula of supply 
and demand. We are reduced to a more skeptical formula: the 
quantity of money metal (either in coin or in bullion) is one of 
the dements that enter into the determination of price. . 

Certainly this more cautious formula is borne out by the history 
of prices, which have risen rather steadily along with the increase 
in the supply of gold and silver. After a period of rising prices 
from some time in the twelfth century, the period 1350 to 1500 
saw a rapid decline. The sixteenth century, which saw the /irst 
really great addition to Europe's stock of the precious metals 
(through the conquests and exploitation of the overseas lands), 
saw also a rapid rise in prices. Grain prices, for example, rose about 
155 per cent in England, about 300 per cent in Saxony, and about 
500 per cent in Spain. From the end of the sixteenth century, the 
problem of prices is more complicated, and the data are not much 
more complete than before. It seems that a part of the seventeenth 
century was a period of stable prices, but that from the end of 
the century to about 1815 prices rose quite steadily and generally. 



THE PRECIOUS METALS 99 

If we take the price level of 1800 as 100, we have a course of prices 
somewhat like this: 

1500 

1600 
1700 
1800 

....................• '.. ....•.....•........... 35 

. . . . ...........•.•••..•...................•.. 75 

........................•.................... 90 

100 

It is safe enough, then to adopt as a basic principle that changes 
in the quantities of precious metals produced tend to affect the 
purchasing power of money. 

The careful observation of the gold and silver supply has been 
carried out only in the economic society of Western Europe, that 
is to say, in a society which has not only been expanding internally 
and externally, but to which a large expansiveness has been dic
tated not only by external circumstances but by its own social 
psychology, its Gmt. It would be a great advantage in defining ,J, 

this obviously intportant character in our own history, where it 
is still a sort of "mysterious stranger," to have adequate statistical 
indications of the functioning of the money metals in one or more 
societies that were economically at a standstill or declining. In 
European society, it seems fairly clear that the increase in the sup
ply of gold and silver has been both cause and effect. On the one 
hand, it seems to have contributed to that characteristic and per· 
sistent expansionism of economic Europe. On the other hand, 
that expansionism has itself constituted a steady and insistent so
cial demand for a larger equipment of exchange instrumentali
ties, that is to say, over most of our period, a simple demand for 
more gold and silver. 

Thus, a cltange in the price level can be effected only through a 
change in the conditions of production of the precious metals, 
particularly in the cost of production. Thus, in a period of rising 
prices (declining exchange value of the precious metals), a mine 
owner will continue producing until the costs of operation (wages, 



100 THE· HISTORY OF THE ECONOMIC INSTITUTIONS OF EUROPE 

cost of tIansportation, etc.) become greater than his returns. He 
then shuts down the mine; that much demand is removed from 
the markets, and prices decline (i.e., the exchange value of his 
product goes up). When they have declined sufficiently to reduce 
the costs of operation below the amount of silver or gold he can 
get out, he reopens his mine and the cycle begins again. 

Of course, the generalization of the price changes through 
changes in the amount of precious metals produced, depends upon 
the general proportion between the amount of precious metal 
production and the range and intensity of the economic activity 
into which it comes, particularly, the amount of wares being pro
duced, the rapidity of exchanges, and, finally, the previously exist
ing supply of money. 

'-? Any systematic presentation of the operation of gold and silver 
'in society must be recognized as purely abstIact and idealized. 
The historical actuality is characterized by radical irregularities. 
For example, the worll'rs supply of gold and silver has probably 
been produced at a net loss to the producers and would-be pro
ducers. Every one knows the characteristic fate of gold-mining 
stocks. We happen to have some statistics from the exceptionally 
rich Joachimsthal area which indicate that from 1525 to 1575 the' 
expenditure in getting and tIying to get silver was between three 
and four times the yield. On the other hand, much was produced 
for Europe without production costs that can be reckoned in any 
system of accounting, as when it was obtained as loot and plunder 
(the Italians and the Crusaders in the Levant, the conquistadores 
in Mexico and Peru). At times, the money metals ceased to be 
increasable goods (fourteenth century, early nineteenth century) 
and the question of cost of production disappears from the de
termination of their value. Even when the supply is being in
creased, the exchange value of the precious metals is determined 
by the cost of production in the highest-cost mine, sometimes by 
that in the lowest-cost mine, depending upon the course of prices, 
whether rising or declining. 
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With this brief theoretical definition (which does not in the 
least pretend to be complete) of the characters of the precious 
metals as an element in economic theory, it is possible to turn 
to an examination of their record in the course of economic 
history. . 

The realization of a money income by the miner of precious 
metals was not always a simple process, nor has it been a uniform 
process throughout European history. While gold panned from 
the sands could nearly always be taken directly to the mint, ore, 
the only form in which silver is found, had to be smelted. Ap

.parently in America, a smelter was normally a part of the equip
ment of each mine. In medieval Europe this was not the case. 
The mining was done by individuals, sometimes organized in 
gilds, but often working quite separately. The typical arrange
ment for disposal of the ores was sale to a smelter owner, or more 
commonly to a middleman, an ore buyer. The legislation (1300) 
for the Kuttenberg workings shows a sort of weekly market. The 
ore buyers were apparently in a position to dictate prices. Much 
is heard of their exploitation of the miners; the Kuttenberg legis
lation refers to their practices as a "detestabilis conspiratio." In the 
fifteenth century, Fiirkauf, buying for others, was forbidden at 
Gossensass and Schwaz. 

At a very early time, this exploitation led to the development of 
what we would call public smelters. One was erected for the 
Silesian mines as early as 1203. About the same time the landlords. 
of the mines in the Tirol erected one at Innsbruck. In the second 
half of the fifteenth century, the duke of Bavaria erected one at 
Brixlegg which not only smelted the product of the ducal mines 
near by, but also attracted ore from the Tirol and even from more 
distant sources. 

Although it is apparent that there was a social justification for 
political monopoly, the objective of these establishments was, like 
that of the mints of the time, fiscal, revenue for the sovereign or 
lord who had the power to concentrate the right of coinage in his 
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own hands. Generaliy Speaking, the -savereign rights thus cancen· 
. trated were "farmed aut," entrusted far a langer ar sharter time 
to. favarites, assaciatians, ar individual business men. The concern 
af such minter~ was naturally to. mint as many cains as passible 
and to. buy the raw material, gald and silver, as cheaply as pas
sible. Free cainage, in the sense af unrestricted cainage, was as
sumed rather than prescribed. Many ardinances in all af the caun
tries af Western Eurape pravide that any ane bringing so much 
metal to. the mint shall receive so many cains. 

The freedam, hawever, was anly with reference to. the amaunt 
cained. It was generally pravided that the preciaus metals pro
duced shauld be cained within the kingdam, duchy, ar ather 
sovereignty in which they were mined. Prahibitians af export are 
faund in the great praducing areas, such as Silesia, Saxany, and 
Bohemia. In 1534. Ferdinand I as king af Bohemia prahibited 
expart except when the rayal mint was unable to. take the metal 
affered, and, in any case, the rayalty, something aver seven gulden 

. far each mark af fine silver, was to. be paid. The example is im
portant because it shaws haw the prahibitary attitude persisted 
even in case af surplus productian. The same requirement af 
cainage an the spot explains at least in part why Mexican silver 
was exparted in the farm af Mexican dallars, which were dis
persed all aver the Americas and the Far East. 

This general prahibitian af expart wauld have meant that the 
cauntries which had no. mines wauld have no. raw metal to. coin. 
In fact, there were markets far bar gald and silver, and there
fare they were exparted. The much used Viennese pennies were 
made af silver braught frotll saurces quite distant fram Vienna. 
Fareigners carried metal to.' and fram Strassburg withaut inter
ference. The prahibitians were gotten araund by smuggling and 
by cantracts. The dispersian af American silver (sec Chapter 
I) was accamplished in the main by smuggling and the same 
practice appears in medieval Eurape. Contracts permitting ex
partatian were numeraus in the fifteenth and sixteenth centuries. 
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Antony von Ross in 1486 paid 4,000 1I0rins to the duke of th-e 
Tirol for one year's peIInission to export as much as he chose .. 
Similar arrangements wcre made by the AugsbUlg financicrs with 
the king of Bohemia and by the great FuggeI house with the 
kings of Spain. 

It is obvious trom all this that thcre was trade in gold and silver; 
even gold was bought with gold coins and silver with silver 
coins. The transportation costs, the royalties, the mint charges, 
the changing precious metal content of coins, all combined to 
create a widcr margin of diffcrence between the metals and the 
coins than we are accustomed to, and to make it possible to speak 
of the price of the money metals themselves. The lack of any 
pcrmanent relation between the coins of any given coinage area 
and a given weight of metal made the exchange of metal for coin 
something else than a mcre change of form, a real market ex
change. The numbcr of coins given for a unit of gold or silvcr 
varied widely but still within effective limits. The uppcr limit was 
the numbcr of coins that could be made trom the given unit 
minus the costs of manufactUIe and the royalties and othcr dues 
collected by the political powcrs. The lower limit was detcrmined 
by the ability of the minten to raise their share by lowcring prices 
of the metals. The varying prices wcre, of COUlse, in part detcr
mined by contracts and bargaining, but mostly by the legislation 
of the mint lords or even of the mintcrs. 

In contrast with present practice, the variations wcre frequent 
and considcrable. In Florence, whcre monetary practice gencrally 
was of a highcr standard than in the gencrality of coinage cen
ten, 1,32, 140, and III% grossi wcre paid at diffcrent times be
tween 1345 and 1347 for one pound of silvcr. In Breslau trom 
6 florins 3 grosse groschen to 7 florins 7 grosse groschen were paid 
for one mark of pUle silvcr. Even prices detcrmined by contract 
varied widely. In 1449. Duke Sigmund of the Tirol contracted 
with the smeltcrs of Gossensass and Schwaz to give them 6¥.. 
florins for each mark of silver minus 27(. florins for exchange; in 
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I<!B8, by a similar contract, the FuggCIs WCIe to receive 8 florins, 
3 for themselves and 5 for the smelters. These prices obviously 
WCIe determined by a combination of political and economic 
forces. When silvCI was scarce in the fourteenth century, the 
French ordinances directed the mints to return the whole numbCI 
of coins to the metal owner minus only the actual cost of minting. 
Sometimes, as in the case of the FuggCIs' contracts in Spain, it 
was the economlc situation of the mint lord that occasioned 
specially favorable terms. 

, Free coinage meant something quite different from what it 
means at present. The ownCI of gold or silvCI could be sure of 
getting his metal coined, but the market to which he brought it 
was very uncCItain. Every variation in the exchange value of the 
precious metals must have been reflected much more rapidly in 
their "price" than in a time of mechanized free coinage like our 
own. The fixed and automatic exchangeability of money metals 
into an identical amount of coin must necessarily attenuate the 

. effect of changes in the purchasing POWCI of money in detCImin
ing the price of money metals. ConvCIsely, the changes in pur
chasing POWCI in this earlier time must have exercised a direct and 
immediate influence on the production of the precious metals. 

Certainly what little we know of the connection between cost 
of production and the variations in the price in the centuries be
fore the eighteenth bears out this idea. In the twelfth and thir
teenth centuries new and more productive mines WCIe opened, 
gold-bearing sands were exploited and gold and silvCI were 
brought back from the East as booty. In other words, the cost of 
production was low, the exchange value of gold and silvCI de
clined, and prices rose. In the fifteenth century, when the precious 
metals grew scarce again, the minters genCIally complained that 
"silvCI was dear" and remedied the situation by debasing the 
coinage. From the end of the fifteenth century, cost of production 
d~lined again, when precious metals were looted from the Aztecs 
a"d Incas and Joachimsthal and Schwaz surpassed the mines 
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hitherto known in Europe. The well known rise in prices in the 
sixteenth century was the inevitable consequence. 

Alexander von Humboldt, the great scientist and traveler of the 
early nineteenth century, has a table comparing the cost of produc
tion of the richest mine in America with the richest mine in 
Saxony in his time. In the Mexican mine, the cost was 14 livres 
tournois; in the Saxon mine, 24 livres tournois a pound. 

When the amalgam process of refining silver had been de
veloped, the price of quicksilver became a large element in the 
cost of production. When the price of quicksilver was cut in half 
by the large importations from India in the latter half of the 
eighteenth century, and by the improvements in the Spanish 
mines, the American use of quicksilver rose from 37,750 hundred
weight in 1762 to 59,000 in 1782. 

The low cost of production promptly found expression in the 
immediate lowering of the subjective yaluation of the precious 
metals in the hands of the producers. Everyone is familiar with 
the fantastic tales of extravagance and high prices in such areas 
as the Klondike and California in the days of easy production. A 
fifteenth century chronicler tells us in pinched phrases of a gold 
strike in his time when money was hardly valued any higher than 
goods that the miners could buy of the peddlers. The Spanish 
grandees who got the cheap money from America acted the same 
way, spent their easily won silver as rapidly as they could. The 
result was that prices in Spain rose even more rapidly than else
where. The Brazilian gold discoveries led to such outrageous 
prices (at the gold washings) as one pound of gold for a pair of 
cats. Toward the end of the century, the price level had been ad
justed to the changed conditions of silver production. The Mexi
can revolution and the general stabili2ation of the price level 
after the Napoleonic wars correspond closely enough. In general, 
from 1250 to 1850, the price movement followed substantially 
the variations in the production costs of gold and especially of 
silver. 
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CHAPTER III 

THE ADAPTATION OF POPULATION GROUPS 
TO CAPITALISM 

THE ORGANIZATION OF LAsoR 

THE development of a wage-working class is one of the essential 
prerequisites of the capitalistic economy. The problem is two
fold: first, how the propertyless class, the potential wage-workers, 
came to be, and second, how they were organized into a suitable 
and responsive labor force. 

We are confronted in the centuries from the sixteenth to the 
nineteenth with two apparently contradictory phenomena: a large 
mass of unemployed persons and a great dearth of labor supply. 
The numbers of beggars which investigators such as Levasseur, 
Rogers, and Perthes have established for France, England, and 
Germany are appalling even to modern ears, accustomed to post
bellum unemployment crises. In the fifteenth century, a con
temporary estimated the number of beggars in Paris at 80,000; in 
1634, another set their number at one-fourth of the city's popula
tion. Voltaire and Mercier regarded the number of beggars as an 
incident of wealth. In the provinces, conditions were equally bad. 
In 1482, Troyes numbered 30000 beggars in a population of 15,000. 
In 1678, Amiens had from 5,000 to 6,000 laborers who depended 
on alms. The bishop of Montauban wrote in IIl94, "We find 
six or seven dead at the gate of the town almost ,every day, and in 
my diocese of 750 parishes about 450 persons die every day from 
lack of food." Gregory King (16¢) estimated the number of per
sons in England dependent on alms at one-fourth of the poula
tion. The money collected for poor rates equaled a quarter of 

108 



THE ADAPTATION OF POPULATION 

the whole export trade. In Holland, "the whole country swarmed 
with beggars." In the German ecclesiastical states in the eighteenth 
century, it was estimated that in each thousand of population 
there were fifty clergy and 260 beggars. Cologne had 20,000 

beggars in a population of 50,000. 

The factors to which this vast number of paupers have been 
attributed are many. Sixteenth century Englishmen thought it was 
due to enclosures, the concentration of the open fields into single 
holdings. The classic expression of this feeling is More's intro
duction to the Utopia. Only about three per cent, however, of the 
area of England was affected by the enclosures of the sixteenth 
century. The suppression of the monasteries turned out about • 
88,000 paupers to the mercies of lay charity. Overpopulation was 
much blamed, when the population of England amounted to from 
five to eight million. The gradual impoverishment of independent 
agricultural and industrial producers was certainly a factor-one 
which needs to be taken into account. We shall see that many of 
them went directly into a dependent relation as producers in their 
own homes for "putters out." The decline of villeinage from the 
fourteenth century onward detached many from the soil and 
drove them to the freedom of the roads. In Franfe and Germany, 
the long succession of wars (especially the Thirty Years' War and 
the devastations of Louis XIV) seems to have been even more 
disastrous than the last war in Western Europe. In France, taxa
tion, although not as high on the whole as modern taxation, fell 
unequally and disastrously upon the classes least able to bear it. 
An interesting list of alms takers at Neuenkirchen an dem Stor 
(Schleswig-Holstein) classifies them: war cripples and wounded, 
mutilated men, dismissed officers, worn-out chaplains, people who 
had been "burnt out," shipwrecked or impoverished by drought, 
unfrocked preachers, schoolmasters, organists, preachers' widows, 
wandering students, blind people, lame people, insane and other 
ill persons, apostate Jews and Catholics. 

On the other hand, through the .memoirs of entrepreneurs, 
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the reports of officials, the comments of industrialists, runs the one 
complaint: lack of workers. At the States-General of 1614 the 
Parisians complain in their cahier of a lack of workers for the 
woolen industry. Colbert and his corps of intendants used every 
method from cajolery to fines to compel people to work in the 
new industries. Defoe declared, "There is in England more labor 
than hands to perform it and consequendy, a want of people, not 
of employment." Even in 1784> Dale found it "no light task" to 
collect a population for New Lanark. In Germany, the iron in
dustry in Baden was handicapped by lack of labor. "Often must 
the industrious farmer divide his hard-won patrimony with these 
loafers, since he is not in a position to get laborers for his fields 
even with money," wrote Johann Wilhelm Klein in 1792. 

The reasons for this apparent contradiction of lack of employ
ment and lack of workers is not far to seek. In the first place, 
the lack of connection between communities made possible di
recdy opposite conditions in localities quite near to each other. 
fhen, too, the problem of training workers was a diflicult one on 

. account of the purely personal character of skill and the methods 
of acquiring it. For instance, the hats of the cardinals of the Cath
olic Church were made only in Caudebec by hatmakers who be
came Protestant in the sixteenth century. When the Edict of 
Nantes was revoked in 1685, the hatmakers migrated to England; 
and thenceforth cardinals' hats had to be bought in Protestant 
England until, in the middle of the eighteenth century, one of the 
descendants of the original hatmakers returned to Paris and set up 

• an establishment there.(Throughout the early capitalistic period, 
the transmission of technique remained personal, organic, empiri
cal, as it had been in the handicraft syste~ Still more obvious was 
the widespread disinclination to work-to' work at all, or to work 
in the manner or at the tasks which the arriving capitalistic entre
preneurs demanded. The old sustenance idea, as distinguished 
from the idea of gain, led the workman to abstain from labor 
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when he had enough to eat and drink. In France, Colbert and his 
intendants constantly complained of the "do-Iessness" of the peo
ple of this town or that. In England, nearly all contemporary 
observers speak of the idleness of the poor. "We have thousands 
of people miserably poor, yet will not work." The Manchester 
manufacturers, according to Arthur Young, wished to have prices, 
especially of food, remain high enough to keep their employees 
at work six days a week. In Holland, "the whole summer through, 
the weavers did nothing but wander from village kirmess to 
kirmess, getting drunk at each and recovering in the intervals." 
In the Catholic countries, at least, this inclination to idleness was 
organized somewhat in the form of religious celebrations. In the 
seventeenth century, the Carinthian iron industry operated with 
only 100 eight-hour shifts in a year. In Paris 103 holidays were 
celebrated in 1660. The propertyless groups obviously worked to 
live; they did not live to work. The problem of Mussolini, to teach 
Italy to work, was in effect the problem of those individuals 
whom the feeling for gain, the rationalistic attitude toward eco
nomic activity, the passion for enterprise, which we call the cap
italistic spirit, had made "friends of industrial progress." 

This was partly accomplished by the labor legislation of the 
rising absolutisms. The motive that impelled the first Renaissance 
monarchies in this legislation was neither the desire for class ad
vantage nor humanitarian concern but "the good of the state"- • 
which, of course, was easily and often confused with the good of 
the monarch, or with the good of the well-to-do. Some of the legis~ 
lation was humanitarian in effect, as for example the prohibitions 
upon "truek," or payment in provisions, in England and else
where. In general, however, the avowed and conscious aim, regis
tered in thousands of preambles and pamphlets, was the power and 
welfare of the state-the monarch. 

The state undertook to regulate and control the relation of 
the worker to the economic cosmos, just as it undertook to regu-
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late all other economic relations, in its own real or supposed in
terest_ That the relations between employer and employee were a 
purely private affair that concerned only them would have seemed 
to everyone at that time a monstrous notion. On the contrary 
they had to be regulated and the regulation had to come from 
those in power. 

Forced labor was supplied to the early capitalistic industries 
under the authority of the state. The old agricultural serfdom, 
which disappeared in England very early, lasted in the rest of 
Europe until the end of the early capitalistic period and in the 
eastern part of Europe well down into the nineteenth century; and 
it was widely used by early capitalists. The Fuggers of Augsburg 
in the sixteenth century held wide territories in lordship whose 
inhabitants were obliged to weave for them. As late as 1788 min
ing in Silesia was carried on largely by peasants bound to labor, 
as were also the cloth factories in Austria and in Poland and the 
new manufacturing enterprises of the nineteenth century in Rus
~ia. There the lord usually "hired out" his serfs to other persons, 
owners of factories or mines. 

A sort of state serfdom also was established in most European 
countries. In Spain as early as the sixteenth century, the beggars 
and vagabonds were rounded up and put to work in the work
shops of ValladoJid, Zamora, and Salamanca. In France, in addi
tion to the corvce, a kind of road labor tax, compulsory labor was 
enforced upon the patleurs and quarry workers. On account of 
lack of labor for cloth factories in Silesia, the government ordered 
all persons, especially soldiers' wives and children, to devote them
selves to spinning. In Bohemia, the Regency decided on August 5, 
1717, that, in order to introduce fine cloth making, it would be 
desirable to establish a "poor, orphan, and work house." In Eng
land, under the statute of apprentices (1563), "in order to banish 
idleness," any unmarried person under thirty years of age, trained 
in a trade or fit for agricultural labor, could be foxed to take em
ployment at a wage established by the justices of the peace; and 
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any untrained person of that age could be forced to enter appren
ticeship. 

The handling of poverty by the state offered special opportunity / 
to solve the labor problem by compulsion. From the .fourteenth 
century a long series of often repeated laws in each country of 
Western Europe declared that the beggar and the vagabond must 
be put to work. In the sixteenth century, workhouses began to 
appear, where the pauper could be put to work. In 1539, the 
Albergo dei poveri in Genoa already had 500 men 'and 1,300 
women employed in spinning. In France a workshop for beggars 
and vagabonds was opened in 1576, but the system was first 
effcctivdy devdoped under Colbert. The Elizabethan Poor Laws 
provided authority for the establishment of workhouses by the 
justices of the peace in each county, but it was not until the end of 
the next century that the first was actually built at Bristol (1697). 
An advocate of the system declared, "This would prevent poverty 
and in a little tract of time bring up hundreds to be able to gain 
their livelihoods." The occupants of the Paris workhouses were 
exploited in various ways, ranging from direct production for the 
market by the institution itself to hiring out to independent manu-
facturers. Hiring out in various forms became very common in .' 
England and ultimatdy a gigantic abuse. Basd in Switzerland 
turned the occupants of its orphan asylum over to the manufac-
turer who promised to support them best. 

An interesting phase of the organization of the labor supply is 
the earnest competition of the several countries for one another;s 
trained workers. Foreigners were important in all countries both 
as entrepreneurs and as laborers, because they brought new ideas 
and processes. Of that aspect, the last section of this chapter will 
treat in more detail. At this point, we are concerned with the \I 
measures taken to attract and hold trained workers. Venice con
fiscated the goods of glassworkers who migrated. A French 
ordinance of 1682 imposed a penalty of death (!) upon workers 
who left the kingdom. English statutes penalized enticing or con-
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tracting with laborers to go out of the kingdom. The prohibitions 
of export of tools and machines from 1666 onward are of the same 
general significance. 

Attraction of foreign workers was the counterpart of the prohi
bition of emigration. Almost all English industry was built upon 
the influence of alien immigrants. Edward III brought over 
Flemish weavers (fourteenth century). Henry VI (1452) admitted 
Saxon, Bohemian, and Austrian miners. Henry VIII introduced 
weapon manufacture almost solely with the aid of German work
ers. England, like Prussia, fell heir to numberless French crafts
men after the revocation of the edict of Nantes. In France, the 
silk industry was established by the importation of Italian work
ers; tapestry weaving, by Flemish and Italian workers. Prussia 
under Frederick II sent agents all over Europe to capture workers 
and methods in silk making, damask weaving, leather working, 
and other industries. 

The various states took over also the regulation of industrial 
relations from the craft gilds and nationalized it, specifying the 
duration of the ordinary contract, prohibiting change except un
der certain conditions, regulating wages, regulating the conduct 
of workers away from their work, and heavily penalizing combi
nations of workmen. 

THE DEVELOPMENT OF BOURGEOIS WEALTH 

Between the Middle Ages and modern times there exists a 
curious distinction in regard to 'the concept of personal wealth, 
obvious enough at first glance but somewhat diflicult to put into 
words. An aphorism of Sombart's puts the problem neatly. If, in 

1 
the Middle Ages, you had power, the inference was that you were 
rich. If, now, you have wealth, the inference is that you are pow
erful. Then, power brought wealth; now, wealth brings power, 
But what does the word "wealth" mean? Obviollsly, in this con-
nection, something different from what it signifies in the expres-
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. sion "the wealth of nations," a shading that is perhaps best ex
pressed in the English word "means" (German, Vermogen). But 
"means" to what end? Essentially, means to command the services 
of others. These means may be individual in character, a pair of 
strong hands, a capacity for domination, or they may depend on 
social sanction-relations with family, right to the labor of slaves, 
or (to come to the connotation that is most frequent in modern 
speech) the right to dispose of material goods. This social wealth 
derives its primary meaning from the fact that through it the 
owner can command the services of other men. 

Historically, of course, individual wealth appears first, then 
social wealth. The men endowed with special powers and capaci
ties, the medicine man, the military leader, are endowed by society 
with larger shares of land or of booty. The powerful become the 
rich. Such was the wealth of the feudal lord-whether it was land 
or movable property or money. But money, as it came into Europe 
in increasing quantities from the ninth century onward, effected a 
gradual transformation in the essential character of wealth. The 
possession of money gave power to every one who had it. This 
new power first developed alongside the feudal power and then 
displaced it with a power system-the state-adjusted to its own 
characteristics and forms. The agents of this new power are the 
nouvl!auz richl!s, the genII! nuova, the hominu novi, quos fortuna 
fal!cl! tu/it. They stand from the first outside the feudal nexus; 
their wealth is bourgeois wealth. / 
( The evolution of bourgeois wealth is a historical problenitThe 
sources, the means, and the tempo of fortune building are all 
determined by historical circumstances, and in turn determine in 
varying ways the course of events, especially the forms of eco
nomic life. We shall consider first the distribution of wealth (in 
the modern sense) among feudal personS,.en turn to the evolu-
tion of bourgeois fortunes in restricted (legal) forms and finally 
to the free (unlegal) forms of fortune building. We are not here 
concerned with the development of fortunes in capitalistic activ-
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ity, but rather with fortune building as a part of the historical 
background, a precedent condition of modern capitalism. 

Feudal wealth consisted to such a large extent of power re
lations that it is diJIicult to evaluate in terms of modern wealth. 
Lamprecht and D'Avene1 have given estimates of land values 
which show a radical advance from the ninth to the sixteenth cen
tury; but the complete revolution in landed property since that 
time makes the figures more than doubtful both in fact arid in 
significance. Income figures seem more comparable, but are not 
available before the fifteenth century. In the reign of Edward IV 
(1461-1483), the nominal income of an English duke was esti
mated at £4,000; that of a marquis, £3,000; that of a baron, 
£500; that of a simple squire, £50. Gregory King in 16¢ esti
mated the average income of the peers to be £3,200; that of the 
squires, £450; that of a gteat merchant, £400; that of a retailer, 
£45; that of a craftsman, £38. The Italian nobles were more 
wealthy. The Orsini and Colonna faInilies of Rome had incomes 
C?f about 25,000 florins a year in the fifteenth centuIy. Milan 
counted five faInilies with incomes of from 10,000 to 30,000 ducats. 
In the foutteenth century, six Spanish dukes had incomes of over 
100,000 ducats. 

Among public establishments, still larger aggregations of 
I wealth were common.(:!'he papacy at the end of the Middle Ages 

was regarded as the most wealthy-the mater p~cuniarum, it was 
called. Of peculiar significance for econoInic history, as we shall 
see, was its development as an international financial system and 
its strong tendency to "monetization." The Templars at their sup
pression early in the foutteenth centuty were said to have 10,500 
manors; the Hospitallers, 19,000. Philip Augustus, king of France, 
left an estate of $10,000,000. In 1574 the annual royal income was 
about $5,700,000; by 1715 it had grown to about $60,000,000. The 
English crown was by far the most effective financially of the 
secular governments of the Middle Ages. William the Conqueror 
had about $2,000,000 a year at his death; a centuty later Richard 
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Creur de Lion had nearly as much. Some of the city states were 
almost as rich as kings and popes. These figures are all open to 
a great deal of criticism, but together they illustrate the fact that 
the scale of wealth was much lower than today and that the rela
tively great incomes were to be found among the politically pow
erful rather than among merchants, manufacturers, and bankers. 

A priori, it would seem that the traditional and legal and tech
nical limitations of the handicraft economy would have made 
any considerable accumulation by "trade" impossible: The fact 
remains that some merchants and craftsmen did become rich. The 
German folk tales tell us of peddlers who "became so wealthy 
that they had great sums of money standing out with almost 
every one." Andrew Bate, the butcher of Lynd, one of the leading 
wealthy men of the place, famous for his great herds, his land 
purchases and sales, and his ruthless extraction of tribute from the 
"western men"; Hans Waldmann, the tanner and iron dealer of 
Zurich, who carried on also an extensive money-lending busi
ness; Hagnel, the butcher of Orleans, who "was so enriched by 
money-lending that a great part of the houses of the town were 
pledged to him and he bought ovens, mills, and cMteaux from the 
nobles"-all these like the Fuggers and the Welsers of the six
teenth century are examples of hundreds of craftsmen who became 
rich. It seems, however, almost as if not quite universally true that 
their fortunes were made not so much in the exercise of thcir crafts 
as by incidental speculation, above all by money-lending, so that 
the rich craftsmen are not exactly examples of the wealth-bullding 
possibilities of the crafts. 

In commerce, profits seem to have been comparatively small: 
Vickos von Gelderson between 1370 and 1376 averaged 19 per 
cent on his cloth sales. Tin was bought in London at 8 florins and 
sold in Florence at 13¥.. florins a hundred pounds. In industry 
there was a wide "spread" between raw material costs and the 
selling price of finished products; but,as we have seen, the pro
ducing shops were characteristically very small and their product 
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even more limited. Occasional monopolies, especially· natural 
monopolies like salt beds, were the source of fortunes, sometimes 
for nobles, but also sometimes for lesser folk. Great fortunes were 
made by transport operators especially in the Italian ports. Ori
ental goods commanded a peculiar market among the especially 
rich and therefore were the source of many a merchant's fortune. 

As we have seen, money-lending played an important part in 
the building of great fortunes in the later Middle Ages. In spite If of the hostility of church and custom and economic structure to 
gainful money-lending, it appears to have been continuously prac
ticed. Even in the ninth century, when money economy was at its 
lowest point, it was the subject of some legislation on the part of 
the later Carolingians. The market for loans was among the 
nobility, secular and ecclesiastical, whose consumption demands 
exceeded their natural income from their estates-a lord who 
wished a fine coat of mail, an abbot who wished to indulge his 
taste for building a fine church. All over Europe, proverbs, poems, 
and the reflections of moralists from the tenth to the thirteenth 
century tell us of the fatal inroads of the usurer upon the feudal 
economy. If the money of a usurer were put into the same coffer 
with that of an abbot, ran the monastic legend, it would devour 
the whole, so that in a little while nothing could be found in the 
coffer. A repentant Parisian usurer on his death bed remitted all 
his outstanding loans: the list consisted almost exclusively of loans 
to spiritual and secular lords. The Crusades gave an enormous 
stimulus to the needs of the nobility for money and to this way 
of satisfying them. Between 1295 and 1304, bishops had borrowed 
over 4,000,000 florins from five Florentine houses. By the middle 
of the fourteenth century, the Bardi and Peruzzi had lent the king 
of England $3,000,000. These sums, comparatively insignificant to 
modern eyes, were enormous in contrast with the annual value 
of the export trade of a great seaport like Lubeck (less than 
5650,000) and that of the whole export of wool from England to 
Italy (only about $500,000). In short, money-lending was the 



THE ADAPTATION OF POPULATION II9 

"big business" of the mer~hants imd Jews all through the early 
capitalistic period. 

The profits were enormous. Interest was ordinarily 20 to 25 per \ 
cent, rarely as low as ten. The count of Provence in 1243 forbade 
interest in excess of 300 per cent. Frederick II in 1244 paid 173 per 
cent. Even the papacy, with its great financial system, paid from 
8 to 35 per cent. Louis XIV paid 15 per cent. In form the loans 
were usually conditional transfers of property, generally a prince's 
revenue, a lord's banality (right to the patronage of his peasants 
at his mill, wine press, etc.). The result was the development in 
the rising state of a widespread publican economy, the collection 
of revenues by money-lenders who regarded them simply as prop
erty. France was the classical land of the tax farmer. From the 
thirteenth through the eighteenth century, the system developed 
until the farmers-general became a terrible incubus. In the seven
teenth century, it was estimated that only one-fifth of the taxation 
reached the king's coffers. In the sixteenth, the Fuggers made 
profits of from 175,000 to 525,000 ducats a year by advancing 
money to the kings of Spain and collecting their revenues. The 
great family syndicates which made Augsburg the successor of 
Florence as the financial capital of Europe, and of which the 
Fuggers are only the best known example, were all money
lenders. The French farmers-general all built up enormous for
tunes. La Baziniere, the son of an Angevin peasant, came to Paris, 
became the lackey of a "financier," rose to be treasurer of the 
king, and died a rich man. Camus, who began with nothing, left 
$400,000 to each of nine children. Of the 726 gens d' afJ aires 
penalized in 1716 for unsavory financial operations, 105 had from 
50,000 to 100,000 livres, 13 from 1,000,000 to 2,000,000 livres, and 
6 more than 2,000,000 livres. 

The forms of fortune building with" which we have been con
cerned above obviously rested upon the transfer of wealth from 
certain individuals and classes to others, rather than upon the crea
tion or accumulation of new wealth. Of this latter category, the 
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important sorts were the accumulation of city real estate and min
ing profits. The differentiation of city tenures from agricultural 
tenures is in itself an interesting study, but here it must suffice to 
say that there was in the towns a general tendency to substitute 
for the tenures on condition of actual services, tenures on condi
tion of money payments. Burgage in the English towns is an 
example of this· development. Sometimes, as in Flanders, Italy, 
France, bitter struggles were necessary, but substantialIy the same 
end was attained everywhere in Western Europe. Down to the 
fourteenth century, city land was stilI held of the lord for this 
money service, as indeed it stilI continues in many cities to be in 
the form of leases. The general reduction of services to money 
then brought about something practicalIy identical with modern 
sales. Meanwhile increase of population within city walIs led to 
very stiff prices. In Florence, for example, at the end of the thir
teenth century, building sites commanded from $2-50 to $5.00 a 
square meter (present-day values). 

Although in general more has been spent in the search for 
precious metals than has been won, yet in many individual cases 
great fortunes have thus been won, not only by poor miners who 
became millionaires overnight, but also by the owners of royalties, 
kings and landlords, by the refiners, and by the mint lords, the 
mint superintendents, and the minters. The more valuable of the 
German mines of the thirteenth and fourteenth centuries were 
very productive, and the American mines of later centuries even 
more so. Alexander von Humboldt telIs of single Spanish
American mines that produced over $1,000,000 a year in the eight
eenth century. Royalties (i.e., shares due to the crown) were espe
cially high. In the Brazil gold fields they ranged from one-fifth 
to two-thirds. They were often diverted into other hands because 
they were particularly suitable for pledging to money-lenders. The 
Fuggers thus took over the mines of the archduke of Tirol in 1487 
and later extended their activities to Hungary and Silesia. 

The miners themselves were originally organized in gild 
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fashion and considerable fortunes were acquired in this way; but 
the gild organization was soon supplanted by the individual ad
venturer. "In fact," says the Kuttenberg mine ordinance of 1300, 
"frequently two miners, who don't have enough to say where they 
will lay their heads the next night or where they will find to
morrow's food, get into conflict over a lease that may produce 
several thousand marks of silver." The wealth of the Weitmoser 
family was founded by Erasmus Weitmoser (died 1526), the son 
of a poor wood-hewer, who, with the help of a hundred thalers 
lent him, opened a rich vein of gold on the Radhausberg. Finally 
we meet also, especially in the mines of the Tirol and of Hungary, 
rich burghers acting practically in a capitalistic function. Between 
1495 and 1504 the Fuggers took from their Hungarian mines a 
dividend of II9.500 Rhenish florins; between 1504 and 1507, 238,-
474 florins. From the pledged quicksilver mines of Almaden, they 
took 600,000 ducats between 1595 and 1604. The wealth of the 
great German houses came out of mining in so far as it did not 
come from money-lending. The American mines were much 
richer: the count of Valencia sometimes got $1,500,000 a year 
from his Mexican mines. 

The refiners and the minters also got rich from the increased 
flow of the precious metals through their hands. The refiners 
usually were accused of a "detestable conspiracy to beat down the 
price of ore." Minting rights were commonly farmed or pawned 
and treated, of course, as a purely profit-making enterprise. Re
minting was a much favored source of profit. In Gorlitz, for ex~ 
ample, seven recoinages were effected in the year 1308. 

Still more indirect fortune-building consequences of the in
creased gold supply were the increased number· and amount of 
public loans, the high profits, notably at the American mines, 
where Seville merchants made profits of from 100 to 500 per 
cent on a single expedition lasting from nine to twelve months, 
and the opportunities offered in the exchange business by the 
variations in the prices of gold and silver. "There are so great 
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abuses of late yeres growne by corrupt dealing of sundry Mer
chants and Brokers as well strangers as English upon bargaines 
of exchanges and rechanges of Moneyes to be payed both out and 
within the Realm," reads the preamble of Elizabeth's proclama
tion of September 20, 1576. 

Money-lending, real estate, mining ventures seem to us con
ventional enough ways of acquiring wealth; but even methods 
which seem lawless to us were also of importance. Cheating, lar
ceny, and embezzlement produced some of the greatest fortunes_ 
The old tradition that power brought wealth continued to be 
exemplified in the dishonest officials who were the rule rather 
than the exception. Pierre Remy, French superintendent of 
finances, left a fortune of $14,000,000 at his death in 1328. }Eneas 
Sylvius describes the chancery of the Emperor Frederick III as "a 
hungry crowd, who turn every opportunity to the greatest possible 
advantage." In Spanish Naples, officials with salaries of 600·ducats 
a year present! y retired with great wealth. The trial of Sir Francis 
Bacon brought out the fact that the English judges expected 
'bribes from both parties in cases before them. The semipublic 
trading companies were honeycombed with corruption, as is illus
trated by the fortunes which Clive and Hastings brought home 
from their service with the East India Company. Robbery, espe
cially in the form of piracy and plundering, became significant in 
the economic sense when Western Europeans came in contact 
with increased supplies of gold and silver. Genoa and Pisa owed 
their wealth to the piratical exploitation of their control of the 
Mediterranean. Veruce plundered the cities of the East, especially 
Constantinople. Albuquerque brought back a million ducats of 
booty from Malacca in 15II, one-fifth of which went to the 
Portuguese king. Elizabeth was proud to share with Drake and 
Hawkins the results of their freebooting upon the Spanish 
galleons bringing home the booty wrung from Peru and Mexico. 
In 1717, there were 1,500 pirates on the coasts of the Carolinas. 

Forced trade was equally common and only another form of 
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robbery. The Arabs for a time enjoyed a forced trade in Oriental 
goods at the expense of Western Europe but the Portuguese dis
coveries turned the flank of their position. The Western Euro
peans after the discoveries turned upon the natives of the Amer
icas, Africa, and India, and by virtue of their military dominance 
bought the native goods with European goods at fantastic valua
tions. While the apparently excessive spread between cost and 
selling price was considerably reduced by operation costs, the 
large dividends of the East India companies over long periods 
indicate plainly that they converted their power into profits. The 
Hudson's Bay Company bought beaver pelts for goods costing 
seven to eight shillings. In the Altai, the Russians sold iron pots 
to the natives for as many beaver skins as would fill them. The 
Dutch East India Company paid the native producers of pepper 
about one-tenth the price it received in Holland. The French East 
India Company in 1691 bought Eastern goods for 487,000 livres 
which sold in France for 1,700,000 livres. The profits of the East 
India companies were enormous: the Dutch company paid an 
average of 18 per cent over a period of 19l! years in addition to its 
payments to the government, the stealings of its officials, and a 
considerable multiplication of its capital. 

Slavery in the colonies was another source of great fortunes. 
Weare not here concerned with the fine legal distinctions of 
status connected with servitude, but include all forms of forced 
labor. 

The Crusaders in Syria and Palestine and the Venetians in the 
Byzantine territories maintained a system of slavery as brutal as 
American slavery at its worst. In the transoceanic colonies, the 
Dutch and the English imposed forced labor upon the native 
populations in the East. The Spanish attempted to utilize the 
American Indians in their mines, but humanitarian considerations 
led the Spanish government to interpose a protective policy. The 
labor supply problem was solved with wonderful rapidity by the 
introduction of Negroes. Through the Middle Ages the Moors 
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had carried on the Negro slave trade across the Sahara, and from 
1445 onward the Portuguese began to displace the Moors. In 1501 
the first Negroes were introduced into the Spanish colonies; in 
1510 the Portuguese began to supply Negroes for the mines; in 
1619 the first Negroes were brought by a Dutch ship to Virginia. 
From the beginning Negro slavery was supported by the State; 
and the Church also supported the system in spite of a long tradi
tion of hostility to white slavery, because it gave an opportunity 
to convert the Negroes. In 1517, Charles V granted the first privi
lege to introduce Negro slaves into the Spanish colonies at the rate 
of 4,000 a year; in 1715, by the terms of the Asiento Treaty, the 
English South Sea Company undertook to furnish 144>000 in the 
course of the next thirty years. 

White servitude was also common in the English colonies. Per
sons guilty of common law or political crimes or of the crime of 
poverty were sent to the colonies as bound servants, or indentured 
servants. In 1620, Sir Edwin Sandys sent to Virginia 100 children 
"appointed for transportation" by the City of London. After the 
·battle of Worcester (1745), 610 Scotch prisoners were sent to 
Virginia. By far the greater number of these "indentured servants" 
accepted the status voluntarily as a way of securing passage across 
the Atlantic. With the growth of the plantation system the use of 
forced labor increased rapidly and steadily. Sugar, tobacco, and 
cotton culture rested upon Negro slavery. By 1830 the number of 
Negro slaves in the Americas was estimated to be about 5,739>000, 
plus about 1,082,000 freedmen. The number in the United States 
grew rapidly until 1860, when it reached 4>400,000. The increase 
was furnished by an active slave trade, itself a source of great 
fortunes. In 1j'6g, British ships carried 53,100 slaves; French, 
25,000; Dutch, II,oooj British-American, 6,500. 

The fortune-building significance of slavery was of course very 
great. The slave trade was enormously profitable, as slaves were 
cheap in Africa, and usually fairly dear in the plantation colonies. 
In the seventeenth and the eighteenth centuries, French slavers 
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made about 1,000 per cent. In 1786, Liverpool ships handled 31,690 
Negroes with .a profit of £291!,462. Slave labor was profitable 
under certain conditions: 

(I) In the plantation system, i.e., with the concentration of con
siderable groups under single management. 

(2) Noncompetitive prices assured by some monopolistic posi
tion, such as climate: it was especially true that slave labor could 
not compete with white labor. 

(3) Exhaustion of the slaves: the slave was not only used, but 
used up; it is a well known fact that the slave population never 
reproduced itself but had to be kept up, after the slave trade be
came illegal, by smuggling and by purchases from specialized 
breeding areas. 

(4) Exhaustion of the soil: slave labor could not be used in 
such a way as to keep up the fertility of the soil. 

Under these conditions, slave plantations showed profits of from 
15 to 25 per cent. 

In the Dutch East Indies, the natives were forced to produce a 
"contingent" for which they received a low fixed price. In 1762, 
the contingent of Java was purchased for 82,223.6 rix-dollars and 
sold for 215,874.8 rix-dollars. The system of the English East 
India Company was more complicated. By getting the diwani, or 
financial administration, of Bengal into its hands, the company 
had the collection of £20,000,000, of which £7,000,000 went to 
the rajah and £9,000,000 to expenses, leaving a net of £4,000,000 
for "investment" in native goods. As a contemporary pointed 
out, all these goods were drawn to England "without sending an 
ounce of silver from hence." . 

White servitude in the English colonies across the Atlantic was 
profitable because of the extraordinarily high cost of labor. In 
tobacco culture indentured servants came into competition with 
Negro slaves, and the servant was expected to produce several 
times as much as the slave. 



126 THE" HISTORY OF THE ECONOMIC INSTITUTIONS OF EUROPE 

On the whole, the pictures of plantation life that have come 
down to us show a !reat wealth-building force in slavery. Mancel 
de Salvador tells us, of the Brazilian planters about 1600, that 
"one who doesn't eat off of silver, passes for a poor man." Defoe 
wrote in the beginning of the eighteenth century : "We see now 
the ordinary planters of Jamaica and Barbados rise to immense 
estates, riding in their coaches and six, especially in Jamaica, with 
twenty or thirty Negroes on foot running before them whenever 
they please to appear in public." 

THE DEVELOPMENT OF BoURGEOIS DEMAND 

In the course of European history, the demand for goods under-
..J went a complete transformation. From one point of view the new 

aspects of demand are a significant manifestation of bourgeois 
forms of wealth and bourgeois attitudes toward it. From another 
point of view, they were so many new opportunities for the ac
cumulation of bourgeois wealth. 
" We have already had occasion to note the development of 

wealth among new classes of society, who demanded new and 
more numerous forms of enjoyment; the rise of the great armies, 
whose support and equipment demanded large quantities of uni
form goods; the increasing number of ships in navies and in 
merchant fleets, whose building requirements far transcended 
local sources of provision; the development of great towns, whose 
dense and extensive concentrations made dependence upon for
eign sources of supply a major fact in their own lives and the 
lives of the communities from which they drew; the colonists, 
whose wealth and whose longing for the things of home made 
them eager customers of the merchants who followed them across 
the world. 

These new demands, potently expressing themselves in terms of 
money, easily accumulated in the hands of kings and burghers and 
easily disbursed, required for their satisfaction a non-local, broadly 
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based and intensely active organization of production and ex
change. In what respects did the character il£ demand change? 
How much did it amount to? How did it affect the rest of the 
economic process? In the terms of the classical economy, this dis
cussion is concerned with the margin between socia-psychological 
demaQ.d (desire) and economic demand in the strict sense of that 

· word.· 
. ):"he increase in luxury demand is well illustrated by the social 
history of the courts of kings and princes. The papal court at 
Avignon was perhaps the first modern court with a nobility whose 

· whole life was devoted to its activities and with beautiful women, 
70ften distinguished in manner and wit," who gave the tone to 

· 'the court life. The papal court carried its new manners back to 
Rome, and the great Renaissance popes from Paul II to Leo X 
maintained courts that were not surpassed in their time. The other 
Italian princes followed their example, and Charles VIII, 
Francis II, and Catherine de' Medici carried the new standard to 
the wider terrain of the court of France. The chateau of Blois 
shows how the Italian influence operated to produce new stand
ards of luxuriousness in building. The peace that returned to 
France with Henry IV made possible new advances, and under 
Louis XIV, luxury expenditures reached their peak. The Sun 
King spent altogether about $60,000,000 for his palaces. Clothes 
were correspondingly magnificent. Louis himself wore one outfit 
which was decorated with $2,800,000 worth of jewels. The royal 
mistresses of the eighteenth century depended upon their capacity 
for brilliant expenditure for the security of their positions. 
Louis XVI's queen, Marie Antoinette, spent from $30,000 to 
$40,000 a yeat on her clothes. 

Through the short period from the opening of the mines of 
PotoSI and Guanajuato to the reign 'of Philip IV, the Spanish 
royal court even surpassed that of France in luxury, and the 
Spanish style manifested its influence ~verywhere. The English 
court, even when the Stuarts attempted to copy French standards, 
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never reached the height of extravagance there maintained. The 
German courts even more sedulously imitated the Grand Mon
arch but were less wealthy and had a predisposition to emphasize 
quantity rather than quality in luxury. 

The demand for luxury spread from the courts to general so
ciety. "It is a plague," Saint-Simon tells us, "which, once intro
duced, has become a cancer growing at the vitals of every indi
vidual, because from the court it is promptly carried to Paris, to 
the provinces and the armies, where men of position are appraised 
only by their tables and their general scale of magnificence." 
Luxury in eating, especially appreciation of quality, seems first 
to have become widespread in Italy, then to have been carried into 
France, where on the whole the highest standards have been main
tained ever since. The new tropical products, coffee, cocoa, tea, 
tobacco, grew in popular demand until they became psychologi
cally indistinguishable from necessities. In 1668, 100 pounds of tea 
were brought into England; in 1786, 14>000,000 pounds. The in
dividual consumption of coffee in Europe in 1800 was at the rate 
of about one pound per year (now it is about six pounds). Three to 
four pounds of sugar per person were imported into Europe, but 
France used only about one pound per person. The English used 
10,000 tons in 1700, and 81,000 tons in 1790. Clothes and dwdlings 
show a similar rising curve of costliness and luxuriousness. 
• The towns were more marked by this tendency to luxury than 
the villages. The characteristic city amusements, the theaters and 
music halls, began to flourish in the seventeenth century. The 
Opera at Paris dates from 1673; the Comedie Fran~se, from 
1689; the first playhouse in London, from 1576. Fine restaurants 
and hotels appeared first in London. Beaumarchais said that more 

• money was spent in a single winter evening in the public houses 
and restaurants of London than the population of the seven 
United Provinces spent in six months. The shops, especially the 
luxury shops, shocked Defoe with the growing extravagance of 
their settings and furnishings. 
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Luxury had become domestic, an affair.of the residence rather 
than of the cathedral or of the market place; things had taken 
the place of people; servants had taken the place of retainers; 
the wood carver and the embroiderer had supplanted the architect 
and the sculptor. The tempo of luxury had changed: instead of 
the periodic feast day with its concentrated splendors, any day 
was appropriate for a great banquet, a masquerade, or a ball. The 
deliberate production of the Middle Ages had given way to a 
demand for the immediate personal satisfaction of the ·consumer. 
The Milanese family of Sacci had worked for eight generations, 
over two hundred years, on the altar silver of the cathedral: for 
Louis XIV, workmen were busy day and night against time to 
finish his chateau of Versailles. Demand had learned to change 
from year to year, almost from month to month. The "mode," 
the "fashion," introduced variation as a persisting element in 
demand. In the thirteenth century, Joinville might justify the cut 
of his clothes by the retort that his ancestors had worn them that 
way. In the sixteenth, Jovius Pontanus wrote, "Clothes we ad- . 
mired four months ago, we now despise and refuse to wear." 
Montaigne noted that the changes in fashion were too rapid for 
invention and the tailors had to return to old fashions. The Eng
lish Parliament attempted to resist the demand for change with 
sumptuary acts, six of which were passed between 15II and 1570. 
It was with the luxury-loving court and society of Louis XIV's 
time, however, that the "age of the mode" effectively began: in 
1672 appeared the first fashion magazine. . 

An important incident of the luxury demand was the interest 
in foreign things. The French valued things brought from Italy, 
the Italians, those brought from France. The English "millinery" 
shops were full of French, Milanese, Spanish, Flemish, Vene~ 
goods. Ben Jonson wrote, in his comedy The New Inn, 

I would put on 
The Savoy chain about my neck, 
The cuffs of Flanders, then the Naples hat, 
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With the Rome hat band and the Florentine agate, 
The Milan sword, the cloak of Geneva set 
With Brabant buttons; all my given pieces, 
My gloves the natives of Madrid ... 

The development of the great cities involved a great concentra
tion of demand. In the sixteenth century there were probably 
fourteen cities in Europe with populations of more than 100,000. 
While a few, like Lisbon and Antwerp, declined thereafter, most 
of them steadily grew. English kings tried to stop the growth of 
London; French kings, that of Paris. In spite of royal edicts, 
both cities continued to grow; and in 1801 London had nearly 
1,000,000 inhabitants, and Paris nearly 'JOO,000. Substantially all 

\ these people, as well as those of lesser cities, depended on outside 
economic (producing) groups for their sustenance. Londoners 
bought about 650,000 muttons annually between 1736 and 1770; 
they paid £330>364 in taxes on the distilled liquors they drank 
in 1784, and used about 1,000,000 tons of coal a year. The supply 
of Paris was carefully studied by committees of the Constituent 
Assembly at the beginning of the Revolution: they reported that 
90,000,000 pounds of meat were consumed each year, and a total 
of 260,000,000 livres a year was spent for all provisions brought 
into the city. 

In the minds of their European rulers, a colony existed partly 
to give a new and larger form to demand. The colonies exercised 
a powerful influence on shipbuilding and the shipping industry. 
In 1769, England employed 1,078 ships and 29,000 seamen in 
the trade with the North American colonies alone. All the colonies 
were rich and bought even beyond their direct purchasing power 
by the industrious use of credit. Each European coUntry restricted 
the trade of its colonies as far as possible to the mother country, 
and often the trade was concentrated in single ports of entry, 
notably in the Spanish colonies at Porto Bello and Vera Cruz. 
The Asiatic culture lands, such as India and Malacca, had already 
a fully elaborated system with which the European merchant had 
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to compete. It was not until the nineteenth century that Indian ~ 
industry was destroyed by the English. The American culture 
lands, on the other hand, were devoid of all industrial equipment, 
and theiInew colonial populations demanded the goods to which 
they had been accustomed at home. The Negro population re
quired clothes and food, which in the sugar colonies, where the 
population was densest, had to be brought from the mother coun
try. Where the interest of the colonists dictated the seeking of 
cheaper sources of supply, as the French colonists in Haiti sought 
flour and salt fish in the United States, or manufacturing for them
selves, as the New England colonists attempted to manufacture 
beaver hats and iron, repressive laws were made to hold them to 
the market of the mother country. Smuggling counteracted most 
of the restrictions on trade. On the other hand, manufacturing de
veloped only very slowly even in the United States. When the 
restrictive laws were nullified by the American Revolution, the 
scarcity of labor and the higher rewards of capital and labor in 
agriculture and the extractive industries caused the Americans to 
continue to depend on England and other European countries for 
manufactured goods. 

The needs of the fighting forces increased, {If course, roughly 
with the increase in the forces. Large weapons (cannon) were 
used in steadily increasing numbers. English naval vessels carried 
2,087 cannon in 1548 and 8,3911 in 1700. Under Colbert the guns 
of the French navy increased sevenfold, from 1,045 in 1661 to 
7,625 in 1683. The need for food supplies grew with the extension 
of military action beyond the local limits of feudal warfare. 
Philip Augustus, for example, bought eight months' supplies in 
Genoa for the force which he sent to Palestine. The function 
which the capitalistic organization was destined to perform is 
plain when we see the agents of the French king going from 
bailliage to bailliage in 13040 requiring each to deliver a specified 
amount of grain and wine at Calais. Supplies for the war vessels 
. were handled in the old local fashion until the opening of the 
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Atlantic made long cruising the rule, instead of simple ventures 
out from port. The Armada again serves as an example. For the 
voyage to Flanders, IIO,ooo hundredweight of biscuits had to be 
collected. The increase in military and naval budgets expresses 
for us the revolutionary increase in demand. In the beginning of 
the seventeenth century, the French king spent an average of 
$2,000,000 a year on his armies and fleets; in 1680, $40,000,000; in 
1784, $160,000,000. 

The development of shipping bears significantly upon the new 
forms of the demand for goods in two different ways. Its in
crease reflects the greatly increased territorial range of demand, 
and the building of ships in itself required many different kinds 
of goods in new forms. The number of ships built per year in
creased steadily from the sixteenth century to the eighteenth. 
They also increased in size, necessitating new technique and 
organization. Down to the nineteenth century the typical vessel 
used in European waters weighed only about 100 tons. The 
oceanic cruises, however, required larger vessels. The typical East 
Iridiaman ranged from 300 to 500 tons. War vessels also grew 
larger: by the end of the seventeenth century, the English fleet 
contained forty-one vessels of over 1,000 tons, the largest having 
1,739 tons. This meant larger shipyards, larger groups of workmen, 
larger concentrations of material. The "tempo" of shipbuilding 
also rose rapidly: Cromwell and Colbert both built up their 
navies with extraordinary rapidity. The assembled character of 
ships extended the economic influence of shipbuilding over a 
wide range of products: wood, tackle (flax and linen), sails, iron 
(anchors, chains, sails, wire), tar and pitch, brass, copper, and 
tin. The costs give a summary index of the quantitative alteration 
in shipbuilding as a source of demand: in the sixteenth century, 
a medium-sized English war vessel cost £3,000 to £4,000; under 
James I, £7,000 to £8,000; under Charles I, £ 10,000 to £11),000; 
in the beginning of the eighteenth century, £15,000 to £11),000. 

The demand for goods had been vastly transformed: 
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(I) Greater quantities of goods were demanded with increas
ing wealth. 

(2) The demand for goods had transcended the purely local 
character of demand in the Middle Ages: the city drew on the 
country; foreign goods were demanded along with native goods; 
colonial goods were demanded in Europe, European goods in 
the colonies. 

(3) The demand for goods was concentrated in increasingly 
great cities, the great entrepOts of the colonies, the great shipyards. 

THE EMERGENCE OF THE ENTREPRENEUR 

Capitalism was the work of dominating individuals. While, • 
like other economic forms, it grew out of the needs and circum
stan~es of the times, its development was marked by the activities 
of revolutionary individuals and groups overthrowing the old 
systems or distorting them for their own purposes. These were • 
the entrepreneurs-a class for whom we have no favored English 
word, since "enterpriser" is not liked, and "undertaker" has come 
to be associated' with a quite different concept. Feudal enterprise, 
the achiev~ment ot Ior(iship, had much in common with capital- j 
istic enterpnse, in that in both the entrepreneur bent other men's 
wills to the problem of supplying him with income. They differed 
fundamentally, however, in that the activity and influence of the 
feudal entrepr.eneur, the strong-willed man who made himself 
lord of a community, was local and personal, whereas the activity 
and influence of the capitalistic entrepreneur extended itself over 
thousands and millions of men whom he would never see. The 
type was the same in both groups; the vigorous, the clever, the 
strong-willed. It existed among all the people who have made 
European history, in France and England, in Germany and Italy, 
in Spain and Holland as well as among the Jews. It appeared in 
all classes of society-princes, lords, merchants, craftsmen, and 
beggars-and in all religions. 
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The capitalistic entrepreneurs, however, fall naturally into two 
distinct groups, according to the means they used to carry through 
their plans: those who used political power-the princes, the 
nobles, and· officials-and those who, without political power, 
depended upon their own powers of persuasion and organization. 
The two groups shade into each other, as we shall find, for the 
latter group, with increasing frequency, depended upon the state 
for direct support, and generally molded the law of the state 
to favor their activities. Among the second group certain elements 
appear with special significance-elements which have the com· 
mon characteristic of strangeness to the general society in which 
they lived: the heretic, the immigrant, and the Jew. 

Circumstances, ambition, and even a conception of duty led 
. many monarchs of the Old Regime into capitalistic activities. 
Gustavas Vasa of Sweden not only encouraged mining, but 
operated a great sea-trading organization. Edward IV of England 
carried on an extensive wool trade. Elizabeth and James I shared 
in the freebooting ventures of Drake and Raleigh. Charles I sent 
agents all over England to make profit-sharing bargains with 
various industrialists. Colbert, the great minister of Louis XIV, 
gave strong support to all sorts of capitalistic ventures-enabling 
his sovereign to share in the profits of many of them. 

The nobility-the landlords-although their feudal origin in
volved a negative attitude toward gain-seeking, drifted very 
naturally into capitalistic enterprise. Sometimes they were actu
ated, like the abbot of Ossegg, by a humanitarian desire to have 
their dependents kept busy and correspondingly comfortable. In 
general, however, the landlord turned to capitalistic enterprise 
just as other enterpreneurs did, in response to the attractions of 
unlimited gain and the increasingly favorable conditions which 
were facilitating the evolution of capitalism. The abbots of 
Closterrode, for example, developed what was not only in all 
probability the first coal mine on the Continent, but the largest, 
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with eight hundred men underground and about as many occu
pied above the ground. 

The nobles in all European countries were becoming urban
ized. Old families were dying out, and the new nobility were 
coming from the wealthy families of the bourgeoisie. The decline 
of feudalism was bringing the nobility to the courts. In England, 
the restrictions of primogeniture were effecting a coalescence be
tween the younger branches of noble families and the upper 
middle class. James I sold baronetcies. In France, this practice 
was even more widely developed in the reign of Louis XIV, when 
800 titles were sold; in the eighteenth century, the mere purchase 
of a "noble" estate carried nobility with it. In other words, the 
successful capitalist was displacing the military man in the 
nobility. There remained, however, a tradition that barred even . 

. the descendant of a drug clerk or an old-clothes seller from 
"trade" after he became noble. It was proper for him only to 
organize his control of the soil in capitalistic fashion. It was 
proper, of course, to raise agricultural products or stock through 
the tenant system or even by wage labor, to exploit mineral and 
timber wealth, to use his power over labor. He might also properly 
invest in the stock of the great trading companies. 

In England the mining and smelting industries were almost 
wholly the enterprises of nobles. The great sheep growers were 
often cloth makers as well, and converted into cloth the wool 
they had grown. In France, nobles founded mining enterprises, 
foundries, spinning and weaving establishments. The thirteen 
owners of smelters in the generality of Tours in the eighteenth 
century were all noble. Nineteen nobles, of all ranks from the 
princes of Croy down, had and exercised the right of mining 
coal. In Silesia in 1785, of 243 mines, 20 "belonged" to the king 

. of Prussia, 14 to a duke and two princes, 191 to "other counts, 
barons, and noble estate owners," and only two to the Breslau 
merchants. Porcelain and glass making were introduced into 
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Germany by small princes. So in Austria we find nobles busy as 
organizers and exploiters of the quicksilver mines and the iron 
industry. In Bohemia, the first paper Inill was established by 
Count Nostiz (1644)' In Russia the various industries introduced 
under the auspices of Peter the Great were not shared in by the 
nobles, but in the second half of the eighteenth century they 
became a considerable factor in industrial production because 
they could utilize the labor of their serfs. In 1809, of 9B cloth 
factories, 12 belonged to merchants, 19 to the high nobility, 55 
to simple nobles, 12 to foreigners. Nobles were usually the lead
ing adventurers and beneficiaries of colonial establishments. The 
Spanish colonies were granted out in encomiendas. Lord Dela
ware, the earl of Clarendon, the duke of Albemarle, the earl of 
Shaftesbury, and many other nobles for reasons of philanthropy 
and profit participated in the founding of English colonies. 

The bourgeoisie as a whole contributed to the entrepreneur 
class not only directly but indirectly through the recruiting of the 

, nobility from the more wealthy, the more successful, and, it may 
be presumed, the more enterprising of their class. The bourgeoisie 

v steadily be(:ame a larger and more important element in enter
prise until in the end it attained political and econoInic dominance. 
It had the advantage of the bourgeois virtues, industry and frugal
ity, and the steady development of bourgeois wealth opened 
opportunities for the enterprising type to use his own and others' 
wealth in capitalistic fashion. The bourgeois entrepreneur did not, 
like the noble, depend upon power and privilege to bring him 
wealth, but depended upon money to bring him power and privi
lege. He was properly the first capitalistic entrepreneur, because for 
him capital, especially money capital, was the essential prere
quisite of all enterprise. Through him, the "bourgeois wealth," the 
development of. which we have studied, became significant for 
the building up of the capitalistic system. 

The bourgeois entrepreneur evolved along two distinct lines: 
first, through the gradual expansion of some handicraft business 
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directed by him, which might be farming, industry, commcrce, 
or transport. The original entrepreneur in a family appears as a 
small capitalist; his son or grandson begins to emerge as an 
important merchant or manufacturcr. A great part of the handi
craft negotiatores-Florentine wool merchants, English trades
men, French marchands, Jewish piece-goods mcrchants-became 
capitalistic entrepreneurs. Similarly, rising industrial merchants 
became what the English called manufacturers, the French, 
fabricants. The other principal line of development was through 
"putting out" (German Vtrlag). Appearing at first as a sort of 
obligation of the rich mastcrs to furnish materials for their less 
fortunate brethren, putting out became a system by which the 
rich masters or, more frequently, merchants, organized the labor 
of the less enterprising and prosperous workers. It was especially 
common in the cloth industry and spinning, but also existed in 
mining and smelting, in the manufacture of notions, especially of 
paternosters, and tailoring. 

It was the bourgeois class that furnished another distinct type 
of entrepreneur who found his opportunity in the opening of dis
tant vistas by the development of ovcrseas commerce. This was 
the founder of new enterprises, the projector or promoter. "About 
the year 1680," writes Defoe in his Essay on Proiects, "the art or 
mystery of projecting began to creep visibly on the world." We 
have already noticed the type, however, at least a century earlier 
in men like Johann Joachim Becher (see Chapter II). A certain 
Benevento appeared at the court of the Emperor Ferdinand, and 
then at that of Philip II of Spain, offering to increase the revenues 
of these monarchs without any new taxes and without any in
novation of significance. Defoe's time was nevertheless the 
BlUeeze;t of the promoter. The supreme examples, perhaps, were 
William Paterson, who successfully solved the financial problem 
of the expanding monarchy of England by founding the Bank I 
of England, and John Law, who less fortunately tried to solve / 
that of the expanding monarchy of France, not to speak of the 
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wag who, at \lie height of the South Sea Bubble, invited sub
scriptions to a \j>roject, tIi~ objects of which were to be disclosed 
later. 

Finally, the strangers-the heretics, the immigrants, and the 
Jews-in all countries played an important part as entrepreneurs. 
The development of state churches, Catholic or Protestant, after 
the Protestant Revolution, brought a cleavage in the citizenry, the 
orthodox and the heterodox, the full citizens and the half-citizens. 
The heretics were excluded from all official life and existed only 
upon sufferance. Their position was essentially a defensive one. 
They were forced to turn for their livelihood to business and to 
cultivate a special standard of honesty and sobriety. The Spanish 
proverb declared, "Heresy promotes business spirit." William 
Petty, an English observer of the seventeenth century, cannily 
noted that "trade is not fixed to any species of religion as such; 
but rather to the heterodox part of the whole." In Mohammedan 
India, the Hindus; in Turkey, the Jews and the C;:hristians; in 
Italy and Spain, the Jews and the Protestants; in France, the 

. -Huguenots; in England, the Dissenters-all played a part in busi
ness wholly out of proportion to their numbers. In France this 
unequal distribution was forcefully brought out at the revoca
tion of the Edict of Nantes (1685), when nearly every branch of 
capitalistic industry was seriously injured by the emigration of 
Huguenots. 

Some observers, notably Max Weber and R. H. Tawney, find 
a special connection between Protestantism, especially its Puritan 
aspects, and capitalism. Certainly it seeIDS obvious that the re
ligious notion that all human activity was a "calling" lent a power
ful psychological sanction to the enterprising Protestant business 
man. In another sense, Protestantism and capitalism were akin to 
each other because they were both heresies, both "nonconform
ities," both products of the innovating spirit. 

At any rate, whatever the reasons, it is apparent, both from 
statistical evidence and from the judgment of contemporaries, 

• 



THE ADAPTAnON OF POPULAnON 139 
that the European "heretic," especially _ the Protestant,. was dis- • 
proportionately important in the new forms of business. Closely 

_ associated with religious heresy is another social fact of the six
teenth and seventeenth centuries, namely .... migration. At that time, I 
migration was most general among nonconformists, French 
Huguenots and English Separatists, who Bed from their home· 
lands to England, to Prussia, to Holland, and to America. The 
vigorous minority with the courage to make new homes in the ~ 
old world or in the new found themselves not only in a state of 
hal£-citizenship that put a premium upon economic enterprise, 
but also detached from the customary and traditional limitations 
that governed the natives of the countries to which they went. 
The one measure of thcir success in life, the one future that lay 
before them, was the accumulation of significant wealth. 

It is not surprising then to find the foreigner a prominent 
participant in the development of new enterprises. The "Lom
bards"-Italians from Genoa, Florence, Pisa, and Venice-were 
the foremost finaneiers of England, France, and the Netherlands 
from the thirteenth century to the sixteenth. The silk industry 
was organized in something like the modern factory system in 
Genoa, Bologna, and Lyons by immigrants from other cities, 
especially Lucca. 

Migrations 1m masse, such as those of the Jews from Spain, 
of the colonizers of North America, and of the persecuted Chris
tians, provide even more obvious manifestations of this char
acteristic function of the foreigners. The migration of persecuted 
Christians in the sixteenth and seventeenth centuries involved 
some hundreds of thousands of individuals, the largest group of 
whom were the 300,000 Huguenots who left France after the revo
cation of the Edict of Nantes. Scotch refugees, Catholic and 
Protestant, were the big business men of Cracow, Bromberg, and 
Posen in Poland at the end of the sixteenth century. Fugitives 
from the devastated Palatinate and from Holland founded the 
silk business of Krefeld upon a capitalistic basis. French Hugue-
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nots founded factories in Saxony, in Hamburg, in Hesse-Cassel, 
in Prussia. Holland, perhaps, offers the classic example of the 
influence of foreigners. The toleIant policy of that country made 
it the refuge and haven of Jews, Flemings, Walloons, English, 
French Huguenots, all the peIsecuted of Catholic countries, with
out, on the other hand, excluding Catholics themselves. The 
foreigners became characteristically the founders of factories-
cloth factories, pot factories, paper mills, printeries. In England, 
Italians, Portuguese, French Huguenots, Flemings, Walloons, and 
Dutch immigrants participated in the founding of such im
portant industries as cotton spinning, cotton printing, and cutlery 
manufacture. A conspicuous example of this same phenomenon 
neareI our own time is the large part played by foreigneIs in the 
economic development of Russia in the nineteenth century. 

The Jews, of course, during most of the early capitalistic peIiod, 
combined the characters of stranger, heIetic, and half-citizen, and 
we find them playing a remarkably large part in just those 
phases of economic life in which capitalistic forms WeIe most 

.. 'rapidly developing. One-twelfth of the English foreign trade 
'passed through their hands during the first half of the seventeenth 
century, when they were still legally excluded. At the Leipzig 
fair, they WeIe always prominent, and during the last days of its 
greatness one-third of the merchants WeIe Jews. They controlled 
the Levant trade of Spain, and when they WeIe expelled, carried 
the control with them to the NetheIlands and to the Levant. 
Luxury trades, such as diamond cutting and silk, bulk trades, 
such as cotton goods, alike seemed to fall into their hands. They 
played a significant part in the colonization of new lands. Hardly 
had Columbus discoveIed AmeIica, before a colony of Portuguese 
Jews settled in St. Thomas and began exploiting slave labor. 
They poured into Brazil in spite of prohibitions and WeIe strongly 
reenforced during the Dutch occupation. Jewish refugees from 
Brazil made the greatness of the sugar industry in Martinique 
and Haiti. 
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Similarly we find the Jews disproportionately prominent in 

that most capitalistic of economic enterprises, the supplying of 
armies. "The great Jew," Antonio Carvajal, was one of the princi
pal contractors who supplied Cromwell's armies. Similarly, "the 
great contractor" of William nrs time was "the jew Medina," 
who was knighted. In France, Jacob Worms was known as the· 
principal war contractor of Louis XIV. Marshal Saxe declared • 
that his army was never better supplied than when he depended 
on the Jews. Cerf Beer was naturalized as a French subject for 
his services in connection with famines in Alsace. In German' 
lands, the same story. In '537, Isaac Meger was permitted to live 
in Halberstadt on condition that he supply the Cardinal Al
brecht's army with "good weapons, harness and armor." "From 
thenceforth all commissaries are Jews, all Jews, commissaries," 
wrote a German biographer in 1ft;;. Jews were the principal 
commissaries of the American troops in the Revolution as well as 
in the Civil War. 

These examples illustrate the prominence of Jews as entre
preneurs without touching upon their activity as financiers and 
bankers, which was an equally important factor in the evolution 
of capitalism, but which hardly belongs here. 
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PART ill 

EARLY CAPITALISM 



CHAPTBR I 

THE TRANSFORMATION OF ECONOMIC MOTIVE 
AND OF ECONOMIC FORMS 

THE EPOCH OF E.uu.Y CAPITALISM 

THE definition of epochs in history is a difficult problem. As a 
matter of fact, they are fictions-necessary fictions, evolved out 
of the minds' of the historians as a means of expressing the past 
-rather than consciously felt experiences on the part of the people 
who were contemporary with their beginnings. On the other 
hand, it is quite inevitable for persons with any intelligence, read
ing about, say, William the Conqueror or Periclean Athens, to 
realize that there is a distinct individuality in the conditions of 
that time, in other words, that it is a distinct epoch. It is when 
the attempt is made to mark the beginning or the end of an 
epoch that this inevitability disappears and disagreement and un
certainty enter. Any given date on the rath~r wide margin be
longs to the earlier or later epoch according to the principle or 
principles in the mind of the person looking at it. 

It is then necessary to have in mind the principle being used 
in this reconstruction of the past, embodied in summary fashion 
in our definition of capita1ism. This gives us two conditions which 
have to be met before it can be said that capitalism exists. The 
first condition is that the wills of strangers, through the com
pulsion of money, shall have made economically active persons 
serviceable to a profit purpose; the second condition is that there 
shall be a disposition to reorganize economic activity, rationaliz
ing jt with a view to the highest possible profits. From this point 
of view, the beginning of the capitalistic period cannot be set 
very far back. We should guard against the notion that the eom-

147 
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ing of occasional individuals who act capitalistically, or of cer
tain conditions that might fit into a capitalistic society, marks 
its arrival. 

Capitalistic practices of this exceptional character are not difIi
cult to discover in the thirteenth and fOUiteenth centUIies. The 
Sienese bankers whom the papacy was using in the thirteenth 
centUIy to handle the revenue which it derived from widely 
scattered sources had a system which extended all over Western 
EUiope, and which could have been serviceable to a highly de
veloped international commerce, just as modern banks are. It was 
not thus serviceable because international commerce had not then 
developed to the point of needing such a system. In the fifteenth 
centUIy Leon Battista Alberti taught bOUigeois economics in his 
Libro della Famiglia. The same centUIy saw at least the begin
nings of rationalistic accounting, that is, double entry bookkeep
ing. Professor Byrne in his excellent study of Genoese Shipping 
in the T lIIelfth and Thirteenth Centuries (1930) states that in the 
thirteenth centUIy Genoese shipping ventUIes were often financed 
by the distribution of loea, or shares, which were treated much 
as negotiable shares are today-divided, sold, and used as secUlity 
for loans; and he shows that the Genoese collected capital in 
much the same way as do modern entrepreneUis. If modern 
capitalism were merely that, merely the use of a certain device, 
there could be no answer to his charge that S~mbart is in error 
in putting the beginning of capitalism so late as the end of the 

../ fifteenth centUIy. But he proceeds to show that, as accumulations 
of wealth in single hands grew suJliciently large to finance voyages 
without such associations, the use of loca declined and disap
peared. Nothing could demonstrate more clearly the uncapital
istic spirit of these Genoese. Here obviously is no "disposition to 
reorganize economic activity, rationalizing it with a view to the 
highest possible profits." 

At the end of the fifteenth centUIy, however, the manifesta
v tions of capitalistic enterprise become numerous and consistent . 

...:..----
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The obvious phases of a new spirit and a new organization of 
economic life-in a word, of capitalism-become so numerous 
that even a bare catalogue is too long. A large number of gold 
and silver mines were opened in Germany and Austria in the 
late fifteenth century. This aspect was intensified by the discovery 
of America and the exploitation of the large stocks of gold and 
silver in Mexico and Peru. America also offered the opportunity 
for unlimited exploitation of labor in these areas, where European 
custom had never reached. The discovery of sea routes to India 
increased capitalistic opportunity in that great trade. The re
ligious persecutions of the Jews in Spain and of the Protestants 
in France and parts of Germany was accompanied by the dis
placement of large numbers of economically active individuals. 
It is worthy of note that Antwerp, destined to be for a time the 
great capitalistic center of Europe, then began its growth. The 
establishment of great modern states under monarchs like Louis 
XI of France, Henry VII of England, and Ferdinand the Catholic 
of Spain brought various kinds of material and financial needs 
which could be satisfied only by capitalistic arrangements. Other 
phases of the change were the distinct advance of technique in 
engineering and industry (of which Leonardo da Vinci and 
Agricola are the great examples) and in accounting, notably, 
double entry bookkeeping. The concept of the "firm" began to ./ 
spread; great central markets and wholesale houses appeared, 
and also the solicitation of business, and the operation of col
lective services like the postal service. Entrepreneur types appear, 
Puritanism furnished a philosophy for capitalism, and luxury in
creased at a great rate. The modern stock company began to 
develop, especially in the oversea trade, business publications be
gan to appear, purchase began to be made by sample, discount 
and deposit banks began to function. 

The end of our epoch of early capitalism, of course, comes 
with the beginning of what we shall call "full capitalism." It is 
marked by fully developed rationaIization,'by purely objective 
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business practices, by the ideal of combination, by "liberty," by 
centralized markets and long-distance buying, by speculative 
practices and crises, and. in short, by the application of capitalism 
to all forms of economic life. Applying these tests to the chrono
logical sequence of events, we may regard the period of early 
capitalism, then, in its largest extent, as the period from the 
middle of the fifteenth century to the middle of the nineteenth, 
or, more narrowly, from the sixteenth to the eighteenth. 

It will be noted that in defining our pe!iod, we have ignored 
such important political milestones as the French Revolution, 
although a very great economic history of France, that of Levas
seur, divides its four sub;tantial volumes at that point. As a matte! 
of fact, the French Revolution marked no gene!al change in the 
economic life of France, that is, in its modes of production, dis
tribution, and consumption. Capitalism won some very important 
political victories in the French Revolution, but its own develop
ment had been greate! and more crucial in the seventeenth and 
early eighteenth centuries and was destined to be greater in the 
middle years of the nineteenth century. 

ECONOMIC MOTIVE 

"Style" is a useful concept in thinking about economic history 
as well as in thinking about art or clothes or manne! of writing. 
In its present use, a style consists of the psychological attitudes 
and the intentions manifested in putting together the parts of a 
whole, whethe! it be a life or a picture, a poem or a contract. 

"' Sty Ie is a social fact. Sometimes rathe! asocial persons have some
what individual styles:In gene!al the!e is in any given society a 
community of attitudes and intentions that pervades and dete!
mines the form of its activities. 

The style of economic life during the epoch of early capital
ism is best characte!ized by the word "bourgeois." The word, 
howeve!, has today a connotation of sobriety, dullness, and con-
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servatism, which certainly were not characteristics of the leading 
agents in the transformations of economic life that are the subject 
of this section. They were "adventurers," as easily pirates and 
freebooters as merchants. In Elizabethan England, we meet John 
Hawkins as discoverer, queen's official, pirate, ship captain, and 
merchant. Carrying on business meant battle, imprisonment, 
diplomatic negotiations, as well as trading. Like their medieval 
forbears, these adventurers won their conquests at the expense 
of the foreigner or of the lesser breeds, with the idea of sharing 
them with their own community and people. Comparatively small 
elements of the population went on these freebooting-trading ex
peditions, but the fundamental idea, to get rich quickly, led many 
of the stay-at-homes into "adventures" as bold and disturbing in 
the economic sense, the "projects" of which we hear so much in 
the seventeenth and early eighteenth century. Hence the financing 
of so many of these piratical voyages; hence the strong preference 
for mining ventures; hence the numerous associations for raising 
sunken ships; hence the rapid development of marine insurance 
(bottomry). The primary capitalistic impulse was there, to get 
rich quickly; what was lacking was the rational and deliberate 
calculation of the fully developed capitalistic spirit. 

More sober, less fantastic characteristics of the bourgeois were 
also developing. Along with the medieval community notion and 
the feudal power notion, was developing a system based upon 
the idea of individual responsibility and the contractual connection 
of individuals. The exercise of power by and through political 
agencies was still destined to make important contributions to the 
upbuilding of the capitalist organization, but this was to be in 
increasing degree the service of the state to the business interests, 
to that contract-bound society that ultimately was to ask an
archical exemption (laissez faire) from the action of the govern
ment. Independently of it, the contract organized the powers of 
whole sections of society outside of government, on the one hand, 
and outside of the community organization of village and gild, on 
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the other. The "country merchants" who came from the towns 
into the villages and, as strangers to its communallife, made ar· 
rangements with the village weavers or file makers for a portion 
of their product had different principles of action, different pur. 
poses, different ethics from either the communally minded crafts
man or the communally minded villager. Their distinctive virtues 
were faithfulness to contract and thriftiness. 

Leon Battista Alberti in his libro della Famiglia (Book of the 
Family) in 1450 gave the first distinct literary expression to that 
pride in solidity, dependability, which is for the capitalistic bour
geois the highest of virtues, a pride that curiously parallels the 
noble's pride of birth. "Never," he declared, "has there been any 
one in our family who has broken his word given in a contract." 
Alberti's "never" was probably an exaggeration, bilt the spirit of 
this and similar utterances illustrates how virtues get domiciled in 
this world. The increasing literature of mercantile virtue through 
the succeeding century all puts faithfulness to contract first. Not 
all business groups had the virtues in the same degree: it is in
teresting to note that the English business moralists of the seven
teenth century constantly held up the Dutch as models for their 
countrymen, whose lack of honesty they deplored. Even Defoe, 
who was not troubled by the moral scruple, gives a very poor im
pression of the state of business honesty in England (Com pleat 
English Tradesman). 

In general, we may assume that this virtue of "solidity" grew 
with capitalism. The more business relations developed on the 
basis of ,contract and credit, the more essential the virtue came to 
be. To us, it seems like a universal virtue, unconnected with the 
economic system. To a German poet of the latter seventeenth 
century, the connection was obvious: 

When Truth and Honor dse no'more is known, 
Still in the honest merchant's breast can it be found 
Whose joy and health on strangers' trust is built. 
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"Poor Richard" summed up in a word the bourgeois ethical 
principle: "Honesty is the best policy." In this concept of solidity 
we have the basis of a professional business ethics, purely utili
tarian in origin and registered in our notion of commercial honor 
and the customs of the exchanges. 

Honesty and those other prime bourgeois virtues, industry and 
frugality, were urged upon the world in countless books of what 
in modern days is called the inspirational type. A classical ex
ample is to be found in the advice of Robinson Crusoe's father 
to his son. 

Aflother ethical notion of great importance for the develop
ment of capitalistic society was that of the honorableness of gain .• 
The pious merchants, like the pious kings, began their contracts 
with an invocation of the Trinity and regarded their profits as 
"the blessing of God." This religio-ethical approval of profit seek
ing was limited to honestly won gain, and the historical question 
is, What did this idca include? 

First of all, the fundamental idea remained the same as in the 
subsistence economy and the handicraft system. Gain must not 
be unlimited, but determined by an ideal objective; namely, the 
sustenance appropriate to one's station: "To every class and every 
individual God has assigned his sustenance." Another mercantile 
moralist wrote, "We must rigorously abstain from seeking more 
than is necessary and sufficient for us and ours." "Enough" is 
"enough for his station in life." Defoe illustrates this limited 
standard by the ideal which he presents as the natural objective 
of a successful business man. "If he has gained twenty thousand 
pounds, he can buy a pleasant estate and become gentry, spending 
one half his thousand-pound income and using the rest to increase 
his landed estate." Franklin thought that "a wise man will desire 
no more than what he may get justly, use sparingly, distribute 
cheerfully, and live upon contentedly." The time that he devotes 
to business will be limited: Franklin held that six hours was the 
proper limit. ~ 
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The notion of a just price held over from the canon law until 
about the middle of the s~venteehth century, at any rate in Eng· 
land. Petty recognized a distinction between utility and exchange 
value. Savary, the great French mercantile writer, still helQ in 
1724 that price should be determined by what it was iust that 
the merchant should gain. The German General Treasure House 

• of the Business Man (1742) held.that it was permissible to make 
.. a profit out of scaxcity, provided that it was a "Christian" profit 
and the merchant "in his soul felt no shame." 

Competition remained under a certain dispaxagement. A Paxis 
ordinance of 1?61 ran as follows: "Some merchants of this' town 
have assumed to scatter among the public letters in their names 
to announce the sale of their goods at prices which they allege to 
be lower than that at which the same goods axe customarily sold 
by other merchants. Such contraventions, which axe almost always 
the last resort of a faithless merchant, cannot be too severely reo 
pressed." Geraxd Malynes (1686) condemned as "dangerous and 
prejudicial" all "striving to undersell." The Compleat English 

'Tradesman (1745) complained that "this underselling practice 
is grown to such a shameful height that paxticulax persons pub
lickly advertise that they undersell the rest of the trade." Adver· 
tising,'of course, was. "mean and shameful." 

A combination of this moral prejudice against competition and 
the lDercantilist insistence that the population be employed led 

. , to ¢onsiderable action against the introduction of technical im· 
'pE6vements in industry. In 1561, the Cloth Makers' Gild of 

-London rejected a finishing device invented by an Italian, be· 
cause it would throw numerous workers out of employment. . 
Until 1685, knitting machines were forbidden in France, lest they 
destroy the knitting industry from which many poor people made 
their living. Colbert regaxded the inventors of labor·saving ma
chinery as the "enemies of labor." 

In short, the business style of these centuries that we call eaxly 
~ capitalistic was only paxtly free from the older idea of need-
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satisfying, of subsistence, as tHe propel; aim of economic activity. 
The pursuit of profit and the' economic rationalism which are 
characteristic of fully developed capitalism were alike in an un
.developed state. Many of the men who furnished the enterprise 
and leadership were themselves from the quasi-feudal nobility 
and ran their enterprises as private rather than as market affairs. 
An observer wrote of the Silesian mines in the beginning of the 
nineteenth century, "The lord is here owner of the iron ore and 
annually smelts only so much as can be smelted ~ith that part of 
his wood supply which he has no other use for." Most of the 
noble founders of enterprise lacked any inner urge to bring them 
to great success. Among the non-noble, bourgeois entrepreneurs, 
economic life was still an ordered regular conventional thing, 
and novelty, new devices or arrangements were repugnant and 
unpopular. Marperger (1717) declared that "without doubt, at 
the present day, it must be recognized that all modernization, 
even when it is advantageous, is distasteful to most people." 

"Retirement" at as early an age as possible was preached by 
Defoe and was certainly practiced to a large extent. The number 
of seats in Parliament bought by retired business men like Brice 
Fisher and Nicholas Linwood or by the heirs of such pIen, like 
Sir Samuel Romilly, is a fair statistical index of this tendency in 
England. An intelligent observer of Hamburg life in the late 
eighteenth century noted that while business absorbed the w~ole 
population from birth, there was a large number of individUals • 
who, having won their fortunes, were "content to sit within theil:J 
walls and enjoy two and one-half per cent interest." Even in their 
active careers, the business men did not work all day or all week 
or all year: the English week end and the French midsummer 
holiday are vestiges of the early capitalistic "style." An Italian 
mercantile writer of the sixteenth century even advocated a sab· 
batical year for business men. 

The modern notion of large sales and small profits was foreign v 
to early capitalistic motivation. "Strive not to undersell others," 
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is the constant refrain of the commercial moralists. A strong 
prejudice existed also against the expansion of business by the free 
use of credit. The handicraft tradition of "solid goods" still gov
erned extensively, although Josiah Child protested against it as 
a handicap of English trade in competition with the Dutch. (The 
most capitalistic country was furthest advanced in the art [?] of 
providing cheap goods. Compare the complaints of English and 
American merchants against the German and Japanese "shoddy" 
production, especially before 19i4') 

Finally, early capitalistic business was extremely secretive, a 
mystery. With the development of the trade journals and new 
publications in the eighteenth century, came also a whole series 
of complaints and protests, the general purport of which may 
be summed up in the complaint of the Hamburg merchants that 
publication of such news "made the outsider too wise." 

BusINESS FORMS 

It is inherent in the division of any historical process into periods 
that many of the characteristics of the older period should persist 
in the new. So it is with the development of economic life. In 
order to understand exactly what was distinctive in the epoch of 
Early Capitalism it is desirable to examine briefly the persistence 
of medieval forms. The individual industry of the separate crafts
man as a distinct form persisted in important respects throughout 
the epoch, and in a less important way down to our own day. 
The more distinctive forms of medieval economic life, however, 
were the various types of association which had been worked out, 
the union under the lords, the craftsmen's association, the family 
associations, and the occasional combinations of merchants for this 
or that particular venture. What remained of these in unchanged 
or in modified form? Economic union under the lord, of course, 
received its greatest manifestations in the manorial system, which 
has already been discussed. With certain modifications, it re-
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mained the important form of agricultural life down to 1800, 
although it had almost disappeared in England. In many cases • 
the manorial organization was the center of long.mstance com
merce. Thus, the Bohemian Glass Association in the beginning of 
the eighteenth century was not carried on by free and established 
merchants, but by unfree residents of the glass-producing dis
tricts. This feudal medieval idea was carried out also in the 
colonies. The Genoese and Venetians carried themselves as lords 
of the manor in their colonies in the eastern Mediterranean. The 
so-<:alled encomiffldas and repartimiffltos in the South American 
colonies of Spain were based upon this idea, as also the captain
cies in Portuguese Brazil. A curious example of the persistence 
of the feudal idea is the organization of the postal system in the 
Holy Roman Empire as a feudal tenure of a noble family, Thurn 
und Taxis. On July 27, 1615, Lamoral von Taxis represented his 
function to the emperor as an imperial regality and fief. The 
associative character of labor persisted also, to a very late date. 
The village community of farmers persisted well toward the end 
of the early capitalistic epoch, although heavy inroads had been 
made upon it in England. Similarly, in the field of industrial pro
duction, the gilds had retained many of their old characteristics, 
although many of them had been modified by the competition 
of capitalistic forms of production, and by their own adoption of 
capitalistic methods. Thus, the London Hosiers' Gild in 1657 
became essentially a capitalistic producing society. The Company 
of Hoastmen at Newcastle had become a coal monopoly. IIi the 
field of transport the boatmen's associations on the rivers per
sisted, generally almost unchanged until the end of the epoch. 

The merchant associations gradually lost the personal character 
which was so prominent a feature of the early organization. They 
developed into "regulated companies," membership in which was 
based upon purely formal conditions. The family association 
underwent a substantially similar change. In the early centuries 
of our epoch this family association was very prominent. The 
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Bardi, the Peruzzi, and the Medici in Florence, the Soranzos 
in Venice, the Fuggers and the Welsers in Augsburg, the Imhofs 
in Nuremberg, the Rulands in Ulm, are only a few examples of 
this interesting form of economic organization. They were not 
exactly firms or corporations, nor did they have the idea of separate 
individual property in the different members of the family. Gradu
ally they came to take in outsiders, but the personal character of 
the association was marked by the common provision that mem
bers of the family should have larger shares of the profits. 

The occasional association for a specific venture remained fairly 
common down to the eighteenth century. Savary in his Diction
naire du Commerce gives some typical examples: (I) A merchant 
may desire to join with another in the purchase of a cargo; or 
(2) three or four merchants at a fair may join to purchase on a 
common account, and at the close of the fair, divide the purchases 
in proportion to the purchase money each has put in; or (3) 
several merchants may unite, for example, in the case of rising 
prices in France, to buy large quantities of corn in Poland and 
bring it to France. This occasional combination was important 
for the development of capitalistic forms of combination, because 
of its purely contractual and impersonal character, although it 
plays a very small part in modern capitalistic life. 

On the other hand, in the fifteenth century, and at an increasing 
rate during the next three centuries, new forms of business were 
established which we may call capitalistic. The establishment of 
capitalistic forms was marked especially (I) by the development 
of the notion of business as a legal entity, the Firm; (2) by the 
notion of the business as an accounting entity, and (3) by the 
notion of llUsiness as a credit entity, the ditta. 

The norian of the Firm, that is, of a business enterprise as a 
legal entity, gradually developed during the sixteenth century. 
The word itself is derived from the Late Latin firmare, to sign, 
and came to imply, by the sixteenth century, the group or com
bination with a common legally binding signature. As early as 
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the sixteenth century we find merchants in France each of whom 
was a member of several firms. The French Ordinance of 167,3 
first settled this relationship by systematic legislation, but even 
in the eighteenth century its form was not sharply defined by law. 

The development of the concept of the business enterprise as 
an accounting entity is marked by the development and spread 
of double entry bookkeeping and the introduction of the idea 
of the balance sheet. Regular bookkeeping seems to have orginated 
in the government of the Italian cities, rather than in the busi
ness circles, as such. AI; early as the thirteenth century, Florence, 
Milan, Venice, and the papal government seem to have had some
thing that might have been called a system of bookkeeping; and 
from these governmental institutions the practice seems to have 
extended to the bankers, who were closely bound up with the 
governments. The second step in the development was the in
troduction of double entry. Although some beginning of double 
entry can be seen in the bookeeping of Genoa and of the Venetian 
house of Soranzo as early as the fourteenth century, the first sys
tematic exposition of double entry bookkeeping was that pub
lished in 1494 by Fra Luca Pacioli. Fra Luca himself, however, 
did not include a complete system of double entry bookkeeping 
and balance sheet. The idea that a balance should be struck 
yearly, or more frequently than at the death of the merchant or 
the dissolution of the business, was first introduced by one Simon 
Stevin, a Hollander, in 1608. It was only at the end of the seven
teenth century, apparently, that the system of business accounting 
was completed by the introduction of the inventory, probably by 
Savary, the author of u Parfait Ntgociant, in the Ordinance 
of 1673. 

The significance of systematic bookkeeping for the development 
of capitalism, that is, for the rationalistic pursuit of unlimited 
profits, can hardly be exaggerated. One Wilhelm Meister (not 
Goethe's) declared, "It is one of the most beautiful inventions of 
the human spirit and one which every good business man should 
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introduce into his business." Sombart declares, "Double entry 
bookkeeping is born from the same spirit as the systems of Galileo 
and Newton, as the teaching of modern physics and chemistry." 
It reduced the gain idea to an abstraction by putting the profit 
in a specific form, a definite sum of money in contrast to the 

J natural aim of subsistence which was in the forefront of the 
medieval business man's mental attitude. It was this abstraction 
of profit that first made the concept of capital possible. 

J 

From this abstract formulation of the results of business ac
tivity, it was only a step to rationalization. Systematic accounting 
made it possible for the capitalistic entrepreneur to formulate his 
aim, to recognize the degree to which he was attaining it, to 
determine the plans for his future activity. Notions like fixed 
capital and cost of production were practically impossible with
out accounting. 

Another aspect of capitalism which depends upon complete 
accounting is the mechanization and depersonalization of busi
ness. The entrepreneur and enterprise were separated from each 
other. As a modern authority on accounting puts it: "It is not 
necessary to confuse the enterprise with the capitalist, its pro
prietor. The two are separated by accounting, which conceives 
the proprietor of the enterprise as the third person, as the creditor 
of the enterprise for the capital which he has put into it." 

Systematic bookkeeping spread over Europe from Italy as a 
center. Its expansion was conditioned in part by the development 
of elementary instruction. In Florence, a fourteenth century writer 
tells us that from 1,000 to 1,200 boys were learning to reckon in 
six schools. In Paris, there were several thousand pupils in ele
mentary schools in the fifteenth century. For arithmetic they 
studied the Liher AMaci of Leonard Pisano, principally the "rule 
of three." In the next century, Italian boys were taught to com
pute interest and discounts. It would be easy to exaggerate the 
education of the Italian merchant in bookkeeping; the few ex
amples of bookkeeping that have come d~wn to this day are 
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very incomplete and unclear. An anecdote of the Albertis shows 
that the merchant who kept books was exceptional, and that the 
function was not at all specialized: the head of an establishment 
did it for himself if it was done. The introduction of Arabic 
figures, which was a long process, not complete in the sixteenth 
century, facilitated bookkeeping as well as general arithmetical 
education. 

It was quite customary for German merchants to go to Italy 
to learn bookkeeping. The first works on bookkeeping which ap
peared in Germany (1518-1531) were still behind Pacioli: it was 
only later in the century that double entry established itself widely 
in Germany. The first English manual of double entry appeared 
in 1543, but the practice was still regarded as a novelty in 1569. 
About the same tm.e, Pacioli was translated into French and 'v 
Flemish. In Holland, Nicholas Petri Van De Venter broke 
new paths with his Manual of Reckoning, Cipnmng and Book:
keeping (1588). In the seventeenth century more than 400 works 
on bookkeeping appeared in the Dutch language. Holland thence
forward remained the leading country in accounting standards. .I 
Benjamin Franklin tells how he learned bookkeeping from the 
Dutch widow of one of his friends (1730). In France, the advance 
of accounting went far: in 1673, bookkeeping was prescribed by 
the great ordinance of that year for all merchants, wholesale and 
retail. Even before the ordinance, Savary assures us, it was cus
tomary among the greater merchants. 

The notion of the association as a credit unity was marked by 
the development of a word which has hardly gone into English 
practice, ditta. This Italian word was widely used on the Con
tinent, as in the phrase, "When one begins a new business or 
changes the ditta." It appears in this sense first in the sixteenth 
century and was used especially to express the relations of com
mercial firms to money-lending institutions. The expression "ditta 
of the Bourse" was used to characterize a firm in good standing, 
that is, one whose obligations could be sold easily. 
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In these centuries we see developing also forms of associations 
thoroughly impersonal in character and capable of persisting as 
entities independently of the persons participating in them or 
ceasing to participate in them. These characteristics identify them 
as capitalistic associations. The earliest form was the partnership, 
which in French law was called the public business association. 
Systematic bookkeeping was substantially essential to make this 
possible as a substitute for the very personal combinations of the 
medieval period. It first appeared as a legal institution in the six
teenth century and at that time it was necessarily based upon 
specific contract. At the end of the seventeenth century it seems 
to have become the principal capitalistic form of association, and 
in the Italian, French, and Dutch business writings of the time 
the public business association is spoken of as the customary and 
natural form of association. The great French Ordinance of 1673 
provided for the distribution of responsibility among all the mem
bers of the association. Article seven provided that all the associates 

. would be obligated as a whole for the debts of the association; 
and this provision applied even if only one had signed, in all 
cases in which he had signed for the association. 

The stock company is the fullest development of the capitalistic 
association. It is not surprising, however, to find that stock com
panies were comparatively rare until the end of the eighteenth 
century. From the end of the sixteenth century to 1']20, consider
able development of stock companies took place in England. 
They appeared in France under Henry IV (1589-1610), but they 
seem to have had no success. Savary des Bruslons, the compiler 
of the Dictionnaire du Commerce (1732), does not notice them. 
In Germany very little was seen of the stock company until the 
nineteenth century. In England the financial disaster resulting 
from the mad outburst of speculation in company shares in 1719 
and 1'J20 led to a law forbidding this form of organization, which 
remained unrepealed until 1825, although for many years it had 
not been enforced. These stock companies were generally small. 
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Of the forty-nine in England before 1680, only four had more 
than one hundred stockholders. Two of the great colonizing com
panies, on the other hand, the African Company and the East 
India Company, had from nine hundred to a thousand members 
each. The relationship of the stockholders was on the whole very 
personal in spite of the fundamentally inIpersonai character of 
the association. The stock was issued to persons and transfer was 
stricdy limited. Even the dividends were unequally' distributed, 
commonly in the order in which the shares were bought. The 
shareholders were called "brothers." Corporation accounting, 
even in Holland, was remarkably primitive down to the end of 
the seventeenth century, and it was only in the middle of the 
eighteenth century that the capitalistic characteristics reached full 
development. 

The securing of capital for these companies also shows this 
personal character. It was localized, and at first the subscribers 
were prinIarily great persons. For instance, the capital of the 
French East India Company was furnished in the first place by 
the king, who subscribed six million livres, while the financiers 
subscribed two million, and the Merchants' Gild subscribed six 
hundred and fifty thousand. SinIilarly, a smelting establishment 
in Silesia in 1609 was financed by the margrave, who took forty 
shares, several towns which took a total of thirty shares, nine 
residents of Beuthen who together took ten shares, and so on. 

The state also participated directly and indirectly in the de
velopment of capitalistic forms of business. Some of them were 
entirely under State management, profit enterprises pure and 
sinIple, like the inIperial mirror factory at Neuhaus after 1720 
and the Prussian arms faetory at Potsdam founded in 1'J22. Some 
of them were combinations of the state and private capitalists. In 
some, the capital was provided in part by the government as in 
the case of the Prussian Bank of 1765. In other cases the authority 
was furnished by the government and the capital was furnished 
by private persons, for instance the Bank of England and the 
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bank organized by John Law in France. The privileged companies 
are somewhat similar to this last group, such as the Royal Manu· 
facturers in France, the Gobelins tapestry makers and the 
monopolistic companies which usually purchased the monopolies 
from the king. Other examples are the publisher of the En
cyclopedia, and the publisher of the final edition of Voltaire. 
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CHAPTBR II 

THE TRANSFORMATION OF THE MARKET: 

(I) ITS EXTERNAL ASPECT 

THE CHANGE IN TH!! FORM OF THE MAIutEr 

THE epoch of early capitalism was marked by a very radical 
change in the form and character of markets, especially in the 
geographical range and the intensity of the process of buying and 
selling. More goods came into the market as a natural conse
quence of the increasing demand, which in its turn seems to have 
been partly due to the increase in the supply of gold and silver, 
averaging about six million dollars a year, and also to the increase 
in population, so marked throughout the entire period. Further· 
more, new consumer groups were beginning to appear in such 
forms as to allect the demand for goods. The prosperity of the 
bourgeois and of the nobles was beginning to manifest itself in 
expenditures for objects of comfort and luxury. The charming 
and expensive domestic architecture of Elizabeth's time in Eng
land is a case in point. As the kings on the Continent succeeded 
in centralizing power and developed great armies, they required 
huge supplies such as only elaborate organization could provide. 
The cities were growing into great aggregations of population 
which drew upon wide areas for their food and raw materials. 
The oversea colonies, both as buyers and as sellers, necessitated 
new organizations to handle their business relations. At the same 
time, they introduced a whole new series of materials into or
dinary commerce. The predominance of Florence in the cloth 
industry led to the growth of great wool and dye markets there. 
Shipbuilding necessitated the concentration of considerable ma
terials for building the ships and for the support of workers at 
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the shipbuilding centers. We shall see also that in this period the 
growing definition of national restrictions and of national en
couragement of business increased the range of markets as com
pared with the old town markets. It also set limits to the old 
interregional trade, as is exemplified by the decline of the Hansa 
and of the other interregional organizations. 

Price determination also changed from the rather irrational 
and erratic methods of the precapitalistic period, when custom 
and the notion of the just price predominated, to the more rational 
basis exemplified by organizations like the exchanges, where 
prices were determined by means that seem almost mechanical. It 
changed also from the rather personal character, illustrated by the 
haggling so common in the medieval market, to the practice of 
fixed price. In 1786, the Six Corporations of Paris condemned 
the Petit Dunkerque, the first modern shop in that city, for sell
ing its goods at an established price: ''The public, seduced by the 
fixed price which it does not dare to dispute and which is pre
sented as the real value of the object on sale, is attracted without 
any justification to the shop in which it thinks its incapacity is 
protected from all deception, and by means of this notion de
fective merchandise is sold." 

Price determination, however, did not become fully rational
ized. The "just price" notion did not die out; and even where 
the will existed to rationalize prices, the habit of secrecy and the 
consequent lack of information, and technical deficiencies such 
as the lack of uniformity and exactness in weights and measures, 
prevented the attainment of anything approaching the standards 
of the present. The remnants of monopoly, some of which per
sisted until the end of the early capitalistic period, also inter
fered with rational price determination. 

CYCLES AND CRISES 

J The early capitalistic markets did not experience the rather 
short cycles of expansion, crisis, and depression with which the 
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modern capitalistic market is so familiar. Market connections were 
not yet so close that the economic world moved as one. Even 
more important, technique and information service were not 
developed to such a point that the rapid expansion that now oc
curs after a period of depression was possible. Consequently, the 
crisis that now occurs at the climax of a period of rapid ex
pansion was then out of the question. 

Nevertheless, partial manifestations of this ebb and flow are to 
be noticed. A steady and widespread expansion marked the general 
economic life. The general absence of industrial statistics leaves us 
short of evidence to be summarized conveniently, but one very 
important sign of an expansion phase is constant through the cen
turies from the fifteenth to the end of the eighteenth, that is, 
steadily rising prices. The great speculative outbursts of the early 
eighteenth century, the tulip craze in Holland, the South Sea 
Bubble in England, the Law schemes in France, show only a 
superficial siniilarity to the later expansion-crisis-depression cycle, 
on the one hand because they are purely local in character, and 
on the other because they are purely financial affairs, indeed, 
hardly more than new and attractive forms of gambling, as a 
contemporary characterized them. Their importance for our 
present purpose is principally this, that the market had at least 
reached such a point of organization that large groups of people 
could be brought together as buyers and sellers through the im
personal nexus. 

In a very real sense, however, it may be said that the nature 
of demand, which, as we have seen, still expressed itself in the 
form of orders for goods still unmade, and the character of pro
duction technique, which was still almost wholly dependent upon 
organic materials, limited expansion to a very slow rate. No as
pect of economic life, no industry and no trade during these early 
modern centuries, shows such increases as are familiar to the 
modern statistician, amounting often to one hundred per cent in 
five or ten years. 
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On the other hand, early capitalistic industries often experi
enced crises that were peculiar to that epoch. Such development 
of the market as had taken place made them susceptible to many 
accidents of fortune. Sumptuary laws, changes of fashion, periods 
of mourning for royal persons, lack of raw materials, poverty 
thlOughout the country, scarcity of bullion, were various causes 
which produced crises in the Lyons silk industry at various times 
in the course of the seventeenth and eighteenth centuries. These 
crises were really not at all the crises of modern economic life 
but merely conditions in which markets with a narrow range 
among "regular customers" turned sluggish £rom local and 
temporary causes. 
L From another point of view, it is possible to see a broad cyclic 

) iovement among the several nations of Europe (as economic 
communities) during these centuries. At the end of the Middle 
Ages, the leading regions of capitalistic development were south
ern Germany, Italy, Spain, and France. Germany, Italy, and 
Spain after the middle of the sixteenth century fell back, while 
France and Holland rose to an ascendency, and reached their 
highest relative point in the end of the seventeenth century. Then 
they began to give way to England, whose supremacy was com
plete by the middle of the eighteenth century and continued until 
it was challenged by Germany at the end of the nineteenth cen
tury and, perhaps, ruinously crippled by the Great War. 

THE MEANS OF INTERCOURSE AND TRADE 

The early capitalistic centuries were characterized by a steady 
advance in the means of communication, in the improvement of 
roads, rivers, and canals, in technical devices of land and water 
transportation, in the organization of transport services. Naturally, 
the sea as a means of intercourse can be changed only through 
the development of man's technique in using it and through the 
development of its approaches. The progress which navigation in 
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the widest sense made during the eady capitalistic epoch has 
already been discussed in Part II, Chaptel II. Beyond subordinate 
improvements in map-making and the incidental increase in 
know ledge of the sea, technical development of this character was 
very slight indeed. The development of the vessels themselves had 
to wait until the nineteenth century. Although buoys and light
houses wele known as early as the Middle Ages in Western Europe, 
their establishment was comparatively slow until the nineteenth 
century. In the sixteenth century thele wele some eighteen light
houses. Thirty-five new ones Wele established in the seventeenth 
century, 29 between 1700 and 1750, 39 between 1750 and 1775, 
and 64 between 17J6 and 1800. It was only in 1792 that the 
Argand light replaced tallow lantelns. The development of ports 
was also comparatively late. Henry IV of France began the safe
guarding of various French ports by dredging and building moles, 
and the French monarchy had a real predominance in this field 
of economic promotion down to 1789. Livelpool had the /irst 
artificial harbor, the Old Dock which was begun in 1710. London 
up to the end of the eighteenth century had only four hundred 
sixty meters of "legal wharves" between the TOWel and Lon
don Bridge. The West India dodes, the /irst great modeln arti
ficial harbor, were begun in 1799. In Amsterdam, Hamburg, 
and Bremen down to the end of the eighteenth century and even 
latel, ships anchored in the rivel to load and unload. This limita
tion of harbors served, of course, to limit ship development vr;ry 
sharply. 

France led also in road development until the nineteenth cen
tury. In the sixteenth century, thele wele a few stretches of built 
road; in the generality of Paris, about forty kilometers pel thou
sand square kilometels of area. The built roads were most 
numelous near the capital, but wele genelally in bad condition, 
as inadequate provision had been made for their upkeep. The 
eighteenth century saw a VelY considelable improvement, and 
Arthur Young liberally testifies to the supeliority of France in 
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that respect. In England, road building hardly began until the 
middle of the eighteenth century, when the turnpike, that is to 
say, the toll road built as a private concession, became the popular 
object of investment. In the first fourteen years of the reign of 
George III, four hundred fifty-two laws authorizing road con
struction were passed by Parliament, and by 1821 England had 
a hundred miles of built road for every hundred square miles. 
of area. 

I J If France was first in road building, England easily was the 
first in the development of interior waterways, especially in the 
development of her rivers. As early as the sixteenth century, nine 
concessions had been granted for improvement of stretches of 
river; in the seventeenth century, twenty-four were granted, and 
in jIte_'"6ghteenth c~ntury, thirty-six. Although as early as 1563 
a small canal was constructed between Topsham and Exeter, it 
was not until 1759 that the era of canal building really began. In 
that year the Bridgewater Canal from Worsley to Manchester 

. was built by Brindley; and before the end of the century not 
fewer than one hundred fifty permits for canal building had 
been granted, and the canal system furnished convenient trans
portation of goods between all parts of the country. In France, 
canal building had begun as early as the reign of Henry IV, whose 
great minister, Sully, was so much interested in internal trans
portation. Colbert built several canals, notably, the great canal 
of the South which connected the Mediterranean and the At
lantic. In 1'170, eight canals were finished, and by the end of 
the eighteenth century, the network of usable canals had at
tained 1,000 kilometers. In 1688, Germany had 185 kilometers of 
canals and 330 kilometers of canamed rivers; by 1836, it had 149 
kilometers of canals and 1,225 kilometers of canalized rivers. 

These channels of transportation were used in ways that were 
very much less systematized than is modern transportation. Ex
cept for rather narrowly controlled packet lines between Holland 
and England anti the ,transportation of pilgrims and crusaders 
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across the Mediterranean, regular passenger service on the sea 
seems to have been unknown until late in our period. In 1525, 
an official prescription at Trieste forbade the carrying of passengers 
by vessels carrying freight. The rivers seem to furnish the earliest 
examples of regular passenger service. In England, passenger 
boats were available on the Thames above and below London as 
early as the beginning of the sixteenth century. By the end of 
the seventeenth, an established tariff was in existence. By the end 
of the eighteenth, the traffic was so dense that it was often days 
before a boat could work itself through. In France, "market 
ships" appear as early as the end of the sixteenth century on the 
Seine between Melun and Paris, between Corbeil and Paris, and 
between Sens and Paris. Other rivers had simil~ services. It took 
four hours to go from Saint Esprit to Avignon on- the Rhone. By 
the eighteenth century some service was found on thf: Loire, the 
Canal de Briare, and the Garonne. These river lines remained 
throughout the period private enterprises, while, as we shall see, 
the land transport became a state enterprise. In Holland, the 
Treckschytm which were drawn by horses on the canals main
tained hourly service and were regarded as especially luxurious. 
On the German streams, especially on the Rhine, passenger service 
was known in the Middle Ages. Regular service began as early 
as the seventeenth century. In the eighteenth century, the jour
ney from Mainz to Cologne lasted two and one-half days and cost 
three thalers. Between Frankfurt and Mainz the market ships 
ran twice a day. Similar service was available on parts of the 
Danube. 

Travel by river, of course, was limited by the fact that the 
rivers would not carry everywhere and, as a rule, one traveled on 
horseback well down into the eighteenth century. Until the 
sixteenth century, it was necessary for the traveler to use his own 
horse or horses. Then, however, a very great advance in organi
zation of horse-travel took place through the establishment of 
posts which made possible travel 9y.;Jiired horses over wide 
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stretches of Europe. This word, "post," of course, has only acci
dent:j.lly come to be applied to the transmission of mail. The 
original meaning of "post" was simply a place where horses 
could be hired. In the sixteenth century, the post system was 
spread over the most important commercial routes of the whole 
of Western and Southern Europe. Rome was the center of some 
sixty-nine post-routes. Between Rome and Madrid there were one 
hundred seventeen posts, between the Netherlands and Madrid, 
one hundred seven. "In England towards the southern and 
western parts and from London to Barwick on the confines 
of Scotland, post houses are established at every ten miles or 
thereabouts," we are told in a guidebook of the beginning of 
the seventeenth century. The cost in the English system amounted 
to about threepence a mile. Between 1637 and 1779 the English 
post was a state monopoly. 

Carriage travel first became general in the sixteenth century, 
but by the end of the seventeenth century it wa~ as customary in 
. Western Europe as travel by horseback. A very considerable or
ganization developed. At first private concerns simply rented 
coaches for entire journeys, but the postmen began to compete 
first by furnishing horses and carriages and later by establishing 
the "ordinary post," that is, carriages in which single seats could 
be taken. The great period of the post system was between 1820 and 
1840. The annual capacity then seems to have reached about one 
billion passenger kilometers (for all Western Europe), which may 
be compared to the corresponding figure for the German railroads 

, in 1913: 41.2 billions. Carriage transportation within the cities 
iJ developed correspondingly. London in the middle of the eight

eenth century had nine hundred hackney coaches. Paris in 1781 
had eighteen hundred fiacres. 

The care of the traveler developed in somewhat the same way. 
In the Middle Ages, the ordinary traveler took care of himself. 
This was one of the reasons for the living quarters that were 
connected with the foreign trading establishments all over West-
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ern Europe, such as the Steelyatd in London and the F ondaco 
de' Tedeschi in Venice. Piety provided hostels for pilgrims, and 
soon other travelers were provided for in the same way. Erasmus 
described establishments which he had seen in Germany, accom· 
modating eighty to ninety guests of all classes and functions of 
society, eating and sleeping in one common room. The monasteries 
also functioned as agencies of hospitality. During the seventeenth 
century the inns were much improved: the eating and sleeping 
rooms were divided according to classes, and individual bedrooms 
were introduced. The posthouses became natural places of hos
pitality for travelers. Hotels as such were developed in the great 
cities as eatly as the fifteenth century, but at first were confined 
to people of rank.. Lyons, with its great fair, had ten as eatly as the 
first half of the fifteenth century. In the second half of the six· 
teenth century it had thirty-one. It was not until the end of the 
eighteenth century that continental hotels introduced what Goethe 
called "the greatest invention of the century," namely, ~ la carte 
servlce. 

The transportation of goods was sinlilatly systematized. Ocean 
transportation was carried on by small vessels which averaged less 
than one hundred fifty tons. As we have already noticed, 
their size was limited by the lack of hatbor development. Sud! 
small vessels were very numerous in Great Britain, where neatly 
eighteen hundred ships of commerce were found. The Dutch 
fleet, about the yeat 1700, totaled nine hundred thousand tons. 
While the Dutd! fleet was about niile times as great as the 
French, and almost double the size of the English fleet, the 
other fleets were still fatther behind these three greater sea 
powers. The crews were relatively numerous. Holland used one 
man to about twenty tons, England, one to seventeen, while the 
typical modern proportion is one to fifty. Because the ships were 
small, the crews were small, and they preserved the handicraft 
tradition the more easily on that account. 

During the whole Cally capitalistic epoch, it remained customary 
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for the merchant to own his ships and even to build them. In 
the seventeenth century, eighty per cent of the Baltic trade from 
Emden was carried on in vessels owned by the merchants engaged 
in the trade. In the eighteenth century, the typical French over
sea trader not only fitted out his own ships but had his own gxoup 
of captains. In Hamburg, in 1830, it was a sign of a merchant's 
prosperity to own his ships. The chartering of ships, however, 
reaches far back into the Middle Ages; it is reflected in the 
Tables of Amalfi. In the sixteenth century, the Hamburg mer
chants complained that the English Merchant Adventurers rented 
all the ships available over the hea,ds of the Hamburg traders. It 
was in Holland that ship chartering reached its highest develop
ment in the early capitalistic epoch. By the seventeenth century, 
the industry had become suJliciently organized to support a whole 
profession of ship broking. These brokers made it their business 
t'? find cargoes for ships sailing to particular points. There were 
also commissioners who similarly made it thea business to find 
ships to charter for any part of the world. 

While in a sense regular ship lines reach back to the Middle 
Ages, they were rather slow in development. Amsterdam began 
in the seventeenth century to develop as a center of regular lines 

\ with periodic sailings to various parts of Europe. The packet 
boats of England began to run regularly in Queen Anne's time. 
Local lines developed very early in the northern Adriatic. By the 
beginning of the eighteenth century, England had several lines 
to various parts of the Continent. The beginning of the eighteenth 
century also saw the establishment of regular transoceanic lines 
from England. The last Thursday of every month a ship left 
the Thames for Barbados, Montserrat, Nevis, St. Christopher, 
Antigua, and Jamaica. The Asiento ship, which after the treaty 
of Utrecht took its annual cargo to Porto Bello, may also be re
garded as a liner. The French government attempted without 
success to establish a packet line across the Atlantic just before 
the Revolution. The cargo capacity of the fleets was, of course, 
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very small by modern standards, although it grew rapidly during 
our period. At the end of the sixteenth century, the total capacity 
of the British merchant fleet was about 50,000 tons; at the end of 
the seventeenth, about 300,000 tons; at the end of the eighteenth, 
1,']25,000 tons; at the end of the nineteenth, over nine million 
tons. 

The speed of transport did not show much advance. While 
the vessels improved in the eighteenth century, the organization 
of the ports and trading relations made the "turn around" very 
slow. The Spanish galleons took twelve months to cross the 
Atlantic and return. In the seventeenth century the trip between 
Portugal and the East Indies took eighteen months. The Dutch 
ships in the seventeenth and eighteenth centuries took from seven 
months to a yeax . For their trips to India and China, the English 
East India ships took from eighteen to twenty months. 

The dangers of ship travel were very great. Illness was common. 
It exceeded 100 per cent 1 in the Austrian commercial fleet in 
1760 and in the English West India war fleet in 1780 and 1781, 
as compared with II PC[ cent in the French navy during the 
years 1890-18911. Shipwreck was common, and capture by pirates 
or privateers was a real danger down to the end of the eighteenth 
century. The Amsterdam Insurance Company maintained sixty J 
ships of war in order to protect the vessels it had insured. Marine \ 
insurance to cover shipwreck and capture began to appeax as a 
requirement toward the end of the fourteenth century in Portugal. 
The same century saw the beginnings of the insurance business 
in Italy. At first it was rather a form of occasional investment for 
persons with surplus cash. The insurance firms appeared about 
the end of the seventeenth century: Savary notes them as new 
phenomena. Marine insurance is, in fact, one of the first oc
casions for capitalistic organization in large form, and from the 
end of the seventeenth century in various lands we: see the found-

1 That is to say, the Dumber of cases of illness during the year exceeded the number 
of persons in the crc:ws. 
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ing of these insurance companies. In France, the Chambre des 
Assurances, founded in 1668, was transformed in 1686 into a stock 
company. The "Bubble" period in England at the beginning of 
the eighteenth century brought a whole series of projects for 
the founding of marine insurance companies, two of which were 
successfully developed. It is evident, from the full development 
of insurance law and from the slight statistical indications, that 
by the end of the eighteenth century, insurance had become a 
regular part of the shipping business. 

The cost of ocean transport declined very substantially (about 
one-half between the fifteenth and eighteenth centuries), although 
it remained fifteen to twenty times as high as at the present time. 
Insurance premiums remained higher than freight charges even 
toward the nineteenth century, especially on the more costly 
goods. A considerable cost, avoided under modern conditions, was 
due to the deterioration of perishable goods, such as tobacco and 
flour. 

Land transport of goods continued to be very simple down to 
. the end of the eighteenth century. Peddlers carried a large amount 
of goods throughout the country on their own backs. Hand bar
rows and pack animals remained usual for the transport of bulk 
materials like coal and wood down to the nineteenth century. 
Carts and wagons were not generally utilized until the road im
provements of the latter part of the eighteenth century. The or
ganization went through a development somewhat like that of 

J passenger transport. Originally, the merchant who was prosperous 
enough to use a pack animal owned his own. As early as the 
thirteenth century, however, we find independent organizations 
of carriers, especially in the cities of Italy. Free or unorganized 
interlocal freight carrying appears, however, to have reached its 
highest development in the eighteenth century, although it prob
ably had developed before that time. The farmers seem to have 
carried it on as a side line in England and in Germany. In France, 
at the end of the seventeenth century, Savary tells us of the "pow-
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erful figures who have several horses and carts and send their 
carters to conduct them." In the year 1705, we hear of three com
missioners who bought for a hundred thousand livres the mo
nopoly of freight carrying in France. Long-distance freight serv
ices appear in England, France, and Germany from the 
seventeenth century. 

The business of freight dispatching developed rapidly in con
nection with other businesses. The freighters seem to have been 
dispatchers from a rather early d.ate, and stage houses became 
freight dispatching stations. Savary speaks of com:nissioners at the 
stage houses as common phenomena. Bankers early developed a 
function in connection with the transfer of goods, which is natu
rally collateral with the transfer of money. It was in AInsterdam, 
however, that freight transporting became a separate and distinct 
business by the eighteenth century. A contemporary observer tells 
us that when a merchant of Amsterdam wanted "to send mer
chandise into one of these countries, he has only to send his 
~xptdjt~ur a signed order, showing to whom and where it is to 
go." The capacity of the ordinary lines seems to have been very 
considerable. In the eighteenth century, a thousand pack horses 
were alleged to have passed through Hettersheim in a single day; 
through Nuremberg, ']2,000 passed in a year. On the other hand, 
when, in I71l9, a coal shortage occurred in Cleves and a contractor 
undertook to bring in twenty-seven million pounds in a year, he 
found himself able to bring in only three million. Theoretically, 
the capacity was about one one-hundred-thirtieth of the railway 
and waterway transport of Germany in 1913. 

The use of the inland waterways, of course, dates far back to 
the most primitive times. The shipping industry on the rivers was 
thoroughly organized in the Middle Ages, and the merchants 
complained a great deal of the dearness of the charges of the boat
men. Regular periodic service had obtained full development on 
most navigable streams by the seventeenth century. The cost was 
about three or four times the present charges. It was greatly re-
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du~ed where canals were built; for instance, Colben's Canal of 
the South and the Bridgewater Canal in England. Although the 
rivers and canals were very heavily used where they were avail
able, the land transport, of course, far exceeded the inland water 
transport in the larger continental countries. 

NEWS AND INFORMATION SERVICE 

The individual communication of news is as old as the race, and, 
as a simple human habit, is, from our point of view, practically 
without a history. Ancient Babylonian letters on clay tablets, dug 
up by the spades of the archaeologists, are not particularly dif
ferent from modern letters. It is with the development of two 
social aspects of news.commerce that we are here concerned; 
namely, the means of transmission, especially the postal systems, 
and the public agencies of information, especially the newspapers. 

In Europe the development of the postal system as a collective 
. messenger service for the community dates back to the private 
postal systems of merchants which began to appear in the end of 
the sixteenth century. In southern Germany, the business of carry
ing letters became associated with the peddling butchers and re
mained so down to the end of the seventeenth century. In England, 
the common carriers and peddlers were used for the purpose. 
Private messenger service for the public became available in Paris 
in 1653, and in London in 1685. Some of the cities developed postal 
systems of their own, Venice as early as 1300. Nuremberg, in 
1570, had lines to Breslau, Frankfort, Leipzig, and Lyons. Leip
zig, in 1608, had thirty sworn messengers with ten substitutes. 
Two interlocking systems connected Barnstaple through Exeter 
with London. Postal treaties were made between towns, and in 
some cases towns maintained postal agents at the various terminals 
of the postal routes. The state postal systems appeared in Spain, 
France, and England at the end of the fifteenth century. Their 
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function was especially to carry o.fficialletters. In some cases they 
were forbidden to take private letters. 

The imperial system carried on by the family of Thurn und 
Taxis gradually evolved into an international system. In 16330 the 
English postmaster-general and the postmaster of Ghent made a 
treaty for an express mail service between Antwerp and London. 
At Rhinhausen between March :z8 and December 25. 15<Jl, the 
passage of thirty-six postal couriers from the Netherlands and 
thirty-nine from Italy was recorded. By the beginning of the 
seventeenth century, the principal places of Europe were con
nected, although not always directly. For example, Prague was 
connected with Warsaw only through Vienna. The or~ary \
schedule was a weekly one, but even so, the postal system seems 
to have been ahead of the demand except on the routes northward 
through Italy. Rhinhausen, in September, 1598, reported the trans
mission of two hundred sixty-six letters. The English postmaster
general in 1633 estimated that each of the five hundred twelve 
market towns would send fifty letters a week to London, that 
is to say, about a million letters a year, equivalent to the corre
spondence of a modern town of about four thousand. In the 
eighteenth century, the English network was developed to such 
a point that no substantial market town remained unreached. Tbe 
frequency of service was increased until by 1800 there were daily 
departures. The increase in revenue reflects a very rapid develop
ment in the use of the postal system_ 

The speed of the service depended, of course, upon the develop
ment of transport. In the fifteenth century, a letter took eighteen 
to twenty-two days from Genoa to Paris. In the sixteenth century, 
one from Antwerp to Amsterdam took from three to nine days. 
In England, in 1666, the estimated speed was three to four miles 
per hour. The cost was very high and hardly declined until the 
nineteenth century. It increased rapidly with the distance. In Eng
land, by the tariff of 1657, letters were carried within a radius of 

v 
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eighty miles from London for eightpence per ounce, to Scotland 
for one shilling, sixpence per ounce, to Constantinople for three 
shillings, ninepence, to Stockholm and Copenhagen for four 

j Shillings per ounce. 
The publication of news was conditioned upon many changes 

that were taking place in the sixteenth and seventeenth centuries, 
such as the extension of printing and the development of postal 
service. It is not surprising to find the earliest appearance of news
papers in the beginning of the seventeenth century. The Strass
burg Zeitung appeared in 1609. In 1702, the first daily journal, 
the London Daily Courant, appeared. By the end of the eighteenth 
century, the newspaper had had a great development, especially in 
England. It is estimated that in 1753 the total sale of newspapers 
from the various European countries had reached about 7,<100,000, 
and in 1792, slightly over 15,000,000 copies. Even the English 
colonies in America had thirty-seven newspapers in 1775. The 
significance of the newspaper for the evolution of economic insti

. tutions lies in the fact that it is a medium of advertising and a 
medium for the transmission of commercial news. 

The older forms of advertising by street criers and shop signs 
lie, of course, outside our immediate concern. Printed bills of 
advertisement appear in the seventeenth century in London. A 
London merchant offered a "bill of advertising" free to every 
customer who bought a guinea's worth of goods. In France, the 
word affiche does not appear in the first edition of Savary's 
Dictionnaire de Commerce but does appear in the supplement 
published in 1732. The definition of the word is, "a placard put 
up in a public place to make something known to everybody." 
Newspaper advertising appeared first in Holland in the beginning 
of the seventeenth century. In the course of the seventeenth cen
tury, advertising news sheets had a considerable development in 
all countries. The Publide. Advertiser of London began to appear 
in 1657. 

Advertising on the whole, however, attained only a very limited 
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development in the early capitalistic epoch. The range of the 
newspaper was extremely limited as measured by the present 
standards, perhaps one four-thousandth to one six-thousandth the 
present range. The subjects of advertising were also limited, prin
cipally to such occasional matters as are likely to be handled in \ ' 
the "want ads" of the present-day newspaper. New books, quack 
remedies, new products, and occasional bargains were the prin
cipal subjects. The idea of competition and, therefore, the idea of 
competitive advertising, claiming superior service, superior quality, 
lower prices, were still not respectable in the world of business, 
and belong rather to the beginning of the period of full capitalism. 
In the first number of the London Times on January I, 1788, 
three such advertisements appear, like a monument dividing the 
old age from the new. 

Commercial and industrial information in the Middle Ages 
was confined to the gild and shared within it. This idea persisted 
to a considerable extent in the early capitalistic period. For ex
ample, a new post came to Emden from Lisbon sometime in the 
sixteenth century. The burghers came together in the borough 
house and the letters were read aloud without any concern as to 
the persons to whom they were addressed. In one case a caution had 
to be observed: "It was not possible to communicate the whole 
because many burghers were present." As the gild idea weakened, 
however, groups of merchants associated themselves together with 
the idea of supplying one another with important information. 
Then each merchant tried to provide himself with "correspond. 
ents" in other centers who would inform him as to the market 
affairs in those places. ''There is the secret of the merchants and 
brokers, that every post day they learn promptly not only the 
prices of wares but also the rates of exchange" (Ludewig, 1743). 
These merchant letters were often duplicated and transmitted to 
a circle of business associates. They included principally the price 
lists and especially the price of exchange. In 16,34, John Day, 
citizen and sworn broker of London, was granted a patent for the 
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sole right to sell a weekly market list of wares at the principal 
places of Christendom. The grant of the patent stated that the 
"publication of market lists had never yet been brought here to 
that perfection answerable to the other parts beyond sea by which 
neglect within our city of London, our said city is much disgraced 
and all our merchants hindered in their commerce and cor
respondence." This practice had developed especially in Amster
dam by 1'700. Savary tells us that some of the "price currents" 
published thirty diJferent lists of prices. It had become a sub
stantial, paid service. Toward the beginning of the nineteenth 
century, we find it rendered as a favor to desired customers. 

It was still a service rather than a publication of news in the 
general sense of that word. With the collective transmission of 
commercial news begins the third period. The newspaper in its 
beginnings was anything but a medium of commercial news. Even 
in the middle of the eighteenth century, when a journal at 
Frankfurt-am-Main published a list of exchange prices, the brok
ers promptly protested that it was the business of the publisher 

. "to publish affairs of state, of war and of peace and not to con-
cern himself with commerce and exchange." The Frankfurt 
brokers were somewhat beIrind the times, as the regular publica
tion of commercial news had begun in Holland in the first half 
of the eighteenth century. In London and Paris it began somewhat 
later. The first number of the London Tjm~s devoted about one
sixteenth of its four pages to commercial news, including the 
movement of ships and the market prices for some thirteen stocks. 
A few so-called commercial journals began to appear in the latter 
half of the eighteenth century. One in Hamburg, besides com
mercial and shipping news, had the cost of exchange, the prices 
of stocks in Amsterdam, and the prices of agricultural products, 
but filled in most of its space with articles on the history of the 
opera in England, public notices, and mixed news. The early 
capitalistic period ended before either the newspaper became 
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fully involved with mercantile life, or mercantile life with the 
newspaper. 
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CHAPTEIl III 

THE TRANSFORMATION OF THE MARKET: 

(II) BUYING AND SELUNG 

THE selling of goods in !he Middle Ages had three distinctive 
features: (I) periodicity; (2) extensive peddling and o!her mi
gIant forms of merchandising-the merchant wandering in search 
of !he buyer; (3) a highly personal exchange, which was always 
performed by direct contact between buyer and seller_ In this 
chapter we have to inquire where and to what extent !hese char
acteristics of distribution persisted in !he period of early capi
talism and what changes !hey underwent during !hese .centuries. 
We shall see !he transition from !he periodical. exchanges of !he 
markets and fairs to permanent selling establishments open all 
!he year round; and !he transition from !he personal contact of 
!he buyer and seller to what we shall call long-illstance buying. 
In summary, we sball see depersonalization, materialization, 
mechanization. This development was favored by !he increasing 
luxury demand, which affected powerfully !he forms of retail 
trade, by !he increasing bulk demand of !he armies and !he cities, 
and by !he increasing importance of oversea commerce, which con
tributed greatly to !he development of warehouse commerce. 
Wi!hout !he development of !he means of communication which 
we have just surveyed, it would have been impossible. 

THE DEVELOPMENT OF SETn.ED RETAH.ING AND WHOLESALING . 

Peddling remained important throughout !he early capitalistic J 
period. Tobacco, tea, coffee, sugar, and spices, during !he seven
teen!h and especially !he eighteen!h century, were distributed .8, 
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throughout the countryside by peddlers. On the Continent they 
bought their wares in Amsterdam or other importing centers and 
sold them to the village shopkeepers or directly to the consumers. 
In England in the first decades of the nineteenth century hun
dreds of young Scotchmen carried on this "tea trade," especially 
in the industrial communities of Lancashire. Small hardware was 
'similarly distributed by the "Sheffield men," who "would travel 
from one market town to another, and there at some inn they 
would proffer their wares to sell to the shopkeepers of the place." 
Similar methods were used in the small hardware business of the 
Rhineland. Watches were a favorite stock for the peddlers. Textile 
goods were peddled in all countries. The Bohemian glass industry 
had perhaps the most highly developed peddling system, extending 
through the whole of Europe. 

Peddling was especially significant in two ways. It developed a 
demand for new kinds of goods among remote elements of the 
population. Justus Moser calls the peddlers "the milliners of the 
farmers' wives." Peddling was also a form in which the free 
mercantilist spirit of modern times developed most easily. The 
peddlers were characteristically foreigners, Scotchmen in Eng
land, Frenchmen in Germany, and, above all, the Jews in all 
countries. In Hamburg about 1800, it was estimated that one
fourth of the Jewish population were peddlers. A German ob
server estimated that in 1885 "of the wandering merchants in the 
whole of America hardly one-twentieth are Christian." The 
general conditions of peddling detached the peddlers from the 
limiting traditions of the gilds. 

On the other hand, settled retailing seems to have extended to 
almost every country town and indeed to most villages in the 
countries of Western and Central Europe by 1700. Justus Moser 
again tells us that "thousands of people have given up farming 
and have taken up shopkeeping without having learned the busi
ness." It was, of course, in the great cities that the development 
was most rapid and most extensive. In 1528 an Italian observer 
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declared that in Paris "there are many beautiful streets that are 
full of marvelously beautiful shops, and there are an infinite 
number of rich merchants." In Paris, however, and in London as 
well, the great development came in the seventeenth century. In 
1633, the number of mercers in London was not more than fifty 
or sixty. In Defoe's time, about 1700, there were three to four hun
dred. Similarly, the number of linen drapers had "monstrously" 
increased. On the whole it is obvious that the number of retail 
businesses increased in the seventeenth and eighteenth centuries 
much more rapidly than the population. At the end of the eight
eenth century a very competent German observer noted that the 
shopkeepers had increased at the expense of the craftsmen. 

Specialization of shops came rather slowly, in the great cities " 
earlier than in the smaller towns, and in London earlier than in 
Paris. Specialized shops appeared in London as early as the reign 
of Henry VI (fifteenth century); in Paris, toward the end of the 
seventeenth century, and in other continental cities, only in the 
nineteenth century. Specialization seemed to develop according 
to methods of measurement (pound goods, yard goods, piece 
goods), somewhat according to the origin of the goods, and to a 
lesser degree according to their use. A directory of Paris at 
the end of the seventeenth century gives a list of about twenty
five different kinds of shops: bookshops, curiosity shops, jewelry 
shops, gun shops, furniture shops, various sorts of food shops, 
etc. Specialization according to the character of the demand seems 
to have come first in the eighteenth century. An English observer 
tells us that the mercers in 1745 were offering for sale "an innumer
able train of expensive trifles for the ornament of the fair sex." 
The trade in luxury goods, such as jewelry, was also organized in 
this way. House furnishings were similarly combined in Paris 
and in London. This specialization, however, remained essentially 
exceptional until the end of our period. 

The character of dealing in these specialized shops was very 
personal. As Defoe put it in his Compleat English Tradesman, 
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"Customers love to see the master face to face in the shop." In 
Paris, the finer shops in the Palais Royal became a place of resort 
for the fashionable world. In the eighteenth century the furnish
ing and decoration of shops became a subject of much remark. 
Voltaire remarked of the Petit Dunkerque, an early department 
store, on his last visit to Paris, that nothing could be more brilliant 
to the eye. The improvement in the shops was accompanied by a 
disposition to locate them in the more elegant parts of town 
(Bond Street, London) or in luxury centers like Wiesbaden. 

Markets and fairs persisted, in the early capitalistic period, only 
in declining and changing forms. The middlemen, the profes
sional merchants, as they developed, displaced the original pro
ducers in the retail markets. Mass articles like grain tended to 
disappear. In Central and Eastern Europe the original character 
of fairs where the agricultural population supplied materials 
which the industrial producers needed for the ensuing year per
sisted much longer than in the West. Memel, Tilsit, Danzig, Ber· 
lin each gathered together more than one thousand merchants 

. and as many as fifty thousand buyers as late as 1820. Wholesale 
business, as it developed, utilized the market system through the 
eighteenth century even in the West. The fairs at Stourbridge and 
Bristol in England, Beaucaire and Lyons in France, Leipzig in 
Germany, Bozen in the Tirol all retaiited importance as annual 
wholesale markets well into the nineteenth century, Lyons and 
Leipzig even to our own day. Porto Bello, Vera Cruz, and Havana 
similarly persisted as wholesale fairs until the decline of Spanish 
control. Some of the fairs were specialized, like the wine fair at 
Bordeaux and the fish fair at Yarmouth. Cloth fairs in the various 
manufacturing centers of England came to be held weekly rather 
than annually, and in permanent "halls" rather than in temporary 
structures. Savary tells us that these halls were also an ordinary 
feature of French towns. At the general fairs, not only manu· 
factured goods but also raw materials were to be found and were 
dealt in, in considerable quantities. The agricultural dealings at 
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the fair of Frankfurt-am-Oder in the years from 1781 to 1789 
amounted to about two million dollars. Business at these fairs 
retained the old personal character. The buyers and the sellers 
met face to face with the goods between them. 

As commerce grew in volume, wholesale trade, like retail trade, I 
began to be continuous rather than occasional. It also retained for 
a long time the essentially personal character, remained "hand 
trade." Savary insists that "the presence of the wholesaler is neces
sary both at the purchase and at the sale of his wares." Even 
in Amsterdam, where mercantile technique was most highly de
veloped, as late as the eighteenth century, actual coins were ex
changed in almost every transaction "to bind the bargain" ~o 
personal was the conception of buying and selling. 

Auction sales, which were widely used by the great colonial 
companies to market their goods as they arrived, constitute a 
transitional form between the intermittent fairs and markets on 
the one hand and settled wholesaling. They differ from the fairs 
in that their dates were determined by the arrival of goods from 
abroad rather than by custom or charter. The English East India 
Company sold its imports "by the candle," 1 after it had been an
nounced on the exchange that at such a time and place, such 
and such goods would be sold. By the eighteenth century, it was 
an established practice in the sale of all sorts of goods, especially 
in the great importing centers, such as London, Amsterdam, 
Copenhagen, and Hamburg, and also in interior centers, such as 
Leipzig. In Hamburg by 1760, the auctions were held as fre
quently as once a week, and in 1790 no fewer than I¢ were held. 

The "halls," originally built to house occasional markets, by the 
eighteenth century were also becoming permanent places of whole
sale business. The best known of these institutions is Blackwell 
Hall, in London, opened in 1397 as a place to which the "country 
clothier" resorted and offered his goods for sale on the appointed 

1 That is, at auction. Nominally, bids were rcc:cived only until a candle had burned 
down to a certain point. 
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market day. About 1660, the Blaekwell Hall factors, agents who 
undertook selling commissions for clothiers unable or unwilling 
to come in person, began to function and soon developed as the 
controlling jobbers. 

"Country buying," or purchase of materials from the producer 
by purchasers who went directly to him instead of waiting for 
his products to appear at the market in a neighboring town, ap
peared in the grain trade in France and in England during the 
seventeenth century, and in Germany somewhat later. Similarly, 
wool was bought in England by "broggers" ~ho made a farm-to
farm canvass. The preamble of a decree of the margrave of 
Brandenburg of 1581 complains that foreigners buy all the good 
wool and take it out of the country, wherefore it is ordered that 
no wool be contracted for or sold outside of the yearly fair . 
. Industrial products were similarly bought up. Lombard whole

salers in the latter part of the seventeenth century went from vil
lage to village in Swabia buying linens. English merchants peri
odicaIly went into the weaving districts to buy cloth. In France, 
"a sort of broker's business developed in this connection: a whole
saler from one of the towns would get into touch with some man 
who knew his community and could give information as to the 
materials available in the community. SmaIl hardware was bought 
up by the same method in Germany and in England. 

Continuous, all-the-year-round wholesaling from the constantly 
coIlected stores of goods was just a step beyond the country-buying 
which" outflanked the customary markets and fairs. It was still 
apparently an extremely new thing in the sixteenth century. 
Guicciardini described Antwerp, which at the time was far in 
advance of other centers in almost every form of commercial in
stitution, as a "perpetual fair." This wholesaling from stores, to 
which the retailer or the industrial producer came, developed first 
of all in the import and export businesses, and then in internal 
commerce along with the markets and fairs; and by the end of 
the early capitalistic epoch, it had attained a significant position 
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in every branch of business. Thus, cotton (a new product and 
therefore susceptible to new methods) was sold from warehouses 
from the start of its importation. The Dutch weavers bought their 
supplies of wool from warehouses in Holland, where the Spanish 
wool had been sent by Spanish growers or brought by Dutch im
porters. Other colonial wares followed a similar course: purchase 
at auction in Amsterdam, London, or elsewhere, warehousing at 
the port where they were imported, transfer to some interior 
warehouse, whence they were sold to the shopkeepers for re
tailing. 

In the export business, a similar change took place about the 
same time. The English Merchant Adventurers originally sold 
their exports to the Continent at markets and fairs. In the six
teenth century they still appeared at four markets a year in Ant
werp. In 1601, however, they were notifying their foreign custom-
ers of the arrival of new shipments, from which purchases could 
be made at any time. Thus, too, the Bohemian glass merchant 
traveled with his goods to some distant country like Portugal, 
"rented a cellar as a store for a few months, unpacked his goods, 
and sold them as quickly as possible." In London and in Amster
dam, by the eighteenth century, exporting and importing business !i 
in this form had commonly been combined in one firm. The 
same development in internal trade is illustrated by Defoe's state
ment that the industrial products of the country were sent to 
London, and sold by the warehouse keepers to the retailers. 

By this gradual expansion of settled retailing and wholesaling, 
the occasional trading of the Middle Ages, institutionalized in 
markets and fairs, was displaced and reduced to a very minor 
form. 

THE DEVELOPMENT OF CoNTilACT BUYING 

The personal character of exchange, the barterlike face-to-face 
meeting of buyer and seller and hand-to-hand exchange of goods 
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and money, which characterized medieval trading, was radically 
altered in the course of the early capitalistic epoch by the develop- \ 
ment of "future" buying, that is, buying upon contract for de- I V 
livery at some future date, which permeated ordinary commercial 
buying and gave the necessary basis for systematized specula
tion in commodities and stocks. Frequent prohibitions of purchase 
before production in the Middle Ages show that while it was not 
literally unknown, at the same time it was not a part of the 
ordinary business practice. A whole series of comments from the 
end of the seventeenth century, however, shows us the practice 
rather suddenly becoming common, at least in England, France, 
and Germany. A French memorial of the year 1699 tells how the 
grain market of Paris was outflanked by the farmers, who 
brought samples in their pouches and met would-be buyers out-
side the market in hotels or cafes, negotiated with them as to 
price, then went to the market and, over a few bags, pretended to 
perform the transaction in public. This done, the grain the farmer 
had on the market was taken away by the dealer, but he later 
went about to the farms and collected the much larger quantities 
which he had actually bought in the same transaction. Similarly, 
Defoe tells of the "utterly unlawful" new method of selling and 
buying grain and malt "by samples only as 'tis called." 

Apparently, the pressure of the increasing demand for grain 
was responsible for a desire of both the buyer and the seller to 
avoid the burdensome restrictions and physical inconveniences 
of the customary markets. London and Paris and other cities had 
grown to unprecedented size, with correspondingly increasing de
mand for foodstuffs. The wars of Louis XIV, especially the War 
of the Spanish Succession (1702-1714), were accompanied by a 
very sharp rise in the demand upon the grain supply. In France, 
the consequence was a practical disruption of the closely restrictive 
Colbertian system. In England, the export figures rose from an 
average of about 18,000 quarters for the years lti97-1700 to an 
average of 112,000 for the years 1710-1720. 
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The cloth trade also saw a beginning of this trading by sample 

and contracting for future delivery. The new organization of 
Blackwell Hall, to which reference has been made, favored the 
practice, as did also the improvement in the carrying trade, "the 
carriers and waggoners" who traveled "constantly from their coun
tries to London and so back." 

It is obvious that long-distance selling had begun. It was only 
a beginning. Savary in his Parfait Negociant does not mention 
selling by sample, but echantillon (sample) is the subject of a 
lengthy article in his son's Dictionnaire universei de commerce. 
Even in Amsterdam, the sample was used in the corn exchange 
as a preliminary to an actual, personal exchange in the warehouse. 
The commercial traveler, the great carrier of samples, did not 
appear until the end of the eighteenth century, and belongs really 
to the epoch of full capitalism. 

The great force, however, which lifted the commercial world 
out of its old customs and traditional practices and made contract 
buying "big business," was the demand of the growing states, 
especially their demand for supplies for their growing armies.' 
Even before 1500, delivery of subsistence and outfitting materials 
had played a considerable rale in Italy, where the great banking 
houses usually participated. In France up to Henry III's time 
(1574-1589), the manut~tionnaire, an officer of the court, had 
charge of the collection of materials requisitioned directly from 
the viIIages. In 1575, the first contract for provisioning the army 
was made with a rich bourgeois of Niort. Gradually through-the 
seventeenth and eighteenth centuries, all the military nations went 
over to the contract system. By the end of the eighteenth century, 
army contracting had become the principal form of contract 
seIling. 

INSTRUMENTS OF PAYMENT 

The forms and conditions of payment also underwent a con-
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siderable modification in this period. Sales on credit (on trust, 
on time) seem to have been more usual in England and France 
than in Holland or Germany. Defoe declared that two-thirds to 
four-fifths of all business in England was transacted on credit. 
Where fairs and markets persisted, as in Germany, buying for 
cash was more common, and continued to prevail as late as the 
nineteenth century. 

The forms of payment also show considerable development. 
Barter, which has practically disappeared from Europe, remained 
fairly common throughout our period. The German fairs that 
attracted Poles and Russians, such as Breslau, saw a great deal of 
direct exchange. Hard money was also used to a greater extent 
than now. An economist in 1725 estimated that the total amount 
of transactions in England was £ 126,199.328, for which about 
£ 15,000,000 of coin was available. Certainly, the withdrawal of 
coins for reminting in England at the end of the seventeenth 
century caused much more disturbance than we should expect 
from a similar operation today. A general distrust of paper money 
and preference for "ringing coin" was widespread among most 
classes of people. Purchases among farmers and craftsmen had to 
be made with hard money. The whole transoceanic commerce 
which went through the auction rooms of the great trading com· 
panies was handled with coin. • 

Nevertheless, various substitutes for money came into use. 
Where circulation banks developed, bank notes became the rule 
with the wholesale trade. At the fairs, a system of clearances was 
created by which purchases were offset against each other in such 
a way that considerable transactions were effected without any 
cash or cuuency passing from one hand to another. "Bills of Debt 
or Bills Obligatory, which one merchant giveth to another for 
commodities bought or sold," mentioned by Gerard Malynes 
(1622), were common in most Northern European centers, but 
not in England. 

The use of drafts grew extraordinarily toward the end of the 
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period. The form of draft which became most important was what 
might be called a..,"merchant draft" rather than a bank draft. II 
Originally, exchange was money exchange, that is, a sort of 
arbitrage between the different kinds of coins that circulated in 
Europe. From the fifteenth century down to the end of the seven
teenth century, Italian and especially Genoese bankers bought and 
sold credits at a high rate of interest: that is, an individual desiring 
to transmit a payment, might buy of the banker a draft on some 
other place where it would be paid to his creditor in coin of that 
place. For this service he paid a high price, as much as 20 per 
cent. This business developed into "exchange fairs," at Lyons (the 
principal example in the sixteenth century), Antwerp, Besan~on, 
Piacenza, and finally in the eighteenth century Santa Margarita, 
near Genoa. This form of exchange was of purely financial sig
nificance and only indirectly affected the general course of com
merce-for instance, by serving as the channel through which the 
flood of gold and silver from America was made available for 
Europe as a whole. 

The merchant draft was a -different thing, more like the e1ear
ance system practiced at some of the fairs, and on the other hand, 
like the bills obligatory described by Malynes. In its earliest form, 
during the thirteenth, fourteenth, and fifteenth centuries, the 
draft was essentially an instrument stating that the signer had re
ceived at one place a specified sum of money and would pay such 
and such a sum at some other place. From the fifteenth century, 
it began to be a means of clearing debts. One merchant in pay
ment of a debt gave to a second a draft on a third, who owed the 
first merchant an equivalent or larger sum. The utility of this 
draft in this stage was limited by the fact that it was not indorsable 
and therefore had only a limited circulation: When Behaim was 
a student in Bologna and received a draft on Venice, he could 

, get it cashed only by going there. When the merchant Lion in 
Honfleur received a draft on a merchant in Dieppe he sent it 
back, "not having any need of money in Dieppe at present" 



I 

196 nIl! HISTORY OF THE ECONOMIC lNSTITUTIONS OF EUROPE 

(seventeenth century). At the end of the sixteenth century, the 
use of such drafts had become general. By the beginning of the 
nineteenth century it had received such extension that in Man
chester, for example, it was estimated that nine-tenths of all setde
ments were effected by means of drafts (1820). Drafts of £ 10 
came back with as mimy as 120 indorsements. 

The "turnover" of such drafts was extremely slow as a result 
of the undeveloped state of transportation and the awkward forms 
of distribution and payment. In the oversea trade Bremen mer
chants counted on one turnover in three years. Devices intended 
to shorten this period were the "loan banks," several of which were 
founded in the eighteenth century. The customary time between 
the draft and the actual return of cash even in Europe was from 
two to three months. Discounting of drafts appeared about I'JOO 
in France and in England, about 1750 in the more advanced com
mercial centers of Germany. Regular discount banks existed only 
in England and Vienna, until in I7B3 a discount company was 
!>rganized in Sweden. The charges were inordinately high, 10, 
15, and 20 per cent-and they were naturally little used. "They 
are a pest for commerce" which the private merchants would do 
well to avoid, wrote a German in 171)6. 

THE DIFFERENTIATION OF MERCHANTS AND OF BusrNESS SERVICES 

The number of professional merchants increased steadily 
through this epoch, and with that increase came a progressively 
increasing differentiation. The craftsman who sold his own wares 
was becoming more and more rare, although he did not disappear 
until well into the nineteenth century. The occasional trader, so 
common in the Middle Ages, disappeared first. 

The first great differentiation was that between the wholesaler 
and the retailer. In England, where this development first is mani
fest, the distinction appears in the Mercers' Company of London, 
the members of which are classified as (I) merchants, (oversea 
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traders), (2) tradesmen (inland wholesalers), and (3) shopkeep
ers (retailers). The distinction was well established in France by 
the time of the elder Savary, who in his Parfait Ncgociant advises 
wholesalers not to sell to any but dealers because the cost would be
come known among the public. 

Wholesaling itself became specialized. It was shown in the 
preceding chapter how transportation, communication, and lodg
ing had early become separated from the function of trading as 
such. By the end of the early capitalist period, personal dif
ferentiation according to function had also progressed considerably 
in forms that correspond to the impersonal organization there 
described. In the import trade there were (I) the buyers and 
(2) the exporting houses in the foreign country, (3) the im
porting houses and (4) the sellers in the country to which the 
goods were imported, (5) the inland wholesaler, the "second 
hand," who sold to the manufacturer or to the retailer. In export 
commerce, there were (I) the wholesaler (the engrosser), like 
the Breslau merchants who bought up the Silesian linen, (2) the 
exporter in the seaport, (3) the importer, commonly native to the 
exporting country like the Merchant Adventurers in Antwerp 
and Hamburg, later natives of the importing country. In the 
comm"ce d' economie, that is, trade between two countries car
ried on by natives of a third, which Hollanders developed so ex
tensively, another element appears. In interior commerce, the 
wholesaler intervenes regularly between the retailer and the pro
ducer. As Defoe (1'171) put it, the retailers in the provinces no 
longer buy their goods of the producer, but "they correspond with 
the wholesale dealers in London, where there are particular shops 
or warehouses for all these." 

Differentiation according to materials handled also developed. 
Among the "merchants," the oversea traders, we hear of Ham
burg merchants, Turkey merchants, Eastland merchants, East 
India merchants, who imported all products of the regions with 
which they dealt. In7-coJIllllCl"ce.<lifferentiated more spc-
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cifically: coal merchants, wool men, silk men, Birmingham hard
ware men, yarn men, drapers, mercers, grocers. 

The banking of the early capitalistic epoch also was a specializa
tion from general business of the large sort. Aside from the Bank 
of England and the Vienna Banco dei depositi, which were the 
only banks resembling modern banks in function, there were 
many private "bankers," who were essentially dealers in exchange, 
but who ordinarily combined with this the commission and for
warding business. In the year 182], there were in Frankfurt
am-Main 275 merchants who thus occupied themselves with 
"exchange, commission and forwarding." The firm of Shickler 
Brothers in Berlin is an example of this combination somewhat 
more than ordinarily extended, as they carried on the following 
branches: (I) forwarding goods, (2) buying and selling on com
mission, (3) "putting out" 8 in the iron and weapon industries, 
(4) exchange, (5) management of the estates of the Prussian 
kings, (6) financial underwriting, (7) shipping. In the larger 
towns like Paris, dealers in exchange were specialized still further 
according to the regions with which they dealt. 

Retailing also underwent a thoroughgoing differentiation which 
has already been described and to which it is not necessary to make 
further reference here.' 

One of the most distinctive symptoms of the development of 
impersonal business relations is the development of agency busi
ness in various forms. During the sixteenth century, even in such 
an important commercial center as Venice, it was the regular thing 
for a merchant to accompany his goods to such distant ports as 
Antwerp. In 1517, provision was made that any merchant who 
sent as much as 15 ducats of cargo (as one might say, $35.00 
worth) on the Flanders fleet, was to be carried with it. As the 
contacts of individual business men widened, it became necessary 
for them to multiply themselves and to be effectively present at 

a Sec Chapter IV, below. 
"Sec abov~ pages 186-188. 
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several places at the same time. This was accomplished by the 
development of agency. 

In a sense, the members of the old merchant gilds, of family 
associations, and even of commercial firms acted as agents of the 
associations of which they were members; but> this relationship 
was purely organic and personal. A second stage toward agency 
business properly speaking was the use of factors, which appears 
in Italy and in France (Jacques lliur, the great merchant prince 
of Bourges, in the fifteenth century, had one hundred thirty
five factors), and developed especially in Germany auring the 
sixteenth century. All the great south German commercial houses, 
such as the Fuggers and the Welsers, were really great factor sys
tems. The great colonial companies were built up in much the 
same way. The final stage was specialization of agency business as 
a separate service which was bought and sold, just like that of the 
exchange bankers and of the transportation services. Brokers, that 
is, men who made it their business to arrange contracts between 
buyers and sellers, appear in Italy and in the Netherlands during 
the Middle Ages, although with somewhat different functions from 
that of the modern broker. They were sometimes intermediaries 
between foreigners who were not permitted to deal with each 
other, more usually insurance brokers or exchange brokers. Around. 
1600, however, a very important expansion took place. The French 
King Henry IV established a sort of brokers' gild, limiting the 
number in each city, for example to eight in Paris. By 1634, this 
number had grown to twenty; by 1638, to thirty. A similar de. 
velopment took place in the German cities. In Frankfurt-am· 
Main, there were twelve brokers in 1582, forty-eight in 15890 
forty·two in 1610, although the business had begun less than a cen· 
tury before. Brokerage seems to have reached its height in the 
two great commercial centers of the Netherlands. In Antwerp, 
even in the middle of the seventeenth century, one hundred 
twenty-four brokers were officially recorded. Amsterdam, a little 
later, was said to have about twelve hundred, specialized into many 
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different groups: two hundred fifty exchange brokers, one hun
dred stock brokers, eighty wine and brandy brokers, and so 
on. In England the development was slower; the proverb ran, 
"A crafty merchant needs no broker." Purchasing brokers were 
comparatively rare in this period, and generally were limited to 
the purchase of raw materials or of half-finished goods, for ex
ample, Silesian raw linens. Selling brokers, sellers on consignment, 
on the other hand, developed very considerably and constitute 
the distinctive characteristic of internal trade and importing trade 
especially in the eighteenth century. The Blackwell Hall factors 
who began to perform this function for the cloth trade have al
ready been discussed. Defoe, in The Compleat Tradesman (1727), 
wrote of the clothiers, "as soon as they can finish· their goods, 
they hurry them up to London to their Factors and immediately 
follow them with their bills of the money." Similarly there were 
in London factors (consignees) for all sorts of products, "who 
deal by commission and sell the goods of other people consigned 
to them for a customary premium." In Paris, according to the 

. elder Savary, there were "almost no merchants of importance 
who do not sell on commission for foreigners and merchants 
of the realm." Foreign trade, of course, was the peculiar field of 
the consignment trade. It was especially favored in the trade 
with the Spanish colonies through Cadiz, where it made it pos
sible to circumvent the laws excluding foreigners from the colo
nies. The products of the Slavic and Magyar hinterland of 
eastern Germany "were entrusted to trustworthy houses, who 
either sent back goods as ordered or settled with the sender in 
hard money." The commission trade was limited to areas in 
which exchange systems and means of intercourse were fairly 
well established. 

THE DEVELOPMENT OF THE BoUItSE 

The general organization of the mercantile population reveals a 
similar transition from the personal organic union of the medieval 
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gild to the impeISonal bourse or chamber of commerce. Some of 
the gilds remained down to the end of tile early capitalistic period, 
for example, the "Six Corps de Marchands" of Paris, some (in 
form) down to the present, for example, the livery companies of 
London. Besides the gilds, there were the "nations," found in the 
various foreign ports during the Middle Ages, which persisted to 
some extent during this period. These gradually lost force as unions 
and began to be displaced by commercial companies. 

Around 1600, exchanges or bourses began to appear in all the 
principal commercial centers of Western Europe. As yet they 
lacked the close organization and discipline which the name 
connotes in later times. They were simply places where buyers 
and sellers of goods and, in a minor way of stocks, forgathered. 
In the exchanges, the old local and personal idea of "an honorable 
merchant" had been displaced by the idea expressed in the inscrip
tion on the Exchange Building at Antwerp: "For the use of mer
chants of whatever nation or tongue" (in usum n~gotiatorum 
cuiusq~ nationis ac linguae). The exchanges had not yet developed 
very complex methods. The merchants who met on Change 'still 
negotiated personally, still went to the warehouse and completed 
their deals with the goods in view. "After the bargain is struck, 
the merchants or the brokers go to the warehouse with their 
samples in order to show the buyeIS that the goods conform to the 
samples, whereupon delivery is completed." The international 
character of the exchanges moved many would-be literary lights 
to eulogy, some in the form of poetry. Even Addison wrote on the 
subject: "It gives me a secret satisfaction to see so rich an assembly 
of my countrymen and foreigners consultiog together upon the 
private business of mankind." 

The new organization developed an official aspect through the 
establishment of chambers of commerce, either under the auspices 
of the government, as in France, or independently, as in Great 
Britain. 

The management of commercial business took several new 
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forms. To a great extent, perhaps in the greater part of business, 
the old handicraft idea persisted. At the end of the seventeenth 
century, the SiX Corps of Paris were composed of 2,752 "masters" 
who had some 5,000 assistants. Similar proportions existed in 
Breslau and Berlin well into the nineteenth century. This was 
especially true among the small retail businesses. Wholesale busi
ness was commonly organized in some associational form, either 
partnerships or some more distinctly capitalistic form of organiza
tion. In the foreign and oversea commerce, because of the heavy 
investment in "factories," fleets, armies, and political relations, and 
because of the slow turnover, the great privileged companies 
were apparently the only type of organization that could operate 
effectively. 

\ The geographical organization of business w~ characterized 
by an increasing specialization among towns. At certain points, 
such as Exeter, Norwich, Sedan, Rouen, Hirschberg, the "putters
out" (Verleger) concentrated the products of the industrial work
ers ,in the surrounding region" "Inland houses," especially in 
Germany, collected these materials at "second hand," and for
warded them to national centers of metropolitan character. Leip
zig and Breslau were great "inland house" towns. Paris, London, 
Hamburg, Amsterdam were great metropDlitan concentration 
points. Transfer points (entrepots) were places "in which goods ar
rived, not to be sold, but only to be transshipped," such as Lyons, 
Orleans, Smyrna, and Batavia. Banking, that is, money lending, 
was somewhat localized in cities like Genoa, Augsburg, Amster
dam, and, at the end of the period, London. 
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CHAPTER IV 

THE TRANSFORMATION OF PRODUCTION: FROM 
THE HANDICRAFT SYSTEM TO THE FACTORY 

THE PERSISTENCE OF THE Ow SYSTEM 

IN the development of the system of markets and exchange, we 
have noted the rapid emergence of new forms of activity-speciali
zation, increase in range, new devices of transportation and organi
zation-along with the persistence to a marked degree of the old 
personal spirit of the craftsman. In the study of production, we 
have to note a longer persistence not only of the old spirit, but of 
the old technique, the old organization, the old forms. It is as 
though industrial custom, the custom of the man working with 
his hands, were somehow tougher, less susceptible to change than 
the custom of the merchant. At the same time, we shall see, along
side the old, radically important new features developing. 

One of the most obvious signs of the essentially unchanged 
character of the production system of Europe, is the fact that, at 
the end of the early capitalistic period as at the beginning, the 

I population was predominantly agricultural. Even the England 
of the eighteenth century, by far the most industrialized of Euro
pean countries at the time, had three times as many inhabitants 
outside the towns as within them. France in 1818 was estimated 
to have a rural population of 23,000,000 as against a town popula
tion of about 6,000,000. Germany was essentially agricultural ter
ritory down to the middle of the nineteenth century. Saxony in 
1846, the most industrialized of the German states, had twice as 
much rural population as urban. This agricultural character would 
appear even more marked if estimates were possible (I) of the -
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considerable number of town dwellers who managed agricultural 
establishments, like the residents of Paris who in the seventeenth 
century got their grain directly from their own properties, had 
it ground and baked into bread for themselves, in amounts equal 
to one-third of the grain handled through the markets; and (2) 
of the persons who conducted agricultural operations in the towns 
themselves. 

Agricultural production continued to be dominated by the v 
sustenance idea. As a whole, more than half of the products of 
the farms were consumed by the agricultural population. As late 
as 1862 a competent German authority reckoned that the agri
cultural consumption of agricultura1 products throughout Ger-

. many amounted to two-thirds of the whole. It is probable that this 
proportion was general throughout Western Europe a century 
earlier. The vast preponderance of the agricultural population and 
the small dinxensions of the export trade in grain support this con
clusion. Traditionalism substantially controlled all the agricultural 
processes, as Arthur Young testifies in his various writings on 
England and France. New agricultural methods were "treason 
toward God," according to a Bohemian critic of the first decade 
of the nineteenth century. The open-field system continued to 
prevail (except in England) and to bar the introduction of new 
crops and of new methods. In parts of Italy and in Flanders and 
Brabant, the need of systematic controls of irrigation or of drain
age and the cultivation of special crops such as the mulberry and 
the olive made a certain degree of rationalism inevitable. Some 
of the foundations of scientific agriculture were laid by Olivier 
de Serres in France (1600) and Samuel Hartlib in England (1633), 
but no fundamental revolution in agricultural method took place 
in either country until well toward the end of early capitalism. 
The slow advance of new technique in German agriculture is 
illustrated by the history of the potato: from 1588 to 1648, a 
curiosity; latter half of the seventeenth century, cultivated as a 
garden crop in Austria, Saxony, on the Rhine, and in Swabia; 
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from 1719, grown as a field crop in a few regions; from 1771, 
generally grown as a field crop. Stock raising shows a similarly 
low curve of inIprovement. Sheep raising caused what seemed 
to contemporaries to be serious inroads upon the traditional agri
culture in England, but the methods of the industry remained 
essentially unchanged from the Middle Ages, indeed from ancient 
times. Dairying, particularly cheese making, began as handicrafr 
industry in Switzerland and the Netherlands about the fourteenth 
century and remained the most conservative of industries, es
pecially in Switzerland. Horse breeding was somewhat eaIlier 
developed because of the special interest of kings and nobles. 
Frederick II and Renaissance princes of Italy had famous stables. 
Louis XIII of France and Charles I of England made the owning 

'of fine horses an obligation of their nobility. It was only in the 
eighteenth century, however, that stock was generally provided 
with artificial fodder during the winter. Forest industry remained 
also comparatively undeveloped because it was bound up on the 
one hand with the traditional village economy, and on the other 
with the predominant hunting interests of lords and kings. When 
the increasing demand due to the expansion of industry fell upon 
the forests in the late eighteenth century, the numerous forest 
ordinances and customs were quite 'inadequate to prevent rapid 
destruction. 

To almost the same degree as agriculture, industrial production\ 
retained the old forms. Throughout the period of early capitalism 
the major part of the demand for industrial goods continued to 
be met either by houschold or manorial industry or by handicrafr 
shop production. The ordinary cultivator of the soil still ainIed 
to support hinIself directly, "care being taken to want as little 
as possible that is not supplied by the ground." His food, clothes, 
dwelling, even his tools, were produced by his own labor and 
that of his family, occasionally with the aid of the village: baker, 
smith, miller, etc., who were members of the community and 
shared in the subsistence which the farmer produced as a per-
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quisite of their positions rather than as payment in any impersonal 
sense. 

All well organized manors included all the necessary crafts
men. In Germany, even after obligatory services had disappeared, 
the estate workman was commonly paid in kind out of the 
products of the estate. The countess of Rochefort (end of the 
seventeenth and beginning of the eighteenth century) is an ex
cellent example of the noble lady whose life was filled with the 
superintendence of a wide range of industrial activities in her 
household. Even the golden wigs of her lackeys were made up 
out of raw silk in her chateau. Her diary tells a long story of man
aging wool-carders, spinning women, sewing women, weavers, 
masons, and many other sorts of industrial workers. 

In the cities, the ordinary household slaughtered its own supply 
of beef and pork. This was especially true in German towns. In 
France, the practice was declining. Parmentier noted in 1778 that 
"in most of the large towns, private persons no longer make 
their bread themselves." 

The handicraft system remained firmly established t~ th

5
Very 

end of early capitalism and collapsed only with the coming 0 full 
capitalism. Although important changes in the legal status 0 the 
gilds had been made in the England of Elizabeth (Statute of 
Apprentices) and in the France of Colbert (state regulation), 
the gild organization was generally displaced only in two fields; 
namely, in the nonurban crafts which produced for distant mar
kets and in the gilds of the larger cities. Traces of the older system 
remained in these fields. Although mining and smelting had to 
a very great extent been converted to capitalistic forms, examples 
of the persistence of gild organization are to be found in France, 
in Germany, and in England. The outstanding example is the 
Company of Hoastmen at Newcastle-on-Tyne. The small hard
ware industry in Remscheid and Schmalkalden in Germany, nail 
making in southern France, and some of the glass industry in 
Bohemia and Fr~ce retained the gild character. The textile in-
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~
• dustry was at one and the same time the industry which offered 

/ , the best opportunity for capitalistic development and the most 
onsiderable refuge for gild forms. In the cities, the gild form 

often remained long after the spirit of gild relations had departed. 
Differentiation of rich and poor masters, the development of the 
gain purpose as distinguished from the notion of mutual help
fulness, the reorganization of personal functionS with a view to 
the highest material results-all this had made the gild something 
different from the medieval gild. Nevertheless, the proportion of 
employees (journeymen and apprentices) continued very low, 
from one to four per master. They were still counted as members 
of the master's family. In eighteenth-<:entury London, though 
industries like brewing, distilling, building had become definitely 
capitalistic, and others like the fur business, saddlery, and up
holstery had become partly capitalistic, many crafts such as the 
smiths, the bakers, and the butchers retained the gild character 
and the gild forms. 

THE Purn:No-OUT SYSTEM 

Through the resistant fabric of the traditional handicraft sys
tem, the growing institutions of capitalistic industry pushed their 
way, like trees through rock. Their characteristic form was the 
association of workers, not only on a larger scale and in more 
significant ways than had ever been seen before, but, it is even 
more important to note, in response to the will of a new factor, 
the capitalistic entrepreneur, armed with a new force, the power 
of wealth. 

The "putting-{)ut," or domestic, system (for which the German 
language alone has a specific aDd adequate term, V ~lag) was 

J/ the first stage in the transition to industrial capitalism. This was 
a practice by which an owner of accumulated wealth furnished 
the materials of production, either in money or in goods, to a 
craftsman and received in return either a fixed sum or a share 
(sometimes the whole) of the craftsman's product. This practice 
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was widespread over all of Europe and in all of the more im
portant industries as early as the sixteenth century. Thus the 
Fuggers in 1527 had such interests in no fewer than 142 small 
silver mines. The economies of the cosdy blast furnaces gave the \ ..... 
capitalist a favorable opportunity in the iron industry. In the 
textile industry, the putting-<>ut system took the form of domestic 
industry, in which the capitalist or putter out, kept the weaver or 
spinner busy in his own home} In the Florentine cloth industry, 
for example, contracts by which impoverished weavers gave up ...r 
their ownership of their machines to creditors but retained them 
upon payment of a part of their product, were common. Others 
purchased looms and instead of paying for them, undertook to 
deliver a certain amount of their product. The silk industry of 
Venice was characterized by this kind of contract as early as the 
fourteenth century, and that of Genoa as early as the fifteenth, 
while it continued in Lyons well into the nineteenth century. An 
English law of Mary Tudor's time (155J-15s8) declared that 
the "rich clothiers do oppress the weavers . . . by engrossing of 
looms into their hands and letting them out at such unreasonable 
rents as the poor artificers are not able to maintain themselves 
by and much less their wives and families." In Holland, putting· 
out contracts generally included a provision that the craftsman 
should not work for anyone else. Spinning, which hardly had 
attained gild organization, was almost completely organized in 
putting-<>ut fashion in every country of Western Europe by the 
eighteenth century. Book printing from an early date took on 
this form, which is reflected in the current German word, Veriag, 
for a publishing house. The establishments of the most famous 
printers, such as Hans Froben, were hardly larger than the average 
craftsman's establishment-a reader, a proofreader, five or six 
typesetters, and a similar number of pressmen. In England of 

1 The name "domestic industry," however, is important rather because of the wide 
usage it has obtainm than because of any real distinction between the practice ia the 
textile industries and that in other industries. The former were more domestic than 
Uonworking, for example, from physical rather than &om ccoraomic n:ascms. 
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Elizabeth's time (1583), we learn, "The provision of letter and 
many other things belonging to printing was so exceedingly 
chargeable, that most of the printers were driven through neces
sity to compound before with the booksellers." The paper industry 
in France was organized on this principle in a slightly more com
plicated fashion: the owner leased the paper mill to a wholesaler 
of paper, who in turn advanced a sum of money to a craftsman, 
to be used in the production of a given amount of paper. This 
paper the master craftsman sold to the wholesaler at a fixed price, 
returning the original capital. The putter out made his profit from 
the resale of the product. The putting-out system is still used in 
some great industries, notably in a great locomotive works in 
Philadelphia. 

In a sense, the putting-out system represents a more purely 
"money-power" relationship than even later factory systems, in 
which the capitalist-entrepreneur furnishes not only the means of 
production, but also direction and management of the work. The 
putter out was concerned with none of this, but only put out a 
certain sum of money (or materials), and required the return 
of a ce~tain product. The direction of the industrial process itself 
remained in the hands of the master craftsman. Putting out was 

" capitalism in abstract form imposed upon the handicraft system. 
Essentially, however, the putter out was more of a merchant, as, 
indeed, he was commonly called wherever the putting-out system 
obtained, than a director of industry. The influence of the putter 

J out was a stimulation to industrial productivity. His interest 
demanded as many and as productive craftsmen as possible. 

Especially in the eighteenth century, however, we see the putter 
out, the Ver/eger, developing a new character as a center about 
which craftsmen-producers begin to associate themselves in some-

../ what higher and more complex forms, and as an influence uJ'lon 
the quantitative and qualitative production of the workman. The 
Sieur Dartalongue, master and merChant tailor at Paris, for ex
ample, announced that he was "able to satisfy the wants of his 
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customers almost without delay, because of the numbers of work-
ers he employed." The putter out was also the source of new 
standards. Here he had to fight against the custom and statute- \ J" 

sanctioned standards of the old industry, as when the French hat
makers' gild prevented the introduction of hats made of a mixture 
of beaver and wool. The putter out frequently effected economies 
in the use of instrumentalities of production, as, for example, ..r 
when, in the textile industry, he owned a bleachery which handled 
the product of a whole group of weavers. He contributed to the 
development of specialization, as in the production of needles, 
which passed through the hands of seventy-two workers, most 
of whom were domestic workers, coordinated by the putter out. 

This analysis and these examples serve to show how the putter 
out was a stage in the evolution to the fullest form of cooperation 
and specialization in industry: the association of workers in large 
units under a common direction and discipline, or, as we may 
briefly call it, the factory system. 

THE CoNCENTRATION OF PRODUcnoN IN THE FACI'ORY 

The next problem is to trace the beginnings of these large in
dustrial organizations and to obtain some measure of the degree) 
of factory development and the extension of the factory fotm , 
over the various branches of industry and in the·various countries r) 

down to the end of the early capitalistic epoch. It will be readily 
recognized that in the case of many industries, factory organiza
tion had to await the development of power-driven, semi
automatic machines, a process that was hardly begun until the 
last quarter of the eighteenth century, even in England. Never
theless, as we shall see, it would be an error to suppose that the 
ess!ntial ideas of the factory system had received no application 
before that time. The economic institution was present in wide 
ranges of industry long before the sudden advance of technique 
gave it its great impulsion. 
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An example so early as to seem somewhat detached and mean
ingless as far as the general development is concerned, is the trans
formation of the silk winding industry of Bologna between 1341 
and 1371 by the utilization of a machine driven by water power 
and winding four thousand threads at once. This mechanical 
winding seems not to have spread very far until the seventeenth 
century, when it was carried to Holland or a similar device was 
invented there by the famous Johann Joachim Becher. He tells us 
that a building 300 feet long and costing 40,000 florins was put up 
at Haarlem to house his machines. In 1680, another was built in 
Utrecht with thirty-seven winding machines. Defoe found such 
a "silk mill" in Sheffield and refers to another in Stockport, which 
employed 200 hands. The first silk spinning factory in England 
was set up in 1719 at Derwent, near Derby, with machines that 
used with every turn of the mill wheel (water-driven) 73,726 
yards of fiber. Piedmont in 1708 had 125 silk winding establish
ments which employed 6,990 persons; in 1787, it had 272, with 
16,143 employees. Although these figures reflect practically no in
crease in the degree of concentration during the century, they 
prove the existence of units of production utterly unlike the typical 
handicraft shop of four or five workmen. 

The last part of cloth making-the various processes of "finish
ing" -was the first to be organized factory-wise. The putter out 
commonly finished the rough cloths delivered to him by his weav
ers in a mill which he owned. The English East India Company 

, had the cloths which it bought dyed and finished under its own 
1 direction. In Silesia and Saxony, the commercial houses commonly 

liad their own finishing machines. Bleaching of linen and cotton 
cloths came to be concentrated in factory fashion, especially at 
Haarlem in Holland, where unbleached cloths were sent from 
"every place in the world," at least from places as widely separated 
as England and Silesia. 

Stocking weaving became a machine industry without becoming 
in this period distinctly a factory industry. In 1789, for example, a 
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stocking factory at Orleans employed 800 stocking weavers within 
the factory, but more than double that number outside. Sawmills 
in some cases were organized in large units: a Belgian sawmill in 
1764 employed 102 workers. 

Factories making the basic products of chemistry hardly de
veloped before the nineteenth century, except in the case of 
sulphuric acid. The first modern sulphuric acid factory was estab
lished in 1736 at Richmond ncar London. Before the end of the ..J' 

century, various improvements had led to a great expansion: the 
era of chemical "big industry" had begun. 

"'" . More important for our present purpose arc the food and drink 
..... industries resting upon chemical processes. The sugar industry 

-1rom the beginning concentrated large instrumentalities of pro
duction, if not large groups of workers. The typical investment 
was from- $5,000 to $25,000, although the typical number of em
ployees was from ten to twelve. Brewing remained essentially a 
handicraft and home industry well into the nineteenth century, 
but a few breweries emerged during the eighteenth century, espe
cially in England: Whitbreads, a brewery established during the 
reign of William III, brewed 3,007 barrels of beer at one brewing. 
In the middle of the eighteenth century two breweries in London 
were producing 1,000 barrels each per week. Distilling establish
ments required "not less than two thousand pounds" of capital 
and were sources of great wealth. In soap making and candle 
making also, some concerns grew into large establishments. In 
Marseilles in 1;r60, thirty-eight soap factories employed a thousand 
workers. 

The smelting and refining industries in the metal trades, which 
were at the same time mechanical and chemical, on account of 
their technical advancement and the expensive character of the 
establishments, were particularly suited to capitalistic concentra
tion. The transition to the factory system came correspondingly 
early-in the iron and copper industry during the sixteenth cen- ./ 
tury, and in the other metal industries during the seventeenth. A 

... .r 
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survey of the iron industry will illustrate the general course of the 
development in the other industries. 

It really consisted of several different branches: (I) the produc
tion of raw iron in the blast-furnaces; (2) the production of 
wrought iron; (3) the refinement into higher-grade forms, such 
as steel; (4) the conversion into finished forms, such as tools, 
anchors, and chains; and (5) the production of castings. A part 
of the iron industry remained small handicraft industry, or else 
putting-<>ut industry, to the very end of the early capitalistic epoch. 
The smelting as a whole, nearly all the founding and refining, 
and a considerable part of the production of finished materials 
took on the large associational form. Much of this transformation 
was accomplished by rulers, by cities, or by feudal landlords with 
the assistance of the rising capitalistic entrepreneurs. The estab
lishment of blast furnaces instead of the small furnaces of the 
individual craftsmen is a fair index of the transition in the case 
of the smelting industry. In several of the most important iron
producing regions, including England, Liege, Namur, and Lor
raine, the small furnaces were displaced by blast furnaces in the 
early part of the sixteenth century. Little is known of these early 
blast furnaces. In the Harz, the first blast furnace was established 
by the ruling count in 1551; in Saxony by the Elector Augustus I 
in 1575; in Hesse, by a hospital as a part of its endowment about 
the same time; in Sweden by Gustavus I (152,3-1560); in Nassau 
by one Wilhelm Wilking under the protection of the prince; in 
Carinthia, by the city of Veith, which at a later date disposed of 
its smelter to private capitalists. The smelting process throughout 
the early capitalistic period remained dependent on wood as fuel, 
but some technical improvement, especially in size and capacity, 
came about in the furnaces themselves. Smelting remained dis
tinct! y a seasonal occupation: in Sweden and in Carinthia, the 
season was only twenty to twenty-five weeks. The forges where 
the iron was wrought also grew steadily larger, but without any 
great concentration of workers. Among the more important 
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branches of finished production, anchor making developed into 
the factory form toward the beginning of the eighteenth century; 
wire mills and file-making establishments, in the course of that 
century. About the same time, the combined ironworks, carrying 
on several different processes from smelting to steel making all 
in one place or, at any rate under one direction, began to appear. 
The largest ironworks in France during the century was that of 
La Chaussade at Guerigny, which he purchased in 1781 for 
3,D75,099livres, and which included two blast furnaces, four heavy 
forges, nine smaller forges, five shops for making anchors, two 
foundries, several forges for small hardware, and a number of 
nail-making shops. Similar establishments existed in Lorraine, in 
Norway, and in Sweden. 

Manufactures proper-that is, industries in which the applica-
tion of manual technique rather than the operation of automatic' \ ....... 
machines and processes was the mode of production-in some 
cases also showed the tendency to concentration. The Paris book
printing industry reflected it very clearly. In 1600 there were 270 
establishments; in 1694, there were only 60, and this in spite of a 
great increase in business. In London, forty was regarded as the 
smallest number of workers and £500 to £1,000 as the minimum 
capital with which a press could be operated. Cotton printing, 
which was still a hand process, showed an even greater concentra-
tion of laborers, if less of capital. An establishment with 44 tables 
which employed 250 workers required a capital of only 30,500 
thalers. A typical establishment included a printing shop with 
tables at which each printer worked by himself, a block cutting 
shop, a dychouse, a bleachery, a drying house, and a mangle, com
monly power-driven. Ten cotton-printing establishments in 
Chemnitz (Saxony) employed 1>437 workers. Tobacco manufac-
ture (especially in the form. of snuff) showed rather more con
centration in the eighteenth century than did the later cigar mak-
ing until late in the nineteenth century. A Belgian establishment 
had 151 workers; a Bavarian, 120; a Saxon factory, 130. Reveillon's 
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tapestry printing establishment in the Faubourg. Saint-Antoine, 
Paris, employed three to four hundred. Lace making was or
ganized factorywise under the patronage of Colbert at Rheims in 
1665 and furnished employment to 120 lace makers by the end of 
the first year. A French ropemaker employed three hundred; 
in London, a capital of £ 10,000 was thought necessary to establish 
a ropewalk. 

The combination of various technical processes under single 
1 management was earliest developed in the cloth industry. The 

,/\ Discovered Gold-Mine, an English publication of 1685, recounts 
how "manufacturers at great cost build whole great houses, 
wherein the wool sorters, combers, spinners, weavers, pressers, and 
even dyers work together." A would-be poet of the sixteenth cen
tury tells us, 

Within one room being large and long 
There stood two hundred loom .. full strong, 

Two hundred men, the truth is so 
Wrought in these looms 

All in a row. 

Besides the weavers, the poet tells us, 100 carding women, 200 
spinning maidens, 150 sorters, 50 shearers, 80 combers, 40 dyers, 
and 20 fullers were employed. In Scotland the factory form was 
apparently even more fully developed and more frequent before 
the eighteenth century than in England. In 1681, a cloth manufac
tory was founded at New Mills, Haddingtonshire, with a capital 
of £5,000, which in one year produced over 55,000 ells of cloth 
with a net profit of £1,413. A Glasgow woolen mill in the year 
1700 employed not fewer than 1>400 persons. Before 1720, several 
joint-stock companies had been formed for carrying on woolen 
and linen manufacture. In France. the cloth manufacture of 
Saptes employed about 800 workers during the last years of the 
seventeentII century. The Van Robais had 1,6g2 workers in one 
establishment in which the wool was carried through twenty-two 
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processes. In Austria in 1775, the imperial woolen mills of Linz 
employed 26,000 persons, of whom 1,000 worked in the factory. 

Building as an industry had early manifested the characteristics 
of the transition to exchange economy 2 and was similarly quick 
to take on capitalistic forms. Up to about the fifteenth century it 
was purely handicraft in its organization; then the revival of the 
professional study of architecture led to the differentiation of the 
architect, who undertook production of a building from materials 
furnished by the prmce or proprietor who wished it built, a prac
tice somewhat analogous to putting out; then as early as the be
ginning of the sixteenth century appeared the architect as con
tractor, producing the building as a whole for a fixed price. By the 
end of the seventeenth century, at least in the cities, the building 
industry had taken its present associational form under the direc
tion of the capitalistic entrepreneur. All building, however, was 
still done at the behest of the prospective owner. Speculative 
building, except for slight manifestations in Paris and London, 
was a phenomenon of fully developed capitalism. 

In the shipbuilding industry, the large-scale private enterprises 
did not evolve directly from the small handicraft establishments. 
In Venice, in England, and in France the industry underwent ex
pansion in the first place, not as capitalistic, but as state enterprise. 
A travel diary of the fourteenth century describes the Venetian 
shipyards in great detail: about one thousand workers were em
ployed. In England there is evidence of a royal "arsenal," or navy 
yard, as early as the thirteenth century, and by the sixteenth there 
were four. From Elizabeth's .time, the contract system was com
monly used; that is, the contractor was furnished with the ma
terials and built the vessel at a set price per ton. Richelieu built 
great "yards," and at Brest, a contemporary tells us, "a whole 
world" of workmen operated under the direction of the royal 
shipbuilders, les construt'teurs de la Couronne. Coach building, 
which like shipbuilding, utilized the services of a wide range of 

a See p. 47. 
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artisans, seems to have rapidly concentrated during the latter half 
of the eighteenth century. From the time of Colbert and the 
founding of the Gobelins tapestry works (1667), the making of 
fine furniture was transformed into a "big industry." Charles 
Boule in Paris estimated the work in progress in his shops at 
80,000 livres. Names like Sheraton and Chippendale, the great 
furniture artists of eighteenth century England, reflect also the 
development of comparatively large enterprises under their direc
tion. Furniture production was still "upon command" of the pur
chaser and therefore still under the influence of the artist. It was 
only in the latter part of the eighteenth century that production 
in anticipation of the demand led to his elimination and to the 
degradation of standards. 

In the mining industry a considerable degree of capitalistic con
centration was manifested early in the history of capitalism. From 
the sixteenth century the progress of technique led to deep-shaft 
mining with water-raising machines that required large concen
trations of power and labor force. Agricola describes three ma
chines that required ninety-six horses to operate. Labor force of 
corresponding size worked in some of the mines-as many as 
6,850 in the silver mines of Falkenstein (Tirol) in 1556, from 500 
to 1,000 in a Newcastle (England) coal mine in 1649. In that 
same year, "Master Beaumont .•. adventured into our [New
castle] mines with his thirty thousand pounds." In other words, 
the mines, because they were organized in this concentrated form, 
offered thus early an occasion for purely capitalistic investment. 

The weapon industry, however, was the one which reached the 
highest degree of technical and business organization. The de
mands of the growing states, with their increasing armies, re
quired the organization, the planned production, the effective 
delivery, that the capitalistic direction alone could give. From the 
middle of the fifteenth century, the production of military weap
ons gradually lost its handicraft character. In 1640 a Swedish fac
tory was making 10,000 muskets a year. In the time of Peter the 
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Great, one Russian factory employed 683 workers. The Spandau 
arms factory had 252 workers at the time of its founding in 1722. 

This discussion of early instances of concentrated, associational 
forms of industry has been extended to such a length because 
nearly all the general histories and economic textbooks give the 
student the impression that the factory system as such was the 
product of the so-called "Industrial Revolution" of the late eight
eenth and early nineteenth centuries. It is true, of course, that the 
technical devices (automatic machines, steam power, etc.) com
bined with a set of economic conditions then existing to give the 
factory system a very rapid extension in a very short time; but this 
long discussion will have been in vain if the reader does not under
stand that the factory form of production had already become a 
part of the history of Europe when the extension which we call 
the Industrial Revolution began. 

THE GEOGRAPlUCAL REoIST1UBUTION OF INDUSTRyJ 
The geographical distribution of industry underwent a trans

formation that corresponded roughly to the changes in form that 
we have just been studying. It can readily be understood that the 
large and costly plants that were characteristic of the factory in
dustry did not lend themselves to the moving about that was 
habitual in some of the trades of the handicrafts period. At the 
same time, the range of the individual establishment became 
wider, and, aided by the increasing favor of the statesmen, the 
entrepreneurs came to conceive of their market as the nation, 
rather than the locality or, on the other hand, some foreign 
market. Practically all of the state-founded and state-subsidized 
industries were national in their range of outlet. Many forms of 
industry left the towns, with their gild traditions and restrictions, 
for the countryside. This is especially true of the cloth industry, in 
which the putter out played a large part. In England, Holland, 
France, Spain, and parts of Germany, by the eighteenth century, 
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spinning and weaving had become, in major part, industries of 
the villages and hamlets. At the same time, the fact that the fin
ishing processes were commonly handled on the factory basis led 
most notably in the case of the cloth industry, but also in other 
industries, to a division of the process between country and town. 
Birmingham and Exeter in England, Rouen and Sedan in France, 
Hirschberg in Germany, Eupen and Verviers in Belgium, became 
finishing centers for a large number of surrounding villages. A 
certain concentration in particular localities also occurred, as for 
example the English woolen industry in Yorkshire and the Ger
man linen industry in Silesia. This development, however, had 
only begun and can hardly be said to be characteristic of the early 
capitalistic epoch. Some industries, however, were definitely lo
calized in one or a few of the great cities, as the making of fash
ions in Paris and the colonial industries in London and Am
sterdam. 

THE ORGANIZATION OF LABoR 

The transformation of industry involved also the transforma
tion of the relations of labor. Indeed, it is hardly too much to say 
that from this transformation developed the concept of "labor" 
in the abstract as a distinct element in the process of production. 
The whole process may be profitably summed up by way of pre
liminary: 

(I) A capitalistic group devoted wholly to the function of 
enterprise (the entrepreneurs) comes to stand out in distinction 
to a group of wage workers who have no ownership in the instru
ments of production. 

(2) Both groups are entirely capitalistic in feeling, the entre
preneur concerned only with the highest attainable profit, the 
wage earner only with the highest attainable wages. 

(3) The relationship between the worker and the entrepreneur 
comes to rest upon a free contract, easily terminable, in which the 
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productivity of the worker is measured against a definite stand
ard, money wages. 

(4) Within the producing organization (the factory or mine) 
the labor force is organized in rational fashion for the highest 
attainable profits, without direct reference to personal need and 
desires. 

Early capitalism saw only a partial approach to this capitalistic 
standard of labor organization. In the first place, the laborers 
were only in part, perhaps in small part, both propertyless and 
free. The unfree, the serfs, whom we encounter in the mines of 
Sweden, Scotland, and Silesia, and in the factories of Bohemia, 
Moravia, and Russia through the whole eighteenth century, and . 
the occupants of public institutions, workhouses, orphanages, 
prisons, were not at all in a position to conclude a free contract, 
but were, in one form or another, compelled to labor. Among the 
free, we encounter impoverished craftsmen who owned a part of 
the tools of production, and who therefore cannot be regarded as 
wholly propertyless, and (probably the largest class of all) indus
trial workers who owned land. Statistical information is rare, but 
a little table analyzing the population of a German circle in 1830 
gives an idea of this distribution. There were 9,718 familieS, whose 
sources of income were as follows: 

Farming alone 
Business and handicraft 
Day wages alone 
Day wages in combination with farming 
Industrial establishments without farming 
Industrial establishments with farming 

3,055 families 
1,763 

666 
933 
346 

2,167 

The table is not very illuIninating except on the one point that 
the combination of some kind of agriculrure with labor in in- ~ .J 
dustry was predoIninant among the industrial workers. In 1840, j . 
Banfield, an English observer, wrote, ''The German is still in that 
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kind of dependence on the soil which apparently secures sub
sistence and, consequently, independence, even if accompanied by 
poverty." Banfield considered irrational and primitive a relation
ship which had disappeared from England two generations be
fore. In France, the paper industry was carried on only in the 
winter, while the laborers took care of their fields during the 
summer. An ordinance of 1783 for the arsenal of Saint-~tienne 
forbade the workers to interrupt their labor "except in ease of 
illness and of urgent need to cultivate their land." 

The attitude of the laborer toward his work was undergoing a 
change but was still far from the attitude of the modern laborer: 
he still thought and felt in terms of the sustenance idea. When he 
had food and drink, he did not choose to work, and all that he 
did earn, he consumed, principally in the form of food and drink. 
From the standpoint of the entrepreneur, who demanded con
tinuous labor, "the workman who earned too much was seldom a 
good workman." In general, there was an absence of proletarian 
class feeling: the workman felt his identity with his craft and 
with the entrepreneur who directed and furnished his work, but 
not with "the working classes." 

The labor contract, while it became to a very large extent a 
free contract, was not yet free from old ideas. It was still largely 
colored by the idea that the workman was the employer's domes
tic, a part of his family, and should naturally turn to him for his 
food and shelter and his care in illness or old age. Even in a sea
sonal occupation like smelting, a Prussian ordinance required one
year contracts. In the accounts which have survived of French 

~'/ factories, especially paper mills, the supplies of food and wine for 
the workmen arc a prominent part of the cost of operation. Many 
French establishments had large agricultural areas for the direct 
supply of this food material. In Sweden, it was common to assign 
each workman a dwelling and a small piece of land. 

The Verlag (putting-out) relationship was also influential in 
the form of these early wage contracts, developing into something 
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like the modern piecework contract. This was especially true in 
the mining and smelting establishments. 

The determination of wages was still so irrational and so lack
ing in uniformity that it is diflicult if not impossible to discover 
any general principles or standards. It has been shown, however, 
that the changes in industry themselves did not bring disaster 
upon workers, previously in a condition of prosperity, but rather 
that the new industry offered attractive opportunities to a class 
theretofore economically depressed." 

With the development of the factory concentrations of the in
dustrial process, came also a change in the organization of labor 
in the factory. Early capitalism did not see any considerable de
velopment along systematic lines of the "division of labor" which 
Adam Smith described so well from so few examples. It was 
rather along two other lines that the change came; namely, in the 
organization of expert direction and in the utilization of untrained 
workers. These two tendencies together meant the evolution of ../' 
the "master" into the "foreman." 

Women and children were used as workers much more exten
sively than at present, but it is necessary to understand that this 
was rather the extension of an old custom than the introduction 
of a new one. In the thirteenth century, some fifteen industries in 
Paris were carried on by women alone and eighty by men and 
women. The uti1ization of children was assumed to be valuable 
both to themselves and to society. The spirit of earlier times is 
illustrated by a patent granted to two gentlemen in 1678 for' "a 
new spinning engine," one of the chief advantages claimed for it 
being that "by means of it a child of three or four years of age 
may do as much as a child of seven or eight years old." Never
theless, the factory system did draw more heavily upon child 
labor than the gild system. The educational device of the handi
craft apprenticeship was transformed into a device for providing 
cheap labor. One of the earliest examples pf this exploitation of 

• Bowden, l"dlUmal Society in E",lanti. chap. IV, s«. 3. 
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child labor comes from the book-printing industry in Paris and 
Lyons in the sixteenth century. A protest by the journeymen 
printers complained that the presses upon each of which five 
workers were employed were being run by one journeyman and 
four apprentices, sometimes five apprentices, and demanded that 
the entrepreneurs be allowed to take not more than two or three 
apprentices for each press. We have seen how in England legisla
tion favored apprenticeship as a means of utilizing child labor. 
Children were also employed in industries like mining where 
apprenticeship, properly speaking, never obtained. Boys of ten to 
twelve years worked in the silver mines and copper mines of 
Germany and the coal mines of England. (A contemporary pic
ture of the frightful development of the employment of children 
may be found in Cheyney, Readings in English History, pp. 
~.) 

THE 5ocI.u. DEMANDS TO WHICH THE TRANSFORMATION OP 

PRODUCTION REsPONDED 

It is well at this point to turn back and review the early de
velopment of the factory, the typical capitalistic industrial unit, 
in order to see if possible just what were the interests and social 
demands that promoted the replacement of the shop by the fac
tory. In personal terms, it was the interests of the princes (the 
state) and of the industrialists; in impersonal terms, war and 
luxury favored-one might almost say, caused-the development 
of the factory system. 

The monarchs themselves often turned to capitalistic industries 
for the purpose of increasing their revenues, as in the case of the 
Bohemian gold and silver mines, which the ruler claimed as a part 
of his right and then simply "put out" for the sake of the revenue. 
The demands of the princely court for high-grade luxury goods 
led to another sort of royal enterprise of which the Gobelins 
tapestry works-''The Manufacture for the Production of the 
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Furniture of the King," as it was called-is the great example. 
Sometimes, as in the silk industry in France, enterprises were 
established as an example and stimulus to private enterprise in 
order to keep money from being drained out to other lands, and 
in some cases, in order to assure income "to the poor subjects who 
had to pay the taxes." Similar motives led to the establishment of 
war industries: "Peter the Great needed a regular army; it em
barrassed him that he should have to depend upon the Hanse 
cities, Holland and England for a supply of cloth, weapons, pow
der, ships, and naval stores. He formed the determination to have 
all the factories established in his own state which were necessary 
for the army, the artillery, and the fleet." This formula operated 
in all the greater continental states and led to the establishment of 
state factories for the production of all sorts of military necessities: 
the Prussian monarch even had great bakeries for the supply of 
his armies. 

Putting out, which, as we have already noted, constituted an 
almost pure abstraction of the capitalistic relation in spite of its 
essentially transitional character, was based in part upon a simple 
and definite need of the worker for funds to carry himself over 
the period between production and sale. Two contemporary com
ments out of many illustrate the point: "Most of the artificers are 
poor men and unable to provide such store of materials as would 
serve their turn," states the preamble of an English statute of 1550. 
A Brandenburg statute of 1687 states that "some of the weavers 
have not the wherewithal to supply themselves with wool," and 
those who have, "have not the means to carry their product to 
the markets and fairs." In France (time of Louis XIV) we hear 
of four families who possessed the only glass-making outfits in the 
whole country, but were "not in a position to maintain their in
dustry," and therefore asked three merchants to finance them with 
a putting-out contract. 

We are more concerned here, however, with the development of 
the concentrated industrial establishment under the direction of 
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the capitalistic enterpreneur. Just one thing led men to attempt to 
produce goods upon a capitalistic basis: the hope of a profitable 
disposition of the goods produced. This disposition depended 
upon the existence of an adequate demand. Two questions 
emerge: (I) Where did effective demand exist for finished goods 
that would promise adequate returns to the entrepreneur? (2) 
Where and when did this primary demand create secondary de
mands for means of production? 

We have already discussed the revolutionary effect of the de
velopment of new demands for goods by the rich, the armies, the 
shipbuilders, the citie~, and the colonies. Most of this new demand 
can be summed up under the two heads, luxury demand and 
army demand. Practically all the important "finished product" 
industries of a capitalistic character were either luxury industries 
or army industries or industries supplying the means of produc
tion for such industries. 

A simple examination of the list of capitalized industries shows 
how completely it covers the luxury industries. Sugar (then a 
luxury), chocolate, silk, lace, embroidery, novelties, tapestries, 
mirrors, porcelains, jewelry, watches, book printing, are examples 
of pure luxury industries which were almost wholly capitalistic 
in form by 1800. Industries which were only partly capitalized 
provide us with an even more illuminating comment: "handi
craft" and "luxury industry" were completely opposed ideas in the 
consciousness of contemporaries. As Mercier puts it, "One would 
say that being devoted to occupations more useful than that of the 
arts of luxury, the craftsmen are recompensed by a calm con
science and by the tranquillity of their lives." This distinction is 
quite concretely illustrated in many industries. In England, bottled 
beer was made in the big breweries. The early woolen mills made 
only fine cloths (John Winchcombe in England, Van Robais in 
France, Vilets d'Aignan in Montauban). In Scodand, coarse linens 
for the colonial trade were made in the country, fine linens in the 
big establishments in Edinburgh. Cotton cloths, which were at 
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first and for a long time luxury goods, as a new product, offered 
a field for almost exclusively capitalistic organization. "Every man 
must have a hat," runs an eighteenth century German prospectus; 
most hatters made "only small and. mean hats for the cOllUl1on 
kind of people," therefore "a fine hat factory" is to be established. 

In building, as we have seen, and in the furniture industries, 
the story is the same. It was the Chippendales, the Sheratons, the 
Adams who developed the capitalistic organizations, while, on 
the other hand, the production of ordinary furniture and ordinary 
houses remained a handicraft industry well into the nineteenth 
century. 

Army industries show about the same development in this 
period. It has already been sufficiently shown how the purely 
military demand for missiles, for powder, and for muskets was 
from an early date met by groups of wage workers under state
capitalistic direction in factories rather than by craftsmen. Other 
industries were also affected. All large iron foundries up to the 
eighteenth century were primarily gun foundries. The army de
mand for cloth and for uniforms was in large measure met by 
large concentrated industrial units. In Russia, from the time of 
Peter the Great, weaving mills which produced exclusively for 
the army were established. In England, in France, and in Prussia, 
the army demand for cloth affected various branches of the weav
ing industry. Capitalistic clothing industry, in the form of factory 
production of ready-made clothes, owes its beginnings almost 
wholly to the military demand for uniforms. This military di:
mand, in contrast to the luxury demand, was a demand for 
quantity rather than quality. 

The expanded demand for consumption goods and the intensi
fied technique pressed upon the production of production instru- . 
mentalities, of tools and machines. For example, the utilization of 
chemical materials in various processes from gilding and fur
treating to dyeing and bleaching necessitated large quantities of 
saltpeter, vitriol, alum, potash, borax, and many other chemicals. 
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Ships were growing in size, and merchant and naval fleets were 
growing in number: a necessary incident was the increased de
mand for iron, for sails, for the hundreds of different articles that 
go to the making of a ship. In terms of our present concern the 
demand for each article was also a demand for large-scale, con
centrated production of the capitalistic kind. The iron industry 
in Sweden was elevated to the predominance which it enjoyed 
until the middle of the eighteenth century by the royal promotion 
of the production of high-grade iron for the cannon foundries. 
The development of weaving in England seems quite directly to 
have resulted in a self<onscious demand for better spinning de
vices. The jenny and the mule, which satisfied that demand, were 
produced, organized, and operated under purely capitalistic con
ditions. Arkwright was in many ways the first modern large-scale 
manufacturer. When the growing demand for iron, as we shall 
see, pressed hard on the supply of wood and fuel, coal produced 
by capitalistic mining companies was rapidly brought into use. 

Capitalistic production was still for the rich, for the state, for 
the entrepreneur. Not yet had it come to depend, as it did later, 
upon widespread demand made possible by cheapened produc-
tion. 

What were the advantages of capitalistic industry that brought 
it victory in so many fields of industry over the handicraft shop 
system, which had the sanction of long usage and in many cases 
a corresponding legal sanction? In part the answer is the obverse 
of what we have already noted as the necessary conditions of 
capitalistic development. (I) The necessary men with the spirit 
of enterprise had developed, and (2) they had got control of the 
capital necessary to introduce the new modes of industrial or
ganization. (3) The necessary market had developed, especially 
in the great military organizations and the luxury-demanding 
town populations. (4) A technique of production had elaborated 
itself into the complex we call the factory, and (5) an organized 
labor force had been developed. (6) A supply of the necessary 
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materials and means of production was assured. (7) Supply and 
outlet to market were assumed by the development of transporta
tion and of commercial organization. (8) Tbe state had granted 
many industrial capitalists a privileged position, especially in the 
industries newly introduced by the enterprise of private individuals 
or by economically minded statesmen. 

The handicraft system was unable to compete. It was bound by 
its very principle of being to the old ways, and could not be ad
justed to the new methods. The craft gild with its principle of 
limited productiviry in traditional ways, made and could make no 
place for the entrepreneur. On the other hand, it could not adjust 
itself to the demand for new sorts and new qualities of goods: the 
distinction, handicraft for coarse goods, factory for fine goods, 
has already been sufficiently mentioned. It could not produce 
upon the large scale required by the armies, the cities, and the in
dustrial plants themselves. Price differences played only a small 
role in this struggle between the new and the old: capitalistic 
industry did not so much underbid in price as it overbid in pro
ductiviry. 

In some cases, only capitalistic enterprise could produce the de
sired goods; this was true of pig iron, which could be produced 
only by large and costly establishments. In the case of other goods 
which were produced both by handicraft and by capitalistic enter
prise, the latter alone could produce them in sufficiently large 
quantities and with sufficiently uniform qualiry to satisfy a single 
large demand, such as that of a military force. Even the merchant 
who gathered, as we have seen, the product of a hundred weavers, 
was not able to supply a product so uniform as die entrepreneur 
could obtain from his disciplined establishment. The capitalist
producer alone had sufficient flexibiliry to meet the changing 
fashions. Large-scale production commanded better raw materials 
(for example, Holland linens); it made possible elaborate di
vision of processes of production, and it made possible a closer 
supervision and more adequate training for the worker. 
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In conclusion, the capitalistic organization of industry had made 
itself a definite and a large place in economic life before the end 
of the eighteenth century. That organization was in large measure 
independent of advances in technique. It was, rather, due to the 
intervention of a new psychological factor between the demand
ing consumer and the individual worker-the will of the entre
preneur, which through the market nexus, the power of money, 
brought the workers to produce in concentrated and disciplined 
groups for unknown consumers, themselves unaware at the time 
of production of their demand for the goods. The new organiza
tion was destined to evolve into greater and more elaborate forms 
during the nineteenth century. In particular, its development and 
application of new technical devices was to make possible an ex
tension of economic activity such as had never been seen. But, 
independently of the major advances of technique, the essential 
economic relationships of capitalism had made their place along
side the older handicraft relationships in large areas of industrial 
activity. 
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CHAPTER V 

EUROPE AS AN ECONOMIC SOCIETY AT THE END 
OF THE EIGHTEENTH CENTURY 

THE purpose of this chapter is to review in summary fashion the 
operation as a going organization of the economic society which 
was the outcome of the development portrayed in the earlier 
chapters. How was European economic society functioning? 
What were its fundamental ideas? How did these ideas work out 
in practice? How did the economic transformations of the six
teenth, seventeenth, and eighteenth centuries aIIect the political 
and sociaI structures of the European peoples? 

MERCANTILISM AS THOUGHT AND FEELING 

The basic thought and feeling in regard to economic relations 
in the eighteenth century is covered by the name "mercantilism." 
Mercantilism has already been referred to as the basis of the ec0-

nomic policies of the early capitalistic state, of rulers such as 
Colbert and Cromwell. Here the problem is somewhat different: \ J 
What was mercantilism as a body of systematic thought? In a 
way it was the first of the series of European systems of .economic 
thought, the antecedent of physiocracy, classical economics, and 
socialism. Mercantilism is less a system than the others, partly be
cause it was not the product of a deliberate synthesis by any great 
thinker, and partly because it received no deliberately conceived 
exposition such as Adam Smith's Wealth of Nations, or Karl 
Marx's Capital. Indeed, it is still rather difficult to refer the college 
student to a convenient and correct statement of mercantilist 
thought. Perhaps the greatest of the mercantilist writers was 

'33 
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Charles Davenant; but he was only the most important of a num
ber of English writers on economic subjects in the latter part of 
the seventeenth century and the first part of the eighteenth. Daniel 
Defoe, whom we have so frequently quoted, Thomas Mun, w'hose 
England's Treasure by Forraign Trade (1664) is a very charac
teristic production of this school, George Chalmers, and Lord 
Sheffield at the end of the eighteenth century, are all cardinal 
figures. In France, Montchretien, Forbonnais, Necker; in Ger
many, J. J. Becher, SchrOder, Justi are the great names of the 
mercantilist school. 

A general misconception of mercantilism is so common that it 
-II is proper to begin by denying it. Mercantilism is not the theory 

that bullion is wealth or the only form of wealth. It is true that 
the mercantilists were all keenly alive to the importance of a 
generous supply of circulating medium in active economic life. 
But to erect this into a cardinal doctrine of the school is to mis
understand the essential concern of the mercantilists. 

That primary concern was the strengthening of the state. All 
their thought was of the common interest as embodied in the 
state. "One loves his country and serves it," is the starting point 
of Thomas Mun's well known work. The power of the state was 
the primary objective of their "political arithmetic," the economic 
advantage of the individual subject only secondary. "The power 
of a state consists not in the extent of its territory but in the pros
perity and the number of its inhabitants." Economic life was for 
the mercantilist no "play of free forces," but the direction of the 
economic activities in organized society to provide power. 

The economic method by which the power of the state was to 
be increased was, in principle, simple: the increase of the produc
tiveness of organized society in the state (rather than of the in
dividual worker-the mercantilists always disapproved of any 
in;!provement in techrlique that seemed to them likely to reduce 
population). Productivity should be increased by the employment 
in productive activity of as many individuals as possible as much of 
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the time as possible. Beggars, vagabonds, women, even children 
must be utilized. The working time must be lengthened, holidays 
and "blue Mondays" diminated. The productive powers must be 
appBed to the greatest possible range of lands, materials, and forces. 
The utilization of the productive powers of the nation must be 
increased by increasing the productivity of the soil, of the worker, 
and of exchanges (by improvement of commercial organization 
and transport). Foreign commerce must be developed to take care 
of the surplus production: ''The exportation of our products is 
the foundation of all our trade," wrote Davenant. The best trade, 
of course, is that which returns the most goods, especia11y bullion, 
for the least export, that is, the forced trade of dependencies. 

Kat! Marx discovered capitalism for science in the nineteenth 
century; to have discovered its character and its significance for 
economic practice was the achievement of the mercantilists. They . 
recognized the value of the entrepreneur: for Becher, the V n-legn- J/ 
(the putters out) were the "foundation pillars of the common
wealth." The mercantilists recognized the importance of adequate 
fluid capital, especially in the form of money, and of labor supply: 
"We want hands, not manufactures, in England" (Davenant). 
They had in mind the importance of outlet for goods: a minister 
of Frederick the Great argued that his twenty thousand soldiers "' ( 
were no burden for Prussia, but a source of well-being, because \r , 

satisfying their needs gave the employment necessary to increase .\ 
the population. 

To the question, What will give the great economic machine 
the necessary impulse? their answer also was simple. In their time, 
when the expansion of business was pressing hard upon the neces
sary supply of intruments of exchange, when gold and silver were 
still the principal instruments of ordinary payment, when the 
devices by which we have learned to increase the efficiency of a 
given amount of the precious metals were still comparatively un
developed, their doctrine was essentially correct. For any national 
economic society in the seventeenth or the eighteenth century, the 
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mercantilist emphasis on .the importance of increasing the stock 
of the precious metals was simple recognition of an obvious fact. 
It was not the fundamental element of their teaching: it was 
means to the great end of increased power. Davenant again sup
plies the classical expression, "Trade brings in the stock [of 
precious metals 1; this stock, well and industriously managed, bet
ters land and brings more product of all kind for exportation; the 
returns of which growth .and product are to make a country 
gainers in the balance." 

The mercantilist economists thought in terms radically different 
from those of the classical economists. It has already been noted 
that they had no concern with the "free play of economic forces" 
which was the whole concern of their successors from Adam 
Smith onward. Their thought was essentially organic, sociologi
cal, as contrasted with the mechanical conceptions of the classi
cists. The comparison of the state, which for them was the one 
organized form of society, to the human organism appears in al
most all their writings. ''There is an important relation, a close 
. similarity between the body of a well organized stat~ and the 
body of an animal." 

I 
The attention of the mercantilists was fixed on the production 

-J of goods, while the classicists were equally held by the problem 
of distribution. None of the mercantilists had a theory of value; 
on the other hand, by the time of Ricardo, it had become possible 
for him to write his Principles without even a chapter on produc
tion. For the classical school, economic principles were static; 
for the mercantilists, dynamic. For the latter wealth was the ca-

..J pacity for production, not, as for their successors, the total of col
lected goods. Even money was wealth only as it served "to keep 
the wheels of the machine in motion." Their aim was the achieve
ment of an ideal, not the mere observation of a condition. 

In a sense, the mercantilists were the pioneers of scientific eco
nomics, in that they applied thoughtful consideration to economic 
problems. In a truer sense, however, they performed a different 
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function from the scientific economists and are rather the prede
cessors of men like List, Diihring, and Henry Carey, who were 
essentially propagandists, rather than of Adam Smith, Quesnay, 
and Ricardo, the real founders of scientific economics; that is, 
economics as a set of static principles. 

The great monuments of mercantilist influence are the 
numerous laws and treaties by which governments attempted to 
organize the economic process in suc;h a way as to increase the 
activity and prosperity of their subjects. An index of the growth 
of that influence may be taken by comparing any fifteenth century 
government's activity with that of any eighteenth century gov
ernment. For example, the Intercursus Magnus, the treaty which 
Henry VII of England made in 149B with the duke of Burgundy 
to facilitate the commerce of their respective subjects, invites at
tention because it is almost unique in its time; in the eighteenth 
century, it was only the exceptional statute or session of Parlia
ment or treaty that was not devoted wholly or in major part to 
such subjects. 

The navigation acts of England and the restrictive system of 
France ~ere perhaps the most deliberately mercantilist systems m 
Europe. Eighteenth century observers, English and non-English, 
agreed that the ascendancy which England was able to win on 
the sea over Holland and over France, was facilitated if it was not 
brought about by the navigation laws. Between 1715 and 1789> 
France enjoyed a period of steadily rising prosperity and economic 
expansion which as an advance upon what preceded has hardly 
been surpassed down to our own day. It cannot be said that mer
cantilist policy was disastrous. Mercantilism like most bodies of 
doctrine held by large groups, lasted too long, outlived its useful
ness, became false doctrine. By the end of the eighteenth century, 
the problem of circulating medium had been substantially solved 
for the countries of Western Europe; the problem of organizing 
economic power in subordination to and in support of the state 
had equally been solved; and the increase of production had 
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created a new problem, that of distribution, which it was the 
function of the classical school to recognize (and Ior the future 
to solve). Nations have leamed that their best markets are not 
in colonies but in profitable mutual exchange. 

MERCANTILISM IN PRACTICE 

J /' Mercantilism in practice was a struggle for foreign markets, 
especially colonial markets ("export is the life of our trade"), and 
for the precious metals. 

The end of the early capitalistic period saw a very rapid increase 
in the amount of foreign trade. Between 1700 and 1792 the aver
age total of exports and imports of England rose from about 
£ 12,000,000 to about £36,000,000. Between 1716 and 1788, French 
imports sextupled and French exports quadrupled. The total ex
port and import trade of the three most important countries, 

J England, Holland, and France, rose from about $300,000,000 to 
about $500,000,000. 

These three nations far outranked the others. Portugal had 
about $25,000,000, Italy, $37,500,000, Spain, $40,000,000, Germany, 
$60,000,000 of foreign trade at the end of the eighteenth century. 
Holland stood easily first at the beginning of the century, France, 
second, and England, third. During the century, however, the 
relative positions of these three were just reversed, Holland losing 
its ascendancy about the middle of the century and England 
pushing far ahead of France in the last decade. 

In proportion to population, neverthdess, Holland still re
mained as it does today, first. The following table shows the per 
capita export and import trade about 1'J9D in round figures. 

Holland 
England 
France 
Portugal 

$75.00 
17.50 
10.00 
7.50 

Spain 
Germany 
Italy 

$5.00 
3·75 
2·50 
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It should be understood, of course; that these figures are based on 
mere estimates both of the trade and of the population, since 
accurate figures are lacking. It is of some interest to compare 
them with the 1910-1911 figures, which show Holland first with 
5425-00 per capita, England fourth with $137.jO, France fifth with 
$87.jO, the United States ninth with $37.50- (In 19240 this last 
figure had risen to about $70.00.) 

International trade had also broadened considerably in its ter
ritorial extension, partly in consequence of the discoveries of the 
fifteenth century. The Indies trade, spices in the sixteenth and 
seventeenth centuries, sugar and tobacco in the eighteenth, had 
become "the axis about which the overseas trade revolved. H An
derson wrote of England: "Our East and West India trade are by 
far the most eminent, the two great pillars of our stupendous 
commercial fabric." In Holland, the Indies trade had grown from 
about one-tenth of the total trade in the beginning of the seven
teenth century to about one-fourth at the end of the eighteenth. 
English trade with the colonial areas rose from 21.9 per cent in 
the first decade of the eighteenth century to 40 per cent of her 
total trade in the eighth decade ; French trade witIi similiar areas, 
from 18 per cent of the total in 1716 to 33 per cent in 1787. 

All international commerce aimed at the enrichment of the 
respective states in the precious metals. The three richest sources 
of the precious metals during the period were the Spanish colonies 
(for silver), Portuguese Brazil (from the end of the seventeenth 
century) and Africa for gold. Humboldt in the latter part of the 
eighteenth century estimated that about .p,ooo,ooo piasters' worth 
of goods (inclusive of smuggled goods) was taken by the Spanish 
colonies, for which about 38,500,000 piasters of precious metals 
was returned to Europe. Directly or indirectly, substantially all 
of this went into the channels of European commerce. The Dutch 
appear to have secured the chief share in the silver of the Spanish 
colonies, either by sending their goods to Cadiz, using Spanish 
merchants as nominal agents and trading under their names with 



2.jO THE HISTORY OF THE ECONOMIC INS1TfUTiONS OF EUROPE 

the colonies, or by smuggling through their own American pos
sessions, especially Cura~o. In 1688, the French minister Seignc
lay in a memoir to Louis XIV estimated that the Dutch took home 
every year 5,000,000 florins as profits from the first sort of trade 
and a similar sum from the direct trade with Spain, as well as 
the unknown profits from smuggling. The French at the same 
time and especially after the ascent of the Bourbon Philip V to the 
Spanish throne, were permitted by his favor to participate direcdy 
in the trade with the colonies. The flow of silver from Spain to 
France thus begun continued in full strength down to 1789. In 
that year, the French exported 87,000,000 francs' worth of goods 
to Spain and imported from Spain only 41,000,000; the balance 
was paid in coin. England participated, direcdy and through her 
North American colonies, in the smuggling trade, and in 1713 
secured the assiento by which she was permitted to send one ship 
a year of 500 tons to Porto Bello. This Was less important for the 
legal trade done in this way than for the basis it offered for further 
~muggling. The legal and half-legal trade with Spain and with 
the colonies through Cadiz resulted in a constantly more favor
able balance for England, $2,230,000 annual average imports from 
Spain and $4,500,000 exports to Spain in the years from 1770 to 
1780. Lord Sheffield estimated that between 1700 and 1773 Eng
land exported $150,000,000 worth of goods to the North American 
colonies and received from them about $50,000,000. The balance 
was paid largely with silver and gold won in the complex chan
nels of the smuggling trade with the Spanish colonies. 

Trade with Portugal became of great importance for the second 
time at the beginning of the eighteenth century after the discovery 
of the rich gold and diamond fields in Brazil. The Methuen 
Treaty of 1703 bound Portugal to England in such close relations 
that Portuguese gold almost all went to the London market. "We 
gain a greater balance from Portugal than from any other coun
try whatever," wrote a contemporary observer. "By the treaty we 
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have increased our exports thither from about 1..300,000 to near 
I.. 1,500,000." In the eighty years from 1700 to 1780, this favorable 
balance of trade together with other means of getting Portuguese 
gold such as colonial investments by Englishmen in Brazil, 
brought perhaps I.. 120,000,000 of gold into England. 

The trade with Africa was another great source of "a favorable 
balance" and of a net profit in specie for both England and 
France. For both countries, it was bound up with the slave trade, 
and the results were derived not only from the trade with Africa 
itself, but also from the contact with the Spanish colonial markets 
which favor assured to the French and the assiento, to the English. 
The statistics which have come down show that by the end of the 
century, the balance in favor of each country in the African trade 
approached $5,000,000 annually. 

Germany and Austria were still in a minor way producers of 
gold and silver. The Hapsburg dominions kept their exports and 
imports about balanced, but the trade with Germany in the years 
1787-1789 netted France a balance of about $10,000,000 in a total 
trade of $UI,ooo,ooo, and England a lesser amount in a similar 
proportion. 

The effect of this inflow of gold and silver was somewhat re
duced by the steady draining away of precious metals to the East. 
Humboldt estimated that something over half the annual inflow 
of gold and silver from America to the Western European coun
tries found its way to India, China, and the Levant. The English 
imported from India and China about $5,000,000 worth a year "in 
the middle of the century against exports to those areas of only 
about one-third that amount. In 1787-1789> the French imports 
were about ,34,000,000 livres, the exports about 17,000,000 livres. 

The balance of trade among the three leading commercial states 
was strongly against Holland, in favor of France, and especially 
in favor of England as against the other two. In France the bal
ance against Holland for the years just before the Revolution 
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amounted to about 15,000,000 livres in a total trade of about 65,-
000,000. Between 1700 and 1780, it is estimated that the debit of 
the Dutch against England rose to £ u6,000,000. 

The discharge of unfavorable balances among these European 
nations was accomplished, primarily, by the export of capital, 
which in the eighteenth century was beginning to take on a large 
aspect. It had already appeared in the sixteenth century as a catas
trophic phenomenon in the emigration of religious refugees. In the 
eighteenth, however, these more highly organized states, especially 
Holland, began to pay with certain invisible exports. In the case 
of Holland, the foreign exchange business, which still centered at 
Amsterdam, amounted to about 200,000,000 florins. Discounting 
and marine insurance, as we have seen, were also developed on a 
large scale. The direct exportation of capital (as distinguished 
from financial services) took the form of (I) mortgage loans, 
especially in English, French, and Danish colonies; (2) direct 
capital investments, as in England, where in the middle of the 
1700's, one-third of the stock of the Bank of England was owned 
by Dutchmen; and (3) public loans to sovereigns, a field in which 
the Dutch and the Swiss had long before displaced the Italians and 
the south Germans. 

J I England also had become a creditor country in the eighteenth 
century, although, as we have seen, a good part of the public debt 
(one-eighth to one-seventh) and much of the stock of English 
companies were held abroad. The principal financial items in the 
English creditor position were the foreign loans, profits from 
ocean transport and marine insurance, in which fields England 
was displacing Holland, taxes out of India, profits from trade car
ried on between other countries (e.g., between India and China), 
profits from investments in the colonies of foreign powers. On the 
other side of the account stood a very considerable item, the ex
penditures in foreign lands for war aims, in the form of subsidies, 
and the hiring of mercenaries. This expenditure, however, had 
the advantageous result of opening up new markets for English 
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goods. The resulting increase in the cost of exchange put a 
premium upon the export of goods. 

Apparently most of the silver and gold acquired by England 
was converted to consumption uses. The connection with the rich 
gold supply of Portugal and Africa led gradually to the elimina
tion of silver from the money supply (under George III down to 
1780 only £7,126 in silver was minted) and to the establishment 
of the gold standard. It was in the eighteenth century that the 
great plate collections of well-t<Hlo English families were begun. 

In France, the supply of specie rose from a low point in 1715 
of 730 million livres to about 2,200 million in 1784. This was the 
result of acquisitions of gold and silver during the century of over 
5>490 millions. According to Arnauld, a competent contemporary 
statistician, the utilization of this five and one-half billion was dis
tributed as follows: 

I. Coinage 
2. Consumption (plate, jewelry, etc.) 
3. Sent to Asia 
4. Payments of foreign subsidies, pensions, etc. 

lit/res 

1,268,614,000 
1,752,000,000 

617>481,000 
1,095,000,000 

262,800,000 
216,000,000 

5. Papal court 
6. Remelted coins 

The distribution of specie among the several countries of 
Europe is significant. 

CoUNTllY DATE AMOUNT (IN FRANCS) 
PER CAPITA 

Great Britain 1800 63 
France 1791 75 
Netherlands 1823 107 
Spain 1782 50 
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CoUNTRY 

Portugal 
Prussia 
Russia 

DATE AMOUNT (IN FRANCS) 
FER CAPITA 

1788 50 
1805 22 

1815 4 

CAPITALISM AND SocmTY 

By the end of the eighteenth century the development of capi
talism had produced drastic effects in the social and political in
stitutions of Europe. In the first place, it had contributed greatly 

N to the vastly increased power of the state. The new business men 
were nationalistic in their thought, neither localistic nor inter
national. They furnished the motives, the means, and the methods 
by which the monarchies destroyed the feudal localism of the 
nobility and the economic localism of the communes. On the 
other hand, international economic organization was not yet in 
question. Even in finance, the decisive steps toward international

. ism had not yet been taken. Holland alone, because of the dis
proportion between her stock of capital and her soil, had begun 
the systematic practice of international finance. 

~ The states were rendered more nearly self-sufficient by virtue 
of the specific direction which mercantilistic trade policy took, 
the development and sale of surpluses produced from the soil. 
~ Population, the great concern of the mercantilist, increased 

greatly, especially during the eighteenth century. The following 
table shows the increase in particular countries (in millions): 

England 5.5 in 1700 7.9 in 1780 
France 19.0 in 1700 23.0 in 1787 
Holland .98 in 1737 1.9 in 1805 
Italy 14.0 in 1700 17.0 in 1800 
Prussia J.3 in 1740 5.6 in 1790 
Austria 6.1 in 1754 7·9 in 1784 
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An even greatex increase occurred in the revenues of the States.4 
The income of the French kings rose from about 10,000,000 livres 
at the end of the sixteenth century to about 200,000,000 at the be
ginning of the eighteenth and to nearly 500,000,000 at the end. 
The revenues of the English State were about £500,000 in E1i2a
beth's time, £4,000,000 in 1700, and £34,000,000 in 1801. Further: 
more, the various states had greatly increased their use of public 
credit. The French monarchy owed over 4,000,000,000 livres in 
1789. The English public debt in 1793 was ovex 261,000,000 pounds 
sterling. 

Social relations and social strata wexe radically affected by the 
vexy considexable increase in wealth. Only estimates are available; 
but, however inaccurate they may be, all agree in representing a 
very decided increase of wealth. English total wealth seems to 
have nearly doubled; French wealth seems to have more than 
doubled, and similar expansion is evidenced by all the signs and 
contemporary estimates in most of Western Europe. 

It is one of the most important and most characteristic features 
of early capitalism that all the countries of Europe remained 
throughout "export lands," that is, exported voluntarily the sur
plus of the productions of their soil in raw or manufactured forms 
and imported freely chosen goods which for the most part served ~~ 
for the embellishment of existence: export and import wexe not r 
yet vital to any of them. Holland and Norway may have been 
exceptions. The grain import into Holland was enormous, but 
most of the grain imported was again exported. Norway depended 
to a greatex extent than any other country upon foreign food 
supplies, but even its export was soil-produced surplus of lumbex. 
Even so industrialized a country as Switzerland produced five
sixths of its grain demand in the middle of the nineteenth cen
tury. Only in one field, the shipbuilding industry, were the West
ern European countries forced to turn to other countries for 
timbex and for iron. In the forest industries they had ceased to be 
soil-lands. 
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Foreign trade fulfilled the function which the mercantilists as
signed to it: (I) it provided the commercial nations with the 

. bullion necessary for capitalistic development; (2) it served to 
distribute the surplus production of the soil am,?ng the several 
peoples and to stimulate the productive energy necessary to win 
a share in this surplus; and (3) it Hooded the Western European 
lands with the products of the exploited oversea areas and with 
those of the Middle and Eastern European countries. 

Productive power had been increased by the expansion of enter· 
prise and the increase in the labor supply both through the in
crease in the population and through the employment of hitherto 
idle or half-idle parts of the population. People seem to have 
worked longer and more intensively than in the Middle Ages. 
More soil was brought into cultivation, new products were intro
duced, and the forests especially were more intensively exploited. 
An example of this development of new areas of population is 
the growth of the fishing industry, which was developed first by 
Holland and which meant so much also to the economic life of 

. England and France. Power, especially water power, was exten· 
sively utilized in the factories as we have seen (see Chapter IV). 
although the application of steam power remained unimportant 
before I8IS. The improvement of waterways and of roads also 
meant much in the development of productivity. 

Labor was increased in effectiveness, not merely by the develop
ment of industrial technique and organization, but also by the 
development of the technique and organization of commerce and 
intercourse. 

Much of the wealth of Europe came from the unrestricted ex
ploitation of other peoples. The plantation system' was largely 
based OD forced labor, especially Negro slavery, and the East 
India trade upon the forced delivery of goods by native popula
tion. Davenant wrote: "Whoever looks strictly and nicely into 
our affairs, will find that the wealth England once had, did arise 
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chiefly from two articles: 1st, our plantation trade; 2ndly, our 
East India traffic." 

Society was not only growing more wealthy, it was also be
ginning to take on the characteristics of capitalistic organization. 
It was becoming mechanical, in the sense that the personal contact 
in economic relations, the eye-to-eye, hand-to-hand trading, the 
domestic relations of employer and workman, the family associ- "
lItions (as firms) were being displac~d bJ' the impersonal market. V 'Y 
The highly organized market was a machine 'Which determined . 
the merchant's price, the laborer's wage, the investor's return, 
without reference to their needs or their deserts, .without prejudice 
or favor. 

Wealth, the control of productive power, was bringing about 
also a new stratification of society. The middle class was becom-1Y' 
ing the top class. The old division, la haute noblesse, Ie peuple 
moyen, Ie peuple menu, was wholly disrupted in the eighteenth 
century. The old forms were preserved from dissolution for a 
while by the modification of the old symbols to include the new 
powers. The financiers of France, the nabobs of England, took 
over the titles and the perquisites of the old aristocracy. On the 
other hand, the ancient !lobility itself became largely capitalistic 
bourgeois, middle-class, in its activities and its relation to economic 
life. The marquis de La Fayette was a member of one of the 
proudest of the French noble families: he spent the years after 
the American Revolution trying to correct the bad organization 
of Franco-American trade relations. 

It was this middle class (become top class) that ruled France in 
spite of antiquated forms and, when the contradiction of form 
and fact became too flagrant, made revolution to break the forms. 
The merchants and manufacturers became the dominant elements J 

in the English Parliament. The Dutch merchants, as the Estates 
General (and provincial) and as the East India Company, ruled 
Holland •. 
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As a counterpart of the "middle class" was emerging also a 
proletariat. The proletariat was far from the class consciousness 
of the present, but the drifting population that formed the bulk 
of the enormous increase in population in such centers of the new 
order as Birmingham and Man"chester consisted of essentially 
property less laborers, economic objects at the disposal of the entre
preneur by means of the impersonal wage system. 

THE LIMITING CoNDmONS OF EAlu.Y CAPITALISM 

The evolution of capitalism before the nineteenth century was\ 
amazingly slow, as cOmpared with its final stages in the last cen- j 
tury. The fields of economic activity which had been won for 
capitalism were limited and special. Not only agriculture, but the 
major part of industrial production and of distribution was still 
in the bonds of the traditional forms and processes of the Middle 
Ages. Economic productivity in all fields, capitalistic and non
capitalistic, remained petty as compared to later standards. This 
was not due to the unavailability of modern methods. We have 
seen wholesale trade in Holland showing almost completely mod
ern characteristics, industrial organizations in all lands with the 
traits of the modern factory, large-scale iron production on the 
same ideological basis as the modern smelter. Why then does 
eighteenth century economic life seem so different, fall so far short 
of the development which was so gigantic in the nineteenth? 
Occasion has often been taken in this book to say that cause in 
historical sequence is unknowable, not to say irrelevant; it is p0s

sible in this case only to point out some of the psychological and 
intellectual conditions which are a part of this comparative re
tardation. 

Let us glance first at the psychological conditions that held 
individuals back from full capitalistic living. The eighteenth cen
tury capitalist still retired as soon as he had gained a ce,rtain com
petence. In England, he bought a country estate and became a 
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gentleman. In France, he purchased nobility for himself, or, more 
usually, for his son. In Holland, he invested his capital in foreign 
loans. This potential capital itself was perhaps not less significant 
for the development of capitalistic activity in the hands of the 
state than it might have been in the hands of the "proprietors." 
The diversion of the "proprietors" and potential entrepreneurs 
from enterprise, on the other hand, was a net loss of some impor-
tance when entrepreneurs were still comparatively rare. L\ 

The political conditions were, as we have seen, on the whole"" « 

very favorable to capitalism, and even where handicraft organiza-
tion retained the support of legislation the enterprising capitalist 
did not allow himself to be hindered. Nevertheless, the state re
tained much of its feudal origins and in many ways fell short of 
that complete service to the capitalistic economy which is normal 
in our day. It was only at the end of the seventeenth century even 
in England that money and finance were organized in a helpful 
and reasonable way. In Spain, in France, in Germany, irrational 
taxation and equally irrational expenditure operated to handicap 
business ventures. One needs to think only of the numerous in
terior tariff barriers which the modern business man of 1789 still 
had to sweep away in France. The state did not even perform 
adequately the function of police. Robbery and piracy were con
siderable parts of the risk of doing business in 1800. In many 
areas, marine insurance against piracy ran as high as 10 to 20 

per cent. 
The passion for religious unity led more than one state inio 

measures disastrous to its economic life in general and to the de
velopment of a capitalistic economy in particular. The compara-

l 
j 

tively easy tolerance and hospitality of Holland and England 
meant a constant reinforcement of the capitalistic class in those 
countries; the expulsion and exclusion of heretics, infidels, and 
Jews from Spain meant a great loss of capital and of capitalisti
cally minded men. The revocation of the Edict of Nantes (1685) 
almost visibly removed a large segment from the new economy 
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which Colbert had labored to build up, and set France back some 
decades in capitalistic development. 

War contributed powerfully to the organization of capitalistic 
enterprises of some sorts, to the disorganization of other sorts. The 
devastations of the Thirty Years' War in Germany, and of the 
wars of Louis XIV and his successors, involved the destruction of 
many a budding capitalistic enterprise. Worse still, they tended to 

\ 

disturb the capitalistic spirit. "No one works, and the war is the 
..J -reason," wrote a burgher of N'unes in 1689. The breaking 011 of 

commercial relations paralyzed whole branches of industry and 
commerce, not infrequently destroyed them. Such was especially 
the case in the trade between Holland and France. All in all, while 
war needs and war methods historically contributed to the develop
ment of capitalistic enterprise, it is probable that as great or greater 
and more rapid advances would have been made in peace. 

The technical deficiencies of eighteenth century civilization 
were even greater handicaps for evolving capitalism. The de-

. ficiency of hygiene cut sharply across the apparently vigorous 
reproductive power of the European populations. The plague 
itself did not disappear from England until after 1666, from the 
western continental countries until the eighteenth century. 
Typhus, smallpox, and cholera did not cease as persistent dan
gers, especially in the large cities, until the latter half of the nine:
teenth century. Yellow fever has just been brought under control 
The economic significance of these facts is most conveniently 
illustrated by the conditions under which the Panama Canal was 
built: without the highly organized teehnique of sanitary control, 
it would have been impossible. In the eighteenth century, the de
ficiency of sanitary control meant frequent catastrophes that 
decimated organized labor forces and a constant wasting of popu
lation through the cities, where the death rate was normally well 
above the birth rate. In London, which may be taken as an ex
treme example, 16,000 births were registered in I?6X, and 2X,000 

deaths. 
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The incomplete development of technique in the fields of 
transport and production also operated in diverse ways to limit 
capitalistic development. The persistence of the empirical, rule-of
thumb methods has already been discussed (pp. 8:z-83). The 
general dependence on organic forces (men, animals, water) and 
on organic materials (wood, cotton, wool) involved the recog
nition of a very definite limit fixed by the productivity of the soil. 
Every man, every beast, required, in effect, so much soil devoted 
to his sustenance, and in the absence of a highly developed trans
portation system the amount of soil available was very restricted. 

The deficiency of industrial technique furthermore involved a 
restriction of complex processes to the rate of the slowest element 
in each process. Before the invention of the spinning machines)./ 
in the middle of the eighteenth century, weaving was restricted 
by the comparatively small production of the spinners. It is esti
mated that in general it took ten spinners to keep one weaver 
busy. Similarly in the iron industry, the production of the smelt
ers, technically the most highly developed phase of the industry, 
was limited by the less highly developed ore production and fuel 
supply (of which more below). This unequal pressure upon the 
different elements of the production process led characteristically 
to high costs of production, therefore to a narrowing of the 
market, hence to still higher costs and in general to a sharp 
limitation of the development of the capitalistic organization. 
The cost of producing a ton of iron in the Harz rose from 50.14 
marks in the beginning of the eighteenth century to &].38 marks 
in lSoI. The price of a ton· of steel in England rose from 
£21.ns.8d., in rs66, to £50 in 1753. The whole situation was 
well put in the Reminiscences of the Worsted Man. by an 
Octogenarian. a manuscript of the early nineteenth century: ''The 
manufacture was necessarily restricted, and an increased demand 
could not be met by a proportionate increased supply." 

The ultimate limit, however, was set by the approaching and 
visible exhaustion of the forests. European economic life depended 
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upon its supply of wood. Wood was the raw material of dwell· 
ings, of tools, of wagons, and of ships; it was the source of im
portant auxiliary materials, pitch, turpentine, potash; it was the 
ordinary fuel not only of domestic use, but also of industrial 
establishments, potteries, glassworks, lime and brick kilns, and 
above all of the mining and smelting industries. The glassworks 
commonly moved from place to place as the woods were con
sumed. It required from 350 to 1>400 pounds of charcoal to pro
duce 100 pounds of iron bars. A smelter in Lorraine which em
ployed twenty-one men used up 345 acres of timber a year to 
supply half of its demand for fuel. 

The threat to the supply of wood began to be recognized in 
nearly all Western European countries as early as the sixteenth 
century, as numerous ordinances and regulations testify. In 
Venice, the lime burners had been forbidden to use wood "unless 
it were from !stria." In 1560, the burghers of Nevers petitioned 
the king of France to "demolish, suppress, and destroy" all forges 

. within three leagues of the town, in order to insure the domestic 
supply of wood. Their petition was granted. A whole series of 
ordinances through the seventeenth and eighteenth centuries for
bade the industrial use of timber which could be used for build
ing or heating. In the various German states, smelting was re
stricted to a limited season of eight to twelve weeks a year. In 
the seventeenth century numerous ironworks ceased operations 
because of the lack of fuel. In England, aside from the house
building and house-heating demand, the concern for the ship
building industry led to legislation (1559) forbidding ironworks 
within fourteen miles of the coast. The scarcity of fuel grew so 
severe that the eighteenth century saw a decline in the English 
iron industry. In spite of legislative restrictions, however, the 
forests declined in size all over Europe. Tuscany had 3>474 square 
miles in 1400 and 2,435 square miles in 1842. France had 7,500 
square leagues in 1750 and 2,213 in 1825. England in the Middle 
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Ages had sixty-nine forests, in the beginning of the nineteenth 
century only Windsor, Dean, Sherwood, and New Forest. 

The growing deficiency was met by the importation of forest 
products and timber from the forest lands. One of the principal 
items for which the North American colonies of England were 
valued was their forest production: timber, turpentine, and pitch. 
It was the Scandinavian peninsula, however, that offered the 
most available resources: the trade across the North Sea and the 
Baltic became of the greatest importance. Attempts were also 
made to introduce more economical ways of using wood and to 
replace wood by other materials. These had some results, C 

especially in the substitution of soda and alkaline products for 
potash. The substitution of coal as fuel was important only for 
the domestic heating supply. Men had not learned to smelt metals 
with coal or to build ships of iron and steel. It was in these in
dustries that "the crisis of the woods" made itself most clearly 
felt. Anderson in his Origins of Commerce tells us that about 
17>350 tons of iron was produced in England in 1730, "the 
quantity of which, it was said, we could not increase by reason 
of our woods being so far exhausted as to have greatly enhanced 
the price of cord-wood used in the refining of iron-stone." In 
France, "many furnaces have had to be shut down because the 
cost of wood absorbed more than half the value of the product" 
(1836). 

In general, European mankind lacked the wood which under 
the circumstances of the time was necessary to the development 
of its economic life and institutions. The growing wealth which ,/ 
had made the brilliance of eighteenth century life was derived 
from the systematic exhaustion of resources the limits of which 
were already appearing. The woods were going, the colonial areas 
were closing up as expansion areas because of the increasing cost 
of ships, in the homelands the soil was fully exploited and pro
ductive power restricted by the limited supply of men and the 
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limited supply of materials. "Europe's economic culture had ap
parently attained the same point of development which all 
previous cultures had attained and which none of them had sur
mounted." From this point, all of them had collapsed in catas
trophe or had declined into a peaceful, individual economy of 
small agriculture. How Western European civilization surmounted 
its crisis and developed what none other of the historic cultures 
had, even in analogous forms-namely, the institutions of "high 
capitalism"-is our next subject. 
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PART IV 

CAPITALISM DOMINANT 



CHAPTER 1 

THE RELEASE OF ECONOMIC ENERGY 

WE now approach the period in which the capitalistic forms of 
economic activity attained their maturity and full development. 
This was, roughly speaking, the nineteenth century. Certainly we 
cannot with exactness use the year 1800 as a starting point nor 
1900 as a terminus. Indeed, it would be misleading to emphasize 
any two dates as definition for our period. In different parts of 
the European world, the characteristic features of "high capital- r 
ism" appear at various dates from 1750 to 1850. In general, the 
student of historical processes will do well to make his concept 
of the beginning or end of a period very flexible. A garden affords 
a fair analogy: who can say when the growing period begins? 
Is it when the first shoot pushes above the ground, or when a 
majority of the plants have appeared, or when they have all 
emerged? None of these points is exactly satisfactory, and yet 
"growing season" is a useful concept to anyone who thinks 
about a garden. 

The terminus of this period of high capitalism is more definite,) J 
1914. The catastrophe of war affected the economic fabric of 
Europe so radically that no observer of the current economic life 
can feel that it is not something different, a new phase as com
pared with prewar life. But what? It is still too early to judge 
the direction which the latest developments are taking. Hence 
this book contains no attempt to answer that question. Reference 
is occasionally made to matters later than 1914 to illustrate the 
institutions of earlier development. 

What are the characteristics of fully developed capitalism? It 
may be useful to attempt a summary answer before the more 

259 
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extended ariswer to the same question which is implicit in the 
whole content of this Part. In most summary fashion they may 
be said to be: 

(1) The complete disappearance of all precapitalistic insti-

I 
tutions: obviously, communal agriculture, gild industry, town 
commerce, the whole sustenance economy vanish as well as most 
of the compromise shifts which characterize transition. 

(2) The complete attainment of capitalistic character by all 
forms of economic activity, rationalization, depersonalization, ab
straction of the aims of activity as profit. Where these character

I istics arc found, there is the territory of fully developed capitalism. 
Less abstractly, we shall sec a unique development of technique, 

new mechanical inventions, new devices of money and banking, 
pew systems of transportation, new organization of labor force. 

/We shall see the state become the instrument of economic society, 
/ its whole activity conditioned by the purpose of promoting pros-

perity-in contrast to the mercantilist idea that the purpose of 
economic activity was to contribute to the strength of the state. 
. We shall sec new types of men attain the controls of economic life 
and, consequently, of the state: democracy! 

Quantitatively, the nineteenth century saw a great release of 
economic energy. More people, more different sorts of people, 
became ,eaders of capitalistic enterprise and devoted themselves 
more thoroughly to the economic life. 

In 18p, Walter Bagehot in his book Lombard Street com
plained that the older merchant families "who inherited nice 
cultivation as well as great wealth-arc pushed out so to say, by 
the dirty crowd of little men . . • These men want business at 
once and they produce an inferior article to get it." Bagchot's 

J 
complaint reflects one of the great features of high capitalism: the 
extension to new strata of society of opportunities for economic 
leadership. 

The economic leader is per haps as much the creature as the 
creator of his own conditions. Yet, as Bagehot suggests in the case 
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of the new men of his day, something always results from the 
character of the men at the centers of power. The driving force 
of capitalism is the capitalistic entrepreneur. 

Certainly the personnel of economic leadership, in the periods 
of development that we have already examined, shows distinct 
characters in the several periods. In the Middle Ages, the feudal 
prince, the ecclesiastical lord, the head of the village, was the 
natural head of the organically organized agricultural community; 
the patrician merchants were the foremost gild councilors, the 
energetic city officials. In early capitalism, enterprising indi
viduals from every grade of society manifested activity in the new 
economic forms, but it was the princes and their ministers who 
"dragged the plebs by the nose and the arm to the new sources 
of profit." In the later day of capitalism, that function was no 
longer necessary: the market enabled the entrepreneur to. control 
the forces necessary to capitalistic enterprise. 

Through the market, he was able to command the capital of 
other people, instead of or in addition to his own. Through the 
market, he was able to command the services of high-grade 
technicians, accountants, salesmen, efficiency engineers, upon 
whom devolved many of the functions that eighteenth century 
and earlier entrepreneurs regarded as their own particular con
cern. Thus the entrepreneur or business man tended to limit his 
activities to generalized problems of policy and diIection, the 
choice of men and of measures, as against participation in the 
making or seiling routine of his establishment. 

Because the margins of the concept "entrepreneur" are rather 
uncertain, it is necessary to make two rather fine distinctions. A 
cost accountant, discovering that a certain reorganization of a 
business wiIl save 10 per cent of the costs of production, may 
report his discovery to the manager. He has shown the quality of 
enterprise and indeed has performed one of the functions of 
enterprise, but he is not the entrepreneur. The man who, at the 
risk of profits, decides that the change shall be made is the en· 
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trepreneur. On the other hand, an entrepreneur who has risen 
from the ranks is very likely to participate in the operation of 
some function that was interesting to him, as a general might 
continue to be a sharpshooter: in so far as he does this he is not 
pure entrepreneur. 

This abstraction of the function of enterprise has made pos
sible a "lateral" integration of the function. A comparatively small 
number of directors act as leaders for a whole series of enterprises. 
In 1912, the ten members of J. P. Morgan & Co. held sixty-three 
directorships in thirty-eight corporations with a total capital of 
over $10,000,000,000. 

Among modern entrepreneurs, three types may be dis
); tinguished: the technician-specialist, the seller, the financier. The 
/ technician-specialist starts with a product, an invention or a com

bination; the salesman takes the point of view of the market; 
the financier provides the necessary capital. Ford, in his first 
phase, was an example of the first type and later also of the 

.second; Edison was especially an example of the first type in al
most pure form; Carnegie, Krupp, Siemens, Sir Alfred Pearson, 
of the first type; Raskob, Schulte, Penney, Woolworth in America, 
Selfridge and Lipton in England, Rathenau in Germany, of the 
second type; Morgan and Vanderbilt in America, Sir Alfred 
Mond in England, Loucheur in France, Stinnes in Germany, are 
or were examples of the financial entrepreneur. 

To a surprising extent, these groups are "first generation"-that 
is, made their position as leaders without the aid of social or 
property inheritance from their families. Chapman and Marquis 
have shown statistically that about three quarters of the leading 
figures in the English cotton industry were "first generation." In 
the United States, Carnegie, H. H. Rogers, J. C. Penney, Harri
man, Ford, Firestone, Raskob, are only types, many times re
peated, of this same phenomenon. In Germany, the majority qf 
leaders seem to come rather from the moderately poor. Ballin, 
the great shipping magnate, began life as an emigration agent; 
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Dernburg and Helfferich, financial magnates, came from profes
sional families; Siemens, one of the great founders of the A.E.G. 
(Allgemeine Elektrizitatsgesellschaft), was an artillery lieutenant 
when he started as a builder of telegraph lines with 6,000 thalers 
which he had to borrow. 

On the other hand, active economic leadership continues 
dynastically in only a few cases: the Rothschilds were exceptional 
as long as they maintained their active leadership, as are the 
younger Rockefeller and the younger Morgan in this country. 

The leadership in economic enterprise seems to have passed 
rather defiuitely to lands at least nominally and traditionally 
Germanic. England, Germany, and the United States in 191O-19II, 
produced 75 per cent of the cotton yarn, 78 per cent of the steel, 
82 per cent of the coal. Another racial character obvious every
where is the prominence of Jews: in Germany before the war, 
13.3 per cent of the directors of industrial enterprises were Jewish, 
although the Jews formed only about 1 per cent of the population. 

A characteristic of capitalism has been the intensification of ac- \ J 
tivity. "Time is money" might be a very modern proverb. It was \ 
only in the nineteenth century that the careful measurement of 
time in relation to industrial and commercial processes became 
general: the culminating example, perhaps, is the efficiency 
engineer studying the movements of the coal heaver with a split
second stop watch. All industry has been permeated with the 
most accurate methods of adjusting effort to aims. At the same 
time, capitalistic enterprise has extended itself over all sorts of 
economic activity, among the laboring and salaried classes, and 
over the whole face of the earth, to the innermost parts of the 
most remote areas: the fur trapper of the Siberian wilds is linked 
to the London market. 

This huge release of economic energy, which is perhaps the 
most characteristic feature of "high capitalism," seems to rest 
first of all on certain new psychological attitudes. The democrati
zation of enterprise which has been noted, must of itself have 



• 
:z6.t THE HISTORY OF THE ECONOMIC INSTITU110NS OF EUROPE 

brought opportunity to more individuals of the entrepreneur type 
than was offered by a society in which such opportunity was de
pendent on the possession of wealth. The Faustian impulse of 
unlimited attainment "grew by what it fed upon," and especially 
among Germanic peoples and Jews led to the intense devotion 
to business with which we are familiar. In the second place, the 
specialization of function already noticed made possible the "pure" 
entrepreneur, while the devolution of collateral functions opened 
a way of approach to the function from below. In the third place, 
for traditional religion has been substituted a belief in "progress" 
and a concept of economic activity as in some way a form of 
duty, even as an object of love, to which the capitalistic man turns 
as a source of joy, to which he religiously devotes his life. 

External influences also favor this release of energy. The "new 
men," whether from lower ranks of society or from colonial areas, 
are free from limiting traditions and customs. They are free, 
under modern conditions, from the timidity of the owner of 

.capital: they characteristically work with the capital of others, 
who, even when legally in a position to act, like the common 
stockholders of the American Telephone and Telegraph Com
pany, generally do not even trouble to send proxies. They are 
free from traditional morality based upon religion. This is not 
to say that business men have no morality, but that their morality 
has only a weak connection with the historical morality of, say, 
the Middle Ages. An example that serves as well as any: on nearly 
every Gothic cathedral is found a representation of the virtues and 
vices, and among the latter is nearly always found the vice of 
-ambition I 

Then, too, the increasing technical difliculty and complexity 
of eco~omic life has called forth great energy. Competition has 

\ necessitated more exact control of costs, more rational price
setting, "more intense advertising. The increasing cost of labor 
along with other factors has compelled the transition to higher 
technical forms-machines, elaborate discipline, "efficiency." The 
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scarcity of labor in the United States, for example, has made the 
introduction of "labor-saving" machinery almost everywhere 
profitable. Labor agitation has imposed upon industry the need 
for more intensive management to increase gross profits and to 
cover the increased costs. "Fortunate those capitalisms which are 
confronted by an aggressive proletariat" (La Gardelle). The in
crease in population has meant an increase in the number of 
each generation who are compelled to turn to economic activity. 
Social pressure leads even the already wealthy to an active partici
pation in economic life. 

In more positive fashion, modern economic society seeks out its 
leaders and in a sense creates them. Every expansion necessitates 
new recruits: they are obtained by systematic efforts. For ex
ample, the Westinghouse Electric Company, the Standard Oil 
Company, and many other corporations and firms formerly sent \ 
representatives to the colleges every year to pick men who with 
training might become the "executives" of the future. Every 
technical novelty wakens and extends the spirit of enterprise: 
witness the movies, the radio, the airplane. 

The constantly increasing size of economic units increases the 
productivity of their leaders. The characteristic projection of 
plans and policies into the future increases the range of the en
trepreneur's activity. The necessity of rapid turnover means a de
mand upon the entrepreneur for more rapid processes of business. 
The increase of wealth experienced by individuals leads them to 
seek still greater wealth. The hope for "extra profit," by the 
improvement of some process, leads to the restless pressure for 
improvement regardless of personal considerations. 

The capitalistic enterprise' becomes wholly materialized, de- v 
personalized. The beginnings of the concept of the "business" as 
a legal, accounting, and credit entity have already been discussed. 
The economic establishment now transcends the individual eco
nomically active man who is a part of it, and lives after his life 
has ended. The single aim of the capitalistic enterprise is profit. 
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Ford, who insists that "service for the common good" is his per. 
sonal aim, says that "my work wouldn't be of consequence if I 
did not also produce a measurable profit for myself and my asso
ciates." The other motives, desire for power, reputation, sense of 
duty, common good, are subordinate to, conditioned by, the one 
necessity for profit. Lest this seem to be invective, it is well to 
recognize the literal truth of Mr. Ford's statement. Granted that 
his activity is beneficial to society, it is obvious that if it had been 
unprofitable or were now unprofitable the investment in it would 
be converted to other uses. The profit that has passed into his 
and other private hands might conceivably be used as endowment 
to make up losses due to selling the product below cost: that' 
would not be "business" but charity, anet in the rationale of 
capitalism would have to be justified as charity. This "objectified" 
system has its own rationale promoted by business magazines, 
schools of business, mechanical ollice devices, etc. It has its own 
virtues: Industry, Frugality,' Stability. This purely objective, mao 
.terial character of capitalistic motivation means simplification and 
therefore intensification. It means the unification of economic life: 
the common single aim obliterates differences of detail. 

In one sense personality has disappeared before the all· 
enveloping uniformity of the economic machine. Japanese are 
wearing trousers and straw hats in order to fit into the capitalistic 
scheme. The whole earth is covered with countless establishments 
erected.after the same pattern, as the best available means to the 
common end, profit. Variety, individuality, are impossible except 
as eccentricity. 

In another sense, personality is even more important than ever. 
The huge organizations that modern businesses have become 
_equire strong hands to guide them and control them. ''The 
modern system requires for its administration a higher intelli· 

1 Mr. Ford has adopted the new principle that saving is economically disadvantageous. 
Thil doctrine is one of the signs that we are passing out of the conditioDi of "higb 
capitalism" to something dse. 
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gence than the old." When the capitalistic entrepreneurs were 
driven out of Russia by the Revolution, the whole capitalistic 
economy stopped until the new government developed function
aries to take their place and do their work. 

NOTE: In this section, the United States and Japan will he 
referred to, without further explanation, as parts of the modern 
capitalistic Europe. It is perhaps in the United States that capital
ism developed first its most characteristic and its purest forms. 
From the standpoint of this hook, a common economic-historical 
character is more important than geographical or political sepa
ration. 
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CHAPTER II 

THE NEW MERCANTILISM AND THE NEW 
IMPERIALISM 

THE state became the servant and instrument of economic society 
capitalistically organized, rather than its master and director as 
it had been in the period of early capitalism. Regardless of varia
tions and changes in the political forms, from the democracy of 
England to the czarism of Russia, in all the countries of Europe, 
the same general policy was followed, the same laws were estab
lished to protect and further the institutions of capitalism. 

The nineteenth century state contained in itself two mutually 
contradictory principles. On the one hand, it pursued a power 
policy, much after the manner of earlier capitalistic states it la 
Machiavelli, the object of which was "prestige," "a place in the 
sun," "manifest destiny" -expressions that only modernize 
Machiavelli's "glory of the Prince." On the other hand, at the 
same time, in domestic affairs its avowed purpose was the promo
tion of "progress and prosperity." The contradiction between 
these two aspects of the state was not, of course, fully visible 
until the World War, but even in 1914 many people, with per
fectly sound logic, declared that the financiers and the industrial
ists would not permit war. That they were mistaken only illus
trates the profundity of the contradiction. 

The state had become purely secular, independent of any ex
ternal sanction, completely sovereign, and therefore indifferent 
to religious divisions, although state churches survived as relics 
of an earlier time. It had become thoroughly individualist. Citizen
ship had become purely citizenship in the state, free of any con
nection with local or personal bonds. The community solidarity 
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which was characteristic of the Middle Ages was pushed aside 
and replaced by the principle, "Every man for himself." To the 
conflict of individual interests, the state remained purely neutral. 
It was nominalist: that is to say, it rested, so far as internal politics 
was concerned, upon the philosophic concept that reality existed 
only in the individual, that the state had no reality, but was only 
a name for certain relations between individuals. In external 
policy, however, it rested upon the opposite concept, that the 
state was a real entity, which had purposes, interests, desires, 
which transcended the interests, purposes, desires, of any indi
vidual citizen or subject or combination of them. This general 
characteristic becomes more concrete and more obvious as the 
acts of the state in internal and in external politics are examined. 

EcoNOMIC l.EGisuTION 

In internal politics, the following general characteristics are 
.observable. (I) The notion that a .public-E§ce was the private 
possession of its holder disappeared. With its disappearance, came 
a sharp distinction between public law and private law: all eco
nomic activity became a matter of private law. Specifically, the 
purchase and inheritance of offices disappeared, and the official 
became a public servant, in clear contradistinction to the private, 
economically active person. (See The Fall of Feudalism in France, 
by Sydney Herbert). (2) As corollary, economic life was freed 
from the restrictions of public law. The legal regulation of 
economic life was abandoned and replaced by a system of sub
jective rights, unrelated_to any duties. The action of the French 

"tOrlstituent Assembly in 1789-is typical. When it was urged that 
a declaration of duties should accompany the Declaration of 
Rights which established the modern right of property in France, 
the Assembly rejected the proposal by 750 votes to 433. When, in 
the course of the nineteenth century, many labor laws were passed 
in various countries of Europe, always over strong opposition, 
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both advocates and opponents used the argument of "liberty." 
The opponents alleged that the measures proposed interfered with 
liberty of contract. The advocates of the measures argued that 
such measures were necessary to give the weaker elements "lib
erty" in the face of the more powerful. (3) In cWltent, economic 
legislation was characterized by a thoroughgoing support of the 
essential capitalistic principles. ~Q()m of industry, that is, the 
right to labor as, when, and where the individual chose, freedom 
of contract, freedom of ownership (the right to use, abuse, or 
destroy), the right to dispose of property at will, the indestruct
ibility of property right, became the common law of all European 
countries and expressed their complete acceptance of capitalism 
as the norm of economic life. 

The mere catalogue of the legislation in the several states de
signed to clear the way for capitalistic construction would in it
self run to several large volumes. What can be attempted here 
is only a summary reflection of the range and general character 
of that legislation. 

Agricultural economy was modernized by the abolition of serf
dom, the dissolution of communal agriculture, and the abolition 
of privilege connected with property. In England, serfdom had 
become obsolete by the sixteenth century and never was abolished J 

by any specific legislation. In France, the Revolution swept away 
the vestiges of serfdom, already in large measure obsolete. In 
Germany, the reforms of Stein and Hardenberg included the 
destruction of serfdom. Slavery was abolished in the English 
colonies in 1833 and in the United States in 1865. 

Communal agriculture, the old medieval village system, lasted 
in all European countries until the nineteenth century. In Eng
land private enterprise, after an outburst of "enclosing" in the 
interests of the wool industry in the sixteenth century, which 
affected about three per cent of the soil, completed the process 
between 1700 and 1850. The Enclosure Acts, which were private 
acts of Parliament, obtained by agreement among all concerned, 
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converted the open-field systems of specified villages into "en
closed fields," that is to say, from the economic point of view, 
into private property to be used as the owner chose. The follow
ing table is a fair index of the disappearance from England of 
that most uncapitalistic institution, communal agriculture: 

NUMBER OF ENCLOSURE ACTS BY DECADES 

1760-1769 385 
1770-1779 660 
1780-1789 246 
1800-1809 847 

1810-1819 853 
1820-1829 205 
1830-1839 136 
1840-1844 66 

In France, the Revolutionary confiscations of feudal and church 
property involved the establishment of the concept of full private 
property in land. In Prussia, the process was begun by Stein 
and Hardenberg in 1807, but not completed until the decade 
.1850-1860. 

Commerce and industry were similarly freed of the old re
strictions. In England, again, the process began early; as early 
as 1650, complaints are heard of the "complete freedom" of the 
country weavers. In 1624, the English Parliament abolished 
monopolies, but in the same act made provision, in a wholly 
modern spirit, for the protection of monopolies granted to in
ventors. Turgot attempted to abolish the gilds during his short 
ministry (1776); after his fall they were restored, to be abolished 
again in 1791. Napoleon attempted to reconstitute them in much 
modified form (1801), and after his fall they gradually disap
peared (the Printers' Gild in 1870). Industrial freedom was 
decreed in Prussia in 1810, but did not become effective and gen
eral in Germany until 1869-

In the field of commerce and transportation, the characteristic 
act was the abolition of interior tariff barriers. This problem 
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had never, properly speaking, existed in England as a hindrance 
to capitalistic development. In the United States, the Constitution 
of 1789 put an end to all tariff barriers between the several states. 
The Constituent Assembly swept away the whole complex sys
tem of interior tariff lines in France. In Germany, the customs 
union of 1833 reduced the number of tariff lines, and the founda
tion of the Empire in 1870 completed the process. 

Much was done to promote the security of economic activity. 
In 1836, Sir Robert Peel established the first disciplined police 
force. Business law was developed to provide adequately for the 
new economic relations (e.g., the Fourteenth Amendment to the 
Constitution of the United States, and the Code de Commerce of 
Napoleon I); rapid judicial machinery for business purposes was 
established (the commerce courts of France and Germany). 
Effective protection was provided for patent and trade-mark prop
erty. In all European countries, rational money systems, unitary, 
gold standard, with thoroughly organized subsidiary money, 
paper money, and banknote systems were established. The Bank 
of England was founded in 1694, the Bank of France in 1800, 
the Prussian Bank in 1846, the Reichsbank in 1875. In every 
country but the United States and England, a rational system of 
weights and measures was introduced, and definite scientific 
standards maintained for extension, weight, and time. The monu
mental act was the adoption of the metric system by the French 
National Convention in 1794. 

In many ways the liberal state positively promoted capitalistic 
development, especially by undertaking the duty of instruction, 
both general and technical, by advertising devices like expositions, . 
by the granting of privileges for socially (capitalistically) useful 
enterprises. The ideal in the matter of education-"universal, free, 
and obligatory"-was attained by all the leading capitalistic coun
tries except England before 1914. In the field of technical educa
tion, Germany was in advance of the other countries: the first 
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technical higheI school was established in Brunswick in 1745. 
';rhe Crystal Palace exposition in 1851 was the first of the "world's 
fairs" which have become so frequent since that time. In the 
United States, the whole transcontinental railroad development 
was promoted by enormous grants of land by the F edeIal gOVeIn
ment. States and communities bought stock and loaned money to 
support more local lines. 

The significance of legislation may easily be exaggerated. Cer
tainly in laIge paIt, capitalism developed outside the law in 
quasi-revolutionaIY fashion, and the conformity of the nineteenth 
century liberal legislation to capitalistic norms is meIely a symptom 
of the victory which capitalism had won before it was enacted. 
Some of the legislation swept away obsolete vestiges that WeIe of 
no great positive importance, such as the gild organization; some 
was necessary for any radical reform, as in the case of agricultural 
organization and·of internal wiff systems. 

INTERNATIONAL TRADE Rm.ATIONS 

In external economic relations, for a moment, capitalistic Eu
rope seemed to adopt the liberalism which was the common 
chaIacteI of its inteInal organization. In the middle of the cen
tury, it seemed that economic freedom was to be established 
not only within the several states, but even OVeI the whole of the 
European economic system. Europe was to become an economic 
cosmos in which the individual was to act as freely as he was 
accustomed to acting within his own state. "Free Trade" was 
the symbol of this movement. England abandoned the protection
ist system in 1840, and in the first half of the 1850's most of the 
countries of Europe and the United States (1846) revised their 
tariffs in the libeIal sense, that is to say, reduced them to taIiffs 
mainly for revenue. In 1860, the English and the French or
ganized a policy of free trade by the Cobden Treaty, which was 
extended to otheI important paIts of Europe by the French 
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through similar treaties with Belgium, Italy, the Zollverein (Ger
man Customs Union), Austria, Switzerland, Sweden-Norway. • 

The free-trade movement, however, proved to be only an in
cident, and before long the traditional handling of commercial 
relations as a phase of power politics reestablished itself, as strong 
as it had been in the palmiest days of mercantilism. Indeed the 
successes of the free-trade movement were more apparent than 
real. In England, free trade happened to coincide 'with national 
economic interest. The immense advantage which England held 
as a result of her specially rapid advance in productive power 
during the early part of the century, put English industry beyond 
fear of competition and in need of external markets. Cobden, .../I 
the great apostle of free trade in England, found himself com
pletely without a following when he attempted to create a move
ment for the surrender of the colonies. In France, he estimated, 
nine out of ten Frenchmen were opposed to the liberal commercial 
treaty of 1860. Russia never had been drawn into the liberal move
ment and went her own way. At any rate, in different ways in 
different counuies, the mid-{;entury economic liberalism gave way 
to a renewed management of external economic relations in terms 
of power, to a new mercantilism. In contrast to the old, the new 
mercantilism was detennined by the interests of capitalism, or 
rather of the several national capitalisms. 

In all the countries of continental Europe and the United States, 
the protective tariffs were reestablished. In France, the protection
ist reaction began before the fall of the Second Empire, and after 
a ten-year battle over the Cobden treaty, attained victory in the 
tariff of 1881. In the German Empire (originally and by in
heritance from the Zollverein liberal), Bismarck turned at last 
in 1879 to protectionism. In the United States, the Civil War 
compelled the establishment of high tariffs by way of compensat
ing for the very high internal revenue taxes, and since then, in 
spite of slight reactions in 1892 and 1913, protectionism has 
persisted. 
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THE NEW CoLONIALISM 

The leading powers also adopted a new expansionist policy 
aimed especially at the extension of the national economic con
trols beyond their own boundaries. In part what was sought was 
a loose form of purely financial control, as in the case of the 
South American countries (to be discussed in connection with 
the export of capital). Another characteristic form was the estab
lishment of limited political control (protectorate, advice, etc.) 
as in Egypt, Persia, and China. In addition, there was a remark
able extension of the more direct colonial enterprise in which the 
"sovereignty" of the colonizing power is extended over a foreign 
area. The following table indicates the importance of this move
ment in the last quarter of the century: 

REmON 

Africa 
Polynesia 
Asia 
America 
Australia 

PERCENTAGE CoN'I1tOUED BY EURO-

PEAN POWERS AND THE U.S. 

1876 I'}OO lncrt:ast: 
10.8% 904 79.6 
sli·8 9I!·9 42-1 
51.5 56.5 5.0 
27·5 27.2 -·3 

100. 100. 

The percentage of the world area controlled by the European 
powers and the United States rose from 284 in 1862 to 623 in 
1912 As a standard of comparison, the economic unity embodied 
in the Roman Empire under Augustus extended over 1,200,000 
square miles. In 1912, the European capitalistic powers politically 
controlled in various ways 32,360,000 square miles. 

Along with this extension of political control went an increase 
in military expenditure, which only in part followed the lines of 
capitalistic development (d. German efforts to control African 
territories with German capitalistic interests in South America). 
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The expenditures of the three leading European States for army 
and navy grew as follows (in millions of dollars): 

Great Britain, 1875, 133.2; 1907-1908,291.8; 1913-1914,385.0. 
France, 1873, 137-4; 1!)08, 243·7; 191s-1914> 277·2. 
Germany, 1881-1882, 106.5; 1!)08, 2!)0.5; 191s-1914> 352.7. 

The expenditure per capita rose in Great Britain from $4.00 to 
about $8.50; in France, from $3.80 to $7.10; in Germany, from 
$2.36 to $5.87. 

It is then not without reason that the period preceding the 
World War is commonly called the Age of Imperialism. The 
relation of capitalism to imperialism is not easy to define. The 
Bolshevists and Marxists (not Marx) generally have a definite 
dogma: Imperialism is the dominance of financial capitalism. This 
is untenable. Neither Russia nor Japan before the war had an 
expressly organized financial capitalism: in England, it did not 
have the importance that it did in Germany or the United States, 

. and it was not the financiers but the exporting industries whose 
interests were served by English expansion; Switzerland had a 
most highly organized financial capitalism without, apparently, 
any imperialistic urge. The motivation of imperialism has many 
aspects-political, military, religious, sentimental, and finally (and 
by no means in smallest degree) capitalistic. 

It is the significance of imperialism for the final development 
of capitalism to which the attention of the student of economic 
history should be directed. As we have already seen, the develop
ment of capitalism was closely connected with the development 
of strong absolute states, both as cause and as e1fect. imperial
ism is in a way an incidental symptom of the power which 
modern economic organization has given to the state. The ex
pansionist impulse did not result in any particular advantage 
under nineteenth century conditions for the imperial power con
sidered simply as an economic entity. All over the British Empire, 
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for example, foreign trade relations with other powers grew more 
rapidly than with England; between 1899 and 1913, the imports v 
of the several parts of the Empire from England rose 73 per cent, 
from other countries, 140 per cent; exports to England rose 122 

per cent, to other countries, 170 per cent. The figures for the 
French colonies show a more favorable position for France. 

It is also to be noted in the case of the English figures, that 
the earlier English ascendancy in industrial methods, which might 
be regarded as abnormal, made percentile and absolute increase 
normal for her competitors as they also learned to use the same 
or equivalent tools and organization. The figures would be more 
nearly valid if it could be known what the growth of English 
trade would have been in the same areas without political co.!!
trol. The fact remains, however, that the market opportunities 
created by imperialistic expansion do not compare in significance 
with the market opportunities in nondependent areas or even in 
areas dependent upon other imperialisms. 

It is rather in a special kind of export, capital export, that we 
find a feature of colonial control of the highest significance for 
high capitalism; political control undoubtedly facilitated the ex
port of capital from the controlling country to the country con
trolled. The export of capital will be more fully discussed in 
Chapter VI. 

Finally, the advancing militarization common among all the 
world powers, incidental to their imperialism, has involved a great 
demand for war materials and thereby has strongly reinforced 
the development of the "heavy industries," and their fully capital
istic organization as trusts. and cartels. 

The nineteenth century states were subservient to the needs of 
capitalism, but they did not in the long run prove adequate. Eco
nomic life showed a marked tendency to coincide with the general 
limits of the culture, rather than to limit itself within the bounds 
of the several national states into which the culture was divided. 
Governmental instrumentalities and political organization of a 
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wider range were required. Thus in the several decades before 
19140 international and even supernational institutions came to be 
established in considerable numbers. We are not here concerned 
with the religious and humanitarian international movements 
against war, but with organizations specifically created in re
sponse to the demands of modern business. Commercial treaties, 
for example, have increased enormously in number and in range, 
and have displaced the purely political combinations and settle
ments as the main body of international agreements. Up to 1786, 
it was quite normal that the two nations economically most ad
vanced in Europe, France and England, should have no com
mercial treaty between them. By 19140 it was only under ex
ceptional circumstances that such powers did not have at least one 
commercial treaty with each other nation, not to speak of the 
numerous treaties with lesser powers, such as chiefs of tribes. 

Even more significant of this international or supernational 
character of capitalistic economic life are the general treaties which 

. included all states, or at least all concerned and took an almost 
constitutional character in that they frequendy established quasi
governmental organs, international bureaus, for their administra
tion. Such were the international river commissions which con
trolled the Danube and the Rhine, the Latin Monetary Union, the 
International Postal Union, and the International Bureau of 
Weights and Measures. The number of such organizations in 
operation at di1Ierent periods shows a rapid increase: 

Before 1857 
1870 
1880 

7 
17 
20 

Before 1890 
1900 
1910 

31 

61 
loB 

The thoughtful student will recognize that this development, it
·self a product of the otherwise state-bound capitalism, is an im
portant qualification of the fundamental principle of the modern 
state-its "sovereignty" and self-suffieiency. 



ECONOMIC POLICIES :z8I 

REFERENCES FOR FURTHER READING 

Sombart, W. Der moderne Kapitalismus, vol. III, pp. 42-'73' 
Knight, Barnes, and Fhigd. The Economic History of Europe in Modern 

Times (1928). 
Ogg and Sharp. The Economic Devdopment of Modern Europe (1926). 

THE MODERN STATE 

Laski, Harold. Authority in the Modern State (1919). 
Meinecke, Fr. Die Idee der Staatsrason in der neueren Geschichte (1924). 
Tonnies, F. Gemeinschaft und Gesdlschaft (1887). 
Weber, Alfred. Die Krise des modernen Staatsgedanken in Europa (1925). 

DoMESnc Poucy 

Cunningham, W. The Growth of English Industry and Commerce in Mod-
ern Tunes ('903)' 

Fisher, Irving. The Purchasing Power of Money (19'3)' 
Leist, A. Privatrecht und Kapitalismus im XIX Jahrhunden (19II). 
Levasseur, E. Histoire des classes ouvriercs et de l'industrie en France de 

1789 it 1870 (2nd ed. 1903). 
Myers, G. History of the Great American Fortunes (3 vols. 19II). 
Rogers, Thorold. The Industrial and Commercial History of England (2 

vols., 1895). 
De Ruggiero, Guido. Storia dd liberalismo Europeo (1925). 
Sie, Henri. Esquisse d'une histoire du r~gime agraire en Europe aux 

XVIII' et XIX' siecl .. ('921). 
Sombart, W. Deutsche Volkswinschaft im XIX Jahrhundert (6th ed. 

1925)' 
Sugar, Otto. Die Industrialisieruag Ungarns unter Beihilfe des Staats und 

der Kommune (1908). 
Haney, L. T. A Congressional History of Railroads in the United States, 

1850 to 1887 (1910). 

ExnaNAL EcONOMIC Poucy 

Ashley, P. Modern Tarilf History (2nd ed. '9.0). 
Bastable, C. F. The Commerce of Nations (9th ed. rev. by T. E. Gregory, 

'923)' 



282 THE HISTORY OF THE ECONOMIC INSTITU110NS OF EUilOPE 

Bonn, M. J. Der moderne Imperialismus (1913). 
Bowman, I. The New World (1922). Several later editioD5. 
Cunningham, W. Rise and Decline of rhe Free Trade Movement (1904)' 
Dilke, C. Problems of Greater Britain (1890)' 
Fried, A. H. Das internationale Leben der Gegenwart (1908). 
Fullerton, W. M. Problems of Power (1913). 
Hobson, J. A. Imperialism: A Study (1902). 
Hughan, Jessie W. A Study of International Government (1925)' 
Lenz, Friedrich. Macht und Wirtsehaft (1916). 
Madelin, L. L'Expansion fran~ise (1918). 
Meredith, H. O. Protection in France ('9°4), 
Nealing, S., and Freeman, J. Dollar Diplomacy: A Study in American Im-

perialism (1925). 
Reinsch, Paul S. Public International UniOD5 (19,6). 
Seeley, J. R. The Expansion of England (1883). 
Taussig, F. W. The Tariff History of the United States (7th ed, 1923; 

8th ed., 1931). 
Veblen, Thorstein. Imperial Germany and the Industrial Revolution 

(1915). 
Wallace, W. K. Greater Italy (1917). 
Weber, Max. Der Nationalstaat und die Volkswirtschaftspolitik (1B95)' 
Zimmermann, A. Die Handelspoliti!< des Deutsehen Reicbs VOm Frank-

furter Frieden bis zur Gegenwart (1899). 



CHAPTER III 

MODERN TECHNIQUE AND ITS APPUCATION TO 
INDUSTRY AND COMMERCE 

NINETEEN'IH CENTURY INVENTION 

MODERN industrial technique in contrast to sixteenth and seven
teenth century technique became scientific. Theory and practice 
are no longer two separate worlds: the radio is an example of the 
way in which the most abstruse scientific principles are worked 
out into a product of common use. The basic developments of 
industry are therefore closely connected with the great scientific 
discoveries. Modern mechanics rests upon the foundations laid 
by Galileo and Newton, the development of analytic mechanics 
by Euler, Maclaurin, and Lagrange, and the founding of the study 
of dynamics by Poinsot and R. Mayer. Modern chemical industry 
is the creation of men like Lavoisier and Priestley, the founders 
of modern chemistry, Wiihler and Von Liebig, who laid the 
foundations of organic chemistry, and Kekule and Van't Hoff, 
who opened the great field of stereochemistry. Electrical indus
try is the application of the results of Faraday and Ampere, of 
Gauss and Weber (conduction), of Maxwell and Hertz (wave 
theory). 

The processes of industry have become like the scientific processes 
upon which they depend. The empirical standards of the early 
handicraft processes have been displaced by scientific standards. 
When blast furnaces were introduced, they were supposed to be a 
failure, because they turned out cast iron. The reason was very 
simple by modern standards: the new process left bchind more 
than two per cent of carbon in the iron; the old process left less 
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than two per cent. Men had empirically hit upon a workable 
contrivance without knowing what the condition of workability 
(the control of the amount of carbon) was. The transmission of 
technical knowledge has become impersonal. While the master 
is still useful for psychological reasons to the budding engineer 
or chemist, everything about industrial processes is put down in 
mathematical or chemical terms, so that it could be reconstituted 
if all the "masters" died tomorrow. The tendency has been to 
use the scientifically developed machine in the place of all hu
man effort. Thus, automatic power devices have largely replaced 
human muscle power in lifting and transporting materials. Thus, 
physical controls, such as thermostats and automatic measuring, 
weighing, and timing devices, have replaced human watchfulness. 

What is the explanation of the extraordinary outburst of 
technical invention in our time? Really it is possible only to go 
back one step or so, and the problem of essential cause remains 
insoluble. Some conditions were obviously favorable. The ad
vance and organization of scientific knowledge is certainly one 
~f those conditions. The favorable reception of new mechanical 
ideas is not only effect but cause: Pascal in the early eighteenth 
century noted that the inventor was regarded with a certain 
hostility by those who did not invent. Every new invention creates 
a demand for others. After the invention of the "Hying shuttle" 
(1738), the English Royal Society offered a prize for the inven
tion of a machine that would spin several threads at the same 
time. The new standards of economic activity, especially the 
normalization of competition, which were a phase of developing 
capitalism, assured a welcome to new devices of production. 

Many of the great inventors were men who had no pro
fessional training in the industries in which their inventions were 
made. Edmund Cartwright, who invented the power 100m, was 
a clergyman; Eli Whitney, inventor of the cotton gin, was a school 
teacher. Ernest Solvay was "ncither engineer nor chemist," and 
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Bessemer, who made modern steel development possible, was a 
manufacturer of bronze gildiog-powder. Some were workmen: 
James Hargreaves, the inventor of the spinning jenny, was a 
weaver, as was also Samuel Crompton, the inventor of the "mule." 

Most inventions, however, have resulted from the systematic 
efforts of trained men, either scientific researchers, such as Baeyer, 
the inventor of the artificial indigo, and Lewis the inventor of 
lewisite, or active engineers and industrialists, such as Werner 
Siemens. Inventing has finally been organized in great research 
establishments which are a part of all great industries and even 
of great single firms. Mr. Edison, perhaps, was the outstandiog 
example of a man who made an industry of invention itself. 

The general trend of technical development has been toward 
the economic emancipation of men from the limits of organic 
nature. Above all, wood has been displaced by various kinds of 
iron and other minerals for all major forms of buildiog, heating, 
and machinery. Animal and vegetable oils have been displaced 
by petroleum products for lighting and lubrication. Vegetable 
and animal dyes have been replaced by coal-tar products. Organic 
potash and ammonia have been replaced by synthetic products. 

Generally speaking, the whole enormous expansion of modern 
economic life is due to this substitution of the more rapidly avail
able mineral materials for the slowly growing animal and vege
table material. The central fact, which brought capitalistic society 
past the crisis of the late eighteenth century, was the substitution 
of coal for wood. 

Processes of production were, of course, profoundly modified 
by the new technique. Only the organic processes such as growth 
and fermentation remained substantially unaltered. Chemical 
processes became more purely chemical by eliminating mechanical 
elements, as, for example, when the press process was displaced by 
the diffusion process in the beet sugar industry (1865). They also 
became more independent of organic materials and instruments by 



:z86 THE HISTORY OF THE ECONOMIC INSnnrnONS OF EUROPE 

the elimination of wood and charcoal for heating, by the elimina
tion of men by mechanical controls (thermostatic, etc.), and by 
the direct utilization of the air (nitrogen production). 

The changes brought about by machines were of the same gen
eral sort. A machine is a series of movable elements connected 
in such a way that simple power of any kind applied at one 
particular element of the series moves another element or ele:
ments of the series through a uniformly repeated line or pattern, 
and by the contact of this element or elements with other ma
terial (or materials) modifies it (or them) or combines them in 
conformity to a preestablished pattern. The whole of a machine 
falls into three parts: the motor (power machine), the trans
mission, and the working (producing) element or elements. A 
machine is complete only when all three factors are completely 
automatic, a condition that is only approached, since back of 
most automatic machines is some miner digging coal. Machines 
driven by water power (mills, electrical generators), approach 

. more closely the fully automatic standard. 
New motors or power machines permitted the utilization of a 

new series of powers. Up to the development of the steam engine, 
men, animals, wind, and falling water were available as industrial 
power.' Modern technique has utilized three new forms: steam, 
electricity, and internal combustion. 

The steam engine was developed during the eighteenth century. 
Denis Papin, a professor at the University of Marburg, was the 
first man in modern times to use steam to drive a piston (about 
1681), but his boiler was only a kitchen pot. The rapid condensa
tion of steam in a cylinder by a jet of cold water was utilized by 
Thomas Savery (1698) and Newcomen (1705) to produce a 
vacuum, working against which atmospheric pressure gave enough 
power to operate a mine pump. In 1763, James Watt, a Scotch 
instrument maker, began working on an improvement of the 
Newcomen engine which proved to be revolutionary: abandoning 

1 See part n, chap. u. 
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the vacuum device, he closed both ends of the cylinder and pro
vided for the propulsion of the piston in both directions alter
nately. Later improvements by Watt, the crank, the flywheel, 
coordinated valves and the steam governor. made the steam engine 
what it was to remain, except for refinement of details, for an
other century, until the steam turbine was developed. 

The application of this newly devised power machine to in
dustry is a long story, and only its high points can be indicated 
here. It was less rapid than one would expect. Only after 1815 did 
steam power bec,lfue predominant in machine industries. Watt 
made his improvement in connection with a mine pumping ma
chine, and after 1'J90 it rather rapidly displaced the Newcomen 
engine in English mines. In the iron industry, it soon followed 
with the introduction of the cylinder blower for use in coke 
smelting (1760), and was used by Smeaton after 1790. In 1785, 
steam was first used for power in a cotton mill. In 1856, it was an 
essential feature of Bessemer's new steel-making process. Through 
the labors of John Fitch and especially of Robert Fulton, it was suc
cessfully applied to transportation on interior waterways (1807) 
and later on the ocean (Sirius and Great Western, 1838). Steam 
transportation on land was first achieved in an economically use
ful way in 1825 with George Stephenson's Rocket, which operated 
between Stockton and Darlington at the then unheard-of speed 
of twenty-nine miles per hour. 

The utilization of electric power came much later, and the 
internal combustion engine, in spite of men's comparative faniili
arity with explosive forces,· such as gunpowder, still later. 
The first practically useful dynamo was invented in 1866 by 
Werner Siemens. In 1881, long-distance transmission was achieved 
between Lauffen on the Bodensee and Frankfurt-am-Main. Elec
tric railway transportation began with the experiments of Werner 
Siemens in Berlin (1879). A very important application of elec
tricity was in the field of the transmission of news-the telegraph 
(Gauss and Weber, 1833, and Morse, 1844); the telephone (Bell, 



288 THE HISTORY OF THE ECONOMIC INSTITUTIONS OF EUROFE 

Reis, and Edison, 1866, 1876). The use of electricity had a great 
influence on the development of metallurgy and chemistry: alu
minium was made practicable by the discovery of the electrolytic 
process by Charles M. Hall in 1886; the Haber process made pos
sible the fixation of the nitrogen in the air by electrolysis. An in
cidental result of electrolytic process has been to reinforce the 
world's gold supply from the tailings (waste) of the earlier 
methods. 

The internal combustion engine (Otto and Langen, 1860-1870) 
achieved its greatest significance in the field of land and air 
transportation, beginning with the automobiles of Daimler and 
Benz (1886), the Zeppelin (1900), and the airplane (Wright 
brothers, 1903). The Diesel motor, using heavier oils, was in
vented by a German scientist about 1900 and has become of great 
significance especially for "tramp" ships, that is, ships that have 
not regular routes and schedules. The gas engine is technically 
important because it affords a supply of power greater in propor
tion to its weight than any other form of power machine. 

. The development of the producing machine-more exactly, 
the machine producing goods consisting of materials (animal, 
vegetable, or mineral)-is a large subject, and space is available 
only for a summary indication of typical lines of development. 
In the first place, the machine principle took over one part of a 
producing process after another. The best example is the much 
used illustration of the development of spinning machinery. The 
twirling of the spindle, a simple tool, was mechanized by the 
spinning wheel; the pulling out of the wool, by the roller ma
chines of Paul (1740) and of Arkwright (1769); the foot pro
pulsion of a single wheel, by the jenny of Hargreaves (1767); 
then the roller and the spindle were combined in Crompton's 
mule (1779). Another general feature was the gradual extension 
of the machine principle over the whole production process, as 
in the shoe industry, and over whole branches of production, e.g., 
the cotton industry, where the use of impro~ed looms (Kay's 
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Bying shuttle, 1745) led to improved spinning devices, and in 
consequence to mechanical ginning of cotton (Whitney's cotton 
gin, 1793). It is this insistent extension of the machine principle 
rather than the mere use of machines in particular cases that is 
characteristic of the modem economic process. 

The machines themsdves have undergone a characteristic series 
of changes in the direction of completeness. They have been made 
more efficient: a smaller or simpler machine does the same work 
in less time or with less power. The machines have been spe
cialized: a typical shoe factory has thirty-four distinct types of ma
chines; even so simple a product as a match goes to sixteen ma
chines. Some processes like nail making, which were highly di
vided, have been reduced to the work of one complex machine, 
but the general tendency is unmistakably toward specialization. 
Finally, rotary motion has been widdy substituted for back-and
forth motion, with significant results in power economy and con
tinuity of process. The reciprocating engine is being displaced by 
the turbine. The power lathe, the cylinder press, the rol1ing of 
metals (instead of hammering), are a few of innumerable possible 
examples. 

THE ECONOMIC SIGNIFICANCE OF MODERN TECHNIQUE 

What is the economic significance of technique? Industrial 
technique is not itself economics, and it has been the aim of this 
brief book to tell the story of modern economic institutions jn 
economic terms, not political, industrial, or technical terms. From 
the economic point of view, the essence of technique is the power 
of production. Power is knowledge, to reverse the proverb. It has 
already been noted that technical (and scientific) knowledge has 
been assured a high degree of permanence as a possession of so
ciety by its statement and registration in objective form (books, 
mathematical formulas) and its consequent spread among nu
merous individuals. It is only a part of tllis diffusion that technical 



290 11IE HISTORY OF THE ECONOMIC INSTITUTIONS OF EUROPE 

knowledge of machine processes has been greatly extended, as is 
indicated by the rapid increase of invention in the last three cen
turies, greatest of all in the present. The number of patents 
granted by the United States Patent Office in the decade 19II-
1920 was 383,885' 

The power of technically developed modern society is illustrated 
by the comparatively high control it exercises over health. We 
have already seen that modern economic society could not have 
developed without an increase in population impossible under the 
limiting hygienic conditions of 1800. Antisepsis, the reduction of 
child mortality, the control (even extermination) of contagious 
disease, objective· diagnosis (blood count), objective treatment 
(inoculating serums), and preventive sanitation, have meant a 
great increase in the population of all European countries. How 
intimately bound up this development is with the development of 
technique is obvious: microscopic and chemical technique is es
sential in much modern diagnosis; high production technique 
alone could produce antitoxins, disinfecting materials, etc., for 
modern purposes; transport and news technique alone made pos
sible the control of epidemics. 

Modern technique has enormously increased productivity of the 
individual. His senses have been supplemented by scales that 
register to one four-millionth of a milligram, by thermometers 
that register one-millionth of a degree centigrade, by telephones 
and radio, by telescopes and microscopes, by loud speakers, and 
by seaxchlights, by electric coherers, by X-rays. (Smell and taste 
remain unaided.) His musculax effort has been supplemented by 
great concentrations of power, as much as 60,000 horse power in 
single units of steam power. His production has been speeded 
up. Steel which it took three weeks to produce in the eighteenth 
century, a Bessemer converter turns out in twenty minutes. In 
1800, he might travel 35 miles in a coach in twelve hours, in 
1900, 500 miles by railroad, in 1928, 1,000 miles by airplane. 

Of the greatest economic significance has been the increase in 
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precision. Smeaton himself, an inventor, supposed that Watt's 
steam engine would not be practicable because of the "difliculty 
of getting its parts manufactured with precision." Emil Rathenau, 
the German electrical magnate, said of his earlier days: "Precision 
to one-tenth millimeter was regarded as a fantastic notion, to one 
one-hundredth millimeter, as a lunacy." 

Production became independent of place and season. Steam 
power, oil fuel, mechanical transportation make it possible to set 
up a factory without regard to wind or water; to send a ship to 
Japan and back without refueling, to work are from northern 
Minnesota in Pittsburgh and rubber from the East Indies in 
Akron. 

All this has meant an increase in the supply of goods and of 
power available to society. The development of processes has 
meant economy of materials and power. Natural forces (water, 
wind) have been exploited more successfully by means of modern 
technical devices than they ever were when they alone were 
available. The soil has been made to produce more generously 
by drainage, irrigation, artificial fertilizers, new implements. Salts, 
ores, oils, chalks, coal, have replaced dozens of materials that had 
to be slowly produced by growth. Humanity, says Professor Som
bart, is in the position of a man who has been living on a hard
earned income, and suddenly finds himself heir to a great fortune, 
the capital of which seems inexhaustible during his li£etime. The 
substitution of coal for wood, with its incidental consequences, 
has freed mankind from the limitations of the annual income 
provided by the sun and given him access to the apparently in
exhaustible resources of the bowels of the earth for his enjoy
ment. 

Expansion of technical productive power has become a neces
sity of modern capitalism-as indeed expansion is a "necessary" 
feature of every "high" culture: when it ceases to expand, it ages 
and dies. Technique has made possible expansion on limited ter
ritory. For example, it is estimated that motors supplying 200 
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million horse power were used in industry, transportation, etc., 
before the war. If we depended upon living horses for this power, 
this would mean 600 million horses, almost seven times as many 
as there were in the world. It would mean seven times as much 
land devoted to forage crops as now and correspondingly less for 
human food supply and other purposes. The example is artificial, 
but it indicates well enough )tow modern technique makes pos
sible expansion that is out o£'1question without it. 

This impulse toward expansion manifests itself in the organiza
tion of constantly larger production units and the increasing share 
of production instruments in the total production, both of which 
will be discussed elsewhere. We can only note the relative increase 
in the amount of machine capital per worker in a typical German 
textile factory: 

The transference of the center of gravity of economic life from 
agricultural and forest products to the mechanical-inorganic prod
ucts is reflected in the shifting of population elements, generally 
from country to city, and more specifically, from agriculture to 
mechanical industry. 
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CHAPTER IV 

THE ORGANIZATION OF CAPITAL IN RELATION 
TO ENTERPRISE 

MONEY AND CREDIT 

THAT an enormous amount of wealth has been invested in the 
various forms of capitalistic enterprise is of course a truism that 
hardly needs statistical support. The historical question that re
mains is double: where did this wealth come from, and how was 
it made available for enterprise? 

The definition of capital, like the definition of money, is a 
theoretical problem in the solution of which there have been 
many differences among economists. Because our interest is cen
tered on the evolution of the economic institutions of modern 
'Europe, we may restrict ourselves to a definition that arises from 
our question: Capital is the sum of exchangeable values which 
serves as the basis for capitalistic enterprise. It may be money or 
credit; it may be commodities. 

The gathering of potential money capital in the hands of par
ticular individuals then is our first question. First of all, of course, 
it is the result of saving, of not spending money for consumption 
goods. Some saving is capitalistically important, some is not. Sav
ing during the year to spend during vacation is not, directly, of 
importance in the formation of capital-unless the saver changes 
his mind and decides to invest his savings in some enterprise. If 
he deposits the money in a bank, it becomes available under 
modern credit arrangements for enterprise. It is necessary, how
ever, to divest ourselves of the notion that the sparing use of wages 
or salary and the resulting savings were important for the develop
ment of enterprise before our own time. It was rather the "sav-
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ings" out of large incomes alone, for a long time, that were sig
nificant. Unspent wealth was gathered in large quantities in the 
hands of economically energetic men. This concentration was the 
result, as D'Avenei shows for France, of accumulations made pos
sible by the collection of ground rents, profits from speculation, 
and the excess profits of capitalistic enterprises. Of these, the 
second and third were far more important than the first, and the 
third was most important of all. 

Some great American fortunes are excellent examples of the 
accumulation of ground rents; the Astor fortune was founded 
on the purchase of Manhattan real estate and its subsequent rise 
in value. Speculation, not itself creative of capital, made possible 
concentration in the hands of the successful speculators. Excess 
profits-that is to say, profits that exceed the ordinary, average 
returns of trade-are necessary to the accumulation of significant 
quantities of capital. Such excess profits arise from the introduc
tion of technical improvements. For example, England's superior
ity in technical devices in the cotton industry was so great in I85I 
that English mill owners had obtained three times as large a share 
of world markets as their two nearest national groups of com
petitors, and were receiving excess profits to correspond. Some
times excess profits come from an exclusive control of the market, 
as in the case of the American trusts down to I900. The Standard 
Oil Company from I882 to I906 averaged 24 per cent a year in 
dividends paid, from I897 to 1906, 39.9 per cent. Mining also 
offered considerable excess profits in case of success: American 
copper mines ranged up to 3B per cent a year. In South Africa 
and Australia in 1900 there were 33 gold mines that paid more 
than 25 per cent a year. 

Much of this potential capital was expended for consumption 
goods or converted into landed property or government bonds; 
nevertheless, in the course of the nineteenth century a constantly 
increasing portion of it was converted to actual capital. Between 
I9I3 and 192I, for example, earnings of American corporations 
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not distributed to stockholders, but converted into capital, ranged 
from $624,000,000 to $6,327,000,000.' Henry Ford, who is so often 
typical of modern capitalistic thought, declares that "above a very 
low percentage, the earnings of a business belong to the business 
rather than to the stockholders." Capital building in this way has 
become easier because of the great development of the stock 
company. The stock company has also made it easier to gather the 
small units of saving into significant sums by the wide distribu
tion of stocks. 

The increase of capital in the great capitalistic areas was steady 
through the nineteenth century. English wealth increased about 
1.5 per cent a year until the middle of the century, after that at 
an average rate of 3.3 per cent a year. German wealth rose about 
5.5 per cent a year nom 1886 to 1910. The colonial character of 
the United States and the large intmigration make comparisons 
difficult, but it is apparent that just before the war the rate of 
increase of the wealth of the United States was approaching the 
rate of increase in England and Germany: colonial expansiveness 
was ending. 

An indication of the expansion of wealth which confirms the 
statistical conclusion comes from the application of a principle 
worked out by Gustav Cassel: when gold production does not 
affect prices, it is indicated that the supply of other goods has 
increased in the same proportion. Now the fact is that live times 
as much gold was in use as money in 1910 as in 1850, while the 
general price index remained stable: 76 and 76.25. Therefore, the 
supply of goods has about quintupled. This ligure, however, is 
the minimum, as the effectiveness of gold has been greatly in
creased by the development of the credit system, which has also 
been the great instrumentality through which capital has been 
made available for enterprise. 

In ordinary usage, credit is purchasing power without money. 
One has credit or gives credit or receives credit. For the purposes 

1 King, The Nat;onallnrome "rtf/Its Purchasing Power. pp. ",8, 280. 28-;. 
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of economic theory, however, a more technical definition is neces
sary. In all credit, it is obvious, the delivery of values on the part 
of the creditor is separated from the counter-delivery of values 
on the part of the credit receiver. In part, the considerations that 
lead to the acceptance of this postponement are objective. In 
modern credit, however, confidence or trust, the subjective ex
pectation that the reciprocal service or commodity, the agreed-on 
consideration, will be given after a specified interval, is certainly 
of the essence and not merely an accident of credit. Something of 
the relation between the subjective and objective aspects may be 
observed by examining the prospectus of a bond issue by a corpora
tion or by a municipality. It will contain a great deal about the 
assets and actual or prospective earning power of the corporation, 
or about the taxable property in the municipality, but at the end 
there will be a statement as to the character and ability of the 
management or to the effect that the municipality has never de
faulted in any payment-that is, an appeal to the subjective 
judgment of the potential buyer of the bond. 

Credit may be consumption credit" (with which we are not 
here concerned) or productive credit, used for business purposes. 

The credit system of high capitalism developed three character
istic institutions: banks, negotiable paper, and money substitution. 
The bank, as a credit institution, supplies credit upon the basis of 
a collective loaning fund. The deposits of a bank consist typically 
of parts of incomes, of money-capital, rents, and profits, arising 
largely out of what we may call passive business. The banker 
uses them to finance the credit-seeking active enterprises-in short
time or long-time loans, for facilitating operations or for establish
ing equipment, in the form of acceptances or in the form of 
mortgages. The bank obviously serves to facilitate contact between 
lender and borrower, by its collection of deposits from many 
lenders obviating the disproportion between the large demands of 
the entrepreneur-borrower and the limited supply of the individual 
lender. 
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Negotiable paper in a broad sense includes all the various ac
knowledgments of debt that pass from hand to hand. Gold notes 
of governments (paper money), indorsed drafts, stocks, and bonds 
are the forms of negotiable paper that are most important for the 
development of capital. The gold notes serve as a substitute for 
money and supplement its effectiveness. The draft lessens the 
burden of settlement by obviating the use of money. Stocks and 
bonds are means of combining supplies of capital and enabling 
the credit-giver (stockholder, bondholder) to terminate his rela
tion as creditor without waiting for any given date of payment. 

By money substitution is meant the substitution of bookkeeping 
methods for the actual exchange of money (or goods). It is prin
cipally organized in the checking system and the clearing house. 
It will be remembered that its history goes back to the fairs of 
early modern times, at the close of which merchants buying and 
selling "cleared" their mutual obligations. The bank, primarily 
an intermediary between the credit seeker and the sources of sup
ply, has tended to gather into itself the other two institutions. A 
complete modern bank (itself a stock company) accepts money 
on deposit, lends it out, clears checks between its own depositors 
and, through the clearing house, with other banks, and finances 
enterprises by underwriting stocks, that is, by undertaking to 
induce investors to participate in the ownership of the company. 
This last feature is hardly legitimated as a bank function in Eng
land and the United States. In the latter, it is carried on in an 
indirect way. The owners of the bank stock are also owners of 
the stock of another company, which underwrites corporate 
financing (National City Bank of New York, National City 
Company). 

Historically, the development of credit economy is marked, in 
the first place, by a great change in the attitude of the business 
world. In the eighteenth century, even in the great centers of 
trade, the reputable business man did business with his own capi
tal. The Scotch seem to have been the first people to turn generally 
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to credit devices of the modern type: "The Scotch hate gold," 
runs an English saying. William Paterson and John Law, both 
Scotch, were the effective ancestors of modern banking in Eng
land and France. In 1860, Walter Bagehot, the English economist, 
distinguished between the "new trader" and the "old-fashioned 
trader, the man who trades on his own capita!." In modern Eng
lish business, owing to the certainty of obtaining loans on dis
count of bills or otherwise at a moderate rate of interest, there 
is a steady bounty on trading with borrowed capita!. Today, the 
entrepreneur not only permits himself to use other people's capi
tal, he must. The democratization of enterprise has meant that 
large numbers of men who have no considerable wealth have be
come entrepreneurs. On the other hand, enterprises have grown 
so large that even the largest stockholders hold only a small pro
portion of the stock. Then, too, as long as interest rates are lower 
than the percentage of profit on a given capita~ the entrepreneur 
has a great inducement to extend his enterprise by borrowing. 
Capital organization has also become less difficult, in part as a 
result of the security provided by the development of adequate 
legal control, but especially as a result of the increase of gold 
production. Since credit is a function of the money supply, and 
money supply is a function of gold supply, it is obvious that the 
increasing gold supply after 1848 ·was of great significance for 
the extension of credit economy. We shall treat of the "crisis" in 
another connection, but in all crises the "scarcity of money," more 
exactly, a scarcity of credit, was the obvious feature. Finally, the 
internal development of the credit system led to competition be
tween banks to furnish credit-see the advertisements in the 
financial section of the New York Times, January I, of any recent 
year. 

This internal development was completed somewhat as follows. 
The issue banks were the first to be established. The Bank of 
England (founded lli94) stood almost alone for another century, 
and through most of that pcriod its note issue was only 1.2,000,000. 
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In the latter part of the eighteenth century, however, the number 
of banks in England rose to 350. The prejudice against banks left 
in France by the Law episode faded out sufficiently to permit the 
establishment of the Caisse d'Escompte and finally in 1800, the 
Banque de France. This note-issuing function rose in importance 
everywhere, except in the United States, where a rational organiza
tion was lacking after 1836. The note circulation of the Bank of 
England rose to some £25,000,000 by 1810, remained there until 
1890 and then rose again to about £30,000,000; that of the Banque 
de France from 23,000,000 francs in 1800 to 504,000,000 in 1850, 
4,147,000,000 in 1900, and 5,714,000,000 in 1913. The political and 
economic backwardness of the !Jerman states in the early part of 
the century is reflected in their banking history, but the Reichs
bank, founded in 1876, had a circulation of 1,958,000,000 marks 
in 1913. 

The deposit feature, which was even more significant, as we 
have seen, for capital formation, grew rapidly, especiaJly in the 
last thirty years before the World War. Before 1900, the deposit 
banks had surpassed the issue banks. In England, deposits doubled 
between 1890 and 1912; in Germany, they were more than seven 
times as great in 1912 as in 1890; in France between 1872 and 
1909, deposits of the three great deposit banks grew from 427,-
000,000 francs to 4>363,000,000; -in the United States, between 1880 
and 1914, from $1>315,000,000 to $13,901,000,000. Savings accounts 
show a similar curve except in England. Savings deposits per capita 
in Germany grew from 44 marks per capita in 1875 to 259 marks 
in 1910; in Austria, from 29 crowns in 1870 to 2II crowns in 1910; 
in France, from 18 francs to 9B francs in the same period. In
surance companies, which as credit institutions are essentially 
mortgage banks, rose to a capital of $1>300,000,000 in Germany 
and about $3,900,000,000 in the United States. 

The emission of negotiable securities in all parts of the world 
in the decades before the World War is shown in the following 
table: 
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1871-1880 
1881-1890 

74.0 billion francs 

~·5 
1891-1900 100.4 billion francs 
1901-1910 114·1 

The total value of securities traded in on the stock exchanges in 
1910 was nearly $120,000,000,000. The great significance of securi
ties is shown by the proportion of national wealth that was thus 
owned before the war: 

Germany 
United States 

England 
France 

The bearer type had become predominant. The small share had 
contributed to the increase in the .number of persons available as 
sources of capital supply. 

Money substitution was already reflected in the development of 
exchange.The story of drafts of £ 10 with 120 indorsements circu
lating in Manchester, which has been noted, reflects a maximum 
development of the exchange draft as a substitute for money. 
The draft has almost disappeared as a form of payment in com
merce. Its place has been taken by the "giro-banks," that is to 
say, the check system, which with the clearing house provides in 
the United States, where it has reached its highest development, 
an almost complete substitute for money in ordinary business re
lations. Clearing-house figures give a convenient index: 

London 
German 

Reicbsbank 
New York 
United States 

1868 £3,4°0,000,000 1912 £16,000,000,000 

1883 43,800,000,000 marks 1913 379,000,000,000 marks 
1880 $37,200,000,000 1913 $ 98,100,000,000 
1890 '58,800,000,000 1913 $173,200,000,000 

These numerous and enormous figures are by no means a com
plete picture of the development of money capital in the modern' 
world. They are intended merely to convey the historical notion 
of a substantial change in the availability of money capital for 
the expansion of enterprise. 
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GooDS AS CAPrrAL 

It is obvious that the modern European world not only is better 
supplied with capital in the form of money, but also has larger 
quantities of material, raw, half finished, and fully manufactured, 
available for its needs and its uses, than had any earlier civiliza
tion. This change has two aspects: increasing production, and in
creasing availability of goods from a distance through the improve
ments in transportation. 

The increase in production is in part an increase in the produc
tivity of labor. Frequently too much has been ascribed to this 
element. It is obvious, of course, that in a modern cotton spinnery 
nearly three times as much yarn is now produced per worker as 
in 1865; but much of that is due to other forms of labor directly 
or indirectly applied to the production ascribed to him in this 
way--e.g., the labor put into making the machine which he 
operates or into providing electric power for it-which would have 

. to be computed to get an accurate result. It is obvious that, if 
he produced only a small amount of yarn with the machine, it 
would be much more costly than yarn produced by spindle or 
spinning wheel and his economic productivity would be a minus 
quantity. Labor under modern conditions does not become pro
ductive until the cost of production of the machines (factory, 
etc.) has been financially met. It is dependent upon successful 
organization of conditions of supply and of market. The disap
pearance of hundreds of automobile companies in the United 
States in the last twenty years was due mostly to their failure to 
make the labor which they used productive. These considerations 
indicate how complex the problem of the productivity of labor 
really is. Professor Sombart estimates that the increase in produc-

• tivity, generally speaking, has been from seventy-five to one hun
dred per cent since 1800. Certainly it has been very large, and 
certainly it has not been as great as the thousandfold increase 
claimed by Friedrich Engels. For the development of capitalism, 



THE ORGANIZATION OF CAPITAL 

the significance of the simple increase in the amount of goods 
that a worker with a machine can turn out is of secondary order
less, for example, than that of the advance in the transportability 
of goods or that of the increase in the economic productivity of 
the soil. 

The economic productivity of the soil was increased in several 
ways. In the first place, costly food plants were displaced by 
cheaper ones: thus rye was displaced by potatoes and maize. Easily 
raised vegetable products displaced slowly growing arumal prod
ucts: cotton displaced wool and silk, celluloid displaced horn, 
ivory, tortoise shell, and coral; cellulose displaced natural silk, and 
so on. 

The physical productivity of the soil was greatly increased, par
ticularly in European countries. Average soil in Germany pro
duced about 932.9 hundredweight of grain per hundred hectares 
in 1800, about 2,440.8 hundredweight in 1875. The increases (in 
values produced per hectare) since that time range from 24 per 
cent for beet sugar to 68.6 per cent for rye. French wheat produc
tion rose from 10.2 hectoliters per hectare in 1820 to 15.6 in 1895. 
The average grain production for all Western Europe rose from 
II.52 hectoliters in the decade 1871-1880 to 13.47 in the half-decade 
1900""1905. With the introduction of artificial manures and culti
vated fodder crops, stock raising developed with similar rapidity. 

Had Western Europe had to depend upon itself for food sup
plies, economic expansion would soon have found a limit. As it 
was, in the earlier part of the nineteenth century, the increasing 
production lagged behind the increasing demand, and prices 
rose sharply. Between 1725 and 1825 the price of wheat in Eng- ..f 

land had nearly tripled. Economists like Ricardo supposed that 
this tendency meant the end of "progress": rising prices of 
food, higher cost of labor, lowering of profits, end of success
ful enterprise. Such would have. been the fact if there had 
not been a definite building up of agricultural areas. Waste land 
disappeared in countries like France and Prussia. Eastern Europe, 
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especially Russia, expanded its grain-growing areas to meet the 
growing demand. Rumania more than doubled its cultivated area 
between 1860 and 1901. The Mississippi valley, the Argentine, 
and the Canadian Northwest were so many major additions to 
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the food supply of capitalistic Europe (qualified by their own 
growing industrialism). The world production of grains rose 
from about two million to about three million metric tons be
tween the American Civil War and 1905. Russia had the largest 
place as agricultural producer with 22 per cent of the wheat, 68 
per cent of the rye, 40 per cent of the barley, and 23 per cent of 
the oats. 
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These new lands had the advantage of low production costs. 
Land was very cheap. Until recently, fertile, productive land 
could be bought in large areas of the United States for from $10 
to $50 an acre. Even in Ohio $100 to $125 an acre was regarded 
as a favorable "top" price for improved farms. On the other hand, 
in the 1870'S, bare land sold in Saxony for 2,400 to 2,800 marks 
a hectare, or about twice the American price. In small-farming 
regions like the Rhineland, the cost was from 4,000 to 8,000 marks 
(due in part to perennial crops like vines). This meant intensive 
agriculture in Europe, extensive agriculture in the colonial lands. 
Even in the years just before the World War the average produc
tion per hectare in the United States, Russia, and Argentina was 
from one-third to one-half that in Sweden, the least productive 
soil in Western Europe. In Europe, dear soil, cheap labor; in the 
colonial lands, cheap soil, dear labor! 

Despite the pressing need for food, in none of the food-growing 
areas did the farmer prosper very greatly; he has not yet been 
fully adjusted to high capitalism. Prices tended on the whole to 
decline, especially between the American Civil War and 1900. 
Low prices for raw materials and foodstuffs meant cheap goods 
capital for European capitalism. 

To a large extent, the increased production of soil materials 
to satisfy the growing demands of capitalistic society has meant 
the destruction of natural resources. Farming in the United States, 
as long as practically free land was available, was mainly a process 
of exhausting the soil's natural fertility. The average production 
of maize per acre declined steadily from 1866 to 1893. The same 
story of "utterly unscientific and wasteful methods of agriculture" 
appears in the Canadian Northwest, in the Argentine wheat 
fields, in New Zealand, in Australia, and in Russia. The German 
consumption of artificial fertilizer before the World War was 28 
times as great per given area as the Russian, 56 times as great as 
the Canadian, 360 times as great as the Argentine consumption. 

Another aspect of this exhaustion economy is the destructi~n 
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of forests. The crisis of the eighteenth century taught European 
countries to guard the forests. The huge forests of America, so 
long rather an inconvenience than a source of wealth, encouraged 
a reckless use and waste until the growing industrialization made 
the basis for a reaction. Americans still use eight times as much 
wood per capita per annum as Europeans. The extraction of 
minerals is also an exhaustion economy: in the case of most of 
them, world exhaustion is nowhere in sight. In the case of pe
troleum, the demand seems to be pressing very hard upon the 
visible supply. Altogether this form of exhaustion economy 
(mineral extraction and exploitation) absorbs a good third of the 
industrial workers in a modern state like Germany. All great 
industries rest upon these inorganic materials dug out of the earth. 
All transportation tends to become "metallized." Except in do
mestic building in some of the forest lands, stone, clay, cement, 
and steel have displaced wood in building. 

Goods from all over the world have become available in any 
part of the European economic world: potential goods capital 

. becomes actual goods capital. This result was achieved especially 
through the development of technique and of organization in 
transportation. 

The particular contribution by technique has been methods of 
preserving perishable goods. Most notable is mechanical refrigera
tion, resting upon the alternate compression and release of am
monia. Refrigerating plants, ships, cars, make it perfectly prac
ticable to transport Argentine meat to Paris or London. The steam
ship and the turbine, the improved roads and railways and the 
increase in number and capacity of transport devices have all 
added to the ease of transportation. When Benjamin Franklin 
voyaged to Europe, he took from four to six weeks; the Savannah 
(part steam, part sail) took twenty-six days; a present-day liner 
takes from five to ten days. Vasco da Gama took three hundred 
and fourteen days to reach India; a modern steamer takes eight-
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een days. The physical conditions of transportation have been 
greatly improved. 

The cost of transportation has radically declined. The cost of 
modern railroad transport is one-thirtieth to one-fortieth of that 
of ox transport. From 1866 to 1905, the cost of transporting a 
bushel of grain from Chicago to New York declined from 23.40 
cents to 5.21 cents; the cost from New York to Liverpool, from 
5.92 cents to 1.38 cents. Fresh butter is transported from Australia 
to England for one cent a pound. Before the World War an Eng
lish laborer could pay for the freight of a barrel of flour from 
Minneapolis with one day's wages. This decline in transport costs 
is reflected in a general leveling and lowering of the cost of food
stuffs: the price which the American farmer receives for his wheat 
is determined ultimately by the price on the Liverpool market. 

Shipping tonnage in the world increased from 21,000,000 tons in 
1890 to 50,000,000 tons in 1913. Much of this growth came in these 
first years of the twentieth century. Gigantic growth also took 
place in world railway mileage-in 1890, 386,178, in 1913, 690,130 
miles in operation. The world's average annual investment in 
railroads was $207,000,000 in the years 1841-1850; $618,000,000 in 
1881-1890; $796,000,000 in 1900-1913. This gigantic investment 
reflects the truth of the saying that "the railroads built themselves," 
by virtue of the stimulus which they gave to other economic enter
prise. 

The speeding up of transport was essential to the development 
of high capitalism and gave to modern commercial ways their 
distinguishing characteristics. Substantially, all commerce became 
world commerce. Localism (village economy, gild organization, 
etc.) is gradually disappearing. Population distributed and re
distributed itself at will (witness the "ghost towns" in American 
mining and lumber regions). Production was centralized with 
reference to a dozen considerations besides distance from the 
market or source of supply. Modern transport alone has spared 
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capitalism a general contact with limiting conditions by providing 
it with the necessary goods capital from the ends of the earth. 
It has made possible the division of labor into the most highly 
differentiated production forms: Egypt can grow cotton; it can 
get grain elsewhere. Cheap transportation of immigrants effec
tively added great colonial areas to the support of capitalism. Old 
culture areas like Russia, the East Indies, and the Balkan States 
were "unlocked" by the railroads and the steamships, and their 
otherwise unavailable bulk products were enabled to reach the 
markets of Western Europe. 
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CHAPTER V 

POPULATION AND LABOR SUPPLY 

THE SOURCES OF LABOR SUPPLY 

WITHOUT LABOR SUPPLY, NO CAPITALISM. How difficult this problem 
was during the early capitalistic period has already been shown
how lacking in persistence, in discipline, in capitalistic motive, 
was such labor as me entrepreneurs could get, and what drastic, 
often inhumane measures were applied in order to secure some 
sort of labor force. 

In 1927, a small item appeared in a distant city paper to me 
effect mat one hundred carpenters were needed in me small 
college town in which mis is being written. The statement was 
false, but for weeks mereafter carpenters appeared from all points 
·of me compass, each seeking one of mese hundled supposed 
"jobs." The contrast wim David Dale's troubles in finding 
laborers when he was establishing New Lanark embraces nearly 
the whole of me history of labor in relation to high capitalism. 
It has freed itself from localism, from communal activity in vil
lage or gild, from family dependency. It has increased itself, so 
mat mere are always plenty of people to do anyming that (capi
talistically speaking) needs to be done. They have made mem
selves ready to go where me money of me entrepreneur tells mem 
to go, mey have learned to handle his machines and to punch 
his time clocks, mey have adopted his gain motive and mey battle 
wim him and wim each omer for me highest possible gains in me 
form of wages. 

A great amount of labor power was furnished to capitalism by 
legal slavery, especially Negro slavery, almough, as we shall see, 
it was capitalism mat destroyed slavery. The most important aspect 

312 



POPULATION AND LABOR SUPPLY 313 

of the use of slavery to capitalism was the cotton production of 
the United States. When Eli Whitney invented the cotton gin in 
1793, the industry and the labor instituti;;;' were insignificant in 
the economic sense. Within a few years (1800) the Southern States 
were producing thousands of bales of cotton, importing legally or 
(after the prohibition of importation in 18<>7) smuggling and breed
ing Negroes, and seizing new lands for exhaustion in cotton cul
ture, until in 1860 there were in the United States about four arid 
a half million Negroes (not all slaves) producing about four mil
lion bales of cotton. The Southern flaunt, "Cotton is King," rings 
strangely to our ears, who watch the monthly report of unfilled 
orders of the United States Steel Corporation as our economic 
pulse. It reflects the past glory of the textile industry as the leading 
industry of the world, to which American slavery gave an es
sential, if temporary, support. 

Other slavery meant little to high capitalism: perhaps the total 
number of slaves in the slave colonies of the several European 
states, in Brazil, and in Dutch South Africa in 1840 nearly 
equaled the slave population in the United States. 

Slavery was abolished in the English colonies in 1833, in the 
French colonies in 1848, in the United States in 1865. In other 
lands it remained still longer : in Cuba until 1880, in Brazil until 
1888, in Egypt until 1895; and it is still a problem in the interior 
of Africa. 

The economic significance of slavery is well stated by Wake
field (A View of the Art of Colonization, 1849): 

Colonial slavery in its various forms has been the principal means 
of raising that great produce for exportation, for which prosperous 
colonies are remarkable. Until lately, nearly the whole of the exported 
produce of the United States, consisting of sugar, rice, tobacco, and cot
ton, was rais<d by the combined and constant labor of slaves; and it 
could not have been raised under the circumstances by any other 
means. The like cases of West India and Brazil would have occurred 
to you without being mentioned. 
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Slave labor built the Suez Canal and developed the EgyptiaIi 
cotton growing industry. Forced labor if not chattel slavery ,till 
seems indispensable in the tropical domains of European POWeIS. 

The legal abolition of slavery by no means ended unfree labor 
in European colonies. "Contract labor," a system by which natives 
are bound to long terms of labor by contracts that are rigidly en
forced, at least against the native, and put him in his employeI's 
POWeI, was much used in British dependencies-in all of them, 
according to Del Mar. In South Africa, the Kalin thus employed 
in the diamond mines are penned up in concentration camps for 
the peIiod of their contract. Up to 1906, an attempt was made to 
import labor from China and India into South Africa, but this 
was given up on account of political difficulties. The Dutch in 
their East Indies colonies used anotheI system, forced production: 
the obligation to produce a certain amount of goods and to de
IiVeI them to the administration at a certain price was imposed 
on each village. The ruleIS of the Congo Free State applied the 
same system with much more brutality. 

In geneIal, howeveI, capitalism has been unfavorable to forced 
labor. The importance of technique alone explains how the capi
talistic labor supply has to be built upon the basis of free labor. 
This repugnance to unfree labor has been put UItO humanitarian 
terms and has become a real part of modern capitalistic religion. 
In the various states, and in international organizations like the 
League of Nations, this humanitarian opposition to unfree labor 
is constant! y voicing itself and is often successful in removing legal 
sanctions from the practice. An inteIesting illustration of the psy
chology of the capitalistic opponent of forced labor is furnished by 
William WilbeIforce, the English leadeI of the antislavery move
ment around 1800, who bitteIly opposed any legislation aimed at 
controlling the conditions of English labor-so much worse, 
actually, than the conditions of the agricultural slaveIY against 
which he fought. 

But we are primarily conceIned, afteI all, with the ultimate 
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"labor force of capitalism: the proletariat. Of what previously ex
isting elements of the population was it composed, and how were 
these elements changed into a proletariat? 

The breakdown of the old economic forms, the village com
munity and the gild, the estate (as a working community) and 
the home (as a producing entity) detached a large part of the 
population, rendered it transferable, available for the entrepreneur. 

In this situation, agrarian reform, which in the several coun
tries of Europe meant the substitution of clear -<:ut individual 
ownership for the village community, terminated the miscelIane
ous rights of the individual member of the community, the woods 
and the waste, the common where he pastured his cow or his pig, 
and reduced him to the ownership-<:omplete, it is true-of a 
very incomplete agricultural unit, or even deprived him of alI 
property in land. 

The general result was that the "depressed husbandmen" con
stituted a considerable reservoir of labor available and responsive 
to the calI of the entrepreneur. In England, industrial wages of
fered an attractive escape. Dr. Price in his famous Essay on the 
Population of England declared that the increase in the popula
tion of the industrial centers was "derived from the population 
of country parishes and villages." A Bolton cotton spinner who 
testified before the Factories Inquiry Commission in 1834> de
clared that he recolIected craftsmen of several sorts leaving their 
occupation to spin in the factories, "but a great many more hus
bandmen left their employ to spin." The progress of enclosures, 
of large-scale farming and commercialized marketing disrupted 
the old customs of granting food, drink, and minor articles and 
of selling wheat and other commodities dirc;ctly to the laborer, and 
made him increasingly dependent upon his money wage. This 
was low (eightpence to tenpence a day) and was kept from rising 
by social considerations like those of Arthur Young, who believed 
that workers were generalIy receiving an income larger than was 
necessary to support themselves with frugality appropriate to 
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their station in life, and that their wages should be kept as low 
as possible. His model budget was made on the basis "that wheaten 
bread, beef, mutton, tea, sugar, and butter, were not to be con
fused with the necessaries of life." The agIiculturallaborer's hovel 
was commonly a damp unsanitary hole, with one room, and an 
iron pot for the principal furniture. Even at this low level of 
subsistence he ordinarily had to turn to the rates for aid under 
the antiquated system of the Elizabethan poor law. "The poor 
rate is now [1787] in part a substitute for wages." It is obvious 
that the English farm worker had lost whatever independence and 
competence of income he had earlier had. 

The employers of farm labor made frequent and long continued 
complaints that wages were ruing and that their laborers were 
being enticed from the farms. Wedgwood boasted that the pot
teries and other manufactures had transformed a crude, poverty
stricken and isolated region into a populous and prosperous dis
trict, with "the workmen earning near double their former wages 
-:-their houses mostly new and comfortable." 

The general transformation of property in land in France dur
ing the Revolution made less change in the personnel of this 
landowning class than has been supposed and almost no con
siderable change in the concentration of property in single hands. 
An estimate published in 1834 gave 21>456 families holding an 
average of 880 hectares, or a total of about 19,000,000 out of a 
total computed area of 44.750,000 hectares. Nevertheless, the agri
cultural population clung more closely to the land in France than 
in any other of the Western European lands: 58 per cent of the 
population was stilI rural in 19<J6. That, however, the agIicultural 
population had furnished much of industIial labor is shown by 
the fact that this 58 per cent represented a steady relative and ab
solute decline since 1846. 

In Germany, contemporary observers abOut the middle of the 
nineteenth century reflect the ending of conditions similar to 
those earlier existing, but already destroyed, in England. In West-
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phalia, "many wage earners lived almost wholly from the com
mon (the mark), . . . got their fuel and fertilizer and fed their 
swine and cattle," in the common woods. All these advantages 
were now lost to them, complains the writer; because of the end
ing of common rights. The same conditions appear in Rhenish 
and East Prussia. The Prussian law of 18n, while it provided 
fairly well for the peasant with sufficient holdings to continue 
as an independent farmer, worked much hardship on the lesser 
tenants and left them practically at the mercy of the landlord. 

In Russia, the abolition of the mir, the communal village, in 
which even those who had emigrated had the right to participate, 
did not occur until just before the World War, when every peasant 
was authorized by law to claim his part in the village as private 
property in a single piece, if a simple majority consented. It has 
been estimated that from five to six million emigrants from the 
villages were thus proletarized: became propertyless workers. 

The old forms of agricultural life continued to exist in various 
parts of Europe well into the high capitalistic period. The form 
was there, but its continuance had been made possible by the in
dustrial employment provided by the putting-out system and by 
seasonal wage labor on the capitalistic farms: the sustenance econ
omy of which the farms were the outward expression no longer 
sufficed to sustain its members. 

The village farmer had everywhere depended to a large extent 
upon some industrial activity for a part of his subsistence: this 
came to an end. The disappearance of cottage spinning and weav
ing in England was regarded by many observers as "the first step 
towards the abolition of the small freeholders or yeomen in many 
districts" (Gaskell), and as "withdrawing the crofter's mainstay" 
(Harry Stuart). By 1830 the process was complete, and putting 
out in the weaving and spinning industries, at least, had disap
peared from England. 

In Germany, the same process began about the middle of the 
century. Between 1837 and 1861 the number of linen looms in 
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Silesia declined from n,62o to 7,936; in Saxony, from 13,503 
to 9,022; in Westphalia, from 26,900 to 18,36g. The German censut 

. gives definite statistics only for the end of the period (1882 t~ 
1895) but by the latter date only 67,244 people were carrying on 
industrial processes in connection with agriculture. The elimina
tion of the small, semi-agricultural producer is reflected also in 
the local concentration of the iron industry: 6g per cent in 1857 
in the provinces of Silesia, Westphalia, and the Rhineland, 95 
per cent in 1895. The number of distilleries in Prussia declined 
from about 23,000 in 1831 to 7,700 in 1865; again, concentration. 

So too, the conditions of simple day labor in agriculture grew 
more difficult with centralized control. The patriarchal leader
ship of the squire, the junker, was displaced by a brief contractual 
relation with the casual laborer. The intensification of agricultural 
life in England led to the annual immigration of casuals from 
Ireland, Wales, Scotland, and from one part to another of each 
of these countries. 

THE MOVEMENT OF POPULATION 

While the break-up of the old communal agriculture and in
dustry was making available for the capitalistic wage relation 
constantly larger fractions of the population, the population it
self was increasing at a very rapid rate. The population of Europe 
grew from 180,000,000 in 1800 to 4520000,000 in 19140 and these 
figures tell only part of the story. European populations of great 
size developed in the United States, Canada, South America, South 
Africa, Australia, and Siberia. The total population of these areas, 
which in 1800 was about 5,675,000, had grown in 1910 to 131,-
754,512, so that the European population in the various parts of the 
world had more than tripled. In the three leading capitalistic 
countries, England (including Wales), Germany, and the United 
States, the figures are even more remarkable: taking the popula-
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tion of 1800 as lOO, that of 1910 is 495, an in<:rease in a little ovez a 
eentury to neady five times the original numbeI • 
• The general in<:rease seems to have resulted almost wholly from • 
a decline in the death rate: at any rate, as far back as our statistics 
take us (1840), they reflect larger death rates at the earlier peIiod. 
For all Europe, the figures are 3'.0 at the earlier date, 25.9 in 
'900; for Western Europe 26.6 in ,840 and '4.9 in 1912-19'3. 
The birth rate also declined, but not so rapidly as the death rate. 
The advance of theoretical and practical medicine, hospitals, hy
gienic regulation, has meant the practical exteImination of large 
causes of mortality: smallpox, cholera, typhoid fever, tuberculosis 
(in many areas). The in<:rease in wealth has meant better nourish
ment, and consequent in<:reased resistance to disease. Capitalism, 
in a sense far removed from Marx's, <:reates its own proletariat. 

New fractions of the population and a greater number of poten
tial proletariat, through the total in<:rease of population, became 
available for the capitalistic wage relation. We are now conceIned 
with the processes by which this available proletariat was or
ganized. 

In the first place, in large numbeIs they moved: left their homes 
in the villages and went to the factories, or left their native lands 
and went to the more highly organized countries of Europe-or 
went across the sea to found or to serve the new extensions of 
capitalism. 

Emigration seems to be characteristic of the first stages of full 
capitalism. When England was undeIgoing the transition to full 
capitalism (up to 1850), the English (or the British) furnished 
the bulk of immigration into the United States; from 1850 to 
1880, it came from Germany; after that, from the peripheIallands 
of capitalism, Southern and Eastern Europe. On the other hand, 
since England and GeImany have been thoroughly capitalized, 
their relative and absolute emigration has radically declined, and 
immigration to these areas has become more important than emi-
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gration from them. The phenomenon of emigration for Europe 
as a whole during the century is reSected in the following table: 

YEARS 

1801-1820 
1841-1850 
1871-1880 
1881-1890 
1901- 1905 
1905 

EMIGRANTS FROM EUROPE PER THOUSAND 

POPULATION PER YEAR 

0.08 

·911 
1.10 
2.06 

2.']2 

402 

Altogether &om thirty to thirty-five million persons are reckoned 
to have emigrated oversea &om Europe before 1914. 

Migration within the European states was almost as great and 
of almost equal economic significance. The agricultural areas have 
lost to the industrial areas. In 1907, eastern Germany, exclusive 
Df Berlin and Brandenburg, was estimated to have lost to western 
Germany over 2,000,000 inhabitants. The country has lost to the 
city: Great Britain was 50.8 per cent urban as early as 1851; now 
it is 78.1 per cent urban. France still is half agricultural, but in 
1851, three-quarters of the population was rural. Urban popula
tion in Germany was 36.1 per cent of the whole in 1871, and 
60 per cent in 1910; in the United States, 36.1 per cent in 1890, 
and 51.4 per cent in 1920. 

The high development of transportation has produced a thor
oughly modern form of local adjustment to the demands of eco
nomic life: periodical migration_ We are familiar in this country 
with the immigrant who undergoes patiently the most burden
some toil in the hope of returning to his native home and there 
enjoying a restricted financial independence. Then there are the 
seasonal laborers who move about not only within their own 
country, but from Poland to Germany and to France, &om Italy 
to France and to Swit:zerland, and even to the Argentine. This 
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periodic movement from Italy averaged some 3,000,000 persons 
a year before the World War. 

For capitalism these vast migrations and shifts of population 
were significant. The emigration from Europe to the colonial 
lands was obviously in first intention a limitation of capitalism, 
a loss of some of the necessary labor power at the centers of capi
talism. In so far as he attempted to live from the soil he had won 
for himself, the emigrant was quite withdrawn from the capi
talistic nexus. Before the end of the free-land period in the United 
States, five-sixths of the immigrants were transformed into free 
settlers (or displaced other people who became settlers-which 
for our purpose amounts to the same thing). This loss, however, 
was more than counterbalanced by the contribution of these set
tlers to the formation of the goods capital in the form of food 
supply and raw materials, which was discussed in the preceding 
chapter. But the end of the free land brought about a great change. 
As late as the last decade of the nineteenth century, the increase 
in the number of farms was so great that it was statistically possible 
for 926 in each thousand immigrants to become settlers on the 
soil or substitute for Americans who became settlers. Two decades 
later (19II-1920) the increase in the number of farms had become 
so small and the number of immigrants so large that only 45 
in a thousand could become settlers. Only 1.8 per cent of the "old 
immigration" (that is, the immigrants from Northwestern Europe 
and Germany) and only 0.9 per cent of the "new immigration" 
(Romance, Slavic, and Jewish immigrants from Southern and 
Eastern Europe) between 1899 and 1909 became farmers. The 
immigrants had turned from the farms to industry. Immigration 
was becoming a reinforcement for the labor supply of Americllt;l 
capitalism. That is to say, it was becoming interior migration 
within the lands of capitalism. 

Within Europe the drift of population has been to the most ad
vanced centers of capitalism, in a general way, to England, Ger
many, and France. There the immigrants have served as rein-
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forcements for the labor force of capitalism and made possible 
the rapid development of capitalism in those areas during the 
last fifty years. The immigration of alien laborers is an old story 
in England: Flemish weavers were brought to England by Ed
ward III in the fourteenth century. Certainly the large proportions 
of foreigners in the mining industries, in the garment industries. 
(Jews and Slavs in the East End of London), in mercantile houses, 
and in the hotel and restaurant business, reHect a large reinforce
ment of the English labor supply. Even in the merchant marine, 
the proportion of foreigners employed rose from 14.6 to 22.5 per 
cent between 1890 and 1904, while the number of British subjects 
employed declined both relatively and absolutely. In Switzerland, 
between 146 and 556 in every thousand employed in the various 
industries in 1905 were foreigners; of the more than a million 
foreigners living in France in 1911, 60 per cent were employed in 
industry. In Germany, the total of alien residents in 1910 was 
about 1,250,000; to these are to be added about 750,000 seasonal 

. workers from Poland, Russia, and Ruthenia. 

THI! URBAN MOVEMENT 

The most characteristic product of the shifting of population 
in the last century is the town: the city, the big town, the me
tropolis. It has repeatedly been necessary to note the increasing 
proportions of population that dwell in towns. In a wider sense 
all of modern economic life has been urbanized. 

The modern town has not lost the character of its medieval 
forerunner. It is still made up of people who live from the sur
plus created in other economic units. The modern great town, 
,however, reaches that surplus in more complex ways and by means 
of a more elaborate technique. There are still consumers' towns. 
Much of the greatness of such a metropolis as Paris is due to the 
presence of governmental bureaus and the large number of em
ployees, and to the Hood of tourists and temporary residents. The 
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kings and their courts, however, have been replaced as town 
makers by the entrepreneurs and their furnishers of capital. These 
bring the town fillers, their amusement venders, their food vend
ers, their doctors and lawyers and teachers and newspaper men, 
and a whole long list of employees and servants. They may even 
bring with them a factory and its employees, but that is not char
acteristic of the larger forms of capitalistic enterprise. The Krupps 
lived in Essen and the Duponts in and around Wilmington, but 
the modern entrepreneur or capitalist town makers character
istically derive incomes from enterprises remote from the places 
of their residence. They may operate mines in Mexico and live 
in London, or a South American· electrical concession and live in 
Berlin. Like the medieval baron, bishop, or king, the modern 
town maker lives from the surplus produced by other economic 
units; but, unlike the earlier town makers, he uses the power 
of money rather than the power of the sword to obtain it. 

More common and more significant of capitalistic evolution 
and especially of our present concern, the geographical adapta
tion of population to capitalism, are the producers' towns. Some 
of them, Hamburg and Liverpool, for example, are still prin
cipally commercial towns. It is, however, the industrial town and 
the metropolis which appear in the high capitalistic period as the 
most distinctive features of modern urban development. 

When capitalistic industry appeared, it was of little significance 
for town building. As has been shown, it sought the countryside 
(domestic system), or, on account of problems of raw material 
or of power, the woods, the mines, and the streams. The transi
tion to steam power and the increase of production and of the 
size of producing units were creative factors that made large 
towns out of small handicraft towns, like Chemnitz, Dortmund, 
Birmingham, Lyons, or made new towns out of countryside: 
Zwickau, Bayonne (New Jersey), Roubaix, Lodz. Some examples 
illustrate how large this town producing force was: 
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Germany 1816 1910 

Chemnitz 14,000 (1800) 287,807 
Dortmund 4>465 214,226 

England 1760 1910 

Manchester 30 ,000-45,000 . 710,000 
Birmingham 28,000-30,000 840,000 

United States 1840 1920 

Youngstown (did not exist) 132,358 
Milwaukee 1,712 457,147 
Detroit 9,102 993.678 

France 1800 1910 

Lyons 109>500 524>000 
Lille 54>756 218,000 
Roubaix 8,000 123,000 

Poland 1800 1910 

Lodz 200 404,000 

These towns owe part of their growth, of course, to other 
factors than industry. That especially is true among American 
towns (Cleveland, .Denver, Minneapolis, and many others), 
which, while primarily industrial, serve largely also as commercial 
and financial centers or subcenters for sections of the country. On 
the other hand, how industrial such towns can be is illustrated 
by some German towns: Bochum, a mining town, used 70 per 
cent of its population in industry; Essen, the same percentage; 
Plauen, a textile center, 77 per cent. Similar proportions exist in 
the incomplete towns (such as automobile centers in Michigan) 
where the entrepreneurs and directors live elsewhere and only so 
much direction remains on the ground as is necessary to carry 
on the actual production. 



POPULATION AND LABOR SUPPLY 

The economic concept, the metropolis, does not primarily Cle

pend on size, but upon function. "A village is what a village does, 
a metropolis is what a metropolis does." The metropolis does 
everything a town (of any kind) can do. It is an industrial and 
commercial center for a large area, its financial life is organized 
in such a way as to dominate or at any rate to exert influence on 
a national and international scale, it is a consumers' city where 
the recipients of surplus from elsewhere are domiciled. It is not 
necessarily a political capital. Paris, Berlin, London are metro
politan; Washington and The Hague are not. Many large towns 
are not metropolitan: Pittsburgh is less metropolitan than San 
Francisco, although it is larger. England and France have but one 
metropolis each. Germany and the United States have several 
each. Besides Berlin, there are Munich, Leipzig, Cologne, and 
Dresden. Besides New York, there are Chicago, Philadelphia, and 
San Francisco. 

The existence of the metropolitan town is, of course, dependent 
upon the increased production of goods and their increased avail
ability from a wider area (transportation) and the development 
of rapid transit within the urban area.' The omnibus, the horse 
car, the underground, the elevated, the taxicab, and the motor 
bus mark its stages. In Berlin, the average number of "rides" 
taken by the "average inhabitant" per year rose from 20.2 in 1866 
to 516.7 in 1913; in London, from 22.7 in 1876 to 221.2 in 19II. 

The great towns depend for their growth upon their attrac-

1 The limits of this last development have apparently been reached in New York and 
London, and their problem daily grows more pressing: its solution probably awaits some 
new geographical or industrial organization. The difficulty of the problem throws much 
light upon the essential character of capitalism. Because more people come to the shops 
and offices in New York City, more shops and offices arc provided. more people come, 
more rent i. charged and earned, more buildings rise--and so the vicious circle continues, 
despite all penonal considerations. ease and comfort of life, space. personal dignity, nct 
income in the sense of personal tnjoyment. It is too much to say that capitalistic society 
cannot find a solution of the problem of traffic conge;tion in New York City. but the 
difficulty of the problem allows bow useless it is 10 say. "Here are light. air. food. shelter. 
room. aU the simple human wanu: come out and enjoy them." The solution will doubt~ 
less be mund. but it will probably be as regardless of personal taste as the exi~ting 
conditions. 
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tiveness to non urban groups. People come to the towns, apparently, 
to change their occupation, in their youth. In Austria, the aver
age number per thousand between 15 and 60 in the cities varied 
from 638 to 700 as against 588 in the kingdom as a whole. In 
Germany (1907), the percentage of persons between 20 and 40 
was 36.7 in the large towns, :zIl.7 outside of the large towns. They 
came because of economic inducements, especially the hope of 
higher wages, and also for non-economic reasons-what Bismarck 
called the "tingle-tangle" of the town. 

The tradition of freedom still clings to the town-but now it 
does not take "a year and a day" to attain the town's freedom 
from the claims of personality. 

The town has afforded a peculiar theater for the unfolding of 
the eapitalist spirit, its intellectualism, its rationality, its ealculat
ing habit. It has been a field for the extension of production, as 
has been shown: to the development of the city is due the evolu
tion of the greatest of eapitalistic industries, building. As labor 
,market, the town has furnished recruits for eapitalistic industry, as, 
when, and where wanted. 

THE TECHNICAL ADAPTATION OF POPULATION 

The technical adaptation of population to the needs of capi. 
talism has not been less than the geographieal. Capitalism had 
to have a new race of men ready "to identify themselves with the 
unvarying regularity of the automotor." The records of early 
enterprises are full of evidence that men of this kind did not exist 
in great numbers; more common were the "refractory tempers 
of work people accustomed to irregular paroxysms of diligence." 
Andrew Vre, from whose Philosophy of Manufactures (1861) 
these expressions come, felt that it was nearly impossible "to con
vert persons past the age of puberty . . . into useful factory 
hands." The "natural man" had no impulses to conform to disci
pline: specially cultivated men were required. Graduated wages 
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and premiums on the one hand "introduced a whoJly new life," 
as Werner Siemens put it, and the strict factory discipline-so 
strict that obeying it literaJly became a favored form of sabotage 
-introduced by Arkwright developed into a fairly effective tech
nique of handling men in masses. Max Weber insists upon the 
importance of the general puritanism of religion, the emphasis 
upon industry and "respectability," as an aid in developing the 
disciplined worker. The prohibition laws of the United States are 
generaJly regarded as the result of the alliance of' the religious 
organizations and the employers of labor. 

The development of workmen able to carry on the technical 
processes of production has been simplified by the division of 
labor, which has reduced the standard of training necessary in 
most industrial processes to a very low point. This has been ac
companied by a rather elaborate classification of labor: workers 
are no longer simply masters, journeymen, or apprentices, but 
range through various grades, according to the degree of their 
skill (and various other conditions). Instead of shoemakers, the 
modern shoe factory has sole cutters, stitchers, polishers, etc. The 
entrepreneur naturaJly seeks to get each process done by as Iowa 
grade of labor as possible. It is characteristic of the labor thus 
trained that it is highly transferable. A steel-worker can hardly be
come a spinner overnight, but the technique of, say, making 
optical instruments can be transferred to making taximeters much 
more readily than the skill of the shoemaker can be used in book
binding. 

Technical adaptation of labor has been carried to such a point 
that it has become a profession and almost a branch of learning 
in itself. The personnel officers of modern factories have a whole 
series of tests, physical and psychological, to measure the potential 
adaptation of men to their jobs. 

The interchangeability of technique has favored a remarkable 
instability of labor. In 191,3-1914 in eighty-four American factories 
with 2440814 employees at the beginning of the year, there were 
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470,715 changes in the personnel, an average of 1.92 per worker. 
In European countries, the turnover was a little lower, about 0.5 
for the German glass industry in 1912, I.p in the metallurgical 
industries, 1.76 in the metal-working industries, 1.10 in the textile 
industries, but 2.06 in machine industry and 3.64 in the chemical 
industries (1907). Turnover was highest in industries specifically 
injurious to health, and in industries which used the largest pro
portion of unskilled labor. On the other hand, social welfare work, 
such as was carried on by Krupp's, had a distinct stabili2ing effect 
on the labor force. In 1906, for example, Krupp's had a labor 
turnover of 4.64 per cent a month, while the general average of 
the Diisseldorf district was 7.68 per cent. 

The economio' adjustment of labor to capitalism is expressed 
through the nexus of wages. In the earlier decades, the steam and 
machine technique had an apparent depressing effect upon wages. 
Women and children were used extensively in the place of adult 
male labor. In 1875, II7,994 children under thirteen were em
ployed in the English textile industry. From that time on, how
ever, the number steadily declined, and in all civilized countries 
it was reduced to very small proportions by 1914. Women's place 
in economic aspects of life, as in most others except the domestic, 
grew steadily larger. In Germany, the percentage of women 
gainfully employed grew from 18.5 in 1882 to 264 in 1907; in" the 
United States, from 14.9 in 1890 to 2I.I in 1910. The wages of 
women for the same work were from three-fifths to three-fourths 
those of men. 

Another feature of the depressing effect of capitalistic organiza
tion upon wages is the use of backward races and immigrants 
accustomed to lower wages than the laboring men of the same 
race and birth as the entrepreneur. In the South African mines, 
where the wages of the colored laborers are about one-eighth 
those of the white, it is not surprising to find the mine operators 
seeking to have as much as possible of the work performed by 
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natives. Bryce states: "The dream of the manager is to cut down 
the cost of native labor by getting a larger and more regular 
supply as well as by obtaining cheaper maize to feed the work
man •..• So white labor might be much cheapened." In the 
United States, where the effect of immigration has been exhaus
tively studied, the Italian immigrant without family has been 
shown to be capable of saving four-fifths of his wages. The greater 
availability of immigrant and Negro labor is probably an im
portant cause of the depressed condition of the Pennsylvania coal 
miners as compared to the western miners. 

Capitalistic society has a persistent if varying surplus of labor. 
Aside from the enormous problems of unemployment developed 
in various countries since the war, English unemployment in the 
decade before the war varied from 3 per cent to 7.8, in Germany 
from 1.6 per cent to 4+ Unemployment is due to personal reasons, 
to technical and organizational changes, and to the crisis, which, 
as we shall see, is a normal feature of capitalistic economy. Such 
a crisis produced 20.8 per cent unemployment in New York 
State in 191,3, 2:1..7 per cent in the English shipbuilding industry 
in 1908. 

In general, however, this depressing tendency of capitalistic or
ganization has not prevented real wages from rising substantially 
during the century, although they rose less than profits and al
though labor costs have actually declined in nearly every kind of 
industry except domestic and personal service. If we take total 
wages and total profits in 1850 as 100, the index figure of total 
real wages rose generally to 1,<146 in 1910, while profits had risen 
to 2,248. That is to say, in spite of the depressive operation of 
capitalistic labor organization, labor has on the whole effectively 
adjusted itself to the economic development of high capitalism. 
The increased demand for labor, minus the increased supply, plus 
the decreasing labor cost, plus the increased profits of industry 
(all properly integrated) might account for this adjustment. 
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CHAPTER VI 

THE RATIONALIZATION OF THE MARKET 

THE PROBLEM OF OUTLET 

WHO bought the products which fully developed capitalism, with 
its steam and iron technique and multiplied labor supply, was 
able to produce in such great quantities? 

The theories of distribution have been various. The classicists 
held that overproduction was iropossible, because every producer 
would demand as much goods as he produced. The pessimists, 
whose theory received its most interesting development at the 
hands of Marx, hold that the possibilities of expansion are limited 
by the persistent lowering of the proportion of circulating capital 
to fixed capital. More and more labor is required merely to re
produce used-up portions of fixed capital, leaving less and less for 
the purchas~ of new production. 

Whatever the validity or invalidity of the theories, it is obvious 
that capitalism as a producing system has found a steadily in
creasing outlet for its products, limited by certain developments 
more or less accidental in character. The products of capitalism 
are sold to noncapitalistic income receivers (i.e., landlords); to 
wage earners; to "peripheral lands" (i.e., in terms of the modern 
world, the fully capitalistic centers, Europe, the United States, 
Japan, sell to the partly capitalistic periphery, South America, 
AfriCa, India); to itself when a new line of production demands 
a whole series of new production materials. . 

Certainly capitalism has striven with all its tnight to expand its 
external markets. It has sold its excess production of consumption 
goods: the English cotton industry sold to the farmers and small 
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bourgeois all over the earth. It has sold production goods, rail
roads in colonial lands, German indigo in China, Japan, and India. 
At the same time, it has developed its internal market in much 
greater degree. It has solved (heretofore) its problem of marketing 
by developing both external and internal markets to the highest 
possible degree. 

The internal market developed among the older noncapitalistic 
receivers of revenue. Even in so capitalistic a country as England 
ground rents in 1913-1914 constituted 18 per cent of the total 
national income. To them must be added those incomes which 
result from the profits of stock speculation, etc., and therefore lie 
outside the capitalist production system. The demands of public 
organs, which secure their purchasing power from wces and 
loans, have greatly increased on account of the extension of gov
ernmental activities. The expenditures of the French govern
mental organs increased 386 per cent while the population in
creased 31 per cent (1816-1913); those of the whole group of 

.European States from 15 francs to 79 francs per capita, or more 
than five times as rapidly as the population, between 1786 and 
1908. 

It is, however, with expansion of the extra-European trade that 
we are here principally concerned. In spite of the development of 
humanitarianism, the methods of expansion remained brutal, 
where such methods would serve. When the English cotton goods 
production required a new market, the Indian cotton industry 
was destroyed by custOIns and tax regulations. "The bones of the 
cotton weavers whitened the plains of India," but cotton exports 
from England to India rose to 25 per cent of the (increasing) 
total export. So the various European nations and Japan forced the 
market in China until they found that the process too greatly in
creased their mutual difficulties. In other cases, the right of intro
ducing the blessings of civilization in the form of opium, brandy, 
or gun powder was obtained by force or fraud. The necessity for 
this kind of foreign outlet still prevents the master minds of the 
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great powers from devising adequate means to prevent the inter
national trade in opiulIl-

An important phase of the development of the foreign rqarkets 
is the export of capital A loan in a foreign land, for the con
struction of a railroad or the building of an electrical power sys
tem, does not necessarily mean that the rails or the dynamos will 
be bought in the countries from which the money was borrowed, 
but in practice that is what happens when money is thus lent 
to the industries or governments of undeveloped countries. 

In 1914> the three most important creditor countries had the 
following sums invested in foreign countries: 

Great Britain 
France 
Germany 

$17,500,000,000 
9>000,000,000 
6,000,000,000 

The average annual investment in foreign countries and colonies 
was reckoned at the following sums: 

Great Britain 
France 
Germany 

$500,000,000 to $1,000,000,000 
400,000,000 to 500,000,000 
200,000,000 to 300,000,000 

In England in 1914 the annual foreign investment surpassed the 
domestic investment by over 4 to I. On January I, 1917, all securi
ties quoted on the London Exchange had a face value of £9>.34-
400,000: over half was in foreign securities. About the same pro
portions existed between foreign and domestic securities on the 
Paris Bourse. In Germany, however, the proportion of foreign 
issues to the total issues had pretty steadily declined from 1886 
down to the World War. 

A very large proportion of this export of capital was in the form 
of loans to governments-almost one-half of the British foreign 
investments, about four-fifths of French foreign investments. Rail-
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roads came next, far behind the government securities, but far 
ahead of any other form of investments. C. K. Hobson (The Ex
port of Capital) has shown in an interesting way how the export 
of railroad building materials followed the export of railroad 
building capital. In Indian railway enterprises, for example, 33 
per cent of the (largely British) loans went back for the purchase 
of materials in England, 4 per cent to other countries. 

The exports from the world-trading countries (Germany, Eng
land, France, and the United States) into the other countries mul
tiplied trom two and one-half times (South America, 1901-1913) 
to eight times (China, 1888-1913) in the quarter-centUIY before 
the War. This trade with less developed countries, however, was 
not so important as the trade with more developed neighbors. 
Even in the case of England, the whole trade with Latin America, 
Asia, and Africa was only 31.6 per cent of its whole export trade 
in 1904. 

New buying classes were added to the markets by the general 
breakdown of the self-sustenance economy. Even food became a 
'commodity that was obtained market-wise. Western ranchmen 
who raise thousands of cattle depend upon canned milk. Farmers' 
wives buy the family supply of bread. In UIban communities this 
commercialization of life has gone even farther. In building and 
in clothing, capitalistic production has become the rule. This mod
ernizing process operates significantly in debtor countPes, where 
the obligation to pay taxes operates as a compulsion to produce for 
the market, and thus opens new classes to the capitalistic sales 
force. Every movement of settlers into new lands adds another 
group. 

Within its own active constitution, capitalism has repeatedly 
speeded up its metabolism. The increase in the demand for cotton 
goods led to an increase in the demand for looms, then in the 
demand for yarn, then in the demand for fast spinning devices, 
satisfied by Hargreaves, Arkwright, and Compton; then for more 
cotton (Eli Whitney), then for power to drive machines, steam 
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engines, iron to make the machines, ore, limestone, and coal 
(coke) to make the iron, etc. Sometimes this effect was incidental. 
The need for artificial light produced gas lighting; the wastes 
from gas lighting, the aniline dye industry. This sort of illustra
tion could be repeated indefinitely without clarifying the essential 
phenomenon-that every advance of technique constituted a new 
line of demand for new ranges and quantities of goods. The de
velopment of transportation has not only opened up new areas 
and organized more demanding populations, it has itself required 
enormous quantities of stccl, iron, and wood. The development 
of electricity to a major form of power has created new kinds of 
demands unheard of before: what was the value of tungsten in 
1800? 

The increase in the demand for consumption goods within the 
capitalist structure is indicated by the increase in real wages, the 
purchasing power of the proletariat. In index terms, the rise in 
France was from 55.5 in 1820 to 100 in 1900; in Great Britain, 
from 37 in 1790 to 100 in 1913; in the United States, from 48 in 
1830 to 100 in 1913. This general doubling corresponds to the 
doubling of the productivity of labor that we have assumed: if 
the assumption is correct, the working classes are receiving just 
about the same portion of the total econoInic production as they 
did a hundred years ago. 

M.uutn TECHNIQUE AND M.uutn CONTROL 

The outlet for goods was also increased by the development of 
marketing technique, which underwent changes only less radical 
and striking than the changes in industrial technique. Slight re
flection in regard to the conditions we see about us will aid the 
student to realize, first, that demand itself (the potential market) , 
has been strikingly modified in directions that facilitate market
ing: since we have all learned to demand straw hats on a particu
lar date, it is much more practicable, convenient, and profitable 
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for a larger number of people to make and sell straw hats. This 
rather illogical habit illustrates quite widespread features of high 
capitalistic demand. 

It is obvious that the effective demand comes from a very dif
ferent class from that for which a hat factory was established in 
the early capitalistic period: "persons of high estates, officials of 
the state, and rich and well-to-do people," 1 unless, indeed, it may 
be said that the "rich and well-to-do" pow include much wider 
social groups than in the eighteenth century. In the early part of 
the nineteenth century occurred a certain divorce between art and 
industry which, combined with this extension of effective demand 
among wider groups of society, resulted in the obvious debase
ment of style, called Victorian in England and America, of which 
the cast-iron dogs, still visible in many older gardens, are the 
typical monuments. This divorce between art and capitalistic in
dustry was not, however, permanent: the widespread democratic 
demand of the late nineteenth and early twentieth century has 
proved or is proving itself capable of eliciting highly styled pro

, duction. The advance in automobile design since its beginnings 
(and from year to year) is an example that serves as well as any. 
The same phenomenon and the same' general curve of development 
may be observed in other lines of production: furniture, fabrics, 
buildings, food, and many others, even though the American 
straw hat may remain unconformable to any known standard of 
beauty. 

This democratization of demand is arithmetically expressed by 
the statistics of income: in the United States the people with in
comes between $:z,ooo and b,ooo have more than four times as 
great combined purchasing power as those with incomes between 
$25,000 and $100,000. It is interesting to note that before 1914 the 
lower purchasing power of money in the United States (from two
fifths to one-half less than in Germany, for example), especially 

1 Sec paBC 227. 
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low in the necessities of life, left a smaller balance of the average 
income for the purchase of luxury goods than in Europe. 

The producers and sellers have taken a new place in modern 
demand: from mere docile servants of demand, they became 
creators of demand. The speculative demand for certain products 
led not only to increase but to change in character; e.g., graded 
wheat. The financing of new inventions determined the con-. 
sumer's demand, e.g., for electric light. The entrepreneur's direct 
control of production and sale enabled him to limit the consum
er's demand; a number of other influences enter here, but the 
point is illustrated by an imaginary case: if the consumer desires 
an electric light bulb of 36.5 watts, it is (economically) impossible 
for him to secure it. He can secure a 25-watt or a 4o-watt bulb, but 
not a 36.5-watt bulb. If he happened to wish to buy a book brocht, 
to apply his own binding, he could not do so until recently on the 
American book market. In most cases the psychological discom
fort is eased by convincing the consumer by advertising that he 
wishes the type of goods which is bcing sold. 

This enables the producer to change the mode and to change it 
frequently. The obvious illustration is clothes. One year, it is easy 
to buy a straw hat with a narrow brim and a tall crown, the next 
year the consumer must buy a hat with a wide brim and a low 
crown. Somewhat more rationally, the producer also discards a 
machine when some new invention promises more economical 
results. For the capitalistic market, the significance of the two 
cases is the same, a new extension. 

In general, this speeding up of the change of fashion has been 
extended to all classes of the population. The French farmer's 
daughter in the early nineteenth century wore her provincial 
costume as a matter of course, whereas now she wears modern 
clothes and wears the old costume only as masquerade. It has been 
extended to all sorts of goods. Originally a matter of clothes only, 
the fashions change in furniture, houses, automobiles, from year 
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to year. It has been extended in geographical range. Russians, 
French, and Americans dress alike and change together from 
season to season as though in lock step. The extremely modern
istic forms of furniture were unknown before the Exposition des 
Arts Decoratifs in 1925: in 1927 they were produced in Grand 
Rapids. Occasionally, the demand is unmanageable. Several at
tempts before 1930 to bring about a demand among women for 
long skirts failed. Nevertheless, the ereation and imposition of 
modes in rapid succession is a definite method of increasing the cap
italist market, generally used with a definite expectation of re
sults. In a sense, the individual entrepreneur (producer or mer
chant) is bound by the same compulsions that he imposes upon 
his customers. 

A corollary of the changing mode is the speeding up of the act 
of consumption: a suit of clothes is used only a few months. The 
speeding up of production intensifies this character of demand: 
the large metropolitan newspaper, which contains a quantity of 
reading sufficient for a week, is disposed of in the course of a 
short city journey. Again, Goethe had "time" to spend three hours 
at the table, the office clerk in New York has time only for ten 
minutes. 

Collective demand has increased. The construction and opera
tion of schools, libraries, museums, hospitals, theaters, hotels, cen
tral water supply plants, central heating and lighting systems, 
public means of communication, the increased activities of gov
ernment and public organs, all involve this concentration of de· 
mand into large units. 

The demand for goods has changed somewhat in the character 
of the goods demanded. Here is rather a change of balance than 
a substitution of new for old. There has been an increasing de
mand for tools and machines, an increase in the proportion of 
fixed capital to wages.' Demand has shifted from the heavy and 
durable to the light and less durable. Clothes, food, houses, 

2 See page 292, 
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vehicles are all calculated to outlast only a changing taste, and to 
prepare new customers for the producer at the end of a short 
period. Substitute goods (Ersatz) have taken the place of older 
materials: rubber for leather, celluloids and cellulose for rubber 
and leather, chicory for coffee, margarine for butter, cotton and 
shoddy for wool, stamped iron for wrought iron. Substitution has 
been a deadly weapon of capitalism in the struggle with the handi
craft system. Standardization of demand has come partly as a re
sult of the common absorption into similar conditions of work and 
life, partly as a result of controls exercised by capitalistic organiza
tion. Mr. Hoover's Bureau of Specifications and the Bureau of 
Standards have deliberately undertaken to reduce the variations 
of product among American manufacturers. The types of files and 
rasps have been reduced from 2,351 to 496, of hospital beds from 
40 to I, to mention only two out of many such changes that have 
been accomplished in American industry. 

To meet the changing extent and character of demand, the 
markets have been greatly increased in range, and in effectiveness 
as devices for establishing exchange values. 

The capital market has become world-wide. The Napoleonic 
Wars completed a victory which London had been winning over 
Amsterdam, and from that time to the World War, London's 
metropolitan relation to the whole money market remained un
challenged by any near competition. Its supremacy as a center of 
world trade, the supremacy of the pound as sound money, and 
the great flow of money to and through London, made it the un
questioned center of the financial world, and even after the great 
financial revolution of the World War, gave it an ascendancy over 
New York as a center. One may say that even the postwar 
ascendancy of the United States in international finance was ex
pressed in terms of the London market. It is not impossible that, 
when the export of capital becomes again a normal part of capital
istic economy, the misfortunes of American foreign bondholders 
between 1929 and 1932, a symptom and consequence of the im-
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mature and undeveloped organization in the United States of for
eign financing, will again create an unfavorable atmosphere there 
for foreign loans and lead to the resumption by London of its tradi
tional ascendancy in that field. This possibility, of course, is con
ceivable only if England returns to the gold standard, either by way 
of simple resumption of specie payments or by way of revalorization 
of the pound. Just before the War, £422>000,000 sterling of foreign 
loans were made in London, £78,000,000 in the United States; just 
after the War (.1920), £40,000,000 in England, £4%000,000 in the 
United States. London had the one great advantage, however, that 
rates of interest were generally lower there and the South American 
countries especially showed a tendency to return to London. Paris 
and Berlin up to the War were important in the world market. 

The labor market remained essentially local in character, the 
subject of particular local contracts. Labor exchanges, as estab
lished in Germany and in England before 19140 served in a 
marginal way to give the labor market a national extension in 
those countries. 

Good markets have been developed on a world scale for some 
of the larger items of production, such as wheat, cotton, copper. 
wool. coffee. Retail commerce has only begun to take on the aspect 
of a widely organized market with the chain-store development 
in the United States and the "cooperatives" in England. 

The effectiveness of the market as a means of price comparison 
and price determination has been increased by the vigorous ex
tension of devices of information-traveling salesmen, news trans
mission. especially the newspaper. and advertising. Statistics of 
advertising are not complete, but in the United States, national 
advertising, as distinguished from local advertising, cost $600,-
000,000 in 1922 From our present point of view, such evidence 
and the evidence of the advertising section of any American jour
nal indicates that market organization is very largely converted 
into the form of paper and printer's ink. This is almost a truism 
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in regard to the national market. It is also a fact of the ~terna
tional market. A refrigerator company informed the New'York 
Times that an advertisement in its rotogravure section brought 
four inquiries from several South American countries. 

Commercial news is published in many forms. Credit rating 
publication began in England about 1830. In 1841, the first inter
local organization was developed in New York in connection 
with the southern trade. The oldest French credit bureau dates 
back to 1857, the oldest German bureau to 1860. In 1872, Schirn
melpfeng organized a really national bureau in Berlin and about 
the same time, the American credit bureaus, Dun's and Brad
street's, took on their national character. 

Banks, universities, governmental organs, separate semipublic 
institutions, began to publish market news for customers and the 
public. The labor market was highly organized by means of 
private and official publications, especially in Europe. In Germany, 
such organs in 19II effected the placing of about three and a half 
million men. In no other country did such organs fill as many as 
a million places. Of course, the help wanted and work wanted 
columns of the newspapers performed a considerable function of 
this type which is important but not statistically measurable. 
Numberless specialized journals developed, some of them official, 
like the consular bulletins, some of them almost academic, like the 
English Economist and the Harvard Committee's Ret/iew of Eco
nomic Statistics. The business and financial page of the daily 
newspaper is perhaps one of the most important forms of this 
phase of market organization. Not only the business man and the 
financier but the most remote farmers and villagers are kept in 
touch with the market. Before the World War, the Berlin prices 
for wheat were posted daily in Siberian villages. 

All this "illumination" of the market has been made possible 
by a change in the psychology of business men, the disappearance 
of that secretiveness which we noted as part of the early cap-
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italistic style, by a change in the character of the values handled on 
the market, and by a great advance in the mechanical instruments 
of travel and communication. 

The change in the character of values handled on the market 
which is to be noted, can be summed up in one word: deperson
alization. We have already noted this process in the capital 
market.· It is illustrated in the labor market by the development 
of wage scales resulting from collective agreements with unions 
or adopted by employers of their own motion. The individually 
negotiated wage has almost disappeared as a feature of industrial 
life. In the goods market, the change from face-to-face trading 
with immediate delivery of the goods, to delivery<ommerce by 
means of sample and specification has been completed. On the 
Chicago Board of Trade, for example, a specified quantity of 
wheat of a given standard with delivery at a given date fully as
sured is sold and bought dozens of times over, and not one pur
chaser ever sees his wheat, or even a sample. The student will do 
well to attempt a summary of the conditions that make this pos
sible. 

One of the incidental consequences of the high organization of 
the market system was the stabilization of prices. In the twenty 
years before the W orId War, the discount rate of the Bank of 
France ranged only between 2 per cent and 4% per cent; that of 
the Reichsbank between an annual average of 3.12 per cent and 
6.03 per cent (1907). Nearly all corporations by 1914 had adopted 
a policy of steady dividends, even when occasional favorable years 
provided earnings for exceptionally large dividends. In the labor 
market, the increasing fluidity of labor and the development of 
the impersonal wage scale linked the variations of wages closely to 
the general economic situation, and operated to retard sharp rise 
or decline. In the commodity markets, the development of ex
change operated somewhat in the same way and at any rate gave: 
a quasi-mechanical result at any given time. Prices are fixed and 

• See page 297. 
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published. Every traveler in less capitalistic countries is confronted 
with the unfamiliar problem of haggling. The amusement with 
which the practice is regarded by travelers is a reflection of the de
gree to which the fixed price has become a part of our economic 
practice. A French observer in 1835 noted fixed prices as a peculiar 
feature of English retailing. Prices are also to a large extent con
trolled in advance of the transaction between buyer and seller, 
partly by price-fixing arrangements between producer and retailer 
(automobiles), partly by the tariffs for goods like gas, electricity, 
water, imposed both by the character of the producing organiza
tion and by governmental regulation. The range of prices from 
place to place and time to time has also been reduced. The average 
differences in the price of wheat between the province of Rhenish 
Prussia and the province of Westphalia have declined as follows: 

1816-1820 
1821-183° 
18¢-1900 
1901- 1905 

59.0 per cent 
234 
12·5 
4·7 

In England, the ratio between the lowest and the highest prices 
of wheat at different periods was: 

1401-1500 100:2,000 
15°1-1600 100: 800 
1601-1700 100: 350 
17°1-1800 100: 450 
1801-1810 100: 214 
1816-1825 100: 237 

Iron prices at Hamburg varied as 100:258.8 between 1871 and 
1880, and as 100 :150.6 between 1895 and 1904. 

The development of well organized world trade, the incorpora
tion of all sources of supply in a single market organization, and 
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the development of transportation technique and organization are 
the factors that have made this steadiness possible. How these 
factors operate is illustrated by a description of the changing con
ditions in Argentina: "Formerly the practice of Argentina was to 
ship practically the whole surplus in the first seven months of the 
Argentine cereal year; for instance, in 19Q8, out of a total of 
17>400,000 quarters, 15,200,000 were exported by the end of July. 
However, now that futures markets are in existence in Buenos 
Ayres and Rosario, the grower is no longer solely dependent on 
the export market; if he thinks well of the future, he can hold his 
actual produce and hedge, if necessary, with futures." . 

The rationalizing of the market has extended to the qualifica
tion in several important aspects of free activity on the part ot 
individuals by "restraints" of trade. Banks generally aimed at a cen
tralized control of the money and credit market through legisla
tion. The general purpose was to effect such an organization as 
would provide a quasi-governmental control of the money market 
without putting the government into the banking business. Such 
c~ntralized control was early attained in Scotland, England, 
France, Germany, Japan, and other countries; only late (and par
tially) in the United States, by the Federal Reserve Act of 1913. 

By 1914, the skilled labor market had come to be controlled very 
generally by the labor unions. Commonly prohibited by law in the 
early part of the nineteenth century, they secured a limited legal 
toleration in England in 18240 but it was only in the decade 1865-
1875 that effective recognition of tire unions as proper organiza
tions to secure betterment of wages and otlrer conditions of labor 
was effectively established. In 1868, a ministerial declaration ex
tended "toleration" to the Frenclr unions, but it was not until 
1884 that they received full legal character. The English law of 
1871 declared tlrat trade unions were no longer to be considered 
illegal simply because they were in restraint of trade, and gave 
tlrc:m legal protection for their funds. The German proletariat 
showed more interest in politics than in labor conditions, and split 
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into three general groups. the Socialist unions. the Hirsch-Dunker 
unions (radical-liberal). and the Christian trade unions. Never
theless. in Germany as well as in the other countries during the 
period 1870 to 1912. the unions developed a large membership
over 3.000.000 each in England and Germany and 13.892.434 in 
the whole world-with corresponding increases in income and 
especially in economic power. Their effectiveness in controlling 
wages. however. is diflicult to measure. It is apparent that on a 
rising market they secure some considerable advantage for their 
members; in a badly organized or declining industry. on the other 
hand. they suffer a great deal of disorganization; compare the 
railroad brotherhoods of the United States with the miners' federa
tions in England and the eastern United States. 

TRACE-UNION MEMBERSHIP 

Englana Germany France U niua States 

1870 142.530 

1880 2510453 
1890 456>373 277.659 4°2.125 
1897 412.359 444.500 
19oo 1.955.7°4 580.-127 492.647 865.400 
1905 1.344.8°3 781.344 1.945.000 

1910 2,-146.342 2,017.2g8 • 977.000 2.003.100 
1912 3,281.005 t 3.753.807 1.°27.059 2,526•II2, 

• This and the preceding figures for Gumaay above include only the free unio.au. 
t Great Britain. 

The commodity market was increasingly dominated by concen
trations of control. which will be discussed in the next chapter. 

CONJUNCTURE. CYCLES, AND CRISES 

Konjunktur is a name which German economists have given to 
the totality of uncontrollable and variable market conditions. 
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While capitalism as it developed succeeded in largely obviating 
the economic consequences of natural disasters such as crop 
failures, famines, and plagues, which in the earlier centuries of 
our story were the principal causes of crisis, it has become subject 
to persistent changes and fluctuations which are not exactly facts 
of nature or "acts of God," but seem to have the same inevitability 
and unpredictability. Periods of expansion are followed by periods 
of depression, and these again by periods of expansion. These 
alternating successions are called business cycles. They are of several, 
different orders. Comparatively minor changes, to which the name 
"cycle" is not ordinarily applied, occur every two or three months. 
Certain wider movements, to which the name is specially applied, 
vary in duration from eighteen months to seven years. Finally, 
there have been clearly four great movements of economic life 
through the nineteenth century: decline, 1822 to 1842; expansion, 
1843 to 1873; decline, 1874 to 1893; expansion, 1894 to 1913. 

At the turn from a period of expansion to a period of decline, 
. whether in this larger periodic movement or in the smaller inter
mediate swings, occurs that peculiarly unpleasant phenomenon 
known as the crisis, varying in character, in severity, and in extent 
somewhat according to the expansion that preceded it. Some of 
the symptomatic characters of these movements can almost be 
measured statistically. As an example of the cyclic process, we may 
take the minor German movement between 1895 and 1901---a
pansion, 1895 to 1900, crisis in: 1900, then decline during 1901: 

I. Rapid rise in prices: coal from 12.6 marks to 17.1; raw iron, from 
lis to 107 marks. 

2. Rapid rise in profits: average dividends of German industrial com
panies from 7.34 to 10.96 per cent. 

3. Rapid increase in the number of new establishments: IB94, 92 
with 88.3 million marks capital; 1899, 3~ with 5444 million marks 
capital. 

4. Rapid expansion of production: mine products, 45.3 million tons 
to 174.7 million tons. 
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5. Rapid rise in stock-market values: stamp duty rose from 9 million 
marks to 21 million marks. 

6. Rapid increase of stock sales: transfer stamps brought 8 million 
marks in 1894> 13 million marks in 1900. 

The beginning of the decline manifested itself in the reversal of 
all these movements: 

I. Falling prices: steam coal, from 22-4 marks in 1900 to 17-4 in 1901; 
• index for mineral products, 108 to B9. 

2. Limitation of dividends: of 5,500 listed companies in 1901, I,8~ 
passed their dividends, and 1,003 had deficits. 

3. Lowering of production: raw iron, from 8.5 million tons in 1900 
to 7.9 million tons in 1901. 

4. Decline in number of new enterprises: 261 in 1900; 158 in 1901; 
S, in 1902-

5. Decline of stock prices: the stamp tax produced 21 million marks 
in 1900, 14.5 million marks in 1901. 

6. Decline in stock sales: the transfer tax brought 13 million marks 
in 1900, 12-4 million marks in 1901. 

The peculiar and distinctive feature of the capitalistic depres
sion is that it is characterized by falling prices and oversupply 
(from the inarket point of view) while earlier depressions were 
characterized by shortage and high prices. 

The first capitalistic crisis was probably that of 1788, which was 
so keenly felt in the more capitalistic countries of Western Europe, 
England, France, and Holland. A special committee of the Eng
lish East India Company appointed to make a study of it reported 
in words that, with some little expansion and change of terminol
ogy, might have been used by a twentieth century economist 
speaking of the crisis of 1929: "The distress which the manufac
turers had complained of in 1788 had arisen from the manufac
turers themselves having pushed their enterprizes beyond all 
bounds upon fictitious capitals." In both France and England, the 
years following the American war of independence had been 
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marked by a radical expansion in business. 'The value of goods 
manufactured in England had risen from £3,200,000 in 1783 to 
£7,500,000 in 1781. The foreign commerce of France rose from 
683,000,000 livres in 1783 to 1,072>000,000 in 1789. Money was 
plentiful, new enterprises, such as the French India Company, 
water companies, insurance companies, land companies, were 
formed in considerable numbers. Prices rose radically on the stock 
exchanges. In 1788, the crisis came. Foreign trade fell off; prices 
dropped; thousands of workers in France and in England were 
thrown out of work; money, that is to say, credit, suddenly be
came "tight." Then as now, people were disposed to put the re
sponsibility for their troubles on the government. The English 
alleged that their troubles came because the East India Company 
imported more cotton cloths than usual from India in 1788. The 
French alleged that their troubles came because the government 
had permitted foreigners to trade in the colonies, had established 
a new monopoly in the India trade and had made a commereial 
treaty with England in 1786. The crisis was comparatively short, 
"and in 1790 trade was again expanding rapidly in both countries. 

Aside from the special disturbances due to war conditions be
tween 1793 and 1815, the next crisis came in 1815-1816 when the in
ability of the continental peoples to buy as freely as the English 
had anticipated resulted in the bankruptcy of many merchants 
and banks. In 1825, another crisis, especially severe in England, 
followed upon a period of notorious overtrading and crazy specu
lation of which the story is told that cargoes of skates and warm
ing pans were exported to Rio de Janeiro and loans were sub
scribed on behalf of a nonexistent South American republic. The 
crisis of 1837 began in the United States, apparently in connection 
with the overextension of credit by the state banks which were 
supplanting the second Bank of the United States. It spread 
quickly to the European centers that were involved in American 
trade, London, Liverpool, Antwerp, Le Havre, and Hamburg. 
The Bank of Belgium had to suspend payments in 1838. The 



THE RATIONALIZATION OP THE MARKET 35i 

Bank of England haS to get help from the Bank of France. There 
was trouble in Hamburg, and even in France, which was com
paratively little affected, a major firm, Hottinguer et Cie., had to 
suspend. The railway building of the forties, accentuated by the 
general European failure of the potato crop, led to another crisis 
in 1847. The "gold fever" induced by the very great additions to 
the stock of gold from California led to another period of intense 
speculative development and to the crisis of 1857, most severe in 
England and France, less so in Holland and Belgium, and very 
drastic in the United States. In 1873, a financial and industrial 
collapse began almost simultaneously in New York and Vienna 
which was felt throughout the world. Germany, just beginning 
her modern industrial development, was seriously affected. The 
crisis of 1893 was peculiarly severe in the United States on account 
of the irrational character of the American financial system. In 
1907, a "bankers' crisis" also peculiarly affected the United States. 

Then followed in all civilized countries a period of prosperity 
without precedent in the history of the world. Increased produc
tion, rising prices for commodities and for stocks, a vast expansion 
in the Hotation of new enterprises coincided with apparently inex
haustible supplies of credit at low rates of interest. This prospcrity, 
however, culminated like the earlier periods of expansion in the 
world-wide crisis of 1913, the £u11 development of which was cov
ered by the beginning of the World War in 1914. It was a particu
larly mild crisis. Although industry was hard hit and long bread
lines were common in the great cities, no great epidemic of 
bankruptcies occurred. Nevertheless, it was so widespread as to be 
practically universal over the whole area of capitalism. 

In a general way, it seems that the severity of recessions was 
somewhat lessened during the nineteenth century. Most· of the 
capitalistic countries learned to use their banking systems in such 
a way as to check overdevelopment of business in periods of ex
pansion and thus to reduce the severity of the consequent crisis. 
This was especially true of France, where the Bank of France 
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combined an extremely rational and flexible organization with a 
discreet and intelligent management. Discount rates were raised, 
not merely for the purpose of protecting the Bank's balances, but 
to prevent the overdevelopment of business on credit. When crises 
came, the Bank mitigated the "tightening" of credit by free issue 
of bank notes. This general line of practice was followed in all the 
countries with strong central banks. The crisis of 1857 was the 
last unrestrained crisis in England; that of 1873, the last in Ger
many and Austria. In the United States, expansion and recession 
remained uncontrolIed until the establishment of the Federal Re
serve System provided an instrumentality which was expected to 
operate in the same way. 

The mere increase in the economic structure has reduced the 
disturbing effect of particular expansions: the building of one thou
sand miles of railway would be a far less significant_ factor now 
than in 1840. The concentration of business into larger units has 
favored a more conservative and foresighted policy. Well managed 
corporations build up considerable funds in the form of surplus 

. and undivided profits. Legal controls and exchange rules have 
imposed severe restrictions on expansion in the form of new en
terprises. England learned that lesson as early as 1865, Germany 
in the crisis of 1872-1873, and the United States not until after 
the crisis of IlJ07-19Q8. FinalIy, the entrepreneur has learned also 
to accept the crisis and the recession as a certain prospect, to be 
taken into account in organizing the policy of his enterprise. 
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CHAPTER VII 

THE RATIONALIZAT~ON OF BUSINESS 
ORGANIZATION 

IT is in the organization of business enterprise that the process of 
rationalization has been most complete in principle and most 
thorough in practice. The process is most obvious in industrial 
enterprise, and therefore the illustrations used in this chapter will 
be drawn mostly from the industrial (producing) part of eco
nomic life. It is equally to be remembered, however, that the same 
process is going on in the organization of commercial enterprises. 
It is frequently asserted in economics textbooks that during the 
nineteenth century commerce yielded a predominance, which it 
had held before that time, to industry. The statement has a not 
very obvious truth, although a casual glance reveals that. it 
must be imperfect. Sel1ing and manufacturing must always be. 
balanced: the merchant cannot sell more goods than are produced, 
and the manufacturer dare not produce more goods than the 
merchant can sell. The not too obvious truth in the statement is 
simply this, that the changes of method (and hence the oppor
tunities for enterprise) were less in commerce than in 4tdustry. 
Concretely put, such devices as chain stores and corporate or
ganization came later into mercantile practice than trusts and 
combinations into industry. 

Rationalization in this sense is comparatively new in the Euro
pean economic world. Cost accounting applied to the elements of 
industrial process (e.g., the cost per pound of steam pressure, the 
cost of transportation per unit of raw material, the cost of operat
ing an old machine as against the cost of buying a new one) is 
almost wholly new within the past generation. The process of 

355 
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rationalization is far from complete. In the United States, where 
it is most advanced, the Hoover committee found in 1921 ( Waste· 
in I nd ustry) a considerable margin of waste in the best organized 
industries, and from one and one-half to foUl and one-half times 
as much in the average establishment. 

Waste in Waste in Proportion 
hest organ- average of best to 

Industry ized concern concern average 

Men's clothing 26·73 63.78 1:2* 
Building 30 •15 53.00 1:1% 
Printing 30.50 57.61 1:2 
Shoes 12.50 40•83 1:3'12 
Metals 6.00 28.66 1=4% 
Textiles 28.00 49.20 1:1% 

The process of rationalization involved, first of all, the utiliza
tion and development of a new form of business association, the 
incorporated stock company, which made possible the aggrega
tion of capital in units far transcending the possibilities of per
sonal credit and in relationships that in principle obviated all per
sonal involvement. In the second place, mostly by means of the 
stock company, combination and concentrations of control have 
facilitated the development of organization at higher levels and 
the extension of the entrepreneurs' potential range of action. To 
use a Inilitary analogy, the organization of command has come to 
include not merely generals and captains who command thou
sands of men but also marshals and generals who command mil
lions. In the third place, the inner working of enterprises has been 
brought under the control of objective and accUlate meaSUlement 
of all activities with reference to their retUln of profit. All this is 
rationalization, not necessarily with reference to social or ethical 
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interests, but with reference to the dominant principle of cap
. italistic enterprise, the winning of profits. 

THE INCORPORATIlD STOCK CoMPANY 

The principal manifestation of this rationalizing of organization 
is the vast development of associative forms of enterprise in the 
form of stock companies. Adam Smith in Tht: Wt:alth of Nations 
(I7J6) considered the stock company suitable only for banking, in
surance, canal and road building, and water supply for cities. Now 
it is a matter for remark when any considerable business remains 
an individual or even a partnership enterprise. 

The joint-stock company or negotiable share company, to give 
it a name which goes more neaIly to the root of its function in 
economic life, was by no means unfamiliar in the days of Adam 
Smith; but that its development was very limited is indicated by 
his comment. Even within his own lifetime, however, the 
theoretical limitation which he thought he recognized was proved 
to be incorrect. An outburst of company formation occurred in 
France and in the United States between the American Revolu
tion and the French. The French Revolution, especially the 
period of the Convention, was marked by a decided reaction 
against the newer ways of doing business, and all the stock com
panies were abolished in 1793. Under the aegis of Alexander 
Hamilton, this method of aggregating capital continued to pros
per in the United States, although the companies formed had a 
rather dismal record. 

The Napoleonic code of commerce in 1807 provided the first 
general law for the organization of stock companies. It provided 
for two kinds. The" societe anonymt: was like a modern stock 
company, except that the liability of stockholders might be either 
limited or unlimited according to the company's own constitu
tion. Companies of this type were subject to a close official over
sight. The societe t:n commanditt: sur actions was the traditional 
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silent partnership, with the capital of the silent partners split up 
into shares. Companies of this type were not treated as corpora
tions, nor were they so subject to official regulation as the socibb 
anonymes. The active managers alone were fully liable for the 
debts of the enterprise. These provisions of the code became the 
basis for the company law of Belgium, Holland, Switzerland, 
Italy, Spain, Prussia, and the Hanse cities. 

The true joint-stock company developed rather slowly in France, 
where it was confined to the traditional fields of banking, in
surance, and public utilities. Only a dozen were created during 
the Napoleonic period, and 122 during the whole period of the 
Restoration (1815-1830). The socieeb en commandite were much 
'more numerous, and were the instrumentality used in most of 
the scandalous company promotions of the late thirties and forties. 
Between 1840 and 1848, 177 socieeb anonymes were floated and 
1",00 societb en commandite sur actions. Not until 186], when 
the government relaxed the strict control over the socibb 
.anonymes, did they become the prevailing type. 

During the thirties, most of the principal mining and metal
lurgical ente1"prises of Belgium came into existence as sociltes 
anonymes. About 120 Belgian companies, fewer than were formed 
in each of several of the boom years, survived the crises of 1838 and 
1848. In Germany, no state except Prussia had a general company 
law before 1850. In England, the Bubble Act of 1'J20 forbade the 
formation of companies with transferable shares without a charter 
from king or Parliament, which was very difficult and expensive 
to obtain. This restriction was relaxed only in 1825, but even then 
the English Parliament refused to adinit the principle of limited 
liability until 1855. 

The stock company organized as a corporation is perhaps 
the prime symbol of the elimination of personality from busi
ness. Its basic idea is abstraction of a segment of property and 
the endowment, by legal fiction, of this property with the vari
ous business functions. The company buys and sells, contracts 
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debts, hires and discharges workers. The officers and employees 
are merely functionaries of the property, the shareholders merdy 
creditors. If it becomes bankrupt, for example, neither legal nor 
social responsibility attaches to officers or shareholders. They 
may immediatdy form another company, buy the property at 
bankruptcy sale, ignore the debts of the original company and 
have perfectly good standing and credit. 

The company-or corporation, as it is somewhat inaccuratdy 
called in the American language-is prevalent in every branch 
of enterprise and in every geographical area. In the United States, 
where the devdopment has gone farthest, five-sixths of all goods 
manufactured in 1914 were produced by enterprises thus or
ganized. Between 1885 and 191 J, the number of stock companies 
in Great Britain rose from 8,1192 to 60,754. with an average capital 
in the latter year of about $200,000. The German companies 
numbered only 5,222 in 1909> but the average capital was about 
$700,000. In France, 25.451 companies were organized between 
1889 and 1913. Neverthdess, it is to be borne in mind that enter
prises of the individual form still prevail in number. Even in the 
United States it was only in 1919 that the stock companies be
came more numerous than the individual enterprises. 

The stock company was originally based on the issuance of a 
single series of "shares" of stock corresponding exactly to the 
amount of money capital contributed by the "subscriber." During 
the nineteenth century, however, this simplicity became excep
tional rather than typical. Besides the "common shares," repre
senting the residual ownership and an unlimited share in the 
profits, the typical stock company also issues-

(a) preferred shares, with preferred but limited rights to the assets 
and to the earnings; 

(b) debentures, or unsecured acknowledgments of indebtedness, with 
a fixed rate of interest; 

(c) bonds, or acknowledgments of indebtedness bearing a fixed rate 
of interest secured by a mongage, hdd by a trustee, upon the assets. 
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Common stocks are sometimes divided into voting and non
voting classes; preferred shares are often issued in several serie's, 
with different rights and rates of return; there are often several 
series of bonds. The simple structure, with common stocks only, 
appears typically in two cases: a new enterprise of such uncertain 
character as not to offer security for bonds or preferred stock, 
such as a mining venture or an automobile factory, and an or
ganization which has so prospered as to be able to retire its bonds 
and preferred stocks. 

The control of the company nominally lies in the holders of 
the common shares, in proportion to the number of shares held. 
Most of them, however, do not vote even by proxy, and the 
actual control usually lies in the hands of a small group, the real 
entrepreneurs of the concern. Occasionally, they formalize this 
oligarchical position by confining the voting privilege to a special 
class of common shares (Class B stocks) which is issued to them 
alone and shares in the profits only after a certain dividend has 
been paid to the ordinary common (Class A). Whatever the 
form, the actual control of stock companies is effectively in the 
hands of the leading entrepreneurs, so long as they are successful 
in producing profits.1 It is the form in which the entrepreneur 
.finds his most complete opportunity for enterprise. 

A great advantage which the stock company affords the entre
preneur is the possibility of linking up a series of individual enter· 
prises under his centralized control. In Germany before the war, 
the Deutsche Bank held directorships in 186 other corporations; 
twenty-five members of the Allgemeine Electrizitatsgesellschaft 
(German General Electric Co.) held 481 directorships; Walther 
Rathenau, the great economist, held thirty-five. In the United 

1 An interesting commentary on this general condition was the conffict early in 1929 
over the removal of the successful manager of the Standard Oil Company of Indiana. 
A majority of the stock happened to be in the hands of the minority of the stock· 
holden who disapprOVed of ccrmin moral aspects of his conduct. Otherwise it is apparent 
that he would have been retained, u a majority of the stockholders voted or let their 
votes be cast for him. 
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States in 1912, eighteen banking concerns, through 180 members, 
held 746 directorships in 134 corporations with over $25,000,-
000,000 capital. In Holland, nine great banks had representatives 
in the directorates of 300 companies. This linkage is accomplished 
also by more formal devices, the subsidiary company, much used 
in the public utility field, and the holding company, especially 
favored in railroad enterprises. These developed first in the United 
States and thence spread to other countries. They imply a certain 
subordination of one organization to another: the exchange of 
stock is still another form of combination which serves to bind 
competing organizations together upon an equal basis. 

This linking of enterprises serves to give the entrepreneur a 
wider range for his activities and affords an opportunity (in ex
pectation if not always in reality) to apply to the larger com
bined concern the highest forms of rational organization, both in 
external relations (finance, markets) and in internal relations 
(the organization of production). It is commonly said that from 
three to four hundred men manage the whole European-American 
economic life: it is only through the network of stock-company 
control that this is possible. 

In a broad sense, that fact may be a sign of the transition to old 
age of the capitalist system. It marks how far capitalism has come 
from the stage when the capitalist business ideal was marked by 
that thoroughly capitalistic proverb, "Competition is the life of 
trade." It is not without significarice that one of the great repre
sentatives of this linking-up process, Walther Rathenau, pro
posed complete organization of Germany as a single great cor
poration. It was at least a logical proposal. If such an organization 
were completed, the result would be quite different from 
capitalism. 

For all this linking up of enterprises under concentrated control, 
the art of the financier is as necessary as the art of the manu
facturer or that of the merchant. The modern entrepreneur must 
have all three. The managing group, for example, of such an 
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organization as the General Motors Corporation must not only 
embody the technique necessary to keep a production line moving 
and to dispose of the product as rapidly as it is produced, but must 
also be able to marshal the financial equipment of the various 
subsidiary companies in just as orderly fashion. 

THE DISPLACEMENT OF SMALL UNITS OF EcoNOMIC 

ENTERPRISE BY LAaGER UNITS 

One of the most obvious developments of the four or five 
decades preceding 1914 was that of large enterprises which occu
pied increasingly large fractions· of the growing fields with which 
they were concerned, thus narrowing the field for other, smaller 
economic units, crowding out varying numbers of existing units, 
and preventing the development· of others that might have come 
into being. 

This concentration has two aspects. In the first place, from a 
p'urely economic point of view, it has proved to be more profit
able in many fields to carry on business in larger units; as a re
sult, small units have been displaced by large units. For instance, 
there were hundreds of small manufacturers of automobiles in the 
United States in 1910: now there are perhaps fifty separate con
cerns. The manufacture of automobiles has been concentrated in 
a smaller number of concerns although many more automobiles 
are manufactured. From a more political point of view, com
binations of previously existing concerns have been effected, some
times on a nationwide and even an international scale, for the 
purpose of eliminating competition by nonmembers. The Ameri
can "trusts," the German cartels and syndicates, the French comp
to;rs, the English associations and unions (of manufacturers), the 
Americatl mergers, and ·various combinations of an international 
character, such as the Royal Dutch and (British) Shell oil in· 
terests, the Turkish Petroleum Company, the Continental Steel 
Cartel, formed by the producers of Germany, France, Belgium, 
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and Luxemburg, are outstanding examples of this phenomenon. 
Concentration of this first sort is easily recognized (if not 

always easily measured), by the statistical indications given by 
the various census reports and year books. 

In the largest fie!d of economic enterprise, agriculture, concen
tration remains almost entire! y excluded in the territory of West
ern Europe, and was only slightly visible in the United States 
and in Russia before 1914. In all other fields of enterprise, in
dustry, transportation, commerce, and banking, it "is already of 
great importance and is apparently destined to an indefinite in
crease of importance. 

In industry, the progress of concentration is partly reflected by 
the distribution of laborers among the establishments of different 
sizes. In Germany, the general average number of workmen in 
mining and manufacturing establishments rose between 1882 and 
Irp] from 2.7 to 5.2, that is, nearly doubled. Still more significant 
is the increase in the proportion of wage earners employed in 
the larger establishments as compared with the smaller ones. In 
1882, the percentage of industrial wage earners employed in estab
lishments with more than fifty employees was 26,3; in Irp], it 
was 45.5. The majority of industrial wage earners still worked in 
the smaller establishments; but in mining, the smaller establish
ments had practically disappeared, and in machine making, the 
chemical industry, and the textile industry, they had declined to 
nearly 30 per cent. In the United States, the concentration in 
mining and manufacturing was even greater than in Germ~ny. 
The average number of wage earners in an industrial enterprise 
in 1899 was 104 just twice the figure for Germany in Irp]. This 
particular phase of industrial concentration seems, however, to 
have reached a maximum about 1919 and to be declining. In 
England and in France, the process of concentration was much 
slower. In France, the small establishments with from one to five 
workers employed 27.7 per cent of all workers in 1896 and 24.6 
per cent in 1906. 
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In transportation in its more modern forms, concentration and 
combination seem to be dictated by the nature of the functions 
performed as well as by the gain impulse. The postal system has 
been from its beginning a governmentally controlled monopoly. In 
most countries, so also are the telegraph and telephone systems, 
but in the United States, where they are privately owned, there 
remain only two telegraph companies, while in the telephone 
field, the American Telephone and Telegraph Co. stands alone 
except for occasional local companies. All three are combinations 
of previously existing smaller enterprises. Where railroads are 
privately owned, the development has been in the same direction. 
In England, before the World War, there were seven companies; 
now there are four. In France, there are six. In the United States, 
the 13 largest systems in 1877 operated 25.5 per cent of the then 
existing mileage, in 1909, 53 of the 1>320 railway companies 
operated 66 per cent of the total mileage. "Control" was still 
more definitely concentrated in eight groups covering about 70 
per cent of the mileage. Similar processes are observable in street· 
railway transportation. Road and river transportation retained 
the smalkoncern character until more recently. Ocean transport 
has been a favorite field for combinations. 

Commerce, buying and selling, has been characterized by the 
remarkably large (and increasing) proportion of the population 
engaged in it: 18.6 per cent in Australia, 144 per cent in England 
and Wales, 12.2 per cent in the United States, 10 per cent in 
France, 6.2 per cent in Germany. It has been characterized also 
by some interesting concentrations, the great department stores 
in the metropolises, the mail-order houses, chain stores, etc. Never
theless, the smaller establishments maintained their relative posi
tion up to 1914. The French statistics, which most adequately 
discriminate at this particular point, show a slight decline among 
the very smallest establishments (one to five employees): 55.6 
per cent of all persons receiving salaries for commercial functions 
in 18¢, 54-4 per cent in 19Q6. The general proportion between 
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independent merchants (in the broadest sense) and salaried work
ers in commerce was only a small decimal less than 1:2. The aver
age personnel of establishments employing assistance was: 18l)6, 
2.6; 1901,3.0; 1!)06, 2.8. Even in wholesale trade, in spite of the 
natural opening for large establishments (size of field, necessity 
for credit, etc.), various factors have contributed to the preserva
tion and development of the smaller enterprise. The removal of 
certain functions, especially walehousing, which has become a 
wholly separate function, reduced by that much the burden of 
providing capital, with the result that in many cases, a typewriter 
was all that was necessary in the way of equipment, while the 
actual materials traded in were handled on a commission basis. 
Nearly 95 per cent of the wholesale business in Germany in 1907 
was handled by establishments employing up to five persons. 
Retail trade possibly showed more concentration than wholesale 
trade. At any rate, great concentrations in the form of depart

. ment stores, mail-order houses, and chain stores appealed, not 
only in the United States, but also in England, France, and Ger
many. Nevertheless, they were fal from dominant in 1914. 
Statistics ale wanting, but a CaIeful estimate indicates that in 
1924 these three forms of concentrated retail trade had about 
one-seventh of the total retail trade of the United States, where 
they are most fully developed. The quick applicability of credit 
in commercial business, the greater flexibility of the small specialty 
shop, the tendency of overhead costs to increase relatively faster 
than the size of the business, have given the small trade an ex
cellent chance of survival. 

In banking, the same tendency appears, a development of large 
concentrations, together with a remarkable development of 
smaller establishments. The great banks in England, France, and 
Germany tripled or more than tripled their resources (capital 
plus deposits) between 1890 and 1914. Bank mergers were the 
order of the day in all Western Europe and the United States. 
In England the number of banking companies radically declined 
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from 104 in 1890 to 37 in 1915. In Germany, the proportion of 
persons employed in the large banking enterprises rose from 
II.9 per cent in 1882 to 33 per cent in 1907; but during the same 
period the number of smaller enterprises more than doubled. 

BusINESS CoMBINATIONS 

Concentration of economic enterprise by combination appears 
in so many different characters that it does not yield to statistical 
representation. The difficulty is well stated by Willard L. Thorp 
in his Integration of Industrial Operation: "It is impossible to 
ascertain the many combinations and alliances among industrial 
combinations. • • • The lines of control converge and diverge 
among economic enterprises in a most intricate pattern. The ties 
which bind establishments together are often quite imperceptible 
to the outside inquirer and too elusive to permit definite state
ment. . • • Of the less apparent combinations those resulting 
from interlocking directorates and interlocking shareholdings are 
the subject of frequent discussion. The gentleman's agreement 
and dinner party methods of combination have likewise achieved 
unpleasant publicity. Such relationships, however, are impossible 
of accurate determination. • . . [Hence 1 financial combination, 
interlocking directorates, bank control: all such obscure forms of 
relationship are disregarded. This is a study of operating com
binations." Further reference to Mr. Thorp's book will illustrate 
for the student the great complexity, the very indistinct character, 
of the boundaries between one sort of combination and another. 

A rather misleading distinction has crept into economic lan
guage-between the "vertical" combination and the "horizontal" 
combination. The vertical combination is the combination of en
terprises that are normally in the relation of buyer and seller to 
each other. The Ford Motor Company is a favorite illustration 
of this type. In the expansion of his business, Mr. Ford acquired 
or created a whole series of enterprises supplementary to his main 
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business: ore mines, smelters, railroads, agencies, etc., so that as 
much as possible of the whole chain of manufacturing and selling 
was under his own management. It, is to be noted, in the first 
place, that, comparatively thorough as this vertical trust was, it 
did not include such obvious elements of its production as tires, 
and, in the second place, it was not exactly new for an enterprise 
to own other enterprises closely connected with its own business. 
Railroads have owned coal mines and hotels, manufacturing con
cerns have run their own retail selling organizations (Singer Sew
ing Machine Co., the National Cash Register Co., the Manu
facture fran.,aise d'armes et de cycles de St. ~tienne). Retail 
merchants have owned their own factories, producing what they 
sold. Felix Potin, the great Paris grocery firm, founded in 1845, 
owns bakeries, distilleries, wine cellars, preserving plants, and 
many other such establishments. Sears, Roebuck and Co. controls 
various industrial enterprises and owns outright fifteen factories. 
Electrical industries in all parts of the world own their greatest 
"customers," the street-railway companies (or the reverse). The 
United Fruit Company owns its own steamship lines; the milk 
trust of Paris, its own tank cars. The German A.E.G. owns its own 
financing institutions. The great department stores in Berlin, 
Paris, and Philadelphia operate banks as part of their business. 
The Krupp firm in Germany owns mines, smelters, steel works, 
railroads, steamship lines, housing projects, schools, and churches. 

One reason why the vertical trust has recently attracted such 
notice is the very iIIogical combination of enterprises made by 
Stinnes, the German financier, on the basis of opportunities created 
by the great decline of the mark after the war. It included min
ing enterprises, electrical power companies, newspapers, textile 
factories, and various other enterprises. It was an accidental com
bination and collapsed with the recovery of the mark. If it had 
had any logic in it, it would have meant the combination of all 
German enterprise. 

The so-called vertical trust has, however, in its more logical 
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forms, a considerable economic-historical significance as a reaction 
against the great specialization which took place in the latter 
half of the nineteenth century, and has by no means disappeared. 
A manifestation of this sort is familiar to every one, the "specialty 
shops" in retail trade, necktie shops, orangeade shops, silk shops. 
It is rather recently that banks developed the function of com
mercial information; they had specialized as loaning institutions. 
In industry, more than 56 per cent of the shoe factories in the 
United States were specialized in 1905 ("made one kind of 
product exclusively"). As independent enterprises, such establish
ments were in a weak position, subject to all sorts of misfortunes 
from the accidents of crisis and changes of fashion. They offered 
a function and an opportunity to the founders of vertical trusts 
but also to the founders of horizontal trusts. A packing-box factory 
is a useful institution. It can make packing boxes cheaper and 
better than they can be made in the shipping room of a wholesale 
fum. As an enterprise, however, it is in a much stronger posi
tion if it owns a wholesale house that will take a substantial 

. portion of its product (not a likely case), or if it is owned or con
trolled by a wholesale house (which is more likely). It is also 
in a stronger position if the possibility that some other packing
box firm will drive it out of business by ruinous competition is 
provided against by understandings, agreements, or combination 
in the form of a "trust." 

The vertical combination, however, has no such importance 
as the horizontal combination, either with reference to this par
ticular question of concentration or with reference to economic 
life in general. The character of the horizontal combination is the 
same in all countries, even when it becomes international. A num
ber of competing enterprises, usually industrial, find that they are 
losing money or making less money than they might, because 
they compete with each other for the same market~utlets or for 
raw materials. They form an agreement either to produce certain 
amounts and sell at certain prices or to sell through a common 
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agency and divide the net receipts according to a previously estab
lished rate for each member. Each enterprise commonly retains 
its individuality as an economic and legal entity. The antitrust 
laws of the United States necessitated a variant that is peculiarly 
prevalent here, the merger, in which either one competing unit 
nominally buys another "by exchange of stocks" -so many shares 
in the (enlarged) purchasing company for so many shares in the 
(disappearing) purchased enterprise-or else a new ~ompany is 
formed which buys both ,the competitors by means of a similar 
exchange of stocks. 

The objective is nominally twofold: to effect economies of pro
duction, and to eliminate the costs of competition. The former is 
significant in the lower forms of concentration. For example, the 
American Steel Hoop Co. divided the eighty-five to ninety dis
tinct models in such a way that each separate establishment pro
duced a single group of products, with a saving of from $1.00 to 
$1.50 per ton of product. In general, however, the elimination of 
competition is the more prominent objective-not only between 
the units combined, but also with other units not in the com
bination. This aspect was brutally manifested in the early days of 
the American trusts when many small entrepreneurs who com
manded only a local market were forced out of business by local 
cutting of prices by the "combine," which recouped itself in other 
areas or by its later monopolistic position. The development, how
ever, has taken on a larger significance than the personal eco
nomic fate of individual small competitors. Competition itself 
is being eliminated from capitalism. The reader will recall that 
the handicraft system had no place in its ethics for competition, 
and that the development of competitive practice was one of the 
characteristics of early capitalism. During the nineteenth cen
tury, when the world seemed to afford adequate space for the 
indefinite extension of capitalistic enterprises, "competition was 
the life of trade"; now that they have filled it, as the handicrafts
men filled the economic areas available to them, capitalism is 
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turning to analogous standards of controlled competition. The 
allotment of production in the Continental Steel Cartel is not 
in principle very different from the allotment of production in a 
fourteenth century gild. . 

In Germany, "pools," or price-fixing agreements between pro
ducers, appeared in the steel industry early in the. period of rail
way construction. They were in£orma~ temporary, and very 
specifically limited. Mter the Franco-Prussian War, appeared the 
cartel, which, generally speaking, was ?n agreement as to prices, 
amount of production, division of the market, etc. As in the 
American trust, the constituent enterprises remained legally sepa
rate, and separate as units of management. The syndicate was 
a modification of this separateness, in that it was a selling or
ganization through which all the members were bound to sell 
their products. The period of most rapid development was the 
decade or so just before the World War. In 1905, a government 
commission reported that there were three hundred eighty-five 

. syndicates. Those in the coal and iron industries outweighed "in 
importance all the rest put together." The consortium is a still 
higher order of combination, partly vertical in character: some of 
the great mining companies and steel companies that produce 
raw materials for the Siemens electrical concerns are associated 
with them in a consortium. The imperial government took a 
decided part in the formation of the Rhenish-Westphalian coal 
syndicate, and the Prussian government in the formation of the 
potash syndicate. Their republican successors have continued 
and extended their policy. 

In Great Britain, combinations of this kind appear in some
what the same industries as in Germany, especially coal and iron, 
but also in salt, 90 per cent of the production of which is in the 
hands of the Salt Manufacturers' Association; soap, ']0 per cent 
of which is produced by Lever Brothers, who also control the 
association; and thread, 90 per cent produced by J. and P. Coats. 

In France, the combination is, generally speaking, rather in· 



11IE RATIONALIZATION OF ENTERPRISE 371 

formal and voluntary in character. There are committees of vari
ous industries, syndicates, chambers, all of which seem to operate 
in the first place as bureaus of information for the industry with 
which they are concerned, and in the second place as policy form
ing centers. The comparative immaturity of mass production in 
France seems ~o justify our regarding them as institutions as yet 
undevdoped to their essential form. 

In the United States, the rapid and unimpeded development of 
capitalism involved, naturally enough, an early and intensive 
practice of combination. The harshness and questionableness of 
the activity of many of the trusts and combinations produced a 
political reaction between 1887 and the World War, especially 
in the last decade of that period, that expressed itself in a deter
mined effort to maintain by the most drastic legislation the 
principle of free and unrestricted competition. Such measures as 
the Interstate Commerce Act (1887), the Hepburn Railroad Act 
(1906), the Clayton Antitrust Act (1913), the prosecution of the 
Standard Oil Company, the dissolution of the Northern Securities 
Company, and the dissolution of the American Tobacco Company 
breathe the purest spirit of nineteenth century individualism. Signs 
were not wanting at the time, nor did they go unrecognized, that 
the combination of enterprises was essential and desirable in the 
modern world. President Roosevelt made his famous distinction 
between "good and bad trusts"; the Supreme Court of the United 
States enunciated its "rule of reason"-that only combinations 
exercising an "unreasonable" restraint of trade could be reached 
by the law; and American business men continued to pursue the 
essential aim, the combination of enterprises, under forms that 
avoided the application of the successive legislative enactments. 
When the packers of meat were forbidden to operate retail out
lets, chains of retail stores grew up that bought and operated 
packing establishments. 

The experience of the country during the World War with 
the centralized control and management of industries produced a 
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decided reaction which at this date (1932) cannot be given a 
final evaluation but seems to indicate a tendency to make a place 
in the social structure for combinations in the widest and fullest 
sense. The special misfortunes of the railroads, as regulated 
monopolies challenged by the competition of the newer forms of 
transportation, led to the development of a positive policy of 
consolidating the railroads of the eastern part of the country 
into four or five great systems. Agreements between the Inter
state Commerce Commission and the greater railroads about 
which the systems were to be built were completed in 1932. The 
Federal Trade Commission Act of 1921 removed some of the bar
riers to combinations of other enterprises by entrusting the Com
mission with broad discretionary powers. Aside from completed 
governmental action, it is necessary to take into account the 
widespread approval of plans to establish centralized control of 
business in general, such as the plans to restrict certain branches 
of agricultural production and the plan of Mr. Gerard Swope 
to organize all industry on a national scale with planned ob
jectives. It is apparent from what has happened and from what 
is proposed that the swing away from the older ideal of un
restricted competition is well under way; but the whole develop
ment is too rudimentary to be more than guessed at in a per
spective as long as that of this book. When the historian 
approaches his own time, his material pushes him over the line 
between present and past and tempts him to assume the irrelevant 
function of prophecy. 

THE DEPE1lS0NALIZATION OF BUSINESS 

Business has become scientific. The expression "scientific man
agement" has, rather unfortunate! y, become attached to what 
might be called the last or at least most recent link in a long 
chain of efforts to introduce into the management of enterprise 
the methods and the results of the natural sciences. The first 
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book on "scientific management" (in the broad sense) which this 
modern European world with which we have been dealing pro
duced was naturally a manual of agriculture and goes back 
almost to the earliest of the incunabula, namely, Petrus Crescen
tius, ruralium commodorum libri Xll, printed in Augsburg in 
1471 or 147+ It was followed by a long series of works with 
similar purposes through the sixteenth century, especially in Italy 
and Spain, culminating in the great output of the late eighteenth 
and early nineteenth centuries, for which the nam~ of Arthur 
Young in England, Parmentier in France, and Thaer in Germany 
must suffice as representatives. Scientific management in the min
ing and metal industries was the aim of Agricola (De re metal
lica, 1556) and of Biringuccio (Della pirotecnica libri X, 1540). 
The eighteenth century was the heyday of books aiming to define 
and promote scientific management in commercial enterprise. 
Savary's Lt: Parfait Negociant (1675), Defoe's The Compleat 
English Tradesman (1710), the dictionaries of the younger Savary 
and of Postlethwayt, the statistical work of Gregory King (1696), 
of Arnauld (1780-1800), and of Peuchet (about 1800) are only 
casual selections from a great list. During the nineteenth century, 
quite a series of publications about bank management appeared, 
such as Bagehot's Lombard Street and Jevons' Money and 
Banking. 

The study of scientific management in industry began com
paratively late. The Allgemeine Gewerkslehre (General Shop 
Principles) of A. Emminghaus (1868) and the books of Andrew 
Ure (The Philosophy of Manufactures, 1835) and Charles Bah
bage (On the Economy of Machinery and Manufactures, 18,32), 
which were concerned only with the cotton industry, are as early 
monuments of this type as can be found. 

The development of problems of natural science in industry 
gave a new turn to the development of scientific management. 
In mining and metal industries, in manufacturing and in agri
cultural production, a whole series of probleIns fell away from 
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business management into the hands of the technicians, the 
cheInists, the electrical engineers, the mechanical engineers. With 
them and their functions as such, we are not here concerned, 
because their very technical character has removed them from 
the management of business itself. The head of the chemica! 
laboratory of a rubber company, for instance, is readily dis
tinguished from the general manager. 

The problem of b~siness management as such was thus reduced 
to two elements, the problem of organization and the problem 
of personnel management. It is to the application to these problems 
in particular of a technology as definite as that of the nalUra! 
sciences that the modern expression "scientific management" 
applies. 

From another point of view, the penetration of econoInic life 
by scientific methods and processes has favored their extension 
to these last remaining fields. In a sense, every capitalistic enter· 
prise, from a time long before it was the case with the natural 
sciences, used exact meaSUIement, in the form of double entry 
bookkeeping. It was for a long time the only scientific character 
that enterprise had. The "model farms" of eighteenth cenlUry 
England served in empirical fashion to introduce elements of 
cheInistry and biology into English farming and breeding. The 
trained cheInist, appearing early in the nineteenth cenmry in 
German cheInical industry, gave Germany a lead in that field 
which was not lost until the World War, while the indifference 
and hostility of English, French, and American manufacturers 
to the scientific side of their business put them far behind. On 
the other hand, England and France were in advance of Germany 
in the creation and utilization of trained engineers. It was not 
until the last quarter of the nineteenth cenmry that the trained 
engineer came to dominate in German machine industry. 

The expression "scientific management" in its cUirent sense, 
was coined and popularized by the American engineer Frederick 
W. Taylor, whose books, beginning with Shop Manag~m~nJ 
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(1903), were the beginning of a large body of literature not 
only in the United States, but especially in Europe. "Industrial 
engineers," "efficiency experts," concerned not with the han· 
dling of materials but with the organization of enterprise in the 
most rational forms and with the handling of the personnel of 
the enterprise, are to be found in every large establishment and 
extend their services even to small establishments through pub
lications of one sort and another. Their functions include the re
duction of labor turnover, the dovetailing of jobs, the training of 
employees, the training of foremen, the selection, promotion, and 
transfer of employees, the spreading out of overhead expense, the 
cultivation of willingness, the improved morale of steady workers. 

The problem of morale underwent radical transformations in 
the later evolution of enterprise, and like nearly every other fea
ture of capitalism became mechanical, depersonalized. 

On small farms and in small business establishments, it is still 
possible to see the older phenomenon, a personal morale. Not 
only are the farmers and their employees likely to live together 
and either like or dislike each other, but the very processes them
selves require individual thought, judgment, and decision from 
each worker. Even in large enterprises, exceptional personalities 
are able to survive and function as personalities. 

In general, however, a complete transformation has dissociated 
economic occupation from personality. "A great business is really 
too big to be human ••.• In a big business, the employer, like 
the employee, is lost in the mass" (Ford). The old system said 
to the eraftsmen: "You are an honorable workman. Produce the 
kind of goods that it is in you to produce, and we will take 
it." The modern system says to the wage earner: "Produce so 
many units of such and such measurements. It is none of your 
concern what their use is to be, nor whether some modification 
might suit an individual purchaser better or worse. Produce them 
and we will pay you such and such sums at the end of the day, 
which terminates the relationship," Mr. Ford sums it up in a 
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sentence of My life and Work: "To work together, it is not 
necessary that men should love each other"; or again, ''There is 
not much personal contact-a factory is not a drawing-room .... 
Paternalism has no place in industry. . . . [The development of 
industry] has since led to an impersonal system wherein the work
man has become something less than a person-a mere part of 
the system." 

The "system" which displaced the personal relationships of an 
earlier day consisted in general in an elaborate division of labor, 
an intense application and extension of the principle of Adam 
Smith's famous chapter on the division of labor, from the top 
to the bottom of the enterprise. In every large enterprise and in 
a surprisingly large number of smaller ones, appear Wee semi
independent systems: a system of standards (management), a 
system of figures (accounting), and a system of instruments. 
Each of these is divided into subsystems, also semi-indepe~dent, 
with elaborate differentiation. As an example, an actual organiza
tion (a machine and bridge building company in Germany) has 
two main divisions of the management, commercial direction and 
technical direction. Each of these has five subdivisions, with a 
total of thirty different offices. This means a radical division of 
labor not only horizontally-that is, among workers of the same 
grade-but also vertically, what a German commentator has called 
"the subalternizing of intellectual work." 

This subdivision of control was compensated by a general ap
plication of standards of measurement. The extreme develop
ment of this process is perhaps the Taylor system of studies of 
production. The analysis of "lifting a steel roller one meter long, 
fifty millimeters thick, from the floor to the table of a machine 
ninety centimeters from the floor" shows eleven distinct move
ments: the man (I) bends over, (2) with the right hand grasps 
the roller from above, (3) lifts it, (4) grasps it underneath with 
the left hand, etc. And the standard time of the operation is 
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established as nineteen seconds. Such procedures are actually used, 
and they sometimes produce extraordinary economies in opera
tion_ They are applied in the industrial process by quite specific 
directions formulated in advance by an engineering personnel. 
Thus the whole production line, human and material elements 
combined, operates in conformity to a rigid standard, and the 
time, the costs, and the results of the process can be calculated 
beforehand with a minimum of error. 

They are measured in a very elaborate fashion,. often auto
matically, and the measurements constitute the basis of cost ac
counting, upon which price, selling policy, and general plans are 
based in turn. Machines in factories are grouped according to their 
character, and often, when some new modification of a machine 
appears, a whole group will be scrapped, in order to make way for 
a more economical type. 

The system of instruments, the machines, has reduced sub
stantially the personal element in enterprise, not only in pro
duction but also in commerce and transportation. From the earli
est beginnings of the human race, the relation of man to his toolS 
has been one of supreme interest. In our own day his develop
ment of tools and machines has been enormous. In full capitalism, 
man was largely displaced in the process of production by the 
toolS he had created. Single machines performed processes that 
hitherto had required his hand. In the shoe industry, for ex
ample, ninety-six distinct actions were taken over by fifty-five 
different machines which required far fewer hands to control 
and direct them for a given production of shoes. Apparatus 
evolved which relieved him even of the function of bringing his 
work to the machine: the conveyer -belt. In the (extreme) type
organization, he has even been relieved of the responsibility for 
the care of his machine. If it "goes wrong," it is turned over to 
the "emergency repair column," for whom it certainly has no 
personal associations. Repair work seems to be an area, however, 
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where automatization has only limited possibilities, where the 
human intervention of thought, judgment, decision is necessarily 
involved. 

The effects and significance of this depersonalization are some:
what difficult to define because the process is far from complete. 
Accounting, through which much of this depersonalization comes 
about, has been so thoroughly extended and systematized that it 
may be regarded as complete. Automatization has been completed 
in many fields, such as the iron and steel industry, the chemical 
industries, the cement industry; but in many industries the gen
eral run of establishments is still far behind the possible standard 

• of automatization as represented by the Ford establishments, 
which in their most characteristic features are themselves a de
velopment of the period since 1914. The full application of pro
duction norms represented by Taylorism was hardly more than 
begun before 1914. Rationalization in these ultimate forms not 
only is in itself difficult and expensive, but also evokes consider
able resistance among the living objects of the process, the labor
ing classes. In many industries, it is wholly or partly impracti
cable, as in the porcelain industry, where the craftsman persists, 
and the mining industry, where "the skilled, thinking, deliberat
ing miner" is still necessary. In general, depersonalization is 
limited by £.he possibilities of uniformity in the conditions of pro
duction, and especially of uniformity in product. 

The general results that are visible at present can be briefly 
stated. There has been a general decrease in the whole number 
of workers in proportion to the amount of goods produced and 
to the amount of capital in the form of producing instruments.' 
In proportion to the total number of employed persons, the num
ber of persons engaged in superintendence has grown larger. In 
Germany, for example, the proportion of salaried employees in 
industry rose from 20 per thousand in 1883 to 57 in 1907; in 
commerce, from 65 to Il3; in the most automatized industry 

1 See page 2Qa. 
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(chemical industry), from 92 to 168. The development in the last 
decades has been even more rapid in the United States, where 
the number of salaried employees per thousand of all employed 
rose from 63 in 1899 to 103 in 1909 and 161 in 1919. Automati2a· 
tion has, on the other hand, reduced the proportionate place of 
the skilled worker. In the Ford factory at Detroit, 95 per cent 
of the labor is unskilled. Of the different processes, 43 per cent 
require only from one to eight days' training, and only 15 per 
cent, more than one month. A German machine works reports 
that after rationalization, 75 per cent of its pay roll was unskilled 
labor. 

These processes have brought about, or at least contributed to 
bringing about, a general reduction of costs of production, a more 
effective control of enterprise by the entrepreneur, and a greateI 
independence from the limitations of organic labor on the part 
of the entrepreneur. 

The whole process is summed up from the standpoint of the 
entrepreneur in a classical form by an utterance of Alfred Krupp, 
the great GeIman steel manufacturer: "What I shall attempt to 
bring about is, that nothing shall be dependent on the life or 
existence of any particular PeISOn; that nothing of importance 
shall happen or be caused to happen without the foreknowledge 
and approval of the management; that the past and the de
terminable future of the establishment can be learned in the files 
of the management without asking a question of any mortal." 

The ultimate aim of these processes, of course, was the intensi
fication of enterprise, the increase of the application of energy in 
a business of given size. It appeared in three forms: the economy 
of space, the economy of materials, and the economy of time. 

The saving of space has already been noted as a feature of 
Western European agriculture! In transportation, it is illustrated 
by the double-tracking, four-tracking of railroads, use of particu
lar roadbeds by several lines, manipulation of schedules and train 

I See page 303. 
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combinations, etc., sufficiendy obvious not to need statistical 
demonstration. 

In industry, the economy of space meant the closer crowding 
of machines and workers into a given space. In some industries, 
such as flour milling, brewing, cement manufacture, this process 
seems to have reached its limit. A German observer notes that "a 
characteristic of the Ford factory is the close placing of the ma
chines." In part, this economy of space is just another aspect of 
the increase of machines and apparatus in proportion to human 
labor which has already been discussed. 

The economy of materials also can be passed over without 
specific discussion, although one aspect of it, the development of 
by-products, constitutes a very important factor of modern eco
nomic life and affords many interesting specific instances of the 
application of technique. 

The economy of time raises more complex problems. The use 
of all the time there is as labor-time-that is, twenty-four hours 
a day every day in the year-has been attained, largely by superior 
·organization that has overcome most of the objections to it. In 
the early years of factory industry this tendency pressed very hard 
upon the human material, as children were often compelled to 
labor fifteen or sixteen hours a day. Legislation and labor or
ganization, however, and common sense put an end to this rather 
crude and socially costly form of economy. More characteristic 
of high capitalism has been what may be called intensive economy 
of time. It is certainly characteristic of all capitalistic enterprise 
to attempt to shorten the time between the beginning of a profit 
process and the reaping of the profits, whether it be in farming, 
in industry or in commerce. Ford reduced the cycle of production 
in his factory from twenty-two to fourteen days. As a result, in 
1925 he had in his warehouses only about twenty million dollars' 
worth of capital tied up, about eight days' production. The Ger
man iron industry doubled its tempo between 1895 and 1905. The 
German beet-sugar industry underwent a similar development: 
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in 1900"""1901, 395 factories in 74 days worked 335,500 tons of 
beets; in 1913-1914> 341 factories in 7D days worked 496,800 tons 
of beets. 

Such results were achieved by various methods. One of the 
most important was the shortening of the labor period. Marx 
recognized that an eleven-hour day had been proved in England 
to be as productive and more economical than a longer day. That 
a shorter working day may be more profitable for the employer 
has been rediscovered more than once since his day, in the last 
instance by Mr. Ford and the late Judge Gary of the United 
States Steel Corporation. What the limits of this development are 
has never been adequately tested. 

The shortening of the day, however, merely created the sub
jective condition necessary to an intensification of work, the 
capacity of the worker to exert more force in a given time. This 
potentiality was actualized first by the control of the worker 
through the personal influence of superintendents and foremen 
and through devices and arrangements which registered his 
presence and his productivity. These last became purely mechani
cal: time clocks, weighing and counting machines. 

Wage methods were also used to stimulate the worker to the 
highest productivity. The first step in this direction was the shift 
from time wages to piece wages. The direct effect was a sub
stantial increase in the productivity of workers. In theory, it 
should be possible to increase labor productivity up to the physical 
limits of the laborer, by reducing the wage per piece; experience 
shows, however, that the stimulating effect is lost as soon as this 
is done. Some instinctive or conscious opposition leads the worker 
to reduce his productivity when he knows that an increase will 
merely be taken as an occasion to reduce the wage. More recently, 
modifications of the piece system have avoided this anomaly. 
Premiums or bonuses are given to workers who attain or rise 
above a certain standard of production. The other costs remain 
the same (machinery, management, rent, etc.); hence the total 
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cost of the more productive worker's unit-product is less, though 
his wage is a larger proportion of it. Piecework, however, has 
made relatively little encroachment on the hour-wage system in 
industry as a whole. In England, a Board of Trade investigation 
in 19Q6 showed it predominant only in one general division, the 
textile industries (51 per cent; cotton industry, 66 per cent), while 
it ranged from 17 to 37 per cent in the others. 

It would have developed further, had it not been that the 
development of machinery and of machine systems afforded an 
even more effective way of calling out the utmost in effort from 
the laborer. Again, the Ford factory offers the extreme typical 
case: the movement of the conveyer-belt along the production 
line determines the rate of production to which all the workers 
must conform. By paying time wages above the market, Mr. Ford 
gets an uninterrupted supply of laborers who are willing and able 
to conform to that very high rate of speed. 

From the standpoint of the capitalist investor and entrepreneur, 
this intensification of production creates an opportunity for the 
.investment of his capital, or, in other words, an opportunity to 
take over a larger share of the process (and of the rewards) of 
production as against the laborer. It makes possible cheaper pro
duction with larger wages. An example is given by Taylor: In 
a given case under the customary piece system, $10 per day is 
paid for wages and $14 for other costs per machine, with a pro
duction of five units. The cost per unit is k.80. Productivity is 
stimulated by the introduction of the differential system. The 
more capable worker produces ten units per day and is paid 
$14.50. The machine cost remains the same, but the cost per unit 
is only $2.85. 

The great advantage, however, lies in the shortening of the 
capital turnover period, which, at least from the standpoint 
of the individual capitalist, is the central problem of enterprise. 
It is a curious anomaly of capitalistic development, which 
Biihm-Bawerk formulated in his Positive Theory of Capital 
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(1889), that as a whole it has tended to a lengthening of the 
production cycle. To illustrate in summary fashion: In the handi
craft system, if you wished a lock you went to a locksmith and 
ordered it made; he bought (or you bought) the iron, and in 
about fourteen days the lock was finished and in your hands. In 
the capitalist system, you go to the hardware store and buy a lock 
without waiting, but it was made from three months to a year 
before you bought it. The prinIary fact is obvious: Capitalism does 
tend to lengthen the interval between the production of raw ma
terial and the entry into enjoyment (consumption) of the finished 
product. On the other hand, the desire and the need of the 
capitalist leads him to shorten that period as muclI as possible. 
If Mr. Ford had $100,000 of capital and sold $100,000 worth of 
automobiles in one year at an average profit of 5 per cent he 
would make a profit of $5,000 a year. If with the same capital, he 
sold $100,000 of automobiles each month he would make a profit 
of $60,000 a year. By means of production and transportation 
technique, by the speeding up of commercial processes and of 
money transmission, the latter standard rather than the first is 
approached. Still another antinomy develops in this connection. 
The more the capitalist tries to shorten the turnover period by 
buying new machines, or by setting up new organizations, the 
greater becomes the amount of "fixed" capital to be turned, and 
therefore the longer becomes the process. 
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CHAPTER VIII 

THE RATIONALIZATION OF ECONOMIC LIFE 
AS A WHOLE 

THE PHYSIOCRATS 

THE problem of rationalization which has been the subject of the 
last chapters has been relatively simple because it has been a 
problem of rationalization with reference to a very simple princi
ple, the principle of unrestricted profits. This chapter, however, 
is concerned .with the rationalization, in a slightly different 
sense, of the economic life as a whole with reference to principles 
which, far from being generally assumed or agreed upon, are 
on the contrary the subject of laborious search and of violent dis
agreements. The rationalization here in question has had a his
tory almost coeval with high capitalism: it is tempting to regard 
it as a function of capitalism itself. At any rate, since Adam 
Smith published The Wealth of Nations in 1776, there has been 
an increasing and intensifying attempt on the part of the intel
lectuals of capitalistic society to reduce to systematic form the 
vast complexities of economic life. 

As a phenomenon of intellectual history, Smith's Wealth ·of 
Nations needs to be related to the work of his predecessors-not 
so much those who like Turgot were working in the same 
direction, as those who, like the mercantilists and the physiocrats, 
conceived and formulated economic life in a wholly different 
fashion-the body of thought with reference to which The 
Wealth of Nations was revolutionary. Mercantilism has already 
been discussed: it must suffice here to say that, as a system, it was 
the elaboration of the idea that economic life functioned for the 

38s 
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whole society, conceived as the state, and should be directed by 
the state for its interest. The ac;tual method of serving that in
terest was the encouragement and promotion of capitalistic in· 
dustry and commerce. 

The physiocrats and Adam Smith represent two aspects of a 
rebellion against this principle and especially against this method. 
Despite the large development of industry and commerce which 
has been described, in all of the countries in which capitalism de
veloped, agriculture retained an dIective predominance in the 
economic sense. As a natural consequence of that predominance, 
thinkers were not lacking to advocate a corresponding preponder
ance in the political sense. It was necessary to criticize the cur
rent dogmas of mercantilism. This criticism, in the highly in
tellectualized atmosphere of the eighteenth century, took the 
form of the system which one of its exponents called physiocratic, 
but which Adam Smith appropriately called the Agricultural 
System. Generally, the physiocrats called themselves "the econ
omists." 

The dogmas of physiocracy in brief summary were as follows: 
First, as to method, they rested upon the prevalent eighteenth 
century concept of "natural law," a natural order which, it was 
presumed, was better than the "positive order," and which there
fore should control it. It was apparent that all wealth came from 
the earth and that the surplus or net product after the needs of 
those who extracted it were provided for, was the whole support 
of the rest of society. Merchants and manufacturers did not in
crease the wealth of the nation because what they added, much 
as it was worth, did not constitute a net product. Hence, the 
physiocrats demanded that the government should devote itself 
to the development of the extractive industries, especially agri
culture, and abandon all efforts to regulate, direct, or promote 
manufacturing and commerce. What they brought to the nation, 
money or a favorable balance of trade, was not wealth; surplus 
wheat, surplus fish, surplus almost anything, was wealth but money 



THE EVOLUTION OF ECONOMIC THOUGHT 387 

was not. This, perhaps, was their most radical advance upon the 
mercantilists as economic thinkc;rs. They also had distinct glim. 
merings of the function of capital and the necessity of some re. 
turn to it in an economic scheme, but these glimmerings were 
not clear, full light until the physiocratic fashion of thinking was 
displaced by a more powerful one. 

The home of physiocracy was France, and the principal physio
crats were Frenchmen. Quesnay (1~-1774) was the greatest 
and most original among them. How radical his thought was 
with reference to his times is illustrated by the maxim attributed 
to him: "Poor peasant, poor kingdom; poor kingdom, poor 
king." It will be noticed that like the mercantilists, the physiocrat 
found the justification of economic organization in what it did 
for the king, as the embodiment of the state. Gournay (1712-
1759) was a great official of the French monarchy, whose ideas 
were worked out in administrative proposals rather than in sys
tematic writing. He labored to have the government adopt the 
policy of restricting its activity to the removaJ of all regulation 
from commerce and industry. Turgot (1'727-1781), who for a 
hectic eighteen months was Comptroller..General, a finance min· 
ister, is important as an economic thinker, less for his connections 
with the physiocratic group than because of his divergence from 
them in a direction which they scarcely realized. In his Rtflerions 
sur la formation et distribution des richesses (1766-17~), Turgot 
recognized more clearly than any predecessor the central element 
of the economic system that was developing; namely, the separa
tion of ownership of the tools of production from the use of 
them, capital and labor. 

ADAM SMITH AND THE CLASSICAL SCHOOL 

In 1776, Adam Smith published The Wealth of Nations. which 
was the starting point of a new line of thought about economic 
affairs that is still viable. What was the revolutionary or dif-
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ferential character of his teaching? Like the physiocrats, he was 
antimercantilist. For him, wealth was not money, regulation and 
restriction was conspicuously a failure, natural law and natural 
order was the final norm, the best economic policy was the re
moval of impediments and obstructions to "natural" economic 
life. Like Josiah Child, he regarded menial servants, public of
ficials, and professional men as "unproductive." 

The new, revolutionary, different element in Smith's work was 
its envisagement of the economic aspects of life from the stand
point of the entrepreneur. Like the mercantilists and the physio
crats before him, he sought the nature and causes of the wealth 
of nations, but that wealth, for him, came from the unrestricted 
activities of the entrepreneur. Economic life in his day had already 
taken on a definite and fairly uniform pattern, with the industrialist 
and the merchant emerging quite clearly as the agents of very 
considerable additions to the wealth of England. It was obvious 
to the physiocrats that mercantilism had broken down; it was 
obvious to Smith.iliat wealth did not come only from land. His 
conception required a deliberate approach to the question what 
value is, as a criticism of the rather casual assumption of Quesnay 
and his followers that value came only from the earth or was at
tached only to materials which came out of the earth. Like them, 
he distinguished between value in use and exchange value; but 
he was concerned only with exchange value, the power which a 
commodity possesses of purchasing other goods. The "first price" 
was labor, "the toil and trouble" that a man went to to acquire 
something. It is even the measure of value; the value in exchange 
of any commodity "is equal to the quantity of labor which it 
enables him [the owner] to purchase or command. Labor, there
fore, is the real measure of the exchangeable value of all com
modities." 

What Smith saw clearly, and where he made his revolutionary 
contribution, was that wealth somehow came from labor and that 
more might come if it were properly organized. Hence the major 
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and early place which he gives to "the division of labor," the sub
ject of his most famous chapter. Here was the function of the 
entrepreneur plainly indicated as a leading part in the economic 
activity of the nation. The self-interest of the economic agent, the 
entrepreneur, would suffice, according to Smith, to bring about all 
desired economic advance. "The sovereign is completely discharged 
from •.• the duty of superintending the industry of private 
people." No feature of Smith's teaching was more fully appro
priated by his generation than this doctrine of laiss" faire. 

Smith's teaching was in its essence the rationalization of what 
he saw and felt developing in his own time. It had deficiencies 
that are now obvious. His definition of value was tentative and 
undeveloped. He was so far from recognizing the actualities of 
even his own time that he supposed that the interests of the land
lords (those who live by rent) might safely be taken as the index 
of the interests of the nation and as a guide for legislation; while 
the entrepreneurs (men who live by profit) have interests quite at 
variance with those of society as a whole. Wage earners, on the 
other hand, he held, were too ignorant to understand either their 
own interest or that of society. In the field of industry, his theories 
referred to the putting-out system rather than to the factory system. 

Space is lacking to demonstrate fairly the deficiencies of The 
WeaJth of Nations. Enough has been abstracted, however, to 
demonstrate that the book has shortcomings as an explanation of 
how economic society works, or as a proposal for its betterment. 
Yet, like mercantilism, Smith's system was sufficient in- its day 
because it brought into the social consciousness the predominance 
of the function actually destined to do the creative work of the 
next generation, the function of the entrepreneur. Smith, more 
than any other man of his century, set the example of creating 
systems that accounted for the whole of economic life, and by so 
doing, gave economic thought a rationalistic deductive habit which 
has never been shaken off, even by his critics and opponents. 

Thomas Robert Malthus (1766-1834) reinforced the systematic 
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character of Smith's thought by enunciating a "natural" law of 
population. He started from two assumptions that were based on 
impedect observation and were quite false: (I) that the minimum 
rate of population increase was by a geometric ratio-that is, that 
each individual would have at least two children (each couple 
four); and (2) that subsistence could increase only by an arith
metical ratio. More concretely, he held that population, IIIh~n un
chuk~d, goes on doubling itself every twenty-five years, while 
"considering the present IItll:rllge state of th~ earth, the means of 
subsistence could not possibly be made to increase faster than in 
an arithmetical ratio." These principles were enunciated in a world 
in ,,\,hich large progenies, legitimate and illegitimate, were the 
rule rather than the exception, but also a world in which the 
turnip and the clover were increasing cows and sheep as rapidly 
as the human race that subsisted on them, in which technical 
advances in agriculture were doubling and tripling the food 
production of grains, in which the potato and the sugar beet 
were adding immense resources of sustenance, in which the Mis
·sissippi valley was being rapidly added to Europe's potential food 
areas. These were data which were easily available to him; a very 
little historical imagination might also have led him to the con· 
c1usion that large families were not always the rule even in pros
perous periods and areas. A little biology and a little arithmetic 
might have reminded him that only a part of the age groups at 
any given time were reproducing themselves in geometric ratios. 

The functional relation of Malthus' theory to his time, of course, 
was in the conclusion which he or others drew from his principles, 
that attempts at social betterment were vain. Even so acute a mind 
and so generous a spirit as John Stuart Mill drew back from the 
advocacy of governmental intederence to better the conditions 
of labor, a logical conclusion of his own thought, because of 
his belief in Malthusianism. 

Nevertheless, Malthus raised the question of population to a 
major place in economic thought. Since hiJ time, it has been neces-
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sary to take the question into consideration in all economic 
thinking. 

Malthus was an important supplement to Smith; David Ricardo 
(1772-1823) started economic thought in a new direction. What 
we would today call a "miIIionaire radical," he described economic 
life, not in terms of a common purpose embodied in the state, 
but as a conflict between classes. The Napoleonic wars, and es
pecially the critical economic situation following 1815, had led 
to a bitter struggle between the agricultural landlords and the 
industrialists over the question of the corn laws (laws maintain
ing the price of grain at certain levels). The manufacturers of 
course wished the corn laws abolished in order that their em
ployees might have food without having wages that increased the 
costs of manufacturing above competitive limits. The landlords 
wished high prices for grain in order to keep rents at a high level. 
The question was, whether it was desirable that the landlords or 
the manufacturers should have the advantage of favorable state 
action. 

In these circumstances, Ricardo published his Principles of 
Political Economy (1817), which was destined to dominate ortho
dox economic thought until the emergence of the "psychological" 
school in 1871. With many ideas derived and even simplified from 
the work of Smith and Malthus, Ricardo made several contribu
tions of the highest order (in the historical sense) to the course 
of economic thought. Although his Malthusianism led him to 
lay down the "iron" law of wages, profits were left to the flexible 
margin between costs and production. This was the idea that 
Marx later was to develop as the conflict of labor and capital over 
their respective shares of the surplus value (Mehrwert). Rent, ac
cording to Ricardo, was the competitive estimate by farmers bid
ding for a piece of land, of the value of the produce it yields 
over and above what a similar area of the poorest land in cultiva
tion would yield to a like outlay of capital and labor. Profits tend 
to fall, because the quantity of labor required to provide neces-
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sities for the laborers on marginal land increases as the powers of 
the soil decline more rapidly than agricultural improvements 
counteract the decline. Wages go down because laborers grow too 
plentiful. Only rent rises, because the declining margin of cultiva
tion means larger rents in produce, and each unit of produce 
means larger purchasing power over manufactured goods. "The 
interest of the landlord is always opposed to that of the consumer 
and manufacturer." "There is no way of keeping profits up but 
by keeping wages down." "Nothing contributes so much to the 
prosperity and happiness of a country as high profits" -but pros
perity stimulates the accumulation of capital, reduces profits, and 
thus destroys itself. 

Most of Ricardo's conclusions also have proved untenable, but 
he did introduce human elements, if only elements of conflict, 
into the almost exclusively material concepts of his predecessors. 
For thirty years, the Principles of Ricardo remained alone, the 
sacred text of the now dominant industrialists. Even John Stuart 
Mill, whose Principles appeared in I8-t8, only added hopefulness 
and sociaI sympathy to Ricardo's "dismal science." 

By this time, economics began to split into several divergent 
branches. Besides the "orthodox" successors of Smith and Malthus, 
nationalism, socialism, and institutionalism were clearly emergent 
by Ricardo's time. For convenience, however, we shall trace the 
development of the orthodox school and return later to the others. 
In IB7I, Stanley Jevons in his Theory of Political Economy laid 
down the principle that pleasures and pains, not values, wealth, 
or profits, were the ultimate quantities in economics. From this 
and similar ideas developed the idea of marginal utility-the idea 
that one can have· too much of a good thing-that a man will 
pay a great deal to obtain one meal, but not to obtain a second 
one at the same time. This concept of margins in relation to 
economic concepts seems to have descended rather slowly from 
Malthus, who used it to explain the bringing into cultivation of 
the poorer lands. Ricardo used a similar idea for the basis of his 
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theory of rent. The psychological school applied the marginal 
analysis to the concept of value and defined exchange value as 
equivalent to the utility of the last or next possible addition to a 
stock. Walras in France, Menger in Austria, and John Bates 
Clark in America, made the psychological approach fairly pre
dominant up to the World War. It is now undergoing radical 
criticism, both external from the standpoint of the historical 
school, and internal, on account of its lack of correlation with the 
advances of modern psychology. 

Nevertheless, the psychological school marked an important 
departure from the trend of the earlier economists. It discovered 
that the economic system was made for man, not man for the 
system. By emphasizing the subjective character of value, it put 
men, as individuals rather than as groups, at the center of their 
structure. The "iron laws" of the earlier economists, which were 
being attacked from other points of view, were thoroughly cor
roded by this criticism from within the orthodox succession. 

THE DIVERGENT ScHOOLS OF EooNOMIC THOUGHT 

Meanwhile, the orthodox economics had not been free from 
radical criticism, destructive in intention if not in effect. Two ec
centric Scotchmen, Lord Lauderdale (1759"""1839) and John Rae, 
a Scotch-Canadian-American, who wrote about the same time, 
exposed a serious weakness of Smith and his followers by point
ing out that social wealth was not identical with the wealth of 
individuals. Sismondi (1773-1842), a Swiss, although he began, 
one might almost say, as a devout follower of Adam Smith, turned 
Smith's ideas around. Where Smith had derived "the wealth of 
nations" from production, Sismondi's central fact, once his thought 
was fully developed, was that national revenue, the profits on 
land and capital plus the annual labor power, was the true test 
of wealth. He had begun to see the evil to large groups of popula
tion which the intensified production consequent upon capitalistic 
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organization and dear to the orthodox economists had involved. 
Although he radically criticized Malthus, that economist's in
fluence is visible in Sismondi's opinion that the end of political 
economy was the discovery of that proportion between popula
tion and wealth ("the national revenue") which should assure the 
highest well-being. Sismondi is interesting also because of his 
marked historicism, which was exceptional among economists in 
his time. 

The orthodox economists, beginning with Smith, with their 
strong dcrivation from eighteenth century rationalism, were cos
mopolitan, universalist in their aims. Their principles were con
ceived as universals, always and everywhere true. Their subject 
was really the wealth of individuals and how the state might 
promote it. On the other hand, the strong nationalism, essentially 
noneconomic in character, which was to rival and limit the capi
talism equally characteristic of the nineteenth century, dictated 
a rationalization of economic society in its terms. Such was the 
aim of the "nationalists," of whom Miiller, List, and Carey are 
·only early and prominent examples. Adam Miiller (1779-1829), 
a reactionary romanticist, criticized Smith somewhat as Lauder
dale and Rae had done, and, more significandy, elevated the as
sumption of the mercantilists into a dogma. National power is 
the fundamental concern, since all individual values are gained 
in and through it. Miiller was a true romanticist; he imagined that 
the economic life of the Middle Ages was the normal condition of 
economic life for all times. . 

Henry C. Carey (1793-1879) was a philanthropic American 
who attempted without significant success the overthrow of Ri
cardo and Malthus, but who is of importance as an example of 
the nationalist school. He also exercised a surprisingly large in
fluence, not only on German, French, and English thinkers who 
accepted more or less of his ideas, but even upon his most drastic 
opponents. He compelled a restatement of the Ricardian theory 
of rent. Herbert Spencer adopted his idea that there is an an-
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tagonism between the intellectual and generative functions, and 
that, in consequence, as the level of general education rises, the 
rate of growth of population tends to decrease, so that popula
tion is really self-checked. 

It is as a nationalist, however, and especially as a protectionist, 
that Carey is most significant. The development of civilization 
in America (where he was writing) involved the development 
of a diversified economic life, as the basis of higher forms of as
sociation. Following the English policy of free trade would mean 
that America would become merely a great farm for a city called 
England. Even for England, free trade and the dependence on 
forcign trade is bad. Already, in his time, England was obliged 
to seek new markets in place of those she had exhausted. Any 
change in policy or interruption of trade by war or natural calam
ity must bring misery to the English people. One of his arguments 
wakes curious echoes of mercanti1ism and of physiocracy: "The 
consumer must take his place beside the producer in order to 
enable man to comply with the condition on which he obtains 
loans from the great bank of mother earth-the simple condi
tion that when he shall have done with the capital furnished 
him, he shall return it to the place whence it has been taken." 1 

Friedrich List (1789-1846) was a German professor who in 
1820 was exiled to America, where he became a successful editor 
and speculator in coal mines and railways. His American ex
perience profoundly influenced him. "There only," he wrote, 
"have I obtained a clear idea of the gradual development.of the 
economy of a people." His first years in the United States were 
those when Henry Clay was enunciating his "American System" 
and John Quincy Adams was formulating the.magnificent pro
gram of national development which is so attractive even in retro
spect and had so little realization. To a German liberal, whose 
fatherland was still shackled in a medieval localism, all this ap-

1 Sec: pp. 235, 386. See also Fairchild, "The Fallacy of Profits,'J Harpu'$ Magazine, 
Fcb. 1932. 
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pealed very powerfully. He went back to Germany as American 
consul at Leipzig. As an economic writer, he rationalized his 
American experience, and combined some ideas that he picked 
up from American economists, notably Daniel Reymond, with 
the emphasis upon the state as a cultural form which Miiller 
represented, and which was common to nearly all German think
ers of the time. Like Carey, he held that no high state of civiliza
tion could be attained without manufactures, that an agricul
tural people were necessarily rude and barbarous. 

As became a romanticist and a nationalist, List was markedly 
historical in his approach to the general problem. Just as arbi
trarily as the rationalists whom he criticized, he postulated a 
series of five stages through which the economic life of nations 
passes, beginning with the hunting and fishing stage and culminat
ing in a stage that was characterized by a complex economic life 
including agriculture, commerce, and manufacturing. The func
tion of the government varied according to the stage of develop
ment. When the final stage of complex economic life arrived, it 
. was time for the government to introduce measures of encourage
ment to manufacturers, particularly protective tariffs. It will be 
observed that List's stages have relatively little relation to actual 
historical fact, and that they serve principally to bolster up his 
argument for protection. Nevertheless, good history or bad his
tory, recourse to historical support was an element of his thought 
that grew constantly more important. It was a criticism of the 
rational absolutism of the classical school that was ultimately to 
make its apparently irrefragable systems yield to more organic 
conceptions. 

Perhaps the most original and valuable feature of his work was 
the more rational, less mystic turn which he gave to Mii1ler's 
dogma that immaterial things also had value. Value is produced, 
List taught, not only by labor, not even principally by labor; most 
value depends upon the proper organization of society, good laws 
and good policy, good education and good economic organiza-
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tion. Hence, all that contributes to such ends-the work of teachers 
or of governmental officials, for example-is truly productive of 
value. 

The nationalists, especially Carey and List, had a political in· 
fluence all out of proportion to the purely scientific import of 
their teaching. They fell in with the powerful nationalistic senti
ment of their day, and at the same time their doctrine served 
the interests of the dominant entrepreneurs dynamically and 
positively, as those of Malthus and Ricardo did neg;ltively. The 
measure of their influence is the vast development of protectionist 
systems throughout the European world. 

Under the influence of List, the German economists have main
tained a distinct branch of study which they call Nationalo
konomie, the study of national policies, in distinction to Volkswirt
schalt, which may be translated natural economy, social economy, 
or simply economics. 

THE INSTITUTIONALISTS AND THE HISTORICAL SCHOOL 

When Adam Smith wrote The Wealth of Nations, historical 
thinking was very much out of fashion. Before Karl Marx wrote 
Das Kapital, the nineteenth century renaissance of history was 
well under way. It was quite in keeping with the times that the 
interval should see the development of a historical approach to 
an understanding of economic organization as well as a radical 
criticism from the historical point of view of the limited i1ssump
tions and the deductive method of the classical economists. 

Richard Jones (1790-1855), in his Essay on the Distribution 01 
Wealth and on the Sources 01 Taxation (1831), assailed the ab
stract assumptions of Ricardo's teaching by showing that, in 
actual rent systems of the past and in other lands, they were simply 
not true. This created the antinomy over which historians and 
economists have been quarreling ever since. The Ricardians could 
correctly reply that they were not talking about what happened 
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to actual rents in any limited period of time, but about the long
run tendency inherent in the nature of the relation defined-as 
defined. 

Walter Bagehot (18:z6...1877), an English banker, pointed out 
the historical limitation of political economy. "The science of 
Political Economy as we have it in England may be defined as the 
science of business, such as business is in large productive and 
trading communitie/'-that is to say, as it was after the Industrial 
Revolution. He presents economic society from an evolutionary 
point of view in his Physics and Politics (1872). Thomas Edward 
Cliffe Leslie (1825?-1882), another historian of land systems, 
pointed out· that the Ricardians assumed society to be stationary, 
whereas it was generally progressive. Like the German historjcal 
school, he insisted that man was not an abstraction but "the 
actual human being such as history and surrounding circumstances 
have made him." The English historical school represented by 
men like Toynbee, Thorold Rogers, Ashley, Cunningham, in 
hundreds of concrete historical monographs, spread out the factual 
bases of economic thought over wide ranges of English and 
medieval history. 

The historical school developed with special significance in 
Germany. Roscher (1817-1894), Hildebrand (1812--1878), and 
Karl Knies (1821-18g8) were the chief early representatives. Like 
their English fellows, they were strongly influenced by the his
torical jurisprudence developing under the leadership of Sir Henry 
Maine and Savigny. They denied the finality of economic "laws." 
Roscher was disposed to substitute the concrete historical data 
for the assumptions of the rationalists, but Knies insisted that 
history could not furnish identities as bases of "laws," but only 
analogies. The German historical school later turned more to 
theory. Gustav von Schmoller (1838--1917) and Karl Biicher at
tempted a combination of the historical-inductive and rational
deductive methods. Biicher in his Entstehung der Volkswirtschaft 
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(1893; translated as Industrial Ella/ulian, 18¢) undertook to 
formulate the laws of economic evolution. 

Another tendency, of which Othmar Spann and Sombart are 
representatives, relegates the theory to a subordinate role, making 
the object of historical study understanding rather than explana
tion-in short, what history is in the minds of its highest rep
resentatives. 

A radical criticism of the industrial order and its classical ex
ponents came from the exponents of the good life, as opposed to 
goods. lu Tawney, Weber, and Sombart in different terms have 
shown, Protestantism never felt any serious incompatibility with 
the capitalist orientation. The Catholic Church, however, with 
its tradition of poverty as the highest form of religious life, with 
its long identification with an agricultural society and its Augustin
ian interpretation of the universe as the City of God, could not 
and did not identify itself with "progress." The Syllabus of Er
rors which Pope Pius IX issued in 1864 listed as one of the prin
cipal errors the doctrine that "the Roman pontiff can and ought 
to reconcile himself to, and make terms with, progress, liberalism 
and civilization as lately conceived." To the nineteenth century 
liberals this seemed like blasphemy. To them progress, business, 
fortune making, technology had become a fairly defined religion, 
the very manifestation of God. It seemed to them that the Catholic 
Church had taken the last step in alienating itself from the mod
ern world. In 1930, the encyclical of Pius XI, which was in direct 
sequence with Pius IX's quanta cura, was given a wholly dif
ferent reception, acclaimed everywhere as an important utterance. 

The essentially Protestant voices of Thomas Carlyle and John 
Ruskin were raised to the same effect. In his Past and Present, 
Carlyle evoked an idealized picture of feudalism in which there 
was no place for the black misery which he saw about him in 
industrial England. Not even Marx ~sed harsher epithets for the 
basic ideas of capitalism. John Ruskin attacked the whole classical 
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economy as a science of "ilIth" instead of a science of wealth, and 
challenged the economists with a definition of value: "There iJ 
no wealth but life. Life, including all its powers of love, of joy, 
and of admiration. That country is the richest which nourishes 
the greatest number of noble and happy human Iieings; that man 
is richest, who having perfected the functions of his own life to 
the utmost, has also the widest influence both personal and by 
means of his possessions, over the lives of others." Ruskin's point 
of departure was his esthetic interpretation of life. His economic 
teaching was a protest against the ugliness that was so prominent 
a feature of industrialism, extending to homes and clothes as well 
as to the factories and public architecture. 

THE SociAusrs 

The fundamental idea of the nationalists, that economic ac
tivity and organization should be subservient to the general in
terest of society, was also the starting point of the socialist criticism. 
Socialism, although that particular connotation of the word has 
become subordinate, was originally a term set in opposition to 
the individualism which was characteristic of Smith and his 
successors. In broad summary, that school said, "Make way for 
the entrepreneur." The socialists argued that society was made 
up predominantly of the poor and the miserable, and on one 
ground or another that economic life should be reorganized in 
their interest rather than that of the rich and the powerfuL In 
particular, they criticized the ideas of private property and free 
competition. 

The early socialists of the nineteenth century are called utopians. 
The utopians sought to improve the lot of the poor (and ul
timately to regenerate mankind) by bringing down aid to the 
poor from above. Saint-Simon (1,00-1825) advocated the re
organization of government as an association for industrial pur
poses. His followers went beyond him and demanded the aboli-
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tion of private property and the socialization through the 
reorganized state of the instruments of labor. The associationists 
proceeded by ignoring the question of political organization. Two 
of the most prominent, the Englishman, Robert Owen (1771-
1858), and the 'Frenchman, Charles Fourier (IW-1837), estab
lished communities in which life in common was practiced with 
some success. Some Fourieristic communities, indeed, still exist 
in France, notably the one at Guise. Both were much imitated 
in America. Brook Farm was Fourierist. New Harmony, Indiana, 
was founded by Robert Owen himself. 

Utopianism, however, made rather heavy calls upon the moral 
as well as the intellectual character of its practicing adherents. It 
became apparent that, in society as it existed, the mere example 
of a few "come-outers" living a happy and harmonious, simple 
life in a Fourierist phalanstery or an Owenite community, was 
not sufficient to induce any general imitation, especially since 
the expected harmony did not always prevail. In a society that 
every day was becoming more industrial and more competitive, 
the utopians showed a strong disposition to agricultural self. 
sufficiency. Louis Blanc (18n-1882), a French journalist and 
historian of the Revolution, attempted to meet that difliculty by 
proposing the application of the communal idea to industrial 
establishments under the auspices of the State. In r:Organisation 
au travail (1841) he proposed that the state should set up work· 
shops under the control and direction of workmen, to compete 
with the private, capitalistically organized shops. In that competi. 
tion, he assumed, the private workshops would be beaten and in 
time, the social workshops would multiply until private enterprise 
would be eliminated. 

The Revolution of 1848 in France seemed to offer Blanc a great 
opportunity, as it was achieved mainly by the revohitionary ardor 
of the Paris proletariat, and Blanc became a member of the new 
government. He forced the recognition of the right to work and 
secured the appointment of a labor commission to study the prob. 
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lern and make recommendations. Meanwhile, under the direction 
of a hostile politician, Emile Thomas, a system of labor called 
"national workshops," but only faintly resembling Blanc's idea, 
was established to keep the large unemployed population of Paris 
quiet, and out of the control of Blanc and his commission. When 
the national government got organized and considered itself 
strong enough to act, it swept away the whole arrangement, Blanc 
himself, his commission, and the "national workshops." A serious 
insurrection of the working-class adherents of Blanc was savagely 
repressed after four days of terrible street fighting. 

With the repression of the Paris workingmen, utopian socialism 
was practically dead. It was the function of Karl Marx (181S-
1883) to transform socialism from a program of pious intentions 
for philanthropically minded people into a movement destined 
to shake thrones and governments, and into an intellectual system 
destined to affect increasingly all social thought since his day. 
Marx's system was in a way a synthesis of most of the divergent 
movements of economic thought from the time of Smith to his 
own day. He was as historical as Roscher; as programmatic as 
any of the utopians; as insistent on the predominance of social 
interest over individual interest as any nationalist. He was even 
a good classical economist-his analysis was as close as John 
Stuart Mill's to that of Ricardo. Like other geniuses, he took what 
he wanted where he found it and made it his own. 

Marx knew so much and had so many ideas, always clever 
ones, but generally disconnected and often contradictory, that 
summary statement is more than ordinarily apt to be misleading. 
Even his followers disagree violently about what he taught. The 
man who in some sense was his heir and literary executor, another 
one who was the ablest socialist writer of his time, and the 
founder of the greatest socialist state (Bernstein, Kautsky, Lenin) 
represent three radically divergent interpretations of his thought. 
Certainly a central element of his teaching was his interpretation 
of history. Here his point of departure was the philosophy of 
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Hegel, who conceived history as the unfolding of the Idea, a 
process of inexorable change. Marx revised the Hegelian concept, 
reducing the Idea as the embodiment of reality to the mere reflec
tion of reality in the human mind, but kept the concept of history 
as a process of inexorable change and kept also the Hegelian 
dialectic, which was a method of arriving at truth by means of 
oppositions. 

The inexorable process, then, according to Marx, was the evolu
tion of mankind through a series of stages, somewhat like those 
of Sismondi and List. The character of each stage and of all its 
various aspects was determined by the mode of production. In 
each stage, society was broadly divided into twQ groups, the ex
ploiters and the exploited, between which there was a constant 
class struggle, which was the essential mode of progress from one 
stage to another. Each successive exploiting class, however, de
stroyed itself-note the Hegelian contradiction-and went down 
at last when it had become unbearable to the exploited class. 

The stage which had been reached was that of capitalism. The 
capitalists were the exploiters; the proletariat, the 'exploited. Capi
talism was destroying itself by concentration. The condition of 
the wage earners becomes more and more miserable. When, at 
last, the process is complete, when all the means of production 
have been concentrated in a few hands, when the condition of 
the proletariat has become unbearable, the capitalist expropriators 
will themselves be expropriated by a class war between the bour
goisie and the proletariat, and the new proletarian state will take 
over the whole machinery of wealth production. 

For his analysis of the existing economic system, Marx hardly 
went beyond Ricardo. With somewhat less qualification than 
Ricardo, he declared that the value of all commodities is measured 
and determined by the labor required to produce them. He pro
ceeded in very roundabout fashion to prove that the laborer 
produces more than he receives. The iron law of wages keeps 
his commodity, labor power, down in the scale of value to the 
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amount of labor necessary to produce the food, clothing, housing, 
and other things which are necessary to maintain the labor power. 
If that amount is five hours a day, the workman in another five 
hours is producing surplus tlalue (MehrUlert), which the capi
talist keeps for himself, under the sanction of the existing morality. 
Even the workman does not know he is being robbed, because 
he receives the fair equivalent of his labor power according to 
the Ricardian theory of value. 

All this structure has gone into the limbo of discarded theories 
along with the Ricardian theory of which it was only an elabora
tion and along with the particular forecast of the future evolution 
of European society which Mar~ thought his formulation of 
history permitted him to make. Values are produced, values disap
pear at times and in quantities that have no relation to the amount 
of labor expended. The proletariat has not become more miserable. 
Concentration has been limited both by economic and by political 
considerations. The Hegelian dialectic, even the Darwinianism 
of which Marx shows some signs, have been displaced by more or
ganic thought. The errors of Marx might make a book as sub
stantial as Das Kapital itself. 

What then is the persisting significance of Marx, especially in 
reference to the problem of this chapter, the effort to rationalize 
economic society as a whole. More than any other man of the 
nineteenth century, Marx fixed the attention of students on the 
historical aspects of this problem. As Professor W. C. Mitchell 
puts it, "Marx saw the central problem of economics in the cumu
lative change of econpmic institutions; . . . he showed how vital 
economic theory becomes when it is attacked from this side, es
pecially if the current processes of change are projected into the 
future." In another sense, he has been important because of the 
questions he raised. His work was the discovery of capitalism as a 
system of economic life, as a phenomenon in history, and this 
discovery raised hundreds of new questions which are still the 
problems of economics. His conclusions were so startling to his 
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contemporaries that they ignored the importance of his method; 
but by the last decade of the century Sidney Webb in England, 
Werner Sombart in Germany, and Thorstein Veblen in America 
were dfecting the combination of historical method and scientific 
intention that Marx exemplified. 

The followers of Marx showed a marked historical tendency, 
indeed almost absorbed, or were absorbed by, the historical schooL 
With the revival of intellectualism in history marked by the ap
pearance of the historical philosophies of Croce and' Spengler, 
they are tending to become indistinguishable, except by a deeper 
concern with the consistency of their thought, from the historians 
as such, who themselves have been drawn toward the orbit of 
Marx. The socialism of Marx was prompdy hardened into a 
dogma by the development of national and international parties 
based on his program. Both his intellectual followers and his party 
were split by the question of "revisionism," formally raised by 
Eduard Bernstein in 18w. but actually implicit in the development 
of socialistic legislation by Bismarck after 1880, and in the develop
ment of Fabianism (the policy of piecemeal advance) in Eng
land. Bernstein's book took into account the Haws in Marx's reason
ing which had put his scientific adherents inta a false position, 
and proposed that the theory should be reconstructed. He chal
lenged especially two doctrines of Marx, that capitalism would 
naturally destroy itself and that the process of concentration was 
inevitable. 

Anarchism had troubled the socialists from the beginning. At 
the very starting point there is something in common, a sense 
of the injustice of existing institutions. The drift of the socialists 
toward state socialism created a breach that was marked by the 
expulsion of the anarchists in 1812. The anarchist hostility to the 
state later received considerable organization under the influence 
of Georges Sorel, whose Reflerions sur la violence (1909) spread 
the ideal of revolution by doing nothing. The state, the organ 
"f bour~eois control, was to be done away with by means of the 
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general strike. Then the unions were to take over their respective 
industries, with no further organization but a kind of federation 
among the unions. Gild socialism in England is essentially syn
dicalism with the consumers included, and without the proposals 
of violence. The Industrial Workers of the World (the I.W.W., 
the "wobblies") is syndicalist in its origins, but has latterly been 
much influenced by bolshevism. 

The Bolshevists claim to be pure Marxists. Only recently a Bol
shevist professor was disciplined for saying that Lenin thought 
certain revisions of Marx were needed. Kautsky, the German 
socialist, who led the opposition to the revisionists of 1899, claimed 
that the Bolshevists were not orthodox because they maintained 
the capitalist state and through it established "the dictatorship of 
the proletariat." Although Marx was generally a believer in the 
nineteenth century liberal doctrine of the rule of the majority, 
there is no doubt that in 1875 he did say that the transition from 
capitalism to the socialist regime would be marked by a dictator
ship. 

In spite of its close intellectual relations to the nationalism of 
Millier and List, and in spite of a marked tendency to use the 
national state, socialism has always professed internationalism. In 

-.J 1864, this aspect was organized in "The International Working
men's Association"-the International, the First International 
-which lasted until the conservative reaction after 1870 and the 
quarrel over anarchism weakened it to the extent of causing' its 
dissolution in 1876. In another fifteen years, socialism had grown 
sufficiently to justify the formation of the Second International, 

.J which between 1891 and 1914 held regular congresses at which 
orthodoxy was defined and redefined, and some-not many
common policies determined upon. The outbreak of the World 
War was as fatal to the socialist International as it was to the sup
posed internationalism of the capitalists. Although the Socialist 
parties of France and Germany were pledged not to vote war 
credits, in each country they supported the War at the beginning 
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on the ground that it was defensive, or more accurately, because 
they were swept away by war hysteria. 

A few feeble attempts were made by the Second International 
to stop the war. In 1917, at the behest of the more radical socialists 
led by Lenin, the Second International summoned a conference 
at Stockholm which, partly because of the refusal of the English 
and French governments to give passports to delegates, failed to 
bring any pressure to bear on the belligerent governments. 

The failure at Stockholm and the success of the' Bolshevist 
Revolution in Russia led to the formation of the Third Interna
tional. In 1919 and 1920, successive meetings at Moscow of the 
more revolutionary elements laid down the tenets of a new ortho
doxy, and declared war on the whole capitalist system and the 
old "yellow" Social Democratic parties, on imperialism, and on 
militarism. Only socialists innocent of any compromise, intellectual 
or practical, with capitalism were to be admitted. The organiza
tion was highly centralized under the domination of a small com
mittee at Moscow and became in fact an agency of the groups that 
controlled the Soviet government. 

Meanwhile, the Second International reorganized at Bern. The 
withdrawal of the more radical elements fixed the essentially 
liberal character which had already been manifested. The dictator
ship of the proletariat was condemned and the use of democratic 
methods of revolution prescribed. A program of action adjusted 
to these principles was laid down. Some attempt was made to 
come to an understanding with Moscow, but in vain. Thus the 
Second and Third Internationals exist simultaneously and in 
most emphatic hostility to each other. 

Two terms used in connection with economic thought require 
definition, "orthodox" and "scientific." Orthodox, as originally 
used in connection with religious thought, implied correspondence 
in dogma and doctrine with that body or party which had suc
ceeded in getting possession of authority or at least the approval 
and backing of authority. In economics, the connotation is analo-
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gOUS. An orthodox economy is one which is not negative in rela
tion to the dogmas or doctrines of the economic system as it is, 
or to the measures of law and policy by which governments sup
port it. The parallel is somewhat confusing because in religious 
history, the concept of orthodoxy is a comparatively late phe
nomenon (e.g., in the case of Christianity, practically beginning 
only with the Council of Nicza in 325 A.D.), whereas, in the 
history of economic thought, in modern Europe, orthodoxy is 
early. Adam Smith, Ricardo, Jevons, Marshall are orthodox. The 
socialists, of course, are not orthodox. We can scarcely call them 
heretics or heterodox, because those words were not used. The ethi
cal critics were also not orthodox because they denied the ends of 
the existing system. The historical school as such had no quarrel 
with the orthodox economists as to the ends, but only as to 
method, and especially on account of their linkage with socialist 
thought are generally not classed with the orthodox. 

"Scientific" is more difficult to deline. It does not mean "correct" 
or even "correct as far as it goes." Nor does it refer clearly to 

. method. The prevalence of inductive methods in the natural 
sciences led to a decided movement to promote similar methods 
in economics. Nevertheless, like physics, economics has advanced 
principally by deduction from a small series of rather simple as
sumptions. Most of the inductive work, that is, historical and 
statistical, has resulted either in no formulated conclusions or 
else in an ethically or politically motivated conclusion, that is to 
say, in something that is not purely objective and therefore within 
the limits of the concept "scientific." Actually, economic theorizing 
is much closer even than modern scholasticism to the medieval 
scholasticism of Anselm, Aquinas, and Duns Scotus, closer than 
almost any other intellectual activity in the modern world. In 
comparison with the natural sciences, the practical applications 
of "scientific" economics have been relatively few and incidental. 
The division of labor, the organization of money systems, the 
( war-time) control of prices, the regulation of international trade. 
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have all in various countries at various times been variously af
fected, most often advantageously, by the intervention of econ
mnists. These interventions, however, are of the order of technique 
rather than of theory, of economics as an art rather than as a 
sCIence. 

In the general problem of understanding our society as a whole, 
the development of economics has been radically stimulating. The 
most unorthodox, the most unscientific, the most institutional of 
social students derive historically and intellectually (by affirma
tion or negation) from this vast direct effort to solve the prob
lem of man's effort to get what he wants and why he fails. 
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CHA.PTER IX 

THE VARIANT FORMS OF ECONOMIC LIFE 

THE PERSISTENCE OF UNCAPITALImC FORMS OF ECONOMIC LIFE 

To WHAT degree has capitalism fallen short of becomiri.g the ex
clusive form of economic life, of engrossing not only all the 
economically active persons but also all their economic activities? 
To one living in the most capitalistic of all areas, the United 
States, from one point of view, at least, it would seem that the 
answer is substantially negative. All men everywhere seem to be 
bound in to the will of men everywhere else through the nexus 
of the market; South Sea. islanders drying copra destined to serve 
the toilet uses of Europeans as soap; trappers in the Siberian and 
Canadian wilds prospering or the opposite according to the fluc
tuations of fashion; American farmers depending upon the price 
of wheat on the Liverpool grain exchange. From that point of 
view, indeed, either as victims or as beneficiaries, all the world 
is involved in the conveniences and complications of capitalism. 

From another point of view, capitalism is hardly even pre
dominant as a form of economic life. Excluding the small farmers, 
the small tradesmen, the employees of the states, such as railroad 
and postal employees, as not exactly either managers or employees 
of capitalistic enterprises, Sombart concluded that in the United 
States about 38 per cent, in Europe outside Russia 25 to 33 per cent, 
in Russia, abou~ 10 per cent represent the share of capitalism in 
the whole economie life before 1914. This point of view is most 
tenable if for capitalism as a category we substitute "high capi
talism." Certainly, it is easy to recognize that the small merchant 
or manufacturer who works with the few men he employs, and 

4" 
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the farmer who tills his soil with only occasional employed as
sistance, are noncapitalistic in a degree that sets them off in de
cided contrast to the entrepreneur whose relationship to his con
airh is entirely and exclusively management, and, on the other 

", li~n<l."to the worker (proletarian) whose only relationship to the 
concech is the wage relation. 

With this distinction in mind, an examination of the German 
statistics (which alone make the convenient distinctions) shows 
that even in that highly capitalistic land, 94.2 per cent of the 
establishments and 66.1 per cent of the persons employed in com
merce still retained a "handicraft" character, the employer still 
was not completely differentiated from his employees, but worked 
with them. Although the railroads, telegraphs, sea transportation, 
etc., exist only as concerns of the largest class, in the transporta
tion of persons and in river and canal transportation the small 
enterprise retained a similar preponderance. In "industry (inclusive 
of mining and building) the preponderance had passed to the 
great enterprise, but even here the smallest establishments (one 

" to five persons) included nearly 30 per cent of all employed. In 
localized occupations, such as personal services (barbers, etc.) 
and repair shops, the small establishment retained an overwhelm
ing predominance. On the whole, at the end of the high capi
talistic period, in one of the most capitalistic countries, nearly 
half the economically active persons aside from the agricultural 
population were still employed in a quasi-handicraft fashion. The 
actual "hand worker," however, has largely thrown off his limita
tion to his own products; he sells ready-made products of all 
~$9rts connected with his own; and he has modernized himself by 
~troducing various technical devices (see any shoe repair shop " 
in any American town) and rationalizing devices like book
keeping. His predecessor of one hundred fifty years ago would 
not be at home in his shop today. 

Agriculture, of course, has remained almost wholly small en
terprise, to a large degree noncapitalistic in character. Aside from 
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the uncivilized tribes, there are from seven hundred fifty mil
lion to nine hundred million individuals (including the fam
ilies of oWIiers, tenants, and workers) occupied with agriculture 
in one way or another. The East, including Russia, has about 
three-fourths of the total number, Europe about one hundred i" 
fifty million, and the "West," America and Australia, the rest. 

Although the farmer everywhere persists strongly in his own 
standards of economic life, there is a wide diversity from area 
to area. The American farmer and the Egyptian fellah, the French 
/t:Tmit:T and the Russian muzhik show little of that uniformity 
that is so noticeable among more highly "capitalized" dements 
of the race. They differ widely in economic orientation, from pure 
need-satisfying to the highest economic rationalism, from pure 
communism (in the literal sense of that word) to a hard in
dividualism. In the most modernized areas, Denmark, the United 
States, Australia, the farmer has taken on almost all the characters 
of the capitalistic spirit. In Russia, certainly up to the Revolution 
of 1917, and in a sense even up to the present, he has remained 
peasant. In social position, the agricultural populations vary from 
half-serfdom to full freedom. Their technique varies through the 
widest ranges of degree and through great diversities even within 
the same degree of advancement. 

While agricultural workers also vary widely in their standards 
of economic life, everywhere in a century of great advance in al
most every other field, the agricultural life of every culture area 
has remained comparatively depressed. . 

In Western and Central Europe, the dissolution of the old 
agrarian economy, combined with the inadequate credit systems 
and the decline of the real prices of agricultural products since 
1870, gave agriculture a depressed aspect which dozens of remedial 
laws in various countries have not been sufficient to remedy. 

In Prussia, Stein undertook in 1807 the elimination of the 
peculiarly oppressive system of serfdom which had been estab
lished after the Reformation; but the strong influence of the great 
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landlords of East Prussia compromised and delayed the reform 
and made it burdensome to the peasants. A law of 18u estab
lished two classes of peasants-those who had and those who had 
not heritable rights in their land; of these, the first had to cede 
one-third, the latter, one-half of their holdings to the landlord in 
order to secure title to the remainder, while a still larger class 
did not receive any benefits under the law and had to remain in 
a legally dependent position until 1850. In more advanced parts 
of Germany, the servile status had never been established, as in 
the northwest, or had disappeared in fact before it was abolished 
by law, as in Bavaria (1808). The usurious rates of interest charged 
by the prevalent money lender seem to have been especially bur
densome to the German peasants until the imperial usury law 
of 1850. 

In France, the Revolution had destroyed the vestiges of de
pendent tenure that had remained down to that time, but the 
essential structure of French agriculture was left substantially un
changed. While the Napoleonic Wars gave a temporary stimulus 

. to production and even to new technique (sugar beets, potatoes), 
the infinite division of tenures which the Napoleonic Code en-
couraged prevented the successful application of capital, especially 
in the form of machines, so that the French peasant got and 
continues to get a small return in proportion to the effort he 
expends. Nevertheless, from the national point of view, French 
agriculture is almost unique in Western Europe in that it has 
been able to maintain an export balance. 

In England, the decline of the old agricultural system has al
ready been sufficiently noted. The growth of the population 
around 1800 and thereafter supplied a rapidly widening mar'Ket 
for the farmer, while the Napoleonic Wars intensified this effect. 
The end of the wars, however, the increasing political strength . 
of the industrial elements, which were able to bring about the 
repeal of the Corn Laws, the growing absorpti~n of capital in 
industry, and the competition of the colonial lands after 1870, 
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which resulted in steadily declining prices, combined to depress 
the farming industry steadily through the century. 

In the lands of Eastern culture dire poverty was the normal lot 
of the agricultural producer. In Russia, a very low technique led 
to a very low productivity, and the czarist state took an extraor
dinarily large share in taxes, while, nevertheless, prices remained 
very low. The cheaper grain was, the more the peasant was com
pelled to sell, so that famine scourged the land from which much 
of the cheap grain of Western Europe came. In British India, 
the average income was reckoned at about $15.00 per capita, the 
agricultural land at 1.28 acres in 1901-1902, at .9 acre in 1917-
1918. In Java, the steady increase in population from 19,800,000 
in 1880 to 28,800,000 in 1900 was accompanied by a decline of 
about one-quarter in the supply of rice per family. 

In the "colonial West," the story is the same, with, it must 
be remembered, different standards of misery. In the South of the 
United States, "the Negroes skin the land and the stock, the 
whites skin the Negroes, but the merchants skin both the whites 
and the blacks." After the abolition of slavery, the share system 
was established, the owner advancing the use of the ground, the 
cabin, the live stock, the implements and half the seed against 
half the crop. For the other half, the share farmer got credit with 
the "storekeeper" for what he needed, at rather high prices. The 
result was that the Negro was habitually in debt. The owner used 
the same vicious credit system and fell into the same chronic 
state of debt. Among the wheat growers of the Mississippi valley 
and Canada, the burden of debt which the farmers carried was 
high (50.2 per cent in North Dakota, 51.2 per cent in Iowa in 
i9IO), but much of their difliculties seem to have come from the 
extraordinarily high profits of middlemen: of the consumer's 
dollar spent in Chicago for potatoes from Minnesota, only 20.6 
cents went to the farmer. 

Underlying the world-wide depression of the farmer seems to 
be some lack of adjustment to capitalism. While he is involved 
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with its technical developments and market systems, the mecha
nism of world price determination is so directed that his increased • productivity has resulted in the advantage of the industrial and 
trading groups of the population rather than his own. Like other 
capitalistic groups, he has become ·dependent on credit and, on 
account of his relatively slow turnover and the slow responsive
ness of his markets, has perhaps suffered more than other groups 
from the fluctuating values of money. Combining in himself the 
elsewhere separated functions of capitalist, entrepreneur, and 
laborer, he has been liable to the misfortunes of each. 

CooPERATION 

Cooperation is a large and growing variation from the nin~
teenth century organization of capitalism. In the abstract economic 
sense, it is indistinguishable from the process described in a 
preceding chapter as "concentration." That is to say, a coopera
tive is essentially an organization of individuals combining their 
purchasing power or their selling power in order to buy more 
cheaply or to sell more dearly than they otherwise could. The 
distinction between cooperation and concentration, as that term 
was used in the preceding chapter, is rather sociological than 
purely economic. As it is used here and generally, it applies tQ 
combinations of persons, as distinguished from combinations of 
capital, and of persons who are in a passive relation rather than 
an active one, consumers in the broadest possible sense of the 
word rather than producers or sellers •. The users of credit, of 
middlemen's services (as buyers or sellers), of warehouses and 
machinery combine to secure them on more favorable terms than 
they could as individuals. 

Three principal forms of cooperation developed before 1914: 
the credit association, the production (and selling) cooperative, 
and the consumer's (in the more limited sense of the word) ca-
operative. • 
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The credit association developed largely in Germany. FriedriclL 
Raiffeisen started the movement in 1864 as a way of escape from the 
oppressive usU:er, so prominent in the German agricultural situa
tion. Since that time, the Raiffeisen banks have grown very large: 
in 1913, their loans (including the Haas-Darmstadt associations) 
exceeded 2,500,000,000 marks. They were founded on the principle 
of the unlimited liability of the members, severally and collec
tively, for each of the loans made, and are limited to the field of 
agricultural credit. The Schulze-Delitzsch banks applied the same 
methods to the towns and later also became somewhat active in 
the field of agricultural credit. The credit associations have re
ceived substantial assistance from the State Central Cooperative 
Societies in Prussia and several other German states, which extend 
6-edit to the general associations rather than to the local societies. 
From Germany, the credit associations spread over most of West
ern Europe. In England, where cooperative stores have been so 
successful, they have been dillicult to maintain. In France, the 
credit cooperativ.e developed first as a function of the syndicats 
agricoles (producers' associations) but the caisse! Durands exist 
solely for the purpose of supplying agricultural credit. The French 
government also supplies financial support tc;> the associations. In 
the Balkans, especially in Bulgaria and Serbia, the cooperative 
credit societies (along with other forms of cooperation) have ap
peared rather as a mode of transition from the primitive Slavic 
commune with its kinship ties, than as a defense against the 
machinery of capitalism. It was estimated in 1896 that $750,000,000 

was "well within" the total amount lent through money coopera
tives on the continent of Europe, and eight years later that the 
amount was about $1,250,000,000. 

A form of cooperative credit association which has developed 
very extensively in England and in the United States is the build
ing and loan. association. From its beginnings in Scotland in 1815, 
it was developed with some difficulty in England on account of 
die withholding of legal recognition until the first Benefit Build-
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ipg Societies Act of 1836 and even until the second Act of 1874. 
Meanwhile, the idea was reproduced in a half-derivative way by 
English manufacturers who had migrated to Frankfort, then a 
suburb of Philadelphia, where in 1831 the Oxford Provident As
sociation was founded. Adequate statistics are lacking until 1893, 
when the membership of such associations was between 1,500,000 
and 1,800,000 and the assets were about $550,000,000. At these 
figures they remained until about 1905; the assets began to rise 
then and the membership shortly after. In '9'3, the membership 
had risen to about 2,000,000, and the assets had approximately 
doubled. In England, the associations have grown so popular that 
they find difficulty in lending out the capital which they attract. 

The building and loan association differs from the continental 
credit association, first, in that its members themselves furnish 
the money to be loaned by paying monthly dues instead of seek
ing outside money (although some building and loan associations 
do supplement their own funds by borrowing from trust com
panies). In the second place, it is more strictly confined than any 
of the credit associations to one type of property, improved urban 
real estate, as security for loans. The residence sections of some 
cities, notably Philadelphia, Minneapolis, and St. Paul, are said 
to have been almost entirely built with building and loan associa
tion money. On the whole, the building and loan associations have 
lost the philanthopic and even semireligious character that other 
cooperative schemes retain, and they olIer an interesting study of 
the dividing line, if there is any, between cooperation and capi
talism. The performance of the same functions by specialized 
banks has limited the development of the building and loan associ
ation on the Continent. In France, for example, the Credit Foncier 
has a!angements for the repayment of mortagages in monthly 
installments according to definite plans without a cooperative 
feature. 

Consumer cooperatives have spread over the whole earth. They 
are most highly deVeloped in Great Britain, where the first one 
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was founded in 1828 by Robert Owen. In 1844, Owen's first 
society succeeded in establishing a small shop, open two days a 
week, the weekly sales of which amounted to $10.00. In 1914> 
the number of "co-ops" had risen to 1,390, the number of mem
bers to more than three million, the yearly sales to about $440,-
000,000, in addition to the wholesale cooperatives with sales of 
about $221,500,000. The retail cooperatives owned factories with 
a yearly production of about $145,000,000. In France, Germany, 
Swit2erland, and elsewhere, very important cooperative distribu
tive movements developed which looked to the English movement 
as their prototype. In the United States, there have been continual 
but not very successful attempts to spread this type of cooperation. 

The outstanding development of the producers' and sellers' co
operative appeared in the agricultural life of Denmark. Like the 
rest of the Western European farmers, the Danish peasant had 
gone through the cooperative conduct of agxiculture itself in the 
form of the medieval manorial system, and when, like the rest, 
he had won his freedom from that system in the early nineteenth 
century, he clung to his individuality as a producer. Neither in 
Denmark nor anywhere else in Europe, is agricultural cooperation 
in any sense cooperative agriculture. It is rather cooperative manu
facture and sale, cooperative purchase of materials and tools, co
operative insurance and standardizing. It is a comparatively new 
movement which has spread with amazing rapidity. In 1882, the 
first Danish cooperative dairy was started; in 1892, there were a 
thousand such dairies, and before the World War, they. were: 
handling four-fifths of all the milk produced. The first cooperative 
bacon<uring plant was started in 1887; by 1894, there were twenty, 
handling half the production of the country. The cooperative col
lection, gxading, and exporting of eggs began in 1895; by'i903, 
65,000 farmers were thus organized. In 1921, "250,000 farmers, 
40 per cent of the population, were organized into 4,000 coopera
tive agencies which ramified into every activity. An average farmer 
belongs to about ten. The Danish farmers perform for them-
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selves almost all the functions that in other countries are per
formed by capitalistic agencies_" 

Cooperation has developed in Italy in more varied form than 
in any other country in the world. There is scarcely a branch of 
human activity which is not represented in one or another of the 
one hundred and one different types of cooperative societies that 
are to be found in Italy. A particularly interesting form of produc
tion cooperation is the societa de lalloro (Labor Association), 
which deals not at all in materials or credit, but only in labor. It 
is found among all sorts of laborers, navvies, builders, masons, 
carriers, stevedores, agricultural laborers. One societa will build 
you a steamship, another will see to the carving of the head of your 
cane; one drained large areas of the Campagna, another built a 
railroad in Greece. 

In France, the syndicau agricoles furnish their members with 
expert services and buy for them, but are legally disqualified from 
selling for them except through separate societies specially reg
istered for the purpose. Cooperative butter factories, distilleries, 
threshing associations, societies for wine making, oil pressing, etc., 
run into the hundreds. 

In Germany, this type of cooperation developed largely in con
nection with the Raiffeisen banks. In the United States, except 
for the citrus fruit growers of California, it is a postwar develop
ment. In the south and east of Europe, the cooperative movement 
was complicated by the injection of racial, religious, and political 
considerations. 

The significance of cooperation with reference to capitalism is 
at the same time conservative and revolutionary. On the one hand, 
it is an adjustment by which the farmer, the craftsman, and the 
consumer can make themselves comfortable in a capitalistic world; 
on the other hand, especially in the form of the consumer co
operatives which undertake to produce their own consumption 
goods, it constitutes an actually existing way of transforming 
capitalism into something quite dilferent. 
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Quantitatively, of course, cooperation includes only a small 
fraction of the whole economic life. Nevertheless, in certain areas 
and in certain fields, it has attained major importance. The Ger
man credit associations in 1910 held from one-I!inth to one-eighth 
as much "outside" money as the German credit banks. The as
cendancy of the agricultural production cooperatives in Denmark 
has already been indicated. Consumer cooperatives in England 
do about seven per cent of the total retail business; in Germany, 
between three and four per cent_ 

On the whole, the potential significance of cooperation is great, 
although up to the present it can be said only to have attained a 
distinct place alongside other economic forms. 

PUBucOwNmwm> 

The student will recall that in the beginnings and early history 
of capitalism, the state, the king, the lords played a major part 
in the development of capitalistic enterprise. This part was very 
greatly reduced by a revolution that no one has yet effectively 
named, but which may tentatively be called the individualistic 
revolution. The great exponents of its fundamental ideas were 
Adam Smith and John Stuart Mill. Its events were the successive 
elimination during the eighteenth and early nineteenth century 
of the whole system of social and legal regulation which we know 
generally as mercantilism. Its mottoes were laisser taire, "liberty." 
Its general result was the development of capitalistic enterprise 
almost entirely by individuals with a minimum of social considera
tions. 

This period, however, was comparatively short. From the fourth 
decade of the nineteenth century, the states and communities of 
Western Europe:. and the Europeanized areas have at an increasing 
rate intervened in economic life. This intervention has taken 
several different forms: (I) the regulation of private enterprise 
through labor laws, social insurance laws, and discriminating taxa-
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tion; (2) the establishment of enterprises directed and carried on 
by the states, or by specially organized public bodies; (3) the 
participation of the state, municipality, or special organ in private 
capitalistic enterprises; and (4) the exercise of control by agencies 
ad hoc, such as the American Interstate Commerce Commission. 

The history of legal regulation of labor relations and of social 
insUlance is too long to be recounted here in any but the briefest 
summary.' In England, after a series of ineffective attempts, in
dustrial regulation was effectively begun by the Factory Act of 
1833, which prohibited the employment of children under nine 
years of age and regulated the employment of others up to eight
een years. From this beginning, as the consequences of unlimited 
capitalistic activity for the human element became apparent, a 
vast series of labor protection and social insUlance measUles wete 
taken by the various EUlopean governments as their areas suc
cessively became capitalistic. Disregarding the intervening steps of 
this development, we may briefly indicate its results by a summary 
list of the typical measUles as they had developed before 1914-
Iri England, the Act of 1901 prohibited the employment of chil
dren under twelve, and controlled not only the total number of 
hoUls, but the distribution of the hoUls of employment of older 
children through the day and week. Other measures forbade the 
employment of women and girls in mines and applied general 
regulations similar to the factory regulations to the mines. An 
Act of 1908 stipulated that no workman, adult or otherwise, 
should be required to work undetground m(Jfe than eight hours 
in any consecutive twenty-foUl. The Trade Boards Act of 1909 
regulated the conditions of labor in domestic industry, even estab
li,shing machinery for the determination of wages. In France and 
Germany, similar and even higher standards of labor legislation 
were attained. 

In social insUlance, the German Empire under Bismarck set the 

1 An excellent account is to be found in Ogg and Sharp. Economic Denlopmepl 01 
Modern EumS". part IV. pp. 355-615. 
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standard which the other nations of Europe have emulated. By 
1914, social insurance systems, more or less elaborate, had been 
established in Great Britain, France, Holland, Belgium, Denmark, 
Norway, Sweden, Italy, Switzerland, and Austria. Even in Russia 
and the Balkan States, such systems had been at least begun. 
The typical system included various kinds of compulsory in· 
surance to the cost of which the worker, the employer, and the 
state contributed; compensation for accidents, old-age pensions, 
sickness insurance, unemployment insurance are only the main 
features of the whole system as it has deVeloped in most European 
societies. 

The ownership and direction of enterprises by the community 
as state, municipality, or special organ seems, from the protest 
against it, to be a more fundamental criticism of the capitalistic . 
system. "Keep the government out of business," is a slogan fa
miliar to American ears. The vigorous propaganda against the re
tention of the American railroads by the government after the 
World War, the resistance to government operation of the Muscle 
Shoals and the proposed Boulder Dam, the widespread disparage
ment by the public utility interests of the Ontario power and light 
system, all point to the same conclusion, that public ownership is 
regarded as a serious threat to capitalistic institutions. It may well 
be doubted whether this is correct, or, at any rate, whether in prin
ciple or in possibilities, public ownership of public utilities is so 
significant of radical change in the character of economic society 
as the cooperative idea. 

What does government ownership amount to? In every coun
try, in 1914> the postal system was a monopoly of government; in 
most countries, so also were the telegraph and telephone systems; 
in many, the railroads. Roads and bridges, schools, libraries, 
museums represent a class of government properties that can 
hardly be called enterprises since they generally return no revenue. 
In addition to these usual state enterprises, Denmark had 73 
othefs in 1911, employing 7>411 people, and the Danish towns had 
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126 employing 2,274. In Germany, 1,558,]15 persons were em· 
ployed in the public establishments, or about one-twentieth of all 
gainfully employed. Several states operated monopolie$ for profit 
-the match, tobacco, and powder monopolies in France; the 
alcohol monopoly in Switzerland; the tobacco and salt monopolies 
in Austria. Municipalities nearly always operated water supply 
systems, frequently gas and electric plants, and even undertaking 
establishments. Some German towns had such extensive enter
prises that they were able to dispense with taxation; one was so 
fortunate as to be able to pay its burghers $75.00 a yeal as well as 
to supply them with wood. The United States and New Zealand 
have conducted great land-selling operations and forest enter
prises. Prussia, Holland, Victoria (Australia), New Zealand, 
North Dakota, and the town of Lethbridge (Alberta) own and 
operate coal mines. Cincinnati, Ohio, and the State of Georgia 
own railroads which are important sources of revenue. 

Various merits and demerits are aggressively attributed to pub
lic ownership by advocates and opponents, respectively, but the 
question seems to be so controversial as to make it impossible to 
assign to the system of government ownership any clear general 
significance. Each case seems to be an individual case. 

A variant of public ownership is the participation of states and 
other public bodies in the control of private concerns. In some 
cases, the public body only retains a righ~· to participate in the 
control without furnishing any of the !=a'pit~, 3' form frequently 
used in the case of the great issue bants, notably the Deutsche 
Bank. In others, part of the capital is contributed by public bodies 
and the rest by private capitalists. This method is much used in 
the German and in the American public utility systems. A third 
form, the participation of public bodies and consumers in the di
rection along with the furnishers of capital, was not much used 
before the World War, but has since developed extensively in the 
milk supply business of the large cities (Mannheim, Germany, 
and Philadelphia). 
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CoNCLUSION 

Such, in broad outline, has been the evolution of the economic 
constitution of modern Europe. Along with the other phases of 
European society, it grew from small beginnings to a gigantic 
system which enfolds the whole world in its ramifications. Its 
transcendence over the mere will of individual man is such as to 
make supererogatory the consideration whether it is curse or 
blessing, the best or worst of possible systems: it IS. 

Capitalism has become mature. No longer must it meet the 
challenge of older institutions; no longer are its standards and its 
devices, its ends or its means, subject to the disparagement of com
parison with the past. It is challenged only by the future. Once 
one of the great radicalisms, it has become the great conservatism. 

It is mature but still prolific. It is still capable of creating out 
of itself new forms of action, new organs, new combinations: wit
ness the new international bank of the Young .Committee. It con
tains within itself the germs of new economies that will supplant 
it. Modern socialism, government ownership, cooperation are con
ceivable only as variations and criticisms of capitalism. 

Part of its strength is its capacity for self-criticism. Since the day 
of Babeuf, it has been producing Saint-Simons, Louis Blanes, Karl 
Marxes, Hobsons, Veblens, Rathenaus, Tawneys-prophets to 
point out dangers and the way of escape. Its devotion to technique 
extends to the technique of its own existence. Technique tided it 
over the great crisis of the early nineteenth century; technique 
will facilitate its adjustment to a secondary place in the scheme of 
things when its greater destiny is fulfilled. 

Men propose to do away with it by revolutionary, catastropru.c 
process. The end of its dominance will more probably come as a 
gradual, evolutionary process. That is to say, its displacement will 
be one of the great historic transformations that no man can 
hasten or delay by taking thought. The exhaustion of the mineral 
sources of power and material that it has so brilliantly used may 
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mean sometime the transfer of the economic centers of gravity to 
the sun lands and to the colored races that hold them, or to their 
successors. At any rate, this economy, like the whole cultUIe of 
which it is a part, like all previous economies and cuitUIes, must 
face in the long run the destiny of all mortal things. 
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INDEX 

Mercier, ° 108. 226. 
Mergers, 365. 369. 
°Mergers, Bank. 365. 
Metals. precious, see PRECIOUS METALI. 
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lution of gold standard, 71; production 

and distribution of. 89-96; drain of, from 
West, 90'92; significance of, 95-105. cost 
of production of, linked to prices, 98"99; 
marketing of, 101; export of, 102; 
smuggling of. 102; variations in price of. 
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duced, 345; currents, 182 •. 

Price, (Dr.) Richard, author of Essay on the 
PopuJalion of England, 31S. 

Priestly, Joseph, 283. 
Principles of Po/;t;ctU Economy, by David 

Ricardo, 391, 392. 
Production, emphasis of mcrcantilisu on, 
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317. purdtasing power of, 337; Marx'. 
theory of. 403; see LABOR. 
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Rumania. 304. 
Ruprecht (Prince), 82. 
Ruskin, John. 399. 
Russia. 10, 63. 13. 112. 136, 227. 278. 3°4, 

309. 317. 322• 363. 413. 
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Serres. Olivier de. author of Le TM4Ire de 

I' A"';cultul'e, 84, 85. 205. 
Servitude, White, [24. 
Share companies. small size of, in Genoa. 
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Street railways, control of. concentrated, 
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Syndicalism, 406. 
Syndicates, 362, 310. 
Syndictlls agricoles (France), 417, 420. 
Syria. 74, 123. 
Syrians, 34. 

T 

Tariff barriers, internal, abolition of. 272. 
Tariffs, protective, 66-67; internal, 67: 

liberalization of, 274-275. 
Tawney, R. H'I 138. 399. 
Taxation, 42.1. 
Taxis. Lamoral von, '57. 
Taylor. F. W., author of Shop Managemm,. 

374. 376. 382. 
Taylorism. 378. 
Technique, agricultural, in medieval Europe. 

20; advances in. 84; obstacles to applica
tion of, 84-85: hostility to innovation in. 
205; slow advance of, before 1800, 
205-206; variations in. 413. 

Technique. in Byzantine-Arab culture, 10, 
in the handicraft economy, 44: of medi
eval merchants, 55; persisting empirical 
character, 82; advances in. 83: in mining 
and metal refining, 85-86; in textile in
dustries, 86; in the making of weapons, 
87; in transportation, 88; personal char
acter of, 110; undeveloped, hampen 
enterpn.e, 251; economic significance of. 
289-292; interchangeability of. 327; ad
vance of, creates new demands, 337; de
pressant effect of advance in. 32.8. 
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Technique. indwtrial. in feudal economy, 
26"z1: advance of. 80 .. 89; and scientific 
method, 80-81; disappearance of empiri
cism from, 28]; scientific character of, 
283-284: b'ansmiSJion of. impersonal, 284. 

Technique, Market, evolution of, 337-338. 
Technique. Measurement. advance in. 87. 
Technique, Mining, early development of, 

:at8. 
Technique, Tran~lOrtation, Marine, 16g: 

advance of. 306. 
Telegraph and telephones, control of. con

centrated, 364; systems. owned by govern
menu, 423. 

Thaer,373_ 
Thames (river), 171, 174. 
The Hague, 325. 
Theory of Political Bt:tnJomy. by W. S. 

Jevons, 3g2. 
Third International organized at Moscow, 

40 7. 
Thirty Years' War, log. 
Thomas, &nile, 402. 
Thorp, Willard L., author of The Integra-

tion of I"dustrial Opt'raliotJ, 366. 
Thurn und Taxis (family), 179. 
Tilsit, 188. 
TlDle, economy of, 380. 
T;me~ (London), advertisements in, 18~; 

commercial news in, 182. 
Tuol, 90. 101, 103. 120, l:n. 
'Toledo. 50. 
Tolerance. 76. 77. 
-Topsham, 170. 
Toulouse. u. 
Toun (generality), 135. 
Town. Metropolitan, defined, 325: age 

groups in. 326. 
Towns, commercial, 323. 
Towns. development of, in Gaul under 

Rome, u; Roman. lose urban character. 
19: rise of. 34-41; definition, 36; 
medieval •• till agriculwral. 37: relation 
of markets to development of. 40: free
dom in. 40; atb'action of population to. 
40i industrial regulation in, 41; popula
tion of. in middle ages, 45; increase in 
population of. 130; concentration in, 
affects market, 165; agricultural charactc:r 
of, in early capitalism, 205; shift of indUl
try from the, 219: high mortality in. 250; 
growth of, .in nineteenth century. 322-
326: see also ECONOMY, HANDICRAFT. 

Towns. industrial. 323. 
Toynbee. Arnold, author of UdUl'tl till 

tM I"dustrial Ref/olution. 4, 398. 
Trade Boards Act (English). 422. 
Trade, Forced. 334-

Trade, Restraints of. 346. 
Trading, impersonal character of, 344. 
Trading companies. 66. 
Transport, organization of, in 'feudal 

economy, 2.7. 
Transportation. advance of technique of. 

88-89: costs of, decline, 307: concentra
tion in, 364: capitalistic form. predomi
nate in, 412. 

Transportation. Carriage, organization of, 
172: in rowns. 172, 325. 

Transportation, Freight, marine, 173-176: 
land, 176-177. 

Transportation, Sea. dangers of, 175; .pc:cd 
of. 175i co.t of. 176. 

Transportation lines, river. 171; for freight. 
117: sea, 171; for cargoes, 174; trans
oceanic. 174. 

Travel. horse. 171-172. 
Travel. River, see TItANSPORTATION LINES, 

RIVER. 
Treaties, commercial, predominance of. 280. 
Treaty, commercial, of 1186 between 

F.."co and England, 6,. 
Trecl(<<hylnJ, 171. 

Trent. cathedral chaptc:r of, 32. 
Trevc:s, II. 

Trieste, 171. 
Troyes, 108. 
Trusts. 362; American, 369, 371; vertical. 

366.36,. 
Turbine, Steam. 287. 
Turgot. author of RJPezion~ SUI' III forma

t;o" et t1i~tribuJion t1e~ ";c"e~se~. 272, 
385,38,. 

Turkuh Petroleum Company, 3621. 
Turk. invade Byzantine empire, 10. 
Turnpikes, 170. 
Tuscany, 252, 

u 

Unemployment, factors in. 329. 
Unions, Labor. labor market controlled by. 

346; statistics of. 347. 
Unions. Manufacturc:rs'. 362. 
United Fruit Company. 367. 
Unired States of America. 38. 51. 62. 73. 

go. 131. 267 note, 271, 273. :174. 278, 
302, 313, 319. 320. 329. 350. 360, 362. 
363, 364. 365, 413. 415. 424. 

United States Steel Corporation, 313.381. 
Ure, Andrew, author of Philosophy (Tht) 

of Man"ltI&'Uf'e~. 326, 373. 
Utopia. by Sir Thomas More, 27. log. 
Utrecht. 212. 
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Valencia. Count of, I:U. 
Valenciana. 93. 
Valladolid, I u. 
Value, Adam Smith's theory of, 388; List's 

theory of. 396; Ruskin's definition of, 
400; Marx's theory of, 404. 

Value. Surplus, 391; Marx', doctrine &f. 
40 4. 

Vanderbilt, Wm. H. t 262. 
Van de Venter. Nicholas. author of ManU4l 

of Ret'ko"i"" Ciphering lIIJd Bookke~p.. 
ing (IS88). 161. 

Van Robais (family), 216. 226. 
Van', Hoff. 283. 
Vasco da Gama. 306. 
Veblen. Thorstein, 405. 
Vecinho. JOIeph, 88. 
V6th, 214. 
Venice. la, 49. 55. 62, 72, 74, 7S. JI3. 

132, 139. 178. 195. 198. 20g. 21'. 252.. 
Vera Cruz.. 130, 188. 
Vergil. Polydore, 8,. 
Ver/Ilg. Stt PUTl'lNO-oOT. 

Versailles. 129. 
Vescontc. Pedro, 88. 
Vessels. Ocean • .aizc of, 173. 
Vickos von Gddcrson. 117. 
Victoria (Australia), 424. 
Vienna, 102, 179. 196, Ig8. 351. 
Vilcts d'Aignan, 2%6. 
Villages, open-field, 21-23; types of, in 

Vol estern E.urope, 20. 
Virginla, 124. 
Voltaire, 108, 164. 
Von Liebig, 283. 

W 

Wages, determination of. 223; standard of. 
315-316; fac.tories raise, 316; real. rise of, 
in ninrtccnth century. P9; as market 
demand, 337; established by collective 
agreements, 344; piece, 381; "Iron law" 
of. 391. 

Wakefield, E. G., author of .A. View o/Ihe 
Art 0/ Colon;:tUion, 313. 

Waldmann. Hans. 117. 
Wales, 318. 364. 
Walras, Leon. 393. 
War, at obstacle to capitalistic enterprise. 

250; Franc.o--Prussian, 370; the World, 
259, 269,341. 351. 

Warehousing. 365. 
Wars, Napoleonic. 414. 
Warsaw. 179. 
Washington. 325. 
Wasle i" I"dustry, 356. 

Watt, James, 286. 287. 
Wealth. increase of, in Western Europe, 33; 

bourgeois. development of. 114-126; dcfi· 
nition, 114-115; feudal and bourgeois 
compared. 116; inc.rrase of; in eightccntb 
century, 245; rate of increase in nine
teenth century. 296. 

WNl,h 0/ NOhOtu (The). by Adam Smith. 
233. 357. 385, 387. 389, 397· 

Webb. Sidney, 405. • 
Weber. Max. author of Generlll Economie 

HUlory. 5, 138.283. 287, 399· 
Wedgwood. Josiah. 3J6. 
Weights and measures, International Bureau 

of. 280. 
Weights and measures, uniform, 68. 273. 
Weitmoscr, Erasmus, 121. 
Welsers (the family), 117, 199. 
Wesd. 51. 
Westinghouse Electric Company. 265. 
Westphalia, 316. 318, 345. 
Wenzel, king of Bohemia. 91. 
Whitney. Eli, 284, l89. 313. 
Wholesaling, settled, 188-191j in markets 

and fairs", 188; personal character of, 
189; halls permanent centers of. ISg; 
by auc.tion, 18g; export and import, Ig1; 
small units persist in, 365. 

Wilbcrfon:e, William, 314. 
Wilking, Wilhelm, 214. 
William of Orange, 76. 
William the Conqueror, king of England, 

1I6. 
William m. king of England. 141, 
Winchcombc. John. 226. 
Winchester, Fair of. 49.50. 
Windsor, Forest of, :a53. 
WisscIbank (Amsterdam), 72. 
Witwatersrand, 8g. 
Wohler. 283. 
Women in Industry. 32S. 
Woods. Crisis of the. 252·253. 
Woolworth, F. W., 262. 
Won:cster (Battle), 124. 
Won:ester. Marquis of, author Gf A Cenlury 

0/ Names o"d SCdnlUngs 0/ tlleh in"en
';o"s as at fWese", I can call to mind 10 
h(/fle tried and perfecled. SI-82. 

Workhou~ 112·113. 
World's Fairs, 214. 
Worms. Jacob, 141. 
Worsley. J70. 
Wright (the brothers), 288. 

y 

Yarmouth. ]88. 
Yorkshire, 220. 
Young, Arthur. III, 16g, 205, 31S. 373. 
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·88. ... 
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Zc=ppclin (Count), 288. 
Zollverein. 67.,273,27' . . 
Zurich,' 117. ;. . 
Zwickau. 3.:z3~. ;-tamora, 112. 
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