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PREFACE.

THE character and scope of this treatise I have en-
deavoured to explain fully in the introductory chapter;
it remains for me here to acknowledge my debts
to the works that have chiefly aided me in com-
posing it.  After J. 5. Mill's book, fram which I first
learned political econony, and on which the present
work must be understood to be primarily founded, I
believe that I owe wmost to Jevons' Tlheory of Folitical
Eeonomy, the leading ideas of which have been con-
tinually in my thoughts—though I have had occasion
to dissent from many of Mr Jevons’ particular opinions.
I am also considerably indebted—in spite of still more
fundamental disagreement—to Cairnes’ Leading Prin-
ciples of Political Economy: and also to the Eeconomies
of Industry, by Mr and Mrs Alfred Marshall, together
with some papers by Mr Marshall on the theory of
Value diagrammatically treated, which have heen
privately lent to me. I have also derived valuable
suggestions from Mr Hearn’s Plutology, and from
Mx F. A. Walker's Wages ; also from Mr Macleod, as
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regards the theory of Money, and to some extent in
treating of Wealth and Capital—though I do not
agree with Mr Macleod's views about either of these
fundamental terms, and am obliged to dissent most
strongly from his peneral treatment of economic science.
I must also express wmy obligations to the writer of an
article on “Indunstrial Monopolies” in the Quarterly
Lleview of October, 1870,

Among foreign writers, I have derived most assist-
ance from the works of Professors A, Held and
A. Wagner; especially from the latter’s eclaborate
systematic treatise on the subject.

Finally, I must acknowledge gratefully the aid
that many friends have kindly given me, by supplying
information or suggesting corrections required for
various portious of the work while it was in progress ;
among whom I must particularly mention My F. W,
Maitland, of Linceln's Inn, and Mr J. N. Keynes,
of Pembroke College, Cambridge. To the latter I
am especially indebted for his kindness in reading
and criticising the proof-sheets of the greater part
of the book: which has enabled me to improve it
m many respects,
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value; . . . - . . . .
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estimating the wealth of a community : .

8, and apply this distinction to the questions \\hethcr
Patents, Copyrights, Goodwill, &c., are wealth.

CHAPTER IV.
CAUSES OF VARIATIONS IN FRODUCTION,

1. Taking 'roduce to include Consumabls services as well

as Consumers’ wealth, . . .
2. variations in amount of produce may be rereued to several
different canses @ . . . . .

3. partly, to differences in men’s mdterml env 1mnment

4. partly, to differences in the quantity and quality of their
labour. . . .

4. These latter, again, are l'l.r'rcly due to v'mousl‘. C’lllROll
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CHAPTER V.
CATITAL.
1. “Capital’ has to be differently defined from the point of

view of the individual and that of the community;
‘individual’s capital’ iz wealth employed for profit ;
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and therefore includes land ; but from the social point of
view we must distinguish the two;

restricting eapital to results of humm lalour, bul not ex-
cluding immaterial results, such as buxiness conuexion,

and gkill ; but not physical strength, so far as this results
from consumption that is not mere]y a means o future
production.

Capital that is ace nnml Ltvd consisis mamlv of 11151:1*11—
ments, not foud of labourers ;

which, i the labourers’ possession, is not ‘cap:tal in the
narrowest sense, though in a wider sense it may hbo
called (consumery’) capital; as may all unconswmed
wealth, so far as it iz the intermediate result of labour
employed for future utility, avl more produetive through
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ing Returns from Land are valid, when duly gnalified,
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The Law of increase of individuals’ capital is not definitely
ascertainable ;

stili less the Law of increase of sm,nl (al)ltd.l
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INTRODLCTION,

The question “how s produse shured among the different
classes who cooperate in praduetion’ is converlible with
the question ‘what determines the exchange value of
their services” The theory of Distribution (assuming
free contract) has therefore close alfinity to the Theory

of Exchange value of malerial products ; and it is eon-
venient to take the latter first.
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tions, which require to be carefully stated :—mainly on
the assnmyplions of ‘commg]‘ci:ﬂ Tand findustrial ' com-
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8. DBut cost of production-—estimated, as it must be in tc1 N
of remuneration, not serifice—eanmot be agsumaed to be
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independent of demand. .
9. Henee the Ricardian doctrine of value nceds unpolta,nt
qualification.
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counected is more complex.
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that is, its ‘real price’ The fluctuations of Foreign
exchanges may be used to ilustrate this theory, but
need careful handling, . . . . . .
The term ¢International’ may be objected to in this
connexion, but has advantages,
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The value of precious mstals is slowly and irregularly
affected by industrial competition: therefore for tolerably
long periods the value of a monometallic gold currency
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A doulle standard with a fixed ratio will be stable against
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INTERBST,
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certain qualifications, may be taken as approximately
uniform in a modern community at any given time,

it depends on conditions of demand and supply combined ;
—s0 far as demand goes, in a modern industrial society,
it depends mainly on indastrial demand,

It corresponds to average additional produce expected to
be obtained by employment of last increment of floating
capital, menuie Cemployar’s fee’; therefore varies with
variations in recognized opportunities of proﬁtably using
capital to aid labour.

The reaction of changes in the rate of 111terest on the
saving that supplies capital has au important, but nob
definitcly mcasurable, tendency to keep the rate
stable. , ; . . . . .

The w,ld of most— but not all—old investments tends to
decrease, . . -

CHAPTER VIIL.
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Ricardo’s definition of rent, as price paid for ‘origiua.l
powers’ of soil, is unaceeptable:
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The reaction of the remuneration of labour on the supply of
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ent amounts of capital are to be referred to these two
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MOXOPOLY AND COMBINATION,
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deals . . . . . .
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and to note special lem(,tell\tlcs of m()llopoly rLsultmg
from combination—open or lacit—and different methods
of attainimg the end in view. . . .

Under certain conditions, bodies of hired labourer-, may
increase their earnings by combination, without counter-
lalancing loss to themselves or to other hired labourers

CHAPTER XI.

TRANZIENT AXD TOCAT VARIATIONS IN DISPRIBUTION,
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and procesd to analysze the causes of these, ag due to moral
and intellectual shorteomings, to accidents, to inventions
and other improvements ; .

te miscaleulations of demand causing fo- mlled; GVEr-pro-
duetion’; .

to changes inrate of i muere‘n, Ll]tl\t‘(ltlellt on ‘over- ploduc-
tion” or ctherwise caused, and clnngu: in l}urul]rlmllg
power of moneay. .

This leads ug to notice lm al variniions in the prices of
products, due to physical and historical causes com-
bined . . . . . .

and eonsequent inegualities in retlunb to hboul and
capital, kept up by obstacles to migration amt frequent
mdustrial changes,

CHAPTER XIL
CUSTOM.

Distingnishing from Custom =the tendency te do as othars
do, Habit—=1the tendency to do as one has done before,
wa observe that the economie cffects of [Talit are
various

a% also of Custom

and that ouly a part of lese LﬂeLLb is exuludu.l by the
agsnmptions of the competitive system — viz, {1} the
mere blind fendency to follow use and wont, and (2)
Custom as morally obligatory.

BOOK IIL

THE ART OF POLITICAL ECONOMY,

CHHATTER I

The Art of Political Economy ag here treated consists
mainly of the theory of what ought to be done by govern-
ment to improve Production or Distribution, and te pro-
vide for governmental expenditure.
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CHAPTER 1L

THE BYSTEM OF NATURAL LIBERTY CONSIDERED IN RELATION TO

PRODUCTION,

The general argument in favour of leaving industry alone
has mnch force, hut ueeds Important quaiiﬁcationﬂ and
exceplions,

even in the most -'lbstmct theoretlcﬂ treatment owing to
divergence between utility to the individual and utility Lo
society s illustrated genera]ly in reference to Bequest
and Contract ; . . .

exemplilied fulther by special cases, in wlnch the ut111t3
of socially useful services caunct be adequately appro-
priated by thie persons who might render thern,or whenap-
propriation and sale of such services would be wasteful :

alse where the gain of a change is largely counterbalanced
by loss ; and in case of monopoly : . .

also frem the imperfectly employed Ltlmur timt competl-
tion normally involves, and the labour sjent in attracting
business: . . .

also in the case of utilities lll‘»trlllt n tuuL

Heuce complete ledsser fuire is not to be tekenas a pohl.u,al
ideai: the problem for the statesman is to halance its
disadvantages against the dizadvantages of extending the
sphere of government. .

The above arguent leaves U.ll[ll:h.l]led the .‘1-.%111]1'1t10n th'Lt
the individual is a better judge than governimment of his
economic interests: but this assumption s not com-
Hetely true, nor ¢ven teuding to becume so,

CHAPTER IIL
THE RELATIONS OF GOVERNMENT TO INDUSIRY.

The strictly economic interferences of goverrment are to
ke distinguished from ibs interferences with industry for
other ends; .

cypecially in the excreise (Jf1t~. nnrnm.l f'unctum*; c‘such in-
terferences, of various kinds and degrees of intensity,

muay take place for national defence, . . .
for protection of life, health, reputation of mdnldual
citizens, adults or children, . . .

or of property from theft, fraud.  Also vowemmentq haxe
importantly restricted their enforcement of contracts —
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e. g by baukruptey laws—and, under the guise of judicial
interpretation, have practically determined the condi-
tions of ordinary engagements. .
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but we have to allow for loss through increased klleness,
decreased saving, lessened efficlency of capital, pressure
of population, checked growth of culture.

It seemns 1mpossible to dispense, as Communism &Lckcs to
do, with the individualistic stinulns to labour and care,
aml check to population . .

But the ideal of Socialism is net open to thc game oljeoc-
tions; and a gradual advance in the direction of this
ideal, by o judicious extension of governmental functions,
is not opposad to sound economie theory, . .

The chief communistic institubtion, actually c:»l.d.hllﬁhcd
in England, is the provision for poor-relief; this, low-
ever might perhaps be madle in other ways, |

Mozt other distributional interferences have been duz'*nenl
also to benefit production, or promote selfhelp. The
proper himits of such interference are hard o determine
onc imporlant consideration iz the efficiency of voluntary
provision for social noeds,

CHAPTER VIIT.
PUDBLIC FINANCE.

We have to treat generally of the provision for ymblic
expenditnre (the amount of which must pactly  de-
pond on the possibilities of conveniently previding for
it). . . . . . . . . . . .

The commaoditics required for the use of government are
generally obtained by free purchase; though under
certain eircumstances it s more economiienl to ohtain
services—especially of soldiers—by diveet compuilsion .

The funds for such purchases may come from (1) Rents,
or {2) Loans—which are under certain circmmstances
legititnate, whether for productive cruployment, or as o
means of lightening an oceasional auden hy Hprending it
over a Jonger period, .

or (3) frow payments for cnmmmhtm\ supphetl lny EOvern.
went - the price of which, when they are monnpalised,
may be determinal on varions principles. . . .

Taxes, commonly so ealled, can be enly to A very litniled
extent treated ag payments for eervices vendered by
government . . - . . .

Distinguishing taxes Inrnper fl'nm suele payments, we
may note the complexity of considerations, political aml
economical, productional and distributional, which enght
to have weight in the selection nf taxes,
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We shall aim at proportioning taxnation to that part of the
inceme which is not spent in necessaries, nor in ways
socially uscful, nor invested in any form : the adjustment
can at best be rough, especially if taxes be largely laid
on coramodities—a nicthod however which is on several
grounds to be recommended

The incidence of taxes is hard to determins, from the vary-
ing degrees of compleleness and rapidity with which
their burden tends to be trapsferred: illustrated by
taxcs on Incomes, taxes on Land, . . - .

and taxes on l'roduction--which as findirect’ tqu are
commouly thought to be transferred completely to the
consumers ; but the rapidity and even the extent of the
transference really varies much according to circum-
stances, . - .

Such taxes are ]mble to cause an E\tra loss to consumers,

over and above the gain to the treasury. . .
Taxes on inheritance require special and separate tre.a,t-
ment,

CHAPTER 1X.
POLITICAL ECONOMY AND PRIVATE MOKALITY.

Palitical econoiny tends to influence the common nolion
of fair dealing especially in respect of taking advantage
of (a) ignorance, . . . . . . . .

and {b) need. Economic reasoning does not tend to
justify a man in exacting much more thau the normal
competitive price for his service ; but it makes us hesi-
tate to condemn any cne for taking full advantage of
comypetition, except in case of extreme need, when hu-
manity requires some gain to be foregone.

Economic teaching has had a doubtful effect on the current
dislike of ‘rings’ and other combinations—and the severer
censure commonly passed on ‘ making work,’ ¢ scamping
waorlk,’ &e. e e <. .

The egoistic influences of the 111dmdufthst1c organisation
of industry need to be connteracted: hence the moral
value of Cooperation. .

Political econonty has exploded the f’l.ll:l(:)‘ thd.t. the lmm~
rious expenditure of the rich benefity the poer; but it
has also drawn attention to the dangers of almsgiving
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INTRODUCTIOXN.

CHATTER L

THE PRESENT STATE OF LCONOMIC CONTROVLERSY IN ENGLAND
AXND THE SPECIAT. AIM OF THE PRESENT WORK.

§1. Soxp twenly years ago, both the Theory of Tolitical
Eeonomy in its main outlines, and the most impurtant practical
applications of it, were considered as finally scutled by the great
majority of educated persons in Englandd Two causcs appear
to have chiefly cooperated in producing this result. The pros-
perity that had followed on the abolition of the corn-laws had
given praclical men a most impressive and satisfying proof of
the soundness of the abstract reasoning by which the expediency
of Free Trade had beeu inferred ; and a masterly expositor of
thought (J. 3. Mill) had published in a convenient treatise a
skilful statement of the chief resulls of the controversies of the
preceding genevation ; in which the doctrines of Ricarde were
presented with many of the requisite explanations and qualifiea-
tions, and much of whal was sound in the objectiovns and sup-
plemeniary suggestions of other writers was duly taken into
account. It seemed that the science had at length emerged
from the state of polemical discussion on fundamental notions
and prineiples, and that whatever further remained w0 be done

S, E. 1
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would be building on a foundation already laid. J.S. Mill's
language had o considerable share in producing this belief
Binee Locke, no English thinker who has exercised so wide and
inteuse an influcnce on his contemporaries, has been generally
so little open to the charge of overrating the finality—as regards
either substance or form—of the theories he has expounded:
ani no one since Bacon has heen more concerned to point the
way to the illimitable worlds of knowledge thial remain to be
conquercd. Ilence 1t is all the more remarkable that he should
commence his account of value with the unhesitating assertion
that “therc 1s nothing in the laws of value which remaing for
“the present or any future writer to clear up: the theory of
“the subject i1s complete” It 18 not surprising that the
younger generation, to whom his treatise soon hecame the chief—
and often the sole—source of economic knowledge, should be
equally confident; and that it should become the fashion to
point to Political Ilconomy as unique among Moral Seciences
for the clearness and certainty of its method and the admitted
trustworthiness of its conclusions.

Probubly mauny of the generation lavght by J. S, Mill are
not aware how very reeent is the date of this confident tone.
In fact, however, during the sceond quarter of the present
century almost cvery Tnglish writer on Politieal Teonomy
took nete in some form or other of the rudimentary and un-
settled condition of his study, TFor example, Senior, in an
Introductory Lecture delivered before the University of Oxford
in 182G, spoke of the science as “in that state of imperfeet
“ development, which...throws the greatest difficulty in the way
“of a begiuner and consequently of a teacher, and offers the
“fairest scope to the oljections of an idle or interested adver-
“eary.”  Malthus® in the following year remarked that “the
‘“differences of opinion among potitical economists” have “of
“late been a frequent subjecl of complaint” The Edin-
burgh Reviewer of M*Culloch’s first cdition (1881) charac-
terized Political Econowmy as a “moral science of which the
“ doctrines are not recognised”: and M<Culloch himself, through
his suceessive editions, was obliged to note that “the differences

¥ Definitions in Political Economy (preface).
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“which have subsisted among the most eminent of its professors
“have proved cxccedingly unfavourable to its progress, and
“kave generated a disposition to distrust its Dest established
“conclusions.”  Even in 1832 when Senior again addressed the
University of Oxford, he announced that his subject was still
“in g state of imperfect development,” and devoted his first
iecture to an cxplanation of *“the causcs that have retarded its
* progross.”

No doubt many of theze writers express a confident hope
that this ‘retavdation’ will soon cease.  M<Culloch has no doubt
that “the ervors with which the science was formerly infected
“are fast disnppearing,” and Colonel Torrens ventures to prophesy
more definitely that “twenty years hence there will scarcely
“exist a doubt respecting any of its more fundamental principles.”
And by the time that Mill's work had gone through several
editions an Impression began to prevail widely that this better
tirge had actually arrived. The generation whose study of
DPolitical Ilconomy commenced about 1860 were for the most
part but dimly conscious of the clement of stormy econtroversy
from  which the subject had so recently emerged'. 1Lt is

L The follewing extracl from the Edinburgh Revieir, Vol, 114, seeins to ma
to represent accuralely the view of the subject which was current about the {ime
{1861) ihat it was written: and it is all the better evidence of the general state of
opinion, heeause it ocenrs incidentally in an article on * English Jurisprudence.’
“ That some departments of hnman eondact are capable of being classifiod
“ with sufficient exactness to supply the mwaterials of a true seienee is concls.
“gively proved by the existence of Political Fconomy.”...,..* Politieal Leonomy
“is the only moral science ie which definitions of fundamenial lexms suffi-
s eiently acenrate to obtaln general cmrrency nmongst all persens conversant
“with the sabject have yobt been produced. The comsequenee has boeen that
“the conclusions of those who nnderstand the science are aceepied and acted
“on with a degree of eonfidence whieh is felt in rerard to no other gpeculations
“that deal with human affairs, Politienl Econoimists can appeal to the only test
“which really measnves the truth of & seience--success -with as mueh con-
 fidence s astronomers,  The sourec of tlelr suecess hag been that they have
‘succesded in affixing a precise meauing to words which had for ages boen
“nged by millions who attached to them vivid but not defizite notiong, such as
‘wages, profits, eapital, value, rent, and many others of the same kind.”

The preface to Professor Faweeti's Manual—first publisbed in 1863—ex-
hibits the same undoubling confidence in the csiablished scicntific character of
Political Eeonomy, It hegins with the following sentences :

*1 have often remarked that Political Feonomy is more frequently talked
“about than any other science, and that its principles are more frequently

1—2
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true that there were still loud voices heard on the opposite
side; but comparatively little notice was taken of them.
For instance, the condemnation of Politieal Economy by
Auguste Comte was generally disvegarded-—in spite of the
great and growing intercst that was then taken in the Positive
Philosophy—as being plainly irrclevant to Mill's exposition of
the subject; in fact, it scemed 10 be based on u misunderstand-
ing nearly as pulpable as that nvolved in the valgar dislike of
the political economist as o preacher of the gospel of Mammon
and selfishness. I hurdly think that cven the cloquent diatribes
of Mr Fredéric Ilarrison? induced aly considerable number of
readers—outside the working classes—even to doubt the csta-
blished position of economie science. Nor did the elaborate
attacks madce by Mr Macleod® on the roceived doctrines succeed
in attracting public atiention: his books were bought and read,
but were valued almost exclusively for thelr information on the
special subject of Banking, Mr F. D. Longe’s refutaticn of the
Wages-I'und Theory (1867) feli quite dead: even the Quarterly
Leview—which in 1871 attacked Mr Thorton for ignoring his
obligations to Mr Longe, and snceved at Mill for admitting
when urged by a friend a hoslile argument to the force of
whicli he had previously remained deaf—had up to that date
never found oecasion to mention Mr Longe's nawe.

In 1871, however, these baleyon days of Political Economy
had possed away. Their termination was of course not abrupt;
but so far as any datoc can be fixed for 1t, T should place it at
the appearance of Mill's notice of Mr Thernton’s book On
Labour 10 the Fortrightly Review of March, 1869, I do not
think that the work itself, apart from the review, would have
produced so much effect ; since Mr Thornton's eriticism of the
Theory of Value shoewed so scrious a misapprehension of the
general relation which economic (heory necossarily bears to
economic facts, that a disciple of Mill might be pardoned for

teappealed to in the diseudsions of ordinary life. No science, however, is
“perhaps more imperfeotly understood, I believe thaf profound mathema-
“ giciansg, or accomplished geologists and botanisls, are far more pumerous than
¢ panl masters of the principles of Political Economy.” ’

1 Cf, Fortnightly Review, 18065.

2 In his Theory of Banking, 1853-G, and his Dietionary of Economical
Philosophy, 1863,
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underrating the real use and importance of this and other parts
of Mr Thornton’s book. But the manner in which JMill replied
to this criticism appeared to most of his disciples highly
uusatisfactory, and the facility with which he resigned a
doctrine (the old “Wages-Tund Theory’} which he had taught
for years caused them an unexpected shock; thus they were
naturally led to give a more respeetiul attention not only to
Mr Thornton’s nssaults, butl alse {o other utterances of dissent
from economnic orthodoxy to which they had hitherto turned a
deal car, A sccond shock was given in 1871 by the publication
of Professor Jevons’” Theory of Political Ecoromy; which took
up in refercnce to the received mode of treating the subject an
attitude almost similar to that which cach new metaphysical
systemn has hitherto adopted towards its predeccssors. Again,
in 1874, Cairnes’ Leuding Principles of Political Economy,
though written by a disciple of Mill and in fundamental agree-
ment with his doctrines, still contributed to impair the unique
prestige which Mill’s cxpositien had enjoyed for nearly half a
generation. As a controversialist Cairnes, though serupulously
fuir in intention, was deficient in infellectual sympathy; he
could hardly avoid representing any coctrine thal he did not
Lold in such a way as to make it alnost inconceivable to his
readers that it could possibly bave been maintained by a man
of sense ; and when this treatment was applicd to some of his
master’s most important statements, the expressions of personal
regard for Mill by which it was accompanied only made the
result seem more damaging to a reader who was convinced by
Cairnes’ reasoning.  Meanwhile the strife hetween Labour and
Capital had come to occupy more and move of the attention of
cultivated society; and the convietion had gradually gained
ground that Pelitical Economy had fatled to ascertain the “law
“that determines the etable equilibrium of work and wages'”:
and even that ¢ the attempt to solve greal industrial questions
“on the hypothesis which Mr Mill states to be the fondamental
“one ol Political Ecouomy”™—i e, that men arc governed hy
sclf-interest only—“1is to confuse rathcr than to clucidate the
“problems which it behoves us to investigate.”

} Cf. Edinburgh Reviaw, 138, 1873,
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In short, when the concluding quarter of this century began,
it was evident that Political Ecenomy had returned to the
condition in which it was in the second quarter; and that
M*Culloeh’s melancholy admission that “the differences which
“have subsisted among the most eminent of its professors have
“proved coxceedingly unfavourable to its progress, and have
“eenerated o disposition to distrust its best cstablished con-
“clugions” was again only too applicable.  This unfortunate
result would, I think, have been brought about mercly by the
dispules and divergences of opinion among economists who
adhered to the mode of treating the subject which has pre-
vailed in England since Ricardo. DBut a powerful contribution
to it has been supplied by a thoughtful and independent writer,
Mr (Hiffe Leslie; who in 1870, in ar article on the Political
Eeonomy of Adam Smith, began that attack on the ¢ Ricardian’
or ‘4 priorl’ metirod which he has continned in several subse-
quent articles, rocently reprinted in Fssays Moral and Political.
One part of Mr Cliffc Leslie’s work consisted in drawing the
attention of Knglish economists to the movement in opposition
to their method which had for some time been carried on in
Germany, and which, daring the last twenty vears, has continu-
ally gained strength.  The leaders of this movement, however
widely lhey also differ among themselves, are generally agreed
in repudiating as “ Manchesterthum "—or even “Smithianis-
“mus —the view of Political Economy mainly adopted in
England ; and their inflnence constitutes an additional foree
under which the disputes as to particular doetrines among
the Erglish Economists tend to broaden into more funda-
mental controversy as to the gencral methed of dealing with
econolic questions.

At the same time the opposition of influential artisans to
Political Tconomy has not diminished, as 1s apparent from
Mr Howcli's Conflict of Labour and Capital; it has only
changed somewhat from sullen disivust to a tone of more
confident contempt. While, finally, the great practical success
of Iree 'I'rade—which, as I =aid at thc outset, contributed
largely to the prestige enjoyed by Political Economy during its
haleyon days in the third quarter of this century—has recently
been called in question by an apparently growing party of
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practical men; and is certainly renderad dubious through the
signal disappointment of Cobden’s confident expectations that
the cxample of England would be spoedily followed by the
whole eivilised world,

§ 2. This brief sketch of the recent Listory and present
condition of Political Economy in England has seemed to me
nceessary in order to explain the exact ain of the present work ;
which on the one Land makes no claim to origiuality, while on
the other hand it 1s not precisely un elementary treatise. Tt is
written in the beliel that the reaction above described against
the treatment of FPolitical Economy as an cstablished science
was luevitable and even salutary; but that it has been carried
too far, so that tho waves of disputation are in danger of sub-
merging the really sound and valuable results of previous
thought. My primary aim, then, has been to eliminate unne-
cessary controversy, by stating these results as guardedly as pos-
sible, aud with due atiention to the criticisms and suggestions
of recent writors.  Scveral valuable contributions to abstract
economic theory have been made by Cairnes, Jevons, Macleod,
and other English writers; but in my opinion they are gene-
rally of less relative lmportance than their authors suppose,
and admit of being stated in a form deeidedly less hostile to the
older doetrines. In ile same way I think that the antithesis
between the Inductive and Deductive Methods has been stated
by writers on both sides in necdlessly sharp and uncompromising
terms, 1 shall endeavour te show® that there 1s an important
part of the subject to which cconomists are generally agreed
in applying a mainly inductive or “realistic” ireatment. On
the other hand, few, 1 think, would deny the utility and
even indispensability of dedoctive reasoning in the Theory of
Distribution and Exchange; provided only the assumpticns on
which such reasoning proceeds are duly stated, and their
hypothetical character continually borpe wn mind. T fully
admit, the importance of this latter proviso; accordingly in
those parts of this work in which I have used chicfly dedne-
tive rcasoning, I have made it my special aim to state explicitly
and keep clearly in view the limited and conditiopal applica-
bility of the conclusions attained by it.

1 (1. post, Chap. 1.

N
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With this view I have been generally careful to avoid any
dogioatic statements on practical points. It is very ravcly, if
ever, that the practical economic questions which are presented
to the statesman can be unhesitatingly decided by abstract
reasoning from elementary principles, For the right solution
of them full and exact knowledge of the facts of the particular
caze iz commonly required; and the difficulty of ascertaining
these facts is often such ag to prevent the attuinment of posi-
tive conelusions by any strietty sclentific vrocedure.

At the same time the funetion of econovnie theory iu relation
to such problens is none the less hoportant and indispensable ;
since the practical conclusions of the most untheoretical expert
are always reachied implicitly or explicicly by some kind of
reasoning from some economic principles; and if the prineiples
or reasoning be unsound the conclusions ean only be right by
accident,  For instanee, if a practical man affirms that it will
promote the economic welfare of England to tax certain of the
produsts of foreign industry, a mere thoorist should besitate to
contradict him without a caveful stuly of the facts of the case.
But if the practical person gives as Lis reason that “one-sided
“Iree frade 1s wot free traede at all”’ the thearist 1z then in a
position Lo point out that the general arguments in favour of the
adiission of foreign products are moetly independent of ihe
question whether such admission is or is not reciprocated. So
again, if an cnlightened farmer argues that, in the present
agricultural depression, a restriction of freedom of contract and
freedom of bequest is imperatively required, it would be pre-
sunmipiuons to affirm degmatically on abstraet prineiples of laissez-
Juire, that such restrictions are undesirable,  Dut if the farmer
expluing that these restrictions are required in order that more
capilal may be applicd to the land, it then becomes opportune
to show him that {f land in Evgland ig cultivated, on the ave-
rage, with an amount ol capital farger than that which would
give the greatest proportionsl preduce, and ¢f the fall n farmery’
profits is due to increased facilities of foreign importation, then
his logs would only be aggravated by the mere application
of more capital to the land.  And similarly In dealing with
other questions of the day, abstract economic arguments almost
always come in, and arc almost never by themselves decisive,
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In thus wmaking prominent the hypothetieal character of the
deductive reasonings of Political Iconomy, I am merely follow-
ing che lines laid down by J. 8. Ml in his general account of
ceonomiie method—as expounded most fully in his Kssays on
Unsettled Questions in Political Feonomy {1843), This view of
the subjeet rendered his whole treatment of it more profoundly
different from that of Ricarde and James Mill, than iz at first
apparent lo hasty readers; though, ag wag only natural, the
moditicaiions which its cousistent application required i the
ol deetrine were not always emried out with perfect precision
and completeness. 5till, the work that was actually donc by Mill
in supplying corrcetions, limitations and reserves to the dog-
matismi of the carlier Ricardian school, seems to me quite as
important as the work of the same kind which in my opinien
still remains to be done.  On this point T regret to find myself
in deaided condlict with the deservedly Lich authority of Pro-
fessor Jevons,  In the preface recently published to the second
edition of lis Theory of Politicel Keonomy, Mr Jevons announces
as a coneclusion to which he 1 “ever more elearly coming, that
“the only hope of attaiving a frue system of Heonomies is Lo
“fling aside, once aud for ever, the mazy and preposterous
“assumptions of the Ricanlian Scheol™”  Ile snbsequently
speaks of the doctrines of this school as “ Rieardo-Mill Feo-
“nomics,” explaining how “that able bat wrong-headed man,
“David Ricardo, shunted the ear of economic science on a
“wrong line, a line, however, on which it was further urged
“towards confusicn Dy Iis equally able and wrong-headed
“admirer, John Stuart Mil1%”

The expression of opinion in these passages appears to me

exaggerated and violent, even so [ar as Ricardo is concerned;
while so far as it applics to Mill I cannot but regard it as
entirely false and misleading. I certaiuly should agree with
Mr Jevons in depreeating as excessive and overstrained the
enlogislic lunguage In which muany compelent judges have
deseribed the work of Ricardo. Though wndouliedly an original
and important thinker, I ecannot perceive that Ricardo was 2
tharoughly clear and consisteut reasoner; and it has always

1 Theory of Political Economy, preface, p. xlix,
2 L.c. p. Ivii,
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secmed to me highly unfair to the deductive method of eco-
noniics to treat Ricardo's writings as a peculiarly faultless speci-
men of its application. At the same time I hold that many
of the characteristic doctrines of Ricardo, stated with proper
qualifications and reserves, ought to find a place in any com-
plete exposition of economic theory; and I have been careful to
give them, in the prosent treatise, the place which appears to
me 0 belong to them: though T equally hold that the stale-
ment of them by Ricardo himself lLias frequently serions, and
sometimes glaring, deficiencies’.  But when Mr Jevons goes on
to say, in a rather unusual flight of rhetorie, that Mill “urged
“the car of economic science further towards confusion”™ on the
“wrong line” on which Ricardo had shunted it, T am really
unable to conjecture how he wonld support a statement which
appears to me o perverse. He eannot, I think, refer to the
general theory of Value, where Mill corrects and supplements
Ricardo’s view, by giving due place to the operation of Supply
and Demand in the determination of market-price ; and where he
quietly zets rid of Ricarde’s serious eonfusion between Measure
of Value and Cause or Determinant of Value. Nor can he
have been thinking of the theory of Rent; [or here Mill’s
exposition of the Ricardian doetrine 1s lnproved and guarded
in several important respects; especially by the account taken
of Carey's indisputable lmitation of the law of diminishing
returns, and by the stress laid on the influence of general in-
dustrial progress in counteracting this law. Nor, again, can he
have in view the theory of Wages and Profits; in which, among
other improvements, Mill reduces to harmlessness Ricardo’s
dangerous paradox that “iwages cannot rise without profits
“falling.” Nor, finally, can his statement relate to the theory
of International Valucs; sinee he expressly says that this 1s
probably tle most valuable part of BMill's work. But il

1 Tt may he ohserved that the amonnt of eorrection required ia very different
in respect of different doctrines. In some cases, as in ihe delerminution of
Wages and Trofits, while recognising an clement of truth in Rieardo's view, 1
think that the defeets of hiz docfrine are beyond patehing, and thal an entirely
new treatment of the subject has to be adopted. On the other hand, as regards
the relasticn of Value to Cost of Produection, Ricardo’s doetrine is of funda-
mental importance (though requiring to be qualificd and supplemented}; and
any teaching which ignoree or obsenres it appears to me fatally defective.
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Mr Jevons' chargo cannot be Justified in relation to any of the
four topics that I have mentioned, it is difficult o concetve how
50 strong a statement can possibly be justified at all. Tt must be
admitted that on more than one important point Mill has not
made clear to the reader the interval that separates his doctrine
from Rieardo’s: which, with Mr Cliffe Leslie, T partly attribute
to that “plety of a diseiple™ which Mill always manifests
towarls Ticardo’s teaching.  This disposition las had some
unfortunaie consequences, and must be regarded as a weakness ;
still, in a subjoct where most writers have shown so marked a
tendency to emphasize the novelty of theirideas, and exaggoerate
their divergence from their predecessors, 1t appears to me a
wealkness that “leans to virtue’s side.”



CHAPTER I1.
SCOPR OF POLITICAL ECONOMY,

§ 1. Povrrrcarn Economy,in England at least, is now almost
universally understood to be a study or inguiry concerned with
the Prodnetion, Distribution, and Exchange of Wealth. T shall
hereafter try to show that, unless we either inconvenicntly restrict
the range of vur discussions or strain the ordinary use of lan-
guage, we shall find it needful, in certain important parts of the
inquiry thus designated, to substitute for Wealth other terms
with somewhat different devolations, This change, however,
will be more convenlently explalued and supported in a sub-
sequent chapter; and, since the relations of men to Weallh
will in any case constitute the chief objit of our study, we
may acquiesce provisionally in the definition above given. A
more fundamental divergence of opinion relates to the point
of view from which Political Econommy contemplates these rela-
tions.  Is it concerned with “ what is” or with “what ought to
“be”? Is Its aim 1o establish certain general propositions,
cither positively or hvpothetically true, respecting the coexist-
ence and sequence of facts, or to give practical rules for guiding
the public conduct of siatesmen and men of business? Is it,
in short—te use an old distinetion reeently revived in this
connexlon—a Scienee or an Art? The forwer view js that which
has been adopted, I Lelieve, by all writers on econoic theory
in England for the last thirty years. No doubt an important
part of the subject as treated by Mill and other systematic
writers belongs admiticdly to Art rather than to Science; viz,
the discussion of the principles on which Taxation should be
managed and of the general nature and limits of Governmental
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interference, so far as it affects the amount or the distribu-
tion of the national wealth. But these maitcrs are generally
handled by the writers in questien nnder the head not of
Political Economy strietly speaking, but of its application to
Politics or the Art of Government. They hold that the pre-
cepts or rules of this department of practice are properly based,
in a great measure, on the generalisations or deductions of
Tconomic Seienee; but they do not mean these mles of Art
when they speak of the “laws of Political Economy ”; and they
have frequently censmred us a vulgar error the habit of thinking
and speaking of ceconomic ‘laws’ as liable to ‘violation,” and as
nceding to be realised by voluntary conformity or cven enforced
by public opinion, SUll this habit hag been fourd very difficult
to eradicate’; and indeed, the sharp distivetion which English
economists are at present disposcd to draw between Economic
Theory and its application to praetice is almost confined to
themselves and their more docile disciples: 16 has not worked
ttself Into the conunon thought of even cultivated persons here,
and it has not been generally accepted Iy Continental writers,
When, in discussing the same maliers, one set of disputants
blond the consideration of *what exists’ or *tends to exist’
with the comsideration “what onght to be, while another st
carefully separate the two questions, the gravest misunderstand-
ing 1s likely to result.

Henee it scems very important to examine carefully the

1 Tt wozld be unfair to represons as typical the following remrarks of an Edin-
burgh Eeviewer on the ‘law of supply and demand’ as *determining the payment
of labour*; buns their appearance in a first-elass organ of opinion is a striking
illustration of the widespread and invetcrate characier of the crror they contain,
“TLaws,” ohserves the writer (Ed, Rev, Oct. 1867, 1. 448), “are of no avail unless
‘“means are provided for their execution™: and he urges that *“ trade-unions, in-
Sistead of simply enforeing the low of the market, resori to illegal and oxtortionate
“aetion in order to strain that law to thelv own edeantage, thoreby cxeluding
" {he action of supply and demand by foreibly eutting off supply.”  This, how-
ever, is an exireme case, and probably no instrueted person would now speak
of ceonomie luwg cxpelly in ihis way, DBut the same fandarnental notion s
ssill ofien suggesicd, thongh more vagnely and implicitly, by the best eduenlel
speakers and writers, For instance, in the diseussion of bills in the parlia-
ment of 1380 {here were frequent references to Politieal Leonomy: and in
sueh references it was almost always implied that Political Economy prescribes

v freedom of contract,” and does not merely assume it as a condition of the
applicability of its conclusions.
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causes and the justification, if there be any, of this widespread
confugion—or at least fusion—of distinet inquiries.

§ 2, The causes are partly historical or linguistic; partly,
again, they lie deep in the nature of the subject and the normal
conditions of the application of the human intellect to practice.
To begin with the former, we may observe that the generic
term Feonomy has always denoted an Art rather than a Science,
and that it has naturally been lound difficult to alter its mean-
ing altogether in prefixing to it the epithel Political ; especially
singe, the compound ‘politico-ceonomical’ having been found
uncndurable, the simple ‘ecconomical’ has been used to do
adjectival duty both for ‘economy’ and ‘political economy.
Recent writers, it is true, have generally used ‘economic’ as
the adjective corresponding to ‘ political economy ’: but though
they have thereby obviated an ambiguity of language, they
have not done away with the general impression that Political
Leonemy is one branch of a larger subject which includes, e.g.,
Domestic Economy as another branch.  This, of course, was the
relation of the two studies as originally conceived: olherwise the
term Political Economy would never have come inle use. It
was because a monarch or statesiman was conceived to have the
[unction of arranging the indusiry of the country somewhat as
the father of a family arranges the industry of his household,
that the Art which offered him gnidance in the performance of
this function was called Political Economy. Let us turn, for
example, te Sir James Steuart, the first of our systematic
writers; who, had he but seen through the fallacies of the
Mereantile System, would have been deservedly regarded as
the father of English Political Ticonomy.

Steuart’s Inquery tnto the Principles of Political Economy
{published 1767) commences with the following account of the
subject.

“Economy in general is the art of providing for all the
“wants of a family with prudence and frngality......The whole
“cconomy must be divected hy the head, whe is both lord and
“greward:...... as lord he establishes the laws of his econemy, as
“steward he puts them into exceution......

“What economy 1s in a family, Political Economy is in a
“state,...... but the statcsman 1s not master to establish what
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“form of economy Le pleases;...the great art therefore of Politi-
“cal Fconomy 1s first to adapt the different operations of it to
“the spirit, manners, habits and customs of the people, and
“ afterwards to model these circumstances so as to be able to
“introduce a set of new and more useful institutions.

“The principal object of this science is to secure a certain
“fund of subsislenee lor all the nhabitants, Lo obviate every
“circumstanee which may render it preearious; to provide
“everything nocessary for supplying the wants of thie society,
“and to employ the inhabitants (supposing them to he freemen)
“jn such a manner as naturally to create reciprocal relations
“and dependencies between them, so as to make their several
“interests lead them to supply oue another with their reeiprocal
“wants...... Political Economy in each country must necessarily
“be different;...... it ig the busiuess of a statesinan to judge of
“the expediency of diffcrent schemes of econovmy, and by
“degrecs to model the minds of his subjects so as to induce
“them, from the allurement of private interest, to concur in the
“gxecution of his nlan,”

Nine years after Steuart’s book was published appeared the
epoch-imaking  Wealth of' Nutions, enforcing an  essentially
different view of a stalesinan’s duties.  But nolwithstanding
the gulf (hat separates Adam Smith’s cconomice doctrine from
Stenart's, be is equaliy decided in defining Political Economy
ag an Art'.  “DPolitical Economy,” he says, in the introduction
to the fourth book, “proposes two distinet ohjects: fivst, to
“provide a plentiful revenue or subsistence for the people, or,
“more properly, to cnable them o provide such a revenuc or
“subsistence for themselves; and secondly, to supply the state
“or common weal with a revenue sufficient for the public ser-
“vice, It proposes to enrich both the people and the sovereign.”
Accordingly by the “gystems ol Political Economy ™ of which he
treals in this bool he seenis al the oulset Lo meun not systems
i the seientific sense, Lo connected sets of general statements

1 No importance iz to be aitacked o the fact that Steuart, Adam Smith,
and others call Political Economy a Science while defining it as (what we should
now call) an Avt,  The present geueral recognition of the distinetion belween
the twe terms, in its application to economic matters, is due, T think, to the

combined influence of Senior and J. 5, Mill, aed cavnot be traced further back.
MeCulloch, for instanee, altogether ignores it.
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of fact; but modes of organized governmental interference with
a view to “cnriching the people and the sovereign.” But each
of these systems was of course based upon certain quasi-seientific
principles, a cerfain view of ecconomic facts; for instance, the
“mercantile” system of restraints on importation, encourage-
ments of exportation, &, rested on the supposition that the
balance of gold and silver procured by any braneh of national
industry and eommeree was a trustworthy eritenion of its advan-
tage to the country’.  Hence in his disenssion of the mercantile
system Adam Smith naturally expounds and refutes this quasi-
scieniific doctrine (aud the confusions and errors on which it
was founded) aleng with the practical dednetions drawn from it;
though be is chiefly occupled in describing these latter and
tracing their conscquences.  So far there is no particular disad-
antage i the ambiguity of the term ‘system’; as it might
legitimately dencte either a body of scientific doctrines or a sct
of practical precepts, there is no confusion involved in using it
for a combination of the two.

But when Adam Smiith passes in Ch. IX. to treat of
the “Agricultural Systems,” the ambiguous term beeames a
manifestly awkward  msbrament for the conveyance of his
meaning, and iz certainly liable to couse a confusion in the
reader’s mind.  For we nawurally expeet to find in an agri-
caltural ‘system’ the same Lkind of organized govermmental
interference in the intercst of agricultural producers that we
found in the mercantile svstem in the interest of manufacturers

and merchants; and m fact Adam  Smith's own language

1 A whole series of economic wriiers, since Adam Smith's Hime, have
attributed so the advocates of the Mereantile System the absurd delusion that
““wenlsh vonsists solely in the precicus metele.” TIiis only due to our apcestora
to sey lhat the charge, in the broad way in which it is ordinarily stated, is a
manifest exagreralion of a polemical inference of Adam Smith, He expressly
sars that ““some of the best English writers upon comnieree set out with
¢ observing that the wealth of a country comsists, not in gold and silver only,
“hut in its lands, houses, and consumable goods of all dilfercot kinds.” But
he observes that ¢ in the conrse of their rcasonings, however, the lands, houses
¢t and conzumable goods, scom fo slip out of their memory; and the sirain of
< their argumcnt frequently supposes that all wealth consists of gold and
“gilver.” The last sentence iz perhaps a fair reductio ad absurdum of the
mercantile system: but it is certainiy not a fair siatement of its explicit doc-
{rine,
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oxpressly suggests this antithesis. He introduces his account
of the views of Quesnay and the other French Physiocrats,
which occupies two-thirds of this chapter, by a refercnce to
Colbert’s protective policy ; remarking that “as in the plan of
“ Mr Colbert the industry of the towns was certainly overvalued
“in comparison with that of the country, so in their system it
“scems to be as certainly undervalued.” Tle passes on from
his disenssion of the Physiocrats to speak of the policy of
Chiua, Indostan and ancient Egypt, which, as he says, “ favours
“agriculturc morc than all other employments”; he alzo refers
to the ancient republics of Greece and of Rome, whose policy
“honoured agriculture more than manufactures (though it
“geems rather to have discouraged the latter cmployments than
“to have given any direct or intentional cncouragement to the
“former).” And he concludes by arcuing that ‘“those agricul-
“fural gystems...which preferring agriculture to all other cin-
“ployments, in order to promote it, impose restraints upon
“manufactures and foreign trade...rcally and in the end dis-
“courage their own favourite specics of indusiry...and are
“therefore more inconsistent than the mercantile system”;
and that, therefore, “all systems of preference and restraint
“should be completely taken away.” Ilence the careless reader
mivht excusably ecuwrry away the impression that Quesnay's
doctrine, which was certainly a “system of preference” for
agriculture, was like the “plan of Mr Colbert,” a system of legal
regulation and restraint: and cven the careful reader, if not
previously informed on the subject, must be startled when he
suddenly learns that in Quesnay's view “perfect liberty ” was
“the only etfectual cxpedient” for cncouraging agriculture;
and that the only positive governmental interferonce propesed
by the Physicerats, as a deduction from their speculative
prafercnce for agriculluralists, was the raising of all revenue by
an “impdt unique” on rent,

The tenth is that Adam Smith has really not seen the
extent to which, 1 the hands of the Physiocrals as well as
his own, the method of DPolitical Economy has changed its
fundamental character and become the method of a science
rather than an art: since the change is due unot to any
difference in the question primarily asked by the economic

S. E. Y
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inquirer, but to the entircly different answer now given to it.
The question is still the same, “ How to make the nation as rich
“as possible”: but as the answer now is “By letting each
“member of it make himself as rich as he can in his own way,”
that portion of the old art of Political Economy which professed
to tcach a statesman Low to “provide a plentiful revenuc or
“subsislence for the prople” becomes almost evanescent: since
the only service of this kind which the sovereign can render—
besides protecting his subjects from the violence of foreigners
and from mutual oppression and injustice—is to “crect and
“maintaln certain public works and certain public Institutions,
“which 1t can never he for the interest of any individual, or any
“small number of individuals, to erect and maintain” What
remains for Political Economy to teach the statesman is merely
Low to provide himself with a “revenue sufficient for the public
“serviecs” In the best possible way: and accordingly such
teaching, since Adam Smith’s time, bas constituted the sole or
chief part of Political Economy considered as an art.  As
regards the “plentiful revenne or subsistence of the people,”
Adam Smith, instead of showing the statesman how to pro-
vide i, has to show him how Nature herself would malke
ample provision i only the statesman would abslain [rom
interfering with her processes: instead of recommending laws
(in the jurist’s sense) by which the national production and
distribution of wealth pught to be governed, he has to trace the
laws (in the naturalist's scnsc) by which these processes actually
are governed, In short, the substance of his economic doctrine
naturally leads him to expound it in the form of the scicnce to
which later writers have applied the name of Political Economy ;
before entering (in Book v.) on the discussion of the principles
of the Art previously so called—so far as he allows it a legiti-
mate existence—that is, the principles of governmental cxpen-
diture and taxation®.

8 3. But however great the change that was thus made,

1 1t gseems clear that Adam Bmith does not mean to call his Inguiry into
the Nuature and Cuuses of the Wealth of Nations, az conducted in the first
two books of his treafise, a “theory of Political Economy "'; whereas it is the only
sortion of his work to whick we shounld give this appellation, according to the
strictest current usage.
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through the teaching of the Physioerats and Adam Smith com-
bined, in the current conception and exposition of Political
Economy, it is important to observe that the transition thus
effected froin Art to Science was, in the nature of the case, incom-
plete.  Political Economy became primarily a study of ‘what is’
rather than of ¢ what ouglt to be’: but this was because the two
notions were, at lcast to a considerable cxtent, identified in the
political economist’s contemplation of the existing processes of the
production and distribution of wealth, TTe deseribied and analysed
these proeesscs, not only to show what they were, but also to
show that they were not likely to be improved by human re-
straints and regulations. This is true not only of Adam Smith,
butl of almeost all his disciples and successors for more than half
a century. It should be noted, however, that they have main-
tained this identity of the actunal with the ideal in very different
degrees and on very different grounds; and that a considerable
amount of mutual misunderstanding and mistaken inference
has resulted from not observing these differences. Such mis-
understanding has been a good deal aided by the ambiguity of
the term 'Natural, applied by Adam Swmith, Ricardo and others,
to the shares of different produccrs, as detormined by the
economic laws which these writers expound.  For by the term
‘natural’ as commonly used, the notion of *what generally is/
or ‘“what would be apart from human interference, is sugeested
in vague combination with that of ‘what ought to be’ or ‘what
is intended by a benevolent providence’: and it is not always
casy to say in what proportions the two meanings are mixed
by any particular writer. Indeced it is somewhat difficult to
determine this even in the case of Adam Smith himself.
There iz no doubt that—-as Mr Cliffe Leslic' has pointed
out—Adam Smith’s advocacy of the “obvious and simple sys-
“tem of natural liberty ” is connecled with Lis strongly marked
theistic and optimistic view of the order of the physical and
social world, ITe is convinced that “all the inhabitants of the
“universe arc under the iinmediale cave and prolection of ihat
“great, benevolent, and all-wise Being, who direets all the
“movements of nature, and who is determined, by his own

! In an essay on the Political Economy of Adam Smith, reeenily veprinted
in Essays in Political and Moral Philosophiy.
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“ynalterable perfections, to maintain in it, at all times, the
“ greatest possible quantity of happiness*”: and this conviction
gives him a peculiar satisfaction in tracing the various ways in
which the public interest ig “naturally ” promoted by ihe spon-
taneous cooperation of individuals secking each the greatest
pecuniary gain to himself. At the same time he is too cool an
observer of soclal facts to carry this optimism to an exlravagant
pitch. He takes caro to point out, for instance, that the “inter-
“cst of the employers of stock™ has “not the game connexion
“with the gencral interest of soclety ” as that of landlords and
labourers: and cven that “the interest of the dealers in any
“ particular branch of trade or manufacturcs is always in some
“respect different from and cven opposite to that of the
“public®’” So again when he speaks of “hands nalurally
“multiplying beyond their employment” in the stationary state
of a covntry’s wealth, and deseribes the “starving condition of
“the labouring poor as & nofwrel symptom of the declining
“state,” we can hardly suppose that the term “natural” is in-
tended direetly to imply the design of a benevolent Providence.
The Nutural s here what actually exists or what tends to exist
according to general laws, apart [rom casual disturbances and
deliberale human inlerference. In consideration of these and
gimilar passages we should, I think, refrain from attributing to
Adam Smith o speculative belief in the cxcellence of the exist-
ing arrangements for producing and distributing wealth, to
any further extent than is required to support his practical
conclusion that they were not likely to be bettered by the
interference of government. Still less should we attribute to
him any intention of demonstrating that these arrangements
rcalise distributive justice, in the sense that each man’s remunc-
ration is an exact measure of the service that he renders to
gocicty, On the conlrary, he expressly afirms lhe opposite of
this in the case of the landlord, whose renl “costs him neither
“labour nor care” and is “not at all proportional to what the
¢ lapdlord may have laid out upon the improvement of the land,
“or to what he can afford to take; but to what the farmer ean
“afford to give” If at the same time, as a Moralist and

1 Theory of Moral Sentiments, Pt. VI § 1. ch, iii.
% Wealth of Nations, Bk. 1. ch. 31
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Natural Theologian, he holds that there is nothing unjust in
the established order of distribution, and that each individual is-
duly provided for by a beneficent Providence; it is not be-
cansc he considers that each enjoys wealth in proportion to his
deserts, but rather becanse he sincercly believes in the delusive-
ness—so far as the individoal is concerned—of the common
strugegle to get rich, and holds that happiness is equally dis-
tributed among the different ranks of socicty in spite of their
vast inequalities in weallh™.

There 1 therefore a great Interval between the position of
Adam Smith and that, for instance, of Dastiat. In Bastiat’s
conception of the fundamental problem of Political Economy
the questions of Science and Art are completely fused; his aim
being, as his biographer says, “to prove that that which is is
conformable to that which ought to be”: and that every one
gets exactly his deserts in this best of all possible economic
worlds. Nonc of the English followers of Adam Smith has cver
gone so far in this divection as Bastiat ; and the most cminent
of them, Ricardo, represents, we may say, the opposite pole in
the develepment of Adam Smith’s doctrine.  When Ricardo,
using Adam Smith’s term to denole a somewhat different [act,
speaks of the “natural” price of labour, his phrase carrics with
it no optimistic or theistic suggestions whatsoever ; he means
sinply the price which certain supposed permanent causes are
continually tending to produce, Indeed he explains that “in an
“improving society ” the market-price of labour may remain an
indcfinite time above the “natural” price; and he contemplates
with anything but satisfaction the result of the “natural ad-
“vance of socicty,” which in his view tends to the bencfit of
landlords alone. He remains true, no doubt, to the “system of
“matural liberty ” as regards the distribution of produce no less
than the direction of industry; but he is further cven than
Adam Bmith from any attompt to demonetrate o necessary
harmony of interests among the producers whom he would leave
to settle their shares by frec contract. In fact, two of his most
characteristic doctrines arc diametrically opposed to any such
harmony: his demonstrations, namely, that marked improvements

Y CL. Theory of Moral Sentiinents, Ph, rv, ¢ho i, p. 419,
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in agriewlture have a tendency to diminish rent, and that the
substitution of machinery for human labour is often very injuri-
ous to the interests of the class of labourers. And though he is
averse to any direct legislative interference with the natural
determination of wages, he is disposed to encourage “‘some
“effort on the part of the legistature” to secure the comforts
and wcll-being of the poor by regulating the increase of their
numbers. This last suggestion indicates a main source of the
difference hetween Ricardo’s view and that of his great prede-
cessor. 1t 18 Malthus’ Theory of Population which has rendered
the optimism of the ecighteenth century impessible to English
‘econcmists of the nineteenth. If the tendency of Nature lefe
alone was to produce, ag the ultimate outcome of soctal progress, a
multitude of labourers on the verge of starvation, it was difficult
to contemplate her processes with anything like enthusiasm.
A less “jaundiced” mind than that of the hero of Locksley
Hall might well feel depressed at the prospect,

s Blowly comes a hungry people, as o lion crecping nigher

“{1lares at one that nods and winks beside a slowly dying fire.”
Hence, though English cconomists have, speaking broadly, ad-
hered to Adam Smith’s limitations of the sphere of government,
the more thoughtful among them have enforced thesc limita-
tions sadly rather than trivmphantly; net as admirers of the
social order at present resulting from “natural liberty,” but as
convinced that it was at least preferable to any artificial order
that government might be able to substitute for it.

Still it remains true that English Political Economy, in
whatever tone it bas been expounded, las generally included an
advocacy of Laissez Faire; and that not only in the matter of
Foreign Trade, but in dealing with the deeper and more burn-
ing question of wages. Its expositors have not commeonly con-
fined themselvos to tracing the laws that determine the remune-
ration of scrvices, so fav as it depends on free contract among
persons aiming each at oblaining the greatest pecuniary gain
for a given amount of cffort, abstinence, or other sacrifice; but
they have also, for the most part, opposed all attempts to intro-
duce, either by law or public opinion, any different division of
wealth. If they have not gone the length of maintaining that
distribution by free competition is perfectly just, as proportion-
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ing reward to service; they have still generally maintained it
to be practically the best mode of dividing the produce of the
organized labour of human beings; they have held that through
the stimulus 1t gives to excrtion, the self-reliance and fore-
thought that it fosters, the free play of intelleet that it allows,
it must produce more happiness on the whole than any other
systen, in spite of the waste of the material means of happiness
caused by the Iuxurious expendilure of the rich. Or if they
liave not even gone so far as this, they have at any rate taught
that it is incvitable, and that any attempt to deviate from it will
be merely throwing effort away. Thus, by one read or another,
they have been led to the same practical conclusion in favour of
non-interference; and it is hardly surprising that practical
persons have mistaken this conclusion for a sclentific deduction
from the cconomic doctrines with which it was found in com-
pany, and have regarded it as a “law of political economy” that
all contracts should be free and that every one should be paid
exactly the market-price of Lis services,

It must be abvious, however, as soon as it is pointed out,
that the investigation of the laws thal determine actual prices,
wages and profits, so far ag these depend on the free competi-
tion of individuals, is cssentially distinet from the question
how fur it 1s desirable that the action of frec competition
should he restrained or modificd—whother by the steadying
force of custony, the remedial intervention of philanthropy, the
logislative or administrative coutrol of government, or the
voluntary combinations of masters or workmen. No doubt in
order to answor this latter question satisfactorily we must as-
certain the effeets of these modifying causes above-mentioned
—-law, custom, combination and philanthropy—on the pro-
duction and distribution of wealth; and to frace thesc cffcets
is strictly within the province of Political leonomy eonsidered
purcly as a science. Ho far ag the purely scientific ccono-
mist studies primarily the results that tend to be produced by
perfectly free competition, it is not because he has any pre-
dilection for this order of things—for science knows nothing
of such preferences—but merely because its greater simplicity
renders it easier to grasp. A knowledge of these simpler rela-
tions naturally precedes, in the ovder of study, the investigation
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of the more complex cconomic problems that result from com-
petition modified by disturbing causes'. But as the economist’s
ultimate aim is to explain and predict facts, he must ultimately
attack those more complex questions, if the actual condition of
society presents them-—just as he has always concerned himsell
with tracing the effects of different taxes; though in order to
do this scicutifically he has found it nccessary to understand
first the economic phenomena of a socicty supposed for simphi-
city’'s sake to be untaxed. In cither case we shall gain in
clearness by distingnishing the problems of cconomic science
from the political or cthical probloms that are commonly com-
bined wish them, and stating the former in a purely positive
way; asking not “ What ought government, or workmen, or
“magters, or philanthropists to do?” but “ What will be the
“effecis on their own wealth and that of others, if they do
“go and s07” For it should always be borne in mind that the
answer to this latter question can rarely furnish more than
a part of the data requived for answering she former; and in
same cases it will net supply the most important part,

§ 4. In the preceding section I have been chictly concernod
with the Distribution of Wealth, In this part of the sub-
jeot the line between Bcieuce and Art is not difficult to draw,
however much the two inquiries may actually have been
blended ; and it has, in fact, becn pretty definitely drawn by
the more careful among recent writers. Bnt the Distribution
of Wealth is not, as I have said, the solc subject of economic
inquiry: indeed, in the view of the English father of the
science, it is mot even the most prominent subject. Adam
Smith’s opening paragraphs represent as his main object the
investigation of tho conditions which determine a nation’s
annual supply of the necessaries and conveniences of life to he
abundant or scanty. Ilis first book begins with a discussion

! The gieiement in the text represents, I think, the general view of eeong-
mists, which 1 am here {rying to give; bul it doeg not ezactly represent my
own view as rogards onc of these disturbing causes, viz. voluntary Combination.
FPor Combination among the sellers of any commodity places the persons com-
bining in a position ccencmically similar to that of a monopolist; and thoungl
the laws that govern prices under the condiiion of monopely are diferent

from those thai rosult from free competition, I do not perceive that they ave
necessarily more complex, Cf. post, Bk. 11 ¢, ii.
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of “the causes of the improvement in the productive powers of
“labour™; in his sccond book he is occupied in consilering
the fundamental importance of “stock” to production, and
“the different quantities of labour which it puts in motion,
“according to the different ways in which it is employed.” In
the third he describes the diverse plans that nations have
followed in the general dircction of laubour, with the aim of
making its produce as great as possible; and, as we have scen,
the “ systems of politicul economy” digcussed in his fourth book
were systems framed with a view to the same end.

And wmost succeeding cconomists, though they have given
continually inercasing prominence to the problems of Distribution
and Exchange, have followed Adam Smith so far as to assign the
first place in their treatises to a Theory of Production. In this
department, we have now to obscrve, the distinction between
“what is ” and “what ought to be” has always been less distinctly
drawn than in that of Distribution,” In the original treatment of
Political Economy as an art it was always as an Art of Produc-
tion rather than of Distribution that it was conceived.  Indeed
Adam Sumith hardly considers Distribulion as a practical pro-
blem ; and so far us he does raise Lhe question, how a more
“liberal reward of labour” may be attained, his answer seems
to be that it cun only be attained by *increasing the national
“wealth,” or in other words by solving the practical problem of
Production. So again, in the hrief but pregnant treatise on the
Elements of Political Economy written a gencration later by
James Mill, it is noticeable that in deseribing the scope of his
chapter on Production he puts prominently forward its directly
practical aim: its object is, he says, to “ascertain by what
“means the objects of desire may be produced with the greatest
“case and in greatest abundance, and upon these discoveries,
“when made, to form a system of rules skiltully adapted to the
“end”  Whereas, when he comes Lo speak of the laws of Distri-
bution, it never occurs to him even to hinl that the process
lnvestigated admits of being improved, amd that the student
ounght to keep this improvement in view. And in the account
of the objects of Political Economy given ten years later by
M<Culloch, this difference in the treatment of the different
enquiries is cqually marked.
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In short, we may say that from the time of Adam Smith to
that of Senior and J. 8. Mill the conception of Political Economy
as an Art of National or Social Preduction had never been
definitely discarded ; only the main part of its practical teach-
ing was summed up in the single negative precept of “leave
“alone,”

But even apart from any laissez-faire docirine it is easily
seen thal ihe rvelalion belween “ what is™ and * what ought to
“be” is nalurally much closer in the department of Production
thau in that of Distribution. There is no obvioug and simple
counexion between an investigation of the actual facts of the
division of wealth among labourers, enypioyers, and owners of
capital or land, and a discussion of the principles on which
it ought to be sharcd among these classes; and there is no
generally accepted axiom of ethics or politics which can be
taken as o principle for judging of the rightness or goodness
of different modes of division. In fact, we cannot consider
Distribution as a practical problem without entering into the
most fundamental controversies as to the ultimate basis and
cnd of the political union. The ease is quite different with
Production, considered from a practical point of view., Here
the obvious and uncontroverled aun of all rational effort—
public or private—is, other things leing the same, to pro-
duce as much as possible in proportion to the cost. The
extent to which this aim Is realised iz the most interesting
point to observe in examining the actual process of pro-
duction in different ages and countries; and this is also
the criterion which we adopt naturally and without refec-
tion, when we judge dilferent methods of production to be
better or worse. Hence the trapsition from the point of
view of Science to that of Art is, in this part of the subject,
casy and almost impereepiible ; the conclusions of the former
are almosl immediately convertible into the precepts of the
latler.

Accordingly we find that even the most careful writers do
not seriously aftempt to keep the two points of view distinet in
expounding the theory of Production. Even those who, like
J. 3. Mill, have taken special pains to present Political Economy
as primarily a science, give a protninent place in this part of
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their work to the discussion of the good and bad results of
different modes of production. They analyse the gain de-
rived from the Division of Labour, and note the counter-
balancing drawbacks; they compare the advantages and disad-
vantages of the “grande” and ¢ petite eniture” in farming; they
consider what kinds of business are adapied to management by
Jjoint-stock companies—all topics which clearly belong to the
discussion of Preduction regarded us an Art. I am myself
disposed to think that these practical questions should not be
discussed at any length in an exposition of general Economic
Theory; but I have found the line somewhat difficult to draw;
and I certainly think that any “theory of production” which
did not deal with the question “how the produce of labour
“may be made as great as possible,” would be meagre and
uninteresting.

§ 5. At the same time, though in discussing the conditions
more or less favourable to Production we inevitably approach the
margin which divides Art from Secience, I have thought it
expediont here no less than in treating of the laws of Dis-
tribution and lxchange to keep as clear as possible of the Art
of Governnent ; even of that portion of the Art of Government,
which the term DPolitical Economy was originally used to
denole, Of course the separation thus aimed at cannot be
made quite complete ; the industrial society whose phenomena
LEconomic Science investigates must be conceived as a governed
society ; and even if we reduce the functions of government to
the minimum proposed by the advocates of “natural liberty,”
there are still many points profoundly affecting industry and
trade—such as the law of inheritance, the law of bankruptey,
the law relating to patents, the management of coinage and
cwrrency, &c., &ec—on which variations in the action of civilised
governieents both actually exist and may be plausibly defended.
This reason, atnong others, renders it in my opinion desirable to
conform to the older and more popular view of our suhject so far
as to treat the principles of Governmental interference, considered
in its economic aspect, as an integral part of the theory of Poli-
tical Economy ; but it has scemed most conducive to clearness to
confine the discussion of these principles to a separate and final
book on “ Political Economy considcred as an Art.” The

-
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Science of Political Iconomy, as it is ordinarily conceived in
Eungland, forms the subject of the first two books, on (1) Pradue-
tion and {2) Distribution and Exchange, respectively. The
precise manner in wlich I distinguish and connect these three
toptes, and the grounds on which I have combined the theory
of Exchange with that of Distribution, will be better explained
gomewhat later.

Besides the subjects above mentioned, the clder economists
generally introduced, as a scparate department, a discussion of
the laws of Consumptron, and the indispensability of such a
discussion has been recently urged by Professor Jevons; who
goes the length of saying that “the whole theory of Kconomy
“depeuds upon a correet theory of Consumption.” I quite
agree with DMr Jevons as to the fundamental importance of
certain propoesitions relating to Consumption; and I also think
that their importance has not been adequately apprehended by
many recent writers. Still, it has appeared to me meost con-
venient, in such a treatise as the present, to introduce these
propositions in discussinz the questions relating to Production,
Distribution and TFxchange which they help to elucidate: I
have therelore not thought it necessary to bring them togother
under a separate head.

Before concluding 1 may observe that the current use of
the adjcetive “economic” affords a good illustration of what
has been said above of the essential difference between Produc-
tien and Distribution when considered from the point of view
of Art or Practice. For when the word “econocinic” is used
either along with such terms as “gain,” “loss,” “advantage,”
“drawback,” or as a term of approval implying gain or ELdV'LIl-
tage, it always refers to the relation of Cost or Expenditure to
the quantity of some result attained by it. An arrangement
“economically 7 advantageous is always one that produces the
greatest possible amount of a given result at the least possible
cost: there is an “economic gain” when cither cost is saved or
produce incrcased, and an “economic loss” when the reverse of
either process oceurs. There is no similar use of the term to
imply an ideal system of distributing wealth ; we should never,
for instance, speak of laws relating to property as economically
advantageous or desirable, meaning that they led to a right
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division of property. We might no doubt speak of an *eco-
“nomic” distribution of wealth, no less than of labour; but
this is really a confirmation of the view just stated; since in so
speaking we should be understood to be assuming that the end
of the distribution was to preduce the greatest possible amount
of happiness or satisfaction, and affirming that the arrange-
ment spoken of as “economic” was well adapted to this end.

This peculiar use of the adjective “ceonomic” should be
carcfully noticed; ag it is almost indispensable, while at the
same time it iz a little liable to confuse ihe reader. The imn-
portance of exactly defining the notion conveyed by it will
appear move clearly in subscquent chapters,



CHAPTER III.
METHOD OF ECONOMIC SCIENCE.

§1. THEresult arrived at in the last chapter may be summed
up thus, The Science—as distinct from the Arvt—of Political
liconomy, of which the general principles will be expounded in
the first two books of this treatise, deals with the laws or general
facts of the Production, Distribution, and lixchange of wealth ;
and also with the general facts of the Consumption of wealth,
go far ag these are connected with the former. This definition
of the subject coincides with that adopted by most writers; but
there exist considerable differcnees of opinion as to the method
by which the subject should be investigated : differences which
—as was hefore observed—have been brought into special pro-
minence in recent controversics. These controversies have
turned mainly on two fundamental questions, which it will be
cepvenient to consider together, since they are closely connected.
It is disputed, first, whether Political Economy can be advan-
tageously treated separately from the general Science of Society:
and sccondly, whether its method is properly deductive and
& priore, or inductive and historical.

It does not appear to e that any instructive result can be
attained by discussing either of these poinis, unless we care-
tully distinguish between the different inquiries which, as we
have seen, have becen included under the wame of Political
Economy, and examine each separately in relation to the ques-
tions above raised. If we attend to this distinetion I think it
will appear that, though the divergences of view above noticed
are likely always to exist to a certain extent, the controversy
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arising from them may at any rate be reduced to a much
smaller space than it at present tends to occupy.

Let us begin, then, by considering the two questions of method
above mentioned in relation to the Theory of Production. The
subjeet of this part of Political Economy may be said to be, in
Adam Smith’s words, “ the causes of the improvement in the
“productive powers of labour”: or—to state it somewhat more
zenerully—the conditions or laws by which the produce of huinaa
lahonr is determined to be, in a given country at a given time,
areaier or less than it is in other countries or al other limes.
I have already noticed that this question cccupics generally a
less prominent place in later expositions of economic doctrine
than it did in earlier treatizcs, including the Wealth of Nations:
and this remark applies to Jll's well-known work, if we judge
by the relative space alletted to the different departments. At
the same time [ observe that “the question how a nation is
“made wealthy” is spoken of at the outset of Mill’s treatise
as though it were the wost obvious question that DPolitical
Eeonomy has to answer'; and in hig preliminary definition of
the scope of the Science it occupics as prominent a place ag
it does in that of Adam Swmich.  If then we ask whether the
Investigation of the causes, by which the Jabour of any soclety
is rendered more or less produoctive of wealih, ean be properly
separated from other parts of the general science of society,
it is difficult to answer such & question in an absolute way,
either mnegatively or affirmatively: and I am not aware that
any economist or gociologist of repute has so answered 1t. No
economist, I believe, has refused to admit with A2 “the uni-
“versal consensus of social phenemena, whereby nothing which
“takes place in any part of the operations of society is without
“its share of influence on every other part,” or, “the para-
*monnt ascendancy which the general state of civilisation and
“suctal progress in any given soclety mmust exereise over all

L CEL Mill, Political Eeonomy, Preliminary Remarks, p. 2. **The inguirics
“which relate to [wealth] are in no danger of being confounded with those
“relating to any other of the great human inferests. All know that...... the
“yuestions kow @ nation s made wealthy, and how it is made free, or virfucus,
“or eminent in literature, in the fine aris, in arms, or in polity, are totally

¢ distinet inquiries,”
* Logie, Bk. V1. ch, 1z. § 3.
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“the partial and subordinate phenomena.” Nor has any
sociologist, se far as I know, demed that economic facts are to
be studied scparately, “just as in the natural body we study
“separately the physiology and pathology of each of the princi-
“pal organs and tissues, though every one is actod on by the
“state of all the others: and though the peculiar constitution
“and general state of health of the organism co-operates with
“and often preponderales over the local causes in determining
“the state of any purticular organ.” There may no doubt be
divergenees of opinion as te the precise degree in which changes
in the industrial organization of soclety are independent of
changes in other factors of social existence: but such diver-
gences can hardly amount to a fundamental difference of
methed.

Nor can it be said that Mill, at any rate, merely accepts in
a general phrase the interdependence of economic facts with
other elements of social organization, and neglects it in detail.
For instance, he continually refers to the influence excreizsed on
the progress of industry by the constitution of the organs of
Government, legislative, adminisiralive and judicial, and their
relations to the governed. Iu hLis sketch of the carlicr stages of
industrial development lie lays great stress on this point; in-
deed a large portion of his intreductory survey is chiefly
occupied in pointing out the ecconomic effects of Oriental
despotism, of the political condition of the town-communities
of modern Europe, of Roman imperialism, and of feudalism.
While again, in subsequent chapters, when he is analysing the
conditions on which the productiveness of labour and.capital
depends, he emphasizes the important influence exercised by
the political constitution of the community, according to the
degree of protection which this latter affords both “by the
“(Government and against the Government™; and in several
other passages he notices how the *employment of the pro-
“ duelive resources of the country to the best advantage” is
impeded by “defective institutions’—such as (e.g.) & bad poor-
law, a bad system of tenancy, bad laws relating to bequest
and inheritance, &ec.

It is true that Mill's general treatment of the Theory of
Production tacitly assumes that, in the existing stage of social
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development, changes in the industrial organization of the
civilised part of mankind are largely independent of changes iu
their political organization, But this no sociologist would deny;
indeed the wost obvious facts of history sufficiently prove it.
For fustance, in the present century, we Lave seen France pass
from Absoluée Monarchy to Limited Monarchy, from Limited
Monarchy to Republie, frem Republie to Empire, and [rom
Lmpire to Republic again; and yet none of these changes—
excepl the third during a trausient crisis—have appreciably
affected its Industrinl systemr; whercas this latler lins heen
materially modified during the same pericd by causes uncon-
nected with politics, such as the invention of railways and of
alectric telegraphis, At the same time I shounld quite admit
that most Knglish economists a generation ago hardly foresaw
the extent to which political conditions would continue to
affect industry up to the present date: and, similarly, the rela-
tions between the developmrent of industry and other factors
of social life, such as the progress and diffusion of knowledge,
and the changes in nalional character or in the habits and
sentiments of special classes, have hardly met with due con-
gideration. The maodifications whick: appear to be necessary
on this score will be indicated hereafter’; but Lhey do not
seern to me Lo allect the covrectness of Mill’s general view that
the study of the industrial organization of society may be most
conveniently pursucd as a “separate though not independent
“branch of sociclogical speculation ”—though the amount of
exact general knowledge that can be attained by thus pursuing
it may have been overrated.

If now we ask whether the method of such.an investigation
as we have been considering should be “inductive’ and ‘historical ’
or ‘deductive’ and ‘& priori, it again seems to me clear that there
is not really room for much controversy. At any rate, | know
of no econonist who has atlempled to ascertain the “causes of
“the improvement in the productive powers of labour” by a
melhod purely—or even mainly—a priord and unlistorical. A
certain amonnt of deductive reasoning, no doubt, has coramonly
been introduced into this investigation: but this scems in-
evitnble.! In particular, we require for the comprehension of

I Cf. esp. Bk, 11, ¢l 6,
5. E, ©

24



54 INTRODUCTION. [Crar, 111,

economic facts some interpretation of the motives of human
agents; and this has necessarily to be supplied, to a large
extent, from our general knowledge' of human nature—modified,
of course, by any special knowledge that we may be able to
gain as to the peculiar mental characteristics of the class of
persons whom we are considering. But in the general apalysis
of the conditions favourable to effective production, which Mill
and other writers who have followed him have given in the first
part of their exposition, the deductive clement has always been
quite subordinate; and so far as the method adopled is differ-
ent from what would ordinarily be called ‘inductive,’ it is not
because it 13 in any sense an ¢ priort method ; but because it
chiefly consists In getting a clearer and more systematic view,
through reflective analysis, of general facts which common
experiencoe has already made familiar.

To illustrate this, let us examine briefly the particulars of
Mill's expositicn. In the first six chapters he states the requi-
sites of production, labour, capital and natural agents: he
defines the notion of labour, considers its relation to the natural
agents on which it operates, and classifics the different kinds of
labour and the different species of utility produced by it; he
makes clecar the notion of capital, as wealth diverted from the
purpose of directly satisfying its owner's needs, and employed,
whether in the form of instruments or labourers’ necessarics,
in producing other wealth: he points out how capital is con-
tinually consumed and reproduced, but with various degrees of
rapidity, according as it is fixed or civculating, Tt is obvious
that all these results, however interesting, are obtained by
merely analysing and systematizing our common empirical
knowledge of the facts of industry. No doubt in discussing the
well-known propositions that *“demand for commodities is not
“demand for labour” and that “increase of fixed capital may be
“detrimental to labourers,” some difficult deduetion is intro-

Y How far this genoral knowledge i3 itself aequired by induction of some sorg
is mot, of course, the question. Asg Mill explainsg, in the pagsage referred fo in
the next notc, the ceonomic **method & priori” is not a “‘mode of philosophizing
¢t which does not profess to be founded on experience at all™; but is merely
distinguished from the ‘‘method & posteriori” by not requiring, as the basis of
its conelusions, specific experience of economic facts.
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duced. DBut these propositions belong rather to the Theory of
Distribution than to that of Production; and at any rate help
us very little towards the required “explanation of the diver-
“sities of riches and poverty in the present and past, and of
“ whatever increase is reserved f8r the future” TFor this ex-
planation we have to consider the conditivns on which the
degree of productiveness ol different produciive agents de-
pends: and it docs not seein possible to obtain an adequate
view of thege conditions, without more or less carcful induc-
tion, Certainly when in Ch, vin Mill goes on to discuss this,
his method is again merely that of comparing and general-
ising from observed facts. Thus he studies quite & posterior?
the differences in the natural advantages of different countries;
the differences among human beings in habits of enerpgetic
work, in capacity of cxertion for distant objects, in keenness
- of desire for wealth, and in other intellectual and moral qua-
lities; finally—as was before noticed—the differences in the
security afforded “by government, and against government.”
So further, in the discussion of the advantages of division
of lahour, and in the comparison of production on a small
seale with production on a large scale, his argument though
partly deductive still relies greatly on speeific expericnce.
Then again, when he states the law of the increase of labour,
the causes that actually counteract the capacity of increas-
ing population inberent in human beings, and the extent of
their operation, are all ascertained inductively (Ch. x.); and
so of course are the actual variations in the “cffective desire
“of accumulation,” which causes thc increase of capital
(Ch. x1). In both these cases we could, no doubt, without
conscious induction, lay down certaln incontrovertible abstract
propositions; but in the former case we should hardly get
beyond the truths of clementary arithmetic, and in the latter
case we should hardly get beyond such trivial maxims as that
“wealth is increased by industry and thrift,” &e.

I have gone into these details, not because I wish to lay
stress on Mill's authority, but beeause none of the “orthodox”
eritics of his widely-read book has ever attacked his general
method of treating the Theory of Production. What therefore
we have to remark Is not merely that Mill's treatment of this

32
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part of his subject is mainly inductive and analytical; but
that it never seems to have ocourred to any “& priori” econo-
mist that it ought to have been different.

§ 2. Why thoen, it may be pertinently asked, does Mill say—
as he certainly doeg say'—that Political Economy is cssentially
an abstract science, that its mothed is essentially *“ the method &
“privrs,” and that it * has been so understood and tanght by all
“1s most distinguishied teachers 7 The only answer | can give
is that in this and similar passages Mill is thinking, not of the
Theory of Preduction as he himself conceives and expouunds it,
but of the Theory of Distribution and Exchange : and primarily
of that portion of this lalter subject which he distinguishes as
“statical ” and not “dynamical®”—i,e, that which treats of the
determination of the reward of services and the value of pro-
ducts in the existing condition of industry. This is the part of
the subject to which, since Ricardo, the attention of economic
theorists has been chiefly <lirected (though they have ofter not
distnguished it clearly from other parts): and it is easy to
show Low a method largely different from that adopted iu
treating the question of production naturally suggests itself
here. The broad and striking fact which originally led and
still Teads reflective minds to dizeuss the question “how a
“nation is made wealthy ” is Lhe vasl difference between the
amounts of wealth possessed by different nations and by the
same nation at different periods of its history; especially the
greab inerease in the most recent times, in conscquence of what
we speak of vaguely as “advance of civilisation,” “ progress of
“arts and sciences,” “ development of trade and commerce,” &e.
Henee our study in this department ahnogt mevitably takes an
inductive and historical form ; becomnes, we nay say, a study of
Comparative Plntology.  And of course we miay examine the
phenomena of distribution from the same point of view; we
may ask why the share of wealth annually obtained by an

1 See in particulsr the Essay ¢ On the Definition and Method of Politieal
“Feonemy,” in his Fssays on some unsettled Questions in Political Leonewny.
The doctrine here laid doewn i also maintained in his Logic, B. vi, ¢. 1x. § 3 ;
wherc a long quotation from this essay is intraduced.

2 T ought perhaps to say that I do not yvegard as satisfactory either the line

that Mill draws by means of this pair of terms, or hiz manner of treating
the questions that he distinguishes as * dynamical.”
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English miner is larger than that ebtained by a German miner,
or why an Epglish landlord now obtaing bigher rents than he
did 100 years ago.  But if we ask questions of this kind, and if
in our answers we—to use Mill's phrase—“include directly or
“remolely, the operation of all the causes” that have combined
in causing the differences investigated, it scems evident that
our method of investigation must be, what we have scen It to
be by eommon consent in dealing with the theory of production,
a maiuly mduelive and historieal one. We shall have to nole
and explain differences and changes 1o nalional characler gene-
rally, in the habitual energy, enterprise, and thiift of special
classes, in law and administration and other political circumn-
stances, in the state of knowledge, the state of general and
spacial education, and other social facts; and in this explana-
tion the “method & priori” can cvidently occupy but a very
subordinate place.

But such questions are not, I think, those which most
obviously suggest themselves in connexion with the phenomena
of distribution, Here the hroad and striking fact, that at onee
troubles the sympathy and stivs the curiosily of relleclive
persons, is the great diffevence botween the shares of different
members of the same sociely sl the same time. Thus what
economnists have been primarily concerned to explain is liow
the complicated division of the produce of industry among the
different classes of persons who have co-operated to produce it is
actually determined here and now ; and what is likely to be the
effect of any particular change that may occur in the deter-
miring conditions, while the general state of things remains
substantially the same. Similarly as regards the phenomena of
exclinnge, the most natural and obvious question is why each
of the vast number of articles that make up what in the agore-
gate we eall wealth is exchanged and estimated at its present
price; and how far any purticulir event, other things remaining
the same, would tend to ralse or lower its price,

Tt iz in answering these questions that the general theory of
Political Economy, as cotnmonly treated, uses matnly an abstract,
deduetive, and lhivpothetical method. That is, it considers the
general laws governing the determination of remuncrations and
prices, in a state of things taken as the type to which modern
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civilised society generally approximates, in which freedom of
exchange and freedom in choice of calling and domicile are
supposed to be-—broadly speaking—complete within a certain
range, and in which the natures and relations of the human
beings composing the imlustrial organization are supposed to
be simpler and more uniform than is actually the case in any
known eommnnity, By means of this simplification we ob-
tain exact answers to our general economic questions through
reasonings that sometimes reach a considerable degree of com-
plexity. It is obvious thal answers so oblained do wot by
thewselves enable us accurately to interpret or predict concrete
cconomie phenomena; but it is commonly held that when
madified by a rougl: conjectural allowance for the difference
between our hypothetical premises and the actnal facts in any
case, they do materially assist us in attaining approximate cor-
rectness in our interpretations and predietions,

I do not here profess to discuss how far experience has
shown such deductions to be applicable and useful. DBut it
scems evident that their applicability and utility will depend
largely on two conditions : first on the degree of suceess attaincd
in forming our original suppositions, so that they may correspond
as closcly as possiblo to the faets, without becoming unmanage-
ably comnplex; and secondly on the extent to which we recog-
nisc and attend to the divergence from facts which is—in most
cases—inevitable In such abstract reasonings, and the insight
and skill which we show in conjecturing roughly the effect of
modifying causes whose operation we cannot precisely trace.
To secure success In cither of these respects we require an
accurate knowledge of the gencral characteristics of the matter
with which we are dealing; and T do not see how we are to
obtain this knowledge without an inductive study of economie
facts. It is not perhaps necessary that the deductive and
inductive investigation of any class of economic phenomena
ghould be carried on simultaneously, or even by the same
persons; but at any rate the latter wounld seem to be an indis-
‘ pensuble supplement to the former,

§ 3. To illustrate the necessary place of Induction even in
connexion with the ordinary reasonings of the deductive Politieal
Economy, it may be convenient to examine briefly the funda-
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mental assumptions of the latter. The first and moest funda-
mental is, that all persons cngaged in industry will, in selling
or lending goods or contracting to render services, endeavour
ceteris puribus to get as much wealth as they can in return for
the commodity they offer. This i often more briefly expressed
by saying that Political Beonomy assumes the universality and
unlimitedness of the desire for wealth,  Against this assump-
tion it has been wrged that men do netl, [or the most part,
desire wealth in gencral, but this or that particular kind of
weallh: 1a fact, that “the desire of wealth is an abstraction,
“confounding a greal varicty of different and heterogeneous
“motives which have been mistaken for a single homogencous
“force’.” It does not, however, appear that there is necessarily
any such mistake as Mr Cliffe Leslic supposes. For so far as
the objects of these different and heterogeneous desires are all
exchangeable and commensurable in value, they all admit of
being regarded as definite quantities of one thing—wealth; and
it is just becausc the “desire of wealth” may, for this reason,
be used to iunclude “all the needs, appetites, passions, tastes,
“aims, and ideas which the various thiugs comprehended under
“the word wealth satisfy,” that we are able {o assume, to the
extent required in dednetive political economy, its practical
universality and unlimitedness., There is no particular species
of wealth of which 1t would be approximately true to say that
every one desires as much of it as he can get.  But there is no
class of persons engaged in industry of whom it cannot be said
with approximate truth that they would always like more of
some kind of wealth if they could get it without the least sacri-
fice. Even the richest capitalists and landowners, who are
merely connected with industry as lenders of wealth, are found
to have a desire of wealth sufficiently strong to prevent them
from letting indifferent persons have the use of their property
at less than the muarked rate.

At the same time it is equally true that there ave othor
things obtainable by labour, besides wealth, which mankind
generally, if not universally, desire; such as power, and reputa-
tion: and it is further undeniable that men are largely indueed
to render services of varlous kinds by family affection, fricnd-

T Essays in Political and Moral Philosophy, p. 288,
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ship, compassion, national and local patrictista and other kinds
of esprit de corps, and other motives. The amount of unpaid
work that is done {rom such motives, in modern civilised soclety,
forms a substantial part of the whole: and political economists
arc perhaps fairly chargeable with an omission in making no
express reference to such work—with the exception of the
ranbual services rendered by husbands and wives, and by parents
and childven, Tt is however to be sald that services altogether
unrenronerated by money ocenpy no imporlant place iu the
organization of industry ; they belong chielly to the exercise of
governmental or lilerary functions, or the management of
property (trust-funds), or to some part of that complex system
of eleemnosynary lahour and expenditure, which actually supple-
nments the deficiencies of the industrial distribution.  Aud so
far s pald services arc concerned, all economists, from Adam
Smith downwards, have recounised the operation of other
motives—as for instance the love of reputation—as a canse of
the difference of remupcration in different employments. All
therefore that they have explicitly assumed is that, other things
being equeal, a man will prefor a larger price or remuncration
to a smaller, This qualification ineludes, of course, disagreeable
things that have to be borne, as well as desirable things that
may be acquired ; indeed Adam Smith draws cxpress attention
to the differences in the agrecableness and disagrecableness of
different employments as a cause of diversity in wages.

Among the disagrecable things that have to be borne Labour
itself generally ocenpics a prominent place, in the view of the
deductive cconomiste,  Mill, for instance, speaks of “aversion to
“labour” as a “perpetually antagonizing principle” to the desire
of wealth: and it has been customary to attribute to it an equal
degree of universality; it being affirmed not merely that “every
“one desires to oblain as much wealth as possible,” but that
he also desires to obtaln it by “the least possible amount of
“labour”  This proposition, however, is open to the obvious ob-
Jection thot many persons et more happiness out of their work
than they do out of a good doal of their expenditure. And it
appears to me that it is quite unnecessary, in ordinary economic
reasonings on problems of <istribution, to assmme that man-
kind are generally “averse to labour.” The assumption really
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required is mercly that every man will reqnire payment for his
work if he can get it; but this immediately follows from the
desire of wealth, if there is no special and adeqnate motive for
the graluitous performance of the work; since the fact thag
a mau likes his work 18 not a rcason why lLe should consent to
do it for nothing, if lie can get something by his labour, and if
he has a desive of that something'.

There 13 no doubt an lmportant position, connmonly main-
lained by economists, in snpport of which the assumption of
a widespread “aversion to Tabour™ i3 uselul if not indispensable:
namely the jusiification, as against communism, of the exist-
ing individualistic organization of industry. For the purposes
of this argument it is clearly important to show that men
in general would not work without the powerful motive sup-
plied by their desire of wealth for themselves and their
families. And certaluly we seem able to infer, irom ob-
servation of the manncr in which even the respectable rich
employ their time, that no important part of the labour re-
quired for the preduction of wealth is likely to be carried on to
an adequate extent, with adequate perseverance Llroughout the
day and frem day to day, by such beings as men now are, excepd
under the influence of some motive more pawerful than an
average man's liking for work. Whether any communistic
gcheme can be oxpected to supply such motives adequately is
a question which we may afterwards take occasion to discuss,
Meanwhile, for ordinary economic rcasonings, we may accept
the proposition “that every one desires as much wealth as
“possible at the least possible sacrifice,” without necessarily
adding that he always regards the mere labour as a saerifice.

1 Tt may perhaps be urged thai labour, thongh not necessarily o the whole
disagrecable, must have begun to have this quality at the polnt sl which the
Ybonrer leaves off ; sinee vthierwise he wonld not Teave off, provided he could
obtain anything desived by continuing to work. But the argunent is pot con-
elusive. A& man may cease to labour merely (1} beeanse, without disliking his
work, he prefers leisure 1o the wdditional wealth he eould eurn by addilionai
Iabour; or (2] beeause it would be bad cecnomy of his powers to eontinue, since
additional work to-day would cause a more than propuortionate deerease in cffi-
clency for work hereafter. I suppose that one or other--or both-—of these two
cxplanations would be genorally true, as vegards the higher kinds of intelleectual
work.
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From this fundamental assumption we may immediately in-
fer, that so far as freedom of contract exists, similar exchanges
will be made on approximately similar terms, at least within
the limits of the same market; meaning by a market® a body
of persons in such commercial relations that each can casily
acquaint himsclf with the rates at which certain kinds of ex-
changes of goods or services are from time to time made by the
others., For it is obvious thal, if' A prefers a greater gain to
a smaller, he will not sell his goods or his services to B at a
ratc lower than what he thinks he could obtain elsewhere;
allowance being made for any trouble, expense, or other sacri-
fice that he would incur in getting the more favourable terms.
This inference is often broadly expressed by the statement that
“where there s open competition, there cannot be two prices
“in one market for the same commodity.” Such a statement,
ag ordinarily understood, implies that the market-price is
determined by the unconcerted action of individual exchangers,
We have, however, 2o ground for assuming ¢ priors that the
uncontrolled action of enlightened persons seeking each his own
grealest pecuniary gain may not under certain circumstances
result in a deliberate combination of sellers or buyers to dictate
terms of exchange. And [ shall allerwards show that the ques-
tion what price enlightened self-interest will prompt such a
combined body to demand is not outside the range of the
deductive method ; it is only a special case of the determina-
tion of the value of a monopolized article, which may be made
the subject of abstract reasoning as suitably as any other de-
tetmination of value. But it is convenient and customary to
use the term ‘competition’ to imply the absence of such combi-
nation ; and I shall so use it.

The operation of competition above described, by which the
terms of similer exchanges are kept approximately similar,
should be carefully distinguished from that other action of
competition, by which certain inequalities in the remuncra-
tion of dissimilar sorviees tend to De continually reinoved,
though more slowly and indirectly, In this latter case we
have to consider the influence exercised by the desire of wealth

1 CL Jevons, Theory of Political Economy, o. 1. *Definition of o market,”
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and the knowledge of current rates of remuneration not on
the terms of particular bargains, but on men’s choice of—or
adhesion to-—their respective trades or professions, The ex-
istence of this influence may be inferred from the assumptions
already made as immediately and cogently as the influence of
competition on similar exchanges. That is, we may infer that
persons considering what trade or profession to sclect among
those open to them will, other thines heing equal, select those
that they (or their advisers) believe to be best remunerated ;
and further that persons will leave a badly remunerated trade
when they think that they can obtain clsewhere a remuneration
gulliciently higher to compensate for the trouble and anpoyance
—and in most cases extra risk—involved in the change.

To complete our list of the assumptions ovdinarily made
by English political economists we should have to include other
propositions relating to several different social facts, such as
Population, Agriculture and Government. But the principles
of competition above given are cerlainly the chief and cardinal
axioms of deductive cconomics: and perhaps they wiil serve
for our present purpose.  As I have stated them, they seem to
me incontrovertibly legitimate. Dut T see no adequate ground
for assumning them & priord, except wilh the qualifications albove
given; and as so qualified, they are incapable of being applied
to explain or predict the economie phenomena of any actual
gactely without additional data, which can only be obtained by
a careful study of facts. We may affirm & priori that men will
prefer a greater gain to a less, other things being equal; but we
can dvaw no positive inferences from this without ascertaining
how far other things are equal: and we can only learn by careful
induction the foree of the other motives, of which all econo-
mists admit the existence and importance; especially of the
powerful but unobtrusive impulses which lead a man to do
whut other people do, and what he himsell hag done belore.
Similarly we may affirm that in a perfectly organized market,
in which the terms of all Largains may be ascerlained without
more trauble than average exchangers are able and willing to
take, the price of similar commeodities will be approximately
the same, allowance being made for the trouble and expense
of conveying the commodity; but we can only learn by a
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study of facts how far in any given society at any given time
the conditions of sale of any particular commodity approxi-
mate to those of a perfectly organized market.  With what
degree of preeision the required knowledge can be obtained,
what exertions, intellectual or physical, are needed to obtain
it, what the probability is of these exertions being made by
average sellers or buyers of the commodity in quoestion, are all
points that ean only e determined by indnelion. S again,
it may be granted (lai competition leands to aqualisc the
remuncrations, so far as they are knowu, of dissimilar sorvices,
invelving equal sacrifices and rendered by persons with equal
natural qualifications and opportuvities. Dut before we can
apply this principle in any coucrete ecase, we have obviously o
ascertain how the different persons or classes of persons con-
ccrned estimate particular sacrifices, and what their qualifica-
tions and opportunities are; that is, to what extent, and by
what expenditure of fime and means, they are really able to fit
themselves for cach of the different careers that fhev are legally
free to enter,

§ 4. These limitations to the use of the deduetive method
in Political Economy appeat to me obvious and inconlrovertible.
I must admit, however, thai they have not always been duly
recognised by deduciive economisis; who have in consequence
been led to make somewhat too sweeping assertions as to con-
crete facts, 1 think that writers of the opposite school have
done good service in criticlzing these assertions, and the con-
fident and dogmatic tone in whiclh they have been cnunciated.
But I cannot accept the conclusion which some of them have
proceeded to draw, that the traditional method of English
Political Economy is essentially faulty and misleading. T quite
admit that the dircct utility of the deductive method, as a
means of interpreting and explaining concrete facts—though
not its validity, so long as it is regarded ag merely abstract and
hypothetieal—depends on its being used wilh as full knowledge
as possible of the results of observation and induction.  But its
indirect utility, as a means of training the intellect in the kind
of rcasoning required for dealing with concrete cconomic prob-
lems, depends to a far less (lerncc on such empirieal knowledge;
and T cabnot see that this mdlrect utility is materially affected
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by any divergences that have been shown to exist between the
premises of current deductions wnd the actual facts of industry.
Ou the other Land, T think that both the validity and the
utilily of the eurrent deduetions have been somewhat imypaired
by a wart of thorongh cxplicitness as te the assumptions on
which these reasonings depend, and by a want of clearness in
the cardinal neotions employed in them.  In order to guard
against this latter defect, 1 have been led to perform with
ralher unusual eluboratenass the task of defining the cardinal
terms of Political Keonomy., The precisc advantages that T
have hoped to gain by this are explained in the second chapter
of the following book, in which the task is coramenced : I trust
that I shall convince the reader that the process, however
tedious, is absolutely indispensable to that exact treatment
of economic questions, to which alone the cpithet ‘scientific’
ought to be applicd.

Here 1 may notice the discussion that has recently bLeen
raised! on an issuc still wider than that debated between the
advocates of the “4& priorl” economics, and the Inductive or
“realistic” school; viz, on the pretonsions of Political Teonomy
to be a science at all. 1 cerlanly think the language some-
times used Ly economnic writers, sugyesting as 10 does that the
doctrines they expound are entitled in respeet of scientific per-
feetion to rank with those of Physics, is liable to be sertously
misleading. But I am not disposed to nfer from this that we
ought to follow the precepts—and example—of Professor Price
in treating Political Feonomy unscientifieally® My inference
would rather be, not that we ought not to aim at being as
scientific as we can, but that we ought to take carc mot to
deceive ourselves as to the extent to which we have actually
attained onr aim : that, for instance, so iar as we are treating
Political Economy positively, we should aveid mistaking a
generalisation [rom limited experience for a universal law; and
g0 [ar us we are lreating it hypothetically, wo shonld take earc

1 See cspecially Professor Price’s Practical Political FEconony.

% T eannot bub observe that Mr Prico hag avoided scientifie precision in his
eriticizins of his predecessors no less than in his own reasonings. Bome of his
polemieal references to Mill’s book contain the most random misrepreseniations
of that puthor’s meaning that T have yet mef with-——which is saying a great deal.
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not to use words in different meanings without being aware
of the difference, nor suppose our notions to be quantitatively
precise when they are really indefinite. The endeavour to be
scientific in this sense will not lead to hasty and mistaken
dogmatism; on the contrary, it will, 1 hope, deliver us from-
the basty and mistaken dogmatism, caused by loose and con-
fused thinking, to which ‘common sense’ or ‘natural intel-
‘ligence’ i always liable,

At the same time T do not mean to imply that economic
theory ouglit always to be expounded with sclentific exactness;
any more than I would affirm that the topics of distribution
and exchange must nccessarily be treated in an abstract and
hypothetical manner. T certainly hold that very few general
statements, aiming at quantitative precision, can be safely made
without careful definitions ; and that very few reasonings of the
same kind can dispense with assumptions which ought to be
stated as oxplicitly as possible, But much useful instruction
may be given by what might be called mercly gqualitative
analysis of economic phenomena, The discussion of the condi-
tions of production in Ch. 111, of the following hook is in-
tended to give the results of this kind of analysis.
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CIIAPTER L
THE THEORY OF PRODUCTION.

§ 1. TuEe fundamental question with which we shall be con-
cerned in the present Book may be sitnply stated thus: Under
what conditions, or by the operation of what laws, does a
nation becotne more or less wealthy ? The need of a more
precise definition of this question, and the proper mode of
meeting this need, will be explained as we go on; at the outset
this more obvious and popular statement seems sufficient.

In considering this question the first pomnt which presents
itsclf is the difficulty of scparating the study of Production
from the study of Distribution and Exchange. Il Is easily
seen that the kinds of wealth produced in any society depend
largely on the manner in which wealth is distributed among
the members of the society. In a community where there is
a large middle class, there will probably be an abundance of
cheap luxuries; while wlere there arc only a few rich persons
among a multitude of poor, we shall espect 1o find a produetion
mainly of necessaries, with a small amount of costly and elabo-
rate commodities. Similarly, Distribution cannot fail to influ-
ence the gmounts of wealth produced; since both the nature
and the intensity of the mouves, thal nermally prompt men
eithier to labeur or Lo save, vary considerably according to their
position in the scale of wenlth and poverty. The precise iw-
portance ol the influenee thus exerciscd on production is no
doubt hard to estimate. Indeed if we were able to estimate
it exactly,—if {c.g) we could tell how far the improvement
in industrial instruments and processes would go on as at
prescut, if the inventors and managers of industry had uot the

5. E. 4
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present keen spur of private gain—the controversy between
Soctalists and advocates of laisséz-fuire would be much nearer
settlemnent than it is. DBut however we may answer such
questions as this, we are equally bound to take note of the
effects of the existing distribution of wealth; as supplying
to the different classes engaged in production the stimulus
that actuully prompts the energetic and sustained labour, and
the extensive outlay of wealth for remote results, which we
find them undertaking.

None the less does it scem to me desdrable that we should
practise ourselves in contemplating the process of production
from the point of view of society as a whole, abstracting as
far as possible from the ¢adjustment of the terms of co-opera-
“tion'’ amony producers; so that the total gain or loss in
wealth resulting from any given change to the aggregate of
human beings concerned may be habitnally distinguished from
those gains and losses of individuals which, regarded from the
point of view of socicty, arc mere transfers, To mistake the
latter kind of effect for the former is onc of the commonest
errors of popular economic discussion; the eflect of o now Jaw,
a tax, a war, or other important social evenl, on some particular
class of persons, being specially striking and impressive, at-
tracls the attention of ardinary observers to the exclusion of all
other effects. Aguin, many of the cardinal notions of Political
Economy, such as Capital, Profit, Cost of Production—even the
more clementary notion of Wealth—are naturally conceived
somewhat differently from the point of view of the individual
and from that of soctety; and it is important te recognise
clearly this doubleness of mcaning, so as to guard against the
confusions that are liable to arise out of it

Accordingly I propose in the present Book, to kcep as con-
sistently as possible to the social view of industry. We shall
consider the wmembers of the human family as combining, on
certoin terms, the defermination of which we do not at present
investigate, in the work of adapting their material environmoent
to their joint needs and nses ; we shall examine the circumstances

1 The phrase is quoted from Hearn's Plutology. I take this opportunity

of acknowledging the assistance that I have derived from this well-written and
instructive work, in composing this part of my treatise.
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that have been favourable or adverse to this combined operation,
and try to forceast, so far as may be, the prospect of greater or
less success in it herveafter.  We must take notice of variations
in the amounts of the products of industry, falling to the lot
respeciively of the different classes of persons who lave com-
bined, personally or by lending their property, to produce
them ; indeed we shull have to consider these varying shaves
from Lwo distinct polnls of view, both as motives to labour and
saving, and as means to the efficient performance of functions:
Tt we shall not inguire how the amecunt of cach share comes to
be neither more nor less than it is.

§ 2. DBut though I thus agree with Mill in separating the
Theory of Production from that of Distribution and Exchange,
I cannot agree with him in separating the discussion of the
fundamental notions employed in the former from the discuss-
ion of MKxchanee Value. No doubt much useful instruction
may be given, as to the conditions of increase or decrease of
wealth, greater or less efficiency of production, without entering
on the discussion of value. Bar it is impossible to form any
precise idea of amounts of wealth, before we have cxactly
determined the manner in which wealth is to be measured;
and sinec wealth is popularly measured by its price—that is,
s woney value—we cannot establish a scientific method of
measuring il without a complete discussion of the difficulties
that meet us when we try to get a perfectly precise notion of
Value. A scientific treatment, therefore, of the Theory of
Production must begin with a systematic attempt to define the
notions of Valuc and Wealth, This attempt will occupy the
two following chapters. Im the third chapter I shall proceed
to what I have called a ‘qualitutive analysis’ of the conditions
of Production; in the course of which the relation of Capital
to other Iactms of industrial progress will naturally be indi-
cated. But to make this relation quite clear, it will be neces-
sary to sake up again the task of definition and afiix a precise
meaning to the term Capital. Then in a concluding chapter
1 shall examine how far we can determine the general laws of
operation of the causes on which the increase or decrcase of
wealth in any socicty has been found to depend.



CHAPTER 1L

THE DEFINITION AND MEASURE OF VALUE,

§ 1. Drroreattempting to make the common notion of value
clear and quantitatively precise, it may be useful to explain
my genetal view of the work of definition, which will oceupy
¢o large a space in this part of my irealise. For, in spite
of all that has been written, by authors of deserved repute,
on the place of Definition in Economic Science, it still seems
to me that this introductory part of the study is rarely treated
[rom such a point of view us would emable us to derive the
maximum of instruction from it. The cconomists who have
given most atlention to the mattor scem to me commonly to
fall into two opposite errors at the same time.  They underrate
the importance of seeking for the best definition of cach cax-
dinal term, and they overrate the importance of finding it.
The truth is,—as most readers of Plato know, only it is a truth
difficult to retain and apply,—that what we gain by discussing
a definition is often but slightly represented in the superior
fitness of the formula that we ultimately adopt; it consists
chicfly in the greater clearness and fulness in which the cha-
racteristics of the matter o which the formula refers have
been brought before the miud in the process of seeking for it.
While we are apparently aiming at definitions of terms, our
attention should be really lixed on disiinctions and relations of
fact, These latter are what we are concerned to kunow, con-
template, and as far as possible arrange and systematize; and
in subjects where we canno! present them to the mind in
orderly fulness by the exercize of the organs of sense, there is
no way of surveying them so convenient as that of reflecting on
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our use of common terms. And this reflective contemplation
is naturally stimnulated by the effort to define; but when the
process lias been fully performed, when the distinctions and
relations of fact have heen clearly apprchended, the final ques-
tion as to the mode in which they should be remreseated in a
definition is really—what the whole discussion appears to
superficial readers—a question about words awlone. Hence in
comparing different definitions our aim should be far less to
deeide which we ought to adopt, than to apprchend and duly
eonsider the grounds on which each hag commended itsell to
reflective minds,. We shall generally find that each wriler
bas noted some relation, some resemblance or difference,
which others have overlooked; and we shall gain in com-
pleteness, and often in precision, of view by following him
in his observations, whether or not we follow him in his con-
clusions. I may observe that there is a matural tendency to
estimate the results of intellectual, as of other, labour in pro-
portion to their cost; hence the more diffieulty we have found
in drawing a line of definition, the more ilnclined we are to
emphasize its Importance when once druwn, and to overlook or
nnderrate the points of resemblance which objeets excluded
by it have to those included. Whereas the very difficulty
of drawing the line is most likely due to the lmportance of
these points of resemblance; and instead of forgetting them
when the work of definition has been performed to our satis-
faction, we ought to take special pains te keep them before
our minds,

I have said that in the work of definition, the final ques-
tion—the point which we dircetly radse and scttle—must be
merely a question as to the use of words. In saying this T do
not at all mean to depreclate its importance, or to justify a
carcless treatment of it,  No deubt if our view of the subject
is tolerably eomplete, and onr nofions clear and precise, it is of
geeondary impoertance what verbal touls we use in rewsouing, so
long as we use them consistently ; but this secondary import-
ance is sufficiently great to claim onr most careful consideration.
There scem to be two conditions which it is on different grounds
desivable that o definition should satisly as [ar as possible ; but
we should bear in mind that we frequently cannot completely



54 VALUE. [Boox I.

satisfy either—still less both together. In the first place, we
should keep as closely as we can to the common use of lan-
guage: otherwise we are not only exposed to the danger of
being misunderstood by others, through the force of habitual
usage overcoming the impression produced by express defini-
tion; but we further run serious risk of being inconsistent with
ourselves, on accounl of the similar effect of habit on our own
minds,  Sceondly, our definitions ghonld be earcfully adapted
to the doctrine that we have to cxpound ; go that we may avoid
as [ur ag possible the continual use of qualilying epithets and
phrases.  In aiming at the first of these results, we should not
forget that common usage may be inconsistent; on the other
hand, we should not hastily assuine that this 13 the case.
LEconomists have sometimes missed the useful lessons which
common thought has to teach, by deciding prematurely that a
word is used in two or more distinet senses, and thus omitting
to npotice the common link of meaning that connects them,
Still, it will of course often happen that we caunot fit a word
for scicntific use without cutting off some part of its ordinary
signification : hence it is very important that we should keep
carefully digtinet the two very different questions (1) What do
we commonly mean by the lerms, Value, Wealth, Capital,
Money, &c. ? and (2) What ought we to mean by them—what
meaning is it, for scientific purposes, convenient to attach to
them ? 1 think that a good deal of unnccessary controversy has
been due to a want of clear separation between these two very
different inquiries, and the different wethods of discussion
respectively appropriate to them. It seems to be forgotien
that the former question is not strictly an economic question
at all, but a linguistic vne; we may even add that it is a lin-
guistic question which those who are most acquainted with
econotaic facts find themselves least able to solve succinetly and
satisfactorily : since in attempling to give to commaon terms the
precigion which their own view of the facts requires, they inevi-
tably raise questions which are not raised in ordinary thought,
and to which therefore it iz illusory to suppose that common
usage gives even au implicit answer. Again, in trying to adapt
our terms to scientific purposes, we must remember that, deal-
ing as we are with facts whose relations of resemblance and
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difference arc highly complex, we may often require to classify
them somewhat differently for the purposes of different nqui-
ries; and that hence a definition which would be most suitable
for one investigation will require some modification to render
it convenient for another, Economists have frequently found
this; and have been content to meet the difficulty by using the
same word with slight differences of meaning. This scems to
me often the best course to adept, provided the change Is clearly
stated and kept belore the reader’s mind. I find, however, that
even careful writers have been too much inclined (o slur over
the differences of meaning, and keep them in the background,
especially when they are not considerable in amount: a proce-
dure which dangerously tends to encourage looseness of thought.

I have spoken once or twice of the importance of making
our thought preeise. I do not mean that we should necessarily
alm at quantitative exactness in all our statements of ceonomic
laws, I quite agree with the writers {such as Cairnes) who
bave warned us against the futility of such an aim. But the
more Inevituble 1t s that our conclusions should be erely
rough and approximate, the more important 1t becowmes that we
shoukl be thoroughly aware when and how far they are wanting
in exactness; and in order that we may be awarc of this, we
should make our concepfions as precise as possible, even when
we cannot make our statznents so.  Only in this way can we
keep before our minds the inadequacy of our knowledge of
particulars to supply answers to the questions which our general
notions lead us to ask. And if, as is sometimes the case, even
our geuneral conceptions cannot be reduced to perfect exactness;
it is still desivable that we should know why this 1s the case,
and what obstacles the fact presents to our cfforts to think
precisely about it.  This precaution seems to me to have been
specially negleeted by ceonomists.  Most of the objects about
which they reason ave conceived as possessing definite quantity,
Yel (e.g.) some of the most eminent of them® bave not always
seen that it is impossible to think definitely of the gquantity
of any agaregate of diverse elements, cxcept so far as these
clements admit of being reduced to a common quantitative
standard ; and that unless this is done, when we speak of such

1 Cf. post, B. 11. ¢, 11
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an aggregaie as having incroased or decreased in amount, or of
gomething clsc as “ varying in proportion to” i, we are using
words to which there are necessarily no definice thonghts cor-
responding.

Bearing in mind then these general considerations, let us
aftempt to deal with the much controverted notien of Value
upon the principles above laid down'.

§ 2. The first point to observe is that ceanemists have usually
followed the Physiocrats in noticing an “obvious wnbiguity in
"the term value ;" which—I am quoting from Mill*—*in onc
“of its senses signifies usefulness, In another, power of pur-
“chasing;” or, in Adam Smith's language, Value in use and
Value in exchange. Mill goes on to explain that value in use
is the extreme limit of value in exchange: but he does not
expressly try to explain the ambiguity that ke points out; he
does not ask himself why the term value should have in com-
mon usage two meanings so apparently distinct as usefulness
apd power of purchasing. And yet the answer is not only
obvious®, but it gives an insight into the meaning of Exchange
Value, which might have saved Ricardo and otherg from serious
errors : in fact, this Is a case In which ecovomists have missed
important Instruction by paying too little deference to common
thought. What do we mean when we speak of a man selting
value on, or atlaching value to, things to which the idea of
exchange is inapplicable—whether this inapplicability be due
to eircumstances isolating the man, as, for instance, if we think
of Robinson Crusoc on his island; or to the fact that no one
else would buy the things, as in the case of old letters and
other memorials, knowledge of various kinds, &c.? We do
not, I think, mean exactly that the things are useful to him;
though no doubt they are in a certain sense useful, that is, they

1 T muy observe lhal there is gome dispubte as to which is ithe most funda-
mental conception of Folitical Heonomy. Some writers hold that it js Valueg
while the reecived view in England is that it is Wealth, Since, however, it
is also the reeeived view in England chat Wealth should be defined by the
characteristic of possessing Value, it seems in any case the most logical course
to begin by attempting to get a preciss conception of this characteristic.

2 Political Economy, IIL, c. 1. § 2.

3 Tt is implicitly given by Mill in the passage from which I have quoted; but
he fails to see the full bearing of his own statements,
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satisty or prevent some desire which is or would be felt in the
absenee of them®. DBut we mean that the man would, if
neeessary, give semething to gain or keep them., This something
may be some uscful material thing, or 1t may be labour of some
kind; the gencral notion of value leaves this quite indefinite,
provided only the giving of the matter or labour would not
occur unless there were something to be got or kept by it
All that it distinetly involves is the notion of something clse,
prescuted as a possible alternative for the thing valued.

If thie, then, be the fundumentul conceplion ol Value when
exchange is out of the question, it does not seem to be essen-
tially aliered in the more ordinary case when, in speaking of
the value of a thing, we no doubt lhave in view its Exchange
Value, Only in this latter case we mean that other people
would give gomething for the article in question: that it could
be sold for something in open market. If we only wanted a
gualitative definition of the common notion of value, we need
hob press our inguiries beyond this; we need not go on to ask
what it is that other people would give in exchange. But if
we use the notion quantifalively, as we commonly do, and as we
require to do for the purposes of economic science; 1 we think
of a thing A as having more ov less vulue than a thing B, we
must mean that purchasers in general will give for A more or
less of the same kind of thing that they are supposed to give
for B. That is, we require a Standard of Yalue. And further,

1 This seems Lo be the meaning of ihe terms “uselul,” < utility,” &e., in
economie discussions, It is not, I think, quite eonvenient to say with Professor
Jevons thal ‘useful” is that which gives pleasure; and to measure *usility,’ in
the Benthamite way, by the balance of pleasurable over painful conseguences.
For primd facle lhore are many valued things--zleohol, oplum, de.—which
not only have an actual tendency to produce a balance of painful consequences
to their consumers, but ave even known to have thiz tendeney by the persons
who nevertheless value and consume them. And, us cconomists, we ure not
concernedl with these painful consequonces—execept, indeed, so far as they
impair the efficicney of the pevsons on whom they fall—what we are concerned
with, is the intensity of the derire or demand for the aticles in question,
ps measured by the amount of other things, or of labour, that their consunmers
are prepared to give for them,  Henee it would be clearer o employ some other
word for what iz now called * utility;” but the laiter word is now so firmly
cstablished in economic exposition, that it seems best to retain it, with the
explanation above given.
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if we make our quantitative comparison precise, and think of
one thing as being (e.g.) twice as valuable as another, we neces-
sarily imply what economists call a * perfect market,” in which
there cannot be two prices for the same thing at the same time,
So long as this market 13 thought of at a particular place and
time, the conception of a standard of value presents no diffi-
culty. Obviously, any thing we choose will serve for a stan-
dard 5 for if eloth (e.e) will gell in a perfect market for more
of any one Whing than linen will, it will scll for more of any
other thing.

DBut a perplexity arises when we compare the values of the
same thing at different times, and speak of things increasing
or deercasing in value. Tor here we can no longer take any-
thing we like as a standard of value; since we do net think a
thing more valuable because it will zell for more of something
that has grown cheaper. When therefore we say that a thiny
Lias risen in value, what do we exactly mnean? To this question
one of two answers is commonly given; either (1} that the
thing would sell for more of things in general, or (2} that it
would sell for more of somelling which itself had not varied in
valne. Neitler of these unswers Is ultogether satisfactory, The
first 1s at once abstract and vague; we cannot actually exchango
an artiele for ‘things in general;’ and it is nol easy to sce how
we can state its value in terms of such an aggregate, if the
elements composing the aggregate have in the mean time
varied in value relatively to cach other, as may easily be the
case, The sccond answer appears to avoid this difficulty; but
this appearance is soon digpelled. For veflection shows us
that the notion of ‘net varying in value’ must be exactly as
hard to define as the opposite notion of ‘varying in value.
The sccond answer, therefore, still leaves us asking ‘What
“does variation in value mean and how is 1t (o be measured ?’

There is, however, a mode of meeting this difficulty, which
is given in perhaps the clearest form by Cairnes’. He has
no doubt that when in discussing an advance In the price
of butcher's meat, we ask whether meat has risen or money

1 Some Leading Principles, Part L, c¢. 1, § 1. Cf. alzo Mill, Pol. Econ.
B. 1. ¢. 1. § 3,
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fullen in value, “obviously there is a tacit reference to the
“causes on which value depends: and the question really raised
“is not strictly as to the chaoge in the exchange value of meat
“and money, but as to the cause or caunses which have produced
“the change. If we believe that the change iIs traceable to a
“cause primarily affecting meat, we say that meat has risen in
“vulue,” &e. I cannol gay thal I agree with this interpretation
of the crdinary notion of change m value. I think we should
commaonly speak of a thing as having fallen In value, when
we found that it had fallen relatively to all other things,
even though weo might know the change to be due to caunses
affecting primavily these other things. But, however this
may be, what concerns us most is to obscrve that Cairnes’s
suggestion does not really mect the diffienlty above stated,
of giving quantitative precision to our notion of a change
in valne.  For if we ask, how spuch anything lhas changed
in value, we require, on Cairnes’s view, to measure the causes
primarily affecting its value. But so far as these causes
arc diverse and heterogencous (for e g. the change may be
due cither to an alteration in the supply of the arlicle or
in the intensity of demand for it, which latter azain may be
varionsly caused), I do nol see how we can find a comnion
measure for them exeept by measuring the effecl which they
produce : which brings us back to the problem of determining
“value rclatively to things in general” Dut again, it s difficult
to distinguish clearly the causes of change in value that ‘pri-
‘marily affect’ a particular article from those that primarily
affect other things, Take the case of an article of which the
price has been raised by an intensification in the demand for it.
This intensified demand may itsell be merely cansed by an in-
crease in the supply of other things: as when socicty growing
richer wants more old silver and is prepared to pay more for it.
We can hardly call such a plenomenon a “cause primarily
“affecting” the old silver; yet no doubt we should commonly
say that old silver had risen in value under such circumstances,
But suppose that the intensified demand were due merely to
an alteration in social habits, without any increase of gencral
wealth ; still, even in this case, being the expression of an in-
creased prefercnce for old silver as compared with certain other
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luxuries, it is the effeet of a cause simultaneously affecting
these other articles,

It seems then, that strietly speaking, the “causes primarily
“affecting” a thing that varies in exchange value reduce them-
gelves to causes affecting its supply,  Of such causes the most
important, in the case of most articles, 1s a change in the
amoeunt of labour required for preducing either the article itself
or the Instruments and materials employed In its production.
In this way we are led to Ricardo’s view thal “all things be-
“conte more or less valuable in proportion as more or less
“labour was bestowed on their production’” By this Ricardo
doos not merely mean that, with certain qualiﬁcat.iong; the
“eomparative cuantity of labour cxpended on each” of two
commaodities “determines how much of one shall be given in
“cxchange for anether” This, no doubt, is the propesition that
Le 1 chiefly occupied in maintaining, in his discussion of the
relation of value and labour. DBnt unfortunately he docs not
quite clearly distinguish between a theory of the causcs of a
change in value and a view of what constilutes such a change.
He maintains thal a “commeodity which at all times required
“the sutne sacrifice of toil and labour to produce it” would be
“invariable in value;” (hus mplying, wbat he elsewhere ex-
pressly says, that “labour 1s a ineasure by which the real as
“well as the relative value” of things *“ may be estimated”
But on this view the ‘“real value” of things must be different
from their “exchangeable value ;” since an increase in the pro-
ductiveness of labour, affecting all kinds of labour equally, would
diminish the “real value” of all produces, while it would leave
the ratios in which they cxchange for each other wnalteved—so
far, at least, as these are determined by the respective amounts
of labour expended in producing them. I am not aware that
Ricardo anywliere expressly takes this distinction between the
“cost or real value™ of things and their “exchangeable valne;”
but it 1s implied, as we have ceen, in a certain portion of his
language and is definitely stated by his disciple M°Culloch.
“Real value or cost,” the latter holds, “is to be estimated by
the quantity of labour directly or indirectly expended on its

! Llicardo, Political Economy, ¢, 1. § 1., of, v, 5%,
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acquisition *;” though it s only nnder civeumstances that seldom
or never oceur that the “exchangeable value,” even of o “freely
produced commodity,” exactly corresponds to its real value.

Tt is a rather perplexing question how Ricardo and
MeCulloch could deliberately adherc to the statements above
quoted, while they at the .same time drew attention to the
differences in the value of different products due to the different
degrees of durability of the capilal employed in producing them
—or, which (as Ricardo says) 1s lhe same thing, the different
lengths of time required to clapse in cach case hetween the
application of produective labour and the transfer of its product
to the consumer. At any rate all economists—cxcept those
Socialists who have ingeniously perverted Ricards’s inconsis-
tency inte an argument against the remuneration of capitalists
—would now agree that in M*Culloch’s cstimate of cost “lahour
and delay” (or some corresponding term) must be substituted
for “labour” simply.

With this qualification, the Ricardian interpretation of the
common notion of “real value” appears to me tenable; espe-
clally from the point of view thal we are laking in the
present book,  As was before said, in the “comparison of equi-
“valeuls’ which I hold to be cssentially implied in the common
notion of wvalue, the exact nature of the equivalents compared
15 not determined ; when, however, we think of the value of
a particular product, we crdinarily consider it as exchanged for
money or some other material wealth. But when we consider
the valuable products of human labour (including money) in
the aggregate, this kind of comparison seems inappropriate,
since there remains no material thing outside the aggregate for
which we could conceive the aggregate exchanged; in this casc
ihen it is natural to compare the aggregate of produets with
the labour {and delay) that it would cost to reproduce them—
so far, at least, as wo should destre to reprodnce them,  Henee
it does not secm forced or strained to say that things in general
have grown “really chisaper,” meaning that society would not have
to give s0 much labour and time in order to obtain them.
For this reason 1 am not disposed to say that the question
‘whether 2 thing costs more to produce’ is an inadmissible

1 MeCulloch, Political Feonomy, Parl T1., . 1
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interpretation of the question ‘whether its value has really
“risen;” although, as labony and delay are heterogencous, it is
difficult to make this notion of “cost’ gquantitatively precise.
Still, however important it may be to know the varying amounts
of labour and time regquired to produce a given ware, such
knowledge aids us little in measuring its variations in cxchange
value relatively to things in general,

T'his doctrine of Ricardo’s should be carefully distinguished
—as it 1s by its anthor—from the view faken by Adam Smith
in adopting labour as the “real measure of exchangeable
“value” The reason that Adam Smith gives for lis view
18 that *labour never varies in ¢ own value” TIn saylog
this he does not of course mean that labour docs not vary
in its exchange value: he iz porfectly aware that “it may
“sometimes purchase a greater and sometimes o smaller quan-
“tity of goods” What he means is that labour is always the
some sacrifice to the lubourer: has always, we may say, the
same negative “value inuse ™ for him.  Buteven this statement
if unqualified, is in palpable contradiction to common experience.
An amount of work which would eause po sensible incon-
venlence to w man in health would be a grievous burden to
an invalid; and almost all men like tasks, which they are
congcious of heing able to accomplish well, better thau if they
could only perform them indifferently, In fact, when we
consider the higher kinds of skilled labour, it must be evident
that the labourer often gets more enjoyment out of his work
than he does out of anything elsc in life’, So much, indeed,
Adam Smith seems by implication to allow. He is thinking
only of common labour; and even as regards this he only main-
tains that * equal quantitics of labour, at all times and places,
“may be said to be of equal value to the labourer” in the
sense that “in his ordinary state of health, strength and spirits,
“in the ordinary degree of his skill and dexterity, he must
“always lay down the same portion of his ease, his liberty, and
“his happiness®.”  The qualifications thus introduced are con-
siderable ; but even when so qualified, the statement cannot

1 This seems to me a fundamental objection to any professedly exzact
mensurement of labour by its painfulnesa auch na Professor Jevons proposes.
2 Wealth of Nations, B. L c. v.
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be admitted. In the first place the notion of “quantity of
“labour” is ambiguous. * Equal quantities of labour” would
seem to mean labour of equal intensity for equal times: but
then how arc we to measure intensity 2 As Prof. Jevons says,
“intensity of labour may have more than cne meaning: it may
“mean the quantity of work done, or the painfulness of the
“effort of doing it.” It is the latter of these characteristics
which Mr Jevons chooses for meusuring labour: but if we
take this view, Adam Sipith's proposition is reduced to the
tautology that equally painful labour is always equally painful
10 the labourer; which can hardly be a resson for taking labour
as o measure of value, If, on the other hand we measure quan-
tity of labour by quantity of work donc, Adam Smith’s proposi-
tion comes into glaring conflict with facts; as will be evident
if we Linagine ourselves proposing to an average Bengalee in his
ordinary condition to raise through a given space in a given
time the amount of weight which would be cheerfully lifted
bwan average English navvy in his ordinary condition.

There scems therefore to be mno sense in which Adam
Smith’s preposition can be accepled.  But even if it were
granted that labour has always the same negalive ‘value in
cuase’ for the labourer, I cannot see that this would bhe a guf-
ficient ground for taking it as the standard of exchange value.
For since at the same time and place the labour of one class
of men certainly differs in exchange value from that of another
clazs, we shall still have to choose which kind of labour is
to be taken fur the standard; and any such clicice mnst
necessarily be arbitrary, as tho reason given applies cqually
to all kinds®. And certainly when we ask whether gold or
anything clse has risen in value, we do not mean to inquire
whether it will purchase more of a certain arbitrarily selected
kind of labour; this may Dbe iu ifself an interesting question
to investigate, but 1t can hardly be malntaived to be the
real meaning of the former question, and it is no solution

1 This objection applics primd fucie to Ricardo’s inlerpretation of value alan:
and is very inadequately met by the looze statement that ¢ the cstimation in
*whieh different qualitics of labour are held comes soon to be adjusted in the
“market with sufficient precision for all practicel purpeses”™ {Ricardo, Pol.
Eeon, ¢, 1. § 2y, Cf, post, B, IL ¢, 8,
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of the difficultics of the first problem to substitute for it the
second.

How then are we to deal with these difficulties? Some
writers would decline them altogether. They would refuse to
answer the question whether a thing has risen or fallen in valie
relatively to things in general; and only consider whether it
had risen or fallen relatively to some specified commodity., In
the chapter in which Mill dizcusses the  Measure of Value’ he
seems to adopt this view. “A measure of exchange value”
fof the same thing at different times and places], he says, “is
“impossible " DBut it 1s evident from other passages that he
can only mean—what no one, I think, would now deny—that
such & measure cannot, unless under exceptional and improbable
circumstances, be made perfectly cxaet: for when the guestion
1s raised in a concrete case, Mill certainly holds that such a
measure can be made sufficiently exact for all practical pur-
poses. For instance, in the chapter next but one preceding, he
has no hesitation m pronouncing on the extent of the rise in
the value of gold, during the last five years of our long struggle
with Napoleon ; when the notes of the Bank of England were,
to judgc merely from the market-price of pold, depreciated
thirty per cent.  He tells us that “the state of Europe at that
“tlme wag such...that the valuc of the standard itsell was
“ considerably raised ; and the best anthorities, among whom it
“is sulficicnt to name Mr Tooke, have, after an elaborate inves-
“tigation, satisfied themselves that the difference between
“paper and bullion was not greater than the enhancement
“in the value of gold itself...the cvidences of the fact are con-
“clusively stated in Mr Tooke’s Histary of Prices®” But if so
definite a variation in the value of gold, between two differeunt
points of time, can be established on conclusive evidences, it
scems at least misleading to say that a “measure of the value
“of the same thing at different times,” relatively to things in
general, “is imposgible.”  lLndeed it is clear that nnless we ean
find such » measure, possessing suflicient exactness for practical
purposes, we ought to abandon such inquiries as Mr Tooke’s as
chimerical,

Bat farther, it seems clear that the default of such a mea-

' Book I, ¢, xv. 2 ¢.xmI. § 6.
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sure would seriously affect a good deal more of the field of
investigation comimonly claimed for economic science. For, as
was before said, we commonly measure quantities of wealth by
their value: we consider that a man has grown richer when the
aggregate of things that make up his wealgh has increased not
in bulk or weight but in value. Of course, in ordinary
thonght, money is geverally taken as aon adequate standard of
value for such measurements.  Still, it is currently understood
that meney itself may rise or full in valne relatively to things
in general; and the reecoguition of this fact hag uot been re-
garded as constituting any serious obstacle to the comparison of
armounts of wealth at different perieds, though it necessarily
introduces a slight complication into such comparisons. It has
been supposed that we have only to ascertain the amount of
such rise or fall in the standard, and then make the requisite
allowance for it in computing the increase or decrease of wealth
between two different times,  But 1t is evident that, in so far
as we are unable to measure changes in value relatively to
things in general, all comparisons between amounts of wealth
possessed by individuals or nations at different times becoms
proportionally Inexuct; unless some other measure than ex-
change value is taken, which will Involve a serious deviation
from the ordinary view of ‘amounts of wealth.

§ 8. It thercfore seems to me fundamentally important
to ascertain how far we can give a definitc meaning to the
question, ‘whether the value of a thing relatively to things m
general, or its ‘general purchasing power, has risen or fallen.
It will perhaps be convenient to take the particular case of
changes in the value or purchasing power of gold between two
points of time; since the way in which we should actually try
to discover the amount of change that had taken place in the
value of anyvthing else would be o ascertain first whether its
maney piice had risen or fallen, and then to consider whether
any change had taken place in the value of money. Tn dealing
with this latter point, if we found that all prices in gold had
risen [or fallen] in the same ratio, we should obviously take
that ratio to represent the fall [or risej in the value of gold.
But this could only occur by the rarest of accidents: the question
then arises, if we find the changes unequal, and especially if we

5. E. 3
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find that some prices have risen and others fallen, on what
principle are we to combine these different changes into one
result?  Professor Jevons, so far as | know, 13 the only
writer who has noticed the different alternatives that present
themselves at this point of the inquiry. He observes that,
having examined the changes in the prices of commodities
generally between two dates, we may say that gold has
fallen in value, “however vurious and contrary the alterations
“of prices, provided those rising prependerale in a cerlain
“way over those falling, [T¢ must be confessed, however, that the
“eiqct mode in which preponderance of rising or fulling prices
“ought to be determidned s dnvelved in doubt. Qught we to take
“all articles on an equal footing in the determination 2 Qught
“we to give most weight to those which are least intrinsically
“variable In value? Ought we to give additional weight to
“articles according to their importance, and the total quantities
“bounght and sold 27

“The question,” he adds, “seems to be one that no writer
“has attempted to decide-—nor can I attempt to decide 11"

It secms clear that there wee several different ways in which
the vague yuestion as to “general purchasing power” may be
made quantitatively preeise ; and that in the abstract it seems
somewhat arbitrary to choose one rather than the others. Bal,
if we are guided by the practical intcrest which men take in
asking the question, 1 thirk we must adopt Mr Jevons’ third
alternative and consider different articles as differently impor-
tani in proporiion to the value of the total quantities bought
and sold (assuming, for sunplicity, that all that is consumed is
purchased) ; in spite of an element of inexactness which, as will
presently appear, this view inevitably involves. To make this
clear, let ns begin by considering the matter from the point of
view of an individual, When a man asks how much geld will
have changed in value twenty vears hence, what he is practi-
cally concerned to know ig how far at the end of this time his
meney will go in purchasing the articles which he habitually
consumes. And if we assume that his consumption will remain
unchanged, the question can be simply answered when the time

! The guotation is from n pamphlet on A Serions Fall in the Value of
[ GD]']-“
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arrives—supposing the requisite statistics attainable—by sum-
ming up the amounts of monecy paid for the things consumed,
at the old and the new prices respectively, and taking the ratio
of the difference to the whole amount expended. No doubt the
result obtained by this method is likely to be different for
different individuals, even at the same place.  Suppoese for
instance that at the end of the time corn has risen in price
and rhe finer kinds of manufaciures generally have f(allen; we
shall probably find that a rich man has got to pay less for
his habitual consumption, and & poor mun wore.  But this does
pot secn 1o be in itself any reason against applying the method
to ascertain the change in the purchasing power of gold for
a whole community’; since we have simply to treat the aggre-
gate consumption of the individuals comprising the community
as if it werc the consumption of a single individual. The real
difficulty does not lic here, but in the fact that the habitual
consumption, whether of individuals or of societies, does not
really remain unchanged between any two points of time. Even
if we leave out of account all changes in habitual and conven-
tional needs and desires, the mere [act that men generally buy
sornewhat more of things in proportien to their cheapness will
cause alferations in the amounts of tho different elements of
their consumption. Uunder these circumstances the proposed
method presents us with two alternatives; we may either take
the total amounts of things purchased at the later period and
consider how much they would have cost twenty years before,
or we may cxactly reverse the process. I i3 manifest, however,
that these alternative procedures might lead to different and
even opposite answers to the quostion,  What change has oc-
‘curred in the gencral purchasing power of money ?” since it
may easily be that men would have bhoth had to pay more
twenly years ago for what they buy now, and also more now for
what they bought twenty yvears agn. Now I do not see any
ground for adopling either of these procedures rather than the
other; hence, so [ur as their conclusions diverge, we musl say

T In what follows—to the end of the next paragraph—I assume, for sim-
plicity’s sake, that the community may be considered ta be in the same place,
and to have only a ringle market.

52
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l:at the question whether gold has risen or fallen in valuc does
not properly admit of a single exact answer’. Ilowever per-
fectly the facts might be known, there must always be a margin
of inexactness in our determination of the amount of change,
corresponding to the difference between the results of the two
procedures.

Bat there is a further source of Inexactness introduced
infe this calculation by the progress of the industrial arts.
The products of industry keep changing in quality ; and
hefore we can say whether any kind of thing—e.g. clolh—has
really grown cheaper or dewrer we must compare the quality
of the article produced at the beginning of the period with
that of the more recent ware. But such a comparison cannot
lead to any exact results; as we have to adopt the inevitably
indefinitec method of estimating the amounts of utility or
satisfaction which either product is caleulated to give to people
in general. This difficulty reaches its maximum in the case
where entirely new kinds of things have been produced or
brought into the country by trade. To leave them out alto-
gother might clearly vitiate the result: for a nation might
be unable to buy for a given sum of money an equal amount
of the articles that it used to covsuime, and yet might be able
to procure o compleber sallsfaclion of its wants by spending
the money on newly introduced wares: while, further, the
raised price of the former commoditics might be indirectly dune
to the production or importation of the latter. Here again there
seems to be nmo means of attaining more than a rough and
approzimate solution of the problem proposed ; and to reach
even this we have to abandon the primd fucie exact method
of comparing prices, and to substitute the essentially looser
procedure of comparing amounts of utility or satisfaction®

So far we have been considering the diffieulty of carrying a

! e might no donbt take the mean between the two results; but the
nnswer so obtained iz only made definite at the cost of losing practical sig-
nifieance.

11 do not mean to deny that we should generally obtain a sufficient ap-
proximation to aceuracy by the simpler method of confining cur attention to the
articles of eommon consumption at both periods. But it is only by accident
that we should thus get the elosest possible approximation te the snswer that we
are really recling,
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standard of value from ome #ime to another. But precisely
similar obstacles stand in the way of onr obtaining definite
results, when we compare the different values of gold {or any
other ware) in different places at the same time: and they can
only be partially overcome, by methods similar to that just
explained,

One point of some importance still remaing to he deter-
mincd.  COught we, in such a list of commuoditios as has heen
proposed, to Include services as well as material things? This
quaestion, T think, will be most conveniently answered after we
have made some progress in the task of defining Wealth ; to
which we will now proceed.



CHAPTER IIL
WEALTH,

§ 1. Tr is somewbat singular, that while the question of a
Measure of Value has occupled a very prominent place in
economic discussion—whole treatises having been composed
almost entircly on this one point—no one, so far as I know,
has expressly raised the question of Measuring Wealth, And
this, again, is not becausge reflective attention has not been
directed to the general notion of wealth; on the contrary, the
right definition of wealth hus, especially in reeent times, been
a good deal diseussed ; but the discussion hag almost entirely
related to the extent of the notion, the particular things that
arc or arc not to be considercd wealth ; the standard of quanti-
tative comparison among these different things has not been
thought to require formal investigation.

Yet the nced of such a standard, for scientific purposes, is
tolerably obvious: since throughout a great part of the range
of economic inquiry our object 1s to ascertain the amounts of
wealth possessed or obtained either by communities of human
beings taken in the aggregate, or by some group or class of
persons within such communities. In either casc we clearly
want, if possible, some means of cxactly measuring wealth ; ov
if such a measure be unattainable, we want at least to know
how far we can approximate to it

The diffienlties of sueh meusurement hardly appear so long
as we arc merely considering and comparing the wealth of
individuals (or even of classes) at any particular time and place?,

I By “place™ must be understood a region sufliciently limited in size not to
admit of any material variation in the purchasing power of monsy within it.
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The wealth of any individual is considered to include all usefnl
things—whether material things, as food, clothes, houses, &c., or
immaterial things, as debts, patents, coprrights, &c.—swhich
being at once valuable and transferable admit of being sold at
a certain price. This aggregate is suitably measured by its
exchange value ; the common standard of value, money, being
taken for convenlence’ suke.  Our object In such estimates 13 to
compare the potential control of any onc individnal here and
now, over all purchaseable commodities, with that of any other
mdividoal; and, so far as sueh control is transferable, the
ordinary mode of measurement enables us to make this com-
parison with as much accuracy as the imperfection of markets
allows,

Our difficulties begin when we try to compare the amounts
of wealth possessed by persong living at Jifferent times or in
remote places; and they are further inereased when we pass to
consider wealth as possessed by communities taken as wholes,
which is the special object of our present mnvestigation.

The first class of difficulties coincide to a great extent with
those that have been already examined in the preceding chapter.
So long as we are only contemplating some one element of
weallly, some particular kind of valuable article (of which the
quality is supposed to be the swne at the different times and
places cousidered), we naturally estimate its amount as wealth
by the ordinary measure of nunber or gquantity. DBut when we
have to compare agoregates of wealth made up of heterogencous
elements, it becomes necessary to reduce the units of quantity
of these different elements to some common standard of nea-
surement ; and if we adhere to our original standard of exchange
value, we have to deal with the problem of keeping this mea-
surc identical’, in spite of the variations in relative value among
the clements measurcd.  But, as we have seen, this problem

! Bome eaonomists have confusedly spoken as if the problem was io find o
eonerete 1dentical standard, some actual thing that did not vary in value. Lnt
the difficulty lies much deeper. L'or our present purposes it would not matier
how much gold, or any other conervte standard, varied in value, if we had the
power of accuratcly measuring its variationg; sinec this power wonld give us an
#dzel invariable standard, which is all thai we require for the exact measurement
of wealth, Bus as it is we are unable to make even this ideal standard exact
beyond a certaiu point.
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does not adinit of a complete solution. Such a measure—except
under purely hypothetical circumstances—is liable to a certain
amount of inexactness, the limits of which we can define, but
which we are unable to remove; and in the effort to make
it as exact as possible, we are reduced In many cases to an
inevitably vague comparison between the utilities of diverse
commodities.

But again, such comparisons are liable to be further vitiated
by the varying relations of purchased to unpurchased utilities,
at different times and places.  We have already observed that
in ordinary thought wealth is measured by its money value:
thus it 1s natural that economists, while pointing out the
defectiveness of this measare, should still have retained the
characteristic of “ possessing exchange value™ as an esscntial
part of the definition of wealth; and that in so doing they
should have conccived themselves to he in harmony with the
common sense of mankind. Accordingly they bave excluded
from the notion of wealth such unpurchased though usefu!
things as the sun’s light and heat, air, the rain that waters
the ground, water in rivers and seas, & 'They do not, how-
ever, scem to have obscrved the difficulties that this view
involves, so soon as we try to compare the amounts of
wealth possessed by human societies, inhabiting diffcvent ro-
gions of the carth’s surface. TFor we find that such useful
unbought things are not merely indispensable, as instruments
or auxiliary materials, to the production of things that have
exchange-value; but—which 1s the lmportant point—that they
are instruments and inaterials of very various degrees of effi-
clency in different regions. Now sinee a large part of what is
valued and exchanged as wealth eonsisis in instruments and
materials only useful as means of producing other wealth, it
is paradexical to draw a sharp line between purchased and
unpurchased instruments and materials, so as to call a com-
munity “richer” beeanse it possesses more of the farmer, though
it may actually have less ineans on the whole of producing
things directly useful. The difficulty becomes greater when
the purchased and unpurchased mstruments have a close resem-
blance to each other; as in the casc where the water-ways of
a country consist partly of canals and partly of rivers and
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creeks. The difficulty extends in range when we obscrve how,
as civilisation progresses, so important an instrument as land
tends to pass over from the class of unpurchased to that of pur-
chased utilities. It is manifestly contrary to common sense to
say that a nation’s wealth has inercased because an Instrument
that it previously possessed has become valuable by becoming
scarce. Thornton® has shown effectively the kind of ervor that
may thus be introduecd, in comparing the average wealth pos-
sesved by members of the same social cluss at different periods
of a country’s histery., He points out that though an English
peasant in the seventcenth century may have only had 3s
weckly wages, he often enjoyed also a rent-free site for his
cottage, talen from the nerghbouring waste, and unpurchased
grazing on the neighbouring common for cows, sheep, pigs, and
poultry. These things ought certainly to be taken into account,
ne less than changes in the value of money, in comparing such
a peasant’s share of wealth with that of an agricultural labourer
now.

There 15 another ecase in which, for a different reasen, ex-
change value is an obvionsly inappropriate measure of weallls.
This is the case of produets which, from their speciul adaptation
to cerlain unique uses, could not possibly be transferred with-
out losing most of their utility, and therefore of their value.
A gooad deal of national properiy is in this condition; for in-
stance, the Houses of Parliamment in public auction would pro-
bably not fetch more than the merest fraction of what it cost
to erect them. Suel things are clearly part of the wealth of
the communily ; but we cannot measure the quanium of wealth
contained in them by the pricc at which they would sell if
they had to be sold ; nor, again, by the price at which they could
be produced, for it may easily be that if they were destroyed
it would not be worth while to reproduce them. In such cases,
then, the standards of the market fail us; we have to fall back
upon ‘ valne in use.’

The same consideraliong apply, in a minor degree, to any
kind of property that is more uscful to the owner than it is to
any one else. A man’s command over the necessaries and con-
veniences of life 1s not affected by any fall in the market value

1 (r Labour, Introduction.

ok
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of his property, except so far as he wishes—or may wish—to
sell 1t: In proportion as he neither has nor is likcly to have
such a wish, cxchange value becomes a manifestly irrelevant
consideration in the estimate of his wealth.

§ 2. If, then, the common measuretnent of wealth by exchange
value requires to be thus vanously corrected and sapplemented
by estimates of ntility, would it not be simpler, and really more
consistent with ordinary thought, to take utility as the sele
standard ?

This is the view of Ricardo: who, regarding the value of
a thing as directly proportioned to difficulty of production—or,
as he loosely says, to “ the quantity of labour employed in pro-
“ducing it,"——was necessarily led to separate the measure of
wealth altogether from the measure of value; since, otherwise,
he would have incurrved the absurdity of denying that a coun-
try's wealth is increased by an enlarged supply of products due
to increased facility of praduction,  How then are we to measure
utility ¥ Ricardo treats this as a very simple matter.  “A man
“is rich or poor according to the amount of neccessaries and
“hixuries that he can command ;” and therefore, if he gets two
sacks of corn where he could only get one before, he gets
“double the quantity of riches, double the quantity of utility,
“double the quantity of what Adam Smith ealls value in use.”
This seems a very natural view, so long as we only contemplate
a single kind of commodity : but as soon as we consider—what
Ricardo does not scem to have constdered—how to compare the
utilities of dillerent kinds of things, we sce the fallacy of the
view. For it 1s not merely the cxchange value of Lhings that
varies with their degree of rarity or abundance; it 1s obvious
that their comparative utility or value in nse varies similarly
from the same canse. Suppose a harvest of double the ordinary
abundance in a fertile isolated country: the additional quantum
of corn will obviously not have a corresponding quantum of
utility; it may even be of no use except to burn, as is said to
have been the case in the Western States of America. In fact,
as Mr Jevons has admirably explained®, the variations in the
relazive market values of different articles express and correspond
to variations in the comparative estimates formed by people in

1 Theory of Political Economy, ¢, 4.
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weneral, not of the fotel utilities of the amounts purchased
of such articles, hut of their ');‘;";*.z_gj_utilities; the utilities, that
is, of the last portions purchased. From the fact that when
things become dearer people generally buy somewhat less of
them, we may infer that they estimate the portion which
they refrain from buying as only just worth the money that
they previously gave for if, while considering what they still
buy te be worth the higher price'. If the price rose further,
a further reduetion of purchases would similarly indicate that
another portion of the article was generally judged to be less
useful than the amount still bought; and so on, for cach rise in
price. Hence when the supply of any article has been in-
creased and its price consequently fallen, it is not really correct
to reckon the total utility of the article as having increased
in proportion to the increase in quantity ; any wore than it
is correat to regard it as having decrensed in proportion to the
decrease n value. We ought (o regard the additional quantum
—so far, at least, as it is supplied to the previous consumers—
as compoged of parts of continually decreasing utility ; the rate
of decrease heing measured by the fall m price, supposing the
purchasing power of moncy relatively to all other articles to
remain unchanged. Iff we assume the rate of decrease te be
approximately uniform, we may regard the decrease in the
average utility of the increment of supply as correspouding
roughly to about half the fall in price. In this way we not
only avoul the dillicullies that arisc in the measurement of
weulth by exchange value; we alse obtain a satisfuctory ex-
planation of these difficultics.  On the ether hand it must be
admitted that this measurcment by utility brings vs into an
awkward conflict with common scnse, when we consider 1t as
applied to variations in amount of things of any one kind; or
even to variations in an agoregate of things that do not vary in
relative value. Buppose that owing to improvements in pro-

Tt should be observed that there is one ease—not withont importance
when we ave dealing with Tuxuries—to which this principle decs not apply,
This i3 the case of things desired wnd valued on account of their rurity. Of
such things the total, and not merely the final, nlility pro tunio 18 dctreased by
an increase of supply, A similar exception must be made in the case of money,
as is noticed later,
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duction the English nation became possessed of twice the
amount of each kind of commodity that it now consumes; it
would be paradoxical to say that its wealth had not doubled, as
we should be obliged to do according to the view just explained.

A more intrinsic objection has already been suggested by
the limitation with which I have stated Mr Jevons' doctrine.
The demonstration that “final ntility ™ decreases as supply in-
creages involves the assumption that the additional supply of
the cheapened article is purchased and consumed by the con-
sumers of the previous supply; it is thercfore inapplicable so
far as the article is bought by differcnt purchasers in. different
pecuniary circumstances. If tea, becoming cheaper, is bought
by a poorcr clasg, what reason have we for saying that what
they purchase is not as useful as the dearcr tea previously
purchased by the rich? Indeed, is it not reasonable to sup-
pose that a given commodity is more useful when bought by
the poor, because lhe poor have fewer luxuries and therefore
get more enjoyment out of what they have? Tn fact we are
merely extending to wealth generally the principle established
by Mr Jevons in rtespeet of particular kinds of wealth if we
assume that, on the average, cach additional increment to the
amount possessed by any one ndividual has a decreased utility.
But in this case, if wealth were 1ineasured by its utility,
‘amount of wealth’ would partly be determined by the manner
in which the wealth is distributed; and we could not say how
much wealth there was in a country, till we kuew how it was
shared among its inhabitants. Nay, wc shall even have to
ascertain hiow 1t 1s managed 1u each sepavate hougehold; since
a given supply of material products ig less uselul in proportion
as it is uneconomically consumed. Here, however, our diver-
gence from common thought and common language would
become so great as to cause serious inconvenience; and there-
fore, though we shall have hereafter to deal with the difficulties
of measuring social uulity, I do not propose to adopt this
standard for determining ‘amounts of wealth’ in our present
investigation. Tt scems best to acquiesce in the ordinary
method of measuring amounts of wealth of the same kind by
quantity, and comparing amounts of wealth of different kinds
by their exchange value; being content to get over the difk-
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culties of carrying this measure from one iime or place to
anotlier, in the imperfect manner above explained; and jn-
eluding cven things that have no exchange value in one term
of the comparisen’, if things similar iz kind are included (as
having market value} in the other term.

§ 3. There ig another difficulty lurking in the conception of
Utility as a measure of wealth, which 1t will be Instructive to
discuss. By the Utility of material things, as before explained,
we mean their capacily to satisfy men's needs and desires. And
so long as we regard these latter as constant, it seems easy and
straightforward to say that men are richer in proportion as they
are able to satizfy their ncods and desires.  But it i3 not quite
g0 easy to deal with the case in which their needs and the
means of satisfying themn have inereased par? passu; especially
if the additional need is a need of protection against some pain
or danger which did not previously threaten. Suppose (e.g)
that a country is visited by a new pexil of inundation; and
that, by the extra exerlions of I{s inhabitants, an embankment
is constructed. Are we to say that it has thereby become a
richer country than before? Or again, suppose that climate
renders the inhabitants of one country liable to diseases that do
not cccur in another.  Are we to say that the former country
i the richer of the two, if its cxeess of wealth consists merely
in remedies, palliatives, and prophvlactics of diseases specially
incident to its climate? A similar question may be raised as
regards means of protection against noxious animals; or, again,
as regards material scouritics against wutnal injury on the
part of the eilizens. Shall we say that one country is richer
than another, so far as the former has castles with battlements
and towers, which civil peace and security render unnecessary
in the latter? If, on the other hand, we allow ourselves to
be led by this kind of consideration to limit the common
denotation of the term wealth, where are we to stop? For
the greater part of the material products of any country are
useful as means of protection against the organic pains due
to cold, inanilion, &c.; and in different regions very different

' The valties of sneh gratuitously obtuined commodities would of course have

10 be supplied from the corresponding articles inclnded in the other term of the
comparizon.
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amounts of the produce of labour are required to make such
protection effcctive. Tt may be said that inhabitants of cold
climates are not veally richer because they requirc more efabo-
rate houses, more elothing, more food, and far more fuel than
the dwellers in warmer regions. 1 think it must be allowed
that it would be in accordance with usage to call a country
“really richer” in proportion as il has not more wealth on the
whole, bt more m:a]th to s _Pmo . andd further, that this notion
of “sgpare™ or superﬂuous “wealth is often that which most
precisely represents what a statesman is concerned to know
when he inquircs how far a econumuuity is rich or poor; he
wants to know Low much wealth could be safely taken from its
inhabitants, without interfering either with their health or with
their productive efficiency.

The distinction, however, is not easily applied with any
exactness to actual facts, In the first place what the members
of a given socicty at a piven lime could spare—in the sense
above defined—depewds in an uncerlain and varying degrec
111.‘;01] previous habits, and upon menlsl and social condi-
tions that are themsclves variously inodifiable. For instance,
though the rich could spare a good deal of their habitual con-
sumption without injury—or even with positive advantage—to
their health; still, the standard of what is really required, to
keep a man in good working condition, is to some extent higher
in consequence of the habits formed by the enjoyment of
wealth ; though it is not easy to say to what extent. Again,
we nrust notice thab there is no sharp line to be drawn between
the expenditure which increases efficicney and that which does
not; in most cases, before we come to quile superlluous expen-
diture, we shall find a ecertain portion which increases the
eonsumers efficlency in a contivually diminishing ratie to the
amount consumed : thus a labourer may do a better day’s
work by cating meat rather than bread, while yet the difference
between the value of the meat and that of the bicad may be
greater than the value of the additional produce of his labour,
Still, in spite of this indeterminate margin, we may with advan-
tage mark off—as clearly as may be—the spare or superfiuous
portion of the wealth of a community from that which is
required to keep its members in proper working condition.
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& 4. Intaking this last distinction there is another important
point to be observed. The ierest necessaries of life may be
regarded, in estimating the spare wealth of the country, ag in a
manuer superfluous, if they are distributed in remuneration of
superfluous services; so far, that is, as the persons rvendering
such services could and would supply their own neecssitics by
the labour that they would be led to employ in this way if the
demand for such services were withdrawn, It would, however,
be simpler to consider the services themselves as superfluous pro-
ducts of labour, no less than if they were “utilities fixed and
“cmbodied in inaterial objects.”  Tiis leads to the question which
came into view at the end of the last chaprer ; whether, namely,
we ought not to definc wealth so as to include such services,
There is much to be sad 1 favour of adopting this definition.
Certainly what we commonly want to know when we inquire
into the ‘real wealth’ of any class of persons is, as was hefore
sald, the extent of their command over the “necessaries and
“conveniences” of life; and it docs not scem a fundamentally
important question whether these conveniences are fixed and
embodied 1 material things or rendered directly by human
beings.  There would seem to be a certain absurdity in saying
that people are poorer because they cure their diseases by medical
advice instead of drugs, Improve their minds by hearing lectures
instead of reading books, guward their property by policemen
instead of man-traps and spring-guns, or amuse themsclves
by hearing songs instead of looking at pictures.  Again, when
we reflect on the ling drawn by common language hetweon
utilitics “embodied ™ (as Mill says) in products, and ulilities
that are merely services, it cortainly scers unsatisfactory,  In
fact, as Senior pointed out, it appears to depend “on differences
“existing not in the things themselves...but in the modes in
“which they atteact our attention’” When our attention is
principally called to the result of labour, in altering the qualities
of matter, we call this result a new product; when it is prin-
cipally called to the act of altering, we consider this act as a
service applied to a product previously existing,  What in-
fluences us is not, generally speaking, the permancnee or im-
portance of the alteralion, but the mode in which payment is

U Plitical Feopomy, p. 51 (2nd edition),
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eustomarily made. The mending of shoes we treat as a service
because we pay for it separately; but we consider that the cook
at a restaurant ‘produces’ a dish, because our payment for
his operations is lamped together with our payment for the
material on which they were exercised. A distinction thus
gronnded can hardly be maintained as fundamental. Tt may bo
vheerved too that, in ordinary estimales of the agyregate income
of the inhabitants of a country, directly useful---or, as we wight
services are commonly included: for as
such services are reckoned as paid cut of income, if we add the

gay, “ consumalle”

nominal incomes, estimated in money, of thuse who render such
services ag well as those who receive thern, the result will only
represent the aggregate real income’ of the country, if this latter
notion is extended so as to include services. Henece when we
pass to consider, in the following buok, how this aggregate real
income is distributed among the members of the community, it
would be inconvenicnt nat to enlarce onr conception of the
ageregate distributed so as to include services as well as
material products.  Both the word “ sommoditics” and the
phrase “ produce of labour™ may, I think, be used in this ex-
tended way: and I propose hereafter to employ one or other of
these tertns whenever I require to express this wider notion.
But usage, I think, compels us to linmt the term wealth to
things that are, if I may so say, stores or sources of utility com-
paratively permancent; as contrasted with the transient utilities
derived from thesc sourecs, or furnished dircetly by human
labour wilthout the intermediation of any walerial product.

§ 5. Buot this view of material wealth as composed of per-
manent sources of utility raises a new question, Suppose we grant
that services are not wealth on account of their transiency ; still,
there are other immaterial things which are permanent sources
of utility, and why should not these be included in the notion
of wealth? Tor instauce, we constder that a chief result of a
truly liberal education 1s to impart culture; that is to develope
in human beings the capacities for realising certain elevated

' Ty showdd be observed ihat the aggregaie nominal income represents more
than the aggregate conswmnption of material wealth and services; since it
inelndes alse that portion of income which ia really saved, that is, which
takes the form of ndditional instrnments, materials, de,
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and delightful modes of mental cxistence, consisting in attain-
ment of knowledge, exercise of sympathy, or westhetic emotion of
gome kind. Such modes of existence commonly require some
of the material products ordinarily thought of as wealth, such as
books, microscopes, pictures, &c.; but the capacitics themselves
are by far the most diflienlt and expensive conditions of making
actual the possible utilities “embodied” in these luxuries. A man
can buy the plays of Shakespeare for 35.6d. or less; but he cannot
buy the capacity for enjoying Shakespeare without a vastly
greater expenditure of his own and others’ labour than 3s. Gd.
would remunerate.  Ave we not then, it may be asked, to regard
this culture, when acquired, as wealth, as much as the less
important source of utility which we possess in the three-and-
sixpenny volume?  Certainly the facts just indicated should
not be overlooked by the economist; it should be borne in
mind that the expenditure of wealth and lubour in imparting
culture is an indispensable condilion of realising the most Im-
portant part of the ulilities which we commonly but impoerfectly
coneeive as attached to the material things that we call luxuries.
Nor does the consideration thai culture, not being transferable,
does not strictly possess exchange value, appear to be decisive,
at least when we arc considering the wealth of the country;
if we allow the term to include such material things as decora-
tive public buildings, &c., which cmmof,:'(;; portions of wealth,
be measured by their exchange value. Still, here again, 1 regard
the foree of clear usage as irresistible ; we must not call cullure
wealth : but we must all the move draw attention Lo ils eco-
nomic afffaitics to the material things thal we do call wealth.

A still closer relation exisls between the acquived skill of
producers and the material instruments of production. It ig
obvious that a community may increase Hs means of pro-
ducing commodities as much by improving the productive facul-
ties of its inhabitants as by adding to its stock of inanimate
instruments®; and that it depends on circumstances which of

P It may be worth while to observe that the non-transferability of kill
bas a certain effeet in diminishing the rearomable cxpectation of national ad-
vantage [rom produeing it; sinee 1t somewhal inereascs the danger thing the
utility aimed at may not ultimatcly be realised.  We may assume, gencrally
speaking, that a machine will be vnaed o long as it iz worth using; sinee if

8, L. 6
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these two courses is at any time the more profitable employ-
ment of national wealth and labour. Hence the question
whether skill is to be regarded as wealth places usin a dilemma.
It is contrary to usage to call it wealth; and yet we cannot
deny that so far as it results from labour it may be a form of
investment of capital; and yet it is hardly less contrary to usage
to call anytbing capital that is not wealth. The latter alter-
native scems to be on the whole the less objeetionable; but I
adopt it with some hesitation®.

§ 6. There are, however, other immaterial things, such as
debts, copyrights, &c,, which being {unlike culturc and skiil} ex-
changeable, are~-as we saw-—commonly included in our estimate
of the wealth of individuals. The question then arises how far
we should include these in our conception of the aggregate
wealth of the community? We will take first the most 1m-
portant case, that of Debts of various kinds. A debt may be
regarded cither as the creditor’s Right to receive a certaln sum
of money or a deblor's Obligation to pay it; the two notions
merely representing two opposite views of the same fact. Such
a right or ebligation being transferable is a thing that possesses
a definite exchange value; while at the same time it is not a
material thing; for the bill, note, bond or other document
by which such a debt is usually represented iz mere evidence
of the existence of the debt and not the debt itself. And
the least reflection will show how very large is the amount
of these valuable immaterial articles owned by Tnglishmen;
indeed most of the wealth of thosc whe are not landowners
or personally engaged in business consists of the debts owed
them by governments, companies, bankers, or private persons.
It is eommonly thought, however, that such debts are mot
properly included in the inventory of a country’s wealth, ex-
cept so far as they are debts of foreigners; for the obvious
reason that England’s wealth cannot be increased by one English-

its present owner is too Inzy to use it he can sell it; but as skill cannot so
be transferred, it may remain unused, merely because its possessor can obtain
as much wenlth as he wants in some other way.

¥ Cf, post, . v.: where it will be shown fhat the same diffienlty hos to be
faced with regard to certain other utilities resulting from labour, but not em-
bodied in material objects.
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man lending some of it to another. This simple statement does
not, however, quite meet the arguments tbat Mr Macleod has
urged to prove that such debts are a real addition to a country’s
stock of wealth. I will endeavour to put what I understand
to be Mr Maclend’s argument in my own way. Suppose that
A has lent B £100 in gold for a year at 5 per cent.  There
are then twe things in  existence; (1) the material 100
sovereigns possessed by B, and (2) the hmaterial obligation
on B to pay 105 sovercigns to A at the end of the year; which
latter, us T have said, may equally be regarded as a right pos-
sessed by 4. Now if B's credit be good, this latter thing has
actually the same exchange value as the former; and therefore
the wealth of the two—if we measure wealth by exchange
value—seems to be doubled by the transaction. The explana-
tion of this paradoxical result is not, however, very difficult.
£'s obligation to pay £105 a year hence has really a negative
exchange value corresponding to the positive exchange value
of A’s right to receive the £103 ;—Lthat 1s, 8 would have to give
any one else £100 to undertake the obligation—only there is
not strictly speaking a market for the obligations of debtors,
as distinet from the rights of their creditors, so that this
negative value does not foree itsclf on our observation, Still
B's obligation would be commonly stated, in any estimate of
his wealth, as exactly neutralizing his actual possession of the
£100: and this is unquestionably the right way of stating it,
if we measure wealth by its exchange value. At the same time
it oughl Lo be recognised that this cstimate overlooks the
inerease iu utility ou the whole, which generally speaking results
from the transfers of materiul wealth effected by means of
debts. A well-organized system of credit inereases the pro-
ductive resources of a country, just as a well-organized system
of railway communication does; and this effect is especially
striking in the case of certain kinds of debts, viz. those of
bankers and merchants, which are used over and over again
in transfers of wealth; and thus come te be a medinm of
exchange, which to a large exient takes the place of gold coin.
Now so far ag such debts (or the printed or written acknow-
ledgments of them) serve as substitutes for the precions metals
in the machinery of exchange, it seems unreasonable to include

6—2
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the latter in our account of a country’s wealth and reject the
former, Suppose a country substitutes an adequatc currency of
banknotes for a portion of its gold currency, and buys goods
from abroad with the coin saved, can we deny that its wealth
has 1ncreased? The difficulty of doing so Lecomes more mani-
fest if we vary the hypothesis and supposc the notes to be
inconvertible—that is, not obhigations (o pay coin, but merely
substitutes {for coin to which the government gives legal cur-
rency. Such notes obviously perform the same function as the
coin they represent and have the same (or nearly the same)
exchange value, provided the amount issued be duly limited.
On what greund then can they be held to be less wealth than
metallic money ? for if it be urged that such nofes are not
available for foreign payments, it may be answered that the
land aod houses of a country are a species of wealth that
equally Hes under the condition of being neeessarily used
within the ecountry. Yet if we admit inconvertible notes to
be a part of the eountry’s wealth, it seems unreasonable to deny
this attribute to convertible notes, on account of the obligation
to redeen the latter in coin on demand: since the practical
effect of this obligation is merely to necessitate the keeping
of a reserve of gold cquivalent to a porvion of the notes; and
all economists regard this as a cheap price to pay for the
superiority of convertible to inconvertible notes.  And what s
true of bankers” obligations will bhe admitted to be true of
other debts, so far as they perform the same useful function
of enabling material wealth to be transferred to the persons
to whom 1t 15 most useful.

At the same time 1t is not an easy matter to eslimate the
cxact value to a country of its medium of exchange, when
this eonsists partly of metallic money and partly of bankers’
debts. For though the actual functions and exchange value of
the two portions are the samc, so long as the coin is used as a
medium of exchange within the country, we ought not to over-
look the potentiol value peculiar to the coin as being both
available for foreign payments and capable of heing melted
down and turned to other uses without any considerable loss.
Thus the question how far a country ought to be considered as
richer for having more metallic money than another and using
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a smaller amount of bankers’ obligations, hardly 2ecing to admit
of a simple and definite answer; since we cannot apply the
ordinary standard of exchange value to measure this potential
utility of metallic money.

For ¢hoese reasons—avhile it would be absurd to deny money
to be wealth—it yco scems to me wost convenient to omit the
medinm of exchange altogether in owr comparisons of the wealth
of different socicties {or the same society at different times).
But there are further arguments for adopting this course. In
the first place we have to bear in mind that a medium of
exchange does not beeome more useful in proportion to its
amount. The funetion of money, so far as its emsployment within
a country is concerned, will be no better fulfilled by a larger
quantity than by a smaller; provided that our habits and
enstorns of distribution and exchange ave duly adapted to the
smaller amount.  Again, the amount of medimm of cxchange
which a counlry uses, the value of 1ts metallic money being
given, docs not depend solely on the amount of wealili other than
money that it coutains, but partly on the extent to which this
wealth is exchanged. One country may have a larger stock of
goods than another, and yet have less nced of a medium of
exchange, because its goods do not pass from hand to hand to
the samne cxtent or with the same frequency.  Under these
circumstances, if we suppose the value of gold to be the same
in both countries, the other country will have to provide itself
with o larger amount of the medium of cxchange. DBut it
would be misleading to say that this latter country is richer by
this addition; because if this extra portion of the medium of
cxchange is not really useful to the country, it would be con-
trary to common sense to eall the country richer; and if it is
useful, its utility will to a great extent manifest itself in an
increased production of goods other than money; hence, as we
shall have already cstimated the resnlting increase of wealth
in considering these other goods, it will be counting it twice
over if we also reckon the medium of exchange at its nominal
value, in addition to the goods®.

1 It should perbaps be observed that a porlion of the utility of the medinm

of exchange will consist nol in a greater prodaction of nsefal things bnt in an
incrense of their uiilisy through the better disiribution that trade brings about.
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§ 7. This last argument applies, however, to all the instru-
ments and materials of production, and shows the need of a broad
distinction between the two porticns of a country’s mnaterial
wealth which we may distinguish as Consumers’ wealth and
Producers’ wealth respectively. By Consumers’ wealth T mean
guech material things as, like the ‘consumable services’ before
distinguished, are dircetly available lor satisfying human needs
and desires; Producers’ weulth (and similarly, of course, Pro-
ducers’ services) being only useful indirectly as a means of
obtaining the former. What is commonly prominent in the
thought of men when they speak of the increase or decrease of
a country’s wealth is certainly its stock of consumers’ wealth;
indeed we sometimes find in such discussions that the general
torm wealth is used in this more restricted signification”, The
distinction does not naturally suggest itself when we are con-
temiplating wealth from the point of view of an individual:
since an individaal may at any mowment exchange his land or
hiz factory for any portion of consumers’ wealth that he may
desire ; so that they are to him at least potenticlly consumers’
wealth to the extent of their market value. But this conside-
ration is in the main inapplicable to the whole community,
which cannot similarly sell its land, factortes, &c.: hence when
we are diseussing social wealth our attention is fixed in the
first instance on things directly useful. Such things, in short,
seem to be social wealth in a primary and special sense; while
other things, only used and valued as a means to the produc-
tion or conservation of these, are ouly to be called wealth in a
sccondary and wider signification of the term. It must be
admitted that the boundary line between the two classes can-
not be sharply drawn; there is an indeterminate margin of
things which might plausibly be placed in either or both of
these classes. Still this margin does not appear to be of great
mmportance as compared with the aggregate of either class; and
here as in other cases the impossibility of drawing a sharp line
ought not to lead us to abandon a broadly important distinction,

! Such a view seems to be really implicd in Adam Smith’s langnage slready
quoted ; ince the ‘*wealth of nations™ into whose pature and eruscs he inguires
seems to be interproted in the first sentence of his work as “all the neecssarics
and convenicnees whichk a nation annually consnmes.”
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provided that we bear in mind the imperfect precision with
which our claszses are defined,

When this distinction is onece faken, it is easy to sce that
it is migleading to add the amount of Conswmers’ wealth in a
country at any time to that of Producers” wealth, and present
the sum of the two as the “tolal wealll” of the country, For
since there is no constant proportion between the two parts of
the total thus heterogencously composed, a country might thus
fallaciously be represented as having grown richer in proportion
to the number of itg inhabitants, owing to an increase in the
number and elaborateness of its instruments, when in fact its
produce per head, prospective as well as actual, might have
really decreased. It is to be observed, too, that the exchange
value of durable instruments (including land) may easily in-
crease without any addition to their productive efficicney: sinco
what people are willing to give for instruments of production
docs not depend entirely on the amount that they expect to
produce with thewm, but partly also on the relative value of
future wealth generally as compared with present wealth: that
is on the rate of interest. If the rate of interest falls, owing to
the decreasing productiveness of the latest additions to the
capital of the country, previously existing iustruments of
permanent utility-—among which land 1s the most important—
will rise in value without necessarily becoming more productive :
and therefore if we simply measurcd the ameunt of wealth
contained in such instruments by its exchange value, tho country
would seemn to have received a large inerement of weulth,
mercly through a fall in the rate of intevest.  This illusory result
would no doubt be aveided if land and other instruments were
included in the list of commodities drawn up for the purpose of
rectifying the standard of value. DBut the objection would only
vevive In a new form; sincc the result obtained by striking a
balance between the change in the value of money relatively
to consumers’ wealth, and the change in its value relatively to
land, vailways and other instruments of permanent utility, pur-
chased for investment, does not really answer any question that
we are interesled In asking.

Iere, then, we may decide the point left undetermined at
the closc of the preceding chapter ; for it has now become clear
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that the distinction really important to us, when we are com-
paring prices at different times and places, 15 not that between
‘products’ and ‘scrvices”; but rather that between ¢ consumers’
‘commodities,” whether material or immaterial, and{products
and services that are only useful as a means of producing con-
sumers’ comwmodities’. Any real gain in the latter, since 1t
must consist in an increase in their productivencss, must
ultimately manifest itsell by « gain in the lormer. Henco in
our endeavours to estimate variations in the standard of value,
tu order to infer from the nominal income of a community its
real command over the necessaries and conveniences of life,
we should confine cur attention as exclusively as possible to
variations in the prices of consumers’ commoditics: and so far
as we cstimate scparately a nation’s material resources for
producing such commoditics we slotld econsider not the price
at which they conld he sold, but the amount they may be
expected to pradugee,

§ 8. If the distinction above explained be admiiied, the
question whether debts and other immaterial portions of the
property of individnals arc to be reckoned part of the wealth
of the community evidently assumes a now aspect; since they
are at any rate to be considered as producers’, not consumers’,
woalth, and are therefore to be estimated not by their nominal
cxchange value, but by their productive efficiency.

The estimate is often a diflicult one to make; but it is at
any rate ensy to see that a knowledge of the exchange value of
such immaterial commodities will help us litlle in making it.
Tiuke, for example, the rights to prohibit imitation of one's
inventions and literary conmposilions by others, known as
Patents and Copyrights. Here, 1t is obvious that the pri-
mary cffect of patents and copyrights is generally to decrease

! As I have already said, the line of definitien herc is not one that can be
sharply drvawn: nor does it matter mueh how we draw it, provided that we
draw it similarly in beth terms of any comparison, and provided that no kind
of utility be omitted or counted fwice over. For example, it dees not matter
utuch whether in our lists of prices we take wholesale ox rebail priceg; only, if
we alopt the fvrmer course (which iz obviously more convenicnt) we muat
estimade separately the servieeg of refarl lraders amd a part af least of the
services of carriers. 1t i, however, more proper to include these services in our
conecplion of productive labour. Cf. post, c.1v. § 2.
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the amount of consumers’ wealth produced in the country.
The utility of the invention on which the patent is bused may
be very great; but it would be priind jfucie greater if there
were no patent at all, so that every producer might use it freely.
Still, we belicve that the nhkimate effect of the establishment
of patent rights is to incrcase the stock of directly useful
commodities, through the stimulus given to inventive activity,
But what a country gains in this way cannot be estimated with
(uantitative exactness, any more than what it gains by any
other point of difference between a good and bad system of
lecislation ; and it would be manifestly illusory to measure this
advantage by reckoning the average exchange value of patents.

So again, there is an important clernent of truth in the
fallacious reasoning by which it has been argued that our
national debt should be included in the inventory of England’s
wealth, as much as eapital sunk in land or railways; as the
interest paid on 1t is paid for the use of mouey which has
been Lhoroughly well invested in rearing the historic polity of
which we enjoy the benefits.

¢ Tante molis erat Romanam eondcre gentem,”

and the “civis Romanus” has naturally to pay, like the share-
holder in a railway, for the borrowed capital used in this great
construction.  The analogy 13 undeniable; no doubt money
laid out in maintaining and improving Government is most
productively cxpended, and should be so regarded; cspecially
since any onc who thinks the privilege of being an English-
man not worth the price is at liberty to transfer himself to a
less expensive polity.  Only we must not infer that Tngland—
any more than a rallway—is worth more because it has cost us
30 much; still less that it 18 worth more beeause we had to
borrow the money. This latter, however, i3 the inference
tmplied in reckoning the Funds as a part of the country’s
wealth ; as Mr Macleod and others are disposed to do.

It is all the more important to dwell on the real value to a
country of its political organization (including its system of law)
heeanse, being common to all members of the community, it is not
represented in any ordinary commereial estimate of the wealth of
individuals. The case is otherwise with cerluin elements of that
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more indefinite and spontancous social organization which, viewed
as a whole, is a hardly less indispensable factor in the actual pro-
duction of the aggregate of utilities enjoyed by the community,
The established relations of individual traders and professional
men with other members of the community who habitually deal
with them, are sources of gain to these individuals, admitting
of more or less definite valuation. This is the case to some
extent even with relations that are only partially transferable
as the Credit of a banker or merchant, which may be handed
on through the continuity of a firm, but cannot be exactly sold
to a successor. I may observe that in discussing the case of
bankers’ and merchants’ obligations, employed as a medium of
exchange, I have avoided the term “credit,” as signifying
ambiguously both the confidence which a creditor feels in his
debtor, and the legal obligation to pay monev which the
latter incurs in retorn for the wealth lent him.  But when
a merchaut’s credit is said to be a part of his capital, the
term generally denotes rather the conhidence repesed in him
by other merchants and bankers, which induces them to accept
at their nominal value (allowing for ordinary interest} Lis obli-
gations to pay money at some future date, rather than these
obligations themselves. If this confidence diminishes, the
merchant has either to borrow less or to pay more for what Le
borrows; and in either way is liable to incur a diminuilon of
profits. In this sense, therefore, credit is a sourcc of wealth
to a merchant, of which the value is measurable hy the addi-
tional profit that it ecnables him to obtain, The same may be
said of the Reputation of a professional man, so far as it increases
the demand for his professional services. But such reputation,
though an important source of wealth to individuals, is yet
not commonly regarded as being wealth, because it is in uo
degree transferable; any more than the professional skill on
which—if well-founded—the reputation is based.

There 15, however, another immaterial source of wealth
to men engaged in business or profession, which has an in-
timate relation to their reputation; and yet must be distin-
guished from this latter, ag it has the economically important
difference of being transferable. This is what is variously
known as Practice, Goodwill or Connexion: by which we
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denote the fact that a considerable though indeterminate
number of persons babitually use the services of a particular
trader or professional man, and from the force of habit will
mostly continue to use the serviees of any one who obviously
steps into his place.  Such settled habits of other persons are
of course a considerable source of profit to the person whose
services are employcd; and in many industries they give to old-
established houses a qualified monopoly of business, in some
respects analogous to the monopoly of well-situated land from
which a good deal of the wealth of rich Jandowners is derived.
No doubt ‘ Goodwill” is a less durable article than land; it is
easily destroyed by bad management, and some of it is necessa-
rily lost in any transfer. But so far as it is capable of being
transferred at a definite exchange value, we ought no doubt to
include it in any estimate of the wealth of the person enjoying
it. And T am not prepared to deny that this immaterial wealth
of individuals may to a certain extenl be nightly considered as
a part of the productive resources of the community : for, as
was before said, the establishment of certain defimte channels
of business, certain fixed habits of dealing with particular
persons and companies, is a normal element of social organiza-
tion; and we cannot coneeive it annihilated without serious
inconvenience to soclety. DBut it scems clear that the social
utility of the Goodwill or Connexion of individual traders can-
not in the least be inferred from its cxchange value, any more
than the social utility of their Credit or Reputation,

It may be noticed that in the case of ‘Goodwill” or ‘ Business
Connexion’ whal Is actually bought and sold is commonly the
legal right of using the name (as well us the acluul buildings,
&c) of the dealer from whom the Goodwill is purchased. In
the case of a physician’s Practice, however, no similar external
symbols of continuous succession arc exchanged; what the
physician undertakes to give in return for the money paid him
is merely his abscnce and his recommendation; and it is a
remarkable illustration of the force of mere habit, even in so
important a matler as the choice of medical advice, that this
recommendation—even when currently known to have been
purchased—should have so high an exchange value as it appcars
actually to possess.  But in neither case is the habit of dealing,
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on which the profit of the purchase depends, really sceuved by
any legal right. T draw astention to this point, because even
in the case of patents, copyrights, &e., considered as portions of
an individual’s wealth, 1t does not appear to me cxactly correct
to say with Mr Macleod that the wealth consisis in the legal
right; but rather that it consists in the speeial productive
advahtage or uttlity, the means of making extra profit, derived
from the [act ol non-imitation, though secured by the legal
right. For if the legal right were aunuihilated, the owner of
the patent would remain just as rich as befure, if only a general
habit of non-imitation could be maintained among rival pro-
ducers, Similarly in the case of any portion of material
wealth, that which constitutes a tling wealth 13 the possibility
of enjoying the utilitics or satisfactions to which it is a means,
secured to ity owneor by his legal right to non-interference on
the part of others; and not this right itself Hence in con-
gidering material wealth, thongh legal ownership is presumad,
it is harvdly necessary to draw aitention to it.

We have now examined the chief questions that have been
raised with regard to the definition of wealth, The results
that we have obtained, so far as they are important at the
present stage of our present investigation, will perhaps be most
conveniently summed up at the outset of the following chapter.



CHAPTER TV,
CAUSES OF VARIATIONS IN PRODUCTION.

& 1. Tut lengthy discussion in the preceding chapter will
not, I trust, have been thrown away, if it has assisted us in form-
ing a clearer conception of the object that we have in view, in
investigating the laws or condivions of Production, The term.
Wealth, as we have seen, is variously uzed in ordinavy dis-
course, and may with perfect scientific propricty be diversely
defined for the purpose of dilferent inquiries.  But n studying
the Wealth of Nations what we are concerned to know is,
Under what conditions diiferent communities of men, or the
sane communities at different tmies, come to be “hetter or
“worse supplied with all the necessarles and conveniences for
“which they bave occasion™” Hence our attenlion should be
concentrated upon those directly useful commodities which |
have called Consumers’ Wealth to distinguish them from the
instruments and materinls which are only useful and valuable
as weans of producing other wealth. 1t has to be obscrved that
tlis Consumers—no less than Producers'—wealth is of very
varying degrees of durability; and the more durable portion
of it has often been left rather out of sicht Ly cconomists.
When Adam Smith, for instance, speaks of the “annual pro-
“duce of labour,” the term ecalls to mind the foodl that is

“eaten from day to day or the clothes that are worn out in a
few years, rather than the houses, gnrdeus, parks, pictures,
Jewels, &c., that arve handed down from generalion to gencra-
tion. At the same time these lattor must not be omitted in
estimating the communiiy’s command over the “convenlences”

1 Adam Sinidh, Tntre Taction,
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—and even the “necessaries”-of life. A man’s house does
not the less shelter him from the elements because it was built
in the reign of Elizabeth; and if we ask why England now is
richer than England 300 years ago, a part of the answer must
ha that each generation has added somewhat to the stock of
such durable wealth as is not, exeept accidentally, destroyed
in the using,

At the same time, this is no doubt a very small part of the
answer required ; especially since this stock of wealth not only
requires continual expeaditure of labour in care and repairs,
and econtinual additions to take the place of what is slowly
consumed, but is also held to need continual adaptation to the
changing tastes of wealthy consumers. And perhaps it will be
most convenient for the present to neglect this small element
of inherited consumable commodities and consider socicty as
continnally supplying what it continually consumes, in respoct
of the eomparatively durable part of its consnmers’ wealth no
less than of that which 1s rapidly destroyed and reproduced’,
But we must not forget the amount of error involved in this
limitation of view; and we maust also bear in mind that care-
lessness in preserving what has been produced, and the insta-
bility of taste and fashion which impairs the satisfaction derived
from it, tend practically to reduce the annual supply of com-
modities just as much as a deficiency in quantity or quality
of labour.

Turther; we have seen that since it s not important to
us whether the conveniences for which we havo occagion are
“utilities fixed and embodied in material objects” or ser-
vices rendered directly by human beings, it 1s necessary for
completeness of view to consider along with consumers’ wealth
what I have called, for analogy’s sake, “consumable services” :
and 1 accordingly propose to extend the terms “ produce” and
“commedities,” so as to include such services as well as material
products. I also pointed out that, since a portion of wealth
consists of books, pictures, microscopes, and other material

+ Ag will be seen, a different view of this durable consumers’ wealth is
altained in the following chapler, in which its analogy to Producers’ capital is
brought cut ; but the difference is not very important for the present investigs-
tion,
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means of literary, artistic, and scientific culture, and since the
utilities embodied in these objects cannot be realised except by
persous who have bheen more or less elaborately trained, it
would be a mistake for us to leave out of sight the culture
that results from this training, and the skill that is acquired
and used as a source of immediate cnjoyment, as a private
person’s skill in painting or piane-playing. Though we do not
eall permanent skill and enlture, any more than transient ser-
vices, by the name of wealth; still, since they resemble wealth
in the two important characteristics of being results of lahour
and sources of satisfaction, the economist no less than the
statesman or the philanthropist must keep them in view, in
contemplating the growth of the resources for refinement and
elevation of life which the progress of civilisation tends to
furnish in continually inereasing abundance.

At the same time, there is, T think, a decisive practical
reason for not including any veference to eulture, or to the
labour by which in each generation it is developed and trans-
mitted, in our present examination of the causes why different
societies are better or worse supplied with commodities gene-
rally : viz. that the most important changes that we have to
note and explain in society’s command over material wealth, are
very different in their nature and causes from the most im-
portant changes that have taken place as regards the possession
and enjoyment of culture. Under the latter head, for instance,
the varying quality and abundance of the services of painters,
poets, educators, even priests would be a prominent objeet of
investigalion ; and would obviously take us into regions very
remote from that of Political Eeonomy as ordinarily understood.
Ou the other hand, for very similar reasons, it would be equally
inconvenient to confine our view to utilities embodied with
comparative permanence, in material objects. There are other
utilities not so embodied, but equally derived from the applica-
tion of labour to matter, of which the increased supply that a
modern civilised coramunity continuvally enjoys is due to causes
simtlar to those that have increased its commmand over material
commodities; and of which therefore the production is natn-
rally and smilably considered along with the production of the
latter.  Such, for example, are the commodities of Conveyance



a6 VARIATIONS IN PRODUCTION. [Boox T.

and Correspondence ; however important increased facilities of
conveyance and correspondence may be as factors in the pro-
duction of wealth: it would be absurd to put out of sight the
utility of railways and telegraphs as conveying tourists and the
messages of friends, no less than gowls, commercial travellers,
and messages of business.

The ‘produce, therefore, of which we are to cxamine the
viulntions in amount must be coneeived as something of which
material wealth 1s the chief bat not the sole constituent. For
brevity's sake it will be eonvenient sometimes to refer to it as
wealth : but we must be understood to have in view all the
commoditics derived from the application of the labour of a
society of human beings to their material onvironment.

One more limitation of the inquiry—so far, at least, as it is
appears to me neccssary. We
had aceasion to notice in the preceding chapter that the signifi-
cance of comnparizons between the amonnts of wealth possessed
by different groups of persons is liable to be seriously impaired
by any important vartations in thoiv needs and desires. Thus
anything more than a vaguc and general comparison between
the annual produce of England and that (e.c) of a tropical
island would be obviously idle; indced the assertion that the
former nation is richer than the latfer has hardly any meaning,

Plll‘S'LlGd with any exactness

except as reforring to spure wealth,  There is more advantage
in comparing quantitatively the wealth of England with that
of Germany or France ; as the physical needs of the populations
of these conntrics may be assumed to be approximately the
same; and a similar assmnption is perhaps still more legitimate
in comparing Kngland now with England a century or half a
century ago. The primary needs of an Enghishman, the food,
clothing, shelter, &e., that his race and climate render necessary
for his health con hardly bave changed materially; and though
secondary nceds of tea, tobacco, newspapers, &e., may have
developed themselves in him we shall have no hesitation in
regarding the material means of satisfving these needs as a
gain in the aggregate of satisfaction derived from material
objects.

§ 2. The fundamenial questions, then, which the Theory
of Production atlempts to answer, may now be precisely defined
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as follows: (1} What are the causes that make the average
annnal produce per head' of aEﬁen community at a given
tine greater than that of another whose primnr}' wants are
not materially different, or greater than its own produce at a
previous stagre of its history 2 aml (2) What are the laws of thetr
operation 2 The answer to the former of these questions is
somewhat complicated, Tmt 1o 1o way doubtful or obsowre :
it mevely requives a little care in rellestive analysis to dis-
tinguish the different clements that enfer into ile productive-
ness of industry ; though their mntual conuexion is so close
and 1ntricate that it is a matter of some little diffienlty to
expound them in a clear omder. Bul when we attempt to
measure accurately the operation of any of these causes in the
past, and still more when we lry to forccast the extent to
which they may be oxpectad to operate in the future, we
toneh on peints which controversy has found—or rendered
—diffieult and perplexing. It has therelore seemed to me
desirable to troat these two questions scpavately; and to
confine myself in the present chapter to a merely qualitative
analysis of the comditions of Prodnetion, reserving for a future
chapter the discussion of the mere precise quantitative state-
ments, which for distinetness’ sake I propose to call the * Laws’
of Production®

w_Lhe Production of a community, then, in our present view
of it, may be defined as the adaptation by the agaresate of its
labour, of external matter, organic or worganie, o the satisf-
tion of the ageregate of its wants, According to rhe ordinary
use of the term ‘ production,” this process is conceived as termi-
nated when the portion of matter to which it is applied has
recerved its final quality and shape; the eonveyance and sale of

I We investigate the average supply per head, and not the toial supply;
because it is to the former that all asseitions as to the preater or less wealth of
a socicty eommonly rclate-—we do not think that a nation has grown richer
merely beeause, having grown larger, it consumes more food, clothing, &c.
And we take the snpply as aunual, beeanse the prizeipal produets of agricultore
ave artiaily prodoced at intercals of abont a year; othersise, of course, any
other period would do equally well.

% For she presont, therefore, we have no occasion to solve the diffieulties that
{1z we have scen) stand in the way of our obtaining an exaet eommon measnre
of amounts of wentth or produse av diferent times or places,

8 L. 7
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such finished products being regarded as separate and subse-
quent processes. But it will be more convenient here, and
more consistent with the extended meaning which I propose to
give to the term ‘produce,’ if we also extend the mcaning of
‘production” so as to include in it the labour of carriers and
traders, no less than that of farmers and macufacturers. It is
obvious that, for a given population, this whole process will tend
to yield more or less of the desired result according as the
labour s (i) applied under more or less favourable eircum-
stances, or (if) is greater in quantity, or (iii) more efficient in
quality. T include under the term labour all kinds of volun-
tary exertion, intellectual as well as museular, which contributes
direetly or indirectly to the inerease of produce as above de-
fined. The precise distinetion, however, between “quantity”
and “quality ” of labour is not very clear in ordinary thought.
On the whole, it seems most convenient to mean by “quantity
of labour” merely eatensive quantity, measured in two ways,
by length of time and number of labourers. On this view we
may distinguish four different ways in which the labour of one
community may be less than the labour of another, in prapartion
to the whole number of the population, for (1) the workers may
bear a smaller ratio to the non-workers, or {2) the number of
years during which they work may bear a smaller ratio to the
whole period of life, or {3) they may work for fewer days in the
year, or (4) for fewer hours in the day. Tt may however be
urged that we ought to regard labour as having intensive as well
as oxtensive quantity; and no doubt we comwmonly speak of
men as dolng more or less work in the same time, meaning not
merely that they produce more or less result, but that they
make more or less effort. DBut since I cannol find any satisfae-
tory measure of the amount of such effort, applicable to all
kinds of labour alike, it seems best to inelude this scurce of
variation under the third head of ‘efficiency’ of labour. The
question is not of great practical importance; because the varia-
tions in quantity and quality of labour respectively are on any
view largely due to the same causes’.

1 Mr Jevons, in his 2Theory of Political FEconomy (c. v.), considers labour
ad possesaing intensive gquantity; but hia view of this characteristic doees not
appear 1o me very clear or consistent. Tn one passage (p. 188, 2nd ed.} he says
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§ 3. Let us begin, then, by analysing briefly the differences in
the productiveness of labour that are due to external conditions,
In the first place the *‘spontancous bounties of nature” (as
they are called} are very unequully distributed : in some regions
a much greater abundance is obtainable than in others of
things dircctly consumable, or the malerials or instruments
required for making them or the materials of the latter: either
without human labour, except the trifling labour of appropri-
ation, or {more often) so as to need less labour than elsewhere
to be expended in obfaining or preserving them or applying
them to their appropriate uses. These variations are so obvious
and familiar as not to need illustration. Almost equally obvious
are the differcnces in the degrees in which land and water,
the great permanent instruments of production (including con-
veyance), are naturally adapled for {lis purpose or capable of
being made so. 1t should be observed, however, thal these
maleriul advantages do not remain the same in all stages of
industrinl development : but vary with the vaiylng amounts of
labour applied and the varying efficiency of instruments and
processes.  Thus in newly settled countries the lands first
cultivated are commonly not those that ultimately prove most
fertile : so again the river-system of a country is fundamentally
important for communication $ill railways are invented, but not

that “ intensity of labour nay have more than one meaning; it may mean the
“ quantity of work done, or the painfulness of the effort of doing it.” Dut
suraly ‘‘guantity of work done.—or, as he alterwards says, “‘amount of
“ produce” —varying s it musl wish the material to whieh the labonr is applied,
the slill witlh which it is directed, the instrnments that aid is, &e¢., e, caunot
possibly measure the mere quantity {in any sense) of the labour. And though
the “painfoluess” of labour is o characterissic of fundawental economic
importance, it cannot possibly supply a univerzal measure of labour; since, as
I have alveady argured, the assumption that labour is universally painful is in
conflict with facts.

In ancther passage (p. 221) Mx Jevons says that “‘we may approximately
“mensure the intensity of labour by the amount ol physical force undergone
“in a given time.” This view appears to me quite different from the one just
discussed ; since by ‘‘amount of physical force undergone” must be meant
some effect on the labonrer's erguniwn, not on the material modified by his
lasbour. But what the precise nature of this orgauic effeet is, or by what
standurd, applicable {o a1l kinds of labonr alike, Mr Jovons proposes to measure
it, T eannot discover from his cxamples,

7—2
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afterwards : and similarly the ocean was long a bariier to
navigators of inland seas.

Secondly, as we pass from one part of the earth’s surface to
another, we find similar varlations in the conditions unfavour-
able to production or to the preservation of what hag been
produced : either periodie conditions of inorganic nature such as
extreme dampuess' or extreme heat; ov occasional disturbances
as floods, storms, earthquakes, &c.; or plants or insects noxious
in various ways. Iere also we may notice the direct physical
offect of climate on the labourer’s energy, as well as its effccts
in varying the period during which labour can be usefully
employed in agriculture®: though these might cqually be brought
under the other heads.

In short, the external world upon which man operates
requires in its original state very different degrees of adaptation
to bring it to the same degrec of aptitude [or human uses.
We lLave now to observe that, in the regions of the earth which
Lave been for some time in the possession of civilised man, each
succceding gencration reccives its portion of the carth’s surface
in a somewhat different condition from the preceding gene-
ration. For the most part it finds its inheritance in a state
more favourable to labour; the lLenefits of its predecessor’s
work being inextricably mingled with the “spontaneous hounties”
of nature. These benefits may have been to some extent
intentional, as when men plant trees that their children may
reap the fruits; bul for the most part each generation carries
on primarily for its own ends the provess which, from a human
point of view, wo may call the “improvement’ of the external
warld ; only a considsrable part of this improvement, being
permanent in its nature, profits posterity as much as the
improvers themselves. The later-born generation finds, along

? 4 During the rainy season, in the region of the upper Ganges, mushrooms
*'shoot up in every corner of the houses; bocks on shelves swell to smeh an
““extent that three occupy the place previously occupied by four; those left on
‘“the table get covered over with a coat of moss one-eighth of an inch in thick-
““ness.”  Roscher, Political Leonomy {Lalor’s translation), § curx.

# «In the countrics on the Danube,’ says Professor Hearn (Plulology,
pp. 74, 3Y, *‘the cnltivation of the ground and the reuping of the crop arve
+spread over seven months; in the countries on the north of the Volgn they
" must be conclnded in four monthy,”
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with fields originally ferrile, others that have become so
through labour spent in clearing and draining, embankments
to ward off floods, tanks or canals for irrigation, &e. It
finds that the beasts of prey that wvsed to inhabit its land
are either extinel, or reduced in numbers and scored {rom the
haunts of wmen. It finds rivers made navigable and freed from
“snags and rafts, rapids and shallows,” harbours made more
commadionz, roads and railroad levels eonstrueted,  'To main-
tain some of these improvements will require, no Jdoubt, some
labour of its own; but indefinitely less labomr than was re-
quired for their original construction. So again, it finds
speeies of plants and animals which have not only been tamed,
but also by gradual breecling have been rendered more fit
than they originally were for the satisfaction of human wants.
This improvement, also, is not strictly speaking permanent:
it might conceivably be lost: bul it iz not likely to be lost
without o social catastrophe, and, gencrally speaking, it does
nob endail any additional Iabour on the generation that succeeds
to 1t

On the other hand, we have to notice certain respocts in
which the earlicr gencrations arve liable to render the land
they live in worse adapted for the requirements of their
suecessors. They tend to exhaust the useful mincrals that are
most. conveniently situated for extraction—and also certain
nseful organie products aceutnulated in previous ages, such as
Peravian gouano.  They may exhaust the fertility of certain
soils by [requent crops, so that these sotls will afterwards
require more labour to vender them as fertile as they were
originally, They tend to diminish the number of useful wild
animals and drive them into places where they are move
difficult to catch; and to carry the clearing of forests heyond
the point at which the tree is less useful than the ground on
which 1t stands.  DBut these and other similar deteriorations,
so far ag we have vel had experience of them, cinnot be saiid
to weigh leavily in the balance against the improvements
before mentioned,

There is however one specially huportant way in which a
generation way find itselt with a material enviranment fess
adaplod to its needs, through the action of its predecessors,
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It may find that, through the increase in its numbers, the
country it Inhabits hag become too small for the most
effective application of the aggregate of its labour: that is,
the inerease in the advantages of Division of employments
(to be presently noticed) may be more than ncutralised by
the diminution in the proportional amount of agricultural
produce that ean be annually exteacted from the land, in re-
turn for the extra lahvur applied to it

Then, further, we have to observe that the gilts of nature
are ouly usefu! so far as they ave known; and that our know-

ledge of them has continuwally increased. As civilisation.

progresses, men discover, or enter into effective communication
with, regions unknown to their ancestors,—regions containing
new uscful plants and animals whose products they may
appropriate by excliange ; they discover new possibilities of
acclimatizing foreign plants and animals already known ;) they
find new minerals in their own land,  New cowbinuficns of
mitter, agnin, are ascidentally produced in the development
of industries, which are afterwards ascertamned to possess un-
expected utiiities, To a sull larger extent useful properties
previously unknown or a'inost unkpown ave discovered in
things already known, or new modes of combining properties
already known so as to increase their atility. In all these
ways the available Lounties of nature come to be continually
increased, by the progress of knowledge, for each successive
veneration. Here agon the mmprovement is not absolutely
permancnt ;) it may be lost through the intellectun] inertness
of the later-born inhabitants; indeed, like some of the maiervial
improvements  before-mentioned, it requires a continual ex-
penditure of labour to maintain it.  Bat this expenditure is
irifling in comparison with the utility of its results; and is
not likely to be pretermitted by any civilised society in its
normal conditlon.

§ 4. In dealing with the fiest class of conditions of variable
productiveness, 1 have been led to include one that might
equally be placed in the third class. For the increagse of our
knowledge of matter and its properties, taking effoct in what
we call Tnventions of new industrial processes, 1s properly re-
garded] as one of the most important causes of Improvement

»
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in the efficiency of human labour. Tn another respect, again,
the distinction above drawn between improvements in Man and
in Nature, though on the whole convenient, 18 somewhat forced.
For Man is a part of Nature; the productive qualitics of man
no less than those of plants and animals, exhibit differcnces
that are, velatively speaking, original—that is, of which the
origin is lost in prebistoric obscurily ; and at the same lune
they are similarly susceptible of improvements that may be
transmitted through pliysical heredity. This is true not only
of such qualitics as strength, energy, fineness of sense, &c.,
but also of higher intellectual aptitudes.

Again, as we have already seen, both the quantity and the
quality of labour are dircetly atfected by eclimatic influences,
which render the labourer limself languid ard inert, or
render hapertant kinds of work impossible for him at certain
periods.

Pasging from these conditions, which are in the main un-
alterable, we may notice varlations in the qnantity and personal
cfficiency of labourers which depend on such pliysical and social
circumstances of the labourers lives as admit of being at any time
modified by the action either of individuals or of the society
to which they belong,  In the first place, it is obvious that
the proportien of effective workers to the rest of the com-
munity will be less, other things Lleing equal, where the
population is increasing rapidly, owing to the larger number of
children that have to be supported; it will be less, again, the
greater the numwber of clildren that die in infancy, owing to
want of care or want of proper food, elothing, &e. Again,
unsanitary conditions of life tend in another way to reduce
the (uantity of labour performed by a given population; by
diminishing, through premature death or early and prolonged
decrepitude, the average proportion which the working period
of life bears to the whole; and again, by dimmishing the
number of working days in the year, through increased fre-
quency of incapacitating discase.

Similavly, bad air and water, uneleanliness, over-indulgence
in aleolol, and other unhealthy habits may lower the physieal
tone of the lubourer and thus impair the quality of his work
without causing pagitive illness; on the other haund the strength
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and energy of the labourer may be largely increased by an
ampler supply of the necessaries of life’,

Even more important than the ditferences in the physical
streugth and vigour of labourers are the variations that we find
in their skill and intelligence, their foresight, quickness, vigi-
lance, and resonrce in availing themselves of advantuges that
further productivn and aveiding or vemoving all that im-
paits it,  Superioritics in these respecls are partly, as I have
said, congenital and travsmitted throngh physical heredity :
but to a great extent they are banded dewn from genera-
tion to generation by conscivus training and learning ; primarily
by technieal training and lcarning of special arts and pro-
cesses, though the effeet of general education in developing
industrial intelligence must not be overlooked.  We must
also Lear in mind the extent to which industrial efficiency
s trapzmitted by assoclation and  unconscious imitation.
“The child)” says Prof. Walker, “becomes o better work-
“man simply by reason of being  accustomed, through the
“years of his own inability 1o labor, to sce tools used
“with address, and through watehing the alert movement,
“the prowpt cooperation, the precise wmanipulation, of bodies
“of workmen., The better part of industrial as of every other
“kind of edueation is unconsciousiy obtaned.  And when the
“boy 13 himself apprentieed te a trade, or sets himsclf at work,
“he tinds all abont him a thoreugh and winunte organization
“of Iabor which condnces to the highest production; be has
“examples on every side to lmidtate; if e encounters special
“ubslucles, he has only to stop, or hardly even to stop, to see
“some older hand deal with the samne®” This unconscious
mmitation operates powerfully in keeping up the habitual
eneray of individuals in a society when a high average stand-
ard of energetie work is maintained,

§ 5. Still, in explaining Jiffercuces in the degree of energy
of dividual labourers or groups of labourers, as well as differ-
ences in the (exiensive) quantity of the labour performed by a

! Hemee—as we shall aflterwards nolice—differences in cost of labonr to
employers are often wueh shigluer than, and sometimes even in opposite diree-
tion to, differencss in the labourers’ remumeration.

2 The Wages Question, ¢, 8.
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given population, a clief’ place must be given to differcnees in
the strength of the motives for work presented to their minds.

Among these varying rmotives the most powerful is un-
doubiedly that “desire for wealth” which cconomists have
often treated as the sole possible spring of industrial activity.
In a previons chapter’ I have wrgued that the very fact that
this desire 13 derived [from, or 1z a generalised [orm of, an
indefinite nuwber of more particular impulses, renders it
legitimate to assume its universal presence; since there Iy
no appreciable number of persons who do not desire, either
for their own present satisfaction, or as provision for the
futare, or for donation or bhequest to others, a larger supply
of some kind of purchaseable commnodity, None the less is it
important to observe the different degrees of intensity in which
the desirte of wealth actually operates, in consequence of
variations i the strength of the more particular impulses from
which it is derived or generalised.  OF these the most universal
aud 1mpertous are lhe primary wants of food, clothing, shelter,
and other necessaries. These priwary needs, as we have al-
ready observed, are coosiderably maodified by dilferences of
climate and of the physicat constitution of different races ; and
also somewhat by the traditional Lhabits of different communi-
ties and classes, But even assuming them to be approximately
uniform, the amount of labour required for their satisfaction
must obviously be affected by changes in the productiveness
of labour; and the stimulus to labour supplicd by them will
vary accordingly.  Thus, for instance, il wmay happen that
muprovements 1o preduction, of which the benefit acernes to
the labourers, arc followed by a diminution in the quantily
of labour instead of an increase in the quantity of produce.

It iz, no doubt, a general law of hmnan nature, that when
these primary needs are satisfied, other desires requiring more
or less wealth for their gratification tend to be developed, and
to (il up the vacuum of impuise thus created.  Bat the sevength
of these secondary lmpulses, as comparcd with the aversion
to additional labour which acts as a connterforee, is a far more
ariable elemeut than the urgency of the primary needs. The

1 Introduction, c. iii.
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sensibility to comforts, or the means of warding off slighter
physical annoyances ; the taste for sensuons luxuries, that is,
for the means of increasing the positive pleasnres that normally
attend the satisfaction of physical wants, by variety and elabo-
rateness in food, drink, furnituve, &c. 5 the taste for ornament,
clevated gradually into artistic sensibility ; the demand for the
emotional and intcllectnal gratifications furnished by Jiteratore,
seience, &c.; all these springs of action are operative in
very various degrees in different ecommunities and classes
at different periods of their history. The progress of civili-
sation tends generally to increase their force—in fact such
increase is involved in our common notion of the complex
change that we call ¢ progress of civilisation’—but the tendency
is not uniform in kind or degrce. And the influence of
these desires as developed in individuals is again modified
Ly the varying extent und manner in which custom and social
sentiment Intervene; either as presceribing cerluin comforts
or luxuries as “decencies” of life In certain classes, or as
stimulating offorts to rise above the standard socially preseribed
in any class, in order to gain the higher social rank or repu-
tation attached to the possession or cxlibition of wealth ;
or, on the other hand, as reprobating luxury generally or par-
ticular species of luxurious expenditure, We have further
to take into account the varying operation of thie Affections,
which multiply the attractive force of all oljects of desire by
extending the range of the persons for whom they are desired ;
and the play of the moral sentiments which variensly combine
with natural affections in prompting to such extension—thus
(e.g.) the provision of wealth for children is an end soughi
with very different degrees of eagerness.  Nor must we neglect
the influence of the political organization of the community,
in rendering political power more or less dependent on the
possession of wealth. Again, it is to be observed that several
of the desires above enumerated require leisure as well as
wealth for their full satisfaction ; also that very varying amounts
of wealth are required for any given gratification—as in the
case of the prunury needs. Iinally the resultant force of this
complex play of notives is of course affected by any varlations
in the average dislike of labour ; in considering which we may
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especially notice the powerful effect of social sentiments and
opluions; labour generally, or a certain class of labour, having
frequently been regarded as more or less degrading,

But the stimulus given to labour by the desire for wealth
does not vary siinply according fo the strength of this resultant
impulse; it is modified at least cqually by the extent to which
the labourer is impressed with the beliet (1) that additional
wealth may be oblatned and kept by addilional labour, and
{2) that there i1s no other more easy and agrecable way of
obtaining it. Ilere it is to be observed, in the first place,
that the range of opportunitics of obtaining wealth has been
largely extended and restricted by the action of government.
What political cenditions are most effective in sccuring the
proportionment of reward to labour is a much controverted
question, which will demand our consideration later', But
there 1s no question that this security has often beeu nnpaired
by the fact that adegnate protection of earnings from spoliation
has not lLeen provided—as 3Mill epigrammatically savs—*hy
“the government and against the povernmeut” Lack of
protection by the govermmnent obviously involves the double
detriment of discouraging houest labour, and cncouraging the
socially unproductive industry of plundering others—effects
which are aggravated when the plunderers are armed with,
or sheltered by, the authority of government: but “pro-
“fection against the government” must be understood to
include secunity not merely against- the arbitrary seizure of
property, but also against such oppressive taxallon as dfs-
courages the accumulation of wealth.

On the ollier hand there iz equally little question that
the tutelage of government has often gone too far; that
in certain communities at certain periods of their history the
opportunitics of obtaining wealtl has been seriously dimmished
by the restraints which their governments have imposed on
free choice of domicile and calling, and on the processes of
industry and trade; or again that the sustenance gratuitously
provided for non-workers, as by the English Poor-law from
1782 to 1523, has dangerously impaired the motives to indnstry.
This latter ellecl may of course be equally produced by indis-

1 OF. post Book . ce. il and iv.
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criminate private almsgiving without the intervention of
government.  And similarly even when the government leaves
individuals perfect freedom 1n the choice of calling and domi-
cile, ignorance, or routine, or social sentiment, or strong local
attachment may prevent them from choosing the business in
which their exerlions would be most productive and best re-
munerated,

Supposing the species of industry determined, the strength
of the labourer’s mntive to exertion and care depends, of course,
parctly on the amount of his earnings; but it should be observed
that the relation between the two is not one of simple pro-
portion, as 13 implied in the statements of some ecenomists;
since if a man’s earnings are already suflicient to satisfy all
his keenly felt needs, the power of carming more by the same
amonnt of labour may operate as an inducement to work less.
It is more important to observe that the conpexlon between carn-
ings and efforts depends greatly on the mode in which industry
is organized, The connexion is most simply elfective when a
labourer works independendy and owns the whole praduce
of his labour,  So far as this simple arvangement is precluded
by its incompafibility with the full advantages of co-operation,
the labourer’s interest in production will eorrespond to the
precision with which, m dividing the produce of the com-
bined lubour, rewusrd 15 proportioncd to work,  Different
arvangements for attaining this result will be presently con-
silered 3 Lieve we need only ohscree thal the deficiency of
stimulus in the cage of a hireling who works for a fixed
wage may be partially supplied by careful supervision, if his
wages can be casily raiscd or lowered at his employer’s will,
and if the competition for work among labourers is keen.
Hence, distinguishing the work of employed labourers gene-
rally from that of their manager (whether the employer or
his agent), we may draw attention to the special impor-
tance of adequate motives for exertion and care in the case
of the latter: not merely beeause skilful mavagement implies
vigilant oversight and prompt command, but also beeause men
catch skill, promptitude, and enersy by unconscious hmitation
from their chicf, and Mrther feel a certain stimulns from the
satisfaction of taking part in cffectively organized performance.
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For theugl, under present circumstances, the strongest stimulus
to the energy of average men—whether employed or employers
—is undoubtedly supplied by the desire of gaining wealth for
themselves or thelr families; still we ought to recognise, as
actual forees, both the desive of turning ont good waork, and the
esprit de corps, which the mere facl of cooperating habitually
for a given end tends to produce in average human heings, if
the tendeney is not overpowered by alverse influences, such
as tle conselousness of conflicting luterests.

The foregoing ana'ysis has led us more than once to con-
sider differences in the moral qualides of Inbourers, as eauses
of variations in production. The economic 1mportance of these
may be briefly summed up thus; so far as it is made each
labourer’s nterest to work his utwost, the more prudence and
seH-control iie has, the more he will increase the wealth of the
coumnunity ; while agany, the more he is actnated by sense of
duty and wide publie spirit, the more prodoctive his labour will
be under cirenmstances 1w which the coineidence between his
own interest and that of society is wanting or obsenure. The
dishonest workman who scamps plece-work and is slothful if
paid by the day, the dishonest wanufacturer whe employs
labour and capital in producing the illusory semblance of utility,
the tradesman who spoils his wares by adulterating them, all
diminish produce. But besides sclf-interest on the once hand,
and the influence cxercised by cowmon morality and regard for
the geueral good on the other, we have to take special nole of
the mwrrower esprit de corps fostered by ecombinations  of
persons with similar interests; cspecially among the labourers
i particular industries by such organizalions as Trades-unions,
So far as the rules of such associations, and the general opinton
and sentiment which they produce or intensify, are dirceted
towards the maintenance of a high stundard of workmanship,
their beneficial effcet on production is obvious. In sune cases,
however, the rules and practices of Trades-unions have acted
in an opposite diveciion, by resisting measures designed to
ceonomize labour; it being considercd to be the intercst of
labourers in any puarticular industry that the fiekl of employ-
ment should be as large as possible.  TTow far this view is sound
we do not now consider; here we have werely to ohserve that
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the prevalence of this belief causes this narrower esprit de corps
to dimunish the productive efficiency of the agaregate labour of
the community™,

§ 6. In examining variations in the personal efficiency of
individual labourers, we have been led to treat of the indirect
effects of cooperation and association of workers, in developing
skill and energy and esprit de corps.  Lel us now pass to con-
sider the more obvious and Important gains in productiveness
of labour, due directly to the same association and cooperation.

We may notice first the more elementary advantages
obtained by cooperation in its simplest form, There are
many things which one man alone cannot do, but which are
readily accomplished by the simultaneous action of several
men. The ralsing of a given weight, for example, requires a
certain force, which is obtained when the power of two men
is simultanconsly applied, but conld not be obtuined by any
amount of successive effort on the part of a single man. But
further, it is soon found that frequently little or no more labour
is required to render a given service to several persons than is
required to render it to one. “The fire and the water and
“the care requisite to prepare the food of one person will
“equally preparc the food of three or four. Consequently
“when two men have to do two different things, if in place
“of each performing his two several acts, they can with the
“ same or nearly the same effort perform for their joint benefit
“egach onc act sufficient for the two, there is a clear saving of
“half their labour®” Thus as simple cooperation increases
power, Division of Employments, or as it has been called by
economists since Adam Smith, “ Division of Labour,” economizes
its use; and in this way division of employmenis would in
many cases cause a most important gain, independently of
any consequent increase of aptitude in the labourers whose
functions arc thus divided. Postal communication affords a
striking example of this, There is not much room for increase
of dexterity in the simple process of delivering a letter; the
eeonomic advantage of making letter-currying a separate em-

1 The logs fo production caused by confliets between labourers and cmployers
a3 to wages will be noticed later in Lhis chapter,
1 Cf. Hearn, Plutolagy, pp. 124, 208,
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plovment depends almost entirely on the great diminution of
labour that cach scparate delivery requires, when one man
delivers all the letters in the same stroet. In many cases,
again, there is a great advantage iu__s_aﬁng the time lost in
passing from one set of actions to another; especially when the
subdivision of employments is carried

as 1t is in many modern
manufactures—so far that cach worker has only to perform
one very short serics of actions, repeated as often as possible.
Still by far the most stniking advantage of the division of
employments is the increased dexterity of the workmen; the
vastly preater ease, rapidity, and accuracy which repetition
gives to the performance of any act or set of acts, This I need
hardly illustrate; sinee probably no paragraph in  Adam
Smitl’s works 1s g0 widely known as that in which he contrasts

the nurber of pins that a man could make by himsclf with the *-

number thal e can make wlen in combination with others
he confines himself to a single part of the process; and no
point has been more wbundantly exemplificd by succceding
economists. And certainly the degree of additional efficiency
that a worker can acquire, in work of a tolerably simple and
uniform kind, under a highly developed system of divided
empleyment, is greater than anyone without specific experience
would have imagined. There is a further cconomic advantage
in the fact that the training required to bring each lahourer
up to full efficiency tends to become shorter and less cxpensive,
as the work he has to do beeornes limited and simplified.
A more important gain than this last consists in the ceonomy of
aptitudes that hecomes possible, through the continually inereas-
ing varicty of employments; there is thus grealer opportunity
of setting different individuals to do what they can do hest;
especially all vew gifts and talents become indefinitely more
profitable to society when their possessor can be set free from
all work cxcept that for which he is specially gifted®. We

1 To some extent this advantage is purchased by a corresponding risk of the
labourer's being reduced to ineflicieney, in case of his employment failing ; but
it may be ohserved that sepavation of employments In any pariieular industry
does not always invalve a corresponding gpecialisation of labour.

2 Economists, however, have righily drawn attention to the danger that
threatens the mentul development of the labourer throngh an exceszive samcness
in his work,
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may notice as an instance of thig that the chief part of the
knowledge, foresicht, and power of complicated calculation,
that are indispensable to the successful conduct of many
industries, need only be possessed by the comparatively small
pumber of persons required for the function of management,
Finally, the division of employments enables mankind Lo
utilise to the utmost not only the special qualities of human
beings, but similarly the superior natural provision of Lhe
materials or instruments of production in different countries
and districts,  Through this division each article consumed
by any onc may be produced in the place where the labour
of producing it is most effective, due allowance being made for
the labour and tine lost in carrying it to the consumer; and
also for certain other disadvantages and risks which I shall
pregently notice.

The division of cmplayments has different ceomomic effeets
according as the co-operating workers are organized under one
management, or under several different managements.  So [wr
as the simultaneous, or nearly simultaneous, combination of a
number of different acts is required for the accomplishment of
a single result, it is necessary that the labourers should be in
ane place, and obvicusly expedient that their work should he
under the direction of one mind, And even when tle cpera-
tionsg to be performed on the same material, before 1t beecomes
a finished product, are merely successive, there 1s still a con-
siderable econemic advantage tu uniting the labourers under
one management, and, so far as is possible, cither in one
lnilding or bhuildings nearly adjacent.  For in the first place
the most difficalt and valuable kind of labour, that of mauvage-
ment, 1s thus both economized and made more cfficient in
important respects; e.g. it is easier to adapt the product to the
changing nceds and tastes of sociely when ull the required
changes in produclion can be carried out under one direction;
again, a more cxact adjustment is possible of the supply of
each kind of labour required, so that every class of producers
can be kept in full work; and further, there is less loss of
labour and time in carrying the product in different stages
from one set of producers to another, and taking care of it till
1L is wanted.
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For similar reasous, an economy of labour, cspecially the
labour of management, as well as of the utility of buildings
and other instruments, tends te be realised, generally speaking,
by any considerable (if well adjusted) increase in the secale
on which a business is organized. A large business, too, can
alford various kinds of expenditure on the whole profitable,
which arc toe costly or teo unccrtain for smaller concerns:
such as the employment of claborate machinery, or highly
skilled and specialised labour, outlay for experiments, for ob-
taining information', &e. 'The extent of these advantages,
however, varies greatly with the nature of the industry; and
in estimating it with a view to practical conclusions, we have
to compare it with the drawbacks that attend industry on a
large seale, especially if the terms of co-operation are adjusted
in the manner that is at present most common.

We lLave already noticed that the conditions on which
labourers working nnder one wanagement agree to cooperate
may differ materially.  In most cases, in Europe at the present
time, the labourers generally sell their services for a price in-
dependent of the value of their product, which becomes the sole
property of their employer. Under these circurastances the
advantages of division of employment are obtained at the
expense of serious drawbacks. The most constant of these
i the loss in personal efficiency of the labourer owing to
the absence of any direct conmexion letween hig remnneration
and the productiveness of his labour. This loss can be but
partly prevented by walchful supervision; and of course where
overseers have to be hired, supervision is similarly lisble to be
less efficient. Tho detrimént may also be lo some extent
obviated if payment be made by the “job™ or “ piece,” i.e. in
proportion to the amount of work done. But this plan (1)
does not prevent waste of the employer’s instruments and
materials, so far as these have to be entrusted to the labourers;
and (2) it is Hable to lead to unsatisfactory performance, except
where the work can be accurately marked out and its quality
easily tested and estimated. Hence in industries whose produce

1T do not meniion the advantage that a large business has in gaining
counexion and custom; as it is more a private gain in Diswibution than a
social gain in Production,

8.1, 5
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tends to be largely, yet somewhat indefinitely, increased or
preserved by minute and vigilant attention to details, together
with ocecasional intensity of effort to mect emecrgencies, the
keen interest which the employer feels in the result is a
peculiarly important spring of cffective labour, In such
industries, therefore, it may be ceconomically best—oven at
a partial sacrilice of the advantages of division of labour—to
organise the separate businesses on o scale so small as to enable
the employer's supervision to be everywhere effective, or even
to render oversight almost unnecessary, the chief labour being
that of the employer himself and his family ; especially if the
industry be one in which expensive machinery either is not
profitable, or is ounly occasionally needed and may be con-
veniently hired. This seems to be at present the case in
certain kinds of agrieulture; and it is with regard to these
that the advantage of Production on a small scale have been
chicfly urged’.  The probability of superior management on
the purt of the small employer is of course diminished in pro-
portion as he has to share with any one else the increment
of produce obtainable thereby, This diminuticn is most simply
and completely prevented when the caltivator is also the owner
of the land he cultivates; where this is not the casze, a nearly
equivalent result might be attained by suitable contracts be-
tween the owner and the cultivator®; but such contracts have
frequently been wanting,

But the customary mode of dividing the earnings of industry
between labourers and craployers involves a further risk of

L Cf. Mill, Book I. e ix, where the kindgs of culture mentioned include
‘‘not only the vine and the olive, where a considerable amouns of care and
‘¢ labour must be bestowed on eack individual plant, but also roots, leguminous
*4plants, and those which furnish the materials of manufacture.”

? Some writers, who have followed BMill in advocating Peasant Proprietor-
ghip, seem to regard it as something more than a means of securing to the
eultivator all the fruite of his labour ; they speak as if the mere sense of owner-
gbip of the land on which a man labours supplied a peculiar stimulus to
energetic labour. Without denying the existence of this sentiment, I may
point out that it can hardly be ineluded in the © desire of wealth,”” which Mill
and other ceconomisty lreat as summing up all the springs of labour attributed
to men in ceonotnie reasobings; and the mosive ia of teo refined a kind to
justify us, without more evidence than has yeb been given, in assigning to it sn
important place amoeng the springs of action of average mean.
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detriment to the aggregate production of the community,
besides those arising from deficiency of stimulus to exertion;
the danger, namoly, of obstiuate disagreement as to the price
to be given for the labourers’ services, resulting in more or less
extensive aund prolonged stoppages of work. Such stoppages
have naturally been more frequent and more prolonged in the
latest period of industrial development, in which Trades’
Unions hive been vigorous and active; aod, whether umme-
diately due to ‘strikes’ of labourers, or to retaliatory ‘lock-
outs’ of masters, inovitably causc much luss of wealth to
the community,

With a view of avolding these various drawbacks other
terms of cooperation under cue management have been pro-
posed, and to some cxtent tried. The loss of stimulus to
energctic and careful work would be most effeetnally prevented
if the lahourers were remunerated by a cerluin proportion of
the value of the product; but so long as they depend on the
price of their work for their sustenance from week to weelk,
this plan would render them liable to periods of destitution or
extreme penury, owing to the fluctuations of the market. A
course intermediate between this and the ordinary arrangement
15 to remunerate the labourer by a fixed minmimum wage, with
an addition varying according to the value of the product. This
latter principle, the adoption of which constitutes what is often
called in a special sense Cooperative Production, has been
applied to various industries in schemes of which the details
ditfer importantly. Sometimes only a fixed interest is paid on
the capital employed in lhe concern; but more ofien the profit
that remains, after paying both interest on capital and wages
of labour at the current market rate, is sharcd between the
owner of the capital ag such and the labourers,  Again, in the
case of what Mr Holvoake calls a “Cooperative Workshop,”
the capital is chiefly owned by the labourers employed in the
business, who accordingly form a joint-stock company, of which
the manager is paid like all the other labourers, only more
highly ; while in another application of the principle,—some-
times distinguished as © Industrial Partnership "—the capital
is mainly or entirely owned by a few persons, who retain the
whole management of the concern in their hands, and are it

$—2
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fact merely capitalist employers who have agreed to give their
employés a share of their profits.

To trace fully the economic consequences of these variations
belongs rather to the Theory of Distribution. Here it may suf-
fice to point out that all these varying schemes have in common
~thongh in somewhat different degrees—the advantages of
supplying the lubourers with additional stimulus both to activity
and to cconomy; but that this advantage secms inevitably
compensated, to some cxtent, by a diminution in the manager’s
motive to activity,~so far ag he is actuated by sclf-interest,—
in comparison with the motives that act on an ordinary capi-
talist employer. In many cases too the necessity of proving
to the labourers that the division of profits 1s just would inter-
fere with the secrecy requisite for the wost cfficient manage-
ment of the business. Inthe *“Cooperative Workshops "™ there
are the further dangers, first that o body of shareholders re-
ceiving little more than the ordinary wages of manual labourers
may be inclined to the mistaken economy of payiug their
manager inadequately, and so buying biferior management
at a price dear though low; and secondly that their conscious-
ness of having the ultimate control of the Lusincss may lead
them mnot to leave him sufficient freedom of deading large
matters that cannot wait, and not to render him sufficiently
prompt obedience in the ordinary course of the work.

It is to be observed further that these schemes do net afford
complete security against conflicts amony the cooperators. Wages,
as I said, are to be paid at the markel-rate; but it is precisely
against the market-rate that stiikes take place; and the
labourers of any particular class within the concern may easily
fecl their comununity of interests with members of the same
class outside, more strongly than they feel their community of
interests with the differently paid labourers—including the
manager—of their own business'; especially when the coopera-
tive business is not sufficiently flourishing to allow them a sub-
stantial bonus out of profits. They will no doubt avoid one
source of conflict between labour and capital, as their knowledge

S
L Mr Brassey (Lectures en the Labour Question, v1. p. 131) mentiona the
occurrcnee of a strike in the Ouseburn Engine Works, ¢ the most important

“!gxperiment in cooperative producticn hitherto attempted in this country.”
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of their own business will prevent them from having exageerated
views of the profits that capitalist employers are at any time
obtaining ; and it has been justly urced that in this way the
“Cooperators” (in this narrow seuse) may render an important
service {o other labourers and employers. It does not appear,
however, that any of the schemes above mentioned has yet
been applied so extensively and successfully as to enable this
service to be realised: and indeed the whole principle of
Participation of Profits is impertant rather on account of what
is hoped from it in the future by thoughtful and instructed
persons, than in virtue of the results that have been achieved
by it up to the present time,

I now pass to consider the other mode of arranging the
division of employments; according to which labourers or groups
of labourers work independently and merely cooperate by ex-
changing their produets. This form of cooperation oeccurs as
an alternative, in eccrtain industries, to the combination under
one management of the different parts of a complex process
performed on the same material : but it will be evident at a
glance that it has a far wider scope. Indeed we may say
that cooperation, in this scnse, is nothing less than the funda-
mental principle on which the whole industrial erganisation of
society is based. It is manifest that the aggregation of particular
sets of workers in single large establishments, of which we have
been speaking, is only rendered possible through the tacit and
unconscions consent of the rest of socicty to cmploy the ser-
vices of these workers by purchasing theiy products. With-
out exchange, division of employment could not be con-
veniently earried very far, so long as the present system of
private ownership was maintained unaltered: through exchange
it might easily embrace the whole inhabited globe in one vast
scheme of cooperation: and in fact its development only tends
to stop at the point at which its advantages are outweighed hy
the drawbacks incident to production for distant eonsumers,
The most obvious of these drawbacks lies in the additional
labour and time spent in conveyance and communication be-
tween producer and consumer; but we have also to take into
account the increased difficulty of adjusting. supply to demand,
owing to the difficulty that the producer has in obtaining full
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information as to the consumers’ needs; which entails normally
an increased expenditure of time and labour in keeping finished
products in warehouses and shops. In some few cases an
absolute waste of such products has resulted from a great over-
supply of a puarticular ware; the demand for which has been
miscaleulated.  More frequently this kind of miscaleulation has
caused warcs to be left in the hands of producers or traders for
an inordinate length of time ; has rendered expeunsive machinery
and acquired skill temporarily or even permanently useless;
and has inflicted on the industries thus disorganized, and others
to whom the effect spreads from them, the more indefinite evils
of general depression of energy and enterprise. These draw-
backs and dangers, however, are in some cases at least not found
sufficient to neutralize the advantages of producing at the
distance of a great semicircle of the cartl’s surface from the
COLsMAr.

We must now observe that this wonderful development and
spontaneous organization of industries, which we have just been
contemplating, would not have taken place without a correspond-
ing and simultaneous development in two other fundamentally
tmportant aids to the efliciency of labour, which we must now
cxpressly notice. 'We may take first the one of which we have
already had occasion tospeak ; the growth of man’s knowledge of
the external world, and also of his ingenuity in applying that
knowledge, which, when combined, constitute what we call the
* Progross of Invention.” Solong as invention was comparatively
undeveloped, the oxtent of profitable cooperation, within the
range of each particular industry, was elogely limited : since so long
as the processes of production are simple and rude, the cconomic
advantages of breaking them up into parts are comparatively
soon exhausted: it is not till Invention has rendered these
processes elaborate and complicated that the brilliant triumphs
of “Division of Labour” can be won. On the other hand,
as cooperation through exchange is developed, and the general
demand for the product of any particular industry extended,
the field of the economic application of inventions is eorrespond-
ingly increased : it may not be possible to use costly machinery,
however ingeniously adapted to its work, nnless the demand for
its products is sufficient to keep it in constant employment.
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Division of Labour, again, supplies more favourable conditions for
Invention, since when the labourer’s attention is concentrated
on a few acts, he is more likely to discover improvements in
the mode of performing them®; while af the same time his
inereased skill renders him more qualified to profit by delicate
and elaborate inventions.

In considering Invention as a source of increased production,
we must extend the meaning of the term to include all ex-
pedients for saving labour or augmenting its utility ; whether
introduced in particular departments of industries, or in the
great social orgavization of industries through exchange; and
whether introduced with full deliberation by single individuals,
or through the balf spontaneous and unconscious concurrence
of many. In this sense the transition, in an early stage of
social development, from barter to money may be spoken of
as an invention of the greatest importance ; and similarly any
later improvements in the machincry of exchange, such as the
substitution of o good paper carrency for gold and the develop-
ment of a good system of banking. So again we may include
the decimal system of measurement as an invention of first-
chss social utility; and the great cconomy of labour in the
retail trade effected by working men's cooperative stores de-
serves the same appellation: and also all improvements in the
legislative and administrative machinery by which the legitimate
ends of governmental interference are realised. It should be
observed, too, that many of the most useful nprovements at
a particnlar time and place in production are obtained by the
application of inventions alrcady known, but hitherto neglected
from ignorance, inertness or some other canse. The economic
history of all countrics affords abundant instances of this; in
recent times the introduction or development of systems of
canals and rallways in different countries are particularly im-
pressive examples.

There are important economic differences between different

! Tt should he observed that most of the striking and (so to say) revolutionary
improvements in industiry have been made by persons of inventive genius not
employed in the industry, But a number of smalier improvements, individually
less moticeuble but important in the aggregate, are continually suggested by
warkinen,
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kinds of Inveution. In the first place what is invented may be
either a new instrument or merely a new process, In some
cases a great saving of labour may be effected by a new applica-
tion of natural forces to produce a desired result, withcut the
intervention of any new tools. The application of the sun and
air in bleaching, and of fire in clearing land for cultivation,
exemplify thig first kind of Invention. But it mostly happens
that the new process discovered requires also new instruments
or auxillary materials which are themselves products of lahour.
In this latter case it is impertant to nolice that the use of a
more efficient instrument would not always involve a gain in
the efficiency of labour on the whole: since the better instru-
ment may require more labour to make and keep in repair, and
it is possible that this extra labour might be more productive
if applied in some other way.

But further, even when Invention has shown the way to a
manifest saving of labour by the adoplion of a new process,
either with or without new instruments, it may still be impos-
sible or inexpedient for the Iabourers te adopt it. For the
new process may involve an inereased delay in producing the
desived result; and the labourers, requiring to support them-
selves from day to day, may be unable or unwilling to afford
this delay. Or again, the new instruments may require other
instruments or matcrials to make them at all, or to make them
economtcally ; and they may not be able to procure these. In
either case we should ordinarily describe the obstacle by saying
that the Invention eould not be carried into effect for want of
Capital, We are thus led te what economists have commonly
held to be the most important source of increase in the efficiency
of labour; viz., the accumulation of Capital. TUnfortunately,
this cardinal term is used variously and often ambiguously by
different writers. Hence it seems desirable, before we proceed
further, to make a systematic attempt to obtain a satisfactory
definition of Capital.



CHAPTER V.

CAPITAL.

§ 1. THE terms “ wealth ” “value,” which we have in previous
chapters attempted to define, are in the fullest sense common
terms: that is, they enter habitaally into the ordinary thought
and speech of all civilized men. *“Capital” on the other hand
is, when the scientific economist first begins to deal with it,
already a semi-technical term; being habitually used not by
men generally in their ordinary thought, but by men of busi-
ness and others when discussing industrial matters, It will be
found, however, that the difficulties of defining the term are
not thereby diminished : on the contrary they are made more
hard and rigid: since the signtfication which it is natural to
give the term, from the point of view of a man of business, is
different from that which economists have usually given it, and
is not the most convenient for the purposes of most economic
enqutiries.

In its original use by practical men, “ Capital ™ undoubtedly
means “wealth employed so as to yield a profit;” whether
this profit be gained by increasing the whole stock of wealth
in the country, or by getting possession of the wealth of
others in exchange for services. But English economists, in-
vestigating the causes of the increase of wealth in a country,
have been led to restrict their notion of capital to the first of
the two species just mentioned; and so to define it as “ wealth
“employed in production” They were of conrse aware that
they thus excluded from the notion certain kinds of wealth that
were inelnded in the former definition ; such wealth, for instance,
as Lthe money that a usurer lends to unproductive consumers. But
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they seem generally to have thought that this difference
might easily be settled by regarding these latter kinds of
wealth as capital to the individual, but not to the nation.
Herein they have rightly indicated two essentially diverse
points of view from which capital has to be regarded and
from which it must—to some extent at least—be differently
defined. I do not, however, think that lhe exact relation
between the two views of capital has been allogether understood:
and hence there has been some confusion in the usc of the
term, which T hope to remove in the course of the present
chapter.

For clearness’ sake, it will be convenient throughout to keep
the two points of view as distinet as possible. Let us begin by
asking what is exactly meant from the point of view of the
individual capitalist, by “wealth wielding a profit.” It does
not mean that the wealth iz necessarily in the form of instru-
ments or materials for making new weallh, or n the form
of food, clothing, &e., for the labourers who are using the
instruments: for, as we have seen, it does not matter to the
individual whether his wealth is used productively or unpro-
dutetively, so long as he gets his profit. Tt merely means that
the individuai is using his wealth —cither personally, or by
lending it to others—in such a way that he continually finds
himself possessed of the equivalent of what was originally
devoted to such use, together with some additional wealth ; this
something more being what is called profil.  Or, more precisely,
we should say that the kope of finding himself possessed of this
profit is his motive for thus using his wealth ; since we should
agree that capital docs not losc its essential characteristics by
becoming actually profitless. We have, thercfore, first to
ascertain what portion of a man’s wealth is being employed
so that its owner may continnally become richer; and then
to distinguish the capital from the profit. In the case of
wealth that has becn lent to some one else, there is of
courseé no difficulty; as the sum which the debtor pays for
the use of the wealth is clearly profit’, and the sum which
he is bound to replace clearly capital. And the line drawn

' T use the term * profit™ here in a wide sense, including interest as one
species
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in this case can be ideally extended to include the ecase where
the wealth has been spent in purchasing a perpetual annuity;
for though here there is no ome under legal obligation to
pay at any fixed time an equivalent for the principal, still
actually the annuity can be at any time sold at its market
value, so that we may regard this possible price as the capital.
In this case, however, the price at any time may be less or more
than the sum originally spent; and therefore in calenlating
profit we have to subiract from or add to the sums annually
received a sum just sufficient to compensate for the difference.
This however is a simple matter of arithmetie, provided that
the purchasing power of money may be assumed not to lave
changed in the interval. A rathier more difficult question arises
when we consider the wealth of a man employed in business,
A good deal of it is, of course, elearly capital. “ A manufac-
“turer, for example, has one part of his capital in the form of
“buildings, {itted und destined for carrying on lis branch of
“manufacinre.  Another part he has in the form of machinery.
“A third consists, if he be a spinner, of raw cotton, flax or
“wool ; if 5 weaver, of flaxen, woollen, silk or cotton thread,
“and the like; according to the nature of the manufacture®”
But it is not quite so clear how we are to regard the money that
he kceps uninvested, or the finished goods that he has in
bis warehouses; for though he will parlly employ the former,
and the proceeds of the latter, in paying his workpeople, re-
plenishing his stock of materials, repairing or replacing his
buildings or machinery, he will also employ part in supplying
the consumption of himself and his family. Mill's view is that
this question must be answered by considertng what the mana-
facturer tntends to do with his money, and with the proceeds of
his goods when he has sold them. “The distinction between
“capital and not capital lies in the mind of the capitalist—in his
“will to employ them for one purpose rather than another,” But
granting that it is the intention of the owner of wealth, rather
than the consequences of bis acts, which determines whether
that wealth is or is not eapital; it yet seems more according
to analogy to regard the wealth as becoming capital, not

1.J, 8. Mill, Political Eeconomy, 1. e.1v. § 1,
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when the owner's intention is formed, but when it is ex-
ecnted; that is, not when the wcalth is “destined” for
profitable employment, but when it is actually being so em-
ployed. On this principle whatever part of the money that the
capitalist keeps uninvested is required for current use in his
business, should be regarded as capital. It may not be always
possible to determine with certainty how much this is; the
capitalist may not know exactly what money he kecps for busi-
pess purposes and what for private consumption; and if he
does not know, it is not easy for any one else to decide. Dug
for purposes of general reasoning we may ignore this slight
margin of uncertainty and suppose the line between the two
portions clearly drawn—as it would be by a carcful man of
business—and regard the money that is kept for current nse in
business as a part of the owner's capital. The case of the stock
of unsold goods is somewhut more complicated: but I think we
should regard this as capital—if 1 may so say—pregnant with
profit; since whatever part of its value is more than an equi-
valent for the value of the materials spent in prodocing them,
the wear and tear of the instrmments used, the wages of the
labourers employed, and any other iucidental expenses of pro-
duction, should be viewed as potential profit, which will become
actual when the goeds are sold,

& 2. It follows that we must, from our present point of view,
reject as too restricted the definition of capital adopted by
Ricardo, James Mill, and others, which statcs it to consist of
“the food and other articles consumed by the labourers, the
“raw material on which they operate, and the instruments
“of all sorts which are employed in aiding their labours'”;
thus excluding the finished products of the manufacturers of
gold-lace, champagne, velvet, &e.  For, obviously, such finished
goods are a form in which an important part of the wealth
employed for a profit by manufacturers and traders must always
exist; and therefore the word ‘capital’ would not express any
uscful distinetion in its application to the wealth of individuals
if it were nsed to exelude such goods. Similarly, if we take
the point of view of the community, it is egually true that

1 James Mill, Elements af Political Economy, ¢. i.; cf. Ricardo, c. v.
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some part of the “wealth employed in Production,”—if we use
this term, as we saw reason to do, for the whole process of
making wealth and getting it into the hands of the consumer
—must exist always in the form of finished goods .

On the other hand reflection will show that the two defini-
tions of capital first given are too wide to correspond to the
ordinary usage of the term; since they clearly include lund as
one form of capital. For land is wealth : and most of it is
wealth employed in production and with the view of obtaining
profit. Yet English economists generally agree in excluding
land from their definition of capital. Partly, perhaps, they may
have been nnconsciously influenced by the clder “mercantilist”
view of capital (still lingering in common thought and dis-
course), which conceived it by preference as money : since land
15 the one kiud of wealth which-—even when the Mercantile
System was in lullest sway—was always broadly distinguished
from Mouey. The mode, however, in which, for the most part,
they have fuormally tried to distingnish capital from land, is by
introducing a new characteristic into the definition of capital ;
that namely of being the “saved produee of past labour.” But
so long as we are defining capital from the individnal's point
of view, this characteristic seeins quite irrelevant ; for there is
much other capital that has not been created by the labour or
the saving of its possessor, and it cannot matter to him whether
or not others have laboured or saved to produce it. I think
therefore that a fundamental distinction between land and
capital, extending throughout the whole range of economic
discussion, must be abandoned., Tndeed in considering the
various industries in which land is employed, it would often
be equally unnsual and inconvenient not to be able to speak of
the producers as having a certain portion of their capital in
the form of land. Take, for instance, the case of a railway
company ; it is manifest that an important part of the real
wealth represented by the nominal capital of the company con-
sists of the land on which the lines run.,

At the same time it is obviously neceessary in the Theory
of Production, when capital is considered and defincd from the

1 Sce Note at the end of this chapter.
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point of view of the community”, to maintain the received dis-
tinction between it and land.  For in this view as we saw in
the last chapter, we have primarily to consider capital as an aid
in the application of man’s labour to his material environment ;
hence we must define the term so as to exclude this environ-
menl itself, in its original condition ; though at the same time
we may recognise the increment of utility which land in its
existing condilion owes to past labour, by speaking of land not
as being capital but as confaining capital ‘invesied’ in it. In
fact the continual adaptation of the earth to human uses,
which in the preceding chapter has been stated as onc of the
conditions of Increasing production, is to be regarded as an
accumulation of capital.  Though to what extent the addi-
tional aptitude for buman uses, acquired by the land in
any given country within any given time, is duc to the ex-
penditure of labour wilh a view to lts improvement, is not
easy Lo say.

§ 3. It seems, then, that in defining eapital from the point
what we may call “social
“ eapital "—we must restrict the term to such utilitics as result
from the labour of human beiugs; whether these results are in-
vested in improvements of land, or in the rails and rolling stock
of a railway company, or in any other form.  We have now to
observe that the results of past labour may be permanently pro-
ductive, even if they are not “fixed and embodicd in matcrial
“ubjects.”  The labour of an engincer who plans a line, or of a
cousulling chemist whose advice is talken on the processes of a
manufacture, have results really as permanent and as useful to
sociely as the labour of the wavvies and artizans who act upon
their plans and advice; though we could hardly say that the
results of the latter at any rate were “ embodied ” in the plant of
the manufacture®.  Still less should we say this of the labour of
the lawyer who defends a railway project before a Parliamentary

of the view of the community

1 The grounds for a similar distinetion in the Theory of Distribution will be
considered in the following book.

® 1t is not easy to draw a clear line between the resnlta of labour that are,
and those that are not, ** embodied " in master; and I have not thought it werth
while to complicate the disenssion by trying to draw it exactly, since the drifi of
my argnment iz that it is manifestly unimportant,
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Committee, or of the ‘promoters’ who float the shares of a new
company ; yet if the cmployment of this labour is either abso-
lutely indispensable, or is the most economical mode of starting
the new business, the mere immateriality of its results seems a
perfectly irrelevant reason for establishing a distinetion between
it and the labour spent in the physical construction of the
instruments used in the business. Cerlainly the cost of the
former no less thaw that of the latier remains permanently
represented in the capital account of the company, When we
ask what the sharcholders have got for the money paid up, the
complete auswer is not given by enumerating the buildings
and instruments ; we must add that—through the labours of
lawyers, promoters &e—they have got a working concern ; and
if the concern is a profitable one, we have just as inuch ground
for including the immaterial part of its construction in the
capital of the community, as we have in the case of the material
part.

This leads mc to consider a source of profit, noticed in &
preceding chapter, which exhibits the immaterial results of
labour and expenditure as still more clearly separate from any
material capital than in the cases just discussed. I mean the
saleable article, called “goodwill” or “business connexion.”
Let us take for example, the business of publishing a newspa-
per. The sale of a newspaper when 1t first starts is ordinarily
so limited that its proceeds do not repay the current expenscs
of production; so that ithe business has to be carried ou for
some {ime at a loss. Ilewce, in order that the undertaking
should be on the whole a profitable onc, it is neccssary that
the procceds of the sale should ultimately be sufficient to pay
profit, not only on the material capital actually employed in
production, but upon all the wealth and labour that has been
spent without return in the earlier years of the undertaking.
The busincss may be regarded as having capital sunk in it,
which would be recovered m its price, if it came to be sold;
though it is actually represented merely by a certain habit
of purchasing the newspaper that oxists in the community
at large. This potential price is properly reckoned as part
of the wealth and capital of the individual owning the busi-
ness; and so far ag the cstablishment of such habits of pur-
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chasing are useful to the community,—but only so far—we may
also regard them as a part of ‘social capital.

A striking example of the definite value of this source of
profit is furnished by the business of banking; and it may be
worth while te examine it specially, partly on this ground,
and partly on acconnt of the special prominence that has been
given to it, by Mr Macleod and others, in discussiens on the
definition of capital. A banker’s profit, as we saw, is largely
derived from the tacit consent of the community to use his
obligations to pay money on demand as a medium of exchange,
equivalent to actual coin. In ordinary times, until a run on
the bank occurs, these olbligations are transforred from oune
customer to another, without payment being exacted’. Hence,
though in estimating the banker’s wealth these obligations would
be reckoned on the negative side, stifl, so long as he is not re-
quired to meet them, he is able to take as profit the whele or
purt® of the {uterest wlich he receives on the wealth, clsewhere
invested, by whick he would meet his obligutions if required.
Thus he may be only just able to pay what he owes to others,
and yet be, so long as his credit lasts, o wealthy man.  Suppose
(e.g.) that he owes in this way £1,000,000 (without interest},
and has debts of merchants, railway companics and the govern-
ment, which together could be sold for £1,000,000. If there
were a run on the bank and he had to suspend payment, his
wealth would be found equivalent to zere; but meanwhile he
obtaing the interest of £1,000,000, which will leave him
a handsome surplus, after paying the cxpenses of the bank.
And sinee there iz no reason why he ghall not continue to enjoy

1 Tt should be noticed that so far as that part of a banker's obligatiens ealled
#deposits™ is concerned, the cousens of the community is to use the obligations
of bankers generally as moncy, rot those of any particular banker: since the
recipient of a cheque on Bank A will in most cases bank with some one elso, say
13, and paying the cheque in from A to B will require a nominal transfer of
monny from A to B. But as such transfers among bankers, in ordinary times,
will roughly balance each other, the effect is substantially the same as if the
community consented to use the abligations of a particnlar banker; as if does
when it circulates his notes.

® Part only, if he has to pay interest on the money thai he owes, In the
following ezample 1 have taken, for simplicity’s sake, the case of an old-
fnshioned bank that docs not pay interest on deposits,
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this surplus for an indefinite period, his business might obviously
be soll for a considerable price, even though its assets did not
balance its liahilitics, provided that the sale were a secrct one
so that its credit could be maiutained. This fact, 1 concelve, is
what is meant by saying that the eredit of such a bank is a
part of its capital; and the cxpression scems to me undeniably
correct, provided we are carcful to point cout that such ecapital
is of fragile nature, lisble to sndden destruction in casc of a
panic.  And, as we saw, there are strong reasons for regarding
bankers credit generally as an addicion to the capilal of the
country ; since the country gaing by means of it a medium of
exchange, which it costs very lictle to produce and maintain,
and which at the same time is for some purposes as useful—
and of course as valuable—as coin. 1t may be urged that the
credit that is the immaterial source of this wseful commodity is
not the result of labour!, Dut a man cannot get his obliga-
tiong currently accepled as o medium of exchange, nnless he
goes into banking as a busincss; and a bauking business cannot
be created ab one slroke, or unless the place and time for starting
it be skilfully sclected, nor ean it be maintained without careful
management—not to speak of the labour of subordinates, Henee
this argument hardly affords an adequate ground for refusing
to regard bankers’ eredit as a part of the capital of the com-
munity : though, as T have already explained”, the medium of ex-
change—cspecially when partly material and partly immaterial,
as in modern civilized countrics—is distinguished from the rest
of wecalth by such important peenliarities, ihat il seems most
instructive to treat it as something swi generis, and not lump it
under the general term “national wealth” or “ national capital.”

§ 4. Let us pass to consider a third case, differing again from
either of the two previously discussed, to whieh the notion of

! In aecepting the proposition that eapital is the result of labour, I must
guard myself from being supposed 1o accept implicitly the doctrine that the
value of capital or of other wealth is duc solcly to labour. As we shail Dbere-
after see, there are cases when the Iabour emploved iz trifling compared to the
value of its product, But if we distinguish capital from man’s material
environmeans in its original gomdition, as we have seen it needful to do,
there is nothing properly included urder the term which i3 not the result of soms
labour—soeme excertion, physieal or mental, of some haman beinys,

3 COf g il & 6 of this book,

8. K. Y
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“sunk eapital’ may be applied. This is the case of wealth laid
oui in cducation. It is true that such wealth is not commonly
employed for the profit of the person employing it ; but this is
often the case with other capital when the owner is advanced
in years: he “plants trees that posterity may eat the fruit.”
The skills and other qualitics, howcver, that are the result
of education, not being transferable, lack one of the normal
charactertstics of wealth: and I have followed common usage
in not regarding them as wealth. Still, so far as such skill is
the source of extra gain to its possessor, the wealth spent in
producing it may be as profitably laid out for him ag if it were
invested in any lucrative business; and if this outlay has been
incurred with a view to gain, I think we should regard it as a
form of investment of capital, in spite of the paradox of saying
that something is capital, which we yet do not assert to be
wealth®; though it will be well to denote its results by some
such termn as ‘perconal capital, to express their peculiar cha-
racterisiic of non-transferability.

TTere, however, the guestion may be raised, whether if we
speak of capital sunk in education at all, we ought not to
extend the term to all the wealth consumed from infancy up-
wards, by persons who become producers, so far as it has been
serviecable in developing their productive qualities—including,
of course, their physical strength; and similarly to inclode the
wealth consumed by them after they come to maturity, so far
as it maintains their productive efficiency. And I admit that
if we define capital, from a social point of view, merely as
wealth employed so as continually to reproduce itself with a
(soctal) profit, we ought in consistency o regard the labourcrs’
consumption of neccssarics as an investment of capital, and
the productive vigour that results from this consumption as a
form in which social capital 18 actually existing. The chief
reason for not taking this view is analogous to that before
given for distinguishing between capital and land. It seems
desirable in defining capital for the purposes of the Theory of
Production t0 maintain the conception of it to which we were
led at the close of the last chapter; that is, to ponsider it as a

L Cf. ante, o, iii. § 3.
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joint factor with labour in social production, by the ald of which
the labourers of the community are enabled to produce more
than they would otherwise do. But tn order to keep this view
of 1t clear, we must distinguish it from the prodice of which 1t
helps to increase the amount so far as this is consumed merely
with a view to enjoyment or support of life; and therefore from
the bodily vigour and aptitudes for labour that are the natural
results of this consumption, That is, we must regard as Capital
not @il the resnlts of labour that are employed so as to produce
a profit; but only such results as would not exist in their
present form, or would not be used in their present manner,
except as a means to some further resule. On this view it
is only so fur as the labourer’s consumption is distinetly
designed to inecrease his efficiency, that it can properly be
regarded as an investment of ecapital.  No doubt, if an in-
dividual adopts a more expensive diet in order that he may
be cnabled to work harder without injury te health, the
increase in his expenditure thus caused is for all economic
purposes similar to ontlay on fuel or other auxiliary materials
in a monufacture.  Stmilarly i statesmen or philanthiropists
are considering the desirability of inereasing the labourers’
share of food, clothing, house-room, &ec, they may fairly
recommend this outlay as substaptially an investment of
capital for the community, so far as i may be reasonably
expected to lead to more vigorous and effective labour. Still,
generally speaking, we must regard the consumption of produce,
for the preservation or enjoyment of life, as the final end of
the series of changes that make up the process of production
and aceordingly must distinguish it broadly from consumption
that would not be incurred, except as a means to further
production.

It iz not of course deunied that the products consumed by
the labourers will, generally speuking, have previously formed
part of the capital of individual eapitalists. Indeed it is often
convenient for simplicity’s sake to conceive a labourer’s real
wages as having previously formed part of his employer's capital ;
since, for most parposcs, we may, without material error, sup-
pose the employer to have purchased from other ecapitalists
the food, fuel, &c. which the labourer will Loy with his

02



132 CAPITIAL [Boor L.

money-wages, and to pay the labourer with these commeodi-
ties, But, obviously, neither the money nor the commodities
cau form part of the employer's capital after he has banded
them over to the labourer'; he has exchanged them fur the
results of the labourer’s work, whatever that may be; this
lazter is now the form assumed by the part of his capital which
up to the moment of payment was in the form of money or
commoditics destined [or wages. TFven if the labourers are
fed at the capitalist’s own tuble the case is not substantially
altered; only the moment at which the food ceases to be em-
ployer's capital 1 deferred until the time at which 1% is actually
caten.

§ 5. Here I may observe that there is something misleading
in the manner in which economists have spoken of capital
as being “accumulated,” and at the same time have put forward,
as the promivent and typical form of capital, the food, elothing,
and other commodities which the lubourer consumes. For
though, as we have scen, there must always be a certain stock
of such commodities, finished but undistributed, which forms a
part of the capital of manufacturers and traders; still it 1s not
this part of their capital that admits of being, in any important
gense of the word, “accnmulated.” It is no gain® to the com-
munity that this store of goods should be larger than 1s required
for the convenience of distribution; on the contrary one of
the economic advantages which the improvement of the ma-
chinery for conveyance brings with it, lies in the diminution of
the amount of these stocks which it becomes necessary Lo keep.
What is really accumulated is mainly the results of labour in
the form of what we may eall generally instruments to make
labour more cfficient—including under the notion of instru-
wents all buildings used in production, and all improvements
of land.

1 Upless in the exceptional case in which the labourer is paid before he has
done his work ; in wlich case the payment may fairly be regarded as capital lent

to the labourer until the work is done, and then repaid in the form of this work

done.
* T need only junat notice the exceptional case of comwmodities such ag wine

that improve by being kept. It iy, no doubt, & gain to the community thal
such commodities shonld be stored up, instead of being at once consumed,
These, Lowever, form a very small part of the whole,
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That this, at any rate, is the view of eapital which properly
belongs to the theory of production, will perhaps become more
clear if we conceive the community to be organized on a soelal-
istic basis, its industry and the actual distribution of its com-
modities  rewaining 1o other respecls wnallered: that s, if
we suppese the instruments and materials of production to be
owned by o govermment, which [romn time to time distribules
the finished goods wnong the citizeus, giviog to the rich the
lnxuries that they now enjoy, on account of their superior
deserts,  Such & comuuuity, if governed with wisdom, and
with due regind for the intercst of posterity, would continue the
accumnulation of capital that is at present going on; that is,
it would allot a certaln portion of its produce to labourers
emploved in improvisg land, constrecting railways, and other
work yielding no dimmedicte return of consnmers’ wealth. But
it would be obviously foreed and inappropriate to say that the
produce g0 allotted was “saved” or “accunmlated ” and 1o
eall 1t therefore capilal. What would veally be accuimulated,
would be the ralways, the machines, the additional produe-
tiveness of the land, &c.; or, to put it generally, the inter-
mediate results of labour ewployed for remote ends, so that a
possible increase in the immediate produce of consumable com-
modities is sacrificed for a greater increase in the ultimate
produce, That the increase must ultimately be greater, unless
the capital is wasted, i3 of course implied in the conception of
apital as anxiliary to labour.

No doubt, in our actnal individualistie socicty, this aceumu-
latien of instruments is brought aboul chiefly by the action of
individual eapitalists; who abstain from consuming the whole
of their profits, in order to get more profit hereafter for them-
selves and their heirs, IHence 1t iz a legitinate fiction fo re-
eard them as talang a part of their share i the food, elothing,
&e., that eonstitute the real wages of their labonrers; and to
consider this accordingly as the first form i which capital always
Las existed, althongh the form in which most of it ulti-
mately exists 15, as we have scen, that of instrements, In
this sense we may admit, with ceviain qualifications, MrJevons’?

v Theary of Political Keonamy, ¢, viIn,
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conception of “free” or “uninvested” capital as consisting in
the “ commodities which are required for sustaimning labourers of
“any kind or class engaged in work.” The qualifications
required are thes2  In the first place, it seems a natural infer-
ence from the statemenl quoted, that the first stage of the
process of saving capilal always consists in adding to the real
wages of produetive labourers an amonnt equal 1n value to the
capilal saved. And this view has eertainly been adopted, more
or less explicitly, by some economiec writers (among whom, how-
ever, I do not include Mr Jevons) ; but, as I shall have occasion
hereafter to show, it involves a fundamental error®,

Secondly, in admitting that all capital may be regarded
as having existed in the form of “commodities required for
“sustainiug labourers,” I do not mean to imply that all
or even a large part of capital conld exist simultaneously in
-this form; or that it would be no loss to the community if the
capital in the form of Instruments were destroyed, provided
it were supplied—say {rom abroad—with an equal amount of
capital in the form of the “current means of sustenance.”
No doubt the instruments could all be made over again in
time, provided the labonrers could be supported while making
them ; but obviously their labour would be of greatly iuferior
efficiency during the period that would elapse until the in-
struraents were made: so that a very much larger amount of
“free” capital would have to be consumed, to produce the
“invested” capital thal any ecivilised community now possesses,
than would be required to produce an equal result with the
aid of the instruments in which the capital is actually invested.
Hence we must regard the form “instruments "—in the ex-
tended sense befuore mentioned—as that in which the greatest
part of capital must necessarily exist, if capital is to fulfil
the funetion of increasing the efliciency of labour.

Thirdly, 1t is important to bear in mind that the applica-
bility of Mr Jevons' conception depends not on the necessary
conditions of the Production of wealth, but upon the actual
conditions of its Distribution. As we have already scen,
the essential point in the formation of capital is the

1 Cf. poxt, Book 1. ¢, vil,
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employment of labour for remote ends, rather than the
saving of sustenance in order that it way be advanced to
labourers and repaid by them in some cquivalent product with
a profit. Indeed historically the mode in which a good deal of
the actual eapital of any civilized community has been brought
into existence is to be deseribed by the former phrase rather
than the latter—that is, it is the result of spare labour, but not
of labour bired with a view to profit. At the same time
it is quite true that in the cxisting economic condition of
society the employment of labour in making instruments is
principally due to the voluntary action of persons who, having
the alternatives of “saving” and “spending'” presented to
them, prefer the former; aml a fundamentally important part
of the process initiated by their “saving” consists in the transfer
of food, clothing, &ec,, from the stocks of traders to labourers, in
return for the transfer to their employers of the results of their
labour. Hence it is natural and righi that attention should be
prominently direcled Lo the portion of capital that consists in
finished products of the kind consumed by lahourers: though,
as I have s=aid, it is only before such products arc transferred
that they can be regarded as forming part of the capital of the
employers of labour,

§ 6. It is, however, a different question whether these pro-
duets, after they have been transferred to the labeurers or other
persons who will ultimately consume them, ought not to be
regarded as Capital belonging to these latter persons.  Ac-
cording to the ordinary use of the term, in its application to the
wealth of individuals, we must (as we have already scen) answer
the question in the negative ; and with Adam Smith distinguish
from capital that portion of the “general stock of any society”

»

whiel is “reserved for immediate consumption, but not yet
“ entirely consnmed ¥ on the ground that it “docs not afford a
““revenue or profit.” At the same time, refleetion will, T think,
show that this distinction 15 less fundamental than has com-
monly been supposed by English economists,

This will be most easily seen if we begin by considering the
class of products which we have already distinguished as “durable

} That ia, spending in luzuries for themselves or their families.
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* consnmers’ wealth "—houses, furniture, jewels, &e. : especlally
if we take the case of things of which the use 13 currently
bought and sold separately from the ownership. Tor instance,
the use of a rented house is a purchaseable commodity, which
has to be ineluded in a complete statement of the “ real incowme ”
of the man who rents it; but, obviously, it has no important
officet on the individuals income, whether he speuds £1000 in
building a house, or whether he invests the same sum in
railway stock and pays a part of the rent of the house with
the interest.

It may be urged, however, that the kouse will be in time
consumed ; whersas the capital employed 1n production, if
prdently invested, Is continually replacing itself with a profit,
This difference is certainly imprrtant; but it will appear, on
closer examination, that it does not really exist, from the poing
of view of the community, in the case ol a large part of the
capital emploved in industry. It is no doubt desirable to
distinguisl as clearly as we can from the vest that portion of
the accumulated results of the labour of the community that
1s a permanent source of sociul profit ; being really reproduc-
tively used, and thus continually reappearing with an incre-
ment at the end of each period of the process of industrial
changes through which it i3 condnually passing.  But we can
bardly use the term ‘capital’ to express this distinetion; for we
should thus exclude from capital not only all products that ave
not used tor the support of labourers, or as a means of rendering
labour more eflicieut, but also a large part of the products that
are 8o used; vizo all inslruments and ausiliary materials em-
pleyed in the production of luxuries, and eveu products con-
sumed by lnbourers if engaged in producing luxuries. No doubt
the greater part of this wealth, at any given time, is in the pos-
session of Individual capifalists, by whom 1t is so used as to
replace itself continually with a profit to its owners; because
the price society pays fur the luxuries produced exceeds the
price of the labour speat, divectly or indirectly, in producing
them.  But we cannct say that this wealth continually * replaces
“itself with a profit” from the point of view of the community;
since the luxuries it serves to produce, not being a means of
supporting or asststing labour, cannet for a link in the per-
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petual process of soclal production. The valae of such capital
is only kept up by eontinually appropriating a portion of the
value of its produce to compensate for the consumption of
materials and the deterioration and depreciation of instruments.
And, just in the samec way, if we value the annual use of a
house at its market-price, we shall lind (if the house has been
econoniically purchased) that aftcr subtracting ordinary interest
on its criginal price a sufficient quantum of value will remain
to compensate for its deterioration. The house, no doubt, only
furnishes the immaterial commodity of shelter; but similarly
railways and stcamships, so far as they carry tourtsts, only pro-
duce the equally immaterial commodity of a desired change of
place.

[t may perhaps seem forced to carry the paraliel further, and
regard the house as an instrumzent that aids labour in producing
the utility of shelter. Dut, as we have seen, the essential charac-
teristic of the aid that capital in the form of instruments gives to
labonr is that by interposing an interval of tine belween the
application of labour (i.c. of the labour spent in making the in-
strument) and the enjoyment of its result, the utility preduced
is ultdmately greater than it would have been if the labour had
beenu spent in some manner yielding more rapid rcturns: aand
this characteristic is no less present in the case where a certain
kind of utility, as that of shelter, &e., can only he obtained by
making a durable aricle that will be useful for many years, So
far, indeed, ns the alternatives of making a more or less durable
house are presented, the question whether it will be ceonowmi-
cally advantageous to spend the cxtra labowr requived for the
more durable building is eclearly similar to the question that
arises (as we have already observed) in considering whether an
instrument that is undeniably useful 1s also profitable; we have
to consider in either case whether the additional utility 1s worth
purchasing at the price of the additional labour, taking into
accouut the time that must clapse between the application of
the labour and the consumption of the utility, Tt is of course
true that up to a cerluin poiut these alrernatives are not pre-
sented ; there is an irreducible minimum of durability which a
honse must possess, in order that the utilitics derived from 1t
may be obtalned ut all.  But there secrs noe mote reason for
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excluding this minimum from the definition of capital than
there i3 for exclnding such instraments as are absolutely indis-
peusable to the production of certain commodities. Either
expenditure of Jabour yields us cqually the interinediate results
of labour employed for remote ends; and i either case, if the
labour has becn economically applied, the utility ultimately
resulting will be estimated as worth the delay that it has cost,
whether derived from the honse or Lhe instrument : both these
therefore would seem to be equally forms of capital. And the
same may be said of all durable products from which we expect
to derive continned or repeated utilities in the future; the
thing itself in relation to its future utilities has the essential
characteristics of Capital. The differcnee between the case of
wealth that yiclds present cnjoyment to its possessor as well
as the promise of future utility, and wealth that is only valued
in view of praduce to be hereafter enjoyed, is no doubt of
importunce: we may perbaps represent it by designating
the former as “consumers’ capital” avd the laller as ¢ pro-
“ducers’ capital.”  DBut in taking this distinction we must bear
in mind that many most important instrmnents that arc “ pro-
“ducers’ capital” from the individuals peint of view are at
least partly “consumers’ eapital” from the point of view of the
community: such as railways and steamships so far as they
carry tourists®, &e.

Bat further; when after observing the analogy between pro-
ducers' capital and consumers’ wealth, of which the utility is
continuous or frequently repeated, we have to consider the
consnmers’ stocks of food, fuel and other things consumed in
a single use, we can hardly refuse to recognise even in these
latter, so far as their amount is cconomically regulated, the

1 To aveid misapprehension, the reader should be warned that afterwards,
in expounding the Theory of Distribution, the ‘capital of the community’ will
have to be defined differently. It will have to mean the fund on which Interest
is paid; that is, the ageregate of the capitals of individnal members of the
community; an important part of which—e.g. the national debt—is not {o ba
counled as eapital from the social point of view, from which in the present book
we primarily conlemplale the produetion of wealth. How far this aggregale
capital of individuals shonld—by an estension of the mnotion of interest—be
taken to include their ‘comsumers’ eapital,’ is o question which will be hercafter
considerod,
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essential characteristics of capital. It is true that such com-
madities do not, generally speaking, increase in utilily by
being kept, but are rather liable to deterioration: still, so far
as they are prudently kept they save the labour of multiplied
purchases and journevs which would otherwise be neeccssary.
The keeping of snch stocks therefore is as essentially a labour-
saving expedient for the individnal as the vse of an lnstru-
ment in production.  The stocks in the hands of manufacturers
and traders fulfil the same function for the community; and
the social advantage of having wmore or less of such stocks is
to be measnred by the extent to which their existence either
saves the labour of sale and conveyance, or renders the labour
of making more productive by enabling it to be more con-
tinuous and wniform, and organised on a larger secale, than
would otherwise be the case. As we gaw, it is only so far as
they are thus uscful that the community gains from the “ac-
“eumulation” of such producets; and it is in view of this utility
that they may fairly be regurded as capital of the comnmuuity.
It would seem then that the terma ‘ecapital,’ as scicntifically
used, is not so much adapted to distinguish one portion of
accumulated wealth from the rest; as rather to express an
aspect which all such wealth presonts—so far as it 1s pro-

3

duced and nsed with due regard to economy'—up to the very
moement of consumption: as being, namely, the intermediute
results of labour emploved for future utilitics, which in some
way or other are greater in proportion to the lahour required
for enjoying them, throngh the prolongation of the interval
between the labour and the enjoyment.

Ience, to return to the guestion raised at the close of the
preceding chapter, when 1t is said that, in a given soclety at
a given ilme, an invention tending admittedly to render labour
more productive eannot be carried into effect for waut of capital,
the essential fact implied, fram a social point of view, is that
the commurity cannot or will not spare the labour required
to obtain this increment of prodace from work more imme-

1 It should be almilted that this aspeet is actually presented, for the most
part, in a less degree by Consnmers’ capital than it is by Producers’ capital ;
inasmuch as the former is comumonly managed with 2 less striet regard to
esonemy,  Thiz difference, however, is by no means universally o be found.
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diately—though less vltimately—productive. But in our exist-
ing societies the future gain of labour thus socially spared does
not usually acerue to the labourer personally; but to others
who practically purchase the results of his labonr with an
equivalent amount of dircetly consumable commodities ; and
in so doing are said to “save” the resulting addition to the real
capifal of the community. How far the laws governing the
extent of suech saving admit of being precisely ascerlaiued, is
a question reserved for the next chapter.

Nore. The mistakes that may arise from not contemplating with
sufficient distinctness that portion of capitel which continually exists in
the form of unsoltt gouds, are, 1 think, exemplified by the defects of Mill's
argument to prove that “demand for commoditics is not demand for
“labour,”  This proposition, which has oceasioned a good deal of polemi-
cal discussion, is, T heliove, perfectly true when properly explaiued ; and
Mills argument in supporl of it appears to me to a great extent sound,
T think, hewever, that it is o1 in form unsalisfactory, especially when we
consider the early stage in his exposition at which it appears,  TTe keeps
too much to the geieral notion of “capital” withent closely tracing the
diffevent shapes which the capital tales during the changes ; and thus on
tlie one hand he fails to state an important—in my opinicn quite legiti-
mate—assumption on whiech he proceeds; and on the other presents
a vague aud wisleading view of the ¢ime at which the results of which
ke speaks will be realised. And in conscquenee of this Intter defect
I think that a part of the argument- that wlich compares the effects
of a purchase of luxuries in a shop with the employment of labourers to
praduce luxuries—is quite erroneocusly stated.

The puzaling nature of this question for T think moest reflective readers
of Mill find it puzzling, after afl the pajng he has taken to make it clenr) is
due te the fact that it has two ohvions aspects, each of which presents it as
very simple and comprehensible, while at the smne time they lead to oppo-
site conclusions.  First, it seemsg plain enough that purchase being a mere
exchange of equivalents, a man who purchases can only benefit himself.
If a man happens to have a stock of wealth in a form in which he can
consume it himself, it is obviens that ke does not benefit any one else by
consuuming it ; then surely the mere fact that he has it originally in an
unconsumable form, and has to exchange it inte some other shape in order
to consume it, cannot alter the matter. On the other hand, it is said,
comsider what actually happens in any particular case. I have £100,
which I may either save or spend in velvet, If I save it, I no doubt add
L100 to the amount of wealllh sccking praductive employment ; and we
will suppose [or the vake of argument that it will find employment without
delay, and that a portion of it will go to increase the wages of labonrers,
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But if T buy velvet with it, does not the same result, so far as
the wages are concerned, necesserily follow, at least if we deduet the
percentage which the velvet-maker may add, as fairly earned profit, to his
domestic consmuption ! What remains he will cither employ in his
business, vr, if he has no room for it, will invest elsewhere; and in
cither caze a portion, which we have no reason to suppose smaller than in
the former case, will go to increase wages. Surely it iz mere paying
with words to say that I have nol added to the velvet-maker's capital,
and that seme one else would have boughl the velver if 1 had not?
Some one clse when he comes will find other velvet to buy, and we may if
we like raise the sume question over again, and ask, What becomes of his
money ! Our present concern is with my £100, most of which is as likely
to be spent in wages, raw materinly, machinery, &e., if I give it to the
velvet-maker for velvet, as it s if I put it in a bank.

I must confess that both these views scem to me perplexingly plausible;
and Mill's argument does not appear really fo meet what has just been
urged in favour of the latter. In order tw mect this, it is necessary to
express an assumption which is obseurely implied in Mill’s reasoning, viz.,
that the avernge amount of the velvet-mmaker's capital which is locked up
in unsokl goads cannot be decrewsed by my purchase.  Thiz amount is,
ol course, continmally fluctuating in the varionsly eaused oscillations of
supply and demand.  But it is obvious that it must tend to bear some
direct proportion to the amount of purchases, so far as it is influenced hy
thiz. Hence we may assume that, ceterds puribus, the decrease in the stock
of velvet caused by my purchase of £100 worth, will be balanced by a
rather more thaw proportionste increase in the stocle at some future time.
When this latter takes place, the ioss to the labourers due to my pur-
chasing velvet instead of investing will be fully vealised.  But it certainly
will not be realised immediately ; and hence, as T said, 3l is certainly
wrong in supposing that if T spend the £100 in emploving labourers to
make an artilicial lake instead of spending it in velvet, the wages-fund is
ab once lareer by £100 than it would have been in the lalter case.

But, granling it Lo be substantially true that the consumers of luxuries
do not #demand labour” in Mills sense—ic. do nol supply the real wages
of the labourers who produce the luxuries—the question remains, how far
the capitalists as such can properly be said to do thiz. An answer to this
question, differing materially from Mill’s, has been implicitly given in the
present chapter; but the full statement of it will come mare appropriately
in the following book (cc. vi and vii).



CHAPTER VI
THE LAWS OF PRODUCTION,

§ 1. I~ Chapter IV. we were occupied in surveying the
canses of variation in the productiveness of lubour in different
ages and countries. We first distingnished and briefly analysed
the conditions of man’s material anvironiment that are favourahle
or adverse to production; and uoted the differences—whether
original or superitduced by lruman Libour—in the adaptation to
human uses of the portions of land mmhabited by different com-
muuitics, and their bordering or intersecting rivers and seas. We
then passed to consider the causcs of varation in the quantity
and quality of labour performed, in proportion to the number of
the population supported by it. We observed the important
modifications in both quantity and quality due {1) to the vary-
ing physical conditions of the labourer’s existence, and (2) to
the varying strength of his motives for work, We analysed the
complexity of the elementary impulses that constitute the
‘desire of weallh’ for self and family which is undoubledly the
mainspring of industry in our actual societies; and noted the
manifold and complicated ways in which the strength of this
resultant unpulse tends to be modified by the degree of civilisa-
tton, the political structure, the moral state, the customs and
prevalent opinions of any community considered as a whole, or
again by the moral and social influences predominant in special
classes; and cspecially Ly the varying extent and manner in
which the industrial organisation maintains the correspondence
of reward lo exertion. We then examined this industrial
organisation in another aspeet, analysing the a.dvanta.ge‘ ob-
tained Ly the combination of labour,—that is, mainly by the
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Division of Employments,—and noting the attendant drawbacks.
We further observed the orcat variations in the efliciency of
labour that are due to intellectual conditions; partly to differ-
ences in the average technical skill of the individuals actually
working ; still more to differences in the development of know-
ledge in the community ; both of the knowledge of the general
laws of matter which we call ‘seience,” and of the modes 1n
which it may be adapted to human uses, which we call the
‘state of invention’ or of ‘the indusirial arts’ Finally we have
dwelt on the importance of Capital; considered either in the
concrete as {nainly) an already accumulated stock of instruments
auxiliary to labour, or more abstractly as the power of directing
labour to the attainment of greater but remoter wutilitics,
through the control over the produce of labour possessed by
the owners of accumulated wealth,

We have now to consider how fur we can establish 1mpor-
tant general propositions ag to the extent to which these
different canses operate, Tt is to such propositions that 1
have desired to restrict the term “Laws of Production” Iu
a wider sense the mere statement of a_cause of the greater or
less productiveness of labour might be called the statement of
a Law of Production; but the deseription would sound some-
what ambitious, and economists who have propounded such
“laws’ have certainly been understood to nmply by the term
some definite knowledge as to the quantity of cffect to be
attributed 1o one or more of the different canses determining
productior. 1t should be observed, however, that the pro-
positions thus denoted belong to two very differcot classes;
they may be (1) abstract and hypothetical, or (2) concrete
and positive. That 1s, they may either state (1) the amount
of effect that any cause, supposed to be given in quantity as
well as quality, would produce under certain supposed con-
divions, or tends to produce under actual conditions so far as
it is not counteracted or madificd by the operation of other
canses ; or they may state (2) to what extent any particular
cause has been found, or may be expected, to operate either
in hmnan communitics generaily or in the modern civilised
gocictics with which we are primarnily concerned. It will appear,
I think, in the course of this chapter, that the essential diffor-
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ence between these two specics of laws has been sometimes
ignored in the discussion of economic questions.

§ 2. Before, however, we proceed to examine in detail the
chief laws (of cither kind) that Lhave bean propounded by econo-
mists, it 18 necessary to recall those limitations to the possibility
of exactly measuring the productiveness of labour, which our pre-
vieus discussions on the measure of value and wealth have led us
Lo notice. We saw that so far as the commadities which are con-
sumed in different communities—or in the same community at
different times-—were different in kind, a comparison between the
different amounts of produce in the two cases respectively must
necessarily reduce itself to a vague balancing of utilities; and
that even if commodities similar in kind were produced under
such different conditions {of demand, supply, &e.) in the two
terms of the comparison as to vary materially in relative value,
this variation introduced ax irremediable element of inexactness
into any quantitative comparison of the two aggregates thus
variously composed,

These inexactnesses are not generally of material immportanee
when we are considering changes in the amount produced by
any community at short intervals of time, or comparing ncigh-
bouring countries similar in industrial and climatic conditions;
but they may easily become very considerable when we are
trying to deal with sccular varations, or to include remote
countries tn some wide generalisation,

We saw further that, even 1f our result were free from this
source of inexactness, it would still have no real significance, as
an answer o the question which prompts us to make the com-
parison, if there were any marked difference in the primary
needs of the different sets of human beings whose wealth we
are comparing. This latter point becomes specially important
when the needs in question arc considered as the needs of
labourers as such. We are thus led to notice an ambiguity
that 1s latent in our ordinary vague estimates of the productive
efficiency of human beings: it 1s not quite clear whether we are
to measure it by the total value of the commodities produced or
by the excess of this over the value of what is nceessarily' con-

1 Ag we have already had occasion to observe, mo sharp line can be drawn
between * necessary” and “auperfluous” consumption. There i8 a1 brond
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sumed, The latter measurement is suggested by the analogy of
the Instruments—especially the living instruments—employed
by the labourers; since in measuring the productiveness of
useful animals we should always consider not their gross produce
but their net produce, after subtvacting the value of the food,

&e., consumed by them. The anulogy Is too obvivus and ir-

resistible to be irnored; and we wmst admic this measuremnent
of the productive efficiency of labourcrs as valid for some
purposes; fur mstance, any employer who undertook to feed his
labourers would nightly use this measurement i reckonings of
Lis private business'. DBut, for the reason given incidentally in
the preceding chapter, it iy not, I conceive, the measurement
normally applicable in our present consideration of the matter
from the point of view of the commumty; so far, that iz, as the
additional consnmption which causes the additional efficiency
13 lield to be desirable, in itself or in its results of bodily or
mental vigour, as an amelioration of the labourer’s life, and
therefore an element of the ultimate end to which the whole
pracess of production is a menns. 1 shall therefore in the
present chapter mean by the ‘prodnce’ of which we are to
examine the laws, the gross produce of consumable commo-
dities; ineluding along with this whatever new capital may be
Qe

brought into existence within the period under eonsideration.
This latter must obviously be taken into account; as it would
be alwurd to regard the productivencss of labour, at any given
time and place, as affected by the question whether the ntilitics
resulting from 1t are immediate or remote. A certain amount
of error, as was before noticed, may be introduced by inclad-
g new ‘producers’ wealth, compared at its exchange valne
margin of expenditure which inereases tbe productive efficiency of the persons
who benefit by it, though not sufliciently to make thic resulting inerement of
prodace balance the expenditure.

The exact lhmits of this margin seem to me very difficult to aseertain.
Who shall say preeisely how mueh of the stimnlasing food and drink, com-
modiezs dwellings, expensive amunsements cnjoved by the beat paid class of
skilled waorkers (barristers, physicians, men of business, &e.) contribute to the
more effective performance of their fanctions ?

1 It should be observed that in the ealeulations of private employers o differ-
ent measurement again has commonly to be applied; the valne of what the

labourer prodnces has to be comparced not with the value of the materials of his
RACCSEATY consumption, but with the wage= that he is willing 1o take,

S K 10
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with directly consumable commodities; in so far as the value
of the former relatively to the latter may vary from other
causes than the amount of its prospective produce. DBut this
clement of possible error—which we cannot define more exactly
till woe have discussed the theory of value—may for the present
be neglected.

Let us then, taking in order the conditions of greater or less
production which have been above enumerated, consider how
far we can lay down laws as to the extent to which these con-
ditions either (1) are actvally found or may be cxpected to
operate in increasing or diminishing produce, or (Z) would
operate in the absence of counteracting causes.

The first class of conditions cxamined in Chapter IV, have
not—with one important exception’—been thought to afford
material for the statement of any general economic laws. In
the econoranie higtory, even in the social and political history of
the human race, it is donbtless indispensable to note the dif-
ferent advantages and opportunities for production (including
tradde) presented by different countries. Thus the historian
will point out liow the special fertility of plains watered by
large rivers, and the facilities of conveyance afforded by these
rivers, furnished the decizively favourable conditions for the
carly establishment of Jarge societies in China, Bengal, Mesopo-
tamia, and Egypt; how, again, to the opportunities of communt-
cation provided in peculiar abundance by an inland sea studded
with islands and invaded by penpinsulas, may be attributed that
development of trade in the Algean and the Mediterranean
generally which led to the Chrzco-Roman crvilisation as one of
its consequences.  These and similar apergus are of great interest
and importance. But the differences in the advantages and
drawbacks thus presented to hnman industry by man’s material
environment are so various and complicated, and change so
continually as the power of mankind to utilise advantages or
overcome obstacles grows with the development of knowledge
and of social organisafion; that we cannot usefully attempt to
frame any simple and general quantitative statements as to

1 T refer to the effect of limiled gpace of land in diminishing the productive-
ness of the labour of the community exhibiting it as expressed in the Law of
Diminishing Returns, diseusted later on in this chapter.
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the various and changeful eilect of these comlitions on pro-
ductivn.

Again, the gradual changes that have taken plagce i
the cconomie relution of man to his enviremment, through its
adaptation by bhumon labour, constitte fat any rate to a great
extent) merely a special case of the aid given to labonr by the
accanulation of capilal; and will be wost appropriately ox-
amined laser from this point of view.

I pass therefore to constler, as canses of variation in amount
of produee, the differences that are found in the quantity and
quality of labour applied, in propertion te the number of the
poplation consuming the produce,  Let us take first the dif-
ferences in quantity. Here I do not find that any cconomist
has thought 1t possible to lay down concrete laws as to the
diiferences or probable changes cither i the proportion of
workers to non-workers in avilised socletios, or in the averaga
time for which they work, A small part of the very complex
influences that we noted as determining these quantitics does
perbaps admit of being prognosticated; we 1wy predict, for
example, that civilised society will Dbecome more definilely
mdustrial than it has yet become in Furopean countites, and
thus the slight sociul diseredit stifl attaclang to labour will
entirely die away ; but the rate of this change aud the atnount of
effuct it is iikely to produce appear to be beyond ealenlation.

Again, ag regards the abstract laws of the relation of “ amount
of produce ™ to “quantity of labeur,” we have to observe that
the obvious artthmetieal law “ the more work the more wealth”
has undoubtedly to be qualified by the empirteal genoralisation
that after a eertain poiul. any inerease in the quantity of labour
performed by a man within a given time tends to be accom-
panied by some deterioration in its quality. But in the present
state of our knowledige it 1s not possible, T concerve, to establish
an even approximate numerical law connecting the deterioration
e qualicy with the increase in quantity,

§ 3. Here, Lhowever, it should be observed that it is not the
proportion of labour to the popnlation supported by it that re-
ceut economists have usually considered, 1 investigating what
they eall the “ Law of the increase of Labour;” buat rather the
increase in Lhe total number of Tnnman beings inany countiy,

10—2
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“The increasc of labour,” says Mill, “is the increase of man-
“kind ; of population.” Still it scems clear that the determina-
tion of the rate of increase in the numbers of a nation does not
come primd fucte withiu the general problem of Production as
I, after Adam Smith, bave stated it; for, as was said, we do
not consider that a unation is richer or “ better supplied with
“the neccssaries and conveniences of life,” because having
more members to feed and clothe & produces propertionately
more food and clothing, It is therefore not primanly because
the incrcase of a natlon’s numbers involves an increase in the
quantity of its labour, that we are lere called upon to deal
with the large controversy raised by Malthus' famous Essay
on Population; but because of the relation which the Malthusian
doctrine maintained between increase of numbers in a given
country and decrcase in the proportional productiveness of the
correspondingly inereused labour.  Or to nse the phrases that
have now become familiar, the * Taw of Population’ chicfly in-
tevoyts ns fromn its connexion with the ‘Law of Diminishing
* Returns.”

But the connexion of these two questions is so intimate that
it seems desirable here to sam up briefly the results of the long
discussion started by Malthus essay; espeelally as it is not,
I think, difficult at the present stage of the discussion to state
these results in a form not open to attack ; provided thal we
distinguish carefully the different propositions, abstract or con-
creto, that have been included in the < Maltlusian theory’ by
its author or one or other of his disciples. Some of these propo-
sitlons when separated [roun the vest are mere Lruists; while
others, though not quite so obwious and thourh Malthus and
other writers before and after him did good service in insisting
on their importanee, are yet hardly controvertible, when stated
with proper qualifications.

Thus that “population is necessarily himited by the means
“ of subsistence ™ is a truism: an increasing number of human
beings cbviously require a minimum of food, clothing, &e., in-
creasing in propertion to the number,

The same cannot be said of the further statement that popu-
lation has a constant tendency to increase beyond the means of
subsistence, and is kept to its nceessary lovel either by the
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“preventive checks” of prudence, or sexual vice, or the “positive”
checks of “misery” or vice; meaning by the latter the increase
of mortality due to famine or to diseases caused or ageravated
by insofficient nutriment, or to other largely preventible or
curable diseases, or to war,  This proposition 1s certainly
not a truism : it may, however, when stated with the requisite
limilations and with due explanation of the rather vague term
“tendency,” be now taken as ineontrovertible ; however much it
may have been somctimes overlooked by statesmen, social ve-
formers and philanthropists generally. By ‘tendency, as Mill
and others have cxplained, we are to understand that the propo-
sition is abstract and hypothetical ; and relates to what would
happen, if the checks in question were removed, not to what
may be expected to happen in the actual future of our own ox
any other community. The preposition, thongh abstract is not,
of course, demonstrable a prier:; 1t rests ou inductive evidence:
but such evidence has been adequately provided, so fur al least
as concerns the Europcan raccy, while living in Lurope (or moss
other countries of the temperate zone) under therr existing
social conditions.

As regards this portion of mankind it is now (1) hardly
disputed that if all men and women, observing the rules of
chastity and monogamy, married at the time of life at which,
apart from prudential restraint, they were inclined to do so;
were not in want of the means of subsistence ; had the amount
of protection from death and bodily injury which is actually
afforded by the Governments of eivilised Furope in time of
peace ; and took such measures to ward off preventible diseases,
from themselves and their children, as ordinarlly caveful persous
would take in the present state of medical knowledge; the
population would double itself within a certain perlod. This
period would no doubt vary considerably with variations of race,
climate and social condition, and for the purposes of the general
argument need not be exactly determined ; but it may probably
be taken to be something between 20 and 30 years®.

¥ There are variony difficuliies in the way of determining this hypothetical
petiod of duplication with any exactness. For instance, there scems no doubt
that one vonsiderable cause of the diminution of the population in Ergland iy
the excessive mortality among ihe infant children of the poor; bub it is very
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And (2) it is hardly disputed that if this process of doubling
and re-doubling were continned (in a country as thickly peopled
as England, ¥rance, or Germany), the amonnt of subsistence
obtainable in the present condition of industry would soon be
baroly suflicient to support the populationg so that the supposed
inercase of population could no longer continue.

The sccond of these propositions involves the Law of
Diminishing Retarms.  Before discussing this, 1t should be
observed that the greater rapidity in the increase of population
which we have supposed would involve necessarily o smaller
proportion of workers to non-workers.  Assuming, however, that
the arts of industry were sufiictently developed to enable this
smialler proportion, duly aided by instruments, to provide ade-
quate nourishment, clothing, &c., for the whele population, and
that no greater proportion of the produce of labour took the
form of luxuries; 1t is evident thot if the productivencss of
Iabour did not diiinish, the increase of population might go
on until it was chiecked by unn-preveutible diseases due to
over-crowding,  The Law of Dininishing Beturns, then, affirms
that the productivencss of labour does tend to diminish, as the
namber of labourers to a given uuit of land inecreases, after
a certain degree of density of population has been reached.
The degree of density, it should be vbserved, varles with the
develepment of the industrial arts, ad the accumulation of
capital : it tends to be removed continually furcher back by the
progress of Invention, provided that through vhe accumulation
of capital, the iImprovement of processes which Invention renders
possible 1s actually realized, e necessity of thus limiting the
scupe of the law of dminishing relurns to communities of a
cortain density, was couvclusively shown by Carcy, and is now

difficnlt to say how far this is due either directly or indircctly to the diffieulty of
oltaining subsistonee —that iv, either to diseases arising from inanition, or to
the neglect of mothers distractsd froan the care of their ehildren by the neecssity
of making a livelihood. Similarly, the extent o which ecither *fvice” or
“ prudence ” actually diminish our population can only be roughly gunessed.
Aceordingly in the numerical estiiate given in the text I have sllowed n large
margin on either side of the 25 years which I find given as the acecpted average
time required for population to double ilsclf, during a long period of gradual
colonisation, in the United Statzs and Lower Canada (allowing for im-
wigration).
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generally vecognised. Im fact, in a thinly-peopled country we
bave to enunciate a Law of Increasing Returns; every addi-
tional labourer tends to make labour on the average more
produetive, since he enables the whole body of labourers to
realizc more fully the advantages of cooperation.  And this
terdency Lo inereasing returns continues to apply, in all
branches of industry except agriculture ard mining, without
any limit from density of population, except such as arises from
sanitary considerations. The closer luman beings live to one
another, the greater tends to be the quantum of utility derived
from o given quantum of labour in conveyance and communi-
cation; the greater, thercfore, tends to be the development of
cooperation by exchange ; and as the scale on which each par-
ticular branch of manufacture may bo profitably organised
becomes thus proportionally larger, the production itself tends
correspondingly to become more economieal, as bas boen already
explained’. .

Hence the Law of Diminishing Returns may be used hoth
in a narrower and in a wider signification; and therc is some
danger of eonfounding the two. It may either mean (1) that
the productiveness of agricultural and extractive Jabour tends,
celeris pavibus, to diminish with every increase of population,
even though capital increases proporuonally ; or (2) that, not-
withstanding incrcased returns from the labour employed in
manufactures and internal trade, the productiveness of labour
genceally tends so to diminish,  The degree of density at which
the former tendeney would begin to operate is of course lower
thau that which would intradnee the latter, SuGll the law,
even in its wider signification, would secm to be applicable
to the present condition of England and of the Ruropean
countrics most advanced in civilisation, There can be little
doubt that in these the growth of population has passed
the point at which the average efficiency of labour begins to
be decreased by any addition to its quantity, othcr things
remaining the same; that is, supposing that each additional
inecrement. of labour has about as much aid from the accumulated
results of past labour as the previous inercment of labour had,

VO, antoc.iv. § A
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and no more;, and that there is no progress of Invention, and no
development of Foreign Trade. It is not of course meant that
there is no possible application of labour and capital in England,
according to the methods of industry at present understood,
which would be more productive than some applications at
present made.  Such a stutement would be absurd ; as there is
a good deal of capital actually ewoployed which is yielding no
retarn at all.  What is meant is that, cefeits paribus, any
considerable increment of capital-aided labour, applied with
average skill, would be less productive than the average of
capital-atded labour actually applied™.

But then as other things do not remain the same, as on the
contrary the development of Iunvention, and of Cooperation
throngh Exehange with less densely peopled countrics, is con-
tinually going on, this Jaw again is purely abstract; it describes
a tendency, not a fact; o foree, whose operation 1s counteracted
by another force. The praof of the existence of this foree is
supplied by the greater average produce of labour, when it
is equnally aided by Capital, Tnvention and Cooperation, and
cwployed upon less crowded land ; as in our colonies, including
the United States of North Amertca.  But such evidence
does not enable us to lay down any concrete law, formulating
the actual effect which the two forces eombined may be
expected to produce in determining the average produce
per head for a given density of population. If indeed we
excluded Foreign Trade, we might confidently affirm that no
degree of improvement in industry known to us by experience
could counieract the cffect in decreasing the average productive-
ness of labour which the actual rate of increase of population in
England would cause; so that the decrease in average supply
must soon check the rate of increase.  But then this exclusion
of Foreign Trade again makes our statement purely abstract
and hypotbetical.  Supposing Foreign Trade to go on, we have

1 Tt should be observed thai agricuitural labour is sometimes liable to
become 1more unproductive, in consequence not merely of the incrcase of
population, hut of a dispropertionate employment of the additional labour in
agiiculture @ e.pr. through an excessive subdivigion of farms. But in this case
the losa in productive efficiency is not enfirely due o the law of diminishing

returng; but partly to the defeet of an indnstrial organisution foo inert to
respond adegquately fo o changze in ibts circamstances,
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to decide whether the region whose production we are examining
is to include all the mutually trading countries or only one.  But
on neither view can we {rame any definite concrete *law of di-
‘minishing returns,” applicable to a country like England; on
the former view because the population of the whole region with
which England trades cannot be said to have rcached the polnt
at which returns diminish; on the latter view lLeecause the
possibilities of England’s obtaining additional subsistence by
trade have only a remote and indefintte limit.  If the dream of
Free-Traders were realized, if all the world were willing to
allow free ingress to our manufactnres, it seems to be quite
possible that the whole of Eugland might become almost as
thickly populated as Middlesex, without any decrease i the
average productiveness of her labour,

All therefore that we can affirm is (1) that actually the
proportional returns to capital and labour in England arve less
than they wonld be if England were less densely populated ;
and (2) that they tend ceteris paribus to be decreased by any
increase of population, even il eapital is increased proportionally.
The question then remains, How far under these cirenmstances
is population likely to increase? This brings us back to the
more strictly * Malthusian’ law which affirms that the popula-
tion of countries like England weould increase at a decidedly
more rapid vate than the present, were it not for the operation
of either the prudential or the positive checks. This state-
ment, as T have said, is hardly now disputed, by competent
persons, as regards tho Furopean race in Europe.  But there
is an ambiguity in the phrase “prudential restraint” which
it i3 important to point out. Prudence, in this application,
means the foresight and consequent avoidance of danger;
but Malthus' disciples Lave not always made it clear whether
the danger to which they referred was the danger of being
in want of the necessaries of life (for oneself or one’s
childven), or the danger of being in want of comforts, decencies,
or luxuries. It is obvious that the motive which actually
restrains all classes in the community abeve the lowest is foar
of the latter, not the former danger. It is necessary to premise
this before considering the conercte law which some writers
have preferred to give as the main Maltbusian doctrine: the
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proposition, namely, that “ population presses closely on the
“limits of subsistence” In a certain very important sensc
this proposition is gencrally true and generally admitted in
respect of civilised and fully-peopled countrics: in the sense,
pamely, that populalion increases when the means of subsist-
ence increase in such a way as will enable the mass of society
to obtain an ampler supply ol necessaries.  Frow this, however,
it cannot e absolutely inferred, that even the lowest class in
the community is on the verge of starvation ; but only that they
are i a position in which the supply of food is an important
clement in tlhe consideration whether or not it is prudent to
marry.  And since an increase in the supply of necessaries is
under ordinary circumstances accompanied by an Increase in
the supp'y of comforts and luxuries; in so far as the increase of
the population takes place in any of the classes above the
pouorest, 1t 15 to be atiributed to the latter kind of abundance
rather than to the former,

Still, it may be stated as a conerete law that holds good in
England and other European conntries, that there is a compres-
sion exereised on population by the difficulty of procuring the
necesaavies of life, The compression is not rigid: in England
for example population might easily inerease with greater
rapidity than ot present, if all classes restricted their consurap-
tion of luxuries—especially harmfol Inxuries. DBut a sirong
elastic pressurc undoubtedly exists. If auny statesman or phi-
lanthronist cherished the somewhat old-fashioned aim of inereas-
ing the population, the best course he could adept would be to
promote the increase of the average means of subsistence’,

1 The term “ increase of the means of subsistence ™ is not free from ambiguity
—any mwore than the term “incresse of wealth ™ has been found to be so.  For
instanece, the question mnay be raised whether the substitution of a cheaper for
a more expensive food is to be considered such an increase ; supposing that it is
abundant in proportion io its cheapness. According to the view talen in e, iii.
of the measure of wealth we should not say that the nation was enriched by the
change; but, if the cheaper food were equally adapted to support life,—-or even
if it were merely more adapted in proportion to its cost—I should certainly say
that the mation must be regarded as having more command over the means
of subsistence: and that the change coastivated a distinct gain in utility,
Economists who have taken the opposite view appear to have assumed the
propoesition combated in the nexe section ; namely, that the classes consuming
the cheaper food would necessarily ¢ people down ' to the thus lowered limit of
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espeeially of the mass of the population; since, thongh this 1s
not the ouly means by which population can be tnereased, it is
a meang that may be relicd on as effectual ; and it is the only
means that can be adopted without bringing the population
nearer to the danger of the vaned sulferings entatled by nsufli-
cieney of food.

Tat it is one thing to allirm that if subsistence increased,
population would inerease also; it 1s quite a differeat tling to
maintain that the laiter increase will in all eases be sufficient to
absorb the former. This is what some ceonomists who have
written after Malthus—notably Ricardo—have gencrally as-
sumed : and the assumption has considerable importance in the
latter's system, as it Is the foundation of the doctrine of a
“natwnl rate of wages” whiclh oceuples & cardinal position in his
theory of distnbution; and to which altention has rccently
been altracted by Lassalle and other German Seeialists, under
the ominous name of the “iron law of wages'.” We shall have
ccension to refer to this again when we come to distribution,
Here T may point out that Ricarde docs not fall into the error
of supposing—as Lassalle and others appear to have wuder-
stood—that the “natural rate” of wages is that which gives the
labourer only the bare nccessarvies of life. It is true that he
sowetimes ncantiously vses language that suggeests this mean-
ing; as when be says that © the natural price of labour is that
“price which is necessary to caable the labourers, onc with
“another, 30 subsist and perpotuate their race®”  Bub he else-
where repeatedly recognizes that the natural price of labour
“essentially depends upon the customs of the people,” or « Uhe

subsistence.  Even if this consequence followed it would not neeessarily involve
any sutfering, though it would unuloubtedly inercase the danger of suffering
from any aceidental diminntion of income; beeause the eonswmers of the dearer
food winld under evrigin cireumstances have the rezource of descending to the
chiraper artiele, which wonld be wanting to those who lad already performed
the deseent.  But, as T arge in the next section, there is no neeessity to suppose
that the eonsumers of the cheaper fond canuot raise their standard of living;
and if they do this they will not only have more present eommand over the
convenicnees of life, but also—oun the whole—more security as regavds the
fuinre, thau they wonld otherwize have had,

e Eleraes {irazen) Lolngeseiz.”

* This passage aml fhose afterwards queted are alt taken fraom the sane
Chapier (V) of Ricwedo's Principles of Dolitical FEeaownnny,
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“quantity of food necessaries and conveniences become essential
“to them from habit;” adding that “mauy of the conveniences
“now enjoyed in an English cottage would have been thought
“luxuries at an earlicr period of our history.” This last sen-
tence shows further that he did not regard “the watural price
“of labour estimated even in food and necessarics, as absolutely
“fixed and constant.” On the econtrary he is careful to state
that “it varies at different times in the same country;” and he
speaks of the effort to raise it, by “stimulating the taste of the
“labouring classes for comforts and enjoyments,” as onc of the
worthiest aims of philanthropy.  But he did, I think, assume that
amcre increase of subsistence had in itself no tendency to produce
this effect ; that even though the “market rate of wages” were
to “remain for an indefinite period above the natural rate” the
lutter would not during this period be tending constantly up-
wards towards the former. At any rate this assumption seems
to be invelved in the mwin part of his reasonings on wages. Tt
is however, as J. 8. Mill has pointed out, contradicted by his-
torical facts®; and 1 may perhaps add that it is cqually contrary
to what our general knowledge of human nature would lead us
to infer.  Mill's own view is that a temporary increase in sub-
sistence does tend to raise the standard of comfort regarded as
indispensable by the class of manual labourers, provided it is
a change

“gufficient to make a great change in their condition
“guch az will be fel for mauny vyears, notwithstanding any
“stimnlus which it may give during one generation to the
“increase of people.” IHe holds, however, that “it is a much
“more difficult thing to raise thun to lower this standard of
“eomfort;” from which proposition it 1s an 1mmediate inference
that, assuming the average efficiency of labour to be stationary,
and casual fluctuations in supply to take place as much in one
direction as in another, there would be a steady tendency down-
ward in the standard of comfort, until the limit of bare neces-
saries was rezched—except so far as the labourer's prudence

1 Mill refers (IL ¢. x1. § 3) to the improvement in the condition of the la-
bouring classes in Fronee caused by the Great Revolution. Ie also guotes
Malthus’ staterment (Prine, of Pol. £eon. p. 825) that o *“ decided ¢levation in the
“ signdord of the comforls and conveniences of the English working claases™

had been caused by the unusual snccession of fine harvests in the fifty years from
1715 {0 1765.
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admits of being increased by cducation and other intellectual
and moral influences,

Whetlier this be true or not, a point which I do not myself
feel able to decide, it may be pointed out that here again we
have a purely hypothetical proposition : since the arts of indus-
iry, and the adaptation of the earth’s surface for productive
purposes, are in a rapidly improving condition; and by their
means more and more distant sources of supply are con-
tinually opened to the inhabitants of any particular crowded
country. Hence any conecrcte law as to the tendency of the
standard of comfort to rise or fall, must involve a forceast of the
rate of progress of the improvements above-mentioned.

§ 4 We thus arrive at the question which remains to be
discussed, in order to complete the enquiry proposed for the
present chapter; viz. whether we can determine the laws of
variation in the efficiency of lubour. So far as the personal
clficieney of the labonrers is concerned, no economist (1 believe)
has ever claimed to possess the knowledge required for this
task. Tndecd it seems evident that any one who attempted to
explain the differcnces in the physical, intellectual and moral
qualities of labourcrs, and in the motives presented to them by
their soeial and industrial circomstances, sufficiently to cnable
us to predict even roughly the future operation of these condi-
tions, must in fact claim a prescience of the whole development
of civilized society, beyond the pretensions of the most coufident
of living saciologists, While, again, the uliimate causes of
these differences are so complicated and their effects so inter-
mingled, thal it does wnot seem casy to lay down any really
important gnantitative statements even ag to the hypothetical
effects of any given changes; as for instance changes in the
labourer's habits of diet, orin the educational machinery applied
to them, or their social custoris and opinions, or the terms on
which they usually cooperate.

The case 15 different with that element in the productive-
ness of labour which depends on the aid afforded it by capital;
since Mill and others do undertake o give the “law of the
“increase of capital” [t appears (o me, however, that in so
doing they have presented a somewhat onc-sided view of the
process of accumnlation of what 1 have calted ‘conerele capital;’
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Le. instruments and other intermediate results of labour em-
ployed for remete ends.  They have rightly peinted out that—
at least in civilized communities as actually organised—this
accnmulation depends chiefly on the =aving of individuals,
But this saving can only take cffect in aiding production so far
a3 instruments or processes have been discovered by which
labour may be made more produective threugh delay in ils linal
resnlt  of consnmable commaditics.  Or, t0o usc a current
plirase, there must be a ©ficld for the employment of eapital” if
profic 1s to be gained ; and the existence and eontinual enlarge-
ment of this field depends on Invention—in the extended sense
in which I have before nsed the term to include all 1miprove-
ments o the general organisation of Industry, as well as in
special industrial processes.

Now 1 conceive that no important quantitative generaliva-
tions can be estublished as to the variations iu this second factor
of the growth of concrete capital.  We have no means of pre-
dicting ihe rale at which either cur knowledge of the laws of
nalure or the application of this knowledge Lo industry is likely
to progress in the future; it may be very much more rapid and
extensive than it has been cven during the last hundred years;
on the other hand it may be very much slower, or may eveu
come almost to a standstill—puiting out of sight the possibility
of any such soeial disturbances as wight lead to an actual retro-
gression in civilisation.  And it is further to be observed that
even if we could predict roughly the amount of improvewcns
which the industry of the fulure way be expected to reccive
from Invention, it would still be quite uneertain how far tis
ypwovement will volve the enlavgement of the field of en-
ployment for capital. Hitherto, inventions liave generally had
the effect of complicating and prolonging the processes of
industry, while at the same time increasing the ultimate pro-
ductiveness of labour.  But this hag not always been the case;
and so far as I know, there Is no reason why the inventions of
the future should not be chielly in the direction of simplifying
and abbreviating industrial processez; so that at each step of
improvement the demwand for eapital will be restricted instead
of being enlarged .

L O past, Bual, ¢ vil
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Tt remains to ask, whether we ean ascertain the abstract law
of the other factor in the growth of concrete capital ; whetlier,
supposing the field of employment for capital determined, we
can say how far the capital will he furnished. Now the appli-
eations of labour, in the making of instruments or otherwise, by
which its ulthinate net production is increased, are of varying
degrees of profitablencss; the inerement of produce obtained by
delay is in some eascs greater, in others less,  We have there-
fore to ascertain (1) how far the community can afford to labour
for remote results, and (2) so far as it can affurd this, for what
amount of economic gain i1t will be wiliing to postpone -
wmediate consumplion.  And since, as we have scen, in a society
organized on the basis of private property, this postponement
1s principally brought about threugh the saving of private in-
dividuals, an important part of the problem presented will be
solved, 1f we can determine ihe law according te which the
amonnt of this saving tends to vary.

The first point 1s to ascertain the amount of the fund {rom
which saving can be made. This takes us back to the distine-
tion drawn in § 1 between the net produce of labour of the
community and its gross produce; since the fund available for
saving is obviously the former and not the latter. What can
be produced by any soclety in any given period, over and above
what is required to supply the necessaries of life to all engaged
in production, and to compensate for the deterloration of the
previously existing eapital, gives the maximum of possible
saving within the period.  As we have seen, the line between
“uecessary” and “superlluous” consumption cannot be sharply
drawn ; and it is the less necessary to attempt to draw it with
precision, since the maximum above indicated has never lLicen
approached in any community of Luman beings; the dispo-
sitions which  jrompt men to save having always provel
wealker than the dispositions which prompt them to spend,
long before  this wmaximum was reached.  Sull, so fur as
we limit our investigation to cases where we may assume that
the prinary needs of the human beings considered are an
approximately constant quantity®, we may clearly lay down that

1 This assumption is often manifestiy untree when we are eomwparing the
productive ofiiciency of diffirent races, T, the reason why the comnpetition of
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the possible maxiraum of saving increases as the gross produce
of labour (per head) inereascs, but in a greater ratio. IHence,
if the resultant forces of the impulses that prompt men to save
as compared with those that prompt them to spend could also
be assumed to be constant, the accumulation of capital—when
it once had fairly commenced—would tend {0 increase al a
continually accelerated rate.

. But thiz lalter assumption 1s manifestly too divergent {rom
facts to be useful. The tendency to save, hke the tendeney
to spend, is the complex result of a number of different
impulses, some self-regarding, some symnpathetic; and continu-
ally varies, partly in proportion to the strength of these, partly
from variations in the intellectual condition of human beings
and partly from external causes. Even if we suppose the
desires tliat aim at the personal enjovments derivable from
wealth to remain unaltered; any important change either (1) in
the prospects of security wfforded by the physical or political
circumstances of the commuunily, or {2) in the average indivi-
dual’s power of foresight and capacity of being moved to action
by the representation of remote consequences, or (3} in the range
or intensity of his sympathetic infercsts, cspecially those due
to family affection or patriotism local and general, must affect
materially the general disposition to save. Now no cconomist,
so far as I know, has attempted to determine the laws of varia-
tion of these conditions. Im fact, the only general “law of the
“inerease of capitul”™—beyond a mere statement of the above-
meautioned conditions of variation—that Mill* {¢. g.) appears to
lay <own, is the abstract proposition thai, other things being
equal, the “eoffeetive desire of accumulation” will vary dircetly
with the “ pecuniary inducement” to accumulate; that is, with
the rate of interest’. Thus, other things being the same, if the

¢ (hinese cheap labour” is so menacing to the BEnglisk race in Ameriea and
Australia seems to lie in the smaller neeessary consumption of the average
Chinaman, as compared with that of an average Englishman ; which renders
the net produce of the former's labour greater, though the gross produce iz less.

! Book L c. xi.

? In this pascage, as in another gquoted soen after, Mill eppears to use the
terms ‘interest’ and ‘profit’ #a practically convertible, though he elsewhere vare-
fully distinguishes themn. This does not scem to me conbrary to usage; as
¢profit’ is T think offen nsed in a wide sense for all ‘returns o capital,” so as to
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rate of interest falls, the supply of new capital on which the in-
terest will have to be paid wiil tond to be less: if it rises more.
This abstract proposition is probably true on the whole; but
even this scems to me less simple and certain than Mill repre-
sents it, since the total effect of a fall in interest is the result
of a number of tendencies which to nn important exlent act
m conirvary divections. 8o far, indeed, as a man is induced
to save pot by the desire to attain any particular definite
end, but by a general estimate of futurc resources as compared
with present enjoyments for himself, his family, or others whom
he may wish to benefit, it is cbyious that any diminution
in the yicld of his savings mnst pro funto decreasc this in-
ducement, But it would seem that In most cases the motives
for accumulation are not of this gencral character.  In the first
place men in husiness amd the professions save, to a great
extent, with a view of obtaming a certain income from their
savings; the amount of which they comccive beforehand with
more or less definiteness, whether their alm Is to retire from
business themselves or to provide for their children, It is
obvious that a lowering of the rate of intevest, as it would
rerder a larger amount of saving necessary to obtain a given
income, wonld have a certain tendency to dncregse—instead of
decreasing—the amount annnally saved by such persons. Again
a large amount is annually saved, especially by poorer persons,
not so much for the sake of the interest as in oider to have the
principal “against a rainy day " all sueh saving will be searccly
inelude as onc specics ‘interest,’ which always denotes the additional woealth
eantinmally obtained by the mere owncrship of eapital, or the price paid for the
temnporary use of it by the employer of capital who does not own it. Still, it
seems to e Inore convenient, when we are endeavouring to asceriain as pre-
visely as possible the law of the increase of capital, to distinguish the terms as
Euglish economists ordinarily do; and to denote by ‘profit’ the yield ol capital
to the employer who is also the owner. If this distinetion is taken, it will
evidently be ©interest’ rather than ‘profit’ which supplies the motive to accn-
mulation, in the ease of all persons except those who employ thar own capital;
and it will be so even as rcgards these latier, so far as they sre able to borrow
what they can profitably cmploy in their lLusiness at the ordinary rate of
interest, allowance being made for risk., Heuce it seems to me hest to use
‘intavesl’ exclusively in the present dizcnssion ) though il ought to be borue in
mind that so far as an employer belicves that he could advantageonsly use

capital that he is not able to borrow at the ordinary rale, he will have an
aditionn] stimulus to save.

5 11
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at all affected by any change in the rate of interest. Further,
we have to take into account the great influence of habit and
social enstom in determining the apportionment of income
between expenditure and accumulation. Many persons have
a nearly fixed standard of living, and so long as their income is
morve than suflicient to provide for this, they moerely save the
surplus whatever 1t may happen to be.  In proportion as this is
the case, their saving will only be dimivished by a fall in
interest so far as their income is diminighed by it: and it 13 n
no way necessary that a fall in intercst should be accompanied
by a deercase in the average income of individual members
of the community. In fact, as Mill points out, “a fall in
“the rate of inlerest is frequently itself the result of a great
“accumulation of capital; and the income derived from a large
“amount of capital at a low rate of interest generally gives a
“praater total power of saving than the Income derived from o
“gmall amount of capital at a high rate of interest.”

Tt appears, therefore, that a full in the yicld of capital is
likely partly te diminish the inducements to save, partly to
increase them, partly to mnfluence saving in o manner which
we cannot precisely determine till we know the special canses
of the fall. I think it probable thal the first of these effects
will gencrally preponderate over the others; but I do not think
that we can say that this will certainly be always the case, still
less to what extent it will be so.

On similar grounds 1 should regard as rather too dogmatie
Mill’s subsoquent statoment® that “there is at every time and
“ place some particular rate of prolit which is the lowest that
“will induee the people of that country and time to accumulate
“savings and to employ those savings productively.,” That is,
I see no @ priovi recason why accuomulation and productive
investment should not go on, so long as such investment is
found to yicld—on the average and after making full allowance
for all losses—any nierest worth considering.  If a man were
distinetly more likely to lose than to gain on capital invested

! Book 1v, e. iv. IHere again Mill must cvidently be nnderstood to use the
term ‘profit’ as covverlible with ‘interest;’ since in another paragraph he
speaks of » # profit or interest of 8 or 4 por cent” as being ¢ g sullicient motive
“to the inerease of eapital in England at the present day.”
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he would prebably prefer to hoard bis savings in some forn;
though it must be remembered that any mode of hoarding
woull invplve some degrec of risk, and seme trouble or outlay
or both.  But I do not sec why accummulation should not go
on as at present with average net interest burely above zero:
and [ think it possible that it may so go on at some future
stage 1n the world's history. T think however that if' the fall
took place in a communtty in an intelleetnal, moral and social
condition similar to that of England at the prescnt time, ac-
cumulation would cotne to an end at a much earlier point,
though the exact point at which this could take place seems to
me impossible to determine’.

§.5. But even if the laws of the saving of individual
meibers of any communtty, within any given period, could he
determined more precisely than appears to we to be the ease,
there are several reasons why the result would give ws no exact

b In connexion with this conjeetural forecast the fallowing point should he
noticed.  The rew suyvings of individuals are partly absorbed by zales of eapital
alrendy invested by persons who wish to spend some of their eapital : the saving
of ome sot of peeple being thus balanced by the spending of others, Now in
what has been said we have supposed that the community is adding to its real
capital, and therefore that some part of lhe savings of individuvals have to take
the form of new instrnments of industry,  1f, however, the rate of iuterest falls
through thiz aecomulation of instrunents, sueli previously existing Instruments
-—especially lawd —as have not had eheir utility Zmpaiied by the competition ef
she new capitol, will {as we have already observed) have their selling value
inercased : and therefore the sales of sueh instruments by persons intending to
eonsume the prosecds will absorb a coutinually inercasing anomt of savings,
This consideration becowes important when we foreeast the eousequences of a
contintal Tall in the rate of interest, Tts elfects will be mosy easily showu by
waking an extreme supposition. Leb us suppose that, owing to the steady
increase of savings, more rapidly than the enlargement of the field of employ-
ment of capital through invention, &e., interest by 1950 a.p. haz fallen to a
third of its present rute in England; and that reuts on the average have been
doubled throngh the inercasing searcity of land, It is obvious that land will
sell at six times its present price; aud therefvre the sale of any given portion
will be capable of absorbing six times the amount of saving that it would absorh
at present. And if we carry the suppozition of a fall in interest still further, it
will be evident—still assnming rents at leaszt not to {all in value—that before
suving eoukl increase to such an citcut as to make the interest on eapitul
merely cover risk, so thal investment was no better than hoarding, the valne
of land must have become infinite.  Ancd the same may be said of the value of
any irredeemable perpetual annuities that may have been sold by governmenty
or Private orporations,

113
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guidance as to the inerease of the productive resources of the
community within the period.

In the first place—if we mean hy a “community” a single
nation, and not the whole aggregate of human beings more or
less united through exchange into one industrial organisa-
tion—it should be observed that communities may, and in
modern times largely do, lend their capital to other com-
munities instead of emploving it themselves; so that the
supply of new capital for home employment may be reduced,
without any fall in the rate of interest, merely because more
attractive openings for investment have presented themselves
abroad.  Of course this foreign investnent of capital increases
the share obtained by the connnunity of the produce of ihe
world’s labour; but it does not merease the productiveness of
the labour of the community, except in an indirect and uncer-
tain way, so far as it extends the opportunities and increases
the advantages of foreign trade.

Buot secondly, even if we. cenfine onr attention to howme
investments, it is easy to sce that the amount of individnals’
capital employed profitably for the owners, but not so as to
make the labeur of the community more produective, may
vary greatly, without any variation v the average effective
desire of accumulation of the individual wembers of the com-
muvity ; in cousequence of physical or social emergencies, im-
posing larze oceasional outlavs on the community as a whele.
In modern times this is most conspicuously excmplificd by the
laree loans of governments for purposes of war; the lssue of any
sneh loan, while it tends Lo raize the current rate ol interect,
tends ulso to reduce the amount of capital conteinporaneocusly
invested for industrial purposes.  Thus a large amount of the
ordinary savings of the community may be absorbed, and the
aggregate capital of individuals eorrespondingly increased, with-
out any real increase in socinl capital®,

But again, even if we contemplate only capital productively

¥ Tt may be observed that in the same way the oceasional necds of a porlion
of the community may absorb the savings of the rest, so that the additions to
eapitul within a given period may be much boss than usaal, or even non-existent,
withoul any allerstion in the average foree of the motives that prompt to
saving.
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cmployed, it 1s evident that the profit of any investment of
savings to the individual investing is a very uncertain ncasure
of its advantage to the communiey. For the investinent may
destroy or reduce the utility of previously jnvested capital; as
when a railway is constructed swhich takes away traflic from an
already existing railway, or a shop with expensive front, fittings,
&, 1s successfully designed to altra e custom from another shop,
The progress of invention, whieh continnally wmodifies the field
of employment for capital, continually affords opportanitics for

fresh investients n-

as 1 newty invented wachinery, &e.
evitably tending to reduee the value of portions of capital
already 1n existenee, to an extent which, so far ag we know,
may vary indefinitely.  Improvements may easily be imagined
which would anuihilate vast portions of the productively in-
vested wealth of individuals; sach (2.4} as a mechameal
invention that superseded railways e Englaed, or o develop-
ment of trade that rendered Knglish wheatgrowing unprofit-
able: wnd econoinie changes of this kind, theugh smaller in de-
gree, are coutinually oceurring,  In sach cuses, hen, the gain
to the commmuity from the new investment has no definite
rclation to the interest earned by ilie lnvesting individual;
it may be obviously much less, when we take into account the
destruction of the utility of the previously existing capifal.

On the wvther hand, it is equally possible that it may be
much more. For the social profic of an improvement in the
nstrunents of production can rarely or never be eutirely appro-
priated by the individuals who use the laproved instruments,
How much of this guin they can scenre 15 a question which it
properly belongs to the theory of distribution to answer; but we
can see without refined analysis that so far as producers using
better machinery are foreed by competition to reduce the price
of their products betow what was required to remmnerate the
less efficient. production which they have now supewcded, the
gain of the improvement goes to the consnmers of these pro-
ducts and not to the owners of the eapital as snch.  And, as 1
have Lefore ohserved, any improvement in processes which docs
not merease the whole apount of ecapital cwployed benetfits
gociety without making any room for new savings—except at the
expense of provieusly oxisting capital,
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Al the samc fime, as a set off aguinst the depreciation of
previously oxisting capital in comsequence of the progress of
industry, it should be bornc in mind that durable results of
provieus labour productively applied, so far as they are protected
by circumstances from competition, may become continually
more valuable as the community which purchases ther products
becomes more civilised and more populons.  This may cither be
due to an actual mercage in the amount of commodities they
ave chabled to produce, or merely to an increase in their price;
in either case 1t constitutes an addition to the value of existing
capital not duc to saving, and of which the amount is not
determined by any coonizable law,

Further, we have to take note of the large amount of results
of labour for remote ends, more or less profitalble to the com-
mwmnity, which are not incladed jn the “saving” of individuals
as ordinarily estimated; and which come bul vaguely and
slightly (f at all) within the operation of the law of such saving,
ag above formulaled.  Under this hiead will come a lirge amount
of the 1mprovements of agricultural land under a system of small
farming (especially if the cultivator be also the owner); the
utility of such land is inereased by the extra Iabour of the
cultivator, which—though of conrse performned for the sake of
profit—is not regulated by any definite conzideration of the
enrrent rate of interest,  Seill less 15 such a eonsideration opera-
tive in determining the accurulation of the durable wealth that
we bave called “eonsumers’ capital;” so far at least as such
wealth 1s commonly owned by the persons wsing 1t 1t is true
that in gocietlies where seeurily of preperty 1s nnperfectly main-
tained, savings are often to a large extent invested in jewels
and gold and silver ornaments; but this is for the convenience
of concealment or transportution, and not with a view to profit.
Again in more civilised communities, persons who accumulate
ornaments or works of art are sometimes partly influenced by
the prospect of reselling them at a higher price hercafter; and
even apart from this prospect the purchasers of such things may
be to some extent more inclined to bny when interest is low
than when it is high; Lut the mluence of this consideration on
the whole accumulation of consumers’ capital wonld scem to be
very slight and vague,
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Agnin, a large part of the labour for remote resnlts, that is
spent in ulilising the opportunities continually presented for the
suceessful establishment of new lucrative businesses, can be but
shghtly affected by changes in the rate of interest;—not to
gpeak of the very partial and varying extent in which such
results are a gain o the communily, even when they are a
definttely vaiuable and vendible property to the individual who
cujoys their advantages, Further, we must not leave out of
account the increase of social resources due to labour from time
to time expended in founding and developing institutions of
public utility—educational, sanitary, and the like—by which no
profit iz earned for individuals.

And, finally, along with these latter, though vastly abaove
them in inportance, we must reckon the cconomic advantages
of the greatest of human institntions, the State; in building up
wlhich so much toil and other sacrifices have been ineurred for
distant results, from motives of patriotism or love of glory,
without any reckoning of pecuniary returns to the individuals
who have Inboured. A statement of the Laws of Production is
undeniably incomplete without an agtempt to estimate syste-
matically the economic benefits and drawbacks that spring from
different  political institutions and  differens principles and
methods of administration. It seems however most convenient
to defer all congideration of the tendencies of different modes
of Governmental interference, until in the concluding book we
come to discuss these tendencies from the point of view of Arg
er Practive; and ask ‘How far (if at all) and in what way
fonght Government to intorvone with a view v making the
‘produce of indnstry a maximum.”  The answer lo this ques-
tion will indirectly supply an answer to the corresponding
question that we should naturally here raise from the peint of
view of scicnce; so far, that is, as it seems to be within the
province of the theorctical economist to deal with this latter
cnquiry.
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[xTRODUCTION,
§ 1. WE have now to counsider what, in accordance with
usage, [ liave given as the sccond part of the subject of cco-
nomic science; The theory of Distribution and Exchange.
Before attenapting to expound this theory, it will be desirable,
in order lo aveid misunderstandings, to define carcfully the
subject of investigation.

We may begin by removing an ambigmity in the (lerm
“distribulion.”  According fo the view of Production generally
taken by the earlicr economists, in which only material products
were contemplated, © Distribution” would naturally suggest the
eonsideration not merely of the shares in which the aggrepate
of these products was divided among the different classes of
consumers, but also of the actnal process of conveying them in
ditferent directions from the place in which they had been
mamifactured, and retailing them to the final purchasers.  But
according to the view taken in the preceding book, in which the
commodities furnishold by carriers and waders are considered as
a part of ¢ produce,” this meaning of * Distrilmtion” is ohviously
inappropriate ; and by most recent economiste (in Fngland at
least) Lhe term has been nnderstood, as T shall exclusively use
it, to denote the division of the aggregate produce of the indus-
try of any society among the independent' individuals who,
personally or otherwisc, have cooperated in producing it.

1+Independent’ is inserted to exclude the domestic division performed by each
head of a family ameng those dependent on him. It also exelndes, generally
speaking, all eleemosynary distribuiion; thongh in zome eazes— as lor ingtance
in investigating the minimum below which wages cannot permancntly fall—the
effects of almsgiving, and of public provizion for paupers, have 1o be taken into
ucconnt,
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Secondly, it should be observed that it is not strictly the
Distribution of Wealth, but the Distribution of Produce' or Real
Income with which we are primarily concerncd.  We supposc a
“society individualistically organised, in which the main part of
the land and other instruments for producing wealth are alveady
distributed among the members as their private property.  This
pre-existing distribution of producers’ wealth we do not profess
to explain ; nor is it absolutely necessary, up to a certain point
of our investigation, to make any general assumption with
regard to 1t. It 1s however most convement to eonceive 1t to
resctoble in its general features the faets of all existing civilised
societies : to suppose that some persons own land and some
capital in varying and sometimes conslderable amounts, and
that others have little or none of either; and that in uneither
case arc the owners and the users altogether coiucident,

Agaln, we have already noilced that certain portions of
consuraers’ wealth—such as land and bnildings, pictures, statues,
jewels and other ornaments, some kinds of bools and furuiture,
&e—are comparatively duable, and ave only slowly and accl-
dentally destroyed or deteriorated in the nsing, A large part

of this, as well as of producers’ land and capital, has in civilised
countries been handed down fromn father to son for many gene-
rations; and it 1s obvious that the manner of its distribution at
the present time cannct be explained even approximately as
the result of abstract economne laws. We may doubtless trace
to a certain coneurrence of canses the amouut of land devoted
in England to pnrposes of amusewment, in the way of parks,
gardens, &, and the division of this land anwong the descen-
dants of the old nobility and geutry and the song or grandsons
of merchants, stock-brokers, brewers, baukers, &c.; but the
study of these causes cannot well be separated from the study
of the general history of English society.

It 15 further to be observed that the utilities derived from
this durable consumers’ wealth have not commonly been in-
cluded by economists in the aggregate of which they iuvesti-

1 ¢ Producc,” that is, as defined in ¢. vr. of the preceding book: it might be
called ‘ Net prodnce’ from the social point of view, though not from the poing of
view of capitulist employers.
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eate the diseribution.  Bat, obviounsly, they must be taken into
account in estimating the command, either of individuals or of
thie commnnity generally, over the necessaries and conveniences
of life within any given period.  As was before said, the shelter
and other satisfactions that a man derives [rom his house,-—how-
ever long 1t may have been builll—must be regarded as o part
of the real income obtained from his capieal. It is true, at the
same titne, thal such utilitics ecannov for the most part’ be
included in the ¢ preduce of industry’ during the period subse-
quent to the bnilding of the house, &e.; and the amount of
them enjoyed by any individual owner of Consumers’ Capital
will not be affected directly by any changes 1n the rate of
mnterest that may oconr within the period,  Still, as was before
obzserved, so far as the use of such durable products is hired, 1t
s conmmonly paid for out of the imeorey income of the person
hiring, and must therefore be included 10 our conception of his
real Wages, Prolits, &e.: and 1t would be obviously inconveniens
te include these pnrchased utilities in the produce distribated,
and to leave oul of cousideration others precisely similar iu
kind, merely because they happen not to bave been purchased :
especially since, during the period juvestigated, Important
changes may take place in the comparative extents in which
sich durable products as houses arc hived or owued by the
nsers®

Further, for completenees of view, just as we inclnde in the
purview of sur Theory of Diztribution ntilitics derived from pre-
existing capital, which are not exchanged nor in any ordinary
sense distributed during the period that we contemplate; so, on
similar grounds we must also take acconnt of the unpurchased
utilities that a wman derives from his own labour or the nnpaid
labour of members of his family; at least so far as the labour is
of a kind that might—and unider other ciremnnstances wonll—
be etaployed in producing saleable commoditics, whether mate-

! That is, cxeept so far as they are due io the labonr vequired from time to
time for repairing and keeping in good condition honses and other kinds of
dnrable eonsnmers’ wealih.

2 It shonidd also be ohsarved that the exehange valiue of snch ntilities will be
maodified by any ehanges in the cxchange valee of the products that afford them,
dnring the period investizated.
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rinl or immaterial,  Of this kind, for instance, is the labour of
cooking food, making or repamring or cleansing clothes and
furniture, teaching children, carrying purchases from shops,
and walking to and from places of work : when we contemplate
the resulting utilitics from the point of view of the community,
we find that a portion of them, varying at different times and
places, is commonly prrchased, and another portion of them
commounly unpurchased ; henee it would be wanilestly mislead-
ing to confine our attention to the former, and to leave the
laiter cutirely out of sight.

A varyiug portion of this unpaid labour is employed in
appropriating and utilising those “ spontaneous gifts of nature”
which at certain times and places are unpurchased (except by
the labour of appropriation, &e.) while elsewhere and at other
times they command an extra price through scarcity. We have
already scont that in comparing the wealth of different socieiles
at different times and places we must include these unpurchased
usilitics in one term of the comparison, if utilities of the same
kind, having exchange value, are included i the other terms;
and the samne principle will obviously apply to thie comparisons
that have to be made, in considering changes and differences in
distribution.

It is, Liowever, the produee of purchased labour and Pro-
ducers’ Capital (including land) to which our attention will
be primarily dirceted: including under the term “produce”
all purchaseable commodities, whether “embodied in material
“objects” or not. 'Fhis exrension of the meaning of “ produce ™
was suggested and defended, though not fully adopred, i the
preceding book : where we saw that the ordinary distinetion
between ©products” and “services” is net only difficult to
draw, but apparently based on superficial considerations irrele-
vant to our present cnaquiry.  Our objeet is to study the causes
of the ditferent extents of command over “ necessarics and con-
“veniences,” obtained respectively by ditferent members of the
community, through the complicated system of co-operation by
means of exchange, on which the life of modern socicty depends ;
and since some portion of each onc’s moncy income is spent in
purchasing not material weallth but education, prolessional

' B. 1. c. dii.
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adviee, &e, we must regard these utilitics, no less than the
material products of industry, as practically ‘distributed’ through
the medinm of the money payments that determine the nominal
incomes of individuals: and the laws that govern the exchange
values of these immalerial commodities concern us as much as
those regulating the values of material products.

Finally, I mnst vemind the reader that this produce must
not be concelved as consisting eutirely of consumers’ woealth {or
other utilities),  We have seen that in a society that is growing
richer, a certain portion of this new wealth will be consinually
saved and added to the already existing aceumulation of capital,
This portion need nol necessarily have existed at all in the
form of consumers’ wealth ; indeed it 1s simpler o regard the
greater part of it, in such a community as ours, as originally
fproduccd” in the form of new railways, docks, warchouses?, &e.;
but such additions to industrial capital must none the less he
regarded as part of the prodnce distributed ; so far ai least as
they arc more than sufficient to compensate for the continnal
destruction, detericration, and depreciation, of capital,

In a community in which capital is decreasing, produce as
so defincd will be continnally exceeded by consutaption. In
most cases this result presents no special difliculty for our con-
siderntion; such a community will naturally and rightly be
regarded as in a position analogous to that of an individual who
is living bevond his income. DBut this conception would be
misleading in the oxceptional ease in whicli the decrease of the
capital of Individuals is the etfect of an industrial improvemend.
This case we will discuss more fully in a subsequent chapter ;
meanwhile, to avoid any difliculty, it will be convenient to
suppose the eommunity contemplated to be one in which in-
dustrial capital is steadily increasing.

With these explanations, we may state as follows the main
question which our Theory of Distribution attempts to answer
“According to what laws is the increment of new valuable comn-

1 Though, as was before sai 1B, 1, e. v.) it is a legitimate and for some purposes
a cenvenient ficlion Lo suppose the investing capitalist £o pay real wages to the
labowvers emploved in making the new insmruments ; anid wecordingly Lo consider
the invested “savings’ as baving first caisted in the formr of food and other com-
modities consumel by the lubourers.
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modities, provided by the labour and capital of the community
‘within a given time, shared among the different classes of
“persons, who either by their own exertion mental or bodily,
‘or by allowing the use of their property, knowledge, or other
‘resources, have co-operated in providing it; so far as the terms
‘of co-operation are determived Dby free bargaining among
¢ persons seeking cach his private interest?”  This last proviso
indicates thal our theory is only applicable in a partial and
qualificd manner to societies in which the prices of products or
services are to any considerable extent determined by law, cus-
tom, or current opinion as to what is just or equitable. It also
excludes from our present consideration the important share of
the produce appropriated by Government, so far at least as con-
cerns the transfer of this from the possession of individuals to
that of the state, by means of taxation. The redistribution,
however, of the collected tuxes among the members and om-
ployecs of Covernment, and i the way of governmental expen-
diture, proceeds to a great extent, by free eontvact, and is similar
in its determination and effects to the distribution through free
contract of the rest of the produce.

The different shares of this latter arve distingnished and
classified in ordinary discoursc as (1) Wages of labour, extend-
ing the term to include what are more eommounly called the
Earnings or Salaries of the higher kinds of labourcrs; (2) Pro-
fits of persons employing labour together with capital and
sometimes land ; (3) Payments for the nse of horrewed land
and capital, further distinguished as {«) Rent paid for land and
-huildivgs, and (5) Interest® paid for the use of ‘money,” as is
commonly said, or of ‘capital, as cconomists generally say.

Without at present attempting a more exact demarcation of
these different shares, it is easily seen that each share repre-
sents the price paid by society for a certain service or utility
contributed by the recipient of the share. In the case of
Wagces, Interost, and Rent, this fact is obvious without the least
analysis; since Wages are paid directly for Labour, Rent for

1 «Interest' is commonly used to inelude all annuities paid in returmn for
eupital [ormerly borvowed, even when there is no obligation to repuy the prin-
cipal: and it may conveniently be extended sc as to inelude all annnities lagally
secured to their recipients,
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the use of land, and Intcrest for the use of money or otlier
capital, A little more reflection is required to see the exact
nature of the utility remunecrated by Profits.  The prefit ob-
tained 1 any year by o man of business is only ascertainable
indirectly by taking the value of lis capital (Including land) at
the end of the year, adding what he las takew out of Lis

value of his original capital. In many businesses the result of
this caleulation will vaty very greatly in ditferent years; some-
times, doulitless, falling considerably below zero.  Still we may
assume that, on the average, the profit obtained by a business in
which a given amount of capital iy employed must be materially
greater than the interest that could be got by lending the same
ammount; and that the labour and thought required for the
management of capital is not given to sociely gratuitousiy
by men of business as a class.  This excess, then, of average
profit over possible interest (and sometimes rent) is to be re-
garded az the price which soctety pays lor lhe cmployer’s
lalbour; and we nay call it, after Mill, the emplover's Wages of
Management '

It appears, then, that in all cases the different shares of the
produce are obiained by what ig, substantially if not formally, an
exchange of certain services for the price that they will fetch
50 that the Theory of Distribution will be in fact a Theory of
the Exchange Value of these services. It is in order that this
view of it may Le kept prominently before the reader that 1 have
thousht it best vot to follow Mill in separating it broadly from
the Theory of the Exchange Value of wmaternial commoditics.
Mill's procedure was due, I think, partly to & view of the laws
governing Wages and Profits which I shall presently argue to be
and

erroncous; partly to a wish to lay stress on the possible
widely aglual—determination of the shares of produce not by
free barcaining, but by custom.  Some general discussion of
non-competitive principles and medes of distribution from the
point of view of Econvmic Seicnee will be given in a subsequent

1 Mill’s own borm is  Wages of Superintendenee ™ tad - Saperintendence
seems to me less adupted than # Mamgement ” te denote the whole of the
comnplex funetion of the ewreprencur of o busingess,

12

. B
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chapter*; and the subject will come before us again in the Axt of
Political Economy, which will be treated of in the following
Bock. But in the main part of the prescent Book I shall assume
that the terms of all transfers of the use of labour, ar the use of
wealth, ar of any other services, no less than the terms of sale
of material wealth, ave left entirely to free coutracl, unfeltered
cither by custom or by moral considerations,

It remains to decide whellier we shall examine first the
remnerations of producers or the prices of products. Two
considerations chiclly have influenced me in adopting the latter
course. In the first place, in examining, cven by a deductive
method, how the prices of products are determined, we shall
be dealing approximately with concrete facts, phenomena of
indnstry admitting of statistical investigation; whereas the
remunerations of different classes of productive services, as
defined by cconomists, are, to an important extent, elenents
arrived  at by abstract cconomic analysis. In a synthetic
exposition of cconomnie theery these mwore clemontary and
abstracth notions would properly be taken fivst; but sinee it is
a chief aim of the present rreasize to ellininate unnecessary
controversy by earcfully expressing the reserves and qualifiea-
tions which the abstract reasonings of Political Economy require,
it seems most eomvenient to procecd analytically and begin with
the more concrete and complex facts.  Bui T have also another
more pceasional reason for commencing with the theory of the
exchange value of the different articles that make up the aggre-
gate which we eall wealth.  In dealing with this question T am
able to work on the lines laid down by Mill and to take lis
exposition as the basis of my own: while in explaining the
corrections and additions which appear to me necessary to reetify
aud complete his statement on this subject, I shall also to a
ereat extent explain what I regard as the more radical defects
of his Theory of Distiibution.

I shall therefore occupy the two following chapters with an
cxamination of the laws according to which the Exchange Value
of material commodities tends to be competitively® determined.

? See chap. xii.

® I bave adopled this phrase a2 a convenient shlreviation for “*determined
< ander the inffusnee of {ree comypetition,”
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The value of Money will require a separate discussion, as the
definition of tite term Money has first to be carefully considered,
Accordingly, the fourth and fifth chapters will be occupicd
respectively with the Definition of Money, and the theory of the
Value of Money; from which latter subject we shall pass by an
easy transition to the determination of Interest, with which, in
the sixth chapter, the exposition of the Theory of Distribution
will commence,

Norte, Mr Walker, in his instructive book on The 1Wuges Question
{chap. L), states that “vast amounts of wealth are exchanged which are not
“distributed ; vast amounts are distributed which are nut exchanged.”
I'am not here concerned to dispute the latter of these propositions; but the
former seems to me to imply a misleadingly narrow view of Distribution.
Mr Walker gives as an example the caze of a small American farmer,
proprietor of a furm in one of the Southern sea-beard states, for which he
and his faraily supply all the labour required.  [Le says that all the cotton
produced on such a farm is “net distributed,” though it is “ exchanged,
# baing sold to purchase breadstufts, eluthing, West-Tndia goods, &.” Tho
cotton, no doubt, is not distribuled fiy the faroer 3 but T conceive that the
breadstuffs, clothing, &c. are properly regarded as distributed fo hinw
They constitate his share of the aggregate produce of the industrial society
of which he is a meraber; a share which increases or diminishes, according
ai the value of the service rendered by Lim to society in producing cotton
rises or falls—that is, as compared with the services rendered by the pro-
ducers of breadstuffs, &. And siwmilarly, of course, the cotton sold by
him will be distributed through cxchange among other producers.



CHAPTER 1L

THEORY OF EXCIIANGE VALUE OF MATERIAL COMMODITIES.

§ 1. Toe main assumptions on which English Keonomists
since Ricardo have geunerally proceeded, in their investigations
of the laws of value, have been Lriefly discussed in an carlier
chapter’,  But before examining the theory in detail, it will be
desirable to state these assumptions again somewlhat more fully;
beeanse, although the actual facts of industry corvespond to
them approximately, the degree of approximation varies very
much in different cases,

1. We assume that every person concerned in the pro-
duction or exchange of the article in question aims intelligently
at selling his goods or his services at the highest price which
he can get for them; neither Law nor Custom nor Philanthropy
intervening to modify his endeavour. When this assumption
is stated in its most general form, we must understand ‘ price’
to mean ‘balanee of total advantages obtained by the trans-
‘action over any drawbacks that may be incident to it But,
generally speaking, in the sale of material products, the ouly
drawback is the expense of forwarding the article to the buyer {so
far as this is undertaken by the seller) which may be simply sub-
tracted from the price; while the advantages, with one import-
ant exception, are wholly comprised in the moncy-price of the
article, The exception 1s that a dealer frequently has an
intercst in dealing with one elass of purchascrs rather than
another, with a view to the cstablishment of & business. But
within large limits it 1s In most cases true that any differences
amony purchasers are inditferent to the seller of goods, except

1 Introduetion, ¢, iil.
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o far as one offers a higher money-price than apother; and it
will be convenient in the following discussion to confine our
attention to such cases’.

The assumption above stated would often be briefly signified
by saying that we assume “perfect competition:” but the
phrase might be mislending, since I do not necessurily assume
open competition 1n the senze of excluding any combinalion
of dealers. Buch a combination merely places the avoregate of
dealers in a position analogous to that of a single monopolist
of any article, and our theory treats, as a separate case, of the
determination of value under the conditions of monopoly: and
sinec under certain circumstances it is the interest of each and
all of a group of dealers to enter into guch a combination, 1t
would be an arbitrary limitation of the subject to exclude it.

2. DBut, except so far as Monopoly comes in, we assume
that the competition of dealers in a market is perfectly free
and open, the prices at which transactions actually take place
being readily ascertainable by all dealers; and that, in conge-
quence, at the same time and place wares of the same quality
are sold for approximately the same wmoney-price. Strictly
speaking, we have no ground for assuming this identity of priee,
except where the quantities sold are approximately the same;
sinee the trouble of the geller, the remmuneration of which is
included in the price, does not vary materially with the amount ;
so that we should expect a reduction of price for large transac-
tions.  And in fact such a reduetion is actnally made in eoréain
dealings both wholesale and retail. F.g. it is partly on this
acconnt, partly from the importance of business connexion, that
large dealers commonly sell to the retailers of their commodities
ab a price lower than that charged to purchasers for consumption,
But in wholesale transactions among dealers it is generally
convenienl to have a fixed price (por unit) for all amounts in
which it is worth while to deal at all ; and for simplicity’s sake
wo will confine our attention to iransactions where this is the

1 On the other band, where the cvmmodity sold is Iabour and the sale
involves the loeal transfer of the lahourer's residence, the drawbacks thence
resulting are generally somewhat more than the merc trouble, cxpense, and
loss of time enlailed Ly the trunsier. Tlis bas been sometimes overiooked in
thie deductive determiuasion of wages, )
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case. We shall agsume, therefore, that ‘the market-price’ of
which we speak is at any given time and place the same per unit
for all quantities sold. The markcet nced not necessarily he
at one place ; only if it extend over a considerable space, the
price capnot be agsumed to be strietly the sane, bui the same
allowing for expenses of transport,

3. We further assume that the products whose price we
arc investigating ure inade solely to be sold; and not partly
for the consumption of the producer. In the existing organisa-
tion of industry, the extent to which any producer supplies
his own consumption is trifling in most industries; and so far
as the case Is otherwise, we may conveniently avoid complication
by the fiction of supposing the producer to sell to himsell at
the market-rate whatever share of his own products he and his
family consume. Only wherever this share is a considerable
proportion of the whole, as is sometimes the case with small
agricultural producers, it must be borne in mind that the same
individuals have to be regarded in two aspects at once, as pro-
ducers and consumers; and that their gains in the Ilatter
character will partially counterbalance any losses through cheap-
ness that may befall them in the former character.

4, A minor deviation from facts which it is convenient
to make is the assumption that variations in price are con-
tinuous. In reality, of course, the difference between the dif-
ferent prices per unit cannot be less than the smallest current
coin; and thug the minimum of change in large transactions
may be considerable, if' the customary unit of sale be com-
paratively small,  In proportion as this is the case, any changes
in the forces determining value have to reach a corresponding
amount before they can take effect on actual prices,

5. Besides assuming perfect competition among traders—
or, to use Cairnes’ phrase, perfect “ commercial competition "—
we aleo assumc the existenee of “industrial competition,”
within the region contemplated. That 15, we assume that
labour and capital are mobile or capable of being attracted,
by a higher rate of remuneration, both from district to
disitict, and from industry to industry; so that not merely
are the wages pald for the same quality of labour in any one
indusiry approximately the same; but also when the remunera-
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tion of labourers or capitalists in any industry is known te be
higher than that of labourers or capitalists in some otlier induos-
try entailing no more sacrifice or outlay and requiring no scarcer
gualifications, the differcuee tends to be gradually reduced by the
attractions which this higher remuneration exercises on actual
or prospective labourers or employers. 'I'he extent, however,
to which this toendency may be assumed to operate, without
deviating  too widely from actuul faets, will require careful
discussion,

The theory of market values or prices, as determined by
Supply and Demand, depends on the assumption of Comnmercial
Clompetition (so far as combination is excluded): while the
theory of *matural” or “normal” values or prices, so far as
they arc determined by Cost of Production, depends on the
assumplion of Industrial Competition:

§ 2. J.8. Mill, in the third book of his Political Tconomy,
Ch. F—vL, has lucidly explained the manner in which the
operalion of these two quite dillerent kinds of competition is
combined. This explanation, in spite of the sweeping attacks
that have becn made upon i, still appears to me in the main
sound, so far as it goes, though requiring to be qualified, sup-
plemented, and corrected; and for this reason, considering the
wide populanity of Mill's treatise, it seems to me convenient to
take lis statement as the basis of my own exposition.

1 will begin by giving a summacy of the theory, as nearly
as possible 1 Mills own words®:

“The temaporary, or Market Value of o thing, depends on
“the dermund and supply; rising as the demand rises, and
“falling as the supply rises.  The demand, however, varies
“with the value, heing gencrally greater when the thing is
“cheap than when it is dear; and the value always adjusts
“itself in such a manner, that the dewand is equal to the
“ supply.

“Besides their temporary value, thipgs have alsv a per-
“manent, or a3 it may be callied, a Natural Value, to which
“the market value, after every variation, always teods to
“return; and the oscillations compensate for one another, so

1 This summary is purtly taken from Mil's own summary n his Book w1
e, Vi partly from passages in the preecding chapters of the saine bool,
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“that, on the average, commodities exchange at about their
“natural value.”

In considering the determination of this natural value, we
have to distinguish three classes of commeditics.  First, there
is a “small class of things which, being limited to a definite
“quantily, have their value entirely determined by demand and
“supply, save that thetr cost of production (if they have any)
“eoustitules a minimum below whieh they eannot parmanently
“fall”  Secondly, there 1s a “large class” of things which can
be produced in [practically] indefinite quantity at the same pro-
portional cost of production, The value of such things “does
“not depend (except accidentally, and during the time neces-
“sary for production to adjust itself) upon demand and supply ;
“on the contrary, demand and supply depend upon it.” Such
things “naturally exchange for one another in the ratio of their
“eost of production, or at what may be termed their cost value @”
that i, a value “ sufficient to repay the cost of production, and to
“ afford besides the ordinary expectation of profit (regard being
“had to the degree of cligibility of the employment in other
“respects). There is a demand for a certain quantity of each
“commodity at {heir cost value, and to that the supply in the
“long run endeavours to comformn;” through the desire of
capitalists to make the highest possible profits, which causes
capital to be continually withdrawn from less profitable and
invested in more profitable industrics.  Nor is it nccessary,
in order to make the value of a thing conform to its cost of
production, “ that its supply should actnally be cither increased
“or diminished.... The mere possibility olten suffices; the
“dealers ave aware of what would happen, and thelr mutual
“competition makes thew anticipate the result by lowering
“the price.”

Finally there is a third class of commodities “ which have
“not onc but several costs of production; which can always
“he increased in quantily by labour and capital,” but only at a
continnally increasing cost. The natural value of such things
is “determined by the cost of that portion of the supply which
“1s produced and brought to market at the greatest expense :”
the relation of natural to market value being similar to that
existing in the case just discussed.
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Further analysis shews that “ Cost of Production consists
“of several eloments, some of which are constant and uni-
“versal, others occasional.  The universal elements of cost
“of production are, the wages of the labour, and the pro-
“fits of the capital. The ocecasional elements are, taxes, and
“any extra cost oceasioned by a scarcity value of some of the
“requisiles,

" Omitting the occasional clements: things which admit
“of 1udefinite increase, naturally and permancntly exchange
“for cach other according to the comparative amount of wages
“which must be paid for producing them, and the comparative
“amount of profits which must be obtained by the capitalists
“who pay those wages,

“If two things are made by the same quantity of labour,
“and that labour puid at the same rate, and if the wages
“of the Tabourer have to be advanced for the same space
“of time, and the nature ol the employment Joes not re-
“quire that there be a penmanent difference in their rate of
“profit ; then, whether wagoes and profits be high or low, and
“whether the quantity of labour expended be much or little,
“these two things will, on the average, exchange for one
“ another.

“If one of two things command, on the average, a
“oreater value than the other, the canse nmmst be that it re-
“quires for its production either a greater quantity of labour,
“or a kind of labour permanently paid at a higher rate; or
“that the capital, or part of the capital, which supports that
“labour, must be advanced [or a [onger perlod; or, lastly, that
“the produetion is atlended with some circumstance which
“requires to be compensated by a permanently higher rate
“of profit.”

The critical exposition of the theory above summarized,
whieh I propese to conduct in the present chapter, may be
conveniently ecommenced by removing some ambigiitics in
the cavdinal terms used in stating it. In the first place, I
ought to explain that I shall generally substitute the term
“price—which, when used without qualification will always
denote * value in money’—for the more abstract torm ‘value’
which Mill prefers; believing that the greater familiarity and
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definiteness of the notion of ‘price’” will render it easier for
the reader to follow the reasonings of this chapter. This use
of Price for Value requires us to suppose that the purchasing
power of money relative to commodities in general—exclusive
of the one whose value is investigated—remains unchanged :
but no material ercor s inlroduced by this supposilion at the
present stage of our discussion.

Secondly, the rcader should bear in mind that in the notion
of Cost of Production we inciude the eost of bringing to market
the product in question. In investigating the prices of the
products of International Trade we shall alse take note of the
further expenses that may have to be borne by the seller or
the purchaser of the product, 1n conveying the equivalent of the
commodity sold back from the market to the place where the
seller wishes to use it.  But this consideration may be omitted
in dealing with commodities produced in the counlry in which
they are sold : to which in the present chapter we may con-
veniently confine our attenlion.

Further, the term Demand requires eareful definilion, if
it is to be used with quantitative precision, On this point
Mill's language is not quite as elear as could be wished. He
tells us that by “Demand” he means the “quantity demanded™
of a commodity, and that this “in general varies according to
“the value,” decreasing as the value rises and increasing as it
{falls. On the other hand lie tells us that the “value rises as
“the demand rises;” but what is mewnt by Lhe demand—ie.
the quantity demanded—*“rising,” except “increasing?” and
how can it be consistently said (1) that the quantity demanded
increases as the value falls, and (2) thal the value rises as the
quantity demanded increases?  To remove this apparent incon-
sistency some further explanation of the two statements seems
desirable. To begin with the first proposition: in affirming
that ‘the demand for a ware increases as its value riscs,” we are
considering the changes that would take place in the quantity
demanded of any product, if the price charged for it rosc or fell
in consequence of the action of the sellers, while the consumers’
cstimate of its comparative utility remained the same. We
assnme thal [or any given price there is a certain amount which
purchasers are willing Lo take at that price; and that so long as
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all else remains unchanged this amount will be greater when
the price is lower, and less when it is higher, What the exact
extent of any such variation in demand will be, for any given
change in price, we have no means of knowing ¢ priort’, and
we make no general assumption with regard to it All that
we assume is that for every rise [or fallj in the price of a
commodity, other things remaining the same, there will be a
decrease {or increase] in the amount of it which can be sold
at the price. This assumption, as Mr Thornton has pointed
out, is not found to hold in all sales that actually occur; it may
casily happen that at a particular time and place a moderate
change in the price of a given ware would not alter the
number of persons willing to purchase it. Nonc the less is
the assumption, I think, perfectly legitimate as a scientific
hypothesis for the purposes of general deductive reasoning.
Il is as simple as possible: 1t represents wilh approximate ac-
curacy the most important facts with which the theory is
concerncd, viz, those of wholesale trade umiversally, and 1o
a great oxtent those of retail trade and other exchanges, so
far as regards commoditics largely dealt in by purchasers of
various degrees of wealth; and, finally, whatever theory we
frame by means of this assumption will be casily modified
afterwards so as to suit the less important cases in which the
assumption is partially inadmissible.

Mill, then, in his account of Demand, contents himself with
accepling Lhe general fact that people will buy somewhal more
of an article as 1t becomes cheaper and somewhat less as it
becomes dearer.  But we certaiuly guin a clearer and completer
view of value if we go further and find an explanation of this
fact in Mr Jevons' theory of the relation of Exchange Value—
or, as he prefers to cail it, the “ratio of exchange”—to “value
“inuse® or “utility®.” In the view of Mill (and, I believe, of

! We may observe that these variations, in the case of mast articles, are
included within certain limits. That is, if the price rose beyond a certain point
people could not afford to purchase the commodity at all; and if it fell to zero,
the demand would still remain finite.  But as the changes that actnally oceur
fall consilerably within thase limits, we are not called upon to take aceonng of
thent.

# These two terms are not exactly equivalent: for as we have seen ©* value in
wse " implics (just ag * cxchanpe value” but less definitely) o comparison of the
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all English cconomists before Mr Jevons) the only connexion
between “value in use” and “value in exchange” is that the
former fixes a superior limit to the latter; since I shall never
give more for a thing than I believe it to be worth to me,
though the competition of sellers may cnable me to get it
for mueh less,  But—as we have aleeady observed'—it is im-
plied 1n the general relation between Demand and Price as
above stated that some part of what is sold at any price can-
not have a higher “value in use” to the purchasers than its
exchange value. Ifor the slightest rise in price, would make
somre of them buy a little less: Lience the “value in use™ to
them of just this small margin of their purchases, which
they would refrain from buying at a higher price, must be
estiteated by them as about equivalent to its exchange value.
Tn Mr Jevons' phrase, the price of any ware represents the
Finat Ttility of the total amount sold, as cstimaled Dby the
purchasers generally.

Il inust be borne in wind that, ewing to the unequal distri-
bution of wealth, the same price represents very different degrees
of utility in relation te different purchasers. I the price of a
newspaper were reduced from 2d. to 1d, two men, one rich
and onc poor, might be thereby induced to take it in; but the
1. would represent a much higher estimate of its value in use
on the part of the poor man, In fact, the quantity demanded
of a commedity at any given price is the casual cutcome of a
number of very diverse estimates of its final utility made under
indefinitely varying condifions.  And henee, while it is interest-
ing to see that cach variation in demand, corresponding to a
change i price, is generally a compound ellect of & number of
different readjustments of these estimates {rendered necessary
by the change in price), it seems unimportant, for the general
theory of exchange value, to investigate further its relation to
value in use. It is, no doubt, of the greatest importance, in
practical applications of economic theory, to ascerlain as far as
possible the law of variatlon of the demand for cach particular

eommodity valued with somc other. Bt as it is only with comparative ntility
that Mr Jevons” theory is coneerned, the difference is here unimportant.

Y1 e 3§2
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commadity: and in doing this careful cousideration of the differ-
ent classes of the purchasers who buy it, and of its probable
value in use to each, may help us greatly in ionterpreting or
snpplementing the information supplied by trade statisties,
But for our present purpeses we may be eontent with the broad
and general stalement before given of the correspondence be-
twoen variations of Demaud and variations of Price.

So far, then, in speaking ol the relation of Demand and
Prices or Value, we have been supposing a Law of Variation
in Demand—what we may call for brevity a Law of Demand—
to rewain unchanged ; and bave Leen explaining its gencral
character.  But when we speak of ‘price rising as demand
rises,” we are contemplating the effeet not of a given Law of
Demand, but of a change in such a law. We arc supposiug
that owing to some change in soclal needs or desires, or in
the supply of some other commodity, or perhaps I the general
wealth of society, a new law of demand las come into
eperation, and the amount of the commodity demanded at any
given price has increased. This cffect, supposing the supply
of the commedity to reniain unchanged, is commonly expressed
by saving that “the Demand is in excess of the Supply” Dut
this being so, according to our general assamption of a con-
tinuous variation in demand corresponding, but in an opposite
direction, to any variation in price, there will be some higher
price at which the demand will be equal to the sapply; it is
cbvionsly the interest of the sellers Lo raise their price il 1t
reaches this point, and the competition of the Loyers will
cnable them to raise 1t

It thus appears that the phrase “increase of demand ” is
ambignous; since it may cither signify (1) the increase iu
quantity demanded which would result from any fall in price,
the law of demand remaining unchanged, or (2} an increase
i the quantity demanded at any given price, resulting from
a change in the law of demand.  The plrase is, I think,
more ordinarily used in the second meaning; stiil it seemns
well to bave two unambiguous lerms to distinguish these very
different facts ; and T thivk it will be in accordance with usage
to speak of the former always as an extension of dewnand, and of
the latter always as w rise in demand. 1 shall therefore always
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use these terms so; and similarly T shall use “reduction”
and “fall” as the opposites of “extension™ and “rise” re-
spectively.

It ought to be borne in mind that not only may the demand
for any one commodity vary quite differently from the demand
for any otlier, but alse thai the demand for the same com-
modity may vary differently at different times. In fact, the
law of variation of demand for any given commadity is doubt-
Tess continually varying, az the amount of wealth in any com-
munity, the manner of its distribution, and social customs and
fashions change. But, for simplicity’s sake we will assume,
where the contrary is not expressly stated, that the law of
demand for each of our commoditics remains unaltered, during
the period that enters into our consideration.

§ 3. Assuming then that the price of, and demand for, any
commodity vary together continunously but i opposite direc-
tions according to a cerlain faw, 1t 1s evident that for any
given quantity of the article “supplied” or offered for sale,
there will be some price at which {to use Mill's phrase) “the
“equation of demand and supply ” wonld be realised—that is, at
which the quantity demanded by purchasers in general would
be just equal to the given quantity. Hence this cquation,
according to Mill's theory, will fix the narket-price of the
article; and in the case of a monopolised or scarce commodity
the natural or normal price will be similarly determined. And
no doubt the combined sclf-interests of sellers and buyers must
tend to produce this result, if the quantity of the article sup-
plied were fixed independently of, its price, and had to be sold
at any price that could be got for it. Bnt it is obvious that
this will not ordinarily be the case; in fact, as MiHl himself
points out, demand and supply are frequently equalised, not by
an extended demand rcsulting from cheapness, but by “ with-
“drawing a part of the supply.” But he does not seem to see
that, on this supposition, Lis solution of the problem of value
is formally incomplete, 1f the quantity supplied varies with
the price, as well as the quantity demanded, there may, so
far as Mill's staiement of his theory gocs, be any number of
different equalions of supply and demand for the same article,
corresponding to different prices,



Cuae, T1 OF WATERIAL COMNODITIES, 191

Tt ix rather remarkable that Aill should not have noticed
thig theoretical possibility; since he has drawn attention to
a similar possibiity in connexion with his theory of inter-
vational values, and endeavoured—thoush not very suceess-
fully—to meet the difficulty thence arising. At the same
time it is true that under ordinary elrenmstances, in the cases
which Mill hag chiefly in view, there is but one prien at which
the Dewand and Supply of any article tend to be equalized
and 16 13 further truc that the manner in which the supply
at this price is theoretically determined is very simple.  Still,
it scems desirable to investigate more fully the influence of
Price on Supply : not only for the sake of theoretical complete-
ness, but because the cases in which a simple answer is not
sufficient are hardly so exceptional ag Mill seems to have
supposed.

I making this investigation, it will be convenient to con-
sider first comumodities belonging to Mill's first class, of which
the Natural no less than the Market Value s staled to be
determined by Supply and Demand. These are comnmodities
of which the supply is insutficient to satisfy the whole of the
demand that would exist for them af their cost value. Mill?
says that such things are at a “scarcity” or “ monopoly ” value,
He thus uses as convertible, two terms which 1 find it necessary
to distinguisl; sinee it makes an imporlant difference in the
determination of the value of a scarce article, whether its
supply is (1) controlled by a single seller, or several sellers who
combining act as oue, or is (2) in the hands of several sellers,
competing freely with one another. It will be convenient to
use the term “monopoly ™ Lo imply the former state of things,
and to call the latter case that of simple “ searcity.” Tt should
be observed that a monopolized article will not necessarily be
scarce: sinee a man 1uay control the sole supply of any ware
and yet be nable to sell it at a price exceeding the cost value:
indeed 1t may easily happen that he has o sell it for a lower
price still, as is the case (e.g.) with the authors of unreadable
hooks. DBut we nced not here concern ourselves with a
menopaly of this unprofitable kind.

1 Following Adam Smith,
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§ 4. Let us then begin by considering how supply will be
determined in the case of a profitable monopely. Here it soon
appears that the effeces of monopoly on value are very different
under different  conditions. There are some monopolized
commoditics for which the demand is Lkeen, while the whole
amount that it is possible to produce is very limited, and the
additional expense of production involved in producing a larger
amount. ingtead of a smaller, s eomparatively small. In the
case of such commodities, the decrease in price required to
extend the demand sufficiently to meet any possible exten-
sion of supply will never be so great as to make the total profit
on a larger quantity, less than the total profit on a smaller.
E.g. i the average produce of the Johannisberg vineyard were
increared by one-half, without any decline in quality, it would
be necessary to lower the price a little fo get all the vintage
sold off; but it would not he necessary Lo decrcase it by nearly
=0 much as one-third, so that (allowing for the additional
expense of prodnction}, the nel revenue of the proprictor of
the vineyad would be considerably increased.  In all such
cases, then, the law of supply Is very simple: since self-interest
will lead the proprietor of the commodity to produce and offer
for sale as large an anwunt as he can.  But these are not the
ordinary conditions of monopoly. It more commonly happens
that the supply of the monopolized article is easily capable
of being increased to an extent unprofitable to the monopolist :
because in order to produce a corresponding extension in the
demand, he weuld have to lower the price so fur as Lo decrease
hig net revenue.  Under these dreumstances 1t 15 obvious
that Lis interest will lead him deliberately eo limit the supply
to sonmic definite amount. It is not quite se obvieus, but it
wust be evident on reflection, that the law of variation in the
demand, may be such as wo make 1t equally his interest to
limit it to each of several different amounts. Take (e.g.) the
case of the publizher of & new book likely to be tolerably
popular.  The expenscs of preduction in this case will be
partiy the same however many copics are printed, and partly
proportional to the number of copics. Let us suppose that
they will amount to £100 and one sbilling per copy. Tt is
clear that he will gain the same net amount of £100 whether
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he sells an edition of 500 ot 95, or of 1000 at 5s., or 2000 at
3s.; and 1t is quite possible that the demand may be of such
a pnature, that it would take off each of these three editions
in about the same time. Thus there will be no economic
reason' why the publisher should choose one of these numbers
rather than either of Lhe other two: the “equation of supply
“and demand” may be established indifferently at any of the
three different values. And the same may of course be trme
of any number of values, in the case of any monopolized com-
modity of this class®

So far the articles constdered have been luxuries; for which
the maximum price obtainable is closely limited and conld not
exceed an amount small in propoertion to the whole resources
of the purchasers, But it is quite conceivable that an article
absolutely necessary to subsistence might be thus monopolized ;
in which case the possible pecuniary gain of the monopolist, on
the assumption of perfect commercial freedom, would theo-
retically amount to the whole spare wealth of the region
affected by the monopoly, In practice, no doubt, the fear of
popular indignation or legal interference would generally keep
the monepolist’s charges far below this theoretical maximum.

§ 5. Let us now consider the ease of what T have called
“aimple scarcity value;” l.e. where the scarce commodity is
sold by a number of persons who do net combine,  Here,
generally speaking, the amount of supply will be practically
settled by the dealers selling all that they can bring to market.
But it may happen, as in the case of strict monopoly, that
if each individual seller almed intelligently at obtaining the
greatest possible profit, and were able to rely on an equal
exercise of enlightened self-regard on the part of al! the rest,
each would artificially limit his supply yet further; and the
smaller the number of dealers, the more this is likely to be
the case t0 a material extent. Here toe the same maximum
of proitt might conceivably be aitained by any one of several
different limitations, We must observe, however, that these

L For simplicity’s sake I have not taken iuto consideration the gain in the
way of connexion that would probably acerue from selling the larger amount.

? Some furiker remirks on the different modes and degrees of monopoly will
be found iu a sabsequent chapter (e, x.).

8 E 13
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limitations will generally be different from those of a strictly
monopolized commodity. For a point at which it is the
combined interest of the sellers to stop the supply, if only
cach could rely on all the others doing the same, will generally
be a point at which it is any individual seller’s immediate
interest to add te his supply; since the fall in the priec of hig
commodily caused by this addition will generally be more than
compensated by the profit on the extra amount that he sells;
although (ex hypothest) this would not be the case if he had to
share this profit equally with the other scllers.

Let us suppose, for instance, that there are two springs of
mineral waler of the same quality, possessed and worked by
two different persons. Let us suppose' that the necessary
expense of working each spring is £30 a month (including ordi-
nary profit on the capital laid out in the origival purchase) and
that the expense of bringing to market each additional dozen
bottles of the water may be estimated at 1s.  Let us suppose
the demand to be of such a kind that 500 dozen botiles a
month can be sold for 9s. Gd. a dozen, but that the price must
e lowered 1o ds. to take off 1000 dozen a month ; while if the
supply were loereased, as it unght be, to 1300 dozen, the price
per dozen would have to be reduced go much that the gain
on the additional amount sold would not compensate for the
foss on the rest.  Under these circumstances 1t would obviously
be more profitable for the two, if they could act in concert, to
produce only 500 dozen a month: as in this case they would
divide an extra profit of £112, 105, (300 % 8s. 6. — £100), while.
if they sold 1000 dozen they wonld only divide £100 (1000 % 4s.
— £100).  But if there 1s no concert between them, it will not
be the intevest of cach to limit hig production to 250 dozen :
for if cither were to do this it would obvionsly be the interest
of the otlier to inerease his own production to 750 dozen ; since
by that means he wonld gain an extra profit of £100 (750 x 4s.
— £50), while 1t would be a matter of indiffercnce—or even
satisfaction—to him that his rival's extra profit was simulta-
necusly reduced to zero.

Heuce, where there is no combination among the sellers,

1 For the eonvenience of readers, I have taken the figures so as to comre-
spoud ag closely as possible to these of the previons examyple,
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self-intercst without concert will prompt cach and all to en-
targe the supply until it veaches the pont at which each would
immediately lose by going farther. Indeed—as T before said—
I think that in praclice such sellers would be likely to go
beyond this poind, and to sell as much as they ean. For though
each would immediately lose somewhat by so doing, his own
foss would be much less than (he loss he would infiiet on the
rest; since the price would fall for all alike, while he alone
wonld be partly compensated by his profit on the extra amount
lie sold. On the other hand, if one seller were mistakenly to
limit his supply, he would injure himself alone, while slightly
beuefiting his rivals.  Under these conditions, the coclest self-
interest would be likely to err in the direction of extending
supply; so that each would probably find it better on the whole
to guard against the danger of such error on the part of others,
by extending his own supply : so long, that 1s, as it remained
at a scarcity value, Hence 1n the case of a scarce article sold
under free competition, the equation of supply and demand is
practically likely to be realized by the simple process of selling
the whole supply’ for what it will fetch.

In the preceding examples I have supposed that the mono-
polized or simply scarce article has to be praduced at a certain
expense, which I have taken te he partly a constant quantity,
partly a quantity simply proportioned to the whole amonunt
produced.  But, in order to represent approximately all actual
cases, other suppositions would have to be made.  For instance,
we must take acconnt of the case of finished produets of which
the supply is absolutely linited, such as old editions of books
or the pictures of deccased artists. Here reasonings similar
to the above may be used; only slmplified by the omission of
expenses of production. So again, In the case of monopolized
products of agricultural or extractive industry, the cost of pro-
doction will generally increase in a greater ratio than the
amonnt produced.  In this case the calculations of a menopalist
aiming at the maximum of gain would be somewhat more

1 T imply in nstng the term * searce” that the sopply eannot be inereased so
much as to bring down the price of the artiele to the point to which it would fall
il it eould ho prodaced in nnlimited amount.

[3—-2
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complex than those above pgiven; but they would be framed
on similar principles.

§ 6. Let us pass to consider how the market-price will be
determined in the case of Mill's second and (as he says) “large”
class of commodities : those of which the supply can be inde-
finitely increased by labour and eapital, the cost of production
for any given amount remaining the same.  We have seen that
what Mill calls the “natural” price of any such commodity—
{i.e.) that to which its market value is always tending to ap-
proximate—is, in his view, very simply determined: since
industrial competition must rend to prevent the price of any
such article from being, in the long run, either less or more
than is just sufficient to vepay the cosgt of its production, includ-
ing average profit on the capital employed in producing it.
Assuwing for the present that this cost of production is definite
and known, thore is obviously but one price that satisfies this
conditton, which Mill therefore calls the *cost price:” accord-
ingly, industrial compelition tends to keep the quantity supplied
Just equal to the quantity which people wish to buy at this
price. But the market price at any particular time may he
above or below the natural or cost price; and the exaet point
which 1t at any time reaches in its oscillations is determined
entirely, as Mill says, by Supply and Demand.  But how
precisely will it be determined 2 This question requires a
careful answer; since it is clear, as was said, that the quantity
offered will depend on the price as well as the quantity
demanded : dealers are continually decided to sell or hald
their stocks by the price prevailing in the market. If such
dealers can at any time combine, they may manifestly secure
a temporary monopoly of the article, so that its market value
mnay be determined in the manner which we first investigated,
But under the more ordinary conditions of open competition
the determination is quite different; and 3t will be convenient
to consider this case first.

Let us assume in the first instance (1) that production and
consumption continue at a uniform ratc through the year, and
{2) Lhat the commaodity is not one that will deteriorate through
being kept. Then, if we take any single dealer who has a
stock of the commodity, we see that he will gain by selling it,



CHar. 11] OF MATERIAL COMMODITIES. 197

unless he las reason to expect that the price at some definite
distance of time will be higher than the present price by an
amount more than sufficient to compensate him for his loss of
interest or profit* on the capital locked up in the unsold stock
legether with the expense and trouble of taking care of the
goads,  Hence, if we suppose that all the dealers have full
mformation and perfect foresight, and that none of them would
liave to pay more than ordinary interest on borrowed maoney, we
may infce that competition will keep the price ai the point at
which there is equal expectation of advantage in selling or
holding back: i.e., at which any expeected rise in prices is esti-
mated as jusi sufficient to compensate for cxpense and loss on
the stock kept back. Thus, so long as the price at auy time is
raised above cost price, these hypothetical dealers will sell all
their stocks, unless they foresee in the proximatc future a
rse In demand more than sufficient to counterbalance the
increase of supply® which the high price will tend to cause,
I, on the other haud, the market-price should [all below eost
price, owing to a temporary over-production, the action of the
dealers in keeping back supply will check the fall at the point
at which the difference between cost price and market-price is
estimated as about cqual to the probable loss on the stock
kept back, during the time expected to elapse before the price
rises again to cost point.  Such wounld be the result under the
simplified conditions that we have supposed; and such will tend
to be the result, in proportion as these conditions are approxi-
mately realised in practice.  But actually, of course, Lhe supply
that is kept back in any market partly depends on differences of
opinion on the part of ditferent dealers as to the future prospects
of supply (or demand). It also depends, to a perhaps greater
extent, on differences in another condition in which the theory

1 Whether the dealer will require to be compensated for loss of interest
mcrely, or for loss of profit, depends upen the condition of his business. If he
does not see his way to using money profitably in his cwn line of business,
bhe will only consider that he has to be compensated for loss of interest: but if
huasiness is flourishing, he will consider that he could be earning traders’ profit
on the money locked up.

2 Tbis incrense may bo caused either by atimulating prodwction within the
area from which the market in question has previsusly been supplied ; or by
extending this area, and attracting supplies from more distant producers,
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as above given assnmed uniformity. We have spoken of “loss
of interest” as if there were a uniform rate of interest for all
dealers; bnt it commonly happens that any trading body in-
cludes dealers in very different pecuniary circumstances, and
some who wonld have to borrow at a higher rate than others.
Hence these dealers will gain by sclling off their goods al a
pricc at which others will gain by keeping them back.

It may be observed that, under our hypothetical conditions,
a rise 1n the general rate of interest will feud to inerease the
oscillations of market-price, by rendering it more diffieult for
dealers to keep back supply. A similar effeet will be produced
by any liability to deterioration in an unseld commedity. In
an extreme case the deterioration might be so inevitable and
rapil that it would never Le the dealer's interest to keep any
part of the supply longer than a single day; in which case ihe
price wonld always tend o be fixed so that the day’s demand
sheuld take off the day’s supply.

Tinally, the same general principle—that supply will on
the average tend to be held back to an extent just sullicient to
repay the loss of interest involved in holding back—will enable
us to solve the slightly more complicated problems presented by

commoditics of which the supply and demand are not uniform
and eontinnous.  Suppose (e.g.) that an article is produced only
in one part of the ycar, while the demand for it is uniform
throughout the whole year, as is the case with the chicef agn-
cultural products. ITere the eompetition of producers and
lealers will tend to adjuss the supply actually bronght to inurket
50 as to keep the price throughout the year nearly but not quite
uniform; a slight rise being necessary, as the time of completion
of the Jast harvest recedes into the past, in order Lo compensate
for the interest lost Ly keeping produce unsold—apart from
any further rise or fall that may be caunsed by good or bad
cxpectations of the eoming harvest, But here again we shall
tind considerable deviation from this result in practice, on
account of differences in the knowledge, foresight, and pecuniary
circumstances of different dealers.

§7. So far I have not cxpressly adverted to the cffects of
gpeculative sales and purchases. Dot in fact, in disenssing the
problem of market-value in its more abstract and simplified
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form, it was tacitly assnned that the legitimate work of specu-
lation, in reducing the fluctuations of price that would otherwise
result {rom fluctuations of supply and demand, would be
completely performed without any special elass of speculators;
through the enlightened self-regard of ordinary dealers, prompt-
ing them to Liold stocks when the price fell and sefl when 1t rose,
And of course, even under the condilions of actuul husiness this
asstunption s largely reafised; and, so far as this result of
gpeculation is eoucerned, the only consequence of the develop-
nicnt of a special class of speculators s that

ag i other casecs
of division of labour—the work is likely to be more expertly
performed.  But the question still remains, low far speculation
tends normaliy to produce only this moderative effect.  Accord-
ing to Ml this s necessarily the ease so far as the specula-
tors themselves profit hy their operations.  He adinits, of course,
thal these have sowetimes the opposite elfect of causing or
agyravaling uetuations : but he holds that, whenever this
Lappens, the speeulators themsclves are (he greatest losers.
Thus he eoncludes that “the interest of the speculators as a
“body coincides with the interest of the publie;” and “they can
“ounly fail to serve the public iuterest in proportion as they miss
“their own "

If we exclude the supposition of monopaly effected by com-
bination wmmony the speculators, this conclusion scems to me in
the main sound, at least so far as markets for material products®
are concerned; sinee those who purclinse Llhese products for use
generally consider themselves us good judges of their quality as
the speculators can be, and are not likely to be deluded into
buyiug bad or nseless warcs throngh any operations of he latter.
But even with these limitations Mill's doetrine is not alto-

v Pol. Econ. Book 1v, ¢, i, § 5.

2 If the reasoning is intended to apply to aectual markets for securities, it
involves the ia:portant ervor of neglecting tite induchce exercixed by the examplo
of the spzenlators on a publie conscious of its ignorance of the articles pur-
chased. In such markels it often bappens that artificial flucinations in the
valuss of sound seeurities, and aven artificial clevations of the prices of worth.
legs ones, when onca utarted by speculative sales and purchases, are carried
considerably further by tha blind imiation of kand fide inveators ; and so beeore
a zource of profit to the speeulalors who are able to sell al the inflated, or buy at
the lowered, rates which they have thus indireetly cansed.
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gether true; since so far as the changes in value which the
speculator foresees and profits by are not alternations but com-
paratively permanent steps in eone direction or the other, hig
gains arc often made at the expense of the public; inasmuch
as his operations do not render prices more stable, but merely
antedate the rise or postpone the fall in price that would have
occurred withoul them.

1f, however, the possibility of combination be admitted,
Mill’s reasouing obvionsly fails as regards all commodities for
which the demand diminishes but slichtly as the price rises, so
that (within the limits that we have practically to consider)
the total price of the amount that can be sold at each rate
continually increases as the amount itself diminishes, In the
case of all such commedities it is guite possible for a combina-
tion of dealers, by buving up the whole or a great part of the
stock in the market, to gain, through the high price obtained
for a portion of what they have engrossed, more than enough to
compensate them for any loss on the remainder. Food and
other nacessuries of life, as Ml himsell explaing, are commodi-
ties of this class. There is no doubt {e.¢) that a combination
to raise the price of corn might be a source of great profit at
the public expense, if only the combining dealers could sccure a
sufficient hold of the stock in the market, and if au eutburst of
public indignation against such “forestalling and regrating”
did not interfere with the operation.

The fanous “gold ring” in New York in 1869 is a striking
1astance of a successful combination of this kind: for, as all
wholesale trade was carried on upon a gold basis, the metal was
indispensable to solvency though not to life; while as the ordi-
nary curreney consisted of inconvertible paper, the amount of
vold easily oblainable was small enough Lo admit of being
monapolized.

§ 8  So far it has been assumed that the cost of producing
the article constdered is uniform, whatever changes may take
place in the demand for the ware, and consequently in the
amount produced to meet the demand. But how far is this as-
sumption legitimate? Inorder to answer this question we require
to analyse carefully the general notion of “cost of production.”
And first we must observe that as Mill's theory of value “con-
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“templates a gystem of production, carried on by capitalists for a
“profit,” he naturally considers cost of production from the capi-
talist’s point of view: that is, he regards it as consisting chiefly of
the wages that the capitalist has to pay—either dircctly, orin-
direcily in buying instruments and materials. Against this pro-
cedure Cairnes' has made strong objections. He considers that
“eost of production” ouglit to mean the “sacrifices undergone by
“producers,” and that Mall’s use of the term “confounds things"”
st “profoundly opposed to cacly otlier as cost and the veward
“of cosl.” It is certainly important to draw attention to the
difference between ihe amount of effort and sacrifice involved in
production, and the amount of remuncration which this effort
and sacrifice obtain: and if our theory had merely for its object
to state the kind of causes which determine value, we might
adinit the greater clearness of Cairnes’ view.  But if we profess
to use the notion of cost with quantitative exactness—and such
profession is certainly implied in Cairnes’ own statement that, if
competition be perfect, “comeodities will exchange in propor-
“fion to their costs of production”—we ohviously require a
common measure {or the different elements of cost of produe-
tion: as we cannot definitely think of anything bemg “in pro-
“portion to” an aggregate of Incommensurables. Now what
common measure can we find for the heterogencous sacrifices of
labourers aud capitalists? How (e.g.) are we to conceive a pro-
portion between {(u) the sacrifices of twenty unskilled labourers
and a capitalist employing £10,000, and (b) the sacrifices of ten
skilled labourcrs and a capitalist employing £20,0007 The
only measure I can conceive is that which Mill's theory adopts:
viz the price that has to be paid for these efforts and saerifices.
That is, in Mill's language, omitting “accasional elementy,” such
,and any extra cosl occasioned by a scarcity value of
“somo of the requisites of production,” the “universal clements of
““the cost of production are the wages of the labour and ihe pro-
“fits of the capital” Andin “profits of capital,” we must include
the profits of the capitalist who finally brings the ware to market,
as well as those of the other capitalists whom he reimburses in

as “tuxes

his payments for materials and machivery, or in his purchases

1 Some Leading Principles, Part 1, ¢, il
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of goods where they are produced . Tt is, no doubt, apparently
paradoxical to include in cost of production profits that are not
yet realized. But the paradox is merely apparent, at least so
far as the theory of value is concerned: since it is not the actual
profit, but the erpectation of profit, which-—ceteris paribus—
determines the flow ol capital te one indusity vather than
ancther; and which is thus the efficient cause of the variations
in suppiy which raise or lower the murket-price.  And, as Mill
explains, owing to the different periods of time for which capital
lies invested in different kinds of production, this expectation
of profit enfers into the caleulations of different capitalists
in very different propertions to the remuneration of labonr:
so that any estimate of rvelative costs of production which
omitted profits would be liable to serious errars.

But a move serious ditfieulty Lias to be fuced. If cost of
production 1s thus cstimated 1 lerms of remuneration and not
saerifice, it Is not-—at any given time—independent of demand,
For any rise of demand thal causes a rise in the price of an
article of course Inereases both aetual and expected profite ;
while again, as it gencrally raises the demand for the skilled
labour required to produce the arvticle most profitably, it thus
indireetly iuercases wages. Hence we have to add, that by
“wages and profits,” considered as elements of the cost of pro-
duetion which determines “natural price,” we do not mean the
actual wages and profits in any particular case: 1n fact, in this
sense, as Cairnos pointedly observes, wares would always ex-
change in the exuct ralio of their cost of production : since what
remaing over of the price of wny ware, alter reimbursing outlay,
12 the actnal profit of the capitalist who finally brings the ware
to market. The rates of wages and profits that enter into the
determination of natural value, wmust be the normal rates to
which, under the influence of industrial cowmpetition, the
wages and profits of any industry tend to approximate.
But the question again arises, Can these normal rvates be
assumed to be independent of the demand for the product?
Let us take first the case of wages. It is no doubt natural to

1 Tt ir a pity that Mill docs not present a more decided and consistent view as
to the relation of * profits of capital” to * cost of production.” Cf. c. iil, § 1, as
gualified by ¢.iv, § 5.
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suppose, that under a system of perfectly free competition no
known differcnces in the reward of labour could be permanently
maintained except such as are vequired to remuncrate dif-
ferences in the efforts and sacrifices made by the labourers ; and
many of the disciples of Adam Smith have followed their master
in making this general assumption®.  But this 1s not Mill's
view., He has pointed out, in a noteworthy passage?, the con-
clusions of which Cairnes has adopted and developed, that
therc arc important differences in normal wages, which are
due to scarcities of varions kimds: chiefly to scarcitics avising
from the unequal distribution of wealth, which limits the power
of performing certain kinds of services to the winority of per-
sons whose parents have been able to afford ithe expense of
prolonged training and sustenance for their children.  The
freest competition has not in itself any tendency to vemove these
scarcitics, unless the present inequalities in the distribution of
weulth are first removed @ and it seems clear that o far as the
labour of any one social grade is thus purchased at a scarcity
price as compared with that of the grade bencath—i.e. at a price
more than sufficient to compensate, with interest, for the above-
mentioned outlay on prolonged {raining and sustenance—
the average remuneration of such labour will not tend, even
in the long run, to be independent of the demand for its
product®. For supposc the demand to fall. According to
Mill's general theory, the decline in profits cansed by such a
change in demand, will reduce production until the deercase of
supply restores the price of the product to a point at which
the expenses of production are remunerated as belore,  But, in
the case that we are contemplating, the decrease in production
which is the first stage of this process, will involve a fall in the
demand for the scarce services, and a consequent fall in their
price.  The amount of the fall will no doubt be ultimately
much redoeed by industrial competition: but the effect of the

v CL Weallh of Nations, c. x. first page,

3 Pol. Feon. B. 11, c. xiv, § 2.

* Of eourse this division of soeioty into rrales, within which industrial com-
pelition is supposed to be perfect, and Detiween which it is suppused non.
exislent, dovs not correspond precisely w the fucts of modern indostrial eomn-

munities; but it correspunds to these facts more closcly than the ofder
hypothiesis of gencrally effective eompetitiv,
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lowered demand will still remain, though decreased in intensity
by being distributed among all the labourers of the same grade:
unless the lowering should happen to have been compensated by
arise n the demand for some other labour belonging to the same
grade. Hence, the normal price at which the equation of supply
and demand will be ollimately re-established, supposing the
lowered demand to continue, will Le slightly lower, as cor-
responding to a slightly deercased cost ot production ™.

Let us now examine how the matter stands with the other
element of cost of production, profit.  In Cairnes’ view, nor-
mal profits—unlike nortmal wages—may be rightly assumed to
be independent of demand. *“The ecompetilion of capital,” he
says, “being effective over thie entire industry of each commer-
“cial conntry, 1t follows that so much of the value of com-
“maodities as goes to remunerate the capitalists sacrifice will
“throughout the range of domestic industry” be proportioned
to that sacrifice,  This statemens, however, seems to me to
need restriction tn more than vne respect. Tt follows, of course,
immediately from the assumption of industrial competition that
the profit obtained by employing capitals of equal amount
cannot be permancntly known to be different in dilferent indus-
tries, except so far as the sacrifices required in any of the indus-
tries are greater, or the qualifications searcer, than those required
in the other. But economists have sometimes written as if the
profits of manufacturers and traders were published in statistical
tables apen to the inspection of all persong desirous of employing
capital. Il is therefore necessary to remind the abstract rea-
soncr that the most obgervant man of business can only atlain

1 Tt may be observed that Ilicardo avoeids the conclusions above given: by an
assumytion of a different kind. He seems to have supposed, that the differencesin
the remuncration of different kinds of labour are fized and stable; in which case
they would of course be independenst of changes in demand. *‘The estimation,”
lLie says, ““in which different gqualities of labour arve held, comes soon to be adjusted
“in the market with sufficient precision forall practical purposes...the scale when
“ onee formed is liable bo little variation.” And no doubt, inTespect of many kinds
of labour, the demand for which is not subjeet to great and sudden changes,
such fixity is olten approximately maintained hy custom. In any praciical
application of the theory ol value the extent bo which this is the case shonld he
eareflly noted ; but to asgsume such fixity as normal is obviously inconsistent
with the bypothesis of perfect competition.
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a rough approximation to the truth, in caleulating the profits
made in other industries and districts; amd hence that the
equalizing force of competition can only be assumed to act
strongly and certainly upon industiies in which profits are cither
considerably above or considerably below the average. Within
a sumewhal broad margin on either side of the average its
operation cannot but be vague and feeble; and hence the
normal cost of production that regulates supply must be con-
ceived as having a similar indefiniteness.

But a more important qualification of the proposition that
profits tend to equality remains to be pointed out. Tt is com-
monly assiwmed by DLll, Cairnes, and other economists that the
rate of profit tends to be the same, not only on capitals of the
same amount, but also on eapitals of different amonnts. How
far this assaumption corresponds to the facts [ do not now pro-
pose to enquire; but it cerfainly does not seem to be reconcile-
able withi the proposition before quoted, that fhe remnneration
of the {employing) capitalist tends to be proportioned to his
sacrifice.  For if not only the rate of taferest, but also the rate
of profit is the same whatever be the amount of capital on
which it is obtained, it is obvious that the element of profit
which we have agreed to call the employers * wages of manage-
“ ment,” must vary with the amount of capital managed : but it
can hardly be beld that the trouble of managing varies in the
same ratio. Granted that there is more labour and anxiety in
conducting a large business than in condncting one of half the
size ; it can hardly be said that the former occupation imposes
twice the amount of sacrifice.  Tn short, if the rate of profitin any
industry is really the same on large and small eapitals alike, it
must be because the services of large capitalists are at a scarcity
value, so that they can exact from society a higher rate of re-
muneration for their trouble,  But it certainly cannot he known
« priort, as a corollary from the principle of imdustrial competi-
tion, that this searcity value will be exactly sufficient to equalize
the average rates of profit on different amounts of eapital,

Nor, again, can it be known that this advantage of large
capitals will bo equal in different industries: indeed we have
already had occasion to observe that it is not equal, and that in
some cases—as e.2. in certain branches of agriculture—the small



206 THEORT OF EYCITANGE TALUE [Book T1.

producers have important counterbalancing advantages. But so
far az the opportunities of large and small capitalists respec-
tively vary from industry to industry, it is obviously impossible
to argue a priori that average profits per cent. of capital tend to
an equality in different industries ; since on the contrary it is
probable that this rate will be higher in such industrics as are
favourable to production on o small scale,  And the same condi-
tions must also preclude the assumption thal the normal rate of
profit In any industry 15 independent of the demand for the
product of the industry ; since any considerable enlargement of
this demand is not unlikely to Increase the advantages of the
larger scale of production in the industry in question.

But there is another and more obvicus way in which the
increase of production caused by an increase of demand will
tend to modify the cost of production: viz. through the increased
scope that will he given for applying the principle of division of
labonr, The extent of the economic gain that may be expected
to result from this will, of conrse, be very different in different
cascs ; nor can we cven assert that there will be in overy case
some gain,  DBut we may affirm that, geuerally speaking, a
material inerease in the amount of capital and labour which is
applied in any process of manufacture is likely io diminish the
expense of producing any given amount of the product™
Hence, so far as this tendency operates, it seems clear that
the determination of Natural Value by Cost of Production is
thecretically incompetent to give us a single definite result—
even assuming “ordinary profit” to be as definite and uniform
as Mill suppases. Tor, 1f cost of production tends lo decrease
as the amount supplied increases, while, again, demand extends
as price decreages, there may obviously be a number of dif-
ferent amounts which can be produced with the ordinary
profit at prices at which the corresponding demand will just
take them off.

1 The opposite tendency of cost of prodnetion to increzse in consequence of
a reduction in the aggregate amount required to be produced is slighter and still
mere uneertein s sinee the advaninges of a higher organisation of indusiry are
not likely to be given up without a siruggle, when they have once been gained;
and in many euses the probuble result would be to concentrate the manufacture
in a few hands, rather thun to dimirish the average seale of production.
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Tt will be evident from what has been said that produets, of
which the cost of production remains unuorin while the supply
is incrensed indefinitely, cannot form  (as Mill supposes) a
“large” elass. It appears, in fact, that this uniformity can only
result from the aceidental balancing of two oppesite tendencies ;
the tendency to diminution of ecost throngh division of labour,
and the tendency to increase of cost through increased scarcity
either of (he labourers best qualificd for the industry in ques-
tion or industries subsidiary to it, or of the materials or instru-
ments best adapted for sneh industries, so far as they are supplied
by natnre. The former of these tendenciesis generally predoni-
nant in the cuse of what arc commonly distinguished as “ manu-
“factured ” articles ; the latter in the case of the so-called * raw
“ products” of agricalture’. The lund that is the most important
instrnment for the production of these latter is not absolutely
limited in amonut, except m the case of a fow comparatively
unimportant produets; but n an old eouvntry, when an addi-
tional supply of agricultural prodnce is required in any place,
it has generally to be obtained either (1) from land worse in
qualiby {relatively to the product in questien} or less conveniently
situated than that from which the market has been previously
supplied ; or (2} by a less productive application of Capital and
Labonr to the land alveady cultivated. In either case, of course,
‘there will be an increase of cost, which will not, generally
speakiug, Le compensded by consistent saving from division
of Tabour, Tence Mill rightly places agricultural produce 1n
his Third Class of conunedices, of which the supply may be
Increased indefinitely, Imt at an Inereasivg cost of prodiction,
Thongle even leve there is a formal incompleteness in his
stateiment of the nauner o which the natural value of such
products i3 determined. Tt is determined, he says, by the cost

V1t is desirable here to distinguish two different kiuds of deviafion from
uniformity : (1) the cost of production wnay tead Lo be uniform for all pro-
ducers, 80 long as the total amount produced decs nos vary materially, but at
the same time may tend to vary with any material variation of the latter; or
(2 what is produced may be normally produced at different costs, and there
may alzo be further variation ws the amount produced varies,  The sceond case
i that of agricultural products gencrally ; the first s approximately the case of
wany manufactured articles, so far at least as all elements of cast exeept the
enfrepreireny’s remuneration are concerned,
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of production of the most costly portion supplied: but, obviously,
this is only determined when the whole amount is determined :
therefore the question still remains, What is the whole amount
that it is the producers’ interest to produce 2 This incomplete-
ness, however, is easily removed ; since the general answer to
the above question is very simple: because, so long as the
conditions of industry and the law of demand remain un-
altered, there 1s only one normal price at which the equation
of supply and demand will be realised. Competition will obvi-
ously lead the producers to extend the supply until the price is
brought down to the point at which the most costly portion is
only just remuneratively produced. And it is further evident
that there can be only one such point: for after one such
point has been reached, any further increase of average supply
would involve an increased cost of production of the most
costly portion of the supply; while the extension of demand
neeessary Lo take off the inereased supply, would involve a
decreased price: so that the producers would lose doubly.

§9. Tosum up; the Ricardian theory of the determiuation
of Value by Cost of Production appears to me incontrovertible,
at least as applied to molern civilised communities, if it is
undorstood in a broad and vague sense; te. if it is understood
merely to affirm that industrial competilion is a force constantly
acting in the dircction of equalizing the remunerations of pro-
ducers of the same class in different departments of industry,
by inercasing the supply—and so lowering the price—of com-
modities of which the producers are known to be receiving

remuncrations above the average of their respective classes,
and similarly diminishing the supply and raising the price of
the products of less profitable industries. But in the more
exact and definite form in which the theory is stated cven by
Mill, it appears to e open to grave abjections, It is the least
of thesc objections that the suppositions made are too simple
and uniform to correspond closely to the facts; defects of this
kind baset all hypotheses framed for deductive reasoning on
social phenomena, and all that we can do to remedy them is to
note carefully the errors that thus corne in and make a rough
allowance for them, Of this nature is the error before pointed
out in the supposition that induostrial competition tends to
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establish a definite normal rate of profit in each industry, even
when the statement is limited io capitals of about the same
amount, As I have said, it i true that industrial competition
tends to produce this result; but in admitting this we onght to
note how much the mutnal knowledge of profits actually ob-
tainable by producers falls short of the mutual knowledge of
prices actually obtainable by dealers in a tolerably well-
organized market of material products; and how in conse-
guence the tendency to a normal rate of profits begins to act
feebly and vaguely, at a considerable interval from the attain-
ment of the supposed definite result.  In the case of wages this
particular source of error is of less imporfance, since the actual
rate of wages in any industry is casier to ascertain than the
actual rate of profits ; but here on the other hand the propor-
tion bhetween remuncration and sacrifice that industrial com-
petition tends to cstablish is actually subject to more scrious
retardation and interference from various causes; especially
from the diffienlty of attracting labour from district to distriet
and from industry to industry, and the different degrees in
which enstom and combination together operate in keeping
wages up (or down) in different cmployments, So far, however,
as the operation of those causes is independent of the demand
for the product of the labour remunerated, they are more im-
portant 1n the theory of distribution than in the gencral theory
of cxchange ; since they do not necessarily prevent the establish-
ment, at any given time and place, of a normal cost of produc-
tion towards which the market price lends (o return after any
variation temporarily caused by changes in demand or acciden-
tal excesses or deflciencies in supply. But so far as differences
of wages are admittedly due to causes of which the operation is
necessarily affected by varlations in the demand for different
kinds of labour—and we have seen that this is the case accord-
ing to Mill's own view of industrial grades—it is manifostly
illegitimate to regard cost of production as independent of
demand; and equally so, whercver increased aggregate pro-
duction tends lo economy in the awmount of labour required for
a given amount of product. Here then, in my view, lies the
gravest theoretical defect in the doctrine of “value depending
“on cost of production,” as stated by Mill and other Ricardians,
8. E. 14
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Tt is not merely inconsistent with facts, but with other parts of
Mill's economic teaching, to say broadly that “the value of
“ things which can be incrcased in quantity at pleasure does not
“depend (cxcept accidentally, and during the time necessary for
“production to adapt itself) npon demand.” Even where the
cost of production can be assumed to be approximately the
same for all producers, we should gencrally represent the facts
best, by supposing that in any given social and industrial con-
ditions this cost of production will vary with the amount pro-
duced according to some law, just as we supposec that the
amount demanded will vary with the price according to some
law; though the former variation will no doubt be generally
much slighter than the latter. The proposition, therefore, that
the natural price of any product of this kind is equal to its cost
of production, js certainly a true statement—on the assumption
and with the qualifications already explained--but it is in
almost all cases an insufficient one. Our formula must rather
be, that 1t is & price ab which ihe amount demanded is equal Lo
the amount that would permanently be produced at a cost
equal to the price, supposing social and industrial conditions
unchanged®,

In the case of products of DMill's third class, of which the
cost of production must be taken to be different for different por-
tions of the aggregate amount produced, and to increase steadily
as the aggregate increases, the formula becomes somewhat more
complicated ; the natural price must be staled to be that at
which adequate remuneration could just be afforded to the pro-
ducers of the costliost portion that it would be permanently worih
while to produce, il social and industrial conditions remaincd
unaltered.

We are thus enabled to show the close relation, which Mill’s
phraseology certainly tends to obscure, between the formula for

% Ti is quite possible, ag we have scen, that thers may be several such prices;
in which case it is a problem of some delicacy to determine which of these prices
the force of indunstrial competition will, in any partienlar instance, be acinally
tending $o realise. This problem—like the one discussed in the next seetion—
cannot, in my opinion, he satisfactorily attempted, even in its simplest and most
abatract form, without the aid of geometrienl or symbolical methods ; and in the

prescot state of our knowledge of the facts of indusiry, I hardly thinlk that enr
grasp of these facts is likely to gain much from & solution of thiy problem.
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competitively determining Natural Price, and the eorresponding
formula for Market Price.  Market Pricc—snpposing it definite
and single as it would be in a perfect market—was explained
to be the price at which the demand for the product i question
would be sufficiently extensive to take off the actual supply
(allowing for the possible withdrawal of a part of this supply in
view of a prospective misc in demand or diminution of supply);
while Natural Price (as we have scen) is similarly delermined
as the price at which the demand would be sufficiently exten-
sive to take off the supply which, assuming social and industrial
conditions unchanged, might permanently® be cxpected to be
produced at that price. There is, in fact, no sharp line to be
drawn between the determinants in the two cases; prospective
changes in cost of production, if their effect may be expected to
be rapid and considerable, will enter into the calculations of
dealers that influence market-prices through supply, as much as
any other conditions of prospective supply or demand.

§ 10. So far we have concelved each product as the
result of a separate process of produwetion. But, as Mill
peints out in a subsequent chapter®, it frequently happens that
two or more products arc produced in the cowrse of the same
industrial process. “For example, coke and coal gas are both
“ produced from the same material, and by the same operation.
“In & more partial sensc, mutton and wonl are an example; beef,
“hides and tallow,” &c. In such cases the determination of the
prices of the articles thus industrially connected, by Cost of
Production and Demand conjointly, 18 necessarily more compli-
cated. All that can be stated generally is that the prices and
amounts of any such set of products, under the actien of indus-
trial competition, will tend to conform to two conditions. Iirstly
the prices will tend to be such that the sum of them will repay
their joinl cost of production, including normal profit® on the

1 < Peymanently”—beeause from the risk of stariing a new business, espeei-
ally in industries where production iz on a large seale, from the difficulty of
removing capilal durably invested in forms specially adapted to pariicular in-
dustries, and other similar cauges, market prices, however perfeet ecompelition
hecame, would often be liable fo remain long above or below their corresponding
natural prices.

2 B. 111 o, xvi,

* By “‘normal profit” I mean * profit not much above or below the average

14—2
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capital employed : secondly the amounts will tend io be such
that the demand for each article at the price will just about
take off the supply. It is quite conceivable that these condi-
tions may be cqually satisfied by several different adjustments
of prices and amounts; whether this be so or not in any
particular case cannot be ascertained without a knowledge of
the laws of demand of the particular articles. It should be
observed that in the cxamples above given the products are so
connected that their amounts must increase or decrease to-
gether: but often they are wholly or to some extent alternatives,
so that an increase in the production of one will, in the first
instance at least, be attended by a diminution in the production
of another. For instance, veal and milk, chickens and eggs, &c.,
are conoected in this latter way. In the former case any rise
in the demand for one only of the connected products, since by
raising the joint price it will increase the supply of both, must
obviously tend to lower the price of the other; as the sale of
this latter will have to be extended without any rise in the
demand for it. In the second case, on the other hand, any
sudden rise in the demand for either product is Likely to raise
the price of the other temporarily—-and perhaps permanently
—by causing restriction of its supply. A more indirect con-
nexion of this second class is that which subsists between
commodities of which the production requires the same kind
of raw or anxiliary material. In all such cases a rise in the
domand for one of the connected commodities will in the first
instance tend to increase the cost of production of the other;
but whether this increase will tend to be sustained will
depend on whether the production of the material in question
becomes more cosily, m whole or in part, by being increased
in amount.

Finally, it should be noticed that the values of two com-
modities may be connected through Demand, as well as through
Supply; so far as one of the two is, either in ordinary con-
sumption or in any kind of production, a substitute for the
other, Thus (s.g.) an extension in the demand for mutton, due
to a fall in ite value, would have the effect of restricting the

“profit to be obtained on equal amounnts of eapital in other indusiries that do
“ not impose more sacrifices or require scarcer qualificaiions,”
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demand for beef, and would (end thereby to affect its cost of
production and value. Indeed this kind of conuexion may be
said to subsist, in an attenuvated form, among commodities
generally ; since such an extension in the demand for any one
commodity as makes the aggregate price paid for it a larger
share of the income of the community, tends pro fanfo to
reduce the demand for all other articles of consumption. The
actual extent to which any one commedity may thus become
an alternative for any other is of course extremely different
in different cases; and a careful examination of these varying
comuexions is a fundamentally important element in any in-
vestigation of the specific laws of demand of different com-
modities,



CHAPTER TIL
TIOEORY OF INTERNATIONAL VALUES.

§ 1. I the preceding chapter the cost of carriage of com-
moditics to the markets in which their price is actually deter-
mined, has hoen enrsorily noticed as a normal element in the
cogt of production, Tt is abmost superfluous to observe that it is
an element to which lhe development of industry bas hitherto
tended to give continually inercasing importance.  Though
the progress of invention has steadily operated to reduce the
average cost of conveying a given weight of soods over a given
space ; still the amount of goods carried and the distances over
which they are conveyed has continually incrcased in a greater
ratio to the reduction of the propertional cost of conveyance;
so that, in the most civilised part of the world, the proportion
of the Iabour and capital of mankind at present cmployed in
the business of conveyanee is lavger than it was at any carlier
period in the history of civilisation. This is so strikingly the
case that the growth of a nation’s foreign trade is sometimes
vaguely spoken of as though it constituted absolute and un-
questionable evidence of advance in industrial prosperity. Tt
may therefore be useful to point out—what might otherwise
scem too obvious to be worth stating—that it is ceferis
paribus an economic disadvantage that any commodity should
be produced at a distance from the market in which it is.
normally sold; and that if’ in any case this disadvantage can
be got rid of—without incurring any equally serious drawback
—throngh the production at home of some commodity hitherto
exporled from abroad, the resulting diminution of trade would
obviously be a mark of industrial improvement, aund not of
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retrogression.  And a priort we have cvery reason to supposc
that, in the continually changing conditions of industry, oppor-
tunities for this kind of improvement will continually present
themselves ; and that the vis inertie of custom is no less liable
to maintain the importation from abroad of goods which might
be advantageously produced in the proximily of their market,
than it is to keep any other part of the process of production
in an economically backward condition. And therefore while
the progress of industry, under the stimulus of alert and
enlightened self-interest, may bec doubtless expected to ex-
tend and cnlarge trade continually in some directions, it is at
the same time probable that it will reduce and diminish it
in others.

As in the present chapter I propose to consider the special
conditions affecting the value of commoditics produced at a
considerable distance from their consnmers, it seems expedient
to obtain a clear view of the cases in which such production
is likely to be remuneraiive, and may accordingly be assumed
as a normal element of a competitively organized industrial
society, The following are the chief cases which it is important
to distinguish.

Some commodities for which there is a general demand
cannét be produccd at all except in certain localities, removed
at a considerable distance from other parts of the habitable
world. This is the case, generally speaking, with metals and
other products of cxtractive industry; and also with cerfain
agricultural products, such as wines of special guality.

Therc are other staples of international trade which
could generally be produced at a moderate distance from their
consumers, at leagt over a large part of the region inhabited by
civilised man; but which can be produced, even in distant
markets, at a less expenditure of labour and capital if they are
grown or manufactured in certain places which offer special
natural advantages for their production. This is the case, to
a varying extent, with corn and other important produncts of
agriculture,

In other cascs, again, commodities can be produced
for distant markets with an cconomy of labour and capital,
not on account of auny special advantages afforded by the place
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in which they are made, but because the cost of carriage ig
outweighed by the economic gain through co-operation and
division of labour, obtained by the concentration of a manu-
facture—or of several connected manufactures—in one locality.
To some cxtent this gain consists merely in the substitution of
a more important saving of carriage for a less important ; the
cost of conveying raw and auxiliary materials reguired in the
mannfacture, or of conveying the product itself from one set of
workers to another, being reduced by the local concentration of
connected industries to an extent that more than compensates
for the additional cost of conveying the finished product to the
consumer. But besides this, various other advantages, pre-
viously noticed?, of production on a large scale arc obviously
only obtainable if a correspondingly large normal demand can
be secured for the product; aud in the case of commoditics of
which the amount consumed by any one individual is small, an
extensive demand must necessurily be the demand of consumers
seattered over a wide area.

IV. The gain thus derivable from co-operation rendering
it economically advantageous for men to aggregate themselves
in the large closely packed masses which we find in continually
increasing size in modern industrial towns; it becomes physi-
cally impossible to obtain the supply of food, fuel, and certain
other commodities required in large amounts for the ordinary
consumption of any such mass otherwise than by bringing a
large part of it from a considerable distunce. And, throngh the
operatton of the Law of Diminishing Returns from Land, of
which we have spoken in a previous chapter, the area from
which 1t is economically advantageous to obtain any given
amount of such products will always be decidedly less than
that from which it is physically possible to do so.

V. Finally, we have to notice the important case in which
a commodity is most economiecally obtained from a distance,
because though it could be produced in the neighbourhood of
its market with no greater—or even less—expenditure of
labour and capital, still its cost of production as estimated in
wages and profite would be so much greater as to more than
counterbalance the saving in cost of carrlage. A striking

! Cf, Book 1. e, iv. § 6.
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instance of this was furnished by the gold discoveries of
Australia; one consequence of which was that Anstralia began
to import cheese and butter largely from abroad, although the
pastures of New South Wales and Victoria offer unusual
facilitics for dairy-farming. The high average remuneration
obtainable by labour in gold-mining had raised the wages of
Australian ‘labour generally—and therefore in datry-farming---
so muct, that the consequent additional expensc of making
bufter in Australia was greater than the expense of conveying
it frown Ireland *,

§ 2 Itis evident that this last cause of foreign trade can
only operate, so far as physical or social obstacles render the
mobility of labour temporarily or permanently imperfect, Had
it been as casy to draw over lIrish labourers to Australia ag it is
to bring them to England, their influx would soon have brought
down wages to a point al which it would have been less expensive
to produce the butter required by Australiain Australian dairies.
Now, according to Mill and his most iniluential disciples, it is
only on account of this imperfect mobility that a speeial foriaula
is required for determining the values of commodities brought
from distant places; it is owing to the differences which this
imperfect mobility allows te subsist between the remuneration
of labourers or capitalists or both in different countries, that cost
of production is prevented from determining the normal value
of such imported commodities. To take Mill’s illustration: sup-
pose England imports wine from Spain, giving cloth in exchange:
then “if the cloth and the wine were both made in Spain, they
“would cxchange at their cost of production in Spain; if they
“svere made in England, they would exchange at the cost of
“production in England. But”—we are told—*“all the cloth
“being made m England and »ll the wine in Spain, they are
“in circumstances to which the law of cost of production is not
“applicable. We must accordingly fall back upor an antece-
“deut law, that of Supply and Demand;” and take, as the for-
mula for determining the values of the commodities in question,
what “may be appropriately named the Equation of Interna-
“tional Demand;” &he law, namely, that “the produce of a
“country exchanges for the produce of other couniries at such

L {f, Cairnes, Essays in Political Economy, L p. 88,
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“values as are required in order that the whole of her exports
“may exactly pay for the whole of her imports ™"

I agree with Mill in regarding this as the true formula for ‘
determining the values of commodities exchanged between dis-
tant countries; but he does not appear to me to have given the
right reasons for adopting it, nor to have taken note of its
theoretical limits, His error 1s most conspicuously - manifested
m the earlicr part of his argument, in which, to exhibmt most
stmply the “elementary principle of International Values,” he
omits the consideration of the cost of carriage; and supposes,
for the sake of argument, that the carriage of commodities from
one country to the other could be effected without labour a.nd,
without cost, It is easy to show that, under the circumstances
thus supposed, cost of production must determine the value of
exported commodities just as mueh as the value of commodities
consumed where they are made; excepl we make the further
hypothesis, rarely likely to be realised in fact, that, after the
trade is establishd, there is no prodnct common to the trading
countries, For Iet us take Mill's case of England exchanging
cloth for the wine of Spain; and let us suppose that there is at
least one other commodity—say corn—which is produced both
in England and in Spain. According to Mill's general theory
of value, discussed in the preceding chapter, the relative values
of cloth and corn in England must be determined by their
Lomparative costs of production; and, again, the relative values
of Wine and corn in Spain must be determined in the same way.
Bui if we suppose cost of carriage to be eliminated, there is no
reason why the value either of wine or cloth should be altered
by exportation; hence, the values of both wine and cloth rela-
tively to corn, and therefore relatively to each other, must be
completely determined by the prineiple of cost of production;
altheugh the wine and cloth may not exchange for each other in
proportion to their respective costs. The “Equation of Inter-
“national Demand” will still be maintained, but it will have no
effect in determining the value of wine or of cloth; since, if we
leave cost of carriage out of account, there can be no reason why
the wine should be entirely paid for in cloth, or wice versd; there
can be no reason why any debt remaining on etther side, after

1 Mill, Pol. Eeon. B. 111, e. xviii. § 1.
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balancing the wine against the cloth, cshould not be liguidated
in corn or some other eommodity.

Tt is clear, then, that cost of carriage cannot be left out of
account in any exposition of the need of a special principle for
determining International Valucs, And in fact it appears to e
that this need depends fundamentally on a condition to which
Mill has not adverted: viz that in explaining the determination
of international values we have to take into account not merely
the expense of conveying wares into the foreign country, but
also the expense of bringing home their value in some form or
other. And if in “Cost of Production including carriage” we
include this double carriage—carriage of goods, say, from England
to Spain, and also carriage of what is paid for them back from
Spain to England—then it is incxact to speak of cost of pro-
duction as having no relation to the determination of the price
of English goods in Spaln; but it enters in merely as giving the
limit, the maximum which the competitive price can reach, not
the exael point which it aclually does tend to reach in ordinary
cascs.

This will become clearcr if we consider an exceptional cage
in which cost of production, thus understood, would determinc
the value of the products of foreign trade, on the assumption of
free competition, as definitely as it can determine the value of
commodities produced at home.

Suppose there are two countries A and B, preciscly similar
in their conditions of production as regards all commoditics
except silk, which is produced i A by labonr and captal
which A has in excess of B, and which is ineapable of heing
produced in B, though it would be eagerly consumed there; and
suppose that a trade previously prevented is now opened for
the first time between A and B. Silk will undoubtedly be
carried from A to B, but as the trader could take back nothing
which would have a higher value in B than it had in A, he
must to recoup himsclf sell the silk permancntly at a value
which will pay not only the whole expense (including nornial
profit') of carrying it from A Lo B, but also the whole expensc

¥ 1or the purpose of the highly abstraet and hypotheticad reagoning vequired

m this chapter, it is necessary t0 suppose * nonual profit” lo be wove definitely
and simply deleruined thax we haso seen Lo be aclually the case,
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of earrying back something else—whatever can be most con-
veniently carried—from B to A. Te must charge this, in order
to get the ordinary profit; and competition would prevent him
from charging more. In this case the normal value of silk in
B will evidently exceed its value in A by cxactly the double
cost of carriage between the two countries; and will therefore
be determined by the cost of production in the special sense
above defined,

The case supposed is no doubt highly improbable ;—and
even if it existed at the outset, it would most likely be modified
in congequence of the trade itself. It is almost certain that
there would be some commedity in the production of which
the second country B had a certain advantage—which if pro-
duced in A had to be produced at a higher relative cost of
production, Let us suppase that there is one such commadity;
which we will take to be hardwarc. Then, cven though the
advantage were comparatively slight, and less than would be
required to pay the cost of carrying the bardwarc from B to A,
it is evident that the trader who exported the silk to B would
gain something extra by bringing back the proceeds of its sale
to A in hardware rather than any other article. And this
extra gain-—-like any other diminution in the expenses of
bringing an article to market—industrial competition will tend
to transfer to the consumers. But the question still remains,
To which set of consumers will it be transferred? to those
of A or to those of B? If the amount imported from B is not
sufficient to supply the whole demand for hardware in A, at the
price at which it can be remuneratively produced in that
counfry, the normal price of hardware in A may be kept up by
1ts home cost of prodmetion ; so that the consumers of silk in A
will reap the whole extra gain. But if we suppose that, when
the trade is fully established, neither of the wares exchanged
is produced in the importing country ; the principle that ¢ price
‘must correspond to cost of production’ does not determine
in which of two different ways the traders’ profits will tend to
be bronght down to the ordinary level whether by sclling A’s
wares a little cheaper in B or B's wares a little cheaper in A,
The combination of thesc two results thal the competition of
traders will tend to bring about will be determined, celeris
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partbus, as I shall presently explain, by the relation of the
demand for A’s wares in B to the demand for B's wares in
A. But at any rate it must be a combination that will make
the quantity of A’s wares sold in B cqual in value to the quan-
tity of B's warcs sold in A'. And sincc the tendeney to this
result will operate cqually, however many wares are exchanged
on either side, we thus arrive at Mill's ¥ Equation of Inter-
“national Pemand” as the formula for determinng normal
international values. When this equation is realised, the trade
may be said to be in equilibrium; and under the action of
industrial competition it must always be conccived as tending
towards equilibrium ; though actually, as the laws of demand
no less than the conditions of supply are continually varying,
the point of equilibrium must be conceived to undergo corre-
sponding variations; and, at any given time, the tendencies
towards equilibrium may easily be less strong than tendencies
in the opposite direction, due te nnforescen changes in trade or
industry ™.

We may now observe that in the above reasoning it has not
been explicitly assumed, that labour and capital do not move
freely between the trading ecountries; and we have only made
this assumption implicitly so far as we have ignored effects on
labourers and capitalists, regarded as purchasers, of any changes
in the value of the wares exchanged in the trade. And itis
only to this extent that, in my opinion, the assumption of the
imperfect mobility of capital is required to give scope for the
operation of the law of internalional values above stated. It ig
doubtless truc that if we suppose a wobility of labour and
capital withic a nation so perfect and delicate that every
change in the price of articles brought from a distance to any

1 T agsume for the present that there are no vayments to be madce between
the two countries on account of other transactions than those of trade.

Z Mill is right in pointing out that there may possibly be several peints of
equilibrium ; the laws of demand for the commodities exchanped may be such
that the cquation of reciprocal demand may be equally well established at any
ane of a number of different pairs of prices. Dat he does not seem to be aware
that this lkind of indeterminateness is not pecnliar to the theory of International
Value: in the course of the previous chapler we havo had occasion to notice
more than one easc in which It oceurs in dealing with the values of producis
gold in the country in which they ars produced.
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locality must be conceived to have a certain effect in attracting
or repelling inhabitants from that locality; then certainly the
equation of reciprocal demand will have no place in determining
the rate of interchange between two places within such a nation,
since ita cffeet would be overborne by the tendency to equalize
the aggregate of utilitics obtainable by similar sacrifices in
different localities, Bul 1’ we merely assume the mobility of
capital Lo be so fur imperfect, that capitalists will not transport
themselves from A to B, in order to get B's exports cheaper
at the cost of getting A's exports dearer; then, so far as trade
between distant places exists, the Equation of International
Demand must be the formula for theoretically determining the
values of the products of such trade.

§ 3. It thus appears that, as was before said, the most im-
portant part of the reason why the theory of determination by
cost of production, even In the modified form in which T have
stated i, cannot be apphicd without qualification to the products
of international trade, is that a double cost of carriage has here
to be taken into account; and, that owing to the comparative
advantage that each trading country usually has over the other
in some article, each can normally obtain the wares of the
other at a price lower than what corresponds to expenses
of preduction plus double cmriage. In fact, we have here
a special case of the kind discussed at the close of the pre-
ceding chapter, in which the values of two commodities are
causally connected througb their being the joint products of
one process of produwction; the one process here being the
process of double carriage, cach half of which is commercially
ieseparable [tom the olher.

No doubt the imperfect mobility of capital has the im-
portant effects that Ricardo and Mill attribute to it, on the
course of international {rade; since it is thereby rendered
profitable for a country to buy wares from abroad which it
could preduce with less labour and delay at home; because
it can cmploy its labour and capital still more advantageously
in gome other way. Siill, though the imperfoct mobility of
capital largely determines what wares are exchanged between
the two countries, the question which a special theory of in-
tornational values has to answer relates to the divigion of the



Cmar, [11] ZHEORY OF INTERNATIONAL VALUES. 223

double cost of carriage which trade involves between the two
sets of commodities. What the equation of reciprocal de-
mand betiveen two countries A and B will determine,—sup-
posing for simplicity’s salke that they are restricted to trading
with cach other,—is how much of the double cost of carriage
between A and B will be added to the price of A’s produets
in B, and how much to the price of B’s products in A, Tt may
happen, of course, that cach product is sold at such a prico that
it exactly pays its own cost of carriage; but there is no general
tendency to this result. The price of A’s imports from B may
rise beyond this up to the point at which they pay the whole cost
of carriage of B’s imports from A ; and similarly they may fall
below this down to the point at which they pay no share at all
of the double cost of carviage. Thus the home cost of pro-
duction together with double cost of carriage gives us a maxi-
mum value, and home cost of production without cost of carriage
a mintmum valoe ; between which the normal value of wares
in a forelgn country may vary indefinitely with the varying
conditions of trade; but no wares {except such as are scarce
naturally or through monopoly) can rise, unless very tempo-
rarily, above the former point, and only under very excep-
tional ecircumstances can any fall below the latter. In the
limiting case which I first discusscd, of two countrics cxactly
alike in all thelr conditions of production, except that one
product consumed in both was produced only in one, the price
of this produet would, as was shown, reach the maximum just
mentioned in the country which did not produce 1t: while the
price of wlhatever cguivalents were taken in exchange for it,
obviously could not rise above the minimum ; since by hypo-
thesis the conditions of production of all cther wares are exactly
alike in the two countrics, and therefore their exchange-values
(measored by any other standard exeept the single exceptional
product) must be the same. In actual trade it never happens
that either exireme is reached, at lcast by the aggregate of
a country’s exports; there are always some products to be
found in producing which o country has al least a relative
advantage as compared with some of the countries with which
it trades; accordingly most (if not all) of the wares of inter-
national trade are normally sold in the countries importing




224 THEQORY OF INTERNATIONAL VALUES. [Boowr IL

them at prices which will pay at least some part of their
cost of carriage, as wcll as their home cost of production.

The determination of the exact share of the cost that would
normally be added to the price of each commodity would be a
very complicated problem, even if treated in the most abstract
form, and cven supposing that we knew the precise law ac-
cording Lo which the demand for each commodity would extend
or contract as its price fell or rosc. In default of any such
knowledge we can only say generally, that in proportion as the
demand in either country for the foreign warces of the other is
more extensible or elastic than the corresponding demand on
the other side—i.e. in propertion as the law of demand for the
foreign warcs is of such a kind that a comparatively small fall
in their prices causes, celeris paribus, a comparatively large
extension in the demand for them—tle larger will be the
share of the double cost of carriage that will tend to be added
to the imports of the country in guestion, TFor, under Lhese
condition: of demand, a comparatively small fall in price (per
unit) is required for a large increment in the total amount of
the wares sold ; and therefore through the oscillations of supply
that practically determine, at any given time, the division of
the double cost of carriage, this elasticity of demand will keep
up the prices on the one side as compared with the other; so
that the equilibrium of trade will tend to be attained at a rate
of interchange favourable to the country where the demand for
forcign wares 1s less elastic.

Bo far we have not taken into account the effect of changes
in demand on the cost of production of the warcs cxchanged.
Tt is important to bear in mind that the cxpense of producing
such wares—estimated separately from the expense of the
irade itself-—will often Dbe materially altered by the extension
of their sale which the trade brings about; and their prices as
imports will of course be altered in the same direction (though
not necessarily in precisely the same ratic). On the one hand,
in the case of manufactured articles, the extension of sale is
sometimes the cause of a material cheapening in their cost of
production, by enabling the manufacture to be carried on upon
a larger scale; while, on the other hand, in the case of agricul-
tural produce, we can often observe that the imitial risc of
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price which the forcign demand causes is sustained by a per-
manent increase in the cost of producing the costhest portion
of the article. Still, if we supposc the trade to be fully
established, so long as its extension, and the general conditions
of demand and supply, remain unaltered, the reaction of casual
oscillations of demand on the respective costs of production of
the wares exchanged can hardly be important enough to affect
materially the normal equilibrinm of the frade; and therefore
we need not take them into account in the speeial theory of
international valucs.

§ 4 I may here observe that, even in this abstract treat-
ment of the theory, we ought not to ignore the inevitable inex-
actness of the measurements that we are sceking to determine,
This seems the most convenient place to explain a proviso,
which I should have placed at the ouvtset of this chapter, only
that the explanation of it is more easily understood at the point
of the discussion which we have now rcached. We cannot, in the
theory of international trade, usc the notion of ‘ price’ exactly
as 1t was used in discussing the values of wares sold in the
country in which they are produced. In the latter case we are
only required to assume, as was stated in the preceding
chapter, that the value of money remains unchanged. But
we cannot similarly suppose, in treating of international trade,
that the value of gold or silver bullion—the metallic money
of commerce—remaing wnchanged as we pass from one country
to another; since bullion is itsclf an article of trade, and
thevefore, like any other atticle of trade, it will normally have
a value in the country which obtains it by trade higher than
that which it has where it iz produced, by some portion of the
cost of its own carriage and of that of the equivalent brought
home in exchange for it. Hence in considering the pheno-
mena of International Trade we must always conceive money
as something that varies in value from country to country;
and therefore we must conceive price as estimated not in the
actual money of either country, but by a standard of value
common to the countries, obtained by estimating and allowing
for the differences in the value of actual money. For con-
veuience sake we will distinguish the price so estimated us
‘real price” The wauner in which this common standard of

S, L 15
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value is to be obtained, has been cxplained in an earlier
chapter'; in which also the degree of inexactness to which
it is liable has been carcfully noted. Tt must therefore be
borne in mind that the reasonings in the present chapter are
to be taken as subject to o similar inexactness.

Tt is especially important to bear in mind this meaning of
‘price” when wo cxamine the facts of the Foreign Exchanges by
the light of ke abslract theory of luternational Values ; other-
wise we may he led to trace in these facts a more simple and
patent manifestation of the law above expounded than they
really exhibit. For it is plainly by meang of the fluctuations of
the exchanges that the transaciions of Importation and Exporta-
tion are economically connccted. At first sight cach process
appears guite separate from the other; the importers and ex-
porters respectively have to bear their own costs and take care
of their own profits; henee a hasty rcasoner might conclude
that competition would tend to make the value of imports in
either country correspond to the cost of production, ineluding
the cost of conveying the imports to market, and of course
ordinary trade profilts. But this inference would manifestly
leave out of account the fluctuations of the exchanges. It
is true that when exchange is at par between FEngland
and the United States the (money) price of English wares
in the United Stales tends to corrcspond to their cost of
production in England, estimated in money, together with the
cost of carriage of the wares. DBut the exchange may vary
on eilher side to “specie point’: for instance, the preminm in
England on bills on the United States may reach the point
at which it would be as cheap to send money. At this point,
then, the cost of supplying American wares in England must
substantially include the cost of conveying money back to
America. On the other hand, when the opposiie extreme of
the fluctuation is reached, the cost of carriage of the wares
themselves is at Jeast partly paid by premiums on bills®

These fluctuations accordingly exemplify and in a sense
represent the floctuations in the rate of interchange of which

! Bool 1. 6. ii. ‘

¢ T gay *at least partly,” becanse in most cascs the expensc of conveying goods
is greater than the expense of conveylng woney.
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our theory gave an account. But, for the reason explained
in the preceding paragraph, they do not exactly correspond to
them, TFor if money have a greater purchasing power in the
United States than in England, the addition to the real
price of English goods in the United States, over their real
price in England, will be correspondingly greater than it
appears; and wvice versd. IHence, in order that the real limit
of fluctnation in the rale of interchange hetween the two coun-
trics may be actually reached, it may be necessary that money
should pass from one country to another so as to alter its value
in the former'.

In the preceding discussion I have supposed for simplicity’s
sake that only two countries are engaged in trade, and that
their mutual indebtedness ariscs only from the exchange of
thetr respective produce. In applying the theory to concrcte
facts 1t must be borne in mind, first, that the mutual indebted-
ness of nations results “{rom the relative totals of all the
“amounts expended by each upon ihe other, whether in
“payment of produce and manufactures, or for the purchase
“ of shares and public securitics, or for the settlement of profits,
“comrnissions, or tributes of any kind, or for the discharge
“of the expenses incurred in foreign residence or travel: in
“fact, from the entire payments (or promises to pay) which
‘ pass between the respective countries. The liability incurred

“is identical in its effect, whatever its origin may be®;” every
such liability has to be liquidated by the transmission either

! It may be thought perhaps that, in case money is ab & different value in
the two commiries, the flucluation of the exehanges might earry the real fluctua-
tions of the rate of interchange between the countries beyond the points indicated
by the theory before explaincd. For if bullion has & higher valus in England
than in the United States, then when the premium on American bills is about
cqual fo the cost of sending bullion, American produeis in England, if their
sale is to be profitable, must have their real price increased by move than the
double cost of carriage. And it is no doubt true that the increment of real
price under these circumstances might coneeivably excecd the cost of carriage of
the American exports+the cost of carriage of the duilion required to pay for
them. But il could not permanently exceed the cost of earriaze of the American
exporis+ the cost of eariage of the most comcmenth trangported English
goods; fur if it did excced this it wonld become profitable to cxport these goods
to America, and they would he exported.

* (Goschen, Foreign Iachanges, ¢. 2.

15—2
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of money or of an order to receive money payable in the
foreign country, Still the greatest part of the transactions by
which debts are incurred between countries, and the means of
paying such debts obtaincd, are the importations and expor-
tations of produce.

And secondly, it must be borne in mind that the condition
of the Forcign Exchanges of any country, and consequently
the share that it pays of the cost of its foreign trade, depends
on its relations of debit and credit not with each country sepa-
rately, but with all countries taken together; since, through
the process technically called arbitration of exchange, a pay-
ment due from countty A to country B may be made by
assigning to B a debt due from a third country C to A.
“There is some litile additional expemse, partly commission
“and partly loss of interest, in settling debts in this circuitous
“manner, and to the exient of that small difference the ex-
“change with one country may vary apart from that with
“others; but in the main, the exchapges with all {oreign
“countries vary together, according as the country has a
“balance to recelve or to pay on the general result of its
“ foreign transactions®”

§5. Finally, a plausible objection may be brought not against
the substancc of the thecry as above expounded, but against
the title which I have retained. It may be said that it should
he called a ¢ Theory of the values of wares exchanged between
‘distant places,” instead of a Theory of International Values.
The reasons why I bave kept the tenn International are partly
theoretical, partly practical. Theorctically, I do not wish to
discard altogother the economic conception of a nation adopted
(implicitly) by Ricardo and Mill; i.e. a community inkabiting
a region within which labour and capital are perfectly mobile.
And, as we have seen, the assumption of absolutely perfect
mobility of capital and labour, supersedes the necessity of con-
sidering the equation of reciprocal demand. So far as we do
not assume this degree of mobility, the theory above expounded
applies ne doubt to trade within a country, ag well as to
foreign trade; only it applics in a less degree, in proportion as
the distances arc smaller and the expense of transmitting

1 Mill, Book 1, c. xx. § 3.
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money less. It is true that in a country where the same paper
currency was used throughout, the facts that we have been
examining wonld generally escapc notice ; because as the cost
of transmitting money would be trifling, there could be no
manifest fluctuations of inland cxchange, Still, nene the less
would moncy be morc abundant and prices at a higher level
in towns or districts for whose products there was a keen
demand In other parts of the country: so that the former
would really bear less than an cqual share of the cost of the
trade that they carried on with the latter. Accordingly, there
is no broad line to be drawn—apart from the effects of govern-
mental interfercnce—botween the laws actually governing the
values of products sold within the country in which they are
produced, and the laws governing the values of imporied wares,
All that can be said is that in dealing with a modern civilised
country, dnly furnished with means of communication and con-
veyanece and substitutes for coin, the crror involved in our as-
gumption that the market values of domestic produets tend to
be cverywhere the same, allowing for the cost of their carriage
to market, will generally speaking be comparatively slight ;
whereas in considering the values of the wares of international
trade, a similar error would not unfrequently be material®,

Af the same time, it is only in the case of Foreign Trade
that the investigation of the conditions of favourable inter-
change excite practical interest; because it is only in this
case that there hag cver been a serions gnestion of govern-
mental interference with a view of naking the interchange
more favourable. Whether such interference can ever be on
the whole expedient I do not now proposc to discuss: but it
may be observed that the theoretical determination of the divi-
sion of the expenses of Foreign Trade does not enable us to
determine the total amount of the gain resulting from such
trade to either nation. To know this, we must know what
each nation wonld have produced with the labour and eapital

1 Hence, in the discussion of the preeeding chapter, we neglected, for sim-
plicity’s sake, the differences in the purchasing power of money in different
localities within the same country, These differences, as we have before seen,
it is theoretically imposgibie to estimate with perfect exnciness; but it should be

observed that so far as they actually exist, a further theorctical impoerfcetion ig
introdnced into ibe determinalion of value by cost of production,
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now employed in producing for forcign trade: which generally
we can but vaguely guess.

Nor, agaln, does it in any way follow that the nation that
pays the greatest share of the double cost of carriage is the
one that gains least. Indeed the very opposite may very likely
be the fact; ag will appear if we look again at the hypothctical
case considered in § 1, where we supposed an entircly unre-
ciprocated demand in one country B for the products of another
country A, Under these circumstances, as we saw, the trade
tends to be carried on under the most unfavourable condi-
tions possible for B, as far as the division of expenses is con-
cerned ; since the consumers in B have to pay the whole of the
double cost of carriage. On the other hand it is not improbable
that the consumers in B will have the greater gain in utility ;
since they obtain access by the trade to an entirely new com-
modity, whereas the inhabitants of A only obtain at best a
gomewhat more cconemical way of acquiring commodities pro-
ducible at home.



CHAPTER 1V.

DEFINITION OF MONEY.

§ 1. Ix the course of the preceding chapter we have been
led to see the importance, in the theory of “international”
values, of a clear view of the nature and causes of variations
in the value of money. But the very denolation of the term
mouney is so Huctuating and uncerlain, that before we discuss
the laws by which its valne is determined, 1t seems desirable
to make a thorough and systematic attempt to define the term
itself’,

1 My Jevons, in his excellent little book on ¢ Money,” tells us that the
ingenious attempts that have beem made to define money “involve the logieal
“blunder of supposing that we may, by settling the meaning of a single word,
seavoid zll the complex differences and various conditions of many things, re.
* quiring each its own definition.”  Without denying that this blunder has been
sometimes committed, I think 1§ misleading to suggest, as Mr Jevons does, thal
the attempt ta define a class name necessarily implivs a negleet of the specific
differences of the things contained In the elass. Indeed, when he gocs on to
say that the many things which are or may be called money—*bullion, standard
 ¢oin, token eoin, convertible and inconvertible notes, legal tender and not legal
<t tender, eheques of various kinds, mereantile bills, exchequer bills, stoek ecr-
dtifieates, &e.’—*require each its own definition,” he apparently maintains the
rathier paradoxical position that it is logically corrcet to give definitions of a
number of species, but logically exroneouns to try to define their eommon genus,
1t is easy to show that scveral at least of these wore speeisl notions present just
the same sort of diftienlties when we attempt to determine them preeisely as the
wider notion “money” does. For instance, the distinetion between bullion and
coin secrus ab firsy sight plain enough; bat when we ask under which head we
are to classify gold picres eirculating at vhoir market value in a eountry thai
has o single silver slandard, we gee thas it is not after all zo easy to define coin.
The characlerisiic of being materinlly ecined—that is, cut and sfamped by



232 DEFINITION OF HONEY. [Book II.

Here, as in previous attempts to obtain definition, it
secms best to begin by a careful and unbiassed consideration
of the actual usage of the term. And here we are met at the
outset by a rather remarkable phenomenon. There seems to
be a tolerable accord among persons who write about money in
England at the present time, as to the denotation that ought
" to be given to the term when they directly attempt to define
it; at any rate, the margin of difference it Inconsiderable in
comparison with the amount of their agreement. Unfortu-
rately the denotation so given is in palpable discrepancy with
their customary use of the term when they are not trying to
define it; and this discrepancy is not of a minor kind, but
as fundamental as can well be conceived. When the ques-
tion is expressly raised they have no doubt that by money
they mean what they also call eurrcncy, that is, coin and
bank-notes. They see Lhe need of distinguishing the latter
as paper money or paper currency; and they recognise the

authority—thoungh it has always been combined in our own experience with the
characteristic of being legal {ender, is capable of being separated from it; =o
that we have to choose between the two In our definition. Similarly, we may
inguire whether by calling notes conversible it is merely meant that their issuer
has promised to convert them into coin on demand, or whether a belief is
affirmed that he would so convert them if required ¢ I the latter aliernative be
chosen, it must be evident that the legitimacy of such a belief must depend
npon the nature and extent of the provisions made by the issuer for meeting
demands of coin; so that in order lo define convertibility precisely we shall
have to determine what provisions are adegnate, and whether all possible
demands should be provided for or only such as may reasonably be expeeted.
Then further, how ghall we treat the case—which used to be eommon in (he
United Ssates—of notes for whieh coin will almost certainly be paid if demanded,
but not without a seriousloss of good-will to the demander? In short, we cannot
escape the proverbial diffienluies of drawing a line, if we attempt to use any
economie terma with precision; and instead of seeing in these difficulties—as
Mr Jevons seems to do—a ground for not making the attempt, I venture to
take an exactly opposite view of them. I think that therc is no method so
eonvenient for bringing before the mind the “complex differences and various
“eonditions™ of the matlers that it is oceupied in studying, ag just this effort to
define general terms. The gain derived from this process (as I have nrged in a
previous chapter) is quite independent of its success. We may find that the
reasons for drawing any proposed linc between money and things rather like
money arc balanced and indccisive. But ginee such reasong must consist in
slatements of (he tmporlant rescmblances end differences of the things that we
are trying to classify, the knowledge of them must be useful in economic
reasaning, whatever definition we may nliimately adopt.
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oxistence of a narrower definition which restricts the term
money to coined metal, on the view that bank-notcs are mere
promiscs to pay moncy, which ought not to be confounded with
meoney, however currently they may be taken for 1t But they
are generally disposed Lo reject this view as a heresy; and
though the narrower sense is that adopted by several econo-
mists of repule, I imagine that it would be regarded as at least
old-fashioned by practical men; execpt so far as the word is
quite technically employed in relation to the details of banking
business. Again, though in the ‘Resumption’ controversy
in the United States it was maintained that inconvertible
notes ought not to be regarded as money, I do not think
a definition excluding such notes—but including convertible
notes—has ever found favour in England; although English
financial authorities are of course agreed that inconvertible
paper is a bad kind of money. TFurther, our authoritics allow
that there is a certain resemblance between bank-notes and
bills of exchange, letters of credit, promissory notes issued by
private persons, &c.; but though they may regard these latter
as constituting an “auxiliary currency,” they do not consider
them to be currency in the strictest sense, and therefore do not
call them money. The only important point on which their
utterances are doubtful or conflicting is the question whether
notes issued by private banks and not made legal tender should
be considered as money ; the importance of this question, how-
ever, so far as Tingland is concerned, is condinually diminishing.
Bui when bankers and mevchants, or those who write for theom,
are talking of “moncy ” in the sense in which, generally speak-
ing, they are most practically concerned with it—of money
which (or, more strictly, the teniporary use of whick) 18 con-
tinually valued and bought and sold in the money market,
which is sometimes “scarce” and *dear” and at other times
“cheap” and “plentiful”—they speak of something which
mnst be defined quite differently.  For though coin and bank-
potes form a specially iroportant part of money-market money,
still, in such a couniry as England where deposit-banking is
{ully developed and payment by cheques customary, the greater
part of snch money must cousist of what has boen called “moncy
“of account”: that is, of hankers' liabilitics or obligations to
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pay coin' on demand, not “ embodied ” or represented otherwise
than by rows of figures in their books.

What hag just been gald will appear to some of my readers
a truism. But there are probably others to whom it will
appear a paradex; and for the sake of these latter it will be
well to pausc and illustrate pretiy fully this use of the term
Money. For this purpose I shall take Bagchot’s Lombard Street
as my authority ; as it has the advantage of being written on
the one hand for practical men, and on the other hand by a
master of abstract economic theory, thoroughly acquainted with
the criticisins that theorists have passed on the common lan-
guage and ways of thinking of dealers in money.

Now it is true that Bagehot never says that in speaking of
the money of Lombard Street, the possession of which makes
England “the greatest moneyed country in the world,” he
means a commodily of which the greater part exists only in
the form of bankers’ obligations to pay money on dewmand;
such obligations being not even embodied in bank-noles. But
there are many passages in which it is clear that he can mean
nothing else®.  Take, for example, the following :—

“ Every one is awarce that England...has much more imme-
“diately disposable and rcady cash than any other country.
“But very fow persons are aware how much greater the ready
“balance—the floating loan-fund, which ean be lent to any one
“for any purpose—is in Fngland than it is anywhere else in the
“world. A very few [igures will show how large the Tondon
“loan-fund is, and how much greater it iz than any other. The
“known deposils—the deposits of banks which publish their
“‘aceounts—are, in

“TLondon (31st December, 1872) . . £120,000,000
“Paris (27th February, 1873) . . 13,000,000
“New York (February, 1873) . . 40,000,000
“German Empire (31st January, 1873) . 8,000,000

1 Tt may be said that English bankers are r:ot strictly liable to pay their debts
in coin, as they may tender Bank of England notes instead.  But as these notes
are only legnl tender 30 long as the Issuc Department of the 1Bank of England
givea coin for them on demand, the phrase in the text is substaniially acenrate,

2 There arc, no doubt, oiher passages in Loinbard Street—asg will ho pre-
sently noticed ~where “money’ is used in the narrower sense of “metallic money’.
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“ And the unknown deposits—the deposits in banks which do
“not publish their accounts—are in London much greater than
“those in any other of these cities. The bankers’ deposits of
“London are many times greater than those of any other city—
“those of Great Britain many times greater than those of any
“other conntry'.”

ITere Bagehot clearly regards these bankers’ deposits as “im-
“mediately disposable and ready cash.” DBut if we ask ourselves
where and in what form this “ceash™ exists, it must be evident
that, at any given time, most of it cxists only in the form of
liabilities or obligations, acknowledged by rows of figures in the
bankers’ books; and that it is transferred from owner to owner,
and thus fulfils all the functivns of a medium of exchange,
without ever assuming a more material shape.  Most persons,
no doubt, who have not gpecially considered the matter, have a
vague impression that these figures in bankers’ books “repre-
“sent” sovereigns or bank-notes; which, though they are not
actually in the banker’s possession, have yet passed through his
hands, and exist somewhere in the commercial world, But if
this view does not vanish on a few moments reflection, it must
at any rate be cffectually dispelled by a perusal of Lombard
Street; since the main drift of that book is to bring prominently
forward the fact that, in consequence of the “one-rescrve sys-
“tem ” upon which English banking is constructed, but little of
this immense “loan-fund which can be lent to any one” could
possibly be presented in the shape of coin or bank-notes. Of
course some portion of the money lent by London baukers is
continually taken from them in this shape. Bul a little reflec-
tion on the mode in which it is borrowed and used will show
how comparatively small this portion is. Such loans are chiefly
made to traders, either directly by the bankers or through the
agency of the bill-brokers; and when & trader borrows from his
bank, he almost always does so by having the loan placed to
his eredit in his banker’s books, and drawing against it by
cheques; and the cffect of such cheques, for the most part, is
not to cansce the money to be produced in the form of coin or
noics, but mevcly to transter the claim on ithe banker to some
olher customer of the same or some olher bank. The banlk-

v Lombard Strect, ¢ Lo 4,
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notes and gold are merely the small change of such loans; and
it 1s only when money 1s lent to maoufacturers and farmers,
who have large sums to pay in wages, that the amount of this
change bears even a considerable proportion to the whole loan.
It may seem thal when cheques on one bank are paid into
another, material money must pass between bank and bank.
But by the system of the Clearing ITousc the mutual claims of
the different banks are set off against cach other; so that, even
when the balance daily due from each bank to others was paid
in notes, the amount of these required was very small in pro-
portion to the amount of labilitics transferred; and now no
notes are commonly needed at all, as such balances are paid by
drafts on the Bank of England, where the other banks keep the
main part of their reserves,

But we may reach the same result more bricfly by means of
a few statisties, which T take from Mr Palgrave's Notes on
Banking, published in 1873; as T am not awarc that any
equally complete study of our actual medium of exchange has
appeared since that date. 3Mr DPalgrave estimates the whole
amount of deposits held by English, Secotch, and Irish banks
(exclusive of the discount-houscs) on the 12th of March, 1873,
at about 486 millions, the liabilities of the London banks alone
being about 179 millions: while he estimates the metallic
circulation of the whole kingdom in 1872 at about 105 millions,
and the note circulation at 43 millions. If we consider that
more than 10 millions of notes and coin, on the average, were
kept as reserve by the Bank of England, and that the provineial
hanks require a considerably larger proportion of coin for their
daily business than the London banks, we shall require no
claborate proof to convince ug that the greater part of the
“uncqualled loan-fund ” of Lombard Street can never emerge
from the immaterial condition of bankers’ liabilitics.

The difficulty, indeed, is not to prove this, but rather to
explain why this obvious truth is overlooked, or even implicitly
denied ; not merely, as has already been said, in all formal
definitious of money, but in most of what 1s said and written
apbout the functions of bankers. Mill, for instance, implics
over and over again that the medium of exchange, which it is
the business of bankers to colleet from private individuals and
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lend to traders, consists altogether of coined metal—or at least
of coin and paper substitutes for coin made legal tender by
Government'. A similar implication is contained in much of
Bagehot’s language®, And indeed I hardly know a single
LEnglish writer on the subject, with the cxception of Mr Mac-
leod, who does not continually present this view to his readers®,

§ 2. The explanation of thls serious and wide-spread in-
accuracy of thought and language is, I think, two-fold. In
many cases it is due to an inadvertent inference from a part
to the whole, of the kind thai has caused so many economic
fallacies. A practical man is aware that (in ordinary times)
he can convert any portion of his banker’s habilities into gold
or notes at will, and that he eonly leaves it in its immaterial
condition for his own convenlence—being less afraid of the
failuore of his bank than he is of baving his gold or notes
stolen. Henee he naturally comes to think and speak of all
the “money at his bank” as “ready cash”; and thus, with
Bagehot, conceives England as having “ more ready cash™ than
any other country, When, however, he comes to consider
possible crises and collapses of eredit, the difference between
bankers’ liabilittes and their means of meeting them becomes
only too palpable; the same thing thai he has just called
“cash” appears fo him in its opposite character of “credit”;
and—again with Bagehot—he views England’s “cash in hand”
as being “so exceedingly small that a bystander almost trem-
“bles at its minuteness compared with the Immensily of the
“credit that rests upon it.” These {wo views of “cash” or
“money ” exist side by side in his mind, without being brought
into any clear or consistent relation to each other; and thus
we get the paradoxical result which I noticed at starting, that
when such a practical man is called upon to give an express
definition of money, Le formally ignores the greater part of the
actual medium of exchange, of which in the ordinary course

! Compare, among other passages, B. 1m. ¢. xi. § 2, and c. xii, § 2.

2 Cf. {e.g.) Lombard Street, o, v1, p. 1438,

* I take this veeasion to acknowledge iy obligations to Mr Macleod's Theory
of Danking, which contains, so far as [ know, the first clear nod full exposition

of the nature and funclions of bankers’ deposits. In saying this, I must guard

myscH against being understood to approve of Mr Mucleod's general treatment
of Eeonomigs,
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of his business he is continually thinking and speaking ag
“money.”

So far, however, as this inadequate representation of the
facts is common also to theoretical economists, it is rather
because the existence of this tmmaterial money is obscured to
their view, not by the material money into which the banker is
bound to convert it, but by the goods other than moncy which
the bankers customers purchase by meauns of it.

For instance, Mill beging his chapter on the Value of Moncy
by “clearing from our path a formidable ambiguity of language,”
by which, as he explains, money is commonly confounded with
capital.

“When one person lends to another,” he says, “what he
“really lends 1s so much capital; the money is the mere instru-
“ment of the transfer. DBut the capital usually passes from the
“lender to the receiver through the means cither of moncy, or
“of an order to reecive moncy, and al any rate it is in moncy
“that the capital is computed and estimaied. Hence, bor-
“rowing capital is universally called borrowing money; the
“loan market is called the money market . ... and the equiva-
“lent given for the usc of capital, or, in other words, interest, is
“not only called the intercst of money, but, by a grosser per-
“version of terms, the value of money.”

Now, I do not deny that there is & confusing ambiguity in
the phrase, “value of money”; but the language that Mill
uges in exposing it scems to me open to a similar objeetion,
Li is true that when the value of money is mentioned in
Lombard Streel, it is noi the purchasing power of moncy,
measured in commoditics, that is intended; but neither is it
exactly the ratc of interest, as Mill elsewhere uses thig phrase,
i.c. the average annual return to capital, subtracting insurance
for risk and wages of management. It is, as was before said, the
value of the temporary use, not of capital gencrally, but of money
(inclnding bankers’ obligations} in particular'; estimated, as other
values arc commonly estimated, in terms of money.,  Of course,
a man only borrows money in order to buy something else, or

! The canses which tend to make (he rate of inierest or diseount paid for the
nae of money diverge semewhat from the rate of interest on eapital gencrally will
b disenssed in the next chapter.
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to pay for somcthing already bought; but what he actually
borrows 15 the medium of cxchange, and it is materially inexact
to represent him as borrowing anything else. The bad effects
of this inexacthess arc, indeed, lateut so long as we are dealing
with metallic money; for when commodities are bought and
gold for hard coln, it is impossible to ignore the fach that they
are transferred Ly means of an instrument which is cqual in
valne to the wealth that it is used ro fransfer.  But when
bankers’ crcdit is the medium of exchangs, it is easier to let
this fact drop out of sight; and Mill continually does so. Thus
he speaks contemptuously of an “extension of ecredit being
“falked of ... as if credit actually were capital,” whereas it is
only “pormission to use the capital of another person.” Now,
in a certain rather strained way, we might say this of gold
coin; 1ts function is to “ permit” or cnable its owner to obtain
and wse other wealth.  And it 13 ouly in this sense that Mill's
stateruent 13 true of the credit or liabilities which a banker
lends to his customers, whother in the form ol notes, or undaor
the rather misleading name of “deposits.”  This credit, no
doubt, iz a comparatively fragile and perishable instrument for
transferring wealth; but that is no reason for ignoring the fact
that, in a modern industrial community, it is the instrument
mainly used for this important purposc. The instrument,
of course, is not strictly indispensable; commodities might
be exchanged directly for each ofher, or borrowed with-
out the intervention of a medium; indeed some important
commoditics, such (e.g) as houzeg and land, actually are so
borrowed.  And it may be ugetul sometimes, in giving a genc-
ral view of cconomie facts, to omit the medium of cxchange
altogether from our consideration ; and to represent the per-
sons who purchase goods with ‘moncy’ borrowed from banks
as substuntially borrowing the goods from the bankers' cus-
tomers,  But in so domg we should bear in mind how much
this simyplified view of the facts diverges from the reality; and
uot mix it up with any statements that aim at representing the
tacts of exchanpe as they really are. It 13 undeniable that, in
Fogland now, wealtli is chiefly transferred by the intervention
of a mwedium of exclange complex in composition; counsisling
partly of gobl and silver eoin, partly of bank-noteg, hut to a
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greater extent of bankers™ obligations to pay coin on demand,
not represented by notes; and it is chiefly this medium that is
actually lent and borrowed in commercial and industrial loan-
transactions. And it 1s no less undeniable that the immaterial
part of this instrument has functions precisely similar to those
of the material portion; that it is as offcctive in purchasing
goods ; and that borrowers pay the sane interest or discount for
the use of it.

What part of this composite medium of exchange should be
classed as “ money,” and what part (if any) should be classed as
“eapttal” are lmportant questions of definition and classifica-
tion; but whatever answers we may give to them ought not to
prevent us from kecping a clear view of the facts just stated.

§ 3. With the latter of these questions, which has come
before us in a previous chapter, we are not here concerned.
I have alrcady cxpressed my opinion that the very important
peculiarities of the medium of exchange render it desirable
that we shonld set it aside as something sue generis when we
are comparing amounts of capital at different times and places,
What we are now to consider is the selection to be made
for the purposes of cconomie scicnee among the different uses
of “money” which we find to be more or less current. We
may conveniently arrange them in order, according to their
width of meaning. First will come the narrowest use, which
is also the earliest, to denote coined metal. Secondly, we
may include besides coln lnconverlible paper money which
the authority of Government makes equivalent io coin—
“fiat-money,” as it hos been ealled; or, aguin, we may take
in also bank-notes which are legal tender, under the condition
of being convertible into coin on demand. Almost all defini-
tions of money at the present day extend the term so far;
while some go further, and include bank-notes that are not
legal tender. Finally, there is the still wider signification,
which we have found to be current in the language of Lombard
Street, though it is not usually recognised in formal definitions,
according to which bankers’ liabilities not represented by notes
constitute the larger part of the so-called money. All these five—
metallic money, paper money of all three kinds, and “money of
“account”—have the same exchange value, are lent and bor-
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rowed for the same interest or discount, and in ordinary times
are currently accepted in final settlement of all debts—except,
of course, the debts of bankers. 1t seems to be the absence of
this [atier characteristic cspeeially that prevents bills of cxchange
from being regarded as money ; as the liabilities represented by
those latter are always ostensibly to be liguidated at some
definitc $ime, so thal they are nol looked on as finally settling
transactions, The same remark applies lo exchequer bills, ag
these are not absolutely convertible into legal tender to the
amount they nominally rcpresent, cxeept at certain definite
times. Still less, again, are securities, such as Government
bonds or railway debentures or shares, regarded as ready money,
since there is no time at which they are convertible into coin
for a fixed amount: when taken in liquidation of a debt they
must always be first sold like any other goods, or at least csti-
mated at a continually varying market value; though, no
doubt, as being more conveniently carried and kept, and more
readily exchanged than most commaodities, they are better fitted
for taking the place of money.

Which of these definitions then shall we adopt? It scems
to me that, in accordance with the general opinion as to the
essential characteristics of money, it is most convenient to take
the widest, and include all bankers’ habilities. If the funda-
wmental function of money, upon which its other functions
actually' depend, is that of being a Medium of Exchange,
enrrently accepled in the settlement of all claims arising out of
transfers of wealth ; if money is “ that which passes freely from

L Mr Jovons distinguishes “ four functions which money fulfils in modern
“societies,” Tt is (1) a medium of exchange, (2) a meagure of valne, (3) a
standard of value [i.¢. o8 Mr Walker says a “stondard for deferred payments”],
() n store of value. Tt is obvions that the second and third uses naturally—
though not, as Mr Jevons points out, necessarily—follow from the first,

As regards ihe fourth function, I agree with Mr Walker in declining to
atiribute it to money. In a certain sensec, of course, any medium of exzchange
must be also a store of value ; that is, each man must keep somewhoro, so as to
be obtainable without material delay, a suflicient quantity of it for his ordinary
purchases. And most of the langnage in which Mr Jevons explains what he
weans by a “store of value” apprars to me merely to describe a mediom of
international exchange., Tt is worthy of inguiry,” he says, “whether money
“does not also serve a fourth distinet purpose—-that of embodying value in o
“eonvenicnt form for conveyanee to disiant places...at times a person uceds to

5. K. 16
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“owner to owner throughout the community, in final discharge
“of debts and full payment for commodities, heing accepted
“equally without reference to the character or credit of the
“ person who offers it, and without the intention of the person
“who recelves it to conmsume it, or enjoy it, or apply it to
“any other use than, in turn, to tender it to others in discharge
“of debts or payment for commodities® ;” then, in all ordinary
eonditions of modern commercial societies, bankers' liabilitics,
however acknowledged and transferred, are money.

In the above quotation T have altered a single phrase:
I bhave said “{from owncr to owner” instead of “from hand
“to hand” It appears to be the difference between the two
phrases which renders the acute and clear-headed writer from
whom I have quoted unwilling to recognisc deposits in banks
as money; since they cannot “pass from hand to hand,” as
notes do®.  But surely when payment is made by means of
notes (not being legal tender), the important fact is not the
mere physical transmission of picees of paper, but the transfer
of claims on the banker: which is equally effected when pay-
ment is made by cheques. No doubt the receiver of the cheque
might demand payment in notes: but similarly the receiver of

“ gondense his property into the smallest compass, so that he may carry it with
“him on a long journcy, or transmii it to a friend in a distant country.” Bug
go long as the journey or transmission is within the range of ‘‘modern societies”
what & man carries or sends i commonly some document transferring to a
foreign banker a portion of his home banker's obligations to pay him menay on
demand ; the foreign banker being ultimately repaid by having transferred to
him some foreign merchants” debt that has been purchased by the home hanker.
The whole transaction is obvionsly one of international exchange. But Mr Jevons
also explaing & ‘‘store of value™ to mean something that 2 person *“may hoard
“away for & time;” i.c. something which he does not intend to use for current
purcheges, but keeps for a remote oceasion. In this sense—undoubtedly most
apyropriate to the term *store”—I must deny that metallic money it adapted to
be & * store of value,” or is ordinarily used for this purpose in modern socicties,
Debts payablo before the remcte occasion arrives {or portiong of capital be-
lieved to be readily saleable} are tho commodities chiefly used in this way by
modern men of business.

1 Walker, Money, Trade, and Industry, p. 4.

2 Ti is o be abserved that the question whether bank deposits are monejr
muget not be confounded wilh tho question whether ehegues ave. I have nothing
{0 say against Mr Walker's reasons for answering this lntter question negatively;
a8 I regard cheques merely ag instruments for transferring the acknowledged
henkers® liabilities which, in my view, are ¢he true money,
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notes might pay them in and have the sum added to his
account. The former, again, might ask for payment in gold;
but 5o equally might the latter. TFrom neither point of view
does there appear to be any essential distinction between
the two®

Hence it appears to me that one at least of the definitions
which we have considered—that which inclndes bank-notos
gencrally and cxcludes the rest of bankers' labilities—may
be rejected ; as the distinetion on which it is commonly based
is quite trivial and superficial, and whatever really important
differences cxist between the transfer of bankers' obligations
by notes and their transfor by cheques are important ounly in
certain special qucstions®, If we are to bave a definition of
moncy which excludes bankers deposits, we must cither take
the characteristic of being legal tender ag essential, or we must
fall back on the oldest and narrowest usage, and restrict the
term to motallic money. TLegal currency, however, hardly
gives an essential distinction in the case of notes convertible
into coin on demand; since the equivalence of such notes to
the coin they nominally represent is sustained not by their
legal currency (which is of course no protection against de-
preciation by over-issue), but by the belief that they can be
exchanged for coin at will. And though in some countrics
this belief may be firmer and better grounded where the
credit of government is pledged to conversion than in the
case of notes issued by private bankers, we cannot affirm this
as a universal law: and at any rate the difference of security

1 In gaying this, I do not mcean to ignore the important practical differencas
that exist between payment by notes and payment by ¢hequez.  Cheques do not
eirenlate as notes do: the reoeiver of a cheque commonly pays it in without
delay and thus selects the banker whose liabilities he consents to take as money,
wherena the veceiver of a note usually exercises no zuch choice. Thus the transfer
of bankers’ liabilities is more complicated in the former case than in the latter;
mince, as was before observed, there iz a change of bankers az well as a change
of bankers' customers: but none the less is the essence of the transaction a
transfer of bankers' obligations *in final dizcharge of debts and full payment for
* sommoditics,”

3 E.g. in considering the need of governmental interference for the protee-
tion of the creditora of banks, Here the fact that so far as the note-system re-
vails & man does not practioally ¢hoose the banker whose obligations he accepts
as money, i3 undoubsedly important.

16—2
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ig only a difference of degrec'. This kind of insecurity of
course does not affect inconvertible notes issued by govern-
ments 3 but that is only because they are exposed to the
more serious danger of depreciation from over-issue: which
renders their inferiority to convertible notes so palpable and
so universally recognized that it would be practically very
awkward to dignify the former by the title of money while
refusing it to the latter.

Metallic money or coin is no doubt distingurished from the
other constituents of our actual medium of exchange by the
tmportant attribute of being composed of a material that has a
high value for other purposes; and also because, except in the
case of an Inconvertible paper currency, the value of all the
rest of the medium of exchange depends on the helief that any
given portion of it could be exchanged for coin at will. This
fact is sometimes expressed by the staiement that metallic
money alone has “intrinsic value.” Bub the phrase seems
to me misleading ; since it is not the difference in the source
of the value of coin, confusedly expressed by the word “in-
“trinsic,” which is practically important, but the difference
in its range and permanence. It is not because coin is made

1 It is sometimes forgotten that the notes of the Bank of England, though in
a cerinie senze ¢ legal money,” are not g0 in the sense most important to the
political economist; sinee their legal eurreney would ocease, if the Issue De-
parimens ccased to give gold for them, and therefore conld hardly be efflcetive in
sustaining their value, if this ever came to be seriously doubted. XNo doubt the
quality of these notes is unique; in the severest crisis they would he taken ag
readily as gold. Bui this is not due to the facs that they are legal tender, but
to the special provision made for maintaining their convertibility; and perhaps
even more to the gencral belief that the credit of the English Government is
practically pledged to maintain it. And here again it must be observed that
the mnique position of the Bank of England has now practically an almost
equal effeet in sustaining the curreney of the liabilities of its banking depart-
ment; in the worsi of panies every onc has considered * money deposiied” with
the Bank of England as safe as its bank-notes in his own strong chest.

Hence it scems to me that, in relation to English finanee, the definition of
money that includes bank-notes generally, and excludes the rest of bankors’
liabilities, is epeeiully inacceptable; sinee it ignoreg the profound distinetion
that separatcs thie credit of the Bank of England from the credit of all other
banks, while i unduly emphasizes the more supcrficial distinetion betwaen the
liahilitics of provincial banks that are fransferred by notes and the liabilities of
the London joini-stock banks that ave transferred by chegues.
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of a more expensive material that it is a better money than
notes; but because it could be used as a medium of exchange
over a wider arca, and bceeause its value is not liable to sudden
destruction through the insolvency of the issuer, nor to sudden
diminution in consequence of excessive issues. And it should
be borne in mind that these distinetions are nol of absolute
and unvarying imporlance ; there is no reagon why we should
not have an intcrnational circulation of bank-notes; and the
progress of science and industry might so enlarge the supply of
gold as to make it possible for a wise and stable government
to devise a paper currency of more durable value than gold
cein would then be, it still issued as at present.

Still, under existing circumstances, the distinction between
metallic money and bankers' obligations—especially in a com-
munity that abstains from inconvertible paper—remains funda-
mentally important ; and T should have no objection to restriet
the term money to the former, if any short word, sanctioned
by usage, could be found for the whole medium of cxchange.
Simce however this 13 not the case, it seems best to use
“money ” in the wider signification which it has in the money-
market, and refer to metallic money as  coin.”

And it must be borne in mind that even this definition is
not wide cnough for certain purposes; as it does not cover the
actual medium of exchange used in foreign—and to some cxtent
internal—trade. Tho metallic money of commerce is properly
bullion, not coin; the latter is used for the payment of foreign
debts only so far as it is the most convenient form of bullion,
Awmd the non-metallic medium of comunercial exchange still
congists to a great extent of merchants’, not bankers, obliga-
tions ; that is of bills of exchange; so far as they still eirculate
among traders, and are not at once discounted. Again, therc
are certain widely acecepted securities—the bonds of some
governments, of sowe railways, &c.-—which are su much more
convenient for transmission than bullion that they are fre-
quently used as substitutes for bullion in the payment of inter-
pational debts,  When such securities have come Lo be bought
andd sold with a view to the fulfilment of this function, to deny
that they possess pro funfo the most cssential clharacteristic of
money, would be to make ourselves the slaves of langnage.
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Since, however, neither merchants’ debts nor the debts of
governments form a medium of cxchange currently accepted
by society generally—within a certain local range—in final
settlement of debts; it scems to me most convenient to call
them not moncy, but ‘substitutes for moncy.

This leads me to notice an objection that ig likely to be
brought against the view above cxpounded, It may be said
that what I have callel Money is merely a part of what other
economists have called Credit, and that it is more convenient
$0 keep this termn as indicating its real quality. And I should
quite admit that for some purposcs it is important to insist
on the fact that bankers’ debts are after all debts, no less than
those of private individuals. But in a general consideration of
the manncr in which the functions of moncy are performed,
it seems Lo me more important to point out that there is as
much difference between one kind of credit and another, in
respect of its currency, as there is between gold and “ goods.”
If a private individual (A) oblains any valuable article from
another (B) by promising to pay for it hercafter, and does pay
for it, the credit he receives obviously does not operate as a
substitute for money at all, in the long run. Only if B uses
A’s debt to him as a means of purchasing another commodity
from C does this credit begin to be a substitute for money:
if C uses it similarly in a similar transaction with D, its
efficiency as a substitute is doubled. But it is not until such
a debt bhas come to be talken without any idca of using it
otherwise than as a means of payment that 1t has completely
acquired the characteristics of money. That this 1s, in ordi-
nary times, the case with bankers obligations taken in the
aggregate, 1s undeniable; though (as I have said) the fact is
obscured by the continual liquidation in gold of small portions
of such obligations.

-



CHAPTER V.

VALUE OF MOXEY.

§ 1. WE have seen in the preceding chapter that the me-
dium of exchange, in a society like our own, with a fully
developed banking system but without inconvertible paper,
should be conceived as consisting partly of metallic money, but
to a much larger cxtent of bankers’ promiscs to pay metallic
money on demand ; such promiscs being partly represented by
bank-notes which pass from hand to hand; in England, however,
the greater part of these obligations are merely acknowledged in
the bankers’ books, and transferred by means of cheques. The
extent to which bankers’ obligations take the one form or the
other is determined in England partly by legislation and partly
by general convenience ; but whichever form they take they are
accepted—if they arc accepted at all—as of equal value with
the gold coin into which they are nominally convertible on
demand'. When depression and mutual sugpicion pervade
the commercial part of the community, the amount of this
immaterial medium of exchange is liable to shrink suddenly,
through the distrust and consequent rejection of certain portions
of it; so that the superiority in stability of other portions be-
comes of great practical jmportance. This superiority may be
due to a special connexion between the Government of the
society and a certain bank : for instance, we have already noticed
that through the special relations existing between the Govern-

1 It should be observed that many banks pay interest on that portion of their
deblg to their enstomers which ig not actunlly nszed as a medium of exchange
within a given period; so that a custvmucr gains by keeping his stora of moncy
in this form, instead of keeping it in gold or noles in his own strong box
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ment and the Bauk of Eugland, the promises of the latter
occupy a unique position among the promises of English bank-
ers’, DBut however important such differences may be, the
most fundamental distinction of all is that between metallic
money or coin and promises to pay this money on demand;
and it will be convenient to follow this line of division . our
investigation of the Value of Money. Accordingly, we will
begin by considering how the value of coin 1s determined.

We have already noticed that the term Value is used in two
ways in relation to money; 1t may either mean (1) the pur-
chasing power of money, or its exchange value measured in
commodities other than money ; or (2) the rate of interest paid
for the temporary use ol money. Though economists have
somctimes erred in overlooking or misconceiving the connexion
between the two facts thus distinguished, they arc undoubtedly
right in insisting on the importance of the distinelion; and 1t
seems best, In a theoretical discussion, to aveid ambiguity by
using the term ‘value of moncy’ in the former significa-
tion only.

On what conditiong, then, does the purchasing power of coin
depend? In the first place, it should be observed that when the
privilege of coluning is, as it commonly is, monepolised by Govern-
ment, it would be possible for the latter to raise the value of
coin above what would be sufitcient to defray the expenses of
production, by limiting the amount coined. In fact this course is
adopted by most modern Governments, in the case of coins used
for very small payments enly; to these a value Is assigned, as
representing a certain fraction of some higher coln, considerably
above the value of the metal used in making them, Buch coins
arc accordingly called ‘tokens.” But no civilised government
now adopts this plan in the use of coins current for larger
payments: since on the one hand any money of which the
value depends upon the limitation of its amount is always
liable to be suddenly depreciated by large issues, and the result-
ing danger of violent derangement in the pecuniary relations of

1 Ag hag already been noticed, this is trie not merely of the noles issued by
the Tssue Department, but also of the obligntfons of the Banking Department;
thongh the confidence in the laiter does not rest on the game grounds ag the
confidence in the former, and cannot exactly be placed on a par with it.
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all debtors and creditors has an injurious effect on commerce
and induastry ; while on the other hand if governments, through
necesslty or cupidity, are driven to disregard this consideration,
they now prefer the far more profitable and hardly more dan-
gerous course of issning inconvertible paper-nioney’,

The question, indeed, that is now practically discussed in
reference to coins is of the opposite kind; viz whether it
is not on the whole most advantageous for the community to
coin not only freely but gratuitously for all individuals who
desire it, defraying the expenses by taxation. This, however,
together with the further question, how the incvitable loss
through wear of the coins in use is to be made good, belongs
rather to the Art of Political Economy®. Here we will merely
assumne that standard coins are coined freely for any person who
brings gold to the government mint at a charge that at any
rate does not exceed the cost of the process; while any serlous
depreciation of the old coinage, in consequence of loss of weight
through wear or ill-treatment, is prevented by prohibiting Lthe
use of coins materially lighter than those issued by the Mint,

Under these circumstances we may, withont material error,
neglect the cost of coinage in considering how variations in
the value of coin will be determiined; and regard thesc as

! Many economists appear to me, in condemning this practice of “ lowering
“ the standard,” to nse langnage caleulated to mislead. Ior instance, Mill speaks
of Governments ** rohbing their creditors by the shallow and impudent artifice.,.
= which consisis in ealling a ghilling & pound, that s debt of a hmndred pounds
“may be oancelled by the payment of a hundred shillings.” These phrases
certaiuly suggest the popular crror that a debased coinage necessarily fally in
value in proportion (o il8 debaseinent, even though the sapply of the coinage
iz altogether under the control of the Governmeni. Whereas such fall, as I
have said, depends upon its being isaned in excess—but it is to be obscrved that
an amouns may be cxeessive after debasement which was not o before; as a
certain dislike of the coin is produced by the knowledge of its debasement, and
this, together with the impossibility of using it for forcign payments, tends to
diminish the demand for it.

It shonld be added that fhe valuc of Eoken coing is not liable in the game
way to depreciation through excessive issue; since the value of a token is
intended to be determined entirely by that of the mmore valuable eoin, to o
certain fraction of which it is declared cqnivalent. Tf however such eoins weore
isgued in great exeess, they might pevhays be nand te sewe extent in payments
of a larger amount than that for which tley aic legally eurrent : and as so usod.
they wonld have a depreciated value,

* CL post, Book 111,
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depending entirely on variations in the value of the metal
used for standard coins. We will assume in the first instance
that only one metal is so used; which we will suppose to be
gold, produced within the country that we are considering.
Gold, like other products of extractive industry, is a commodity
produced simultaneously at very different costs ; the cost of the
least remuncrative portion of its production tending to increase
—s0 long as other things remain the same—with every increase
in the amount produced. As we have seen, so far as industrial
competition operates, the normal value of such commodities will
be affected by any change either in the conditions of supply or
in those of demand ; a rise in the demand, other things remain-
ing the same, tends to raise the value because the supply cannot
be correspondingly increased without having recourse to more
expensive production ; and on similar grounds any increase in
cost of the least remuncrative part of the preduction, demand
remaining unchanged, will have a similar effect. Tt should be
observed, however, that the action of industrial competition is
likely te be particularly irregular in the case of gold; owing
partly to the gambling nature of the industry, of which the
returns are extremely various and uncertain; partly to the fact
that a large part of it can be carried on with very little capital,
so that the calculations of profit that influence its production
are likely to be less exact than those made in a business carried
on by larger capitalists, Again, in consequence of the great
durability of gold, together with the fact that nearly all the
gold used ag moncy is practically in the market at any given
time, any change in the cost of production is likely to takc a
long time to produce its full effect on value. “Hence the
“ offects of all changes in the conditions of production of the
“precious metals are at first, and continue to be for many
“ years, questions of quantity only, with little reference to cost
“of production’.”

Let us suppose then that the quantity of gold supplied is
given, and that we have only to consider how its value will be
affected by the law of demand. The total demand for gold is
composed of two clements, which have to be kept distinet

TOMAL, nnocl ix, § 2.
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considering the law of its variations ; (1) the demand for coin,
and (2) the demand for ornamental or technical use. Auy rise
(or fall) in either demand must affect the value of the whole;
but it will obviously affect it to a less extent than if there wero
only onc kind of demand, as its cffect will be partly counteracted
by the reduction (or extension) in the other demand, consequent
on the change in value, We may assume of course that both
demands alike exhibit the general relation of demand to value,
extending as the latter falls and shrinking as it rises ; but so far
as the demand for ornamental or technical uses is concerned we
have no reason to assume any particular quantitative rclation
between a given change in value and the consequent change in
demand.

The case is different with coin. Coin is an instrument for
effecting a partientar work, that of mediating in (mostly) small
cxchanges of commodities; and within large limits that have
never been practically overstepped, its utility for this work is
not affected by auwy change in its amount. Supposing the
amount of work—that is the aggregate of exchanges made
within a certain period for which coin is the medium—to be
given, we may assume that the proportion of the coin in the
country actually used in doing the work, and the average
nutnber of times that the same coins arc used over again, will
be the same, whether the total quantity of coin be great or
small; at least if we put out of sight the transient disturbing
cffcets that may be caused by a sudden and considerable change
in the supply of gold. Henca the exchange value of the aggre-
gate of coin will, on this suppoesition, remain the same, whatever
be its increase in amount; and accordingly the exchange value
of any particular coin will vary in cxactly inverse ratie to the
variations in quantity of the aggresate.

Now the work that coin has to do is of course continually
varying ; it obvicusly tends te vary with every vartation cither
in the total amount of commodities, or in the oxtent to
which they are bought and sold, or in the cxtent to which
bankers' obligations or other substilutes for coln arc used in
wediating cxchanges.  But, so far as wo assume persons en-
gaged in industry to act upon accuratc calculations of profit
and loss, T conccive that in a country where ihe use of gold
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coin i3 already general’, a mere change in the quantity of
coin in the countty—without a councomitant change in the
distribution of wealth—would have no tendency to cause a
change in the amount of work that it has to do; except tran-
siently, before prices gencrally have completely adjusted them-
selves to the changed amounts. A fall in prices oceasioned by
scarcity of coin cannot, if it be equally distributed, make
rational people produce less; mor can it iofluence them to
substitute barter for buying and seclling, since neither side has
anything to gain by such substitution; nor, finally, can it have
any tendency to make them use bankers’ obligations instead of
coin, since these obligations, being at any moment convertible
into coln, must obviously rise in value part passuy with the
latter. It appears, therefore, that coin forms an exception to
the general rule that a scarcity of any commodity cxtends the
demand for its substitutes; and accordingly the law of demand
for coin is the oxceptionally simple one that the wmount
demanded varies ceferis paribus in exactly inversc ratio to the
exchange value®. This knowledge, of course, can go but a little

1 A gonsiderable influx of gold coin into a country with a gold currchoy
imperfectly developed would probably cxtend the use of coin into baekward
distriets where barter was formerly the enstom.

2 T may hore note an inconsisteney, pointed out by Cairnes {Some Leading
Drinciples, ¢.il. § 2, 3), in Mill's explanation of the texm Demand.  After laying
down generally (a1 ¢ ii. § 3) that “by demand we mean the guantity de-
“manded,” he states, in the special case of money, that *the demand for
s moncy consists of all the goods offered for sale,”” This inconsistency must he
avoided ; and the best way of avoiding it, in my opinion, is to measure demand
for money ag for other things by quantity demanded. I admit that it is rather
a strain on Janguage to speak of a fall in prices as resulting from an “increased™
{or, a3 I should say, “raised”} *“demand for money;” when the fact that the
phrase denotes ig not that the sellers want more money for their commodities at
the old rate of cxchange, but that there are more commodities to be sold for
whatever money they will feteh. But it seems better to submi to this strain on
ordinary langnage and thought in the cne case of moncy, rather than adept
Cairnes alternative, and measure demand for commeoditics generally by ©quantity
‘“of purchasing power offered for them.” For thiz Involves an equally
marked, and a more extensive and inconvenient divergence from ordinary
usare. What men commounly nnderstand hy an increage or rise in the **demand
“ for a commadity” is that an inercased amount of it is demanded at the priee
at which it way selling before the increase. No one voluniarily offers to give
more for anything than he is asked for it: if he thinks it cheap, he asks for
more of it. 1t is trme (hat the cesull of sueh asking, on the part of hiwsclf
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way towards enabling us to forecast the effects of given changes
in the supply of gold; since, as we have seen, this concrete
problem contains scveral other elements, much less casy to
ascertain with precision: but, considered abstractly, the law
above given is perfectly clear and definite.

It is to be observed, however, thut the change snpposed in
the preceding paragraph is hardly likely to oceur in the isolated
manner supposed.  Any change in the qnantity of coin in o
country sufficient to affect sensibly its purchasing power is likely
also to affect sensibly the distribution of wealth ; since it must
diminish the real value of all debts contracted and all incomes
fixed in amount before the change; and thereforc be propor-
tionally favourable to all creditors and all persons whose income
varies continually as the market value of their services varies,
Now it is quitc possible that this change in the distribution
of wealth may causc a changc in the need of the commumity
for coin: c.g. it may increase the share of produce that is
divided into small incomes, whose possessors chielly use coin
in making their purchases, at the expense of the share of the
wealthier classes who chicfly use bankers” obligations®.

Hitherto we have, for simplicity sake, only considered the
value of gold in countries where it is obtained directly from
mines, We have next to investigate its valuc where it is a
product of foreign trade. As we have seen in the last chapter
but one, we cannot exactly say that ‘gold tends te have the
‘same value everywhere allowing [or the cost of carriage from
the mines; since we have to consider not a single but a double
cost of carriago, which, in this as in other cascs, may be di-
vided unequally between the trading countries ; and we have also
to take account of the fact that a country docs not merely
reeceive gold as an oxport from countrics where gold-mining is
carried on ; it may also receive it in payment of debt from any

and others, may be that the price is raised instead of the supply being increased;
but this result does not seem to me an adequate reason for altering our definition
of * Demand.’

1 Cairnes has argued (Fassays tn Political Economy, p. 130) that the addition
of 40 por cent. to our pold eurrciey between 1851 and 1859 was prevented [rown
affecting prices as mueh as il would utherwisc bave dowe, owing to the ingrease
in the real incomes of the indnstrial claszes in England that tvok place simul-
tanaously with the inereased production of gold.
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other country with which it is in commercial relations. Under
these complex conditions, all that we can say generally is (1)
that the value of gold in a country where there are no gold-
nines will tend to be in excess of its value in a country from
which it is profitable to import it, by some portion of the double
cost, of carrying gold one way and some kind of goods the other
way'; and (2) that in proportion as the products of a country
are keenly demanded abroad, this excess will tend to be re-
duced.

§ 2. So far we have assumed that there is only one metal
uscd for coin, in payments beyond a certain low limit. Let us
now examine the effects of wsing two such metals. In the
first place the purchasing power of either will obviously be
less than it otherwise would be; so far as the use of the two
metals actually takes place and is not merely permitted by law.,
Secondly, unless either the causes of variation in the supply of
both mctals are precisely similar, or one metal is more liable
to such variation than the othor, the chances are that there will
be somewhat less variation in annunal supply when two metals
are used than when onc alone 1s used.

These two effects are independent of the question whether
the two kinds of coins are hoth legal tender, or whether only
one 1s legally current, but the other also is coined and allowed
to pass at its market value.

When both metals are coined into legal tender in unlimited
amountg, a rate has to be fixed at which they cireulate together;
sinee o law enacting that all debts of money may be liquidated
by payment in either kind of coin, provided that there is no
gpecial contract to the contrary, would be obviously incomplete

1 Assuming, that ig, that the required transfers of gold can be made in
uncoined metal, or that the additional value given to gold, through the charge
for coining in the country where it is current, i insignificant. This extra value
is of conrse logt when the coin is sent abroad; and therefore zo far as the transfers
of gold between two comntries have to he made in coin, and the seignorage in
either country i¢ high, the possible differerce beiween the values of gold in the
two countrics respeetively may be correspondingly greater than is stated in the
text; while, again, if the coin transported has to be obtsined from the ordinary
cireulation, the difference in question may be still further increased, so far as the
average amotnl of metsl in coing thus oblained is lesa throngh wear and Lear
than the avernge amount of metal n Iresh coins,
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without a precise determination of the equivalence of the two
metals,

So long as this legal rate docs not vary materially from what
would ctherwise be the relative market value of the two metals,
they will obviously tend to be coined and wused indifferently
except so far as the choice between them js determined by the
convenience of carrying or handling them. But when changes
occur in the conditions of supply or demand for either metal,
thetr effects will be importantly different from the effects that
would have been produced apart from legal interference. To
trace these effects in their proper order, it will be econvenient to
contemplate a particular case of change; which, for simplicity,
we will first suppose to occur in an isolated country, entirely
supplied with both metals from its own mines. Let us assume,
therefore, that gold and silver are coined freely by Government
and made legally curvent in unlimited amount at a fixed rate
throughout this region; and let us assume that this rate in the
first instance accurately corresponds to the relative market-
values of the two metals, as they would exist apart from legal
interference.  Let us then suppose that the supply of silver
becomes more abundant, the conditions determining the values
of all other products remaining unaltered. Then, apart from
legal interference, the gold price of silver would rise; but under
the circumstances supposed this cannot take place, in the first
instance ; for no one will exchange his silver in the market for
a smaller amount of gold coin than he could get by taking the
silver o the mint to bo coincd. Henee what will happen will
be that all the additional supply of silver, which the non-mone-
tary demand will not absorb at the legol rate, will go to the
mint ; the purchasing powcer of the whole mass of coin will fall
correspondingly, gold and silver being maintained at their legal
relative value. As the exchange value of bullion relatively to
other wares must of course fall equally, an cxtension will take
place in the non-monetary demand of bullion—gold as well as
gilver. But as no change iz supposed to occur in the conditions
of supply of gold bullion, there must be a corresponding dimi-
nution in the gold sent to the mint for coinage. If the increase
in the supply of silver were not very great or pormanent its
effects might stop at this point, so that no diflerence would
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manifest itself between the market-rate and the mint-rate of
interchange of the two metals; the demand having in fact,
under the pressure of governmental interference, adjusted itself
to the change in supply. And it must be borne in mind that
any such change tends to be transient, not merely through the
exhaustion of the new sources of supply, bat also through the
check given to production by the fall in the value of bullion
and coin relatively to othor commoditics.  But if the addition
to annual supply be sufficiently extensive and prolonged, the
process above described may be carried on until no gold at all
is sent to the mint; and then, for the first time (if the process
still goes on), the market-price of gold bullion will begin {o
risc. 'When this rise has gone so far that the gold coins still in
use have actually—through the continued depreciation of silver,
which necessarily drags down with it the value of the coined
gold as well—become less valuable than the bullion which
they on the average contain, it will become profitable to melt
them down; and if the same causes continue to oporaie, this
process will continue (unless prevented by law—or even, if the
difference between the two rates be great, in spite of legal
interference) until the coin used in large payments is entirely
composed of the metal that has fallen In value.

It thus appears that the adoption of a double standard will
prevent slight variations in supply from affecting the relative
market-value of the two metals, as it will tend to produce
changes in demand sufficient 1o absorb their effect.  But vari-
ations of a certain magnitude cannot be thus connteracted:; on
the contrary, such variations will nullify the formal adoption of
a double standard, and render the currency practically monome-
tallic.

If now we suppose the country contemplaied to be in com-
mercial relations with other countries in which the double
standard is not adopted, the nullification of the double standard
will be accelerated; since then the ‘non-monetary demand’ for
gold in the country with a double standard will be partly a
demaud for exportation to other countries where the value of
gold is not legislalively tied to that of silver.

§ 3. It remains to consider how Lhe value of that other part
of the medium of exchange, which consists of bankers’ obliga-
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tions to pay metallic money on demand, is normally determined.
The answer to this question is, however, comparatively simplc;
since so long as this ideal money is currently exchanged by
bankers and other traders for the coin that it nominally repre-
sents, it cannot be currently believed to have either less or
more value than the latter. And since the valuc of coin, as
we have seen, is complelely determined by (1) the supply, (2)
the non-monetary demand for bullion, and (3) the work that
coin has to do, it clearly cannot be raised by any issuc of
bankers’ obligations except so far as this affects the third of the
above-mentioned determinants by diminishing the customary
use of metallic money. Now of course this diminution is a
great permanent result of the existence of banks; bankers’ ob-
ligations being uscd where metallic money would otherwise be
required, the demand for, and therefore the value of, the latter
is correspondingly less than it would otherwise be. This seems
almost too obvious Lo be worth stating; bul it would appear to
have keen imperfectly apprehended by the majority of writers
on currency a gencration ago, who agreed in insisting on the
importance of regulating the bauk-note currency so as to make
it “conform exactly to a metallic standard’” For if thecy
meant that the value of bank-notes must conform to the actual
value of the coin they norainally represented, the result would
scem to be sufficiently secured so long as the convertibility of
the notes is maintained; while if they desired to make the
value of notes and coin conform to what would have been the
value of coin if no notes had been used, their attempt was
manifestly chimerical. It is impossible to eslimate the extent
to which the value of gold would have been greater than
it now is, supposing that bankers’ (and merchants’) obligations
had never been used as substitutes for coin; becausc it is
impossible to say precisely how far the actual development of
exchange, which would have occasioned this rise in value, would
have taken place #f the more convenient medium of exchange,
afforded by these obligations, had never come into use.

It is clear, then, that that inereased use of notes or cheques
in the place of gold, which accompanies the development of the

1 Cf. Mill, B3, 51, ¢, xxiv, § 3.
5 E 17
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banking system, must by diminishing the demand for metallic
money render its value less, and prices consequently higher,
than would otherwise be the case.  But this change in the com-
mercial habits of society will generally be gradual’, and cannot,
I conccive, be promoted by the direct action of bavks at any
given time,  Where bavking expedients are familiar and easily
accessible, a banker cannot, by the mere act of making o large
Joan in his own notes, induee any one to nse notes who wonld
otherwise have used coin; any more than he can induce traders
to give more bank-money for goods than they believe them to
be worth in gold. I conceive thercfore, that at any particular
time, all that baaks can do in the way of raising prices 1s simply
to cuable merchants to act on nnstaken beliefs that goods are,
or arc about to be, worth more in gold than will prove te be
the case; and in consequence to make extended purchases and
raise prices. ln this way, no doubt, they render possible alter-
natiens of inflated and depressed prices, which could not oceur
if everything were pald for in hard com avnd no credit were
given, and could not occur to so great an exient, even il mer-
chants gave credit as at present, if there were no sucl possibility
as the banking system affords of increasing the gencrally
accepted medium of exchange®. Mow far it is desivable that
Government should eontrol the operations of banks, with the
view of preventing these fluctnations in prices, is a practical
question that does uwot now concern us; but it may be ob-
served that at any rate the banks have no interest in producing
the mistaken heliefs that tend to intlate prices,  No doubt they
profit by them dircetly through the greater demand for their

1 If Dbankers in ony eountry have boen prevented by law from issuing
notes at all, or notes helow a certain nominal value, a removal of such lezal
restriction may ne doubt caunss a sudden enlargement of the medinm of ex-
change, and a consequent rise in prices generally. Such a rize will be chiefly
only temporary, as it will tend to be reduced, ecteris paribus, by a reduction
in the amount of coinr; still its effects will be to some extent permanent, as the
inereased usc of bank-notes will make the demand for coin less than it would
otherwise have been.

* It is to be observed that as all purchases in wholesale trade are customarily
ntade on ercdib, any extension of purchases involves in the first instanec chiefly
an extension of traders’ olligations te pry money al a [ulure date. enec the
extended uwse of bankers’ obligations occurs somewhat later than the rise in
prices, which it sustains rather than produces.
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commodity; but the danger of the collapse when the mistake is
discovered decidedly outweighs thas gain.

$ 4. Tt may be laid down, then, that the amount of barkers’
obligations which the banks can geb accepted and generally
wsed as woney is determined by the real and supposed veeds
of thelr custoners; who want as much of this money as 1s
required for all purchases too large to be conveniently mediated
by gold. The aggregate amount of such money, so far as it
constitutes a substantial addition to the medium of exchange
at any given time, might be ascertained by adding the amount
of bank-notes in the posscssion of other persons than bankers
to the ‘current’ or ‘drawing’ accounts of the eustomers of banks
—excluding the accounts that some banks keep with others in
the way of business—and subtracting an amount equivalent to
the bank-reserves of gold'. One important way in which this

aggregabe is Increased?, tu the present state of English banking,
is by the bankers discounting bills of exchange for thelr cus-
tomers, or advancing Lhem money on securilies; since the money
that thus comes into the customer’s possession is generally at
first money of account, and therefore constitutes an addition to

the Labilities of the whole aggregate of banks; and it will not

necessarily cease to be such an addition when it has been trans-
ferred by cheque to some other customer of the same, or some

other, bank. No doubt in any particular instance the whole sum

1 This subiraction Is necessary, because, so far &9 the bhanky keep gold, o
corresponding amomnt of their obligations should be regarded rather as expedients
for saving the wear and tear of eoin, than as substitubes for coin in medinting
exchances. I may observe that all bub some 154 millions of the noies of the
Bank of England are in this position, so loug as the resirictions of the Act of
1844 are maintained.

2 According to the ordinary view, the current accounts of banks are inereascd
by persons ‘depositing moncy® there,  And no doubt, so far as eoin and hank-
notes are deposited, this effect is produced; and in the earlicr stagez of develop-
ment of the banking system such deposits are of primary importance., Dut in
Fngland, at present, the money is chiefly deposited with bankers by means of
cheques, dividend warrants, &c.; and it is evident that by depositing thesc a
man moerely transfers to his own banker the oblizatione towards lLimsclf that
other bankerg bave incurred, logether with ghe vight of collecting eorresponding
sums of moncy from these other bankere, And the folal cleel ol this process
on the aggregnte of bunks cannot possibly be to inercase the amouut of “‘mouay
“‘of aecount ™ which the banks supply.
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may be drawn out in gold or notes of the Bank of England’;
still, on the average of a number of such transactions, in a society
in which the amount of exchanges made, and the corresponding
need for the medium of exchange, is continually growing, a cer-
tain proportion of these additions to the aggregate of bankers’
liabilities will tend to bc permancnt. This will take place
especially in times of marked activity of trade, since an un-
usually large amount of the medium of exchange is required for
the more numerous and extensive purchases of goods that are
then made. At such times, therefore, the demand of traders for
bankers' obligations rises: and here as in other cases the rise in
demand tends to cause at least a temporary rise in value of the
commodity demanded. But it must be observed that the value
that thus rises is not the “value of money,” in the sense m
which we have been using the ferm—since the trader does not
commonly purchage with goods the money he requires;— it
iz what for distinetion's sake I have proposed to call the © value
of the use of money,” i.e. the rate of interest on loans of moncy?
I bhave alrcady noticed that in the discussion of this latter
value we are liable to find a double confusion ; or rather two
different confusions, made by two different sets of persons,
The exchange value of the use of moncy, estimated in money,
is more or less vaguely confounded by practical men with the
exchange value of money relatively to goods; and it is more
definitely and deliberately identified Ly Mill and other econo-
mists, with the rate of interest on capital generally. In favour
of the former fusion of meanings there is somewhat more to be
said, as we shall presently sec, than economists have generally
allowed ; still, it is impossible to justify it completely; and, so
far as I am aware, it has never been expressly justified by any
writer. There is no rcason why the rate of interest on loans

1 The notes wonld not nsuaily represent bankers' debts. Cf. p. 259, note (I).

? The money given for a bill of eschange—that iz, for an obligation to pay
meney at & future date—is substantially lent by the banker ; though My Mae-
leod is no doubt correct in poinling out that the transaction is formally a
purchase and not a lean. The uncommercial reader should take note thot as
the money paid for smch a bill is cqual to the amount of the bill with the
discount subtracted, {he rate of iutorest obtained by the bavker on this money
is @ little ltiglicr thar the rate of discount,
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of money, and the power of money to purchase goods, should
always rise and fall together; indeed, it is not difficult to
shew that, to a considcrable extent, they tend to vary in op-
posite directions. For an active demand for discounts on hills
or advances from bankers tends, as I have said, to raise the
value of the use of money; but so far as sach money is
mostly wanted to pay for extended purchascs of goods, the in-
creased supply and more active employment of it is gencrally
accompanied by a rise in the price of the latter and therefore
by a fall in the purchasing power of money relatively to goods.
Similarly in slack times, when bankers have to make loans
at very low rates, the purchasing power of money, relatively to
goods, i3 likely to be high; for though at such times money
18 said to be “plentiful,” what is meant is that the amount
that bankers have to lend is larger than usual relatively to the
demand ; but since at such times there ig a general lack of enter-
prise in trade and in the indusirial investment of capital, the
demand for loans is still likely to be small in comparison with
the amount of production of goods.

On the other hand, the grounds for identifying the rate of
interest or discount in the money-market with the rate of
intercst on capital generally are obvicus and plausible, and at
first sight may essily appear conclusive. Since it is the
cssential characteristic of money that it is continually being
exchanged for all other kinds of wealth—how, it may be
asked, can competition possibly lead to the payment of a price
for the use of moncy, different from that which is paid for the
use of any portion of such capital; supposing, of course, that
the capital itself is cstimated at its money value? The answer
to this question is somewhat complicated. In the first place, it
must be remembered that interest on capital generally, as it
was before defined, has to be kept carvefully distinet from the
other clement of profit which goes to remuncrate the labour of
managing capital, When money is borrowed from the public for
a long period or for permanence, by governments or great joint-
stock companies, the price paid to the lenders for the use of it
may be regarded as entirely interest in this technical sensc; sinco
such lenders do not generally obtain any remuncration for the
trouble of looking after their investments. But Joans made for
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short periods by professional lenders of money must yield the
latter some “wages of management™ as well as strict interest; on
this ground, therefore, we might cxpeet the rate of discount on
bills of exchange to be higher than the rate of interest on capital
eencrally,  On the other hand, we have to consider that the
banker to a great extent produccs the moncy he lends, viz,
his own obligutions, which so long as his business flourishes
he is practically never compelled to redeem; and that Le may
casily afford to sell the use of this comunodity at a price mate-
rially less than the rate of interest on capital generally. Tence
so far as Le Increases the extent and security of his business
by lending Lis money chiefly to traders for short periods, com-
petition may force him to make such loans at a raie not above
—or even below—that of ordinary intcrest on capital perma-
nently, though not less safely, invested.  And this seems to be
actually the case ; partly, perhaps, becanse traders are specially
hmportant customers of banks; bul chiefly because it i3 con-
venient for bankers to fond moency which the borrowers are
bound to repay after definite short intervals, in order that they
may at any time reduce easily the amount they have out on
loan, if exceptionally large payments are required of them.
Thus we have no ground for saying @ priori that the rate of
discount charged by bankers on mercantile bills will be—oeven
on the average and after all allowance for differcnces of risk—
the same as the rate of intercst on capital generally; there is
no economic reason why it should nol be more than this, since
the banker has to be rewmunerated for his lrouble: and on the
other hand there is no rcason why 16 should not be matertally
less, il the value of the advantages above-mentioned is consider-
“able; since a comparatively low rate of interest on the medium
of exchange inexpensively produced by the hanker himself would
be sufficient to give him normal profit on his banking capital®.

1 The average Bank of England rate of discount on first-class short bills for
the ten years 188)—1878, inclusive, was £3. 8s. 7d. which is equivalent to a
rate of interest per cent. of £3. 10z Od.: and I wnderstand that the average
market-rate of discount on first-clags bills was decidedly less during the same
pericd. (See Dalgrave, Bank-rote in Fngland, France and Germany, ¢ &)
It would scew, therefore, that the interest obtained by Lankers genecrally on ihe

moeney invested 1o such Lills has been materially lass than the interest obiainable:
during the same period on permancnl mvestments of as high a depree of recu.
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It should be observed that, so far as money is lent profession-
ally by persons outside the banking system, intercst on loans for
short periods will generally be higher than interest on capital
or ‘money invested’ permanently, because 16 must furnish the
money-lender with remuneration for his trouble as well as inter-
est on lis capital.  And further, so far as industrial competition
operates, the disercdit tlat las often Deen ailached to the
money-lender's business must tend to raise the price of his loans
still further; such discredit being largely duc to the fact that in
an carly stage of industrial development borrowing is not carried
on regularly by producers as a matter of business, but is rather
an expedient to which producers and consumers alike resort in
occasional emergencies ot in consequence of unthrift; the money-
lender therefore is in the invidious position of making a profit
out of the calamitics or vices of his fellow-nien.
~ Weo may conctude, then, that even the average rate of
lnterest or discount current in the moncy-markel will not
generally tend to colncide with the average yickl of invested
capital. And the divergences between the fluctuations of the
two rates will probably be still more marked; since the rate of
discount is immediately acted on by vicissitndes of trade which
only affect the other rate secoudarily, and, in ordinary cases,
comparatively slightly, The two rates, however, will ceteris
poribus tend to rise and fall together; sinee a fall in the yield
of investments generally, other things remaining the same, will
indace bankers to purchase bills at a lower rate of discount,
as they will gain less by investing in other securities, and will
render the borrewers of their money loss disposed to pay the
old price for jts usc; and similarly a full in the rate of discount,
ocewrring independently of a fall in the yield of capital gene-
rally, will inercase the inducement to buy and decrease the
inducemnent to sell securities of which the interest has not
risen; and thercfore will cause a f{all in the rato of intercst
on such investments actually received.

rity—-such as first-class mortgages or the bonds of the great rallway companuies.
And so far ag banks lend moncy for louger or more indefinise periods, as * ad-
vances on seeurities,” fhey always, T believe, cuwrge interest considerably abuve
that charged in discounting the best mercantile bills, Menea in the argument
in the text Thave eonfined my stnicments Lo e rale of diseonnt on hills.
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§ 5. Here wo may conveniently take note of certain con-
nexions between the purchasing power of money and the rate of
discount, which go some way to explain, though hardly to justify,
the common confusion between the two meanings of “value of
money,” It must be borne in mind that money is largely
employed not in buying the consumable products and mate-
rials of production which we ecall ‘goods,” but in purchasing
land, houses, or other portions of capital with a view to in-
terest; especially the debts of governments or joint-stock com-
panies, or shares of the capital owned by such companies,
which we call by the general name of ‘securities” Now a
fall in the rate of discount will, az we have seen, tend to be
accompanicd by a rise in the selling price of such invest-
ments; that is, by a fall in the purchasing power of money
relatively to securities generally (varying in degree, according
as the securities are more or less negotiable). Thus when
money is ‘cheap,’ in the ordinary commercial sense, ie. when
discount is low, sceuritics will ceferis paribus be dear; and
thus the rate of discount and the purchasing power of money
will naturally be blended into one notion in the minds of
persons whose attention is especially directed to the market for
securities.

In the same way when the rate of discount rises the sclling
price of securities tends to fall correspondingly, under ordinary
circumstances. This tendency, however, is likely to be much
intensified if the rise in discount is occasioned by the arrival of
the lirst stage in a commcereial crisis,—that is, if 16 is due not
merely to the keenness of the demand for loans but to a positive
restriction of eredit owing to a more or less wide-spread fear of
bankrupteies. For under these circumstances the difficulty of
borrowing money is likely to cause an extensive sale of seen-
rities, as the casiest way of obtaining what is required for the
payment of debts ; and consequently the selling price of securi-
ties tends to fall; and may even fall more than in proportion
to the rise in the rate of discount.

But again, under the same circumstances, traders who are
in pressing need of moncy to mect their liabilitics arc likely
to try to obtain it by sclling commeditics as well as scenritics;
consequently at such times commodities generally are likely
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to be cheap, so that “money” will be “dear” both in the
economic and in the ordinary commercial sense.

Finally, it should be ohserved that thosc who confound the
two meanings of “value of money” are not wrong in supposing
that the value of the usc of money tends to be lowered by an
unusual influx of metallic money or bullion, and raised by an
efflux; they are only wrong in overlocking the transitoriness of
these effeets.  An inercased supply of gold, nol accompanied by
a corresponding increase in the work that coin has to do {(or a
rise in the demand for gold otherwise causzed), tends ultimately
to lower the purchasing power of money relatively to commodi-
ties gencrally; but, in the first stage of the process that leads
to this result, the increment of coin—or in England of notes
representing the new gold in the Issue Department of the
Bank—imnust pass through the hands of bankers, and so increase
the amount of the medinm of exchange that they have to lend,
Henece the price puid for the use of money will tend to fall,
and €his fall to causc incrcased borrowing, and consequent
extended use of the medium of exchange; and then through
the resulting rise in prices generally, the greater part of the
new coin or bank-notes will gradually pass into ordinary circu-
lation. Thus the fall in the purchasing power of money, conse-
quent on au influx of gold, will normally establish itself
through an antecedent and connected fall in the value of the
usc of money.

In ihe same way, when gold has to leave a country where
the banking system is fully developed, in payment of commer-
cial and other debts to foreigners, it will generally be taken
chicfly from the reserves of banks; and the need of filling up
the gap thus created will make it expedient for bankers to
restrict their loans, and so tend to raise the rate of discount.
This effect will generaily be greater, the smaller the reserve of
metal kept by the aggregate of banks, compared with the
amount of the medium of exchange that they supply: hence
it will be especially marked in such a banking system as
our own, in which ncarly thc whole rescrve of gold is kept by
the Bank of Tngland.

§ 6. Il remains to diseuss the determination of the value
of ‘fiat-money’; i.c. inconvertible notes issued by government,



266 VALUE OF MOXNET, [Boox IL

and purporting to be equivalent to a certain amount of coin,
Suach notes arc sometimes satd to have a “forced currency”
(cours fored); by which it is not meant that tho members of
the community are legatly compelled to use them as a medium
of exchange—no civilised commanity would telerate such an
interfercnce with freedom of contract—but that they arc made
legal tender at their nominal value for the payment of oIl debts
of moncy not contracted under the cxpress condition that they
are to be poid in coin. By this measure, and by undertaking
to reeeive such notes at their nominal value in payments of
taxcs and other debts owed by yrivate individuals to the
public treasury, governments are able to sccure for this kind
of money practically complete currency as an internal medium
of exchange.

The exchange value of such money

of which the cost of
production is of course Insignificanl—depends entirely on the
relation of the supply to tue dewand.  If the amount coined in
any country exceeds the amount of convertible notes of similar
pominal value, which the country in question at the particular
time would use?, the purchasing power of the whole medium of
exchange will tend to fall just as it would if there had been an
equivalent addition to the amount of coin in the country. The
rise in prices, which is another aspeet of this fall, will tend to
increase the imports and decrease the exports of the country,
and thus to cause an exportation of the standard coin—which
for siplicity’s sake we will supposc to be gold—to pay the
balance due, 1 ithe excess in quantity of the eurrency still
continnes, the pressing need of gold to pay eommercial debts
abroad will cause it to be sold at a premium. When this
premium has once cstablished itself, the gold coins used in
ordinary paymcents within the country will have a premium
also: but, as the above reasoning explains, and as experience

1 This supposes that the government does nos withdraw from eireculation any
part of the eoin in uge. If the amount of such coin be diminished by the
action of the government, a corresnonding additional amoun$ of room will be
made for the inconvertible noies, It is to be observed, moreover, that the
govermmuent jssuing such notes is likely lo be maeking unusual purchases hy
means of {hem ; which even if made withoul inconvertible notes would have

oceasioned a temporary risc in priees and fhexefore a temporarily greater room
for conversible noleg than wonld otherwise be the case.
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shows, some time may clapse before an excessive issue of incon-
vertible notes produces this result. It should be observed, too,
that strictly speaking the increase of the medium of exchange
through the issue of fiat-money does not tend to cansc the
premium to be established, nntil this increase has gone beyond a
cerlain point; sinee so far as such issue culs off a portion of the
ordinary demand for gold, it hag o certuin lendency Lo lower
its exchange value perinaneully. But this tendency will be
practically slight so long as the issue s confined to one
country.

In the above reasoning I have supnosed the region over
which the flat-inoney is current to be limited, and to have
comtnereial relations with cther countries outside it.  But even

o
}D

if forcign trade were excluded—or if we suppose an issue of
nconvertible notes current over the whole ecivilized world—the
establishment of a premium on gold would still take place, if
the issue ol inconvertible notes were extended beyond a certain
point ; only it would take place more slowly and in a different
way. What would Lappen in this case would be, first, a ceneral
rise in prices not extending to gold bullion, which would pre-
serve its previous price in coin, and therefore in inconvertible
notes, This would lead to an extension of the non-monctary
demand for bullion ; en the other hand, as the exchange value of
bullien velatively to commodities generally would bave fallen, its
supply would tend to be reduced ; and unless these two changes
together were so slight that thetr effect was balaneed by the
simultaneous reduction of the monetary demand for bullion,
a rise in the money price of bullion must ultimately take
place.  When this rise becane so great as to make it worth
while to melt down the eoin, it would be checked by such
melting, until the standard coin had been withdrawn from
circulation ; but, after this, the premium on bullion would
correspond exactly to the general fall in prices resulting frem
the excessive issue of notes,

XNore. It has heeu alveady noticed that My Jevous® theory of the rela-
tion between the ‘final utility’  or fal value in use—of a commodity and
its value in cxchiange can not be applied to the case of money, TFor sinee
woney is only used by being exeluanged, the value in wse of any porlion of
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it iz simply ts value in exchange and can be nothing else.  Hence, though
it is true as we have seen that the value of money tenda to fall when its
supply is inereased, just as the value of any other comimodity does; this is
not because the new increment of money furnishes an increment of utility
or satisfaction less than that still afforded by the previously existing
money; but rather because, speaking broadly, the utility of the whole
aggregate remains unaffected by the addition Lo its quantity,



CHAPTER VI,

INTEREST,

§ 1. Ix the preceding discussion on the ¢ Valuc of Moncy’
in the sense in which economists use the term—i e, the pusr-
chasing power of money relatively to other wealth,—it has
seemed desirable to include a consideration of the value of
mouey in the ordinary commercial sense, or the Rate of Interest
on loans of money; and this, again, has incvitably led us to
gpeak of the rate of intercst on capital generally. It is con-
venient, therefore, in passing from the theory of the value of
products to the theory of the remuneration of services,—or the
theory of distribution of wealth, as we at flrst concelved it,—
to commence by examining the competitive determination of
Interest; that is, by cxamining the conditions on which the
Rate of Tnterest would depend in a community like our own,
supposing that no one was prevented by Law, Custom, Com-
bination, or a philanthropic regard for the community at large,
or for the other party to any bargain, from exchapging his
products or services at the highest price obtainable’,

It is necessary to commence by clearing away some contro-
versy as to the precise nature of the serviee remumerated by
Interest. English economists, since Sm‘; Thave gencrally

! The divergence from the facts infroduced by this liypothesis does not,
a9 we sholl presently see, come prominently before us in the case of Inferest;
we shall, however, fiud it a very imporlant censideration when we coms to
Wages,
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agreed to regard Interest as the ‘reward of abstinence’: but the
phrasc has been critictzed by socialists and semi-socialists, who
seem to have understood it as having an ethical import, and
implying that the sum paid to a capitalist for the use of his
wealth was just compensation for the sacrifice he makes in not
immediately consuming if. It does not however appear that
either Senior, or his chief followers in the use of the phrase,
intended any such cthical assertion.  All that they meant was
that as any individual capitalist could, by the aid of exchange,
consume in some form adapted for immediate enjoyment the
wealth which he actually keeps in the form of capital, he by
abstaining from such consumption renders a scrvice to indi-
viduals, or supplics an atd to industry, for which lic is paid by
intevest.  The phrase no doubt suggests—what many econo-
mists have expressly maintained—that this remuneration is
necessary to induce the owners of wenlth to postpone their
enjoyment of it,  And I have no doubt that this induceinent 1s
required, under the present social eonditions, to keep in existenee
the actual amount of individuals’ eapital. But it seems to me
better not to lmply this belief in our general definition of in-
tercst; since circumstances are at least concelvable under which
the quantity of capital supplied would be practically independent
of the pricc obtainable for the use of it. It is obvious that ihe
competitive rate of interest on any given amount of borrowed
capital would be kept above what lenders might be willing to
lake, il a suflicient number of borrowers were willing (o glve it:
and it is at least conceivable that the process of suving might
be carried on to an adequate extent for no other ‘remuncration’
than the satisfaction derived fromn having a provision for the
future needs of the person who saves, or of his family or others
whom he may desire to benefit.

We will therefore begin by simply recarding Interest as the
share of produce that falls to the owner of Capital as such;
including under the term not merely the price that is actually
paid to the owners of capital whick they do not personally
employ ; but also what emploving capitalists earn as capitalists
and not as employers. In this latter case, however, such
interest is only distinguished by alstract analysis from that
other element of an employer’s profit, which we have ealled his
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“ wages of management”; to learn what part of the earnings of
a man of business is 1o be called interest, we have to ascertain
how mueh he could get for the use of his capital, supposing he
withdrew it without loss frem his business and lent it to other
persons. Thus it is the rate of interess actually paid on bor-
rowed ecapital which immediately determines the theoretical
interest—as distinet from employer’s profii—of the capitalist
who is also an employer : 1L 1s therelore convenient to hegin by
investigating the comditions that deternine the former’.  Such
interest—so long as the rate remains unchanged—will vary in
direct proportion to the amount of the loan, if its duration ig
fixed, and to the time, if the amount is fixed; but we shall
follow usage in signifying by the ‘rate of interest’ the pro-
portion of the price paid to the value of the capital borrowed
for a certain fixed time, which we will take (according to
usage) to be a year,

This definition, however, requires further explanation or
qualilication in two points. In the first place, we have already
seen the need of distinguishing the rate of disconnt or interest
in the money-market from the rate of interest on capital
gencrally; since the two rates, though conneeted, arc not
identical, nor altogether determined by the same laws. Of
course, when a lean is made, what is actually borrowed is
in most cases the medium of exchange; but it is only when
it is borrowed from persons who do not make = business of
dealing in moncy, that the price paid for the loan may he
regarded as substantially pand for use of the ecapital purchascd
with the money borrowed. The interest paild to professional
lenders of money must, as was before observed, include remniie-
ration for the labour of such persons; and this remuncration is
obviously not Intercst in the sensc with which we are concerned
with it in the theory of Distribution : while on the other hand
so far as such lenders are also producers of the greater part of
the medium of exchange at a cost considerably less than that
which maintains the value of the cain that forins the remaining
part—as we have secn to be the case with bankers—competition

1 As will presently appear, the course of this ingniry itself will lead us fo
extend our view to the eapital that is employed by its owner for a profit no less
than to shal whieh only yiclds inicrest.
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may force them to make loans for short periods at a rate even
lower than that at which money or capital is borrowed from the
public generally. It must therefore be borne in mind that our
present investigation relates primarily to this latter ratc; and
only secondarily and with the qualifications alrcady noticed to
the former,

Secondly, we have to take into account that therc is a large
amount of capital not formally lent, of which, nevertheless, the
yield is to be regarded as-interest and not profit; since the
capital is owned by persons who spend no labour—or at least
no remuneratcd labour—in managing it. This 1s tho case
(e.g.) with the capital of railway companies, water companies,
gas companiecs, and many other large masses of capital owned
i joint-stock : no one who becomes a sharcholder in such
companies considers any trouble lLic may take in clecting di-
rectors and eriticising their report as a sucrifice requiring
remuncration ; hence the dividends of such companies are to
be regarded as merely interest on the capilal owned by the
shareholders, no less than the money annually paid to the
bondholders®.

Again, it has been hefore observed that what we commonly
gpeak of as the ‘capital” of such companics frequently includes
portions of land: and that the distinetion which, in considering
social production, we drew between capital and land in its
original condition, has primd fucie no application when we arc
conzidering the question of distribution. The real capital of an
individual 1s rarely to any great extent the actual results of his
own labour; and so faur as he has purchased or inheriled it,
there is no obvious reason why he should concern himself 1o
inquire whether it was the result of the labour of the person

¥ Tt may be said that though ordinary shareholders in joint-stock companies
obtain no remuoneration for the labour of managing the business of the com-
panies, they do obtain the remuneration of higher dividends for the labour spent
in carefnl selection of investments. And this iz no doubt true, so far as such
labonr results, on the average, in a more sccurate estimate of the risks of
different mvesiments. But eince the remark applies as much to different in-
vesbments of moency formally lent as it does to money employed in purchasing
shares, 1t seems more convenicnt o draw nttention to chis remuneration of
labour at a later point of the discussion, Cf. past, pp. 278, 9.
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who sold or bequeathed it. And in fact, though the yield of
land is more ordinarily ealled Rent than Interest, still when
any one buys land, he regards the vent as interest on the money
invested ; and 1t seems best to adopt this view for the present,
regerving for the next chapter the fask of e¢xamining any
important characteristics peculiar to the determination of the
yicld? of land.

Sa again, the vent paid for the use of housey,—at leust when
the tenant belongs to the richer classes and the house 1s let for
o consitderable period of years,—is often merely interest on the
capital invested in the house, together with compensation for
its deteriovation during use, and for the risk of loss from various
causes”,

In considering the rate of interest on land we have to deal
with a point of some subtlety as to the right mode of measur-
ing the amount of an individual's capital.  We o ordinarly
measure copital, as we mensure wealih genevally, by its exchange
value; so that if any particulnr mvesnment visex in value dur-
ing the period investigated—as land, on the whole, has continu-
ally done—we ought (assuming that thereis no cogmizalile change
in the puwrehasing power of money) to consider the additional
increment of value as a part of the annual yicld of the invest-
ment, no Jess than the rvend or interest nominally received.
Similarly in the case of investments of which the price has
fallen, we ought to subtract the difference from the interest or
dividends which have heeu paid to the investors. But when we
examine the conditions of such changes in the selling valne of
investinents, we {ind that oue imporiant cavse is a chapge in the
rate of interest itself. If the rent of a piece of land woere to
remain the same while the current rate of intercst fell from

! Ar will presently appear, in dealing with the {approximately) uniform rate
of interest with which we are ¢oncerned in the present ehapter, the chief cou-
troversies ag to the theory of rent do not come lefore us.

2 Tn the case of the small honses let, often in portions, to poor tenants, the
rent generally includes a consgideravle remnneration for the tronble and annoy-
ance of collection, as well as a hirher insurance against risk of loss. And a
speculative builder expoels—and on the average, we may suppose, 1s able—to
geb somewlial wore than ordinary interest in the net returns on the part of his
capital invested in finizshed liouses ; ithe vxtrn yield Lelng gained by his skill in
relecting gilnations in which lLiounses will be likely to find a speciaily kecn
demand.

8. E. 18
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3 to 2 per cent., the price of the land would ceferis paribus rise
50 per cent.  Ought we then to regard this as constituting a
real inerease of wealth?  When T wag congidering a similar
question from the point of view taken in the preceding book, I
answered it in the negative ; since the command over the neces-
saries and convenienees of life possessed by the community is,
speaking broadly, no greater because the exchange value of its
instruments of produetion has risen in conscquence of a fall in
the rate of interest. But from the point of view of the Theory of
Distribution the correctness of this answer is at least doubtful ;
for though it ig true that the real income of the owner of the
capital is not increased by the change, his power of purchasing
consumable commodities has certainly increased, though he can
only cxercisc it by spending his capital. At any rate this kind
of increase of nominal wealth should be ecarefully noted and
distingnished from other kindg; but for the present we may
conveniently avold any complication arising out ol it by consider-
ing our problem statically, not dynamically ; that is, by assuming
that the rate of interest remains the same during the peried
investimated, and analysing the forces that determine it to this
stable condition, Similarly, for simplicity’s sake, we may
assume that there is no appreciable chanee in the purchasing
power of money.

§ 2. Here however another question is forcibly suggested,
which it is desivable to answer fully before proceeding further :
viz, how far, and on what grounds, we have a right to speak of
“a rate of interest” as curent at awy given time. It is noto-
rious that capital is borrowed coniemporaneously at very dilfer-
ent rates by difftrent individuals and companics; and such
differences are still more striking when we include under the
notion of interest—as we have seen reason to do—the dividends
paid on the joint-stocks of companies. For such dividends
actually vary from 20 per cent. or more down to zero: and
when we include changes in the selling value of the investments
during the year, the variations are increased manyfold, since the
lower limit becomes a considerable negative quantity. In what
sense, then, can we speak of a tondency to o uniform rate of
interest at a given time and place ?

Here, firsily, it i to be observed that in so speaking we do
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not mean by “rate of inferest” on any investment the proportion
of the annual yield to the capital originally invested, but the
proportion between the dividends or interest actually paid and
the present selling price of the stock or bonds upon which it is
paid.  We cun affirm no general tendency to uniformity in the
farmer ratio.  No doubt if we supposed all capital 1o have been
originally invested with cqual knowledge and foresight, we
might infer that the yield of equal porlions of capital would in
the long run be equal, if they were invested contemporaneonsly
or at times at which the current rate of interest was the same.
But in order to draw cven from this hypothesis any inference
with regard to the proportion of present annual yield to capital
originally invested, we should have to know In every case the
amount reccived in previous years; since sorne forms of capital
are more liable than others to depreciation through various
canses, s0 vhat thetr yield in the earlier years after investment
has lo be proportionally greater; while other investments again
take some time to rise to their full heiglt of profitableness.

And this leads us to the further qualifications required even
for the proposition that the rate of interest on new investments,
or old investments estimated at their present value, tonds to be
the same. What the statement means is that all differences in
the rate of interest so estimated, on sceurities currently sold in
open market, correspond to differences in the general estimate
of the probabilities of fall or rise in the future yield or the
selling value of such investments'. So explained, the pro-
position follows primé focie from the principle that in all
pecuniary transactions cach person concerned seeks Lhe greatest
pecuniary gain to himsclf; and tleere is searcely any broad and
simple deduction from this principle which approximates so
closely to the actual facts of existing societies. It is generally
true that men in buying debts and shares are solely inflienced
by the desire to get the greatest amount of interest that they
can on the whole; so that if any one prefers an investment
that at present yields a lower intercst than another, it is because
he either considers it safer or expects it to rise hereafter.

The chicf cxceptional enses may be elassed under the fol-

! Mill's phrasc ¢ indemnily [or risk” is not sufficiently general to cover all

CASCeR,

i8—2
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lowing heads. (1) Some kinds of securities are purchased at
a higher price than would otherwise be the case, on account of
sotae indircet pecuniary advantage obtained by the possession
of them. E.g. securities widely known and estecmed safe, for
which the demand is extensive and steady, and the value in
conscquenee  comparatively stable, have a special utility for
bankers and merchants, as a means of obtaining money in au
emergency ; again such securities (ag we have noticed) are, to a
certain extent, used for the payment of commereial debts in
foreign countrics, and have thus a special utility as an inter-
national medium of exchange. Either of these causes will have
a certain tendency to raise the average price of the securities
affected by 1. (2) To some extent, again, the price of certain
investments is raised through the opcration of motives which
though sclf-regarding, act counter to the desive of pecuntary gain.
Thns the price of fand in Eng]n,ﬁd 1s undoubtedly kept up by
the social consideration and power that iis possession confers:
and again, it iz probable that investmoents repuled especially
safe are purchased at a rate of interest lower, as compared with
that of somewhat less trusted securitics, by a difference some-
what grcater than what would exactly rvepresent compensa-
tion for the extra visk of the latter; becaunse most persons who
live chiefly on interest would suffer from a decrease of Income
more than they would be henefited by an increase; and again,
the freedom from anxicty that safe investments give is itsell a
utility which has a certain price. It is to be observed, on the
other hand, that the excitement of fluctuations of gain and loss
is a sonrce of keen pleasure to many minds; us 15 shown by the
exlensive existence of lotteries, gaming, betting, and speculation
in stocks by private persons. 1t scems to be the fact that on this
ground, indempity for risk is not even sufficiently represented
in the price of some very fluctuating investments'. (3) Again,

i If we had enly to consider investments made in view of the investor's
perscnal intercsts, it wounld perhaps be a delicaze matter to balance the influence
of the plensures of excitement against that of the pains of anxiety. DBut in the
investment of savings for posterity the former motive does not ¢ome in; here
iherefure it scews likely that, on the whole, seeurily will be rated somewhat
ahove its exact pecuniary value. And the same would, 1 think, be true of in-
vesiments made by trustees, even aparé from the legal iuserference that actually
restriets them to certain funds and stacks ; since wustees are much morc likely
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the effect that would follow from a spontaneous willingness to
pay an extea price for specially safe investments will equally
tend to be produced, if a certain portion of the capital of the
community is kept in such investments hy legal compulsion ; as
Is the case in England with a large part of the funds held by
trustecs. (4} Finally, in some cases, n diminished rate of
interest is accepted out of regard for the public wellbeing or
sympathy with private individnals,  Thus considerable sums
are from time to time invested in undertakings of a scmi-
commercial, semi-philanthropic character, which are not found
by experience, and not expected, to bring in even ultimately
interest at the average rate; and money 1s often borrowed
from relatives or friends by struggling men of business, at a rate
which very inadequately vepresents the risk of loss,

The two latter causes of variation in the yicld of capital are
ol the kind that we are now supposing absent ; but even 1f' we
take thewn inte account, it still remainsg true that the dillerences
in the rates of Interest oblainuble at any given lime on di-
ferent fresh investments of capital are mainly® due to ditfor-
ences 1o the generally estimated prospects of change in the
interest or selling value of the respoctive sceurities,  This
varying prospect is in the majority of cascs a prospect of
possible loss: the interest accordingly 1s above what would he
paid for a loan of which the repayment was considered abso-
luteiy secure. In this way, for example, the interest on the
ordinary stock of a prosperons rathway company, taken ab its
selling value, comes to be generally somewhat higher at ordinary
times than the intorest on its * Profercnee’ stock or shares;
this latter again being somewhat higher than the interest paid
on the debentures of such a company?; while the interest on
¢ be blamed for diminishing the tunds entrusted to them by hazardous pur-
chazes than praized for inereasing them by lueky hits.

1 Even the high price of English land and Conzols, though partly attributable
to the motives above-mentioned, ir Lo a great extent due to the common belief in
the speeial security of Loth, and to the expeetation, foumded on past experience,
that the value of the former will risc hercafter.

* Joint-stock companies frequently lay by 2 certain part of their procceds to
form an insurnoce-fund araiust risk:  In thiz way tuey diminish the hazard
of their tnvestments, and proporlionally raise the ratlo which the selling value
of their shares bears to the annual yield; but they do not profess to make such
investments *fas safe as lhe Funds:™ there sull remaiu indefinite risks of
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the debt of the English Government would undoubtedly be less
than this last, even apart from the other influences which, as
we have seen, tend to raise the price of ‘consols” In such
cases, evidently, the surplus receipts represent the general esti-
mate of adequate insurance against the different risks of loss.

So [ar as such cxpectations of probable loss (and in some
cases, of increased yield) are on the average well founded, it s
evident that, on the whole, after a sufficient lapse of time, the
differcnees in the original yield of different investments will
have been compensated by the realisation of the expected gains
and losses ; so that the aggregate interest on the whole capital
will prove to bc about as much as would have been obtained
if it had all been lent on perfectly good security—allowance
being made for any extra price currently paid for special
advantages of safety (as before noticed). Persons of superior
knowledge and foresight will of course tend to get considerably
more from their investmoents, by estimating more accurately
than others the risk of undertakings which, from their novelty
or somc other cause, ure rightly regurded as hazardous by
prudent persons without special knowledge. Such investors,
in fact, obtain a certain return for the skilled labour that they
perform in estimating the prospeets of novel or otherwise
hazardons undertakings; and if we could assume that this
lIabour is, on the whole, undertaken by fuirly competent persons,
we should infer that the yield of such undertakings would on
the average oxceed that of safer investments by an amount
safficient to provide adequate remuncration for such labour.
But it scems very doubtiul how far this inference would be true
oi any actual socicty ; since ignorant, rash and eredulons per-
sons investing in novel undertakings are believed to get, on the
average, considerably less interest than if they had lent their
capital on perfectly good security—in fact will not unfrequently
be found to have lost capital as well as interest.  Af any rate
we may say that the rate of interest on newly borrowed capital
which was gencraliy believed to be perfeetly secure, would at
any given time be pearly uniform, and—after allowing for the
extra pricc of special safety—would represent  approximately

extraordinary losses through depreciation or destruction of eapital, which inves-
iors undonbtedly take into account,



Crar. ¥1.] INTEREST. 279

the common expectation of the average yield of all capital that
was at that ttime belng invested ; supposing that there was no
general cxpectation of a permanecnt rise or fall hereafter in the
rate of interest, or in the purchasing power of money'. It is
then with the rate of interest so understood, the expected
average vield on freshly invested capital, that we are now
primarily conccrned.  Of course in the case of any particular
individual who is net an employer of capital, & fresh investment
will generally be cffected by purchasing some debt already
contracted, or a share of some capital already in existence. But
such investiments are mere transfers which disappear when we
are considering the aggregate of Individuals' eapital; from this
pomt of view a fresh investment on which interest 1s paid must
imply either the contraction of a new debt, or the formation by
a joint-stock company of new real capital in addition to the old,
the valuc of this latter being assumed to be kept up.

§ 3. Lel us now proceed to analysc the causes which
determine the rate of Interest as above defined.  In considering
this question, we may apply, mutatis mutandis, the principles
laid down in investigating the gencral theory of the value of
products. In the first place, we may assume that the use of
capital 13 a commodity of which the amount demanded and the
exchange value will vary inversely according to some law, so
long as the couses of the demand remain unchanged. The
legitimacy of this general assumption will probably not be
questioned ; but the grounds for making it will become more
explicitly plain when we cxaming in detail the different kinds
of demand.  So far, then, as we may assume the amount of
capital sceking employment at intercst to be determined inde-
pendently of the rate of interest, the price obtained by the

1 If either the rate of interest or the purchasing power of money were gene-
rally expected to rise or fall in the future, the relations of the rate of interest on
loans of mumey wilh perfect zecurity to the expected average vield of capital
would beeome more complicated; since the price paid for the use of money
would vary with the length of time for which it is borrowed ; and the price of
investments expeeted to yicld a high profit at once for a short time would vary
correspondingly us compared with the price of those of which the yield was
likely to remain more uniform or to rise hercafter. Dul sinee it would seem
that no sueh goneral expectation has ever vet intluenced ordinary investors, it
ig hudly worth while to develop these more complicaled relations in detail,
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owner for ihe use of his capital must vary with the intensity of
the demand for it. So far, however, as the supply of such
capital varies with the price obtainable for the use of it, the
determination of the rate of interest will depend on the con-
ditions of demand and supply combined, just as the normal price
of a material product docs.  Under these cireumstances, we may
counveniently begin by examining firsl the conditions of demand
separately; then, huving wscerlained these, we will consider the
conditions of supply and the resultant effect of the two combined.

There are two broadly different kinds of demand for loans;
which we may distinguish as Indusuial and Non-industrial®. In
the f01 MEr cuse cwpltal 13 bsno\w ed to replace itself with a profit,
rasted through aceident or
en‘or—contirmc to exist ; in the form chicfly of improvements
of land, buildings, machinery, and raw or auxiliary matorials.
But the money of A may also be borrowed by B merely
in order to inercase his expenditure ; 1o which case the com-
modities purchused by it will be consumed without replace-
ment ; amnd the interest that B subsequently pays to A will be
tﬂken out of his share of the preduce otherwise obtained?®.

1 A case intermediate between the two is the ease of capital borrowed to
prevent the ruin through tcuporary pressure of some individual's generally
profiiable industry, and the consequent destruetion of some or all of his capital
invested In the industry. This case resembles industrial borrowing in being
fuvourable to the produaction of the community taken as & whole ; but it is rather
to he elassed with non-industrial borrowing, when we arve considering the general
economic laws delerining the rale of ulerest that such borrowers will have to
pay.

2 T4 is of eonrse possible that the interest of the debt thins contracied may be
from che first puid oul of the yield of some kind of capital, which for some
rcazoun or other the debtor does noi wizh to scll.  In this ease the payment will
for some purposes be properly regarded not as an addition to interest, but as o mere
transfer of interest from the borrower to the lender,  But che difference is not
important for our present cnquiry : since the loan when made will be a new
investwent of the lender's capital, while its intcrest will be paid from the yield
of an old investment of the borrowers, 20 that the former will operate in deter-
mining the current rate of interesi just as much as if the boxrower owned no
capital.

The dispute whether the debts contracted by individeals, or by the govern-
ment of & comrnunity as {ar as it borrows from its subjects,—in excess of any
capital that the borrewer may vwn—counstitute an addition to the whole apgregate
of (individuals’) capital in the community thatincludes both borrowers and lenders,
turus en a wmerely formal—if nol exactly o verbal—poini,  If we allow the con-
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Loans of this latter kind do not increase the social capital
of the community ; but they absorb the savings of the lenders
ho less than loans for productive purposes, and therefore the
demand for them operates in determining the vate of interest
at any particular tite, Just as mueh as the industrial demand.
And, obviously, so long as the balance of molives for “saving”
annd “spending ” respoectively renains unaliered, the amount of
capital thus non-industrially dewanded will tend to be somewhat
greater or less, according as the rate of interest is high or low.
Now it is quite conceivable that the wealth loancd in any
socicty should be chiefly of this nnpreductive wort; that the
employers of the wealth used in production should be almost
exclusively owners of 1t; and that borrowing shonld be ehiefly
a resource adopted to meet temporary deficits of income or
occastons of exceptional expenditure, or by porsons living

caption of pegative quantity to be applicd s capilal, we may legitimately say
Lhat a berrower withemt (positiva) capital who s under the obligation of paying
interest ou a debi owns an amount of nezative capital equal to the value of the
debt to the lender; and thercfore that ihe aggregate cupital of the two is not
augmented by the transaction. If, however, this conception iz rejected as too
unfamiliar, we must certainly admit that the capital of the community—in the
sense of ‘ageregate eapital of individual members of the community '— is in-
arcased by the kind of loans that we avc considering ; only we musl add that
sueh inereaze involves a eorresponding prospeet of diminisiied income to some
othar members of the same community.

It should be observed, however, that amonyz the debss which form pard of {he
capital of indlvidnaly, that part of the mediom of exchange which consisis of the
obligatiens of bunkers lo pay coin on demand, ocenpies a peculiar position.
So far ag this money is nsed nol in wediating the transfor of commorities to the
cousumer, but i ithe business of prodavelion—so fur, thay is, ss the currang
account of a rmun of business is kept for the purposes of his business—Iil would
ordinarily be incladed in an estimate of his wealthk employed in production, no
less tisan the eoin that he requives for similar pirposes; and there seems no
reason why if shonld not be so inelnded. At the same iime, so far as no interest
is paid by the banker on these current aeeounts, he reecives withont deduction
the intersst of the investments whieh tlig acceptance of his obligntions as moncy
has cnabled him to make. Thus the nowinal amount of eapital on which
interest i3 paid or earned is andoubtedly inereased Ly the ereation of this medinm
of excliange: and this increase is noi balaneed,—as it ia in the case (just dis-
cussed) of ordinary debts—by a eorrespondingly diminished prospect of income fo
the banker. Bt as has ulready been suid, the interest regeived by the banker is,
from onr prerens point of view, to be regarded as really the pries paid by soefcty
for the labour of hiwself and his servants : except so far as it is interest on his
owh sapilal.
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habitually beyond their means. In such circumstances the
only general economic forces determining the price that bor-
rowers will pay and the amount they will demand, would be
stmilar thougl cppesite in direction to those that determine
the supply of loanable wealth : here therefore there would he
no advantage in sepurabing the abstract investigation of the
Law of Demand from that of the Law of Sapply: the rate of
interest will express the average estimate formed in the com-
munity of the comparative advantages of present and future
enjoyment of wealth: though the amount of interesi actually
paid will depend mainly on the extent to which the practical
impulses of members of the community diverge from this
average estimate. But in a thrilty and progressive com-
munity, in an advanced stage of industrial developmeut,
the borrowing of producers with a view to profit—including
under this term the formation of joint-stock companies in which
the public invest—is much more extensive than the borrowing
for cxpenditure : and since the amount of the lutter borrowing
is to a large cxtont fixed independently of the rate of intcrest?,
we may without material error consider this kind of demand to
atfoct the rate of intercst merely by absorbing a portion of the
savings continnally accumulated, and so diminishing the supply
of capital available for industirial vses.

Under the general notion of ‘non-industrial borrowing’ we
must include the hiring or renting of the durable wealth which
we have previously distinguished as Consumers’ Capital; of
which private dwelling-henses may be taken as a principal
example, The proportion of the price paid for the usc of such
things to their selling value will tend to vary with variations
in the rate of interest—including, of course, besides interest
proper, adequate compensation for gradual deterioration ;—and
the increased need of such articles which accompanies the growth
of wealth ard population in a community will absorb a certain
portion of savings which would otherwise have been invested in
industry. The amount thus absorbed will tend ceterts partbus
to be somewhat greater when interest islow than when it is high;

1 The borrewing ol governments for wurs and other cinergoneics is generally

thus fixed : and most of the borrowing of individnals for unproductive expendi-
ture would be unaffected by any moderale changes in ilie rale of iuberest.



CHar, V1] INTEREST. 283

thus (e.g.) a low rate of interest will give a certain inducement
to build more houses and to bnild them more durably. This will
be true, to some extent, of the consumers’ capital that is owned
by the user, no less than of that which is hired: in either case
such wealth is a form of investment of savings which, so far as
it is managed econowmically, musl be alleeted by changes in the
vield of investments generally.  DBut the economic compuarison
of present tofuture ntilitics, made by purchasers of such durable
wealth for porsonal use, has not commonly the exactness of
commerclal calculations: and on the whole the changes in
extent of demand for incrcased consumers’ capital that would
result from changes in the rate of interest are probably not
great in proportion to the whole demand ; so that the rate of
interest on capital held in this form, in a modern industrial
society, may be regarded az mainly determined by the rclations
of supply and demand of capilal industrially invested, no less
than the rute on loans of money for unproductive expenditure.
§ 4 I pass, thorefore, io examine the nalure and opera-
tion of the industrial demand for capital in any community,
This demand, so far as it leads to the actual payment of
interest, is the demand of persons wishing to employ the
capital of others. But its ulterior cause lies in the existence,
and recognition by such persons, of unoccupied opportunitics
for profitably cmploying capital in industry: and sgince a
portion of the aggregate of such opportunities is continually
turned to account by the savings of capitalists who are them-
selves in business, and employ their own new capiral ; it scoms
best to include this portion In a general view of the whole
industrial demand ; and similarly to include the savings
employed by their owners, in our view of the whole supply
offered at any time to mect the industrial demand, It should
be observed, however, that the actual employment of capital in
industry is likely to be somewhat different, according as the
employer i1s or is not also the owner.  Lmployers may some-
times invest their own savings when they would not borrow:
cither because they are reluctant to incur the relutively move
serious loss of income that would result from borrowing if the
investinent failed; or because, if they can ouly borrow on
personal security, they may be unable to obtain o lvan except
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at a rate too high to leave them an adequate remunera-
tion for the trouble of managing the borrowed capital. On
the other hand, the field of apparently profitable employment
teuds in one way to become greater the more the capital
is borrowed; since enterprising employers aud promoters of
companics will—without any bad faith—be more inclined to
run ticks with other people’s money than they would be
with their own,  And on the whole, in a broad view of the
determination of interest we may neglect these opposite ten-
dencies, and consider the extent and field of employment of
savings as independent of the ownership of the savings.

A further important modification seems to be required in
our view of the relation between the supply of capital and
the field of employment, rogarded as determining the current
rate of interest. In thie first place, we cannot properly con-
siler the whole addition te the stock of capiiz] made within
any given time to operate as a new investment, from this
point of view; but only that part of it with regard to which
the investor's choice was perfectly free and unfettered. That
s, we must exclude all the capital that is from time to
time required for the completion of industrial undertakings
already begun, so far as such completion is necessary to prevent
the loss or diminution of the yield expected on what has already
becn invested. On the other hand, we must, for a similar rea-
son, include that portion of the capital already invested in any
bnsiness, which its employer could withdraw without affecting
the productiveness of ihie remainder: since such eapital is mani-
festly just as available for fresh investment as capital newly
produced. We may perhaps designate what we have in view by
speaking of the portion of capital—ald as well as new—that is
“Huid ' or ‘floating’ at any given time. The portion of what is
already invested to which this term can be applied may be very
different at different times in the same business; and the
average proportion of floating to non-fleating capital varics very
much in different branches of industyy; such variations depend-
ing partly on the different lengths of time for which capilal is in-
vested, partly on the extent to which it exists in a form adapted
solely for the use of the particular industry in which it is
actually employed, or is available for one or other of the ncw
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opportunities for investment that present themselves'. It
should be observed that there is no hroad separation between
“floating ” and *“ non-floating : ” that is. the loss that would be
imcurred by the removal of non-floating capital from a business
15 different for different portions; and, in fact, may vary from
zere npwards to the whole value of the capital. Hence any
rise in lhe rate of interest, caused by an inerease of opportuni-
ties of nmew profitable investment would ceterts paribus tend
to inerease the amount of capital that it would be on the
whaole profitable to withdraw from old investroents; and this
increase of supply would tend somewhat to cheek the rise.
Stll it 1s only the supply of capital actually floating that can
be regarded as dircetly operative i deteymining the rate of
interest.

Lot us consider, then, that at any given time there is a
quantwim, of Hoating eapital, of which—in the sense before
explained—the rate of intercst tende to be the same; and
{hat the mdustrial demand for this 15 furnished Dy the whole
agoaroeate of recognised opportunities for employing it profitably,
which, at any given time, the existing aggrvegate of non-tloating
capital leaves open, As we have before seen®, the general
function of capital cmployed in industry is to enable the
uluimate net produce of labour to he ineressed by processes
which postpone the timme of obtaining it; for the adequate
realisation of which function the skilled labour of employers,
managing labour and capital in  combimation, s geunerally

L The distinetion drawn in the text between “‘floating’” und * non-fleating **
eapitul appears to me to require to be substituted, in this and similar disenssions,
for the reeeived antithesls of ¢« fixed ” and *civcnlating™ eapilal. T do not deny
the importanee of this latter distinction—asg iliustrated {e.g.) by the differcnce
between insiraments that aid in making many successive produets of the same
kind, and materials that are spent in making a single product and of which theve-
fare the cost has to be repaid from the price of that one. But for our present
purposes this is not the distinetion requived. Capital in this sense ¢ fixed "
may easily have, In o given case, the quality that I have expressed by
“floating; 7 buildings, for instance, may be iransfernble without loss from a
less to a more profitable business ; whereas materials may be non-transferable,
as they may be only useful for making a particular speeies of product—nor ean iv
be said that when one sat of materiuls Iins been exhausted wnother need not be
purchased ; sinee the purcliase may be hecessary to utilise eapital fixed in
machincs, &c.

2 Book . c. v.
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required’. Now thc most profitable manner of effecting this
combination in any community tends $o vary continually, as
the available labourers increase in mumber, and the capital
in amount, while the arts of manufacture, communication and
conveyance progress and spread; but we may lay down that
in a given state of the industrial arts in o given country, the
amount of capital thai employers will find 1t expedient to
combine with a given amount of labour, will tend to be some.
what greater or less, as the rate of interest falls or rises,
When interest is low, other things being the same, the culti-
vator has an inducement te employ more instruments in pro-
portion to his labourers; the trader can afford to hold stocks
of goods for a longer time ; ihere are more profitable openings
for new lines of railway and other investmeuts involving large
outlay for distant returns. And so, conversely, if we suppose
the amount of capital secking industrial employment to in-
crease, while the recognised modes of employving it profitably
remain unchanged, we may infer that the rate of interest will
be lowered, until it reaches the point at which it will seemn just
worth the employers’ while to use the additional increment of
capital. In this way the rate of interest on floating eapital
generally will tend to be equal to the vatio borne to the
last incremeut of such capita!l by the value of the average
additional produce expected to be obtained by employing it,—
allowing for the varying interval that may clapse before the
produce is oblained, and subtracting what we may call the
“employer’s fee’; i.c, the portion of produce that the employers
of capital will retain as lheir remuneration for the labour of
management. How the amount of this portion is competitively
determined we will consider more particularly in a subsequent
chapter®; meanwhile we may lay down that, given the supply
of floating capital, and the ‘employer’s fec” for the last incre-
ment of capital, the ratc of interest will depend on the extent

! Some capital is employed by individual labourers, working on their own
account and not employing any hired labour; bwt most industrial capital is
now managed by persons employving some labour,—though the proportion of
labour to capital in diffevent buginesses varics indefinitly. I may observe that
under the lerm employers we must include the promoters—as well as direetors—

of jnint.atock companies,
2 Cf. posi,e. 1x. § 3.
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of industrial opportunities recognised as such by employers—
which we may call the gffective field of employment.

It remains to analyse further the conditions that determine
the cffective field of cmployment in any country. These ave
somewhat complex; sinee, in fact, there iz no one of the con-
ditions of production analysed in o previous chapter' which
may not exercige some influence on i, As the chicf clements
we may notc (1) the natural resonrces and capabilitics of the
country, not yet fully twrned to account by investwments of
capital — including in ‘natural resources’ the faculties of
labourers not yet utilised; {2) the insight into these resources
afforded by the cxisting condition of industrial knowledge;
(3) the industrial and political organization of the community
so far as it affords more or less inducements and facilities for
acquiring and cffectively cxercising this insicht—as (e.g) by
a better or worse administration of justice, governmental inter-
ference more or less wisely directed, a better or worse banking
systern, provigion for general or technieal education, &e. &e.
The more obvious and striking canse of an ample field of
employment is found in the natural resources of a territory,
thinly colonized by an advauced industrial population, where
the amount of capital already invested is proportionally small,
But in considering this cause we must avoid the mistake of
supposing — what the metaphor in our term ‘ficld’ perhaps
suggests—that each new investment of capital tends, in pro-
portion fo its amount, to diminish the remairing ficld: no
dould, it has this effcet so far as il occupies a particular
opportunity ; but it may casily operate to a considerable
extent the other way, by creating new opportunitics.  For
instance, in the present state of indusiry, after a certain
amount of capital—mainly agricultural—has been invested in
a new country, it hecomes profitable for the first time to invest
further ecapital in a railway; and then, the railway bheing
made, further investments of agricultural cawital bocome pro-
fitable, which were not so before. Similarly, when agriculture
has developed to a certain extent, extensive employment of
capital i manufactures becomes profitable, then, in conse-
quence, further developments of agrienlture, and so Forth,

1, e iii.
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But again, supposing that the available natural resources—
asat present understood—were fully turncd to account, and that
population did not increase, the field of employment, as recent
experience has shown, might be enlarged' iundefinitely by
the progress of Invention, opening out new ways of obtaining
economic gain by expending labour for remote results, While,
again, if we suppose thai the arls of invention——inclading
under lhig lerm Lhe discovery of new lines of irade, and any
other mades of inproving the whole system of cooperation
through exchange—remaln stationary; and also that the habits
and faculties of the working part of the population, so far as

these are important in production, nndergo no material change;
the industrial demand for new eapitul at the cxisting rate of
interest conld only be kept up by increase of population. If
this inerease did not itself tend to alter che average cfficiency of
labour, ot the share of the praduee of labour that the employer
of floating cupital 1s able lo secure, ibere would obviously be a
demand of uniform intensity, so long as other conditions of
production remained statlonary, for an increase of capital pro-
portioncd to the increase of populalion. But we cannet assume
generally that such an increase of eapital wonld have no effect
on the productiveness of labour. Indeed, as we have seen®, in
a country so thickly populated ag England it may be assumed
that, apart from imprevements in production due to other
canses, the economie loss through dimimshed return from
agricultural labour would outweigh the economic gain from
inevcased facilities for cooperntion; while pare of this last-
mentioned gain wonld be appropriated by the owners of land
and other captlal go invested as to be parually exempt [rom
the depreciative effects of fresh competition; so that each n-
crement of capital accompanying and proportioned to an incre-
ment of population would be somewhat less productive to its
employers than the preceding increment, and would therefore
tend to yield a somewhat lower rate of interest. On the other
hand in the socicties ceonomically the most advanced, improve-

1 Tt shenld be observed that T speak of the field of employment as *“enlarged,™
when there i3 room for more capital than before al the same rale of profit;
not when more 15 cmployed at a lower raze,

2y e vl §3.
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ment in the arts of industry is actually progressing continuously
and rapidly ; and the new inventions that are continnally made,
including the extensions of intornational trade, are mostly of suck
a kind as to enlarge the field of employment for capital. 1t is
not easy to ascertain the balance of these conflicting tendencies
in any given country at any particular time; still less can we
predict with any definiteness their probable operation in fhe
future; especially since, as T have before said, the progress of
invention may conceivably take a decided turn in the direction
adverse to the employment of capital.

§ 3. Let us now pass from considering the factors of the
demand for capital to investigate the conditions of its supply.
Here we have to notice a new element of complication. 1In
investigating the demand for capital in any country, it did not
seem necessary to go beyond the limits of the country in
question. 1li is, no doubl, o problem interestivg in itsclf, to
compare the diffevent ficlds of employment for eapital furmshed
by different countrics, and to examine how far these differences
are due to each of the varioug causes which, as we have scen,
co-operate in producing them. Buf there is no necessity to dis-
cuss these topics, in order to answer the question considered in
the previous scetion; since the field of employment for capital in
one country is not directly affected by the co-existent field in
another: though it is no doubt indirectly affected by the actual
increase of capital elsewhere, through the new opportunities of
trade theveby presented.  When, however, we come to consider
supply, the case is different; since the allraction excreised on
capital by foreign fields of employment is, in an economically
advanced country like Eogland, one of the most powerlul causes
of variation in the supply for home investment. In the present
state of the machinery of communication and international
exchange, the most enormous masses of capital can be trans-
ferred with the greatest facility from one country to another:
and it i3 quite conceivable that this mobility of capital may
before long reach a point at which the rate of interest will be
approsimalely the same in all cvilised countries, for equally
safe Investments; so that the whele eivilised world will
admit of being regarded as one community, for the purposes of
the yresent mvestivation. And we may conveniently begin

5. E. 19
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by supposing that this consummation has been attained;
and accordingly examine the conditions of supply of capital
in an isolated region, out of which issues mo overflow of
wealth for foreign investment, while over the whole range
of it money can be boreowed at the same rate of intorest on
cqually good gecurity.

The investigation, thos defined, is one which we have already
Lhad oceasion to make n examining the Laws of Droduc-
tion. We then saw that the conditions of more or less rapid ac-
cumulalion of capital are extremely complex. In the first place,
the amount that may be saved by any community within
any given period tends to be increased, czteris puribus, by any
cansc that increasos the real income of the community during
that period; that is, by anything that increases the proportion
of the number of cffective workers to the whole population,
or the average pradnctivencss of their labonr.  Seeondly, ilic
proportion that s actually saved of the whole amount avail-
able for saving depends on the resultant effeet of the very
varions motive forees, that prompt respectively to present con-
sumption of wealth and to provision for future consnmption,
For instance, the proportion between ‘saving’ and ‘spending’
tonds to be affected by any variation In the degree of foresight
and self-contrel, of capacity for bLeing influenced by remote
pleasures and pains as cowparcd with those near at hand, pos-
sessed by average members of the community; or, again, in the
habits and sentiments Lhal nove men lo provide lor posterity ;
or, further, so fur as men save (us many in the wealthier classes
would seem to do) not for any definite end but because their
income i3 larger than is needed to defray their habitnal ex-
penditure, any wmaterial change in the varlous habits of
Iusurious consumption prevailing in different classes is likely
to affeet saving materally, 1t did not seem possible to
determine, by any sinple and definite formula, the general
result of the combined operation of these and other causes;
there appeared, however, to be reason to believe that ceferis
partbus saving will inerease or deecrcase in amount, as the
rate of interest rises or falls.  The amonnt of cffect thus pro-
dueced within a short period is not likely to be great in com-

1 CLoante Book e, v1. § 4.



Caar. V1] INTEREST. 201

parison with the whole amount of Heating capitzl; so that there
will be no material error 1 taking the rate of nterest during
any snch short period to be determined entirely by the demand
for capital. But when we consider the detcrmination of the
average rate of nterest over a considerable space of time, 1 1s
clear that the effcet produced on saving by ehangos in the rate
of interest will tend to give this average rate a steadiness
which it would not othecwise possess: since any rise in tho
rate of interest, due to a chauge in the conditions of de-
mand, has a certain tendency to bring about a subscquent fall
through the incrcase in the supply of capital which it cavses;
and similarly any fall in the rate has a certain tendency
to cange o subzcquent riset,  This compensatory or cquiltbratory
action of changes in the rate of interest may be assumed to
become more powerful, in sither direeiion, as the changes them-
selves increase In maguitude ; and 1t s probuble thal, aclually,
in cvery existing community there is a point considerabiy above
zere below which the rate of interest could not long remaln
without some great change in the intellectual, meral, or
ceonomic condition of the comumunity, as well as a higher
point above which it could not permanently 1ize, unless we
suppose a development of the arts of industry quite beyond
procedent. Where, however, these points will be we have no
means of determining ¢ prierd; and T may add that I am
aware of no adequate empirieal reason for supposing with Mill,
Cairnes and others, that the rale of interest in FEngland at
the present day is very near the mmimum poeind.

We have thus oltained o general view of the manner ia
whicl interest would be defermined in an tso’ated region, over
the whoele of which the rate was {with the qualifieations before
given) approximately uniform.  Actually, however, we find ma-
terinl differences in the rates of interest maintained in different
regions; even where an uninterrupied trade renders it casy to
transler capital from any onc of these regions to any other,

1 T should he observed that experionee shows another way in which a fall in
tie rate of interest temds to iy aboui & subsequent rise: Loe by leading to
rash speculations, which result in a destruction of eapital,  Ting effect, however
i3 duc to an jrationnl impatience of inserest below a cwstomary level, whiek ean
hardly e telen into aceount in a theory of commetitive distribution,

102
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The explanation of these differences is threefold. First, the
general security of eapital in some countries, owing to inferiority
in political organization or other causes, may be materially less,
even for their inhabitants, than that maintained in others.
Secoudly, there is a certain extra risk incurred by investing
n a distant region, owing to the greatcr difficulty of ascer-
taining and estimating the dangers thas from time to time may
threaten the yield of any particular investment, and in taking
measures to ward them off. Thirdly, there scems to be a
general tendency in the members of any society to estimate
the risk of investments in a foreign country more highly, ceterds
paribus, than that of home investinents; owing to their greater
confidence either in the morality or in the good fortune of their
own community. The extent to which each of these causes will
operate, as between different countries at different times, will
of course, vary indefinitely. 'We can only lay down as a general
rule, that the yield of capital in any one country (A) does not
tend to differ frow the yield of capital in any other country (B)
which is in permanent commercial relations with the former,
by an amount more than sufficient to compensate for the extra
risk of investments in B to the inhabitants of A, as estimated
by the latter. Thus any new cause that operates primarily to
increase the supply of capital, and consequently to lower the
rate of interest, in A, tends to have 1ts effect extended over the
whole aggregate of countries with which A 1s in commercial
rclations ; the intensity of the effect being, of eourse, diminished
in proporiion Lo the extension of its range.

§ 6. So fur we have considered interest as the share of
produce erpected by the capitalist as such; since it is the
expectation of profit that deteymines the action of borrowers and
investors; and not, except indirectly, the profit that has been, or
is being, earned. If now it is asked how far the actual average
yield of newly invested ecapital is found to coincide in the long
Tun with the expected yield, no precise answer can, 1 conceive,
be given. Indeed, even if we could obtain accurate statistics
as to the interest actually received, it would still be impossible
to say exactly how much was expected ; since no investment
is thought to be absolutely secure; and if there were any such,
its price, for reasons before given, would probably exceed thai
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of the less secure by more than adequate compensation for risk :
so that there is no means of measuring precizely the amount of
risk comwmonly recognised in those estecmed tolerably safe. We
can ouly say that we have no positive grounds for supposing that
the average aclual yield of capital already invested tends in the
Jong run to differ matevially from the yield expeeted at the time
of investment.  Since, however, the yield expected during the
first years after investwent includes, in most cases, a wore
or less considerable compensation for risk, it follows that the
actual average yield on investments made some thne ago will
tend to decrease year by year, as the date of original investment
recedes into the past. An impertant part of this decrease, in
the case of capital invested in industrial instruments, 15 due to
depreciation through the progress of invention; in conscquence
of which the yicld of such investments—provided that they are
completely exposed to compotition—tends to be equal to interest
at the current rate (allowing for risk) not on the sum eriginally
invested, but on the present cost of producing instruments
equally useful; which may, of course, be indefinitely less than
the cost of the original wrvestment.

There is, however, an important part of the capital of in-
dividuals previously invested at any given time,—cspecially in
a community increasing in munbers and wealth,—which enjoys a
total or partial exemption from the depreciative effects of com-
petition; being so invested as to give the employer who uses it,
independently of his own skill and foresight, advantages in pro-
duction unattainable by other emplovers.  In this case there is
no reason why its owner should not obtain from it a yleld cou-
siderably above what interest ou the cost of production of the
eapital would amount to. The most conspicuous case of this
is that of capital invested in land. The yield of this to the
owner, as we have already secn, goes by the special name of
Rent: and sinee the determination of this share of the produce
of industry has attracted the speeial attention of FEnglish
economists, and is for varicus reasons peculiarly important, i6
will be well to devote a separate chapter to the examination
of its distinetive characteristics.

Nore. It may be seid that the interess received by members of any one
comnunity on eapiinl employed by the members of any other, ought not sirietly
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speaking lo be included when we are discussing how the aggregate produace of the
industry of the first community is distributed. But ther: are two reasons for
not leaving it out of aceount in such a discussion. In the first place even if this
interest were merely 1o be regarded as so much additional income for certain
capitalists, the transmission and consumption of which did not directly affect
the shares received by other members of the community, it would still tend to
affect the latter indirectly : since tha mere possession of this cxlra income, from
whalever sonree devived, tends to give ils possessors and their children certain
advaniages in the eompetition that determines ihe relative rewards of ihe higher
kinds of labonr—as will be hereafter explained (Ch, 1x). Bul, sceondly, sinee
this i fribude,” if it may be so called, of interest is actually paid by trans-
mitting the produce of the country in which the eapital is invested, ils payment
has a direct effect on the whole forcign trade both of the country that sends and
of the country that receives it, The exact nature and exteni of this effect depend
upon the particular conditions of supply anid demand of the wares in which the
frade 13 esarricd on: but, In mosi cnses, it will be bencficial to all the in.
habitents of the country receiving the tribute, so far as they are consumers of
imports ; sinee the necessity of seliing the ecommoditics in which the tribute is
paid, in tlie markets of the receiving eountry, will tend to establish the equation
of international demand at 8 rate mere faveurable to the latter than would other-
wise be the euse. This cheapening of fwmorts may of course be detrimental to
certain producers in the importing counwry; but only as any Improvement in
induastrial precesses ia liuble to be detrimental to some possessors of previously
1vested cupital and aequired skill.

These eliects are of course, for the most part, indiffcrent to the capitalist him-
self, who may very likely not consume any portion of the commodities in which
his inferest is paid; and who, if his capital has been lent at a fixed rate of
intorest, only feels the effects of ¢changes in érade so far as the fluctuations of the
exehanges alter the valwe of the forelgn mouey relatively te that of his own
country,



CHAPTER VIL
BENT.

§ 1. Tue theory of rent commonly known as Ricardo’s,
and accepted, with more or less modification, by the majority of
English economists since his time, appears to e to combine, in
a sumewhat confusing way, propoesitions that rest on different
kinds of evidence, and relate to different—and not necossarily
connected —enquiries,  This combination scemsg to be partly
tLe effcct and partly the canse of the peculiar meaning given
to the term Rent in Ricardo’s exposition ; accordingly, to avoid
needtess controversy 10 seems best to beoin by considering care-
fully the right definition of this term.

The term Rent, as commonly used in Fnglish?, denotes the
paywment mwade for the use of “wmmoveahles” ie. either of the
surface of land as used in agrieulture, or of buildings creeted
on it, or of the minerals it contains together with the right
of yemoving and selling thern.  Of course these do not neces-
surily go together; the proprietor of land does not necessarily
own the houses erecled on 1it, and the use of lhe surface is
comunonly lel withoul the right of removing any minerals: but
the term rent is applied to all three.

The question then arizes, ‘what (if any) are the cconomie

‘gvounds for distinguishing this from any other payment for the
‘use of property.’  Iu the first place we may note a difference
in the nature of the obligations imposed in the lending or letling
of land, housss, &c., as coropared with ordinaey loaus for which
interest is paid,  In the latter case, as what is actually borrowed

L It may be worth noticing that in French “ vente ” 13 usad, more widely, to

dencte any income thab acerucs without labour on the part of (he persen to
whotn it 15 paid.
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is money, there is no particular thing which has to be returned
when the loan is repaid, but only an equivalent for the sum
borrowed ; so that here the possibility of detcrioration or ame-
lioration of the wealth borrowed does not come 1n;: whereas in the
cases where rent 1s paid, this possibility has to be taken into
account; and gomctimes, as we shall see, leads to important
complications.  Still, rent is not the only casc of payment for
the use of weallh, whore the same thing that was eriginally lent
has to be restored when the comdract terminates, Such pay-
ments {e.g.) are made for the use of carrlages, boats, plate,
pianos, and other durable articles. The amount of such pay-
ment {commonly called “hirc”), as regulated by free competition,
is not difficult to determine, supposing Interest and Profit de-
termined. Ordinary hire will include compensation for ordi-
pary deterioration through wear and tcar of the thirg hired,
together with interest on its cost of production—including in-
surauce against possible depreciation through invention or
change of faghion, and other risks—and such amount of
remuneration for the owner’s labour of muanagement as in-
dustrial competition may allew him.

Why should we not treat the rent of land similarly?

The popular answer to this question is that, since land is
not made as carriages are, tts valuo cannot depend upon its cost
of prodnction, This answer, however, is obviously superficial ;
since the material of & carriage is not created by wan, any more
than the material of « farm; and on the other hand a farm, no
lees than a carriage, is an instrument that has been adapted to
its uses by human labour.  Such a farm, in England, commonly
contains fences, roads for economizing the labour of conveyance,
and buildings for housing cattle and instruments, accumulating
manure, and performing the first processes of manufacture on
the produce: aund further, in many cases, when it was originally
made, the land had to be wholly or partially cleaved of stones,
trees, oxcess of water, or other encumbrances. Why, then,
should not the price paid for the use of land thus prepared and
adapted depend upon the cost of such adaptation no less than
the price of uny other durable product ?

To this question Ricardo and others answer that so far as
the wtility of a farm is the result of labour, the price paid for
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the use of it should in strictness of economic language be
_counted profit or interest'; the terin Rent being rostricted to
the price paid for the use of the “original and indestructible
“powers of the soil,” or the yield obtained by the owner from
this source, where the owner is also the cultivator. There
appear, however, to he serious objections to this defimition, Tn
the firsi place, the linc that ir indicates is one impossible to
draw with any exaclness in conecrete cases, atb least in a country
that has long been cuitivated; and, as Tcardo himsell urges,
it 1s in such a country that rent is of most importance. To
make this clear, a distinetion has to be drawn between the
recurrent and the mon-recurrent parts of the expenditure of
labour in making a farm. The cost of mainiaining the farm
when once made, by the repairs nceded from iime to time to
keep buildings, fences, drainage, &e. in good order can be
approximately ascortained ; and so long as it is profitable to
eultivate the farn at all, its produce must vield at least interest
on this cost, as well as adequate employers’ profits on the
movable capital employed on the land. But this recurrent
cost is, on the whole, materially less than the total expenditure
that would now be reguired to bring the farm from its original
condition up to its present degree of utility ; only, as we cannot
restore the original condition, we have no means of estimating
definitely this non-recurrent expenditure.

This will appear more clearly when it is considered that
we should have to inelude in sueh an estimate, besides the
labour spent on the farm itself, a cortain part of what hag gone
to the making of the roads, canals and railways that connect it
with the markets of its produce, and with the places that supply
the materials and lmplements of its cultivation; sinece the
existence of these means of commmunication is generally neces-
sary to the maintenance of the present value of the pro-
duce of ihe land, and thereforc to the maintenance of the
rent %

1 In England this price is hardly, if at all, more than ordinary interest,
with a slight allowanee for risk; the landlord who spends the money requives
liitle or no remuneration for his troulle.

* 1t is true, as Mill argues (1r. xvi. § 5} that therent of a farm tends primarily
ta be reduced by the roads, &, that comnect with ity markets other more distantg
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At the same time I do not doubt—in spite of the diffienlty
of obtaining cxact information—that the rent of land in England
is materially in excess of intercst (at the present ratc) on the
cost of bringing it from its original condition to its present
degree of efficiency for supplying it markets with agricultural
produce. The reason for this 13 that there is no unused supply
of whal we may call the ‘raw material of farms,” viz, land in its
original condition, as good—taking both fortitity and distanee
from markels inte account—as that of which most of our existing
farms were made. There is a good deal of land in Great Britain,
not less conveniently situated for supplying narkets than much
of the land actually under eultivation; but most of it is so infer-
tile that its produce would not puy ordinary profit on the capital
required to geb out of it anything more than the gamce or meagre
pasture that it at present affords.  Similarly there is land in
Canada or the Tnited States, not ver bronght under cultivation,
ag fertile as—or more fertile than—any land in England; but
its distance places it under the game disadvantage, for supplying
English markets, as o lower degree of lertility would do. Hence
land in England, of any quality abeve the lowest, 1s at a scareity
value; g0 that a portion of the rent paid for 1t is undoubtedly
due not to the labour spent in fitting i1t for agricultural uses,
Lut to the appropriation of the raw material to which such
labour has been applied. It appears to me, however, misleading
to say that this pertion 1s a price paid for the “original and in-
destructible” qualitics of the soll ; since, so far as 1t depends on
situation, it is plainly due not to the original qualities of the
land but to the development of the human commnnity inhabiting
it, and the manner in which this community has disposed itself
over the surface of the country.

farms; since these are thus ernalled to enter inte competition with it and {o
lower the prices of itg produce. But thougl this is no doubt the immediate effect
of making such roads, it is not, T conceive, likely to be the ultimate effect in this
cage, any more than in the ease of any other kind of agricnloural improvement;
sineg the inerease of population and wealth in the conniry which these more
extended means of communication render possible, tends nltimately to raise the
price of the produee of the nearer farmu to al least its former height.  And,
at any rate, the labour apent on the roads that conneet o farm with its markets
must be adwmilted te have coniributed to raiee itz selling vaine and the rent
rayalle for it.
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But even if the historieal doctrine implied in Ricardo’s
definition were true, and if the distinetion it presents as funda-
mental could be applied to concrete facts, it would still, T
conceive, be hardly relevant in a discussion of the quantitative
determination of renl, as an clement of the existing distribu-
tion of produce. The market-price of a farm—or of the use of
a larm—at any given thne, does not depend in any way on the
ultiate source of its utihity ; ite determinalion will be just the
same whether this utility results from the nature of the soil, or
the growth and distribution of human seciety, or from labour
spent with the view of producing it, or from labour employed
with other aims.

And even in determining the normal value or rent of such
a farm the question of origin only comes in hypothetically, just
because such value is ralsed by searcity above the jufluence
of Cost of Production. On this ground, while adwitling the
importance of recognising that ordinary agriculiural rent
generally contains an element that is lo be regarded as interest
on the present value of the results of labour previously ex-
pended, and another element duc to the appropriation of a
scarce raw material, it does not seem to me desirable to follow
Ricardo in deviating from ecommon usage so widely as to restrict
the term renb to the Jatter. Awml for similar reasons I shall
not follow Mill in separating from agricultural rent whatever
part of the price paid for the usc of the farm is interest on
the recurrent expenditure on buildings, femees, &n, necessary
to maiutain the fitness of the farm lor agricallural uses; sinee
the capital (hus invesled from time Lo time is, nuder ordinary
circumstances, as little available for investment elsewhere as
the capital spent once for all. The owner of the farm cannot
avold spending it, unless he wishes to sacrtfice a large part of
the value of his land; the yield of this capital therefore does
not vary—as Mill seems to suggest—with the current rate of '
interest ; and there seems no adequate reasen for separating
it from the yield of the land in whick the capital is invested,
when we ave considering che laws deternmining noermal rent
and inlerest at any given time.

Tt is, Iin fact, only when we are considering au altogether
different point, the tendeney of the value (and vent) of land




300 RENT. [Boox TT,

to increase as civilization progresses, that it becomes practically
nnportant to analyse its utility into different clements, due
respectively to the different causes above-mentioned ;—though
it should be observed that what we are chiefly concerned to
know with regard to any particular increase of rent is not
whether it is due to labour generally, bul whether it is due to
labour employed by the owner or occupier.

&2 Meanwhile in considering the competitive determina-
tion of the rent of land, at any given time, in such a country
as England at the present time, we need not generally consider
the cost of preparing the land for agricnltural and other uses,
but only the relation of the supply of prepared land of a
certain quality and situation to the demand. So far as this
demand is non-industrial—1. e, so far as land is used for purposes
of direct enjoyment and thus belongs to the class of things
before distinguished as ‘durable consumers’ wealth,'—there is not
much wse in atbempling any minute analysis of the causes that
affect its value or rent.  We have no simple formula for de-
termining generally how much will be paid for the use of (e.g.)
a deer-forest.  We can sce that it depends partly on the amount
of actual and possible deer-forests, partly on the possibility of
making a profit out of such land in other ways, partly on the
number and wealth of the rich persons who wish to shoot deer
and on the comparative utility of deer-stalking and other forms
of amusement, as estimated by these persons: but it is hardly
worth while to altempt to get further than this,

In the casc, however, of land cultivated by farmers for a
profit, we can determine normal rent as the surplus which the
price of its produce would be expected to afford to a farmer
of ordinary ability and industry, after subtracting the farmer's
wages of management, together with interest at the ordi-
nary rate on the capital employed by him upon the land—
assuming, for simplicity’s sake that the processes by which
such produce is obtained do not materially affect the utility
of the land, as an instrument of future production. If the
produce n question is of a special kind, of which the supply
is naturally limited, while the demand for it is strong ;
every part of it may have a valuc above what corresponds
to Us cost of production (including interest on the landowner's
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capital that has to be fremn time to time reproduced).  Of such
produce it may be said that the price of every portion yields a
certain proportion of surplus to the owner: or—though the phrase
rather tends to confuse canse nmd effect—that “rent enters into
“Itsprice.” But in the ease of ordinary agricultural produce the
supply that can be produced is practically unlimited; only, in
eonsequenee partly of differences in the fertility of land, parlly
(as we have scen) of differences In its situation relatively to the
markets supplied with its produce, different portions of the latter
are supplied at different costs.  In this case, if we assume (1)
that variations in fertility are continuous, so that there is
no sudden transition from one grade of fertility to another,
as the varations in situation clemly are for the most part;
and (2} that there is some land in the country worth culti-
vating that pays no rent—which is approximaiely true of
portions of land actually let, along with other land, to farmers
—we may express the law ol ordinary agricultural rent in the
well-known formula of Ricardo, and say that the Normal Rent
per acre of any piece is the surplus of the value of its produce
over the value of the net produce per acre of the least ‘advan-
tageous land that it is profitable to cultivate; provided the
amount of capital employed is the same in both cases.

This last provise indicates an ambignity in this formnla
which has to be removed with some care. It is evident that
the surplus remaining, after providing interest on the farmer's
capital and remuncration for his labour, will vary with the
amount, of capital employed. Up w a certain point, which
i liable to change with any changes either in the art of
agriculture, or in the demand for agricultural produece, the
more capital a man employs the greater® will be the net
produce per cent. of the capital employed: but alter this
point has been reached, the law of diminishing retures
comes into operation, and the net produce per cent. tends
to diminish ag the total amount of capital employed in-
creases.  Now it is evident that in a state of thorouglly
active and enlightened compelition and abundant capital we

1 In uging thig term of quantity, I assume that amount of yproduce is

measured by its value. *Most productive’ is afterwards nsed with a gimiinr
meaning.
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may assume that the amount of capital employed on any land
yiclding rent would be at least sufficient {o make the net
produce per cent. o maximum ; for if it were not so, it would
be obviously profitable to leave the less productive land unculti-
vated, and apply tle capital thus set free in increasing thag
employml on the more productive. Henee iff in any actual
ease the more fertile Tand is not generally euliivated up to
the paint at which the produce per eent. is gveatest, it must
be either (1) froin custom, or (2) from want of enlightenment,
or {3) hecanse the best mode of culuivation requires amounts of
capita: under single managements, larger than average farmers
can provide themselves or procure by borrowing.,  Should these
causcs operate, rent will actually tend to be determined not by
tlie surplus of the produce of the capital that it would be most
profitable to cmploy, but by the surplus of the produce of
what an averaze farmer would cinploy.

But [urther, if, when the most produclive land 1z cultivaled
so that its uel produce per cent. of capital ewpleyed is greatest,
1t 1s stull profitable to employ capital less produetively on other
land, 1t must alse be profitable to cultivate the more productive
land beyond the point at which the law of diminishing returns
begins to operate; assuming, as we may for purposes of
goeneral reasoning, that the diminution in retums is con-
unuous; so that, at the point up to which the net produce
per cent. increases, a small increment of capital would but
slightly diminish the average wet produce on the capilal
cmployeid.  For obviewsly the extra capital employed on lhe
more productive land will still yield a larger net prodoce per
cent. than capital cmployed less produetively on otler land;
Lence it will be bad economy to employ the latter and not
the former, and we may assume that it will not be done, if
competition be active and enlightened and capital abundant.
And obvionsly, again, the larger the amount of capital that
is thus employed the greater will be the surplus produce, and
the greater the rent.

Under these circumstances we may say {hat the last portion
of the eapital employed pays no renl; meaning that the [armer
does not get, by employing it, any additional surplus which
active competition wonld force lim to resign to the landlora.
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And we may give the following formula—uwhich is substan-
tially Rieardo’s—for the competitive determination of Rent
under the conditions supposed: < The rent of any unit of’
‘land (supposed homogencous in quality) tends to be equiva-
‘lent to the surplus amount of its average annual produce,
‘when eultivated with as much capital as ean be profitably
“applied to it, over the produce of an equal amount of capital
cappliecd to land, under the Jeast faveunrable cireumstances
“under which it is profitable to apply it The capital sup-
posed to be applied under the least favourable circumstances
may be cither, as Ricardo generally conecived i, capital
applied to the least fertile lands in eulzivation; or it may be
the additional capital applied to good land in high farming,
which it is just profitable to apply, though a lower kind
of farming would vield a larger proportional retwn for the
smalier capital it would require.  And it shonld be observed
that the proposition above stated is an nnmediate deduction
from the hypothesis of perfect competition, taken fogether with
the fact thav differcnt portions of agriculsural capiial are vn-
cqually productive from couses Independent of the variations
of sensons and differences in the farmer’s skill : and is in no
way nceessarity connceted with any theory as to the origin of
the different degrecs of productiveness.

Nor again, as we have already seen, is 1t neccessarily con-
necled with the further proposition laid down by Ricardo,
that rent tends continnally to inerease with the growth of
the wealth and population of & country. This proposition,
however, appears to me undoubtedly true when tuken merely
fas Hieardo puts it forwanl) as the statement of a tendency,
liable to bhe counteracted by improvements in the art of agri-
culture, or in the machinery for communieation and convey-
ance, or by any other cause that facilitates the introduction of
foreizn supplies, and when limited te a country-in which popu-
lation Lias veached a cortain point of density.  Insuch a country
every inerease of population increnses the demand for agricul-
tural produce, wilthout viuging with it & ecounterbalancing gain
i praduction throngh the inercased facilitics of cooperation
winong the denser population ; and therefore, go far ag it gecs,

i teads Lo raise permancntly the price of such produee sinee the

2
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demund can only be met by applying capital under less favour-
able circumstances than before'. But how far rent, in any
particular country is likely to increase Liereafler from this cause,
is a question which we can only answer by a conjectural fore-
cast of the future operation of several economic forces combined;
such as (1) the tendency of population to increase in Lhe country
in question and elsewhiere, (2) the mobility of Iabour, and (3)
the temdency of Iuvention to incrcase the produco obtainable
from a yiven arca and to cheapen conveyance; in which caleu-
lation the last two clements at any rate must be taken as highly
uncertain.

§ 3. Hitherto we bave assumed 1hat the valne of the land is
not materially altered by the process of production. It may how-
aver happen that by using the land in the way that is econo-
mically most advantageous on the whele, the producer will
either iinprove or deteriorate it.  No difliculty is thereby intro-
duced in the abstract determination of economic rent, where the
producer is also the owner; we have merely in caleulating the
whole amount of produce to include the inerement of value
added to the land, along with the value of the products
taken from it; and similarly to deduct from produce any
decrement due to deterioration.  When, however, the producer
does not own, but merely farms, the land, this possibility of im-
provement and deterioration renders it a matter of some difficulty
to frame a rent-contract which shall give the farmer adequate in-
ducement to treat the land in the manner most economical on
the whole, To illustrate this difficulty let us suppose first that

1 Tor clearness’ sake it may be worth while to distinguish by different names
the three distinet theories, relating to quite different subjeets, which are
ineluded in what is cominonly known as Ricarde’s doetrine of Rent.  We might
call them respectively

(1) Historical I'heory as to the origin of Rent;

{2) Statical Theory of the nctnal determination of Rent ;

{3) Dynamical Theory of the eanses which contiunaily tend io increase
Rent,

The first of these we have zeen reason fo abandon, on fhe ground that
we have no means of separating from error the element of trnth that it con-
tains : the seeond 18 ag incontrovertible as any part of purc cecouomie theory can
be; the shird is equally incontrovertible, when regarded merely as the abstract
statemnent of a tendeney ; but when put forward as a prediction of actual ovo-
nemi¢ ehange it s merely an uneertain generslization from experience,
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the improvement of the land is economically desivable.  Here
we have to distinguish two different cases. (1) If the farmer,
while using the land in the way most immediately profitable, at
the samc time angments ite utility as an instrument of future
production, the matter may Dbe simply settled by allowing the
merement, of value to be appropriated by the landiord ; since,
in this case, such appropriation has no itendency to provent the
improvement from being made. But (2 if, as is more ordi-
narily the case, the outlay required for the improvement will
not be profitable to the farmer, unless hie secures thie whole, or
the main part, of the gain resulting from the inereased utility
of the land ; it will be his intevest to leave the land unimproved
unless either Le is bound under penalties to tmmprove it, or this
gain is sounchow secured to hinn.  The former alternative can
hardly be made effectual without hampering the farmer’s free-
dom of action to an extent diswdvantageous to lis adustry.
ITenee, in order that sneh improvements iay be daly ade, it
will be needful that cither (1) adequate compensation be secured
to the farmer gencrally for whatever ineremoent of utility may
remain unexhausted when his tenure ends; or (2) a lease he
given him—and continually renewed —of such lengih as always
to allow him adequate prospect of reaping the benefit of lis im-
provements ; or (3) each improvement be made the subject of
special agrecment between farmer and landlord—which prac-
tically requires the latter, or his agent, to take a certain share
m the management of the farm.

A somowhat similar problemn is presented in the cuse where
the land is deteriorated by the most ceonomic use of it.  This
caze bat rarcly oceurs in agrieulture'; huat it is the ordinary con-
dition of the mining industry, and of certain other hranches of
production which take from the land products that are not re-
newed”. Insuch casesthe total amount of the produce in question
that can be profitably taken from any partienlar piece of land

! Land used for amiculture might doubtless often be deteriorated by treat-
ment which, though uncconomic on the whole, would inerease its produce for
one or two years. And thers wonld scom to be some practicu] diffienlty in
framing a econtract to prevenl this offectmally, without interfering disadvan-
Lageously witk the farmer's freedom of action—but it is hardly within the scope
of the present chapter to diseuss this difficulty adequately,

* Bueh as (ean) Teruvian guann, timber from natnral forests, &e.

5. F. 24)
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is generally at least so far limited in prospect, that every portion
brought to market diminishes propertionally such possibilities
of future production as bave a definitc market value’. The
prollem, then, in letting land for the purposes of any such
industry is to frame a contract which shall render it not the
interest of Lhe lessee to remove and sell an amount of such
products greater than what it would be profitable for him to
bring to market if he were also the owner. Now if the land in
guestion is Ieased at a fixed rent, this coincidence of intercsts
will only oceur under certain special conditions. Thus, if owing
to the state of competition in the industry the owner would be
unable to raise the price of his product materially by limiting
hig supply, if he has vo ground for inferring a rise of any im-
portance from the general prospects of supply and demand, and
if the cost of production does not become materially greater ag
the amount produced within any given time increases—it would
then be the owner's interest to produce as much as possible,
provided that the price of the produet were sufficient to pay at
least the working expenses of production, including adequate
remuneration for the labour of mabagement; and under the
same circumstances it would be the interest of a lessee paying a
fixed rent to do the same.  If, however, the owner would either
have rcason to cxpect a rise in price, or be able to produce such
a risc by limiting his supply, either alonc or in combination
with other producers; then it would obviously be expedient for
him not to produce beyond the point at which the probabic rise
in price, present and prospective, would more than compensate
for the probable loss Incurred by deferring production. DBnt,
under these circumstances, it would not generally be expedient for
a lessee to adopt the same limit of praduction; unless the period
of the lease were long enough to make it practically cerfain
that the mine would be valueless before the end of it: since
otherwise, by stopping at any given paint, the lessee would loge
the whole gain obtainable on the extra amount that might have
been produced, whereas the owner would only lose the interest

1 Thiy is true even in the case of mines where the prospect of actual ex-
haustion is loo remote and indefinite to be ceonoznicully important ; owing to
the prospective increase in difieulty of exirsction, at least afier a cextain amount
has been taken.
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on this gain for a certain number of years. In the same way it
may be shown that if there is a certalm amount that can be
produced within a given time by the most economic application
of labour and capital, while it 1s still possible to produce more
but at eontinually increasing cost, 16 would generzlly be ex-
pedient lor a mere lessec to extend production beyond the limit
which it would be expedient lor an owner io adopt. In either
of these latter cases 1t scems impussible. without more foresight
of the conditions of the market than can be hoped for, to frame
a rent-contract which will have the effect of making it always
most profitable for the lessee to treat thie land in guestion in
the manner most profitable to the owner: but a rough recon-
cilinlion of the divergent interests is attained by the ordinary
practice of muking the lessee pay—either with or without a
fixed annnal payment—a cortain ‘royalty’; that is o sum pro-

portioned cither to the amount of material extracted, or—which
is the more suitable arrangement—to the price obtained (or it.

Tt may be observed that a rich mine affords one of the most
striking instances that can be found of wealth of which the value
15 due not to labour—or at least not to labour spent on the
valuable thing itself—hbut merely to its searcity and utility;
since the land containing such a mine rises to a price far cx-
cecding that of agricultural land, as soon as the existence of its
contents is known, before the application of any part of the
labour that will ultimately be needed to extract them, Anpother
case where the element of labour is practically alsent is thal of
ground employed for dwelling houses in towns; the high rent
of which 1s entirely due to the utility attuching to such ground
from its situation,

§ 4. There are various other uses to which land—including
the permanent results of labour applied to land—may be turned
so as to yield the owner a surplus which might be classed as
ceonomic rent.  Thus a railroad favourably situated or cheaply
constructed is, no less than a farm, an instrument of which
land in its preexisting condition may be regarded as raw
naterial; by weans of which the commodity of conveyance
between certain places is produced and sold at a price that
vields its owners considerably more than ordinary interest on
the cost of making the railway (including the purchasc-money

202
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of the land); because it is cither not possible owing to legal
obstacles or otherwise to construct an equally effective instru-
ment for the same usges, or at any rate such a construction
would be too costly to be profitable. A similar exemption fram
the ordinary effcets of competition is enjoyed by certain other
portions of industrial capital, such as the capital of waler-
companies and gas companies; whose dividends arc in con-
sequence conslderably higher than current interest on the
original outlay. So, again, the immaterial results of the labour
of Invention, protected from imitation by patents, frequently
vield a similar surplus. Even when the extra profit obtained
by using the patent does not amount to more than a fair interest
on the value of the labour and materials expended before the
invention was perfected; still, as the intellectual result when
once achieved does not require renewal, such extra yield is in
any particular case determined—like cconomic rent—without any
relation to the value of the inventor’s labour.  And if it 13 still
possible for persons excluded from the advantage of the patent
to use profitably inferior processes of production, the extra yield
obtainable by those who use the patent will be determined in a
manner exactly analogous to ordinary agricultural rent.

So, again, the extra profit obtained by the Goodwill or
Connexion, which gives firms of long standing an advantage in
the competition for business, is often very analogous to rent ; for
though it may broadly be regarded as interest on the cost in labour
and outlay incurred without adequate 1mmediate return, during
the earlicr years of the business; still it 1s oflen mainly due to
a favourable concurrence of social conditions, and when once
acquired 1t tends to maintain itself by the mere vis inertie of
habit, without any extra exertion of skill or energy on the part
of those who enjoy the advantage.

In many cascs, however, it 1s diffieult lo separate the extra
yield obtained merely by such established connexion from that
which is due to general belief in the excellence of the com-
modities furnished by the firm in question; and so far as this
belief 1s really founded on the skilful conduet of the business,
the additional income obtaived by it—whatever may be Ius
ultimate analysis—will be more naturally discussed under the
head of Wages,



CHAPTER VIIL
GENERAL WAGKES.

§1. WE vow approach the part of our subject which,
especially in recent ycars, has both cxcited the keenest prac-
tical interest and given rise to the most perplexing theoretical
controversy—the competitive determination of the wages of
labour. It seems to mo most convenicht—as it is not wousual
—to separate the investigation into lwo parts; to commence
first by asking how the amount' of Clencral or Average Wages is
determined ; and then to proceed to scek an explanation of the
differences of wages in different employments. This course is
further recommended by the fact that the first of these ques-
tions, inken separately from the second, is the one on which
English political economists Lave bestowed most attention™

In the first chapter of this book I proposed to extend the
terim Wages 50 as to include the remuneration of all kinds of
Jabour, and T shall ultimately adopt this more extended defini-
tion of the term,  DBut since other economists generally denote
by “wages’ (when used without qualification the remuncration
of labour hired by employers, it seems convenient to adopt this

1 Tt should be observed that this is not the same thing as asking what
proportion of the total produce is allotied as wapes. By reazen for taking the
quession as stated in the text will appear later on.

% The reader should bear in mind that throughout both parts of this investi-
pation Competition ig understood to exelude Combination, whether of employed
laboarers or employers, In 5 subsequent chapier {ch, .} T shall consider to
what extend this eompetitive distribution is liable to be abrogated or modified in
canzequence of the setion of such combinalions witle the view of rulsing orx
lowering waTes,
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meaning in the critical discussion which will occupy the first
part of this chapter®.

We may begin this discussion by noticing one way of
dealing with the question of wages which very naturally and
obviously suggests itsell to the mind of reflective persons, and
is therefore liable to mix Hself morve or less unconsciously with
any other theory that they may adopt, noless it is openly and
clearly cxpressed and discussed. I mean the view in which
labourers are considered as productive instruments requiring a
certadn quantur of food, clothing, lodging, &e, to keep them
in the most efficient condition from birth to death; and this
quantum, whatever it may be, including whatever is similarly
required to maiutain the wives and mothers of labourers, is
regarded as their normal share of the social produce. That
this is the share that they ought to receive in an ideal state
of soclety 1s an ethical proposition which may, perhaps, be
plausibly maintained; bul it is easy to show that there is

1 It shiould be observed that Mill, in the chapter (Boeok 1 ¢hap. xi.) in which
he trears of ‘fthe causes which determine or infiuence the wages of labour
** generally,” expressly proceeds ““as if there wore no other kind of labour than
v cammon unskilled lahour, of the averare degree of hardness and disagreezhle-
“ness.”  DBut I am not sure that he quite realises how widely this hypothelical
procedure diverges from the actual facts, in such a eonntry as Kagland—~in 1867
Mr Dudley Baxter estimated the persons engaged in *fagriczlture and naskilled
“labour ¥ in England as little morve tnan a third of the whole class of mannal
labourers {2,8£3,000 out of 7,783.000), and their net annunal earnings as cou-
siderably less than a third of (be aggregate earnings of manual labourcrs
{70,659,000 out of 254,729,000). At any rate I think that in the comrse of
his disenssion the very hypotbedical charaster of the assumplion on which he
iz proceeding, rather drops out of hiz own mind, and is certainly liahle to drop
out of khig reader’s mind, Thus F obsurve that, when he pagses (in ehap, xiv)
to treat of the difference of wages in different employments, he speaks of his
previous diseussion as having been concerned with the * laws which govern the
« remuneration of ordinary or averagze labonr,” without any notice of the greal
difference between the average remumeration of labour generally, and the
average rermuneration of unskiiled labonr. I observe too that in the chapter
in Prof. Fawcett’s Manual (Bk. 1. ch. iv.}, the doeetrine of which is mainly
dertved from Mill, the treatment of the “average rate of wages” makes no
reference to Mill's expressly hypothetieal procedure, but refers apparently to
the aveinge of actunl wages,  Aud sinee it scems best to devinte as little as pos-
sible from aclual facts in the assumpeions on which our reasoning proceeds, I
shall mean, at first, by general wages the average remuncration of all the hired
Iabour that is aciually supplied in a2 modern civilised community ; afterwards,
in § 5, extending the term to inelude all remuneration of labour.
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no necessary tendency In a system of free competition to
give them just this share and no more. For if the labourer
can produce more wealth than he and lis family requive for
necessary conswinption, he may obviously, being a free agent,
keep and enjoy the remainder; and we must assume that
he will do this if he can. It 18 true lhat in such a country
as England, labourers withouvt any capital could not produee
cnough to keep themselves alive; stll, as capital could not any
more be used without labourers, if the combination of the two
produces both more than is necessary to keep the labourcrs in
efficient condition (and also more than is necessary to induce
the owners of wealth to keep up capital, to the extent required
to make labour thus productive), there 1s no general reason why
the labourer should not by free contract secure a share of thig
extra produce.

Nor can it even be mauintained that at any rate the food,
clothing, &e., necessury to keep the labouwrer in the most
eflicient condition will give us & mantmwm bolow which the
self-interest of ewmployers, if duly enlivhtened, will not suffer
wages to fall.  This would no doubi be true if the present
labourers alone were concerned and if the employer could
actually feed, clothe and shelter his labourers just as le
feeds, covers and shelters his horses, But when we consider
the labonrer as a free and independent eitizen, and also as the
father of a family, spending at lus own discretion a consi-
derable portion of his wages in reaving a future generation
of labourers, the case is altered,  Suppose that the employer
kunows that his labourer is uvnder-fed and that ball-a-crown a
week, spent on nourishing food and warm clothing, would
resalt in more then half-a-crown’s worth of extra value in the
produce of his week’s labour. 1t does not follow that it is
his interest to give him the extra half-crown : for in the first
Mace the labourer may spend a large portion of it in alcoholic
hquors, &c., which will impair rather than increase his efficiency;
and secondly hie may spend a large portion of it in providing
better food and elothing for his family ; which though it may
be amply repaid to socicty in (he additional cfficicney of the
future labourers whom le is rearing, will not necessarily afford
any peenniary asdvantage to the employer who way have no
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means of securing to himself any of the value of this future
efficiency.

Hence it is only under special circumstances—i.e. if the
employer has adequate empirical grounds for believing that the
higher wages will actually be spent in increasing the efficlency
of labourers whom he will himsclf employ'—that his self-
interest alone can be relied on o sccure such provision for
the labourer as would make the excess of his produce over lis
conswnption & maximum.

§ 2. The view just discussed has not, so far as I know,
cver been adopted by professed political economists. In fact,
until receutly, these latter, instead of making the efliciency of
labour a prominent element i the theoretical determination of
general wages, have maintained a doctrine which appears to
leave it altogether out of account. This is the doctrine cur-
rently kpown ag the Wages-Fund Theory; which in 1869 was
“presnmed” by John Stuart Mill {o be “found in every sys-
“temaiic treatise on Political Econemy,” and which remains
unretracted and unmodified in the latest edition of his own
treatise.  The theory is stated by Mill in an essay, in which
1ts Inadequacy s admitted, as follows,

“There 1z supposcd to be at any given instant a sum of
“wealth which is unconditionally devoted to the paymens
“of wages. This sww is not regarded as unalierable, for it
“is augmented by saving and inereases with the progress of
“wealth ; bub it is reasoned upon as at any given moment a
“ predetermived amount. More than that amount it is assumed
“that the wages-receiving cluss cannot possibly divide awmong
“them ; that amonnt and no less they cannot but obtain,  So
*that the sum to be divided being fixcd, the wages of each
“ depend solely on the divisor, the number of participants®”

On this view, then, if we say—as those who adopt this

1 It is to be hoped that many employers, in modern civilized zocieties, would
incur the extra expenditure in the case supposed, even if the ehance of securing
to themsclves a remmnerative share of the resulting addition to the wealth of
the communiiy did not seem quite worth purchasing at the price, on striet
caleulations of probable gain and loss. Bud our deductive rcasonings are con- -
cerned primarily with the < sconamic man,’—who, though he may be allowed to
e philanthropie, must be assumed not to mix philanihropy with buginess.

4 Mill, Diss. 1v. p. 43, in a review of Thornton On Labour.
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theory commonly do say—that wages are determined by the
relation between the supply of labonr and the demand for it, it
must be cbserved that the tcrm “demand ® must reccive a
signification different from that which was given te it in the
Theory of the Value of JMaterial Products: since a rise in
the detnaud for labour will not correspond to any change i the
gencral estimate of the final utility of the commodity demanded,
mt merely to an inercase in the finds deveted to the purchase
of labour, determined without any regard to the utility of the
labour.  And wages being thus determined, the defermination
of general profits is siwilarly simplified : profits in the aggre-
gate arve simply the excess of what the productive labourers
produce over what is required to replace their wages. And
thus, as was before remarked, the theory of Distribution comes
to be trcated by Mill and his followers as though it had but
shight analogy to the theory of the Exchange Value of products.
The discussion in the preceding chapters will already have
shown the rcader that T de not adopt this method of treatment.
But the Wages-Fund theory has been so widely accepted, and
by writers of so much authority ', that it seems desirable to
examine it carefully, and try to fix ag precisely as possible the
nature and source of the error that, in my opinion, it contains.
Iu the first place, however, somne care Is needed to get the
doctrine itself guite clear; as the language 1 which it is ex-
pounded by Mill in his treatise is certainly liable to he mis-
understood; and has, jo fact, exposed him to the charge of
presenting an arithmetical truism as an economic law®.  In the
passage (B, 1L e x1. p. 1) in which he first speaks of the wages-
fund he seems rather to deseribe the elements of which the
whole sum paid in wages is composed, than to state the law
by which the total is determined. “What may be called
“the wages-fund of a countyy,” he says, is made up of “that
“part of the cireulating capital” of the country “which is
“expended in the direct purchase of labour,” together with all

1 As T have noticed, Mill himself partially rencunced this theory (in the
review before quoted). His leading disciples however, declined to follow him
inthizrenunciation. Sce Cuirnes, Some Leading Principles of Political Econony,
Tr, a1 e 1o and compare Faweatt, Manval nf Political Econsmy. Db 11, e, 1v.

2 CLL Cairnes, fac, ot
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other funds that arc paid in exchange of labour. But obviously,
if we knew no more of the wages-fund than that it is a fotal
thus heterogencously composed, the statement that “the general
“rate of wages cannot rise but by an increase of the aggregate
“funds employed 1n liring labourers or o diminution in the
“putnber of the competitors for hire ™ wonld be as unimportant
ag it is undeniable; it wonld be merely saying that a quotient
can only be made lurger by increasing the dividend or diminish-
ing the divisor.

‘What Mill, however, was really concerned to assert was
something much more important than this elementary arith-
metical proposition. He meant that, since the greaut majority
of the wage-earning class are labourers hired by employers for a
profit, the amount of wealth devoted to the payment of wages is
mainly determined by the “law of increase of capital,” that is,
by saving. It was of conrse always recagnized, by himsell and
his followers, that, strictly speaking, the “capital” of which the
increase is important to the labourer is “only circulating
“capital aml not even the whole of that, but the part which
“1z expended in the dircet purchase of labour” Notwith-
standing this, it was thought a sufficient approximation to the
truth to say for shortness that “wages depend on the proportion
“beiween population and capital.” Mill certainly warns his
rcaders that this is an “elliptical not a literal statement” : but
this and equivalent phrases are used without qualification in the
pepular manual of one of his most distinguished diseiples.  “ 1t
“has been shown,” says My Faweert?, ¢ that eapital is the fund
“from which labonr iz rewmnerated, Tt thus becomes obvious
*that wages in the aggregate Jepend upon the ratio belween
“capital and population ... every law conccrning wages must be
“deduced from the fundamental conception of a ratio hetween
“capital and population ...if the number of the labouring
“population remain stationary wages cannot rise, unless capital
“ls increased.” From these premises the immediate and ob-
vious inference is that the only two ways of increasing cach
labourer's sharc of the anuual produce are etther (1) to add to
eapilal by saving, or (2) to deerease the number of labourers,

& 3. Now T am not prepared to dispute the eflicacy either of

U Muanual of Political Eecnomy, Book 1. ¢, 1v,
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increased saving or of deercased population, for the attainment
of the desired end of increasing the average rate of wages in
England at the present time.  But the abstract doctrine from
which these practical conclusions are deduced appears to me to be
based upon a wrong conception of the nature of the need which
labomrers have of capital; and 1 consequence to concentrate
attention too cxclusively on the above-mentioned expedients
for raising wages. I shall endenvour to show this first without
rejecting the received view, according to which a portion of the
capital of the country is conceived, while remaining capital, to
constitute the fund that is pald in wages of productive labour;
thougl, as I shall afterwards explain, I cannot but regard this
view as inconsistent and confusing.

To begin; it is obvious that any theory, in stating which
it is deemed legitimate to use the gencral term ‘ecapital’ to
stand for the portion that is paid in wages, treats the ratio
Ip which any given amount of savings may be expected
to be divided between wages-fund and otler eapital as some-
thing that may be left andetermined.  Now the theorctical
incompleteness of this treatment can hardly be dented; but to
make clear the practical importance of the point thus passed
over, it will be well to consider how larre a proportion of the
actual capital of this country, In any year, exists in some other
form than that of real wages of the labourer. We shall over-
state the annual inconie of the wage-earners by taking it at
400 millivns : and we shall mueh understate the value of the
other capital of the employers of these wasc-earners it we take
it al 2000 millions; but il is quite sufficient for my argument
to assume that thoe proportion of other capital to wages-fund
i3 as 5 te 1. Suppoge now that in a vear 120 millions are
saved and added to the existing capital. In what proportion
are we to suppose thiz to be dinided? Mill seems to have
tacitly assumed that it would be approximately in the same
proportion of 5:1; ie that out of the 120 millions saved
about 20 millions would be added to the wages-fund and about
100 millions to other capital: so that there would be about
100 millions more of hwmprovements in land, machines and
other ingtruments, and raw and auxiliary materials,  But then
we are mel hy this ditficalty.,  If the number of machines, &e.



316 (EVERAL WAGES. [Boox I1.

are iucreased, must not the number of labourers employed
upon them be increased in the same ratio? but on the other
hand, if the number of lahourers are increased in the same
ratio, there will he no increase in the rafe of wages, unless the
progress of industry has incrensed produce in a greater pro-
portion than the increase of capital, which Mill certainly does
uot assume—and in fact, as we bave scen, Mills chief recom-
mendation tu the Taborer is to avoid inercasing in the same
ratio as capital.  Suppose that the labourcrs carry out this
recomnienduiion zo effectually as not to increase at all, what
will Le the reeult?  Will the former proportion of what I will,
for brevity’s sake, call ¢ Non-wages capital’ to ‘ wages-capital’
be still maintained 7 The answer that Cairnes, in his develop-
ment of Mill's doetring, gives to this question is rather startling.
He assumnes' that the proportion that non-wages capital bears to
labour ie determined by the nature of the national industries,
so as nol to vary with the rate of wages. It would seem to
follow from thas that, supposing capital to be increased by 120
millions aml labour not at all, the whole of Lhe 120 wmillions
would be added to the wages-fund. But then umless the
labonrers becuime persomally more efficient 1n conscquence—
which Claitnes docs not assuie—there would be no increase in
the annual produce, aud therefore the whole increase in the
wages-fund would aceording to this theory be taken out of profits
within the vear after the risc.  Now, though I do not consider
saving to depend so entircly on the prospect of profit as Mill
and other econotnists, still I cannot doult that a reduction of
profits by an amount equivaleut to the whole amount saved
would very soom bring acenmulation to a stop; henee the con-
clusion from Cairnes’ assumptions wonld seem to be that under
no cireninstances can capital increase to any considerable cxtent
unless the number of labourers increases also.

In view of this pavadoxical result I scarcely think that
Cairnes would Lhave maintained the arbitrary hypothesis from
which I have inferred tt. He would hardly, on consideration,
Lave refused® to admit the general assumplion made in the

v Some Leading Drinciples, Part 11, ¢. 1. § 8,
¥ Caimes afterwards recognizes (2. e, § 9} that the *indusirial developmeng
ol a progressive community follows a well-defined course,” according to which
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last chaprer but one, that, given the extent of the indusirial
demand for capital, the amount that may be profitably employed
in aid of labour will not be a fixed quantity ; bnt will tend to
be greater or less as the rate of nterest falls or riscs. It follows
that if we supposc an inerease fo take place in the proportion
of total capital to number of labourers, other things remaining
unchanged, in congequence of which the rate of wages begins
to rise and the rate of interest to fall, we must also suppose, as
a concomitant effect, an increase in the proportion of non-wages
or ‘auxiliary’ capital to labour. And again, from this inercase
in the aid rendered by capital to labour, we must further infer
an increase in the average productiveness of labour, and there-
fore in the aunual produce. Ilence the increase in the wages-
fund that accompames the increase in the non-wages capital
will not be taken entirely, nor perhiaps even chiefly, out of the
shaves of other menthers of the community; and therelore the
accumulation of capital may still go on, though at a somewhat
decrensed rate.  Nay, further, when we ave considering ibe
matter from a purely abstract point of view, and not in relation
to the special cirenmstances of a crowded country like England,
we must not exclude the possibility that new investments may
tend on the average to enlavge the field of profitable employ-
ment for eapital in some ways as much as they contract it in
others; so that, in fact, the inerease of eapital may increase the
efficicney of labour in as great a degree as it increases the
wages-fund 5 and thus not cause any permanent fall in the rate
of interest?,

It this reagsoning be sound, it is manifest that we cannot
regard the rate of wuges as determined morely by taking the
“ ratio between capital and population ;7 since this alene helps

“a constant growth of the natioval capital is accompanicd with a ncaly
= gually constant deeline in the proportion of this eapital which goes to support
“labour.”  Bus he treats this change as ““ the inevitable consequence of the
“oprogress of the industrial arts 75 lie does not anywhere recognise that the
mere inerease of capital through saving must have a catuin tendsacy to
produce this result, independenily of any change in the arts of industry,

1 In this cuse the limit for each employer of the amount of eapital employed
wonld be determined not by deerease in prospective profit, but by incrcase
iz disadvantiages of borrowing,
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us but little towards ascertaiuing the ratio Letween wages-fund
and population.

§ 4. But, as was before said, I am myself unable to adopt
the view that wages are nonmally paid out of capital at all.
It 15 no doubt true that a certain portion of capital is always
—to use Bagehot's term—Remunceratory and not Auxiliary
in its nature: that is, it doesz not consist of instruments that
make labour more eflicient, but of finished products, destined
for the consumption of labourers and others. This part of
capital continually becomes real wages (as well ag real profits,
mterest and rent) being purchased by the labourer with the
money wages he veceives from time to time. But it does ot
scem to me therefore correct to regard the real wages as capital
“advanced” by the employer to the labourer. The transaction
between the two is essentially a purchase, not a loan. The
employer purchases the result of a week’s labonr, which thereby
becomes a part of his capital; aud may be conceived—if we
omit for simplicity’s sake the medinn of exchange—to give
the labourer in return some of the finished product of his
tndustry.  When this transaction is complete a portion of
the capital of the counntry has undergone one of the trans-
formations through which capital is continually passing; and
exists now in the form of the vesults of a week’s labour, having
previously existed in the form of finished but unsold products;
while by the same transaction the labourer has obtained a share
of the produce of industry in recurn for Lis Iabour.  This seems
to be the only clear and consistent view that ean be taken of the
payment of wages, aceording to the line before drawn between
“capital” and “produce™: which line, again, appeared to be the
only one by which we could male precise the meaning commonly
attached to the two terms.  Economists who have not adopted
this view are liable to fluctuate confusingly between two un-
reconciled conceptions of wages; ot one time speaking of them
as “paid out of capital” whilst at another time calling them
the labourers’ “share of the annual produce of labour and
“capital,” and implying in this and other phrases that “ capital ”
and “ preduce” are two distinet portions of wealth,  This con-
fusion seems to be best avoided by considering the assistance to
production rendered by labour—whatever form il may take—
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as constituting the real capital of the employer who purcliases
it; and the commodities that continually pass into the con-
sumption of the labourers as their share of the produce.

To put the matter briefly, “remuncratory capital” does not
remunerate while it remains capital. The products consumeg
by the labourers so long as thoy are capital, are a part of the
stock of traders; when they have passed into the labourcr’s
possession, in return for the resnlts of his labour, they con-
stitute his share of the prodece—and if, as we have scen, they
may in a certain sense be regarded as capital after that, they are
merely ‘consumers’ capital’ of the labourer. Thus we should
not regard each addition to the total stock of capital in the
country as containing an addition to the wages-fund; but only
as tending to increase wages indirectly so far as it (1) incrcases
agoresate produce by supplying industry with additional in-
struments, and (2) inereases the labourers’ share of produce, in
conzequence of the lower rate of interest obtalned on the in-
crcased supply of capital.

The adoption of the other view proceeds—like so many
other economic crrors—from a one-sided attention to the more
obvious and striking results of investing capital. It 1s of course
true that when a new investment of capital is made, a large
portion of the money employed iz generally paid in wages to
labourers ; and the inference is natural, that if 1t were not for
this investment, the labourers in question would not be re-
ceiving wages <uring the period i which the process of in-
vestwent is golng oi.  Bui the inference is mistokew; for we
must assnme, speaking broadly and generally, that the labourers
if nel employed iy this way, would be earming a share of the
produce—though a somewhat smaller share—in some other
worle, It 1s possible indeed that some of them would have been
idle; and no doubt the sudden cessation or depression of any
particular branch of industry would throw many labourers out
of work ; so that, under cortain eircumstances, the withdrawal of
a given amount of capital might conceivably involve a diminu-
tion in the real wages of the employed not much less in extent,
But s result is very exceptional: and, so far as it occurs,
the less Lhus caused to the labourers should be regarded as a
transient result of the disorganisation of industry, not a per-
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manent consequence of the dimination in the amount of capital.
Speaking generally, there is no reason for supposing that a
larger percentage of labourers will, on the average, be unem-
ployed in a community with small capital than in one with
large ; only in the former their labour will tend to he ceteris
paribus less productive, and their command over the necessaries
and convenlences of life will generally be less In consequence

§ 5. TIow then is the share of the produce that, during a
normal period, falls to labour, competitively determined ? if a
mere consideration of the numerical ratio between amount of
capital and number of labourers does not help us to determine
it.  In answering this question I follow, as was before said, the
common practice of economists in investigating first the gereral
or arerdge shave that falls to labourers taken in the aggresate.
Buat in oue important peint T propose to deviate from the com-
mon praclice, in company with one or two recent writers, and
melude in the notien of the labour that carns wages all re-
muncrated employment of time and cnergics ; and thercfore
the exertions, lutellectual and muscular, of the employer npo
less than those of the emploved. The reasons why this course
is vot commonly adopted by English economists seem to be
twolold ; first, the remuneration of the employer's exertions,
so far as he employs his own capital, is actually received by
him blended in one lump with the returns io his capital, and
ean only be artificially distinguished from it by cconomic

T Agadu, it i3 of course true that if wages viss the eapitalist employers have
to ¢pend a larger sww In purchasing dhe results of o given smount of labour;
Lut then since these results hrave, by suppoxition, risen in market value, their
capital (estimated at its market value) is corvespondingly inereased.  Thuot thus
vke ecapitalists” wezith ig not decreased, while the labourers’ is increased, by a
simple exehange of equivalents, is certainly a paradoxieal result; but I bave
alréady noticed that this paradox Is an inevitable consequence of measuring
Produeers’ and Consumers’ wealth together by a common standard. In fact the
capitalists’ increase of nomina! wealth is greater than has just been indicated ;
since they will obtain an equal rise in value on all similar results of labour
which they have previously parchased, so far as their value depends on the cost
of reproduction.  No doubt, if the taboor grown dearer is not really more
effielent, their nominally inercased capital may nol bring tiem in any more
income, But this result will net snrprise us when we refleet that, if the labour
rrown dearer is not more productive, the rise In wages must involve a fall in
interest; and it is implied in the very notion of a fall in interest that a lsrger
amount of eapital is reqnired o bring in a given income.
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analysis; and secondly it is the employer’s share that in or-
dinary thought is most obviously contrasted with that of the
employed, as tending to rise when the latter falls and wice versd.
As regards this sccond point, it cannot be denied that the
interests of employers are so far opposed to those of their em-
ployees, that an increase due to certain causes in the share of
eiflicr class tends to he accompanied by a decreage in the
share of the other. Bul thls in no way places the former class
in ap exceptional position : since similay oppositions are con-
tinually liable to oceur between the pecumiary interests of dif-
ferent groups of employed workers. Nor, again, is there any
prima fucte ground for asswming that the rate of employer’s
remuneration and the price paidl for the use of capital are
governed by the same luws; aund there is certainly more
affinity between the return a man gets by working in one
way and the return he gets by working in some other way,
thun there is between remuncrasion for work of any kind
and the uains obtained through the mere ownership of the
wealth used in industry. Indeed the manager of a joint-stock
company, or even of a private industrial establishment, does
chiefly the same kind of work as many employing capitalists ;
and if, as is very likely, he has capital invested somewhere else,
lie is practically induced io remain a manager, instead of setting
up on lLis ownh account, by the coosideration that hie will be
better remuncrated for his labour in the former position than
n the latter,

1t may be urged, however, thal Lhe ascertaiument of the
amount of aggregute or average wages, in which we lump
wzether the earnings of employers and employed, will not really
answor any question of practical interest; for what both labourers
awd employers are concerned to know 1s the amount of remunera-
tion that the two classcs respectively may look for, mot the
amount of produce that is somehow to be divided among them.
But here again we may rgjoin that any particular labourer is
only concerned with the average wages of the whole aggregate
of hired lanbourers in a very indircet way; so far, that is, as
changes in this average rate may bo cxpected to extend their
elfects Lo the particular liranch of industry to whiel he belongs,
And i the same way he is indirectly concerned, in only a

5. E. 21
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slightly additional degree of remotencess, with the remuncration
of the ageregate labour of the society of which he is a member.

The chief advantage of presenting first this more general
question is that it brings into prominence an element in the
wages-problem which the discussion of particular wages is apt
toleave in the buckground. When we are considering variations
in the wages of this or that group of labourers wo commonly
assume, ns it is couvenient to do, Lthat the real contribution of
these labourers to the whole produce of the community is given,
and that what we arc concerned to investigate 1s merely the
variation in the amount of the equivalent that society is willing
to give them for this contribution. But when we are con-
sidering the reward of labour in the agoregate, it is obvious
that it tends to be increased, ceferis paribus, by any cause that
tends te make labour more efficient.

In faet, in the determination of Inierest and Renl, as ex-
pounded in the two previous chapters, we have by implieation
indicated how general wages are determined; so far as the
supply of labourers is assumed to be given. For whai remains
after subtracting the ageregate prico paid for the use of capital
(including land)—whether this be crdinary interest, or extra
payment due to any kind of monopely or searcity—is obviously
the share of labour in the aggregate.  As I have already said, I
agree with English economists generally in holding that, in such
a country as Ingland, this share tends to bear a smaller pro-
portion to the total number of labourers as thalt number
increases; supposing other things, including the amount of
capital used in their aggregate industry, to remain the samc.
But, T shonld state the reasons for this conclusion quite differ-
ently from those who adopt the “wages-fund” doctrine, and
determine wages simply by the arithmetical ratio between capital
and population. In my view this result is due to the fact that
if labourers increase in number, capital remaining stationary,
the industrial demand for the aid of capital will tend to rise,
and thercfore the portion of the total produce paid for the use of
a given amount of capital will tend to be greater; at the same
Lime the proportion of total produee to the number of labourers
will tend to be Iess, as the loss of efficiency of the capital-aided
labour, due to the diminished returns from land, is likely to be



Cmar, VIIL] GENERAL WAGES, 323

greater than the gain in efficiency from the increased advantages
of ccoperation', while, again, the owners of Iand and any other
emplovers whose capital is partially cxempted from competition,
are likely to absorb a considerable share of this latter gain,
On this latter ground, again, cven if capital increases pare
prssie with labour, the reward of labour will tend to de-
crease in such a country as Fngland, as its quaniity incrcases ;
unless some iinprovement takes place, through invention or
otherwise, In the average efliciency of the capital-aided labour.
On the other hand any such improvement is on the whole
likely to increase the labourers’ share of the produece ; though it
should be observed that different kinds of improvement operate
in very different modes and degrees to bring about this result.
Improvements in the physical, mnoral, or intellectnal qualitics of —
labourers tend primarily to increase the share of the produce
that falls to labour, leaving the share of capital unaltered ; and
the same Is {rue of all invemtions that ceconomize the labour
necessary to produce a given result of utility,—whether they
are discoveries of new processes in industry or new lines of
trade—provided that they do not require the use of an in-
creased amount of capital. The great majority of inventions,
however, do require additional eapital; and in this casc it is
possible that nearly the whole gain of the invention may
become an addition to the share of the capitalist; it is even
conceivable that, owing to the rise in the rate of interest due to
the Leener demand for capital, the owners of eapital gencrally
may ohtain an addition to their shave ezceeding the whole extra
produce duc to the invention, In this way we reach the con-
clusion that the introduction of machinery, though profitable to
the community taken as a whole, may conceivably, in a state of
free competition, be temporarily injurious to the inlerests of all
members of the community who are not owners of capital.
This conclusion however has little practical application; most
important inventions, while inereasing the field of employment
for capital, have at the same time effected a saving of expense
to the community much greater than the additien they have
cauged to the capitalists’ sharc of the prodnce. Still the essontial
! On account of this logs through erowding it is of cotrse possible that
interest may not rise even though the average remmneration of labour falls.
21— 2
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difference, from the labourers’ point of view, between inventions
that mercly economize labour without requiring extra capital,
and those that enlarge the field of employment for capital,
should be carefully noted,

§ 6. Sines, however, variations in the number of labourers
within a given country tend to have—on whatever ground—
important ¢ffects not only on the average produce per head of
the industry of the country, but also on the proportion in which
the produce 1s shared between labour and capital ; it i1s neces-
gary, in order to complete our view of the determination of
gencral wages, to take into account the exteni to which the
supply of labour is itself affected by itz remuneration, and
cxamine the reaction on the price of labour of this influence
excrcised by price on supply.  As we have before observed, the
quantity of labour in a community may vary independently of
any variations in the aggregate of its popnlation, from changes
either in the proportion of workers to non-workers, or in the num-
ber of hours devoted to work inthe year,  Such changes actually
oceur to an extent not unimportant, and are often at least partly
due to variations in wages : but I do not think that we can say
goncrally that a rise or fall in the price of labour has a definize
uniform tenddency to increage or dimiuish the quantity of labour
supplied by a fixed quantity of population. We will aceord-
ingly confine owr consideration primarily to the influence of high
or low wages on the increase or decrease of population in the
ageregate ; only taking note of the offcet on the proportion of
workers to non-workers, so [ar as ilig 13 inseparable [rom the
cffect on aggregate population. We will further snppose, in the
first instance, that changes in the remaneration of labour do not
materially tend to affect its cfficiency.

We may begin by noticing an important case in which the
action of price on supply may be neglected without material
error, in investigating the determination’ of wages—the case,
namely of a thinly-peopled peaceful country, cultivated, as a
new colony i1, by methods belonging to the most advanced
stage of mdustry. Here no considerable number of persons are
prevented frem marrying by lowness of wages; and there-
fore, so far as native labour is concerned, supply may pro-
perty Le treated as indepeudent of price. Siill even in guch
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a country the total supply of labour will actually depend to
some extent on Immigration; and this will be affected by the
rate of wages—though probably net to an extent sufficient to
react materially on the rate iself. But in a thickly-peopled
conniry

according to the Law of Increase of Population as
stated in Book T'—wc must regard the lowness of the real
reward of labour ag a coutinually active check (o Lhe increase
of population ; the foree of which is no doubt diminished, but
not actually removed, by emigration to other countries where the
wages of labour are higher.

The check is actually applicd in several very different ways;
thus tn England, among the upper classes of labourers, it takes
almost solely the form of abstinence—prudent or vicious—from
matrinzony ; while lower down in the social seale the restriction
of numbers results, to a certain extent, from the mortality among
young children in consequence cither of Insullicient provision of
necessuries, or of the absence of due maternal care, in eaze the
moethor of the [family has to eurn wages for its support.  TIn other
countries, again, the reduction iz said to be partly effected by
voluntary limitation of the number of children in a family; and
somctimes by legal obstacles to early or imprudent marriages.
However, in one way or another, it may be laid down that an
effective check is exercised on the great majority of labourers in
all European countrics by the actual lowness of the remuncra-
tion of labour: and under such circumstances, it is evident that
if general wages rise the force of the check will almost certainly
be diminished, and a stimulus will be given lo population of
which the ultinate tendeuncy will be to lower wages again.
Sumilarly, if wages {ull through any ecause, the check will be-
come more stringent ; and so, other things remaining the same,
wages will tend to rise again, when population Las been thereby
reduced.  In cither case, too, the temporary variation in the
reward of labour, being partly absorbed by an increase in the
number of non-workers requiring to be supported by the
workers, 13 prevented from affecting proportionally the style of
living of any eclass®.  And if we eould assume that the average

VOf e vio § B
? The causes that tend to maintain different grades of labourers with

different siandards of comfori, cven in a secicty where competiiion is vnre-
slricted, will be discussed in the following chapter.
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standard of household expenditure in any grade of labourers,—
the amount of income on which a man of average prudence
would think himself justified in marvying—remained approxi-
mately constant; then so long as population was cffectively
checked by want of means, this habitual standard would give us
a normal rate of wages in each class—and therefore celers
partbus' of general wages,
slowly oscillate, just as the market-value of a material product
oscillates about its cost of production. In fact we might regard
this habitnal standard as, so to say, a <Quasi-cost’ of Produc-
tion of labour; being as closely analogous to the cost of produc-
tion of a material product as is compatible with the labourer's
freedom of choice.

But it need hardly be sauid that this supposition is only
useful to facilitate our general conception of the mutual influ-
ence of Supply and Remuneration of labour. The assumption
of a fixed standard of living is, of course, quite unauthorized as
regards labour taken in the aggregate. If a fall takes place in
the ordinary wages of any class of labonrers above the worst-
paid, frem which they cannot be relieved to any material extent
by industrial competition, we can hardly doubt that while it
will partly cause a diminution in the per centage of marriages,
it wiil also take cffect in a lowering of the standard of living;
the “Quasi-cost of Production” of the labour in question will
be somewhat lowered and therefore though the diminution in
the supply will tend Lo ralse wages again, 1t will ooly raise them
to a sontewhbal lower point.  Similarly, a temporary rise in the
markel price of labour will have a certain tendeney to raise the
quasi-cost of production up to it.

Hence we cannot say that the ‘standards of comfort” of
different classes tend to give us a definite normal rate of wages
in each class—still less that they tend to give us a normal rate
of general wages; but merely that they tend to counteract, to
an extent not delinitely ascertainable, the causes operating, at
any given time and place, to alter the amount of produce com-
petitively allotted to labour.

roundd which actual wages would

The doclrine however of a normal—or, in Ricardo’s phrase, a

1 The average would of course ba aliered by any social changes that tended
to alter the relative numbers of labourere in different grades.
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‘natural '—rate of wages is more plausible as applied to the
case of the worst-paid class of labourers—or, strictly speaking,
the worst-paid class of which the supply has to be mainly self-
maintained’.  If in any country this class is on the verge of
starvation, any reduction in their wages can be only very
transient.  And it is probable Lhat & rise in the wages of such
labourers—though it must, I conceive, have a certain tendency
to raise their standard of comfort—would have a stronger ten-
dency than it would in the case of any other class to cause a
subsequent increase in the supply of labourers and so ceferis
paribus to depress wages again.  On the other hand, we ought
here ta take account of an element hitherto omitted from the
discussion : viz. tho cffect of variations in the labourers’ remu-
neration on their personal productivencss. I have so far not
intreduced this consideration, because, though some effects of
this kind are doubtless produced by any considerable change in
the wages even of better paid labourers, such effects in the case
of these latter are liable to be in diverse directions: high wages
mncrease the inducement to work, but they also enable the
habitual standard of living to be maintained with less cnergetic
work, and also tempt to unsalutary indulgences : so that on the
whole there does not appear to me adequate reason for agsuming
ag regards labour generally that high wages tend to increase either
the quantity of labour per head, or jts cficicncy.  But when we
are considering the case of labourers scantily provided with the
means of maintaining physieal health and vigour, we can hardly
doubt Lhat a material rise in wages would partly take effect in
improving the productive powers of present and future labourers ;
and this improvement would tend materially to sustain the risc
in wages that caused it. DBut to attempt an accurate balance
of these difforent tendencies would, 1 coneeive, be idle, so long
as we are confining ourselves to this abstract treatment of the
question ; such a problem could only be satisfactorily dealt with
by the help of statistics, and in relation to a particular country
at a particular time.

! The worst-paidl labour of all iz thal of elasses in towns kept up to a
considerable extent by the degradation of members of other classes, and there-
forc unliappily cxempied from the economie necessity of keeping up llheir own
numbere.



CHAPTER IX.
PARTICOLAR WAGES AND PROFITS.

§ 1. I~ the attempt to show how the average wages of
labour taken in the aggregate tend to be determined, we have
been nevitably led to take nole of the differences which nor-
mally subsist, even where competition is legally quite open,
belween the wages of different branches of industry,  As has
ablready been observed, it is this lalter question which Is most
interesting lo any particular labourer: the variations in an
average found by dividing the aggregate of workers’ remnu-
neraticn among the aggregate of workers do net practically
concern him, except so far as he may infer from them the
variations 1n the wages that he may himself expeet. It might
be added that cven the average rate of wages in his own
industry only concerns litm indirecily, unless he is conscious
of being an average worker,  There 13 hardly any branch of
mdustry in which a labourer stronger, more industricus, more
skilful, or mere carcful than his fellows 1s not likely in one
way or another to obtain more than the average rate of
remuncration. The limits, however, within which such varia-
tions in the earnings of individuals are confined vary very much
in different industries: they are naturally greater where work
is paid for by the job or piece, than where the payment is
customarily made for a day of customary length ; and they tend
to mcreasc as labour becomes more skilled, except so far as this
tendency is checked by custom or counteracted by combination.

When the superior labourer works on his own account, the ad-
ditional remuncration that he will obtain will eorrcspond partly
to the greater quantity of work that he is enabled to do by
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the more urgent demand for his services, partly to the supcrior
quality of his work so far as this is generally recognised. Similar
considerations determine the cxtra wages that an employed
labourer will receive; only that in most cases general recog-
nition of the superiority in quality of work is more difficult to
obtain : there is commonly a differenee between the real valne
of a superior labourer to his actual employer, and his market
valne as cstimnaled by emplovers generally, which difference is
the natural remuneration of the superior insight of the cmployer
who secures the superior employee.

In the first instance, however, we will confine our attention
to the case of the worker of average ability and industry, whe
cannot reasonably expect more than the average rate of wages
in his department of work. It may be thought perhaps that
what such an average worker may reasonably cxpect, under a
gystem aof {ree competition, may be stated still more generally as
the average net advantages' oblalned by average labourers gene-
rally within the region over which the competition is effective:
that, in the words of Adam Bmith, “the whole of the advan-
“tages and disadvantages of the different employments of
“Jabour and stock must in the same neighbourhood be either
“perfectly equal or continnally tendivg to equality...at least in
“a soclety where things were lefs to follow their natural course.”
¥For “if in the same neighbourkood there was any employment
“evidently either more or less advantageous than the rest, so
“many people would crowd iuto it in the one case, and 80 many
“would desert it in the other, that its advantages wounld svan
“return to the level of other employwents.”

And, n fael, in Adam Smith's careful analysis of inequalities
of wages “arising from the nature of the employments them-
“sklves,” independently of “the policy of Europe,” there is no
express recognition of ony differcnces incomsistent with this
aeneral statement®.  Nor can it rcasonally be doubted that

1T use this term--taken from the Feonomics of Industry—to denote what
Adam Smith calls *“the whole of the advantages and disadvantages” of the
different cruployments of labour: which is a somewhat loose phrase to express
the * halance of advantages alier compensating for extra disudvanlages.”

¢ When, Lowever, we look at the details of this analysis, we observe that
Adam Swmith does distinguisk one ease in which this tendency to equality clearly
does not operate @ that 1¢, where ¢ trust " is required.  As Mill justly remarks,
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industrial competition bas, within certain limits, the equalizing
tendency attributed to it by Adam Smith; or that in the ab-
sence of the counteracting forces of Custom and Combination,
this tendeney would be moare strikingly manifested than it has
yet been in any Enropean community,  But the further discus-
sion which Mill and others have given to this point has brought
tuto view importanl inequulities in the real reward of certain
kinds of labour, whick are in no respect compensatory for in-
equalities in the sacrifices entailed, and which yet the develop-
ment of competition has no necessary tendency te remove,
except in a very indirect and remote way.

The importance of this consideration we have already had
occasion to notice®.  But as the nature and conditions of these
mecualities bave hardly obtained sufficient recognition from the
followers of Adam Smith generally, I propose to devote fuller
attention to them in this chapter: confining myself for the
present to the couses which would still operate, even under a
system of complete * natural liberty,” provided that the existing
inequality in the distribution among human beings of wealth,
and of marketable natural qualities, moral and intellectual,
were not materially changed by some eause other than free
competition.

First, however, it is to be observed that what industrial
competition directly tends to equalize is not the price of equal
quantities of labour, but the remuneration of labourers of equal
gkill and energy, Ilence it may have no visible cffect on
the price of a particular kind of labour, if all the labour of
this kind required to satisfy the demand of society can be
sulliciently supplied from the spare lime of energetic persons
regularly employed in some other way. Secondly, we may
note that, in the passage above quoted from Adam Smith, this
equalizing tendency is only supposed to take effect, so far
as the advantages and drawbacks of different employments
are (1) “evident” and (2) “within the same necighbourhood.”
We have already had?® occasion te take account of the first

the superiority of reward in this caze i3 not in any way compensatory for apecinl
sacrifices: trustworthiness has an extra value due to what I call *‘scarcity,”
and Mill ** natural monopoly.”

L Of. ante ¢, 1. § 3 of this book. ? ¢ 11, § B of this book,
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limitation in discussing tendency to equality of profits in
different industries: and in any application to concrete cases of
abstract reasonings based on the assumnption of industrial com-
petition it is fundamentally important to bear in mind that
inequalitics of remuneration only tend te be removed so far as
they are “evident” to the class of persons detrimentally alfected
by them. BSuch ‘evidence’ is more likely to exist where the
unequally remunerated cmployments are “in the same neigh-
“bourhood™: but a large amount of knowledge about the wages
of labour in remote places is now everywhere attainable in
civilised eommunities; and Is actually attained to a considerable
extent, which, however, varies a good deal according to the differ-
ent intellectual development of the classes aflected. So far as
this knowledge exists, industrial competition will tend to remove
any appreciable diffcrences in the real remuneration of labour
of the same qnantity and qualivy® In dilferent Iocalities, that are
meore than snfficient to compensate for the cxpense and other
losses and sacrifices involved in migration from onc locality to
another-—supposing that the expense is not actually beyond the
means of the persons affected.  The obstacles presented by such
expense and sacrifices vary indefinitely at different times and
between different places; but we may say generally that the
range within which their effect is comparatively slight tends
to beeome continually larger as civilisation progresses,

Thirdly, however, it must be borne in mind that, even with-
in such a limited vange, the equalizing tendency of Industrial
Competition can only take ellect gradually; and, to a great
extent, through the influence exercised by changes mn wages on
prospective rather than on present labourcrs. At any given time
and place the price of the services rendered by labourers depends
on the relation of the supply to the demand no less than the
price of any material product of labour. There is thus ne

1 In comparing qualities of labour it should he borne in mind that the
processes of (nominally} the same industry are somewhat different in different
places; so that Jabourers cannot migrate between such places without a certain
loss of acquired skill. Again, if the labourcrs in any district have a low average
standard of physical efficiency in consequence of their low wages; then, however
casy migration may be to a neighbouring distriet where both the wages and the
efficiency ave greater, the diffieully an immigrant would have in earning the
higher wages wounld be a serious obstacle to equilization.
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reason, so far as industrial competition goes, why a sudden fall
in the demand for any particular kind of skilled labour should
not reduce its remuncration to the level of that of altogether
unskilled labour: or even below the average of this latter so far
asg the skilled labourcr's previous habilg of work have unfitted
him for uuskilled labour. Nor, indeed, is there any economic
reason why an extensive change in processes, or loeal displace-
ment, of any particular industry might not reduee the remune-
ration of any kind of labour in a particular district even below
the poiut sufficient to furnish the labourers with necessaries of
life; unless an outlet for the labour thus rendered redundant
were adequately and promptly supplied by emigration'.

§ 2. Let us now proceed to cxplain and classify the in-
equalities in particular wages, which industrial competition
does not directly tend to remove, even within the limited range
and in the gradual manner just described.

First we may place such dillerences ag are apparent vather
than real: such as the Ligher rate of wages in sorae employ-
ments, due to “inconstancy of employment” and “ uncertainty
“of success.” In this case even the average money wages of
average workmen during long periods may not be higher in such
employments than they are in others with which we compare
them ; and it is, of course, only sucl an average that competition
tends to equalize. In other ecases an imequality in moncy
wages merely balances some opposite inequality in advantages
not purchased by money, or compensates some cxtra sacrifice,
Tor it must be borue iu mind that the *“real veward ” or “net
“advantages” obtainable by labour, which industriai competi-
tion tends to equalize, huve to be tuken to include not merely
commodities actually unpurchased—such as the free grazing
and free cottage-site that an English agrieultural labourer often
cojoyed a century ago—but all appreciable utilitics whatever,
whether generally purchasable or not, which any particular kind
of work affords special opportunities for obtaining. Thus, for
instance,—as Adam Smith notices—the fact that any calling
stands higher in social repute than another, will tend ceterds
paribus Lo attach to it a lower average income, Similarly we

1 SBome further discassion of these lveal and temporary variations in wages
and their causes will be found in a subsequent chapter (ch. xi.).
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must include on the negative side of the account not only
sacrifices that indirectly involve pecuniary loss—as when a
certain kind of work tends from its unhealthiness to shorten
the average working pertod of life—but all drawbacks and
sacrifices whatever. Tt should be observed, however, that there
is no tendency to compensate spectul disadvantages fels by par-
ticular labowrers owing to special social civenmstances or physi-
cal coustitutiow, i equally competent labonres who do not leel
these disadvantages could be readily obtained in their stead.
Nor, azain are the sacrifices, which thus tend to be compensated,
exactly the average sacrifices made by the whole body of
Iubourers In any given cmployment; but rather the average
sacrifices made by that section of the hody in which the strong-
est aversion is felt to the employment, provided that they are
not, compeusated by auy advantages similarly peculiar to sach
persons, and that society finds it worth while te buy their
services at the price required to overcome this aversion, Tt
wonld be quile possible that sone members of the class might
have no dislike at all to thelr work,— or might cven derive mueh
positive pleasnre from it; still, their sel-interest would prompt
them to demand the highest price obtainable for their services;
and competition would enable them to obtain as much remune-
ration as was found necessary to compensate the sacrifices of
thelr fellows,  Similarly the special advantages attaching to
any kind of work have no tendency to lower the wages paid
for it, if they are only felt to be advantages by a number of
persons so limited as o be unable to supply more than a {rac-
tion of che whole labour that society is willing to purchasc at
the higher vate which, independently of these advantages, it
would tend to command.

Secondly, no exception is constituted to the general rate of
equality of net advantages in different employments by any
ditferences in wages, which merely compensate for differcuces in
the cost of time and money, citailed by the previous training
which skilled labour requires. If wealth were equally dis-
tributed and competition perfectly free, this cause would still
operate to rase the net advantages earned by a given amount
of skilled work above those of an cqual amount of unskilled
work : though the general correspondence of remuneration to
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sacrifice would still be maintained. Under such circumstances,
supposing the rate of interest given, we could determine exactly
the normal differences of wages due to this cause in any given
case : it would be sufliclent, if continued for the average working
period of life of such a skilled worler, to replace with interest the
wealth expended in teaching the worker and maintaining him
during the extra years of his education—subtracting, of course,
whatever was earned by the pupil hefore his edncation was
completed.  In short the sum so expended would tend to yield,
precisely in the same way and to the same extent as any other
capital, a return proportioned to the amount and the period of
investment. And there can be no doubt that a considerable
part of the higher wages of skilled artisans and professional
men in England i1s actually to be referred to this cause; and
to be regarded as a replacement with interest of the “personal
“eapital” which they passoss in their expensively acquired slill,

But third{y, in » society in whick wealth 1s distributed as
unequally as il 1s in cur own, it 1s likely—quile apart from any
influence of combinalion or governmental interference—that
certain kinds of skilled labour will normally be purchased at
an extra price considerably above that required to replace, with
interest at the ordinary rate, the expensc of acquiring the skill;
through the scarcity of persons able and willing to spend the
requisite amount of money in training their children and sup-
porting them while they are being trained.

In explaining how precisely this scarcity is maintained, we
are mel with a gueslion Lo which political economists gonerally
have given rather vague avswers: viz. what general assnmption
may legitimately be made as to the limits of parents’ willingness
to sacrifice their own present comforts and satisfactions to the
futnre well-being of their children. Probably it would corre-
spond fairly to the facts as they exist in England at the present
time if we assumed that average parents in all classes are
willing to make considerable sacrifices in order to give their
children the training required to enable them to remain in the
same grade of society as the parcnis themselves: but not to
make the greater sacrifices required to raise them ahove thetr
own class.  If so, it is easy to understand how the labour of any
grade above the lowest should be maintained at a scarcity value,
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But even if parents genevally in the lower grades of labour were
desirous of doing their utmost to give their children a better
education, it might easily be out of their power to do this—
consiztently with the maintenance of their own industrial effi-
ciency and the health of their families—except by borrowing ;
from which resource they would ordinarily be cut off by their
inability to give adequate sceurity for repayment. For the
parent, even if he had confidence that biz child would be able
aud willing to repay out of his future wages the capital borrowed,
is rarely likely to find a lender who will share this confidence.
In this way we arve led to the conclusion that Inequalities
in the distribution of prodince so cousiderable as those which
exist In our own socicty have a certain tendency to maintain
themselves which is quite independent of the mere vis tnerfie
of custom. Such a society is likely to organize itself in grades
or strata distinguished by differences of income; and so far
separated that—though individuals are continnally ascending
and  descending—the transition 13 yoo not sufficiently easy
to prevent the labour of any superior grade from being kept
ab a searcity value. That this iz largely the case in England at
the present time will appear primd fucie from a cursory com-
parisan of the actual differences between the wages of vnskilled
abourers and those of different classes of skilled labourers, with
the Interest on the additional ovtlay ordinarily required in train-
ing a child to become a member of any of these latter classes™
These higher rales will of course be liable to continual

! The stalemend in the texl may appear paradoxical to many readers, who
are accustomed to hear that all the professions are over-crowded. DBut the
explanation of this currcnt report is that eustom, supported by opew or tacit
combination, keeps up the price of professional services so high that a pro-
fessional man—Dbarrister or physiclan—whose time is fully employed, obiains
an income considerably above the average. Competition—as we shall presently
notice—under these circumstances, so far as it operaies, brings down the
average rcmnuneration of the members of the profession by increasing the
numher of the unemployed and paruially cmployed. I conceive that, though
precise stalistics are unattainable, it can hardly be dowbted that the averame
iucome carned by persons of ordinary skill in any of the learned professions in
Eogland execeds ihe average income of an unskilled labourer by a sum
materially grealer than interest at the ordinary rate on lhe eapitul neces.
sarily cxpended on the edacation of k¢ professional man, and his support
during the years in which le is being educated,
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fluctuations from changes in the relation of the supply of the
labour of each grade to the ficld of employment for it; and it
should be observed that the limitation of supply necessary to
maintain the higher wages of any grade requires generally
speaking an ecffcctive restrictton on the natural increase of
popnlation within the grade, as well as an effective barrier
against ntrusion [rom below. But such a restriction tends to
result,in a general way—as we have had oecasion to note—I{rom
the habitual standards of comfort prevalent in the respective
arades; though, as was pointed out, the resistance offered by
any such habitual standard to changes in wages is by no means
rigid.

It has further to be cheerved ithai many classes of skilled
workers not ordinarily regarded as capitalisis use more or less
expensive instruments and materials; which adds, of course, to
the total amount of capital whicli thelr labour requires’. A
further quantum of cupital, in o different shape, 1s employed
by artisans of the classes of shoemakers, tailors, the species
of carpenters called cabinot-makers, and others, so far as they
pruduce goods for sale o their own acconunt.  Such persens are
in fact small traders as well as manufacturers ; and their carn-
ings, like those of other small traders, partake of the nature of
profits in a varying degree, proportioned to the amount of
capital that they use,

It is not improbable that the average profits made by such
artisan shopkeopers, or by retall waders generally, may be suf-
ficient after paying ordinary interest on the capital employed,
to afford an extra rate® of remuuncration for the services of

? I may remind the reader that the line between outlay for production and
oatlay for eonsumption cannot always be sharply drawn; and that in some
eases a portion of the expenditure ordinarily paid owt of income must be parily
reckoned under the former head—e.g. the expense of a physician’s carriage, or a
literary man’s books. In other cases, again, instruments which would ordinarily
be reckoned as producers’ capisal are partly also used unproductively-—c. g.
farmers’ Liorses.

2 T avoid speaking of this as a scarcity rate, minee it might he somewhat
misleading to suggest that any cxira vemuneration of retail traders, as compared
with: labourers nob possessed of capital, should be referved to the ®searcity’ of
such traders—although in a certain sense it would be true. For—as I shall bave
oceasion to urge hersaticr, when considering the deficiencien of Jaissez faire as a
means to the most economic preduction,—industrial competition, in such a case
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these classes, as compared with the lower grade of skilled
labourers who work for hire. But it is not casy to say how
far this is actually the case, at any particular time and place.
For, as T have before observed, the average returns to employers
of capital in any branch of industry are much harder to ascer-
lain even approximately than the average remuneration of any
class of hired labourers. Numbers of small tradesmen are con-
tinnally passing through the bankruptey court; others, again,
arc continually extending their business and becoming large
tradesmmen ; while the majority appear to struggle on with
considerable fluctuations of income, avoiding complote failure
but not adding importantly to their capital. We have no such
statistics as would enable us to estimate the average earnings of
this class of workers, Ewen if we had them it would still be
doubtful whether an average obtained by dividing the total
amount of profits earned by the number of persons employed in
retull trade would give us approximately the remuneration
which an ordinary trader might reasonubly expect. ¥or such
an average would be raised by the large gnins of the successful
minority : and these large gains are probubly in most cases due
to the possession by the successful trader of special aptitudes
for his business. The skill required in retail trade is partly, no
doulit, of a kind that an ordinary man can acquire by a certain
definite outlay of time and instruction; so far as it consists of
the arts of reading, writing, book-keeping and adequate know-
ledge of the qualilies of the articles traded in. But for success
in trade it would seem that qualities are required which instruc-
tion cannot ordinarily give in the required degree, such as pene-
tration, vigilance, quickness of resource in meeting emergencies;
by which the trader is able to seize the opportunities great
and small, and avoid the dangers of loss, which the changing
conditions of supply and Jdemand are continually bringing in
the modern industrial world. Hence the earnings of traders
adequately gifted with these qualities will tend to be kept

as this, has no sufficient tendency to reduec the number of competitors down to
the limits that economy requires; its effect is too often merely to divide the
aggeegate employment and carnings of the elass among a larger number of
individnals,

5. E. 22
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high by the rarity of their talents relatively to the ficld of
employment for them.

We are thus led to notice the only remaining important
cause of inequalities in the remuneration of different kinds of
labour—Lhe scarcity of the natural gifts required [or the most
cffective performance of their function. I have already pointed
out that in almost every branch of indusiry to some extent—
but to very different extent in different branches—wages above
the average can be earncd by labour of superior quality ; such
superioritics, speaking generally, being partly due to training
and partly to the possession of natural and inherited aptitudes
above the average. Where such superiority is exhibited in
producing more easily and abundantly commedities of the same
quality as inferior workers can supply, the exira remuneration
obtainable by it is in a manner analogous to the high rent of
fertile land used for ordinary agricullural purposes; since, as
we have seen, the superior producliveness of land from which
rent arises, is due partly to outlay and partly to natural dif-
ferences independent of labowr'. On the other hand, where
the commodity produccd by rare skiil is valuable on account of
its special qualities, real or supposed, the reward of such skill
may be compared to the high rents obtained by the owners
of famous vineyards and other portions of land of which the
produce is peculiar and keenly desired: while again, so far
as the services of any one individual have—or arc believed
to have—unigue qualities, his remuneralion is, of comrse,
determined under the conditions of strict maonopoly, Both
these latter cases arc cxemphficd by the rewards of the
finer kinds of intellectual work, such as Literature, Painting,
Mechanieal invention: where the yesults which command sub-
stantial remuneration, cannot be obtained by education alone,
without natural gifts so exceptional that the reward of their
possessors is but partially affected by competition. To a less
extent the same cause is operative in determining the distri-

1 Even in employments where the differences in skill end its remuneration
ore less marked, it is still to be observed that the outlay on edueation, &o. which
conslituies Persenal Capital, yields a profit varying imyporlantly in amount io
consequenes of the different intellectual and moral qualities of the children
cdneated.
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bution of the large incomes which constitute what are called
the “prizes” of the professions of Advocate and Physician. The
workers who carn these large incomes are believed by those
who use their services to possess such exceptional skill as cannot
be acquired by mere training and practice withiout rare’ natural
zifts.

Even when the skill required is not sufliciently exceptional
in fact to command a scarcity value, the difiiculty that people
in general have in ascertaining the fact of its existence often
securcs a scarcity rate of remuneration to the professional men
who have special means of obfaining good recommendations;
such as kinship or friendship with persons who enjoy public
confidence, &e.

This leads me to notice another cause of a different kind
which renders the incomes of individual traders and professional
men larger than they wonld otherwise be; and which, like the
searcity of natural qualitics just discussed, ought to be specially
noted and parily discounted in cstimating the average remune-
ration of the classes to which they belong. I mean the impor-
tant economic fact that we have already more than once noted?,
under the names of Goodwill or Connexion : ie. the widespread
disposition. to use the services of a particular individual rather
than his competitors, not necessarily on account of any beliel
in their superior quality, nor even through kinship or personal
acquaintance with the individual himself or his filends, but
merely from tho forco of habit. We have already seen that
this Goodwill is Lo a certain extent a saleable commodity; =o
far then as it has been purchased, the extra remuneration
obtained by it is, from the point of view of the individual, in-
terest on capital laid out. It is evident that in estimating
the average retmrn for labour in any employment in which
carnings are largely increased by such Goodwill or Conuexion

L It should be observed that when we epeak of *rare’ skill, the term is
always used relatively to the demand for the products or serviees of the gkilled
worker. It is quite poesible that a given kind of skill may be confined te an
extremely small minerity of the members of any community, and yet may be
a0 abundant relalively to the demuand that no one poscessing ic is alble to earn
exira remaneration for his labour. Thix is vhe easc {e.g.) with the faculty of

writing second-rate poains.
* CL ante, Book 1. ¢, 111,
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we ought not to reckon the whole of the extra earnings due to
this cause, but only the amount that an average man with
proper training and industry may fairly expect to acquire for
himself.

§ 3. We have now come to the point at which it 18 desirable
to concentrate our attention on that important portion of the
produce of industry which is frequently bul erroneously in-
cluded in the “capitalisls’” share: that is, the element of the
profit mado by the employers of capital which is in excess of
the interest that they might have obtained without working,
and which accordingly I have distinguished as Wages of
Management. It 13 an important defect of English Political
Economy that it has not, for the most part, conceived this
clement of the employers’ gains with sufficient steadiness and
cleayness as a species of remuneration of labour—which it un-
doubtedly is. Even Mill's exposition—in spite of his careful
analysis of profit into interest, risk, and “wages of supor-
“ intendence,”—exhibity in hmportanl parts of the argument a
want of distinction between profit and inferest, and a tendency
to identify “returns to capital® with the former instead of the
latter, which scem to me highly confusing®.  If we consider the
large aracunts of capital possessed by joint-stock companies,
as well as all that is lent to private men of business, 1t must
be evident that the greatest part of the capital of England is
now really owned by persons other than those who receive the
remuncration for managing ir.  When Ricardo and M*Culloch
wrote this wag far less the case than it is at prosent; so that
the identification of capitalists and cmployers was more natu-
rally suggested by the facts of mmdustry.

It ig, I think, partly in consequence of this eonfusion that so
many political economists have found no difficulty in assuming
that the rate of profit*—allowing for difference of sacrifice and
risk® in different employments—tends, on the average, to be

1 My atiention was first drawn to this point by Prof. F. A, Walker's
excellent book on ‘¢ Wages."”

2 It may be worth while to point out, with Mr Macleod, that throughout this
discussinm, ‘rate of profit’ muat be undersiood to mean ‘rate of profit earned
‘within a given period of time,” not ‘rate of profit earned on each transaction.’

3 YWhen we are considering what average profits generally tend to amount to,
the element of ‘indemanity for risk * disappears.
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simply proportioned to the amount of capital on which it is
earned, just as the rate of interest does; without feeling called
upon to explain how the employers’ “wages of superintendence”
coute to vary preciscly in the same ratio as the capital superin-
tended. For, as 1 have hriefly argued in a previous chapter®,
this latter result cerlainly does not follow as an immediate and
obvious deduetion from the hypothesis of unrestricted industrial
competition. On the other hond, it does follow from that
hypothesis, that, if this proportion between employers’ carnings
and capital is really maintained, it must cither be (1) because
the trouble and anxiety of management increase in exact pro-
portion to the amount of capital managed; or (2) because, in the
competition of employers for the profits of business, the owners
of large capitals arc somehow able to obtain from society re-
muneration for their services on a higher scale than that of
smaller capitalists. The former of these causes can hardly
be regarded as adequate to produce the cffect.  Io trade,
for instance, it seems no more trouble to cvder £2000 worth
of sagar than to order £1000 worth; and though it is more
troublesome to manage a large factory than one half the
gize, it can lhardly be twice as troublesome. It may he said,
however, that the personal sacrifice which a capitalist makes in
enduring the labour and worry of business Increases with the
size of his capital, and the extent of the opportunities con-
scquently open to him of enjoying life without working, And
this is perhaps true, so far as we estimate sacrifice merely
relatively to the individual who makes 1 : no doubt a certuin
number of large capitalists prefer to live on interest aloue rather
than increase their income by labour, and we may assume that
a somewhat larger number would make this chotee, if the addi-
tional income obtainable by labour were materially reduced,
But this is not in itself a sufficient reason why free competition
should provide large capitalists with the extra wages of manage-
ment necessary to induce them to work ; since, as we before noted,
the competitive remuncration of any kind of labour does not
tend Lo inelude compensation for the extra aversion felt to it by
some of the labourers, except so far as such compensation is
required to obtain the whole amount of the labour in question
1 C. 1, of this Book.
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that society is willing to buy, even at the raised price. If
large capitalists withdrew from business, because their average
wages of management were insnfficient to induce them to work,
they must still leave their capital to be employed in some way,
in order to get their interest; and though their withdrawal
might, by increasing the supply of capital offered [or loan or
joint-stock investmont, temporarily lower interest and (here-
fore increasc wages of management, there seems no reason
why this latter rise should be permanent, supposing that an
adeqnate supply of equally good managers is obtainable at the
lower rate of remuneration which the discontented capitalists
were getting. Hence if the strict proportion of employers’
earnings to capital employed is, on the average, approximately
realised, it must be on the sccond of the grourds above men-
tioned: the large capitalist who enters into business must be
somehow able o sell bis services to industry at & price graduated
in propurlion to the magnitude of his business, Lot us examine
how far, and in what way, this is likely to be the case.

In the first place, it is obvious that the employer’s wages of
management will be proportioned to his capital so far as the
pecuniary cost of production to the emplover, in any branch of
industry, does not vary materially with the scale of production:
since, under frec competition, the market-price of the product
must be the same-~assunming that there is no difference of
quality—however it may have been produced. We cannot how-
ever assume generally that cost of production is approximately
the same for swall and large employers alike; each class, as we
have scen, has cerlaln special advantages as compared with
the other, between which o balance has to be struck, varying
according to the nature of the industry. For instance in cer-
tain kinds of agriculture, where much is gained by minute
and vigilant tendance, the small producer is thought to have
a decided advantage: in other industries, again, the balance of
advantage wounld seem to incline the other way, the large pro-
duction being on the whole more economical ; so that in these
latter cases the remuneration of the employer would normally
increase in even a grealer ratio lhan the capital employed.
Now it is manifest that, under a system of free competition,
where production on a swall scale is Lhe more economical, the
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small employer ought to be able to keep his rate of profit
(per cent, of capital) above the rate current in other indus-
tries, by keeping up the price of his commodity. Thus
if retail trade is more effectively carried on in small shops,
the retail trader will tend to receive a proportionally larger
annual profit on his capital than the wholesale trader—inde-
pendently of any additional profit on each transaction, that may
be necessary to compensate for Lhe less rapid tuwrm-over,  And ik
may be urged that self-interest will in the long run prevent
business from being conducted on a small scale, exeept when it
is economically advantagcous; that the small capitalist will
either (1} become a large employer by borrowing money, or will
(2) unite his capital with that of other small owners, and become
a shareholder in a joint-stock company.

The first of these expedients, however, can oanly be adopted
to a limited extent.  The owner of a small eapiial cannot ovdi-
narily borrow beyond a small amount, cxeept at an unremunc-
rative rate; his wholo capital being exposed to the visks of
business, he cannot give adequate security to the lender. Hence
the owners of large capitals are partially exempt from competi-
tion in the management of private businesses on a large seale;
from causes sunilar o those whicl, as we have just seen, partially
exempt cach of the different grades of labour from the competi-
tion of the grade below. It is true this exemption from compe-
tition can ouly be partial, in a soclety with an abundant supply of
capitul continually available, and an active competition for cus-
tomers on the part of banks and other lenders. In such socielies,
as Prof. Walker says, if @ sroall capitalist has a “gentus lor busi-
“ness, want of capital is not likely to keep him under”” A man
who as manager for another, or as employer on a small scale, Las
given conspicuous cvidence of skill, pradence and prohity, will he
able to borrow gradually increasing amounts of money; so that,
Ly the augmentation of both hiz own and his borrowed capital,
he may end by rivalling the largest producers.  IBuat such men
are likely to be rare, no less than persons who start with large
capitals; so that either class is likely to be able to obtain a
scarcity price for its services, so long as industry is organtsed in
private businesses,

1L remains to ask why this scarcity value is not reduced by
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the association of small eapitals into joint-stocks, for carrying on
production on a large scale. In the first place, even supposing
the rate of profit to be strictly proportioned to the capital em-
ployed, it is quite possible that the wages of management even
of the comparatively small capitalist may be higher than the re-
muneration he would obtain for his labour in auyother career; and
that consequently there may not be a sufficient amount of capital
owned bynon-employerstooffer, whenageregated into joint-stocks,
a formidable competition to the large private employers. Where
this is not the case, where, as in our own society at the present
day the anuual savings of professional men, &e., supply con-
tinually a large stream of capital that has to be managed by
persons who do not own it; there can, I think, be no doubt
that the competition of joint-stock companics does tend some-
what to reduce the rate of profit of private employers. Still,
this tendency 1s strictly limited. For, firstly, assuming the
two modes of management to be equally effective and cconomi-
cal, the private capitalist wounld still have an advantagc, as
he would avoid the trouble and expense gencvally involved in
collecting the capital of a joint-stock company. And secondly
~what is more important—the private employer has the econo-
mic advantage of being hmpelled by a stronger stimulus to exer-
tion than the manager or directors of a company; for “no con-
“trivance that has yet been invented can supply the place of
“the feeling that the workwan is labouring not for another but
“for himself™.” On these grounds, other things being the same,
a man of sufficient business talents to obtain employment as the
manager of a company, Is likely to earn, on the average, a higher
rate of remuneration if he is the owner of the capital he employs
than if he i3 a hired manager; though his advantage varies
very much with the nature of the business, being (as Adam
Smith observed) less in proportion as a business is simple and
can be reduced to “ what is called a routine.”

Nor has it yet been shown that this advantage can be
materially diminished through the adoption of the principle of
“Co-operative Production " or Industrial Partnership, by which
cach employee ln o business has a share ol the profits allotted
to him, It is true that by this means that part of the em-

1 Hearu's Phutology, €. x1i1. § 9,
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ployer’s function which consists in superintendence or overlook-
ing, may be partly rendered superfluous through the pecuniary
concern that each has in the efficiency of his own work, and
still more througl the concern that all have in the efficiency
of the work of each, Dut, generally speaking, the more im-
portant part of the work ef managoment consists in organising
and direcling the operations of a business considered as a wholc:
—e. g, in the case of a manufacturer, settling what is to be muade
and in what manner, where materials, raw and auxiliary are to be
bought, when finished produets are to be sold, &e., &e.—and in dis-
tributing functions among the workers employed in the business.
This work cannot be superseded or reduced by industrial part-
nership; and it is cven liable to be made more difficult; since
the secresy necessary to tho sucecss of many opcrations of
business is liable to arouse jealousies and suspicions among the
workers who arc to share the profits®.

1t seems, therefore, that indusirial competition does not
neeessarily tend &0 prevent the services of large capitalists who
engage in business from belng remunerated at a rate consider-
ably higher than that obtainable by similar labour on the part
of empleyers who own smaller capitals. And that this result
iz actually produced in England and similar countrics at the
present time, may be inferred with tolerable certainty from
the gencral unquestioning acceptance of the traditional eco-
notnie docirine, that cinployers’ carnings, as well as interest,
tend to be proportioned te amount of capital employed.  There
does not, however, seem to be any adeqnate ground for re-
garding this generally aceepted proposition as at all a close
approximation to actual fact. Tt iz, no doubt, a natural in-
ferenee from the fact that large and small businesscs exist
prosperously side by side, so far as the respective cconomic
advantages of the different scales of production may be assumed
to be evenly balanced. DBut even in cases where this assump-
tion is legitimate, the infcrence that the rate of profit per cent.
of capital 13 uniform overlooks, I eonceive, the real nature of

! In the ubove remarks, I mnst not be undergtood to imply a judgment on the
whole adverse to the efforts that are now being made to extend the application of
the principle of ‘Participation of Profits.’ I shull have oceasion, in the course
of the following Doek, to shaw the imporianec that T atiach {o these efforts.
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the source of income which I have several times spoken of
as ‘Business Connexion” On the average, a large capitalist
cannot obtain a large business by merely investing his money
in certain kinds of real capital; he can only obtain it gradually
as his connexion extends; and therefore, when obtained, a cer-
tain portion of the surplus income derived from his business,
after subtracting intercst on his material capital, is not properly
remuneration for present work, but interest on Lthe outlay of
labour or wealth made during the earlicr years of the business.
And secondly there are certain important cases in which the
received cconomic theory, confirmed by experience, regards an
employer as tending under competition to obtain ‘ordinary profit’
not on the whole amount of capital used by him, but only on a
certain portion. In agriculture, for instance, the farmer uses,
besides his own capital, a certain amount of capital belonging to
hig landlord: yet he is nover supposed lo obtain auy consider-
able wages of management for this latter, but oaly to get ordi-
nary profit on his own or borrowed capital. And it may be
assumed that a farmer owning the land farmed—granting thal
the ‘magic of property” might make him earn somewhat more
—would not become so much more efficient a labourer as to
carn ‘ordinary profits” on the whole of his capital. But if this
ke admitted, T see no adequate reason for drawing so broad a
distinction between agriculture and other kinds of business as to
assume generally that an employer tends to carn ordinary profit
on all parts of the capital employed by him. It scems indced
Inghly improbable that this is the case wherever the trouble
ol managing ditferent parls of the capital is materially different’.

1 The difficulty involved in the common assumplion thal the employer tends
to earn the same prefit on every portion of his capital, may be illusirated by a
passage in Cairnes’ Logical Melhod aof Political Feonemy (ch. 8), in whieh the
writer is arguing in favour of the Ricardian theory of rent. Ile says that **in
“order to induce the cullivation of inferior lands snd the f{oreing of superior
“ lands up to such a point as sholl sceure to the community the quantity of
¢ food required for its consumption, the priee of agriculiural produce must rise
“ at least sufiiciently high to indempify with the usual profits the farner for
“ this—the lsast productive—portien of his outlay. If the price were not
v gufficient for this, the farmer would withdraw his eapilal from the produciion
“of that portion of his crop which is raised af grentest expense, and wouald
“invest it in some other business in which he had a fair prospect of average
#profits,” But il must be obvious that, generally specking, o farmer could
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To sum up: a portion of the fund which, in the preceding
chapter, we regarded as the share of labour, in the aggregate
has been found, on closer examination, to be really interest on
personal capital, by which the wages of various kinds of skilled
labonr tend to be inereased by an amount proportioned, on the
average, to the expense ol lime aud woney ordinarily necded
for the acquisition of the e¢kiil. As regards the division of the
remainder, industrial competition tends to equalize the shares
obtained by ordinary labourers in diffcrent eallings, provided
they are not materially unequal either in natural qualifications
or in respect of the amounts of capital possessed by themselves
or their parents, except so far as ditferences in wages arc com-
pensatory for differences in the sacrifices entailed by different
employments, or in the unpurchased advantages incident to
them. DBut the possessors of capital, real and personal, as well
as persons cndowed with rare natural gifts, are likely to have—
by reason of their limited mumbers—important advantages
in the competition that determines relative wages: In con-
sequence of which the remuneration of such persons may—
and in England actually does—exceed the wages of ordinary
labour by an amount considerably larger than is required io
compensate them for additional outlay or other sacrifices;
such excess tending to increase as the amount of capital owned
by any individual increases, but in a ratio not precisely de-
terminable by general considerations.
only oblzin ordinary inlerest, not employer’s praofit, on eapital invested elsewliers
thun iz bis business ; and in eonsidering whether it is worth his while to invest
an additional portion of capital in his business, the question which enlightened
self-interest will suggest is not, surcly, whether he will obtain * the usual
¢ profits ? on this poriion of capital, but whether he will obiain cnowgh heyond
ordinary interest to compensate him for hiz exra trouble of management, And
similarly in other businesses besides agriculture it may easily happen that the
only opportunity for extending producticn as presented to an employer is such
as may reasonably be expected to yicld more then ovdirary interest, yct not so
muech as ordinary profit ; while as the same time the excess above ordinary in-
terest is quite safficient to comypensate for hig extra trouble,



CIIAPTER X.
MONGPOLY AND COMBINATION.

§ 1. Tur effcets of Combination in increasing profits and
wagcs have attracted much attention in recent years, owing partly
to the action of Trades-Unions, partly to the large gains made by
suceessful combinations of merchants for the temporary mono-
poly of sume indispensable or keenly demanded product.  Sach
combinations, when manifest and manifestly prolitable, have
commonly excited dislike, as the gain accruing from them is
primd facte obtained at the expense of the rest of the com-
munity, and frequently with some loss to the community as a
whale: and in the particular case of Trades-Unions, some writers
have spoken of them as “interferences with the laws of Political
“ Economy.” But if this phrase is intended to denote the laws
investigated by Economic Science, the statement appears mani-
festly incorrect, even according to the view of cconomic method
generally accepted in England. The price of a monopelized
article has its own econowmic laws, and can be theoretically
deterrnined on the hypothesis that every individual concerned
ntelligently secks his privatc pecuniary interest, no less than
the price of an article sold by competing dealers: and the only
cffect’ of a Trade-Union or any other Combination is to bring
the supply of the commodity of which the sellers combine under
the conditions of a more or less perfect monopoly.

ITence—though I have followed umsage in conceiving free
competition to cxclude combination—it seems desirable, in
working out the consequences of the gencral assumptions on

1 Provided, of course, thai the combiners attain their end by purcly peaceful
and legal means.
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which the theory of competitive distribution procecds, to include
an investigation of the conditions under which self-interest will
prompt to combination, and of the extent of gain which the
persens combining may realise.

In a preceding chapter I have briefly explained the general
Jaws of monopolized supply, in the case of malerial produects.
The monopolist, so far as he aims singly at his own pecuniary
interest, will endeavour to sell the precise amount which will
yleld him the maximum net profit, after defraying the expenses
of production. We may assume generally, that, in order
that a monopoly may be a source of gain, the amount sold
must be somewhat less than it would Dbe if there were no
monopoly's for otherwise, whatever extra profit the monopolist
may make by the high price of his commodity cannot be
stricily attributed to the monopoly, since the price would have
tended to be the same if the supply had been in the hands
of a number of sellers competing Ireely. 'The restriction in
amount sold may he brought about either directly by lmit-
ing the amount brought to market, or indirectly by keeping
up the price. In the latter case the restriction may not be
intended by the monopolist, and he may possibly be even igno-
rant of its existence; but according to our general assumplion
as to the relation of Value to Demand, the maintenance of
a high price of any commodity must ceteris paritbus render the
amount sold less than it would have been if the price had been
allowed to fall; though in the case of necessaries of life, and
other commodities of which the demand is inclastic, the reduc-
tion in sale may sometimes be comparatively slight, even for a
congiderable rige in price. The cxtent to which the restriction
of sale has to be carried, in order to realisc the maximum profii
altainable, depends primarily on the precise nature of the law of
demand for the commodity; and, as was pointed out, 1t may
easily happen, in the case of some articles, that scveral different
amounts of supply would bring in abouwt the same net profit

1 That is, if the price offered for the commodity is not influenced by open
or tacit combination among the purchiasers, As will hercafter be gtated, the
determination of price resulting from a strupgle between a combination of
sellers and a combination of purchasers, lics beyond the scope of the theory
here exponnded.
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to the monopolist. We further noticed certain variations in
the conditions of monopoly: as (I) that it may either be
permanent (so far as can be foreseen), or more or less definitely
limited in time; and (2) that the supply may either be absolutely
incapable of being increased—as in the case of pictures of a
deceased arlist—or the monopolist may control the indispensable
means of inercasing it.  In this latter case he will have to cal-
culate not ouly the variations of demand corresponding to varia-
tions of price, but also the variations of cost of production
corresponding to variations in the amount supplicd.

Similar considerations—mutatis mutandis—may be applied
to the case of monopoly of particular kinds of labour. We have
already observed that in the highest grades of skilled labour,
the repute of exceptional skill frequently confers such a mono-
poly: and, as has been said, no fundamental difference 1s intro-
duced into the theoretical delermination of mounopoly values, by
the fuct that the monopely results from a combination of several
individuals, sceking each his own pecuniary advantage. At the
same time, the great practical importance of combinations to
ralse wages renders it desirable to pay special attention to the
extent of their possible suecess and the conditions of realising it.
Accordingly, in the present chapter, I shall be especially
concerned to trace out the economic effects of this kind of
combination, regarding it merely as one mode of constituting
mounopoly: and I shall suppose here, as in the preceding chap-
ters, that neither party in any exchange is restrained in the
pursuit of its own interests by any rcgard to the interests of
the other party. I do not here consider how far this supposition
has been actually realised in the operations of Trades-Unions
for the purposc of raising or keeping up wages, or in those of
the counter-comhinations of employers which have at various
times and places kept down wages. Nor, again, do I consider
here how far it represents a right principle of conduct, or one
conducive to the economic wellbeing of the cormmunity. This
latter is a question to which our attention will he drawn in the
course of the next book.

§ 2. But before we proceed to discuss this particular species
of combination, it will be dosirable to obtain a fuller definition of
the notion of Monopoly—asg we shall find it convenient to usc
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it—and a more complete view of the different modes and degrees
in which monopoly generally, and especially monopoly resulting
from combination, admits of being realised™.

‘Monopaly,” if we adhere strictly to the derivation of the
word, should denote the control exercised by an individual seller
or combination of sellers, over a conunodity that no one else can
bring to market. But, in the first place, il is convenicnt to
extend the term to cases in which a person or nnion of persons—
whom, for brevity, I will eall ‘the monopolist’'—cannot control
more than a portion of the whele supply of the commodity;
since such a partial control may render possible and profitable
an artificial rise in the price of the commaodity, even though the
remainder is supplied by several sellers freely competing; if only
the proportion controlled is so large that its withdrawal would
cause a serious scarcity, and thus considerably raise the competi-
tively determined value of the uncontrolled remainder.  Such a
partial monopoly confers, of course, only a limiled power of
raising the price of the commedily controlled; the limit of
possible elevation being fixed somewhere below the price to

! Throughout the dircussion that follows I shall assume that the special
gains of the monopolist or of the combination of sellers are realised by raising
the price of the commodity monopolized. I ought Lowever to notice the fact
that in the markets for seenrities combinations of sellers are sometimes formed
which are designed to have, and actually do have, the opposite effect of lowering
the price of the eommodity sold.

The motive for [orming such combinations is the hope of gaining uliimatcly
by purchasing at the lowered price congiderably tore than iz lost by the sales
that foree the priec down. There would, however, be no reasonuble prospeet of
realising this hope, except by aceident, if snch sales produced no further fall in
price than that which resulted dircetly from the increase of supply by the com-
bining speculators: since, ceteris paribus, their purchases would lend to raise the
price again in preciscly the eame proportion asz their sales had depressed ik
The reason why such operations are profitable les in the imitative proceedings
of other persons hollling the same scearitie, who infer from the sales that the
stock is expected fo fall further, and therefore are induced to sell their own
stack, in order to avoid the further fall, instead of buying. A similar ex-
planation apphies, mutatis mutandis, to the parallel case in which combinations
of buyors are sneeessfully made with the view of raising prices.

Sueh operntious are of donbtful legitimacy, even according to the ordinary
standard of commereial morality : since the speculators do not mercly expect
to profit by the mistakes of oihers, Tul by mistakes thai they have themsclves
intenticnally eansed. I have .nol shercfore thought il neecszary to give them
mor than this paesing notice.
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which scarcity would raise the unmonopolized supply, if the mo-
nopolized portion were withdrawn from the market'. Further, if
the commodity is one that can be produced in unlimited quan-
tities, such a partial monopoly can only be effcctive temporarily,
and only so far as purchasers of the commodity cannet postpone
their purchases without scrious loss or incenvenience. And
where the monopolist produces as well as sells the commodity,
lie will have to take into account the future loss likely to result
to him from the stimulus given by the rise in price to the pro-
duction beyond his control; unless he can reckon on withdraw-
1ng his capital from the business without loss, before this stimu-
lus has so much increased supply as to render it impossible for
him to sell his own produce even at an ordinarily remunerative
price.

Secondly, even where the control cxercised by the monopo-
list extends over the whele supply of his commodity available
at any particular time, we may still distinguish different degrees
of completencss in the monopoly. Thus (1) the monopoly may
be—so far as can be foreseen—indestructible, either perma-
nently or for a certain determinate period: that is, it may be
impossible to obtain the commodity in question at all, except
from the monopolist. An artist or author of repute enjoys a
monopoly of this degree ; as also does the proprictor of a spring
or vineyard of unique quality. Or {2} the monopoly may be
merely sceured by the prospective unprofitableness of the outlay
of wealth or labour {or both) that would be required to provide
the commodity from other sources; whether such outlay were un-
dertaken by an association of the consumers of the monopelized
commodity, or as an ordinary business venture on the part of
other persons. In case (2) the monopolist’s caleulations will be
more complicated than in case (1); since he will not only have to
consider the law of the demand for his commodity, but also to
calculate how far any rise in his charges may seriously increase
the danger of an attempt to break down the monopely. And
it will often be prudent for him to keep his price well below the

! In the above reasoning it is agsumed that the other scllers do not enter
into the kind of tacit combination with the monopolist of which I ghall speak
pregently.  Tn practice they wounld, under certain circumstances, be very likely
to do this to soma extent.
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point at which this danger becomes formidable, cspecially when
he has much capital—personal or non-personal—invested in his
business : since an attack on his monopely, cven when it docs
not turn out profitable to the undertakers, may casily have the
offect af not only annihilating his extra gains, but even reducing
the retwmns to ks eapital considerably below the averago. This
secomd degree of monopoly often resnlts from the oceupation of
a limited department of industry, in which production on a large
scale is necessary or highly expedient, by a single large firm or
Jointstock company, or a few such firts or companics acting in
combination.

Thirdly, it will be convenicnt to extend the term ‘mono-
poly” to incinde the casec when it is in the power of a com-
bination of buyers,—or a single wealthy buyer,-—to control the
price and extent of sale of a certain commodity. In speaking of
this as a case ol “buyers’ mounopoly,” we are not, of course to
be understood as implying that the whole medium of exchange
In any commuunity 1s under a single control. All that is required,
to make such a monopoly practically complete, is that a single
individual or combination may furnish the only effective de-
mand for some particular commodity: i.e that no one elsc may
be willing to pay anything for it. Under these circumstances,

if the commodity is supplied by several persons competing
freely, the buyers’ monopoly may obviously exercise a control
over the price substantially similar in kind and degree—though
of course appoesite in dircetion—to that exereised by a seller’s
monopoly. It the purchaser bas mot to consider future
needs, and if the product cannot be kept, or if the prospect
of sclling it is not likely to improve, the purchaser's power
of profitably reducing the pricc is not definitely limited
except by the utility of the commodity to the seller—allowing
for any disadvantage that may result to the latter in future
trangactions from the precedent of a low price.  More ordinarily
the purchascr’s need will be continuous or reeurvent; and in
this case his reduction of price will be checked by the danger of
ultimate loss through the diminution of future supply which the
lowered price may be expeeted to cause.

It should he said that, generally speaking, a combination of
buyers will be more difficult to establish and maintain than

5. E. 23
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a combination of sellers, since the former are likely to be hoth
more numerous and more dispersed. But there are important
exceptions to this rule. For instance, the wholesalo merchants
who deal in a partieular prodnct will generally be less
numerous than the producers from whom they buy. And it is
probable that combinations of such dealers to keep down the
prices paid by them have often been successfully effected,
cspecially in carly stages of commercial development. When,
however, producers as well as merchants belong to a community
commercially advanced, such a monopoly of merchant buyers
will be rather hard to maintain long, owing to the ease and
rapidity with which capital can be turned inte any branch of
wholesale dealing’,

Another case of buyers” monopoly, specially important when
we are considering the action of Trades-Unions, is that of
a combination of empleyers to reduce (or keep low} the price of
labonr in any industry. Here again the limit which the em-
plovers’ interest will fix o such operations will vary considerably
according to the extent to which the labourers in question are
active and intelligent in the pursuit of their own interests. If we
assume industrial competition so perfect, that labourers change
their residence and employment when it is pereeptibly their
interest to do so, the highest limit of the employers’ possible
gain through combination would tend to be fixed by the point
at which the corresponding loss to the labourers would ontweigh
the disadvantages, peeuniary and sentimental, of migrating o
some district beyond the reach of ile combination, or the loss
of acquired skill involved in change of work., And so far as
the employers may be assumed to be interested in the future
returns of their industry——as will practically be almost always
the case—it will be dangerous for themn to reduce wages to
a point that would drive the rising generation to other employ-
ments, even if it did not affect their supply of labourers already
traincd.  But in proportion as the habits of the labourers, or
the limitations of their intelligence or of their resources, operate

1 1t may be observed that such s combination of deslers may cxcreisc
monopoly—in the sxtended sensc above proposed—on two sides; i.c. in relation
both to the producers from whom they purchasc and lo the persons to whom
they sell.
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ag a bar to change of place or employment, the limit of the
employers’ paossible gains through combination is obviously
extended ; since, supposing such change excladed, this limit
would be fixed, so far as the present supply of labour alone is
concerned, by the amount of necessaries required to keep the
labourers in fair working condition®; while so far as future
supply is taken into account, it would similarly be fixed by the
ratc of real wages which will enable and induce the labourers
to rear a sufficient supply of future labourers.

So far we have supposed that the monopoly, whether of sellers
or of buyers, is not met by a counter-monopoly. Where this
s the case, there is no economic formula for determining the
rate at which exchange will take place, even on the assumption
that cither party i1 governed by a perfectly intelligent and
calin vegard to its own Intevests: provided, that is, that there
15 a conslderable margin between the least favourable rates of
exchange that it would be the inlerest of sach side respectively
o accepl, if necessary, rather than not come to terms. Under
these cirenmstances it is chviously the interest of both to divide
this margin in any proporiion, rather than not effect an ex-
change : but there are no general economic considerations that
cnable us to say whai proportion would be chosen. Similarly
we cannot say to what extent or for how long it 1z the interest
of either side to suffer loss or inconvenience rather than accept
the terms offered by the other party.

§ 8. The poings that we have hitherto diseussed are such as
belong to monopoly generally, when considered from an abstract
point of view; though in proclice some of them are not likely
to arise, except in the case of combinations. Let us now pass

! ¢TFair working condition ' is rather a vague phrase; but it is rather difficult
to say how far an employer’s self-interest will prompt him to add to his
labourers’ wages, when such additions, if proverly spent, would increase the
efficiency of the Jabourers themselves or of their ¢children. If the employer could
male sure that the extra wages would be preperly spent, and that he would be
able fo purchase at his own price the improved labeur, self-interest would
obviously prompt him to give his labourers such wages as would make the
exeess of value of the results of iheir labour ever what they consume (aliowing
for inbcrest on the latter) az graat as possible. But it will be only nnder speciad
circamstances thal he ean feel cven approxinately sure on these points. Cf
aote, ¢ vilf. § 1,

25—2
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to consider some characteristics that are theorctically found only
in this latter case.

In the first place, it is important to observe that a com-
bination, however effectively it may restrict the supply of the
commodity monepolized, will yet not be able to count on main-
taning permanently the average earnings of the members of
the combinalion perceptibly above the average eurnings ob-
talnable by persons of the same mdustrial geade in other
employments imposing no greater sacrifices and requiring no
scarcer qualifications, unlesg the nurmber of the combining
persons s also limited artificially,  If entrance to the com-
bination is left perfectly free, the only nltimate certain effect of
limiting the supply of the monopolized commodity will be fo
alter the mode in which competition may be expected to reduce
the earnings of the combining persons; instead of bringing
down prices, competition will 1 this ease merely tend 1o de-
crease the average amonnt of business or employment that the
combining persons are able to obtaiw

Secondly, e have to take note of the various ways in which
the interests of the combiners in the aggregate may be related
to the private interests of individuals among them. From the
pownt of view of general theory, Combination prescnts ilself
primarily as a consequence of the unconsirained purswit of
private pecuniary intercst by each individual who combines;
but in dealing with actual facts we have also to consider cases
in which a combination is lmpused by social pressure upon
individuals whe find it onerous. Dven in the former case—
where each may expect to gain if all keep thelr compact to
restricl supply—il may easily happen thal the share of the gan
of the monopoly aceruing to any one member of the combination
within a given period will be materially less than what he might
obtain by increasing his own supply in violation of the compact;
especially if such violation can be kept for some time secrct.
And the temptation to such breach will be still more strong if
the mermbers of the combination have to submit temporarily to
positive loss in order to realize ultimately the galn atmed at;
either beeanse it is confronted by a counter-combinalion, which
enters into a contest of endurance with it, or beecause its customers
individually hold back, in the hope of making a better bargain
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hereafter.  Tn such cases it will be necessary for the combination
to provide for the enforcement of its rules by substantial pe-
cuniary penalties, or strong social sanciions; and, in some cases,
it may be necessary to take precauiious against sceret cevasion
of rules, as well as against open violation.  And such provision
will, of course, have to be sUll more slringent, when the com-
bination generally profitable to o given class of Tubourers hag
been only joined reluctantly by some individual members of
the class; cither (1) because they have speciul reason to dread
the initial loss which the artificial restriction of supply will
involve, or the sacrifices which a struggle between opposing
combinations would entail; or (2) hecausc the regulations ne-
cessary to ensure the ecarrying out of the combination—of
which I shall speak presently—arc specially unfavourable to
them.

The consideration of social sanctions for the maintenance
of a combined monopoly leads me to obscrve that besides the
express combinations which we have hitherlo had in view, in
which resolutions are formally taken by a whole body of com-
bining persons or by a council representing and obeyed by the
whole body, similar results may be to some extent produced
by more informal comrunteations—or even without any com-
munieation, through the acquaintance that each member of the
class has with the sentiments and habits of action of the rest,
SBuch tacit combinations, indecd, are hardly likely to be
effective for the attainment of arise In the price of the com-
madity exchanged ; except, perhaps, where such a general vise
15 obviously necessary to prevent a delinite loss 1o the whole
class, in conscquence of some change of circumstances. But
where the price of any product or service has acquired a certain
stability through custom, the resistance which the mere s
wnertier of custom would present to any economie forees operating
to lower such price is likely to be considerably strengthencd by
the conscionsness of cach scller of the cowmmodity that otlhier
sellers will recognise their common interest in maintaining the
price, and that substantial social penaliles are likely to be
inflicted upon any onc who undersells the rest. It is in this
way, for instance, that the cusiomary fees for professional
services and the prices charged by retail traders, wre sometimes
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maintained above the rate to which a perfectly open competition
would reduce them'.

In ovder to scc more fully the effects of this necessity of
imposing sanctions for the maintenance of monopoly resulting
from combination, let us examine more in delail the stops
which the holder of a monopoly will have to tuke, in order to
rcalize the maximum of possible gain.  When the mouopoly is
complete, 1t abviously confers the power of fixing exactly both {he
amonnt and the price of the commuodity supplied within any given
time. But from the difficulty of forecasting the demand exactly,
it can rarely he most profitable to do this—except for very short
periods, determined by the custom of the trade and the con-
venience of purchasers,  And such a course will generally be
still less expedient, where the monopolist has not complete
contral of the market. Thus an individual monopolist who
wishes to approximate as nearly as is practicable o the
possible maximnm of gain, will in most cascs find it best to
leave the actual total of his veceipts to be deterroined within
certain limits by the demand; either (1} fixing the price and
letting the amount sold vary wich the state of the market, or {2)
fixing the amount to be sold and letting the price vary—so long
as the variations are not very great. Which of the two courses
he will adopt will depend a good deal on the nature of his busi-
ness; which may be such as to render either frequent changes
in amount supplied, or frequent changes in price, especially
mmconvenient.  Bub ceterts paribus ho will probably prefor to
effect the hmitation of hig supply indirectly, by keeping up the
price, so that Lbe sacrifice of his enstomers’ interests to his own
may be less palpable and offensive.  When, however, the
moenepoly results from combination, another consideration may
sometimes determine the cholce between the two alternatives;
viz. the respective facilities that either affords for practically

1 The actual extent of the operation of these mnavowed, and more or less
tacit, combinations is, from the nature of the ease, very difficult o ascertain.
Hence the mistake may easily be made of attributing to ‘free competition’ an-
favourable effects on wages which are really due Lo combinations of this kind on
the part of employers. And I am inclined to think that this mistake has some-
times been made by students of economic history, in dealing with states of
socicty in which custom has ceased to defermine wages, while yet manual
labourery genernlly have ool learns to cowbine,
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holding individual members of the combination to their com-
pact. An agrcement as to price would seem to be ordinarily
both the simplest and the easiesi to enforce. In some cases,
however, though a dircet reduction of price 1s easy to detect
and prohibit, it is more difficult to secure that rfone of the
combining suppliers shall attract customers by indirect con-
cessiong, equivalent to a reduction of price.  On these and othor
grounds it has sometimes been found more ellective to limil the
amount supplied by each selier, leaving the price to be regulated
by the demand®.

The method by which Trades’ Unions, and other combinations
of labourers have endcavoured to increase the earnings of their
members has been mainly that of fixing a price for their labour.
To a smaller extent, however, they have also adopted measures
tending to restrict the amonnt of the labour that they control.
Regnlations fixing the normal amount of hours of each week’s (or
day’s) work of each labourer, so far as they have been due to
the action of the unions, must have had this result; though
such regulations have been chicfly advocated as a means not of
inereasing the aggregate returns of labour, but of diminishing
the labour itsclf; and, actually, they have in some cases been
not much more than a pardeular mode of fixing the price of
labour, as there has been no regulation prohibiting work beyond
the normal time, and such work has in faet been commou.
Again the restrictions which some uniens have imposed on the
number of apprentices taken on by the employers scom to have
been mainly designed for the end of limiling supply, and must
have had some effeet in this direction. As I have before ob-
served, a union open to all properly qualified workmen in any
trade must in some way limitv the number of those entering the
trade, in order to secure permanently for its average members
wages known to be higher on the whole than thosc carned in
similar industries of the same grade. Otherwise, though the
rate of wages paid to auy one in actual employment might be
maintained, the average wages earped from year to year would

1 Thug, for instance, ‘“the great cosl companics of Pennsylvania and New
Bngland have at variong times bound themselves 5o one another under pecuniary
penaliics not to exceed a certain outpus, which is fixed from time to time by a
central committee.”  Fevnomdics of Industry, p. 162,
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tend to bc gradually reduced by an increase in the number of
workmen out of employment, until the advantages of the higher
price of labour were lost'.

Hitherto we have not cxpressly considered the case of several
products different in quality, under the contral of the same
monopolist.  Where such differences ave clearly defined, this
plurality does not present any mew economic problem, as the
monopoly value of each separate quality of product may obvi-
ously be determined separately. But, in the case of labour,
differences of quality are frequently not marked off by such
definite and unmistakeable characteristics as would render it
easy o frame a tariff of wages accurately corresponding to
them; and especially where the processes of work performed are
the same, and only the manner of performing them varies, it
would be very difficult for an aggregate of workers varying in
efficiency to agree wpon such a tariff.  One way oul of (his diffi-
culty, which is that commeonly taken by Trades” Unions, is to fix
a minimum rate, below which the ordinarily skilled craftzmen
in the trade are not to accept employment®.

§4. Let us now inguire under what conditiong of Supply and

1 Tt may be observed that actually Trades' Unicns are not merely associations
for procuring to their members the highest posgible return for their labour, but
also aim: at providing muiwal assuravce for sheir members Ly means of peeu-
niary assistance, against the loss eaused by want of employment. The < out of
“work pay ¥ chus provided is, however, considerably less sthan the lowest wages
earned by an ordinary worker in the trade. Henee any addition to annual
wages geeurad by sucli o union, if admission to the trade were practically unre-
stricted, would be ligkle to bo diminighed in two ways; parlly by the lncroased
econtribution that wonld be required from all members, to insure effectively againse
want of cployment ; and parlly by the inmeased number of days during which
each workman, on the average, would have ta content himself with the out of
work pay. If, as I am informed, no snch efiects as these have been observed in
the case of Trades’ Unions which do not practically resiviet cotrance into their
trades, I should be disposcd to infer that no such union has as yet raised the
net advantages obtainable by its members above those obtainable in other indus-
trics that are on the same level as regards the outlay and the natural qualifi-
cations which they require—or at lcast that it has not done this to an extent
generally perecptible for any consideranle period. 8o far as this inference is not
in gecordance with facts, we winst conclude thut the mobility of labour is aclually
imperfeat througlh she waut of aetive inlelligence on the part of the Inbourers
concerned,

< This ruke is tregaently diferens in different lecalities,  Cf. Howell, Capitud
wnd Labour, e. iv, § .
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Demand it will be possible for a combination of Tabourers to
raise their avcrage earnings by an opportune incrcase of the
price charged for their labour. In this inquiry, however, I do
not propose to take into account the loss that may be incurred
through strikes, or any expense involved in carrying on the
work of combination. OF course, in caleulating the actual loss
and gain that have resulted o labourers from Trades” Unions,
the loss through strikes is a very important item; bul I do
not think there would be any use in aitempting to cstimate
generally the probable amount of such loss.  Morcover in the
cases that we consider it will very rarcly be the interest of
employers to run the risk of a strike, unless cither they
combine, or a single business is so larce relatively to the par-
ticular combination of labourers as to enjoy a partial ¢ buyers’
mouopoly”  And I have alveady said that the normal terms of
exchange between {wo monopolies do nol appear to me capable
of being solved by the methads of doductive Political Teonomy,

Putting strikes, then, out of the question, we may say
generally that the combining labourers will gain by raising the
rate at which they consent to sell their labour, so long as this
does not cause the demand for their labour to fall off so much
as to reduce the total amount spent in purchasing it.  Such a
fall in demand may (1) be expected to oceur rapldly, if an
adequate substitute for the monopolized labour can be obtained
from other sources, at a cheaper rate (all things considered) than
that fixed by the Union: this contingency, however, it will be
nol difficult to exelude tewporavily, il the combination com-
prises the mujority, or even a large minority, of the labonrers
in the country, trained to perform the processes of the particular
industry; provided the rise in wages demanded be kept within
such limits that the labour conirvolled by the Union is still
cheaper, cousidering its superior quality, than any other labour
which the employers are able to draw from other industiles, or
import from other countries’. But (2 even if this contingency

1 Int the ease of Tabour imported from (nominally) the same industry in other
countries we have to eonsider not merely the actnal eost of carriage, the expense
ineunrred i proouring (e labourers by advertiscnients, agents, &e,, and ihe exten
remuneration required Lo compensate for expatriation; hatalzo the extent to which

they will be duexpert o the methods and processes of $he mdusbey us proctised ju
tite country to which they wre brouglie; and further, where the languages are
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be excluded, the fall in the demard for the monopolized labour
may be expected to occur, though more gradually, through the
defection of employers, if the average profits of the latter are
reduced by tho rise in wages percoptibly below the profits
obtainable on equal amounts of capital in other indnstries.
There are, however, several cases in which this effect is,
either permanently or temporarily, unlikely to occur to any
important extent: as {a) if the employers, being wholly or
partially exempt from competition, were previously able to make
profits in excess of the norral rate; or (b) if, apart from the
rise in wages, they would be in a position te do so temporarily
owing to a simultancous risc in the price of their commodity
through intensification of the demand, or to a fall in its cost of
production through invention, cheapeuning of material, &e. It
is to be observed that in the latter cases, an ultimate rise in
wages might be expected to occur, even if there wore no combi-
nation of labourers; since the increase in cmployers’ profits that
would then take place would tend to canse an extonsion of
business and an intensified demnand for the appropriate labour.
Still, the gain that would thus accrue to the labourers might
easily be less on the whole (as well as later in time) than the
increase ln wages obtainable by combination.

Again, if the commodity sold by the employers is of such a
kind that an increase in its price tends but slightly to reduce
the consumers’ demand for it, g0 that the aggregate expenditure
on the commodity is incroased, the additional cost of production
dug to a rise in wages may be eutirely thrown on the consuners,
without any material reduction in the amount produced, or in
the employers’ demand lor labour.  And this is likely 1o be the
case with any commoditics which are regarded by the consumers
as indispensable, except so far as the cmployers of the com-
bining labourers are closely pressed in the markets which they
supply by the competition of producers who are unaffected by
the combination.

Further, a rise in wages may often be temporarily secured,
without a corrsgponding reduction of husiness, even though the
cmployers’ profits be thereby reduced considerably below the

different, the cost of interpreters, and the loss occasioned by inevitable misun-
derstandings en the part of fellow-labourers and olhers, Of. Howell, ¢. ix. § 18,
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normal rate, if their industry is one that uses a large amount of
fixed capital. For in this case the employers are often unable
to diminish their employment of labour materially, without
proportionally reducing the vield on their fixed capital : and
the loss thus incnrred may be greater than that involved in
paying the higher wages to their [ull complement of labourers.
Tndeed, in certain cirenmstances—as for instunce, If an employer
has contracied to do a ecertain amount of work under heavy
penalties, or if he has a large stock of raw material that will
deteriorate by being kept, or cven merely if he is seriously
afraid of losing his business counexion—it may be expedient
for bim to continue his production, even if he earns less than
nothing for his labour and the use of his capital. But under
such circumstances the gain {o the combining labourers ean
obvicusly be only temporary, the period during which it can last
being limited in proportion to the seventy of the employers'
losg: and it is not improbable that the ultimate loss to the
combining labourers from the diminution of employment may
decidedly cutweigh the immediate gain.

In all the above cases it is possible for a combination of
workmen to secure, either temporarily or permancntly, a rise in
wages ; while in nonc of them, except the last, has such gain
any manifest tendency to be counterbalanced by future loss.
And it does not appear that these cases are in practice very
exceptional: or that the proposition that “trades’ unions
“cannot in the long run succeed in raising wages” corresponds
even approximately to the actual facts of indusiry. I am not,
however, awarc that any cconomist of repute has maintained
such a proposition—whatever may be thc case with indiscreet
disciples. All that Mill and his chief followers have argued
1s, that if one set of labourers obtain an increase of wages 1o
this way, there must be a corresponding reduction in the wages
of other labourers. liven if this were so, there hardly seems
to be any reason why the labourers in any particular industry,
supposing them to be “cconomic men” of the ordinary pattern,
should be expected to sacrifice their intevests to those of cortain
other labourers unknown. Suill the conclusion, from the point
of view of the philanthropist, Is so important that it is worth
while to show in detail that there is really no ground for
drawing it.
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The doctrine 18, in fact, a deduction from that combated in
Chap. viil, under the name of the “Wages-Fund Theory,”
according o which the share of labour in the aggregate was
“taken as predetermined” in the aggregate bargaining between
(employing) capitalists and labourers, and therefore as incapable
of being altercd by the successful bargaining of any one set of
labourers. According to the view that T have maintained of the
relation of capital to labour, we have no ground for supposing
this © predetermination.” It is no doubt true, according to my
view, that any increase in the wages of hired labour not accom-
panied by an equal increase in its productiveness, has some
tendency to canse a reaction and subsequent inevitable reduc-
tion in the remuncration of such labour, 86 far as such Increase
involves a reduction of the rate of interest in the country; sinee
any such reduction must tend to check the supply of capital for
home investment, and so ultimately to raise Interest again, at the
expense of wages. But there is no reason to snppose that this
nlferior Toss to hired labourers in the aggregale will generally
tend to counterbalance their previous gain; and there are
several possible cases In which the above-meniioned effect on
interest will either not occur at all, or be slight in comparison
to the rise in wages. Thus in the first place, when the
increase in the remuneration of any class of labourers causes a
corresponding increase i their efliciency, through their heing
more amply supplied with the necessaries of life, the gain of
these labourers involves no corresponding loss to any other
class.  Again, so far as any rise in wages diminishes the extra
profils which a particular class of employers, having certain
speeial advantages, were previously able to muake, the loss
caused by it falls primarily on the wages of management of
these employers; and whatever ultimate effect it may have in
reducing the rate of interest is not likely to be great in propor-
tion to its primary effect. Finally, so far as the addition to
particular wages is entirely or mainly paid by an increase in the
exchange value of products consumed chiefly by the rich,
though there will be a cousequent loss to capiiulisls as con-
sumers, aud thus o dininution in the real income derived from
capital, there will not therefore be any diminution in inierest
regarded as a motive to acenmulation.
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In none of these cases, then, does a gain obtained through
combination by one set of hired labourers tend to cause any-
thing like an cquivalent loss to some other hired labourers,
There are, no doubt, many other cases in which such loss tends
to Dbe ultimately considerable, and may outweigh the imue-
diate gain, from the point of view of labour generally, even if
we leave the effect of strikes out of account. The loss in
question is prodneed chiefly in three ways; (1) an incrcase m
the cost of any particnlar kind of labour, so far as it causes a
rise in the price of products consumed by other hired labourers,
tends to diminish the real wages of the latter; (2) any redue-
tion in the sale of the labour furnished by a particular class of
workers, accompanying or resulting fiom a forced rise in their
wages, tends pro tanfe to prevent some actual or possible
labowrers of the same class from consuming as much as they
woudd otherwise de; (8) the same cause tends more indirectly
to reduce the demand for other kinds of labour employed cither
in the same induslry, or wn olher industries cooperating dircetly
or indirectly to produce the same congumable produet,

So far T have becn considering the operation of Trades’
Unions, or other combinations of labourers, in restricting the
supply of labour either directly or indircctly by raising its
price.  DBut. before concluding this inguiry, it should be ob-
served that combinations of workers, avowed or tacit, have
sometimes soughl with more or less success to inerease their
carnings throngh an enlargomnoent of the demand for their work;
by enforcing the use of more laborions processes of produetion
than are necessary for the resulé desired by the consumers of
their products.  Such artifieial enlargement of demand is more
obviously Injuricus to society than an artificial restriction of
supply; since the extra labour of which the use is thus enforced
ts, from a social point of view, palpably and undeniably wasted.
Hence this mode of incrensing the agoregate wages of a class
of workers scems to be rarely adopted i an avowed and un-
qualified way : that is, the more laborious process maintained
by cambination commaonly produces, or is believed to produes,
a regult sourewhat superior i quality to that which could be
obtained by less lubour, though the difference in quality by no
means conpensates lor the additional eost.



CHAPTER XI.
TRANSIENT AND LOCAL VARIATIONS IN DISTRIBUTION.

§ 1. THE more important conclusions rcached in the five
preceding chapters may be broadly summed up as follows

The whele produce of the labour and capital employed in
any country, the whele increment of ils wealth in any given
yeur, will be greater or less—other shings being the sane—
aceording to the quantity and efficiency of its labour: while the
supply of labour, in a thickly peopled country, will ke greatly
infleenced by the amount of produce per head that falls to the
labourers; and again the efficiency of the labour will depend
largely on the amount of aid that it receives from capital, the
accumulation of which is materially influenced by the rate of
interest. The sarnings of lubour in the ageregate (including
the labour of management) may be most convenicently regarded
as consisting of this total produce, afler subiracting whatever
payment has lo be made for the use ol the accumulated results
of previous labour and appropriated natural agents.  Industrial
competition operates continually, with certain qualifications and
within certain limits, to equalize the shares in which such
aggregate earnings of labour are divided among the labourers ;
still, the wages of different classes are characterized by wvery
striking imequalitics which induestrial competition has no direct
tendency to remove. These inegualities are partly compensa-
tory for inequalities of sacrifice or outlay undergone either by
the workers themnselves or their parents; bnt, in suclhi a socicty
as ours, the most striking of them—if we exclude the efiects of
monopoly—witl probably be due in a great measure Lo the
searcity of persons duly qualified, through their own wealth or
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their parents’, for the performance of certain kinds of work.
The limitation of numbers necessary to this resnlt would not,
however, be generally speaking maintained, if the standard of
comfort habitual in each grade of society did not place an effee-
tive cheek upon inercase of population within the grade. This
check may be importantly alded by ihe attractions which the
prospect of higher wages abroad exercise on different classes of
labourcrs ; since the average real wages of any class ean not
remain below the real wages which the labourers in question
believe to be obtainable by them in another country, by an
amount materially more than sufficlent to compensate for the
prospective cost and trouble of obtaining it, and the sacrifices
involved in expatriation, as estimated by the persons concerned ;
provided that the outlay required is not actually beyond their
means.

Another cause of variation in the wages of different kinds of
tabour is the fact that certain classes of persons possess nalural
qualitics, physical and intellectnal, which are searce relatively
to the demand for thetr labour: and this ig, even morec mani-
festly, & cause of differences of remuneration among individual
members of the same clasg.  Skill peculiar to a single in-
dividual venders its possessor a monopolist of the special com-
modity produced by his skill; and this rmonopoly may cnable
him to inercase his income very consicderably, if there be a
keen demand for his cormmeodity.  Similar advantages, varying
in extent and duration, may be gained by a combinatien of
persons specially skilled.  If the labour controlled by such a
combination were strietly indispensable to the production of
somne strietly indispensable commadity, the combined labourers
would have it in their power to exact such a price for it as
would strip the rest of the community of all their superfluons
wealth—that is, if we can suppose freedom of exchange o be
legally maintained under these hypothetical circumstances.
Practically such a case has never occurred: even where the
need which the moenopelized labour supplies is one which must
be satisfied, some substituie can always be {ound eiilier (1) for
the labour or (2} for the consumable comumodity which it is a
means of producing; and this posstbilily of substitution fixes a
livait to the price which the monopolized labmir can obtain,
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A specially remarkable instance of inequality in the remune-
ration of labour is furnished by the carnings or wages of manage-
ment of the employer as such; since such wages tend to increase
with the amount of capital employed o an cxtent more than
proportioned to the consequent inerease in the labour of man-
agement; owing to the searvcity of cmployers individually con-
trolling large capitals, as compared with the field of employ-
meut for such capitals, and to the superiority, on the average,
of the work done by an employer who labours for himself alone,
as compared with the manager of a jointstock company.

Turning to the yield of capital itself, we ohserve that the
returns from coréain investments may be kept above the ordinary
rate of interest on the original outlay—just as the remuneration
of labour may—through the operation of monopoly or scarcity.
A chief case of this is the rent of agricultural land in thickly
popnlated countries, which is kept above ordinary interest on
the outlay of which its utzlity 1s the result, by the linitation of
land cqnally available for supplying the samnme markets with
agricultural products: the excess of yield being due partly to
the natural qualitics of the soil, partly to the distribution of
the population thal purchases its produce. In some cases —such
as the ground in towus or the ground containing rich minerals
(supposing no outlay to have been incurred in discovering them),
the payment of rent is wholly to be referred to the appropria-
tion of a scarce natural agent. A similar operation of monopoly
or scarcity is cxhibited by the high dividends often paid on the
stocks of water-compunies and gas-companies, and other invest-
ments which, either through legal interference or the force of
circumstanees, are wholly or partially excrapt from competition.
In all thesc cascs, the normal extra yicld of the land or capital
in question is determined merely by the excess of the pricc of
whatever amount of its produce it iz found most profitable to
bring to market, over the cost of producing it—allowance being
made for any risc or fall in the value of the land (or fixed capital)
employed, which may be causcd by the process of production
itself. An analogous extra yicld, again, is obtained by manu-
facturers who use processes protected [rom lmitation by sceresy
or legal monopoly, and by Louses of business that have an
ostablished connexion: and though such extra profit may be
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properly regarded as tnterest on the results of the labour applied
in inventing and perfecting a mew process or establishing a
business, it is often much in excess of ordinary interest on such
outlay, when the labour has been applied under specially favour-
able social or industrial conditions.

On the other hand the vield of cavital fully exposed to
competition, and not capable of being transferred without loss
from the investment in which it has been placed, canuvot on ihe
average be higher than ordinary interest on the original outlay ;
and is liable to become indefinitcly less than this, through
changes in the arts of industry or in other social conditions,
Nor ig this liability absent, even in the case of capital partly
cxempt from competition.

Current interest, or the price obtained for the use of capital
continually available for new iuvestment, tends to be approxi-
mately the same for equal amoeunts of such capitul nvested for
equal periods, allowance being made for differences in the
security of different investments, aud in the cxpectations of
their future rise and fall. Such interest iz partly paid for
wealth employed in production, and partly for consumers’
wealth previously lent and consumed, either by Jiving mdivi-
duals or those whose obligations they inherit, or by the com-
munity to which they belong; in this latter case the debts on
which the interest is paid are to be regarded as invested capital
of individuals, though not of the community. The ratio of this
payment to the valuo of the principal is muinly determined, in
a modern industrial communily in whiclt wealth Is continually
accumulated, by the utility to industry of the last inerement of
the capital productively invested; this utility, again; depending
on the relation between the supply of available eapital and the
field of profitable employment for it, which latter tends to grow
larger as population increases—though not in praportion to
such increase after a certain point of density has been reached—
and which, in reccent times especially, has been eontinually and
greatly enlarged by the progress of invention. Since, however,
the accumulation of capital in a country is influenced by the
rate of interest, it may be assumed with great probability that
there is, av any given time, a certain minimum rate necessary to
induce saving sufficient to balance the waste of capital that is

8. E. 24
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continually going on; and that as current interest sinks towards
this minimum, accumulation will be more and more retarded.
The supply of capital in a country, however, tends to vary from
many other causes besides changes in the rate of interest there;
in particular, owing to the international mobility of eapital,
the snpply in any one country tends to be affected by any
material changes in the ficld of employment for capital elsc-
where; and also by any change—due (e.g.) lo increase or
decrease of mutual confidence—in the general estimate formed
in any one country of the risks attending investment in another.

§ 2. The rates of remuneration for different industrial
services, as they tend to be determined by the operation of the
gencral economic causes above analysed——except Combination,
which requires exceptional treatment from the difficulty of fore-
casting its effcets, if we suppose it generally adopted—may be
designated as the Normal rates. At any particular time and
place, the actual shares of produce received by members of the
different industrial classes as such are likely to vary somewhat
from the normal shares, under the influence of transient or local
causes which I now propose to examine;—confining myself mainly
to causes actually operative in the most advanced industrial com-
munities, and not incompatible with the gencral assumptions
on which our theory has procceded. Wo ought, however,
to legin by noting that the normal shares themselves are
likely to be continually fluctuating; since there is no reason
to assume that any of the general canscs that influence them
operate in precizely the same manner or degree for any length
of time. Wec have already observed that both the total pro-
duce of indusiry, and the proportions that fall respectively
to labour and to capital, tend to be continually altered by
the changes that constitute the normal growth of a prosperous
cominunity-—the accumulation of capital, the increaze of popu-
lation, improvements in the arts of industry due to invention,
and the development of cooperation, cspecially cooperation
through exchange. We have scen, too, that the growth of
population within a given arca tends on the one hand to increase
the advantages of cooperation ; but that on the other hand, after
a certain pitch of densily is reached, it tends to diminish the
cfficiency of labour i agriculture, through the increased diffi-
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culty of agricultural production, while at the same time the
proportion of the produce paid for the wse of land tends to
increase. Then, turning to the normal distribution of the
aggregate carnings of labour among the different classes of
workers, we can ocagily sce that it will be modified in various
complex ways ; by changes in the distribation of wealth, altering
the supply of persons capable of making a given amount of out-
lay ; changes in the preocesses of industry, altering the demand
both for natural qualities and for the results of training,
and also altering the sacrifices required for the production of
certain utilities ; changes in the cost of production of certain
kinds of skill, through the spread of eduecation, &c.; changes in
social habits and opinions, modifying men’s ostimate of certain
kinds of sacrifice, and further altering the relations of the de-
mands for the different grades of labour respectively; and other
changes too nwunerous to mentlon.

Again, the continual oscillations in the market-price of com-
modities which wc have noticed must be accompanicd in most
cases with corresponding oscillations in the profits of those who
supply the commodities in question; owing to the inevitably
unstable adjustment of supply to the generally varying de-
mand. The forecast of the demand for a commodity—at any
supposed price—can at bost be only approximative; though
with some ecommodities—such as a staple of food—the approxi-
mation ean be made much more close than with others ; in most
cases, however, besides the larger alierations in demand which T
shall notice later, there will be continual small tides of change
from complex causcs that dely caleulation. And even supposing
the demand for any product exactly known to all suppliers, it is
still highly unlikely that at any given time supply should be so
adjusted as to give the suppliers the exact remuneration that
industrial competition tends to allot to them. Indeed in agri-
culture, hunting, and some kinds of mining the produce obtain-
able by a given amount of labour frequently varies very consi-
derably on either side of the average; and it may be remarked
that, supposig such vanalions te allect all producers about
equally, it depends on the precise nature of the demand for the
product whether an abundant supply will be profitable or the
reverse: since if the demand is ineclastic—as it 15 (e.g) for

242
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corn—the producers may easily gain by dearth and lose Ly
plenty.

Finally, even the larger fluctuations that affect different
branches of production—which we have now to examine more
in detail—have already been noticed incidentally in considering
the general determinntion of Interest; since we had to distin-
guish that portion of the returns actually received from invest-
ments of eapital which is practically compensation for risk.
Now it belongs to the very notion of ‘risk’ that we cannot
predict when or how far the loss, of which we recognise a
certain probability, will actually be incurred; hence even if
such expectations of risk were altogether well-founded, it would
be in the highest degree improbable that all owners of capital
should incur the same proportion of logs in any particular year.
Similarly we have taken note of ‘uncertainty’ as one cause of
the difference in the aetnal remuncrations of labour, Ilere,
however, it should be observed that there is practically a much
more exact comparison of prospective remunerations made by
persons investing eapital than by persons sclecting a line of
labour. Very slight differences in the prospective security of
interest, which would have no effect on the choice of a trade
or profession, fiud expression in the different prices of different
investmonts of capital—thus, for instance, the faint additional
chance of the non-payment of interest on the preference shares
of a first-class English railway causes such shares to be sold
ab a somewhat lower price than debenturcs of the same rail-
way yielding the same interest. Similarly i[ a small capi-
talist 13 considering whether he shall go into a business, he
takes into account indefinite and remote risks which can hardly
enter into the view of an ordinary labourer choosing a trade for
his son: for the unccrtaintics of which Adam Smith speaks,
that tend to be compensated in the higher wages of particular
trades, are dangers frequently incurred in the course of the
ordinary cxperience of such trades. Accordingly the exceptional
losses of different classes of capitalists and employers tond to
be compensated by higher incomes in ordinary times to a
greater extent than similar losses incurred by hired labourers.
On the other hand, the {luctuations in the profits of capital
employed by the owner, and even in the mere interest of
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capital that bears the full risks of industry, appear to be
decidedly greater on the average than the fluctuations in the
remuneration of hired labour: because under the existing con-
ditions of industry profits are tho “leavings of wages,” so that
the capitalist employer mosily bears the first shock of unfore-
scen losscs, and only passcs on a part of the blow to his
employees ; aud, in the same way, he mostly secures the lion’s
share of unforcseen gains.

§ 3. Let us then proceed to consider more in detail the causes
and effects of the more important fluctuations in the profits of
different industries: and, since the danger of loss occupies a
larger place in the common view of industrial eapital than the
chance of extra gain, we ypay conveniently begin by dirccting
our attention to the former phenomenon. Of course so far as
we are merely dealing with changes in distribution, loss and
galn—to different sets of persons—are correlative cffeets of the
samc causes, Dut important changes in distribution are mostly
accompanicd by some increase or decrease in the aggregale
wealth of the community; and it may be observed that in csti-
mating this aggregate effect, we are often lable to strike the
balance wrongly between gain and loss; since the lesser of the
two correlative effects, being the more concentrated, is often
more obyious and striking.

Losses in business which impair aggregate wealth as well as
the wealth of individuals may be due, firstly, to dishonesty; or,
without distinct dishonesty, to the pursnit of private interests
by the employers of borrowed capital, with more or Iess culpable
indifference to the interests of the persons who own the capital.
Or, secondly, they may be due to mere mismanagement of the
routine of business—want of care and punctuality in. meeting
requirements, want of vigilance in supervising subordinates, &e.
These causes, however, are hardly likely to affeet specially any
particular branch of production; and therefore most of the
damage duc to them will remain with the owners or employers
of the capital in question. But a third class of losses, which arise
from want of the higher kind of business talent,—viz. foresight
as to important changes in supply or demand, and invenliveness
in adapting produetion to meet such changes—being liable to
affect whole classes of employers simultaneously, have a much
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greater tendency to be passed on to the classcs of labourers
employed by them. It is hard to draw a line in any case de-
fining how much of this kind of loss should be regarded as the
normal penalty of unskill, and, similarly, how much of the cor-
responding gain [rom favourable chabges is the normal reward
of superior ability ; since il is difficull to place definite limits to
human foresighl and ingenuity. But at any rate there is a
good deal of actual loss and gain which we must place beyond
the line, and consider—ecconomically speaking—as beyond the
scope of prescience and provision; and it would scem that the
development of industry and trade tends to increase both the
number and magnitude of such unmerited fluctuations of in-
come ; though it alse tends to mitigate their worst effects on
human life and happiness.

In examining further the operation of such accidents, we
may nolice first those that strike indusiry, so to say, from
without ; ihat is {from causes independent of the conditions of
its own normal progress under a system of frec competition,
Such are the calamities of unusually bad seasons, plagucs of
noxious animals, epidemic dizcases among useful animals and
vegctables, extensive damage from flood or fire, &e. Losses caused
in this way almost always fall with unequal weight on different
portions of the community; in most cases they are borne
primarily by employers engaged in the branches of industry
affected ; a varying portion of the loss being passed on to the
consumers of their products, the labourers whom they cmploy,
the owners of the land and borrowed capital which they use,
and the other preducers whose products they consume’. The
same may be sald of the destruction of property caused by war;
though it is to be ohserved that so far as war, disease, or other
calamity destroys human life, its cffect on the amount of wealth
per head possessed by the community is of a mixed kind: since
the survivors, whatever they may lose by such calamities, will at
any rate gain relief from the cconomic disadvantages of over-
crowding,

1 1t hag Lesn observed that the producers of commodibics for which the
demand is of such o kind {hat—within esrtain limits—each diminution in
gupply tends to increase the price paid for the {olal amount sold, may actually

guin as & class by any such disaster; the consumers suffering, through the
rise in price, a loss greater than that which falls on the community as a whole.
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Accidents of this kind favourable to production also occur,
though more rarcly; the most striking of these are chance
discoverics of natural products sultable to buman use, as in the
finding of rich mines, Such discoveries however, are more
commonly made by minds that have spent time and cnergy in
searching for them; in which case they come under the general
head of Lnvention, the great spring of industrial progress.

More ordinarily, important changes due to invention consist
in the discovery not of new sources of raw material, but new
maodes of adapting known materials or forces to the needs of in-
dustry. Such improvements in industrial processes of course
tend to make the community ultimately richer, inasmuch as they
increase the amount of a given kiud of commodity obtainable
by a given amount of labour. But, generally speaking, they
tend also to reduce the valuc of a certain amount of the capital
alrcady investod in instruments of production. Hence their
elffects on the wealth of the community at the time of their
introduction are necessarily mized; and may be, on the whole,
of a negative kind. It is even conceivable that some very im-
portant invention might reduce the value of previously existing
instruments and stocks so much, that the total capital of the
community would actually be diminished by an amount ex-
ceeding the value of the new commeodities produced within the
year; so that the community would appear to be spending its
capital, In consequence of what was really a great step in the
advance of material wellbeing.  This paradox is the inevitable
result (in the case supposed) of including in onc aggregate of
wealth, along with things mmmediately consumable, products
that are only useful and valnable as a mcans of producing the
former: but, since most of that part of real incomes which is
saved exists normally in the form of such mercly instrumental
products, T do not, see how we can conveniently adopt any other
view of wealth, in discussing Distribution. We must therefore
be content to note the possibilicy of this paradoxical result, and
to guard ourselves against being misled by it.

So great a destruction of the existing value of capital as
that above supposed 1s highly improbable; but mivoer effects of
this kind are, as 1 have said, o normal incident of industrial
progress; and, in considering the effects of new inventions on
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distribution, must be get down as losses, which may temporarily
more than counterbalance the economic gain of such inventions.

This gain itself will be distributed in very various ways
according to circumstances, Supposing that the invention can
be monopolized, through a patent or otherwise, the extra profit
that its possessor can secure—which i, of ecourse, to be re-
garded as the normal reward of the inventor’s labour—may
conceivably be equivalent to the whole of the economie gain
ohtained by the improvement. Bul, generally speaking, the
monopolist will pass on a portion of this gain to others, and
ultimately to the consumers; since, if {1) the improvement
consists in cheapening the manufacture of some old product, it
will gencrally be his interest to sell this at a lowered price, in
order to secure possession of the market; while if (2) it leads
to the production of some new consumable commodity, it will
be necessary lo sell this te the consumers at such a price as
will give them a share of the additional utility obtained by it,
in order to inducc them to alter their habits of purchase.
Supposing, on the other hand, that the invenlion is not pro-
tected from imitation, cowpetition will tend ultimately to
transfer the whole gain to the consumers; but generally speak-
ing a certain portion of it will, during an interval varying in
length, be retained as extra profit by the employers who first
use the invention; who may either be some or all of the persons
whose fixed capital lLias Deen depreciated by the improvement,
or a quite different set of persons—according as the industrial
change in question is more or less sweeping in character.

The effects of such a change on the remuneration of manual
labour are similarly complex and various. It iz obvious that
the value of what we have Defore called the ‘personal capital’ of
skilled labourers—their acquired dexterities—is liable to he
diminished cr annihilated by improvements in industrial pro-
cesses, just as the value of matcrial instruments is. On the
other hand, the fall of price caused by an improvement frequent-
ly extends the consumption of the products of the industry
affected so much, as to increase considerably the total employ-
ment offered to labourers engaged in it, and fo raise the price
of the kind of labour requircd to work the new process. If,
however, this extension of consumption does not take place, the
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introduction of a ‘labour-saving’ improvement in any branch
of production must necessarily diminish the total amount of
labour employed in it; and since if the change takes placo
raptdly the labourers thus turned adrife will often find it -diffi-
cult to obtain work elsewhere, it is not surprising that improve-
ments in industrial processes should hove been thounght to
diminish the whole field of employment for labour; and that at
various times not unenlightened persons should have faneied
that they were acting for the interest of the community in
endeavouring to prevent this result. DBut, it is obvious that, if
of two processes equally efficient the more laborious is choscn,
the utility to the community of the extra labour thus employed
is simply ntl; and there must always be some other department
of the industrial system in which it could be applied produec-
tively, though probably with a diminished ‘final utility’, and
therefore at a lower rate of remuneration.

Yhat has been just said of the effects of newly invented
improvements in the process of manufucture, applies equally
to the application of invenlions already published, but neg-
lected for want of knowledge, enterprise or capital; except
that the element of possible monopoly is absent in this case.
Similar effects are also produced by improvements in com-
munication and conveyance, and the opening up of new lines
of trade'; but a full consideration of these would bring promi-
nently into view local variations in industrial incomes, which
I reserve for discussion later on.

Again, 1t may be pointed out that improvements in any
branch of production, if they materially increase or decrease
the value of its aggregate products, tend to causec sccondary
changes in the demand for the products of oiher industries,
which may in some cases be important; thus if corn be
materially cheapened, the demand for the luxuries of the poor
may rise to such an extent as to raise temporarily the profits
and wages of the producers of such luxuries above their normal
amount. The new investments of capital to which invention

1 At an earlier period of our industrial history it was usual, and perhaps
usefui, {0 encourage and protect developments of trade by legal monopolies,
no less than improvements in manufacture, Butin the prezent state of com-
mercial enterprige such artificial encouragement would scem quite superfluous;
and is upiversally condemmned by modern mazims of economic policy,
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leads are similarly a source of temporary extra gains to the
preducers of certain kinds of instruments and materials; thus
{(e.g.) the introduction of railways benefited cmployers arnd
labourers engaged in the production of iron.

§ 4. Further important changes in demand continuaily
occur, with offects similar to those just mentioned, indepen-
dently of any amelioration in the processes of manufacture,
To a certain extent, indeed, such changes are, in a larger sense,
to be regarded as cconomic improvements; that is, when a
general preference on the part of consumers for some com-
modity different from what they have previously been in the
habit of purchasing is occasioned by the fact that a better or
cheaper means of satisfying some need has become more gene-
rally known or appreciated. But some alterations in demand,
that affect production materially, are due to the morc caprice of
fashion, and thus involve no real advantage to the community,
Either kind of such changes when abrupt and oxtensive
may inflict the same kind of loss on certain portions of real
and personal eapital that we have scem to be an incidental
effect of many industrial improvements; and may similarly
affcet the relative demands for certain kinds of labour.

Even if we supposc no change cither in the arts of industry
or the habits of expenditure corresponding to different grades
of income, many important changes in the relative demand for
the products of different industries must continually result from
the increase of wealth and population, and frem the larger
changes in distribution which thesc tend to bring with them,
through the operation of the normal conditions already investi-
gated.

As T have already said, the highest kind of business talent is
shewn in forecasting rightly all these various changes and con-
tinually adapting supply to demand ; but the forecast tends to
become more difficult as the range of cooperation through ex-
change extends.  Producers are more and more led to manufac-
ture for markets too numerous to watch carefully, too remote to
understand adequately, and exposed to modifying influences of
continually increasing complexity ; and hence fluctuations in the
adaptation of supply to demand, and consequent fluctuations in
the incomes of producers, tend to become greater and fo contain
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a larger element of merc luck. Manufacturers and traders
working under these eonditions have frequent and important
occasions of gain through uncxpected developments of demand ;
But they are also in continual danger of loss through over-
supply of their commodities. Indeed any considerable gain is
liable to tend indircetly to subsequent loss, by the cxeeptionally
eager competition excited in the business that has suddenly
become profitable. The excess of produclion thus caused some-
times leads to such a fall in the price of the over-abundant
products that their market-value does not exceed that of the
materials spent in making them-—or, in the case of trade, the
value of imported goods does not excced their value in the
country from which they were brought—thus allowing no return
whatever to the labour and capital employed in the production ;
or rather, as the employed labourers will generally have received
fheir wages, a proportionate amount of the employer’s capital
must in such eases be wasled in the purchase of valucless work.
Over-production of this kind—ecven if it does not reach this
degree—is a striking feature of the modern competitive organ-
isaticn of industry, extended as it is by worldwide trade ; and,
owing to the intimate connexion of different branches of produc-
tion, fluctnations of this kind rarely affect one branch alone,
and frequently occur nearly simultaneously in a considerable
number, This expericnee has in former times led even professed
political economists to the conclusion that general over-produc-
tion is a danger aguinst which society has to guard ; that the
ageregate of labourers cooperating through exchange are liable
to produce not only too much of a certain kind of commodity,
but too much altogether. Now 1t must be admitted that this
result is a possible one; an individual may obviously be led,
from an over-estimate of the utilities obtainable by his labour,
to work harder than he would otherwise think it worth while to
do; and what is possible in the case of any one worker js possi-
ble in the case of the agaregate of workers. And I think
further that this result may be expected to oceur, to a certain
very limited extent, when any branch of industry is abnormally
stimulated by high prices; since under these eirenmstances the
energies of employers and employed are often strained to an
unusnal degrce, and a certain margin of extra labour is likely




380 VARIATIONS IX DISTRIBUTION, [Book II.

to be called forth, which would not have been exerted except
for the high rate of remuneration which it is mistakenly sup-
posed to be worth. But this margin—even supposing it not to
be counterbalanced by an equal or greater reduction of labour
clsewhere—will generally be so small a part of the whole labour
thus cmployed that it may for practical purposes be neglected ;
practically the over-production of certain commeodilies of which
we have actual cxperience may be regarded as merely mis-
directed production. Indeed we may lay down, that, owing to
the defects in the actual organisation of industry, which result
inevitably from the limited knowledge and imperfect mutual
communication of its members, society is always in a condition
of under-production ; .. there is always a considerable amount
of available labowr unemployed, for which the conditions of
industry might actually afford remuneration sufficient to bring
it tato employment.

Still, however they may be caused, the extensive miscaleu-
lations of supply that produce the effect of general over-pro-
duction, tend equally to depress the remunerations of employers
and employed in certain branches of industry below the normal
rates, and to depreciate the capital, real and personal, that has
been invested in them. Indeed, when the miscalculation has
been great, it may cven annihilate the value of large portions
of such capital, if it is of a kind that cannot be turned to
other uses without great loss.

§ 5. We have now to observe that such over-production will
often be accompanied by important fluctuations tn the rate of in-
terest, and therefore will produce cffeets on distribution beyond
the range of the special branches of industry in which the
miscalculation hag taken place. This will be especially found
to be the case if the over-production has been due to a wide-
spread over-estimate of the profit to be obtained by new invest-
ments of capital—whether in the form of additional stocks of
consumable goods, destined for new openings of trade, or in
railways, ships, machines and other durable instruments. We
have already noticed that the demand for new capital to be
productively tuvested depends at any particular time not upon
the actual productiveness of such capital, but upon the general
estimate of what it will produce. There seems, indeed, no
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ground for supposing that this estimate tends, on the average
and in the long run, to diverge decidedly from the facts in
either direction. But experience shews that the general view
of the possibilities of profitable employment of capital is liable
to marked ebbs and flows. Sometimes there is a general dis-
position to overrate it, “times of counfidence” in which the
over-production of which we have been speaking takes place.
At such times the employers who cause the over-production
avail themselves largely of the capital of others; borrowing is
extended, and an unusual number of joint-stock companies are
formed ; in consequence of which the rate of interest rises to an
unusual height, Then when the miscaleulation has hecome
manifest, numerous bankrupteies and wide-spread depreciation
of the new investments oceur; really sound investments are
affected by the ruin of the unsound; the general confidence is
succeeded by general distrust ; and the rate of interest falls
again, wot mercly down to, but below, the normal rate.

Tn these fluctuations, the rate of diseount or interest charged
by bankers for the usc of the medium of exchange comuonly
fluctnates more than the rate on investments generally, as the
demand for loans made by bankers increases more in proportion
than the demand—-made mainly by joint-stock companies —for
the capital of private investors. And if the transition from
confidence to distrust is swdden and sharp, it is liable to cause a
very violent fluctuation in the rate of discount; bankers refuse
to make [oans on conditions which they would ordinarily consider
acceptable, partly through fear of the bankruptey of the appli-
cants, parlly [rom the necessity of protecting themsclves against
the consequences of a similar distrust; and thus the extreme
scaveity of trustworthy medium of exchange forees up the price
of it to an abnormal height; money being everywhere wanted,
not for enlargemrent of purchases, but for the payment of debts
already incurred. At such times there will also be a rise in the
rate of interest on invested capital generally, not from an
increase i the total amount of interest received, but from a
fall In the selling value of securities; which arc extensively
sold owing to the urgent need of ready money and the high
price paid for the uge of it. This latter change, of course, docs
not affect the real income of persons who continuc to hold thesc
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securities; but it involves an accidental gain to all who are at
the time investing, at the cxpense of those who find it needful
to sell their investments.

Again, other causes besides miscalculation of prospective
profits on the part of employers of capital may produce a tran-
sient rise in Interest. Thug the commencement—or merely the
fear—of o drain of gold from banks, for the payment of a balance
of debt on the trade of the country or some other cause, may
lead bankers to raise the rate of interest, in order to bring back
the gold or turn the balance the other way. Such a rise in the
rate tends to have the desired effect in two ways: it tends to
lower prices,—Dbecause it makes holders of comnmeodities or securi-
ties prefer selling to borrowing meney, and similarly diminishes
the willingness to purchase-—and thus encourages exportation
and discourages imporfation ; and secondly it increases the dis-
position of foreign creditors to allow the debts due to them to
Ton on, in order to obtain the higher interest.

This leads me to notice another important class of variations
in Distribution, that tend to accompany critical changes in the
rate of interest charged by banlkers; viz those due to varia-
tions in the purchasing power of money. I have before cx-
plained how the price paid for the use of money and its
general purchasing power tend to vary concomitantly to a
certain extent, and under certain circumstances—-—though under
other conditions they are more likely to vary in opposite
dircetions; and I have shewn how this concomilance comes to
be espcoially marked at financial erises.  Indeed in a country
where the use of bankers’ cbligatlons ag a medium of exchange
is gencral, and where the dangerous resource of inconvertible
notes is eschewed, the most rapid and impressive variations in
the purchasing power of money are those due to the vicissitudes
of the banking system ; but the more durable, though slower,
variations caused by changes in the relation of the supply of
bullion to the demand for it, also produce very material effects on
the distribution of incomes. These effects are of a somewhat
complex kind. It is obvious that a rise in the purchasing
power of moncy is advantageous to all creditors, including all
annuity-holders, and all persons whose incomes are legally fixed,
and disadvantageons to all debtors ; but it should be noted that
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it i3 also at least temporarily advantageous to all persons whoso
rates of remuneration have a partial stability through the mix-
ture of custom® and informal combination of which T have before
spoken; that is, to large classes of labourers. For both reasons,
therefore, 1t i3 disadvantageous to omployers of capital who are
generally borrowers, aml at the same time employers of labour,
It thus acts as a discouragement of industrial enterprise, and
in this way may cause some detriment indirectly even to the
labourers whom it primarily benefits, Similarly a fall in the
purchasing power of money causes a sensible diffusion of good
fortune among cmployers of capital and labour ; the benefit of
whick is not unlikely to be ultimately shared by the labourers
whom they cmploy, though lmmediately these latter tend to
fose through the comparative immebility of their mency in-
comeg ; while all who are legally entitled to fixed money-
payments lose, of course, without compensation.

§ 6. In considering changes in the purchasing power of
moncy, it is jmportant to ohserve that such changes are only
gradually transmitted, and with unequal rapidity from one part
of the country to another; and also that in the same district
some industries are slower in feeling their effcets than others,
Buch inequalities are obvicusly due to differences in the nature
and extent of the traffic carried on, directly or indirectly, between
the districts in which money is produced—or the cmporia of
foreign trade through which it is obtained from abroad—
and othor parts of the country. Dut in order to understand
these difterences thoroughly, it will be convenient o take a
view of the variations that tend to be found normally in the
prices of any commodity, and in the general purchasing pewer
of money, as we pass from district to distriet. These variations
are due primarily to the localization of different branches of
production {including exchange) in different places; which is
itsell traceable to a combination, sometimes rather intricate, of
physical and historical causes. The most obvious of such causes
are the natural economic advantages which some parts of the
earth’s surface offer for certain industries: thus minerals will

! Tt shonld be remembered that we arc contemplating a society im which
Custom pure and simple is supposed not to interfere materially with the setion
of Cowpetition.



384 VARIATIONS 1IN DISTRIBU TI0Y. [Book II.

evidently tend to be produced where they are most abundant
and most easily extracted, and agricultural products where soil
and climate arc most favourable : large centres of trade will be
formed near the mouths of navigable rivers, and manufacturcs
will flourish where the raw or auxiliary materials employed in
them are easily obtainable, But in any explanation of the
actual distribution of industries in the complex group of com-
munities now more or less united by trade into one industrial
system, a large place must be given to the influence of dif-
ferences of race, social condition and paolitical cirenmstances
among the persons inhabiting differcnt loealities, Tt would
take us too far afteld to analyse thesc historical conditions:
what we are rather concerned to observe is that when once an
industry has been successfully established in any place, through
whatever combination of causes, there is a certain cconomic ws
tnertis tending to maintain it there—and lo increase it in
extent, if the increase of population and wealth increases the
demand for its products within a given area, or if improvements
in communication enlarge the area which can be profitably
supplied from one centre. This vis Tnertie may be analysed
into several elements, variously combined in different cases.
Partly, a manufacturer who started elsewhere would have more
difficulty in obtaining a market for his commoditics, from the
established reputation attaching to the locality in question:
(e.9.) equally good hardware made at Halifax would not com-
mand the price of Shefficld hardware.  Partly, again, he would
have more difliculty in obtalning the requisite skilled labour:
while further, especially in departnents of industry in which
the subdivision of employments has been corried to great lengths,
any one branch of production tends gradually to have collected
in its neighbourhood auxiliary and connected, but separately
organised, industries; so that a producer by settling in this
neighbourhood has superior facilities for obtaining the materials
or 1nstruments he requires,

Through this combination, then, of physical and historical
conditions it comes to pass that the main part of the demand of
a region often very large, for cormmodities of a certain quality,
tends to be supplied from a district or disiricts, the cxtent of
which is but small—sometimes insiguificaut—in comparigon
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with the whole area’. And, to mcer the expense of carriage,
the money-price paid by consumers for such commoditics tends
to increase, roughly speaking® in proportion to the distance
that separates the consumer from the centre of diffusion. But
it iz to be observed that the real exchange-value of the com-
inoditics may vary somewhat dilferently from the money-price ;
since money itsclt’ tends to have somewhat different values in
different districts.  For instance, in a country which obtains its
coin and bullion from abroad, the purchasing power of money
will tend to be appreciably higher in districts unfavourably
sitnated for exchanging commodiiies, directly or indirectly, with
the emporia of foreign trade ;—that is, districts between which
and the places with which they trade the cost of carriage is
high, while there is no such keen demand for their products
ontside as would onable them to throw the greater part of this
cost on their customers,  The theoretical maximum of possible
difference between the exchuwge values of movey in any two
districts compared is constituted, as we have scen, by the cost
of carrying money onc way and some kind of goods the other
way; but in an advanced industrial community with a fully
developed banking system, the cost of carrying money itself
may be neglected, at least in comparing districts not very re-
mote, and we need only consider the cost of cartying goods. This
cost and the resultant differcnces will of course vary with the
facilities, natural and artificial, for trangport ; hence prices may
be more nearly equalised at cownparatively remote places in the
neighbourhood of a coast or a railway, than at places com-
paratively near cach other, but connected only by indifferent
roads.

Further, 1t s to be observed that local variations of prices
will be more marked in the case of commoditics that are cither
heavy in proportion to their value, or liable to injury during

1 Where, a3 in all industries except agriculiure, thiz development of trade
leads fc the close aggrezation of a larpe nember of labourers, the resulting
inequality in the distribution of population is increased by the further aggrega-
tion of retail traders and artisans to smpply consamable commodities to the
other aggregate,

# The interest thal manufacturcrs and traders generally heve in extending
their business, induce them sometimes to take & part—or even the wholo—of
this cost on themselves, in iransmitting their produets to distanl consumers,

8. E. 25
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transport, than in the case of lighter and more durable or more
safely portable articles. And since in these varlous ways the
differcnces in the exchange value of money, as between any two
districts compared, will tend to be different in relation to differ-
ent commoditics; it may easily happen that the practical
purchasing powor of money will have different local variations
for different classes of incomes, Thus an wnskilled labourer's
money wages may go further in a remote rural district, owing
to the cheapness of the food, fuel and house-rcom which they
ave chiefly spent in providing; while to a professienal man living
in the same class tho gain in this way may be more than out-
weighed by the increased cost of certain luxuries.

All these differences havo to be taken into account in con-
sidering the normal effects of industrial competition; since, as
we have seen,—quite apart from any obstacles to the mobility
of labour—this does nol necessarily tend to equalize moncy-
wages, bub only to get rid of any considerable and generally
rccognizable differencos in the net advantages obtainable, on
the average, by equally efficlent and industriens labourers in
the same industrial grade.

§7. The tendency to such equalization, however, is—as we
have already noticed--still further limited by the existence of
obstacles that impede the migration of labourers. These cb-
stacles would still exist to a certain extent, even if the
influence of mere inertia and easily removable ignorance, as
well as the more definite hindrances to migration that have
sometimes been iuterposed by law, and the barriers against intru-
sion sometlimes raised by combinations of Jabonrers?, were alto-
gether eliminated. There would always be o certain expense,
trouble, and loss of time involved in transporting an individual—
and still more & family—to a distant place; there would generslly
be a loss of indefinite advantages derivable from the kindly
regard of neighbours, and & loss of useful knowledge of the
special conditions of industrial and social life in a given locality
—which would be greater if the change involved the learning of

1 I5 should be observed that in olher ways Trades' Unions tend to aid the
mobility of labour from place to place; by developing habits of eoncerted action
among labourers, elevating the nverage level of their intelligence, collecting and
diffusing informaticn as to rates of wages in different localities, &e.
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a new langnage, or of new modes of work; and there might
still be a general avorsion to expatriation, and even to leaving
familiar scenes and breaking social relations, If however, wo
supposgo the distribution of industries and industrial population
to remain without material change for a comnsiderable time,
these obstacles alone could herdly hold permanently in check
the forces tending to equalization, at least within the same
counfry——cxeept in the case of a class of labourers so poor that
the mere expense rendered rigration impossible, without very
severe privations; since the influences above-mentioned would
not commonly affect strongly more than a part of the popula-
tion of any district; and the prospect of higher wages elsewhere
would continually attract thc more migratory element—e.g.
young unmarried or newly married persons of an enterprising
turn of mind’.

Such obstacles to migration affect the more highly-paid
labonrers, including tho empleyers of labour and capital, in a
Joss degree than otheys; and, though the greater part of capital
already invested is, at best, far less mobile than labour, still,
i an industrially advanced country, where wealth grows
rapidly, floating capital tends to flow rapidly and in large
volume into localities specially favourable for production.
Hence, supposing no material changc to take place in the local
distribution of industries, the net advantages generally believed
10 be obtainable by the employment of equal amounts of new
capital in different localities would before long be mughl)
equalised.  This equalization would not, of course, affoct vent or
any oxtra profit analogous to rent, accrning en capital partially
exemptod by circumstances from competition, Such extra
yields tend ryather to become more unequal, as the concen-
tration of labour and capital in certain places becomes more
intense through the growth of population and the specialisation
of industries,

1 It ig asgumed in this argument that the average personal efficiency of
lahourers in the same industry is the same in different localities. The tendency
to equalization is impeded, so far as the average efficiency in different places iy
different, ¢ven if the difference be such as is likely to be gradually removed by
migration, An important case of thiz kind is the low average efficiency of
labour in certain places which results Irom the very lowness of its remuneration
cansing av inndequate supply of the necesearics of healthy life.

25—2
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We may conclude, in short, that under the influence of indus-
trial competition, the special cconomic advantages attached to
different localities, supposing them to remain substantially
unaltered, would ultimately express themselves in the distribu-
tion of industrial incomes mainly in the form of rent or some
extra yield similar to rent. Dut in fact such local advantages
arc continually undergoing changes so rapid and extensive, as to
balance—or more than balance—during a constderable period,
the equalizing forces of industrinl competition. Sometimes
(1} the extension of an industry alveady cstablished in a certain
district 1s so rapid, owing to the extension of the demand
through improvements either in processes of manufacture or
means of communication with other districts, or perhaps to a
rige in demand in consequence of a change of social habits or
industrial necds, that in spite of the continval increase in the
supply of labour and capital employed in the industry, the
remuneralion of both labourers and emplovers continues for
many vears to remain at o searcity height. (2) Somctimes
again, the extension of our knowledgo of localized matural re-
sourees, or the discovery of new means of obtaining or using
materials already known, may alter importantly the relative ad-
vantages of different districts for a certain kind of production,
so that large new centres of industry may be rapidly formed in
new districts, and old ones deserted. The develepment of the
cotton manufacture in Lancashire after the inventions of Ark-
wright and Watt is an instance of the former kind of change;
the discoveries of new valuable mincs most strikingly illustrate
the latter,

The effects of such changes on other inhabitants of the dis-
tricts in which they occur are complex, and vary somewhat
according to the precise nature of the change and the conditiona
of the industry primarily affected. If these latter are such that
an additional amount of produce cannot be obtained except at a
higher cost, a rise in demand or improvement in communication
that leads to a larger sale of the produce in question outside the
district must ceteris paribus through the consequent rise in price
inflict loss on all inhabitants of the district except the producers
who gain by it. In the case of the products of manufactures—
as distinet from those of agriculture and mining—this result is
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not likely to occur, except very transiently; Lere, as we have
before seen, increased production gencrally leads to greater
cheapness. In all cases, however, the rise in the wages of labour
in the industry primarily affected has a certain tendency to
raige wages generally throughout the district; at the same time
the flow of labour and capital to a district where o manulacturing
or mining industry is growing tends to bring gain o other in-
dustries o the same distriet by inercasing the local market for
their products. Thus (e.g.} the development of a manufacture
in a town, increaring its population and demand for food, tends
to benefit the agricultural producers in the surrounding country.
If, however, the products thus locally raised in price are easily
transportable, and consequently the producers in the district are
closely pressed by the competition of similar producers outside,
they are not unlikely to lose more by the general rise in wages
than they gain by the rise in demand for their commodities;
tn which ecase the capital invested in these other departments
of production will be gradually reduced, and may cven be with-
drawn altogether. In this way the successful establishment of
any one great centre of industry in any district has a tendency
to promote indirectly the concentrativpn of other industries in
other localities,

On the other hand the development of one kind of pro-
duction—say the production of cotton—in one district (A) in
consequence of an increased sale of itg products in another dis-
triet {B), will be accompanied by a decline in the production of
cofton or some similar product in B, unless the commodity that
thus loses its market was provionsly obtained by B from some
third place. This change will of course benefit the consumers
of cotton in B, while causing temporary loss to a particular
class of producers; and, in all ordinary cases, it will be ulti-
mately a gain on the whole to the larger region including
the two districts; since the labour that would otherwise have
produced eotton may be employed more advantageously in some
other way. DBut it should be observed that if the labour thus
dispensed with is o considerable pari of the whele labour of B,
the probability that this new remuneralive employment will
be found within the limits of B is proportionately diminished,

This point is not of great importance so lone as A and B are
o
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within the limits of the same country; but when, in the next
book, we come to consider the arguments for perfect freedom of
trade between different countries, we shall have to take note of
the displacements of labour that, under certain circumstances,
tend to accompany the development of such trade.



CHAPTER XNII
Cusron,

§ 1. Ix the preceding chapters we have been endeavouring
to ascertain the general way in which the Exchange values of
material products and the remuneration of different classes con-
cerned in industry would be determined in a society, whose
mewbers enjoy perfeet freedom of contract and freedom in the
choice of domicile and calling, and further possess the charac-
teristic of always seeking to oblain for the commodity that they
exchange the largest real return that they know to be obtain-
able—taking all kinds of gain and loss inte account. It is
only in respect of the assumed universal presence of this charac-
teristic, not in the absence of any ordinary hmman impulses
compatible with this, that the ideal individual to whom our
cconomic deductions directly relate—the “economic man” as
he has been called—should be conceived to differ from an
ordinary member of a modern civilised community.  That such
a difference exists, to a not unimporiant extent, lius been in-
cidentally noticed several times in the preceding chapters; but
it scems desirable, before concluding this part of the treatise, to
analyse its causes rather more fully than has yet been done.

The wain part of thesc causes is, by many writers on
Political Economy, designated broadly under the general terin
Custom. Mill, indeed, goes s0 far as to say that “under the
“rule of individual property, the division of the produce is the
“result of two determining agencics, Clompetition and Custom.”
And il we leave Combination® and Governmental interference

' As I have hefore chserved, Combination, though opposed ro Competition ag
the term is ordinarily used, is not excluded by the fundamental azsumplions of
the theory of Competitive distribution.
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out of account, and take Clustom in a comprehensive sense, the
assertion is approximately true: but it is important to dis-
tinguish the very different motives and economic forces whose
operation is thus summed up, in order to ascertain clearly how
far they can properly be said to conflict with competition.

In the first place the word Custom is commonly used to
designate two quite distinct lendencies of human nature: the
tendency Lo do what one has done before and the tendency to
do as others do. Both these tendencies equally operate to pre-
vent that continual modification of action in order to adapt it
to the continual change of men’s circumstances and oppor-
tunities, which is required to rcalze completely the greatest
possible economy in production, and the scheme of distribution
that economic science contemplates. Men continually get
less for their money, goods or services, because they exchange
them not in the best market but in the warket they have been
used to frequent; and they continually produce less than they
might do by a given amount of labour, because they follow not
the best methods that have been invented and published but
the methods followed by their neighbours. At the same time
each impulse has economic cffects of very different kinds and
blends with and is sustained by very varlous motives,

To obtain a clear view of these it will be well to denominate
cach of these tendencies separately. Ior convenienee' sake we
will gpeak of the former as Habit, and reserve the term Custom
to the latler (though by the usage of language it iz equally
applicable to the former).

T will begin by neticing the obvious fuct that both Custom
and Habit, though they often interfere with an alert and vigilant
pursuit of amelioration, are also to a great extent econemically
veeful in saving time and labour. By doing what he has done
before, or what others do, 2 man avoids the trouble of deciding
anew on each occasion, where the advantage that can be gained
by the best decision is not worth the time and trouble spent in
making it. Hence the Goodwill of a business would remain a
valuable possession, however intelligently all purchasers aimed
at the maximum of economic gain in their purchascs; cspecially
if we add to the advantage of trouble saved, the further ad-
vantage which the purchaser of any commedity obtains through
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fixed habits of dealing, in a general dispasition of the seller
with whom he deals to oblige him,

Next, in explaining the obstacles which Habit continually
presents to the adoption of economic improvements, we must
distinguish between the mere blind adhesion to an accustomed
routine, and such rational aversion €0 the expenditure of labour
and waste of acquired dexterity involved in learning new pro-
cesses as would be felt by the most perfectly “‘cconomie’ man.

Further, so far as the breach of habit invelved in a change
of work or residence causes actual discomfort, it is possible that,
on the strictest caleulations of self-interest, this drawback may
outweigh the pecuniary gain that would result from the adoption
of the proposed change. 'The ties of mere association formed
by a man’s previous life, no less than the ties of social or
patriotic affections, constitute an economic force operating to
keep a man where he is, the action of which is in no way ex-
cluded by the fundamental assumptions on which the theory of
competilive distribution procceds,

Tinally, it should be observed that o man’s habits of dealing
are frequently sustained, even when they have become econo-
mically disadvantagcous to him, through bis sympathy with the
expectations that they have excited in the minds of others, and
the disappointment that would be produced if they were dis-
continued. The tendency to do what one has hitherto done
has its counterpart in the tendency to expecet to he treated as
one¢ has hitherto been treated.  Indeed, some claims generated
in this way have legal validity; as when a right of way is
established without express permission of the landowner, mercly
by his continued indulgence. And even in cases where such
expectations ohbtain no legal protection, the breach of them, if
the loss caused by it is considerable, is often felt to be a hard-
ship, if not exactly an injustice; and consequently moral and
sympathetic motives co-operate in preventing such a breach of
habit. Perhaps the most conspicuous effect of these mingled
motives is seen in the ease of -domestie servants; men con-
tinuaily endure a wmederate, and not rarely a large, amount of
incompetenee in an old servant rather than inflict the hardship
of dismissal; and that even when they do not feel any special
affeclion for the person thus benefited.
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§ 2. In the cases just mentioned the grievance is much
greater, and the motives preventing divergence much strouger,
when the habitual conduct has been also customary—in the
sense in which we have distinguished this term from *habitual.’
Customs thus operating vary indefinitely in usage and duration:
for instance, English landlords have often allowed their farms to
be let at rents below the market rate, merely because their ances-
tors—perhaps only their fathers—did so before them. 3More
widely-extended customs are often regarded as morally binding
cven where they do not carry with them any legal obligation. It
is thought to be inequitable to refuse to pay a man what persons
of his class usually receive for a given service, or, by taking ad-
vantage of special circumstances, to make him pay more than is
ordinarily paid for any service that he receives. Indeed when a
man speaks of “fair wages” for Lis work he often scems to mean
no more than customary wages ; and when he complains of being
charged “extortionale” prices, he can only defend the epithet
by an appeal to custom.  Llow far such an appeal is founded on
reason, we will hereafter consider: here we necd only observe
that even in the most economically advanced of existing com-
munities, material divergences from purely competitive distni-
bution are to be referred to Custom consclous or unconscionsly
determining notions of equity: while in other ages and countries
the influence of this principle bas predominated so much over
that of Competition, as sometimes to reduce the operation of
the latter within very narrow limits.

It is to be observed, however, that customs determining
remuneration may be effective without assuming the dignity of
moral rules. Tor instance the customary payment of fees for
certain professional services—such as those of physicians and
solicitors—is not, 1 think, supported by any general sense that
the sums paid are just what the services in question are fairly
worth. Rather, as I have alveady suggested, the effect of
custom in such cases, at least in the existing eondition of such
a society as our own, blends with that of tacit combination, e.g.
the fact that it is customary to pay a physician a guinea for
his professional advice tends to produce a gencral acquicscence
in the charge, which it is the interest of physiciang generally to
maintain and which it might not be quite so easy to gain lor a
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revised tariff of fees; and therefore unless physicians as a body
form a decided opinion that their average earnings would be
increased by a different charge, the existing custom is not likely
to he distarbed. Still if it appeared to be clearly the interest
of physicians as a class to raise or lower the customary fee, it
can hardly be doubted that the union of the profession is suf-
ficlently strong to impose such a change hoth on the publie and
on any recaleitrant members of thelr own body, We may say
therefore that the existing fec is determined by custom, but
under the condition of not differing materially from what would
be determined by express combination,

Again, there are certain customs of expenditure which, with-
out being morally obligatory, are yet supported by effective
social sanctions; so that the breach of them is either certain or
likely to be a bar to omployment, or at any rate to success, in
certain callings, or otherwise to entail pecuniary loss. The
obligations thence arising are in part strictly professional-—
such, e.g. as the necessity of wearing a certain costumo imposed
on barristers, clergymen, waiters, &e.; partly, again, they are
attached to the social grade from which the elass of labourers in
question is chiefly taken; thus a clerk would incur disfavour by
wearing the dress of a mechanic; a physician would not succeed
who did not appear to live in a style above that of an ordinary
clerk; 1t 1s even considered a part of the duty of certain highly
paid officials to give costly entertainments. So far as such
custemary expenditure is generally felt to be burdensome, it
should not be regurded as o part of the spender's consumption,
ceonoinically speaking; but rather as a part of the cost of pro-
duction of his services, which will thercfore tend to be returned
to him in the remuneration received for them. If however, the
custom corresponds to—and is, in fact sustained by—the general
tastes and inclinations of persons of the social grade from which
the labourers in question arc chiefly drawn, it will only teud to
raise the wages of such labourers so far as it constitutes an
additional obstacle to the competition of aspirants from the
grade below,

In some cases, again, the neglect of reecived customs of ox-
penditure would hardly either prevent a man from obtaining
work of a partienlar kind, or detract from its pecuniary emoht-
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ments; it would merely diminish his share of the social consi-
deration that commonly atiaches to these functions. This leads
us to netice that the actnal allotment of social rank to different
callings itself depends to a great extent on the stability of
custom; being often materially different from the allotment that
nmighl be expected to result from an inteHigent consideration of
the importance of different social functions, or of the qualities
required for their efficient performance. At the same time this
influence of custom, however irrational it may seem, is yet
a motive force which an intelligent pursuer of private interest
cannot disregard.  For cven if such a person were so exception-
ally constituted as to derive no immediate satisfaction from
social consideration, he could hardly fail to find it useful indi-
rectly 1n varlous ways,

§ 3. It thus appears that only o part of the great and
varied influence of custom can be regarded as a force opposed
to competition and wlich the fuller development of Lhe latter
must necessurily dinmnish. 8o far as the maintenance of fixed
habits of dealing, and rates of remuneration net frequently
changed, leads to economy of time and labour, the development
of competition has of course no tendency to modify it.  So far,
amain, as custom determines the social consideration attaching
to certain kinds of work, or imposes certain modes of outlay as
a condition of obtaining such consideration, its effects chould,
I conceive, be treated merely as a part of the pre-existing
social cireumslances in whick the laws of competitive distribm-
tiou are supposed to operale.  Custows 1n this latter sense may
be altered, indeed are coniinually being altered to some extent,
by Lhe progress of civilisation; but the mere development,
intensive and extensive, of the intelligent pursuit of private
interest has not in itself .any tendency to alter them. Nar,
again, can we say that such development will necessarily tend
to obliterate the effect of custems that fix the money-price of
scrvices, so far as they are really supported by a veiled or tacit
combination of the persons to whom they arve profitable; though
it will probably tend to strip off the veil and render the com-
bination open and avowed.

There remain lwo important and {undamentally different
ways in which the influences of custom and habit wodoubtedly
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counteract, to some extent, the force of competition.  Firstly, so
far as the mere tendency to follow usge and wont operates
blindly, without coensideration of the consequent gain and loss,
its force combines with that of simple inertia and carelessness
in ditninishing—or, still more often, retarding—the changes in
wages or prices, corresponding to ehanges iu the conditions of
industry, which competition tends to bring about'. Secondly,
so far as men's sense of Justice or Fairness i3 consciously or
unconsciously determined by Custom, its influence may be con-
sidered as a part of the aggregaie effect of moral or quasi-noral
sentiments in modifying the competitive distribution of produce.
Besides the sense of Justice—which, be it observed, has some-
times acted powerfully in a divection opposed to use and wont—
we may note Patriotism, Philanthropy, Pity, Fricndship, Re-
ligion and other forms of devotion to au 1deal, az emotional
furces that come in varions ways into conflict with the desire of
private gain,  So far, indead, as such inotives merely nduce
men to devole lncome or time and conergy to other purposes
than those of private enjovment, their effects need not be in-
cluded among the phenomena with which cconomic science is
concerned. Thus almsgiving of all kinds—extending the term
to include all donations to individuals or public objects—may
be eonsidered as a secondary redistribution of wealth, valuable
az supplementing the defects and mitigating the rigours of the
primary competitive distribution, but not necessarily to be taken
into account in ecouomic ressonings. But in applying such
reasonings to the faects of any partienlar commuuity, we shall
tind a more or less cxtensive region in which no such sharp
line between ‘economic’ and ‘feleemosynary’ expendilure of
wealth or labour can be drawn, except by a rather useless fiction;
sincc a considerable amount of the labour from which men
obtain their livelihood is performed for remuneration less than
might be earned in some werk no more fatiguing or disagrecable,
from a deliberate postponement of the labourer's pecuniary
interests to other alms, I do not, however, propose here to

1 Tt is solely to this diminution and retardation of the effects of competition
Iy the mere vis inertie of custom that I should be dispesed to apply the
metaphorical term “ friction* ; which some cconomists have used more vaguely
and widely.



398 CUSTON, [Boox II.

examine in detail the actual effects of these elevated senti-
ments in modifying the action of economic forces; any more
than T propose to investigato systematically the actual eco-
nomie effects of governmental interference, in England or other
civilised communities at tho presont day. Doth investigations
are highly iuteresting and important ; but to make them at all
complete would necossitato the introduction of a larger amount
of economic history, and of the general history of socicty, than
the scope of the present treatisze admits. 1 prefer, therefore, to
confing what T shall say on cithor subject to such topics as may
be mast conveniently treated in connexion with the discussion,
to which we are now to proceed, on the principles which ought
to regulate the economic intervention of Government.



BOOK III.






CHAPTER 1.
THE ART OF POLITICAL RCONOMY.

1N this third book of my treatise T propose to discuss briefly
the principles of Political Eeonomy considered as an Art, or
department of the general Theory of Practice. It has been
already olserved’, in Lhe inlroduetory portion of this work, that
the “principles of Political Feonomy” ave suill most commonly
understood, even in Fngland, and in spite of many protests to
the contrary, to be practicel principles—rules of conduct public
or private. This being so, it seems to me that confusion of
thought on the subject is likely to be most effectually pre-
vented, not by confining the Theory of Political Economy to
ceonomic gcience in the strictest sense—the study, whether by
a positive or a hypothetical treatment, of the actnally existing
producticn and distribution of valuable commodities—hbut by
marking and maintalning as clearly as possible the distinction
between the points of view of the Science and the Art respee-
tively, and the methods of rcasoning appropriate to cachu

How then shali we define the scope of Political Economy
considered as an Art?

If we foliow the indicalions of language, it would seem to
be a branch or application of a more general art called
¢ Econemy ' without qnalification. Another branch of this
more comprchensive art is commonly recognised as “ Domestic
Feonomy” or “economy in household matters.” Iere the
object with which the cconomist iz econcerned is wealth or
money ; bul we equally speak of “economizing ™ time (or labour
measured by time), economizing mechanical force, &ec., &

! Tutrodueticon, ¢, 11, § 1,
5. E. 26
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Comparing these different uses, we may define ‘Economy’
generally as the art or method of attaining the greatest possible
amount of some desirable result for a given cost, or a given
result for the least possible cost; ‘cost’ being of two kinds,
either (1) the endurance of pain, discomfort, or something else
undesirable, or (2) the sacrifice of something desirable, cither
as au end or 4 means’,

The Art of Political Eeonomy, then, wonld secem to be
Economy applied to the attainment of some desirable result
not for an individual but for a state or aggregate of states.

So far we may hope to avoid controversy. But when we go
on to ask what the desirable result is which Political Economy
seeks to realise, we find the question less easy to answer.
It has alrcady been noticed® that Adam Smith and his
earlier successors, so far as they treated Political Economy
as an Art, conceived its end to be that the national produc-
tion of wealth should be as great as possible; and hardly
appear to have entertained the notion of aiming at the best
possible Distribution. But this limitation of view is hardly
in accordance with the ordinary uwse of the wider term
‘aconoty. The idea of an ecconomic expendifure of wealth,
of which the aim is to make a given amount of wealth as
useful as possible, is even more familiar than that of economic
production of wealth: in fact Domestic Economy, as ordinarily
understood, is simply the Art or Faculty of “making wealth
“ooas far as possible.”  And it scems most in accordance with
the received division of economic science, adopted in the
present treatise, to rccognise at least a possible Axt of Distri-
bution of which the aim is to apportion the produce among
the members of the community so that the greatest amount
of utility or satisfaction may be derived from it.

It may be said that this latter inquiry takes us beyond
the limits that properly separate Political Economy from the

! T have before urged that labour is not necessarily to be regarded as some-
thing disagreeable; all that we can infer from the fact that any kind of labour
has to be paid for is that some out of the whole number of perscns reguired to
furnish all the labour that soclely ig prepared to purchase, either dislike this
labour, or desire wealth obtainable by some other kind of labour more than they
dislike that other kind.

? Introduction, c. 1. § 4,
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mors comprehensive and more difficult art of general Dolitics ;

since it inevitably carries us into a region of investigation in

which we can no Jonger usc the comparatively exact measure-

ments of economic science, but only those far more vague and

uncertain balancings of different quantities of happiness with

which the politician has to coutent himself But the discus-

sions in Book L. on the definitions of wealth and value scomed

to lead to the conclusion that the real cxactness of economie

as compared with ordinary pelitical cstimates is generally over-

rated. Tor it there appeared that, though we could measure

all wealth at the same time and place by the ordinary standard

of exchange value, 7.¢e. money, still in comparing amounts of
wealth at different times and places neither this nor any

cqnally exact standard was available; and we were accordingly -
obliged to some extent to fall back on a necessarly more

indefinite comparizon of utilitics. Since, then, even in the

reasonings of cconomic science, an estimnate of the utility of
wealth is to some extent indispensable, no fundamental change

of method is introduced by adopting this estimate more syste-

matically in the present part of our investigation.

It may however be questioned wh