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PREFACE
TO FOURTH EDITION

Tais book has been revised once more, and the old
title of Guide to Political Economy has been altered
to bring it into line with modern nomenclature. The
principal changes are in the chapter on Money, and
are chiefly those necessitated by lapse of time, and
by the abandonment of the Gold Standard in 1931.
The theory of money remains the same; and so far
as its relation to an effective gold standard is con-
cerned, it would be unwise to assume that a departure
from that standard is permanent. In other respects
no changes from the Third Edition have been deemed

to be necessary.
F. H. S.



PREFACE
TO FIRST EDITION

THIs book is an attempt to present most of the main principles
of Economics in a form suitable to those students who are
commencing their acquaintance with the subject.

The author’s obligations to eminent contemporary econ-
omists are considerable. He is particularly indebted to the
works of Professors Marshall, Nicholson, Bastable, Cannan,
and to those of Pierson and some American writers. And he
desires to record his gratitude to the teacher from whom he
long ago derived inspiration, Mr. J. A. Hobson.

F. H. SPENCER.
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GUIDE TO ECONOMICS

CHAPTER I
INTRODUCTORY

Econouics, or Political Economy, is the study of mankind
in relation to wealth, The economist is concerned with the
motives and actions of men when they are engaged in pro-
ducing, ‘exchanging, sharing, and consuming wealth. Thus
economics is the study of man whilst engaged in what is often
{and properly) called ‘* getting a living.,” The very large
majority of people in all countries obtain a living by producing
wealth ; there are some, everywhere, who produce no wealth
but consume some ; and all, whether they are both producers
and consumers, or whether they are consumers only, share
in the results of the continuous wealth-producing efforts of
humanity. The economist, therefore, seeks to describe the
way in which wealth is produced, shared, and consumed ;
to analyse the processes which he describes, and so to arrive
at an orderly body of knowledge. Thus, economics is a science.
It is orgamsed knowledge. The principles deduced by the
economist may, of course, be applied. For instance, they
may be used (or their use may be advocated) in settling a scheme
of taxation, in deciding a national policy with regard to
foreign trade, in framing a monetary system, in regulating
conditions of employment. In so far as economics is directed
to the solution of practical problems, it is an art. Thus few
works on political economy are concerned with pure science
alone. Most of such works deal with both theoretical and
applied science.

Economic Laws.
The principles discovered or the generalisations made by
the economist are * economic laws.” They resemble other
1



2 GUIDE TO ECONOMICS

“laws " of science in that they are general statements that,
given certain causes, certamn rtesults will ensue. They
must not be mistaken for imperative laws such as are ad-
ministered in courts of law. In so far as they are correctly
stated, wise men will always recognise their existence; but
they may do so whilst preventing rather than forwarding the
effects which a law states will follow from certain causes. We
may know that the law of gravity will operate to our ruin if
we do not provide for the effects of its operation ; so we may
resist the operation of some economic *“ laws ' if we think fit.
But in any case it will be wise to take cognisance of therr
existence.

Wealth.

The subject matter of economics being the making, sharing,
and consumption of wealth, it is necessary to define that term,
This is not an easy matter, The most familiar things are often
very difficult of definition. We all know a chair when we
see one : but how many of us can frame a definition of that
homely object which will survive criticism? Similarly we
all think we know what wealth is. A great economist (John
Stuart Mill) wrote,* Everyone has a notion sufficiently correct
for common purposes of what is meant by wealth.” But the
definition* which he subsequently framed is no longer gene-
rally accepted. What we have to do is to express, with as
great precision as possible, what the meaning of the word
* wealth ”’ is when used in a plain and ordinary sense. It is
necessary for this purpose to proceed as follows :—Let us
call all desirable things goods or wutilities. Then wealth will
consist of goods or utilities, but not all goods or utilities will
be wealth. Thus, strength is a desirable thing; but everyone
knows that a strong man is not necessarily wealthy, and may,
indeed, be destitute. So that we must first exclude from
our definition of wealth all those goods or utilities which
are internal or personal. Such goods are often a cause of
wealth to the individual possessing them, but they are not

 “All useful or agreeable things which possess exchangeable value,”
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wealth, Secondly, some goods are so much in excess of the
needs of mankind that they have never become appropriated
either by individuals or by collective groups, whether local,
national, or international, Thus the atmosphere and the open
sea have not been appropriated. Such things do not form
any part of the wealth of an individual, of a state, or of a group
of states. They would, therefore, be left out of account
in any computation of wealth ; and we shall exclude all such
goods from our notion of wealth. They are non-economic
goods. Again, we could classify goods or utilities! as being
either material or non-material. But we shall exclude no
goods from our conception of wealth merely because they
happen to have no material existence. For instance, a
certain West End shopkeeper, let us say, has acquired such
a reputation for producing stylish and well-fitting garments
that a large number of rich people always go to him for their
clothes, The relation between him and his regular customers
is called the goodwill of the business, If an estimate of the
value of shopkeeper’s assets were made by a valuer, a sum
would, properly, be included for the goodwill of the business.
This purely non-material utility is thus ordinarily regarded
as a portion of the shopkeeper’s wealth., Nor are utilities
to be excluded from the notion of wealth because they have
only a very temporary existence. When a prima donna sings
a song she produces a utility just as truly as does the baker
who bakes a loaf. The song gives pleasure and, sometimes,
prevents pain. To give pleasure or prevent pain is the only
end which any utility, silk or surgery, pig-iron or pickles,
radium or radishes, can serve.  The song is a utility though
its existence is but momentary; it is limited in quantity;
it is very much the singer’s property, for she can, if she
pleases, extract a very large sum from her hearers before
producing it, Her possession of it and control over it are
complete,

! Economists, following the practice of philosophers, have chosen to
use the word * utilities ** rather than the sumple and beautiful term
* goods.” For the sake of uniformuty we shall follow thus practice.
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Again, wealth is not necessarily appropriated by indi-
viduals. Many utilities are the collective property of bodies
of individuals, whether states, local communities, or non-
political corporations. Many forms of material wealth, as
harbours, ships, implements of war, factories, machinery,
railways and rolling stock, are, in civilised lands, sometimes
public and sometimes private property. So, natural resources,
such as space, the soil, minerals, wood or water, may be
appropriated by the state (or a combination of states), a
local political body, or a non-political corporation, or by private
persons. Of course, where a corporation consists of the
aggregate of a number of shareholders, we must consider the
corporation property as economically (though not necessarily
legally) the private property of the shareholders. Thus the
property of an Oxford College is collective property. The
property of the Great Western Railway Company, for our
purposes, must be regarded as the private property of the
shareholders,

We are now in a position to define wealth, Wealth may be
indwvidual or collective (social). By individual wealth we mean
all those external goods, whether material or non-material,
which are the property of a person. Collective wealth con-
sists of the same classes of goods owned by some collective
body, such as a state, a local community, or other corporation
not consisting of shareholders or partners,

Under the term * collective wealth ’ some writers (and espe-
cially continental writers) would include the institutions of a
state, e.g., its legal or its educational system. But such things
seem to bear the same relation to the state as personal
qualities (internal goods) do to an individual. They may be
a very important factor in the creation of wealth, just as
strength, dexterity, character, or eyesight may be the source
of individual wealth. But the source of a stream is not a
stream itself: a cause is not an effect. And in common
practice we should exclude such institutions from a catalogue
of a nation’s wealth, If a statistician were estimating the
national wealth, he would not include in his estimate the
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money value of such institutions. He could value the ships
in the navy ; but how could he compute the value of its organ-
isation? To include such items in our definition of wealth
is to strain unduly the meaning of the word. It is to confuse
the causes of wealth, or the results following from certain
degrees of wealth, with wealth itself. The extension of the
meaning of the word in the way described results in the
confusion of two very different things, wealth and welfare.
Goods or Utilities are those things, whether material or non-
material, which give pleasure or convenience, or diminish pain
or inconvenience : that is to say, which yield a satisfaction.

Utility.

The power of a commodity to yield satisfaction (either
by increasing pleasure or convenience, or by dimimshing
pain or inconvenience) is said to be its wzlity. This utiity
is measured by the sacrifice (usually of money) which persons
will make in order to acquire the object the use of which
yields the satisfaction. Thus, if a person will give 12s.
for a new hat, but will give no more, the utility of the hat
to him is measured by 12s. If he would also give 12s.
and no more for a bottle of whisky, then the utility of the
hat and of the whisky to him are the same. Whether his taste
in estimating equally the satisfaction to be derived from the
hat and the whisky is good or bad is no immediate concern
of the economist at this stage of his work. Utility must not
be confused with usefulness in the ordinary meaning of the
term, Usefulness means power of producing some satis-
faction which is generally considered by good men to be
desirable. Utility means * satisfaction-yielding capacity,” and
the guality of the satisfaction is not our immediate concern.

Production.

We cannot produce matter. We can only change the situa-
tion or the form of matter so as to make it yield satisfaction
to us. Thus production means the creation of utilities. 1f
the reader will trace out the history of a loaf of bread, he
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will see that, from the first act of its production until it
entered his house, all concerned in producing it were
merely engaged in so arranging matter that what was less
desirable became more desirable. This was true of the
ploughman, of the sower, the reaper, and all engaged in
growing the wheat, of those who stacked it, who threshed it,
took it to market, sold it, bought it, graded it, transported it,
ground it into flour, mixed it into dough, baked it (or so
placed it that it was baked), sold it in the form of bread, and
finally delivered it.

The salesman, therefore, has performed services of exactly
the same kind as the ploughman. He has rendered some
matter a little more desirable than it formerly was; that is
to say, he has created utiity. Production is this and nothing
more.

Productive and Unproductive Labour.

As mankind can produce only utilities, all labour which is
successfully directed to the production of utilities must be
said to be productive labour. It matters nothing whether
the object produced is material or non-material, temporary
or permanent. A clerk who adds a column of figures correctly
is as truly engaged in productive labour as a bricklayer who
lays a row of bricks. A musician who successfully conducts
the EroicA Symphony is as productively engaged as a naval
architect who designs a first-rate liner, The shopman who
sells a dozen yards of calico is as true a producer as the cotton
operatives who were engaged in the different stages of its
manufacture., Provided all these persons successfully create
some utility, they are engaged in productive labour. There
may be too many clerks, musicians, or shopmen ; they may
be engaged in ways that are socially unprofitable or noxious ;
but the same may be true of bricklayers, naval architects,
or cotton operatives. The wall may not be wanted, or may
form part of a building which is intended for degrading
purposes ; the ship may be used for destruction, or for harm-
ful luxury; the cotton operatives may be engaged in the
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production of false goods with which Hottentots or Kroomen
are to be cheated. Any form of labour may be applied in anti-
social ways; but the producer of any utility is a producer,
whether the product be a sewing-machine or a sermon.

Consumption.

Consumption is the opposite of production. It means the
destruction of a utility by use. Bread, when eaten, is said
to have been consumed. Leather made into a pair of boots,
as leather, has been consumed. The term *“ consumption * is also
applied to kolding for use; thus the consumption of a chair
or a picture may be said to commence when it passes into the
possession of any person who proposes to use it.

Generally the production of finished articles may be said
to conclude, and their consumption to commence, when the
goods pass over the retailer’s counter.

Keeping these leading ideas in mind, we pass to the study
of the demand for goods.



CHAPTER II
DEMAND

SoME goods exist in such quantities that the supply of the:
is always greater than the demand for them, that is to sa;
every person can entirely satisfy himself. For instance, t}
air is free to all, similarly sea water, so long as it remains i
the sea, is so plentiful that no one is able to charge for its us
It is so abundant that it has no exchange value. Simular]
land, in some places and times, has been so plentiful th:
everyone in its vicinity could take as much as he please
Goods of this kind are sometimes said to be non-economi
On the other hand, the supply of some goods is less than t}
demand for them would be if people were free to take wha
ever they required. The supply of boots is insufficient {1
allow every person entirely to satisfy his requirements. ¢
is the supply of bread, and meat, and vegetables. For suc
classes of goods, therefore, the demand is permanently :
excess of the supply. These are economic goods. Inasmuc
as they are needed, and can be obtained only by effort, peop
are induced to produce them in order either to consume the
or to exchange them for other such goods. The economi
is principally concerned with the terms upon which, and tl
extent to which, people can satisfy themselves with the
economic goods,

Now let us remember that air is a non-economic good on
because everyone has, or can at any moment obtain, as muc
as he desires. No one will pay anything, under norm
conditions, for, say, a cubic foot of air, just because he cz
get all he requires to use without any sacrifice. His wan
in this respect are, or can be, satiated without his makir
any sacrifice of effort or money. But imagine a man lock«
up in a tiny cupboard, every aperture in which h:
been hermetically sealed. He would soon begin to want a
very badly. Very soon he would be ready to exchange :
he possessed for a very small quantity of air. A cruel persc

8
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standing outside might be able to make the suffocating
sufferer promise all he possessed in order that a tiny breathing
aperture might be bored through. Imagine the size of this
aperture to be very slowly increased, and the supply of air,
therefore, to be slowly increased ; then, as the quantity of air
available for breathing became greater, the price which the
prisoner would give to obtain more of it would diminish, until,
as soon as he could breathe quite easily, he would refuse
to pay anything for any additional increase in the air-supply.
Thus we see that the more of a thing a man has the less he
wants any more of it, This is true of almost every commodity
men consume, Let us suppose that, when the price of a pair
of boots is 30s., a man who earns a modest income will buy,
on an average, one pair a year; then, a fall in the price of
boots, say to {1, would mean, perhaps, that he would buy
three pairs in two years; at 15s,, he might buy two pairs a
year, at 10s., three pairs a year, and, if the common price of
boots became 7s. 6d., he might go in for a variety of footwear
and buy four pairs in a year. For one pair a year he will
give 30s. This satiates his want for boots to a certain extent ;
and in order to induce him to increase his stock he must be
enabled to purchase each succeeding pair by a smaller and
smaller sacrifice of money. The more boots he has the
less is his need for more boots, In other words, each suc-
ceeding pair of boots that he purchases has a diminishing
utility. This is an illustration of the Law of Satiable Wants
or Dimtnishing Utility : each equal addition to one’s stock
of a given commodity has a smaller utility than the last previous
addition. It follows from this that, in order that an increased

1 There are certain articles chiefly luxuries the habit of using which
creates a craving for them. In such cases each umt used, wp to a
certain point, creates a craving for more. Thus 1t would probably
not be true to say that a second ounce of tobacco a week, under ordinary
circumstances, has less use than the first to a habitual smoker. The
utihty of each successive ounce, say, up to the third, may actually
increase, but at that or some other point, 1t would dimimsh very rapidly.
The curve of utihty would be parabolic, rise first but inevitably fall.
The demand for commodities of this description is snelasfic (see p.
11). Eg., the huge additional taxation upon tobacco has not had the
effect of diminishing the demand for it.

3—(C.1325)
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supply of any commodity may be disposed of in a given
community, supposing population and the level of income
to remain constant, the price must be lowered; and, con-
versely, that every rise of price will be accompanied by a
diminution in the quantity disposed of.

Of course it is perfectly true that if we were considering
the demand of any individual we could not depend upon a
fall of price being accompanied by an increase of demand.
If the price of boots falls from 25s. a pair to 15s., John Smith,
who already buys as many boots as he wants, or who wears
only sandals, may not be affected by the fall. But when we
are considering a market, that is, buyers in general, these
individual idiosyncrasies will count for very little, and uni-
versal experience teaches us that a fall in price is followed by
an increase n demand, and a rise of price by a decrease in
demand. This statement is called, The Generalised Law of
Demand. Or we may state it thus : demand increases as price
falls. Demand diminishes as price rises.}

Elasticity of Demand.

The decrease of demand which follows a given rise in price
is much greater in the case of some articles than in the case
of others. Let us suppose, for instance, there is a very
learned book upon a subject in which very few people are
interested. It is highly probable that if the publishers fixed
the price at ten shillings the sales would not be very much
greater than if the price had been fixed at a guinea or even at

1 The reader must be careful to note that the Law of Diminishing
Utiity and the Law of Demand are not postulates, We do not
take them for granted. We derive our knowledge of them from
expenience ; and this expenence may be verified by reference to any
market reports, or by personal apphcation to any stockbroker or
fishmonger. Indeed, like most scientific generahsations, they are
merely given their grand names in order to save us the trouble of having
constantly to repeat statements over and over again. Science very
largely consists 1n making general statements which, it is thought,
expenience justifies, and then giving such statements names. The
reader should consider how convement 1t 1s to call a nfle ** The Lee-
Metford " instead of having to descnibe 1t, lock, stock, and barrel,
every time we mention it,
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thirty shillings, Experience has shown, however, that a fall
in the price of bicycles, for instance, has been accompanied by
very large extensions of the sale, and that a rise would be
accompanied by a great curtailment of demand. When a
fall of price brings about a comparatively large extension of
demand, (where the demand strefches out as the price falls),
then the demand is said to be elastic. The extent of the
increase consequent upon any given fall of price is said to be
the degree of Elasticity of Demand. Of course, where a demand
is elastic for a fall of price, it is also elastic for a rise. If a
fall brings about a comparatively large extension of demand,
a rise will bring about a comparatively large diminution of
demand.,

It is not possible to state comprehensively what are the
classes of articles for which the demand is elastic or
inelastic respectively. But several facts may be noted :

(1) There are class demands, A fall of 20 per cent. in
the cost of 40 h.p. automobiles may bring about a very
large increase indeed in the demand for those vehicles
among the automobile using class; but no reasonably
possible fall of price would stimulate a demand for such
machines among the lower-middle, or the wage-earning
classes. This is true of most costly articles of luxury : the
demand for them is very elastic amongst the class which
habitually consumes them, but, below that class there is
no demand at all.

(2) The demand for goods of general consumption which
are not prime necessities is always elastic when the price
is relatively high. For instance, when new laid eggs are
very dear, every increase in the number to be obtained for
a shilling brings about a large extension in demand. But
if the price were low, say a penny each, the demand would
become comparatively inelastic: a further fall would not
greatly increase the demand.

(3) The demand for prime necessities is inelastic. Thus,
as a type of a prime necessity, we.may take bread. A rise
in the price of bread is not accompanied by a falling off in
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the demand for it. It is the most important and, on the
whole, the most economical food-stuff of the great majority
of people in the western civilised world. Neither falls nor
nises in its price, therefore, greatly affect its consumption.
People must have it ; and, if the price rises, they buy the
same amount of bread and less of other foods. Indeced,
as Sir Robert Giffen has shown, they may even consume
more, for the rise in the price of bread may make them
unable to afford some other food, e.g., meat, and therefore
compel them to buy more bread.

The probable elasticity of the demand for the commodity
in which he deals is a problem of great interest to a man of
business. Those who put articles on sale at a fixed price,
and do not sell in definitely organised markets, are constantly
faced with problems in elasticity of demand. Will it pay
better to put a book on sale at 7s. 6d. or 5s.? Can the two-
shilling new novel pay ? If a newspaper is halved 1n price
will its circulation be largely increased and enable higher
advertisement rates to be charged ? Will it pay a tramway
company to adopt cheaper stages ? Is it wise to issue season
tickets on the Tube ?  All such questions turn on elasticity of
demand. So with taxation. Will an additional tax on a com-
modity, by raising its price, so diminish the demand as to cause
loss rather than gain to the Treasury ? Will dealers in the taxed
commodity be able to add the tax to the price, and so recover
what they pay to the Treasury from the consumer, without
killing the trade? Or to take a foreign example: If the
Government raises fares all round on the State Railways,
how many first-class passengers will nnde second-class, how
many second-class passengers ride third, how many third-class
ride fourth, and how many journeys will disappear ?

The Order of the Satisfaction of Wants.

We have considered the rules which apply to the demand
for commodities : that the more a man has of a thing the less
he wants any more of it : that, therefore, an increased stock
of a commodity can only be disposed of by diminishing the
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sacrifice required in exchange for each unit, or, as it is generally
put, falls of price tend to bring about extensions of demand,
whilst rises of price tend to diminish demand. And we have
also noted that demands vary in elasticity : a similar fall or rise
of price is followed in the case of various commodities by
very different results, The question now arises: What
determines the order in which wants are satisfied? Let us
consider the case of the head of a family whose total income
amounts to £200 a year.

The family wants numerous things if it is to maintain
existence in the state of civilisation, to which the society,
in the midst of which it lives, has attained. Its most obvious
wants are food, clothing, shelter; moreover, if it is an
English family, it will certainly require furniture, warmth,
recreation, books, holidays, and very many other things.
These things will, from time to time, be bought, and the wise
husband (or, more probably, wife) will constantly be thinking
how the weekly income can be best spent. That is, he or
she will constantly be comparing the urgency of the wants
which clamour for satisfaction. Coal is wanted badly in
mid-winter, so that the purchase of new boots for Johnnie
must for the present be deferred. A house with one more
room is very desirable, but that would involve withdrawing
Dick from the trade school in order to earn a few shillings a
week, at the cost, however, of Dick’s future career. The
husband’s overcoat is still serviceable, though begrimed by
much driving of Scotch expresses between Euston and Crewe,
but Mary’s frock is positively in holes, which fact tends to
diminish her self-respect ; therefore, as the personal appear-
ance of Mary is of greater importance than that of a bread-
winner verging on middle age, Mary gets the new frock and
the engine-driver’s coat has to wait. It is considerations
of this kind, operating continuously through the year, which
will determine the distribution of the year’s income amongst
its possible uses. Let us suppose that the expenditure,
when it is reviewed by the enlightened engine-driver and his
wise wife, at the end of the year, is found by them to be
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entirely satisfactory. They conclude that they have spent
the money, in their judgment, * to the best advantage.,”
They do not wish they had spent a pound less on food and a
pound more on fuel, a shilling less on bacon and a shilling
more on boots, How shall we, in our terminology, express
the manner of this entirely wise expenditure? Obviously,
they have been engaged in estimating the comparative
utility of the articles on which the income has been expended.
Or, rather, they have been engaged in comparing the utility of
shillings spent in one way with that of shillings spent in other
ways; and, if their expenditure has been to the best ad-
vantage, then the utility of the shilling spent with greatest
reluctance in any one way has been just as great as that spent
most reluctantly in any other way.

Thus, if they have spent £80 on food, £40 on rent, £20 on
clothes, £10 in renewing furmture, £16 on fuel, £10 on holidays,
£2 on books, £6 on other amusements, £16 on clubs, insurance,
and saving, then the utility of the pound spent most reluctantly
on each object must be the same. In other words, money will
have been spent to ** the best advantage” when it has been dis-
tributed between its several uses, present and future,so that it
has, in each use, the same marginal utility. For the pound
spent most reluctantly on any given object we may call the
margmal pound spent on that object; and its utility the
marginal utility of the money so spent.

If greater satisfaction would have been obtained by
spending, say, £79 on food and £21 on clothing, or by spending
£17 on fuel and only £9 on holiday, then the utility of the
eightieth (s.e., the marginal) pound spent on food was less than
that of the twentieth pound spent on clothing, and that of the
tenth pound on holiday less than that of the sixteenth pound on
fuel. Andthe satisfaction tobe obtained out of the expenditure
of any given sum will only be at its maximum where the utility
of the marginal unit expended in each use is the same. It
is such a distribution of expenditure that all those who
endeavour to spend * economically *’ are constantly trying to
attain,
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We may put this very important truth in another way,
When any individual expends his resources in the best possible
way (that is to say, in the way which gives him the greatest
satisfaction), he satisfies his wants out of the resources at his
disposal in the order of their urgency. As his most urgent
want becomes satisfied its urgency diminishes, and, at some
point, becomes no more urgent than some other want, At
this point it is a matter of indifference to him whether he
chooses to satisfy the first want or that which now presents
itself, But the moment the point of indifference is passed,
and no sooner, he will begin to satisfy his second want con-
currently with the first, As this proceeds his two wants
become less and less urgent, and presently their urgency is
no greater than that of a third want. The third want then
begins to be satisfied concurrently with the first two. And
this process continues throughout the whole range of his
wants until his resources are exhausted. The amount that
he expends on the satisfaction of each want will be determined
by its comparative urgency, most being spent on the most
urgent wants, least on the least urgent; and, at any given
moment, the satisfaction obtained out of the units of his
expenditure which are af the margin of his expenditure in
each several case, will be the same. Of course, each individual
will determine for himself the relative urgency of his wants ;
and education, indeed civilisation, consists in training people
to make * higher ” wants relatively more urgent. All the
economist has to say on this point is that wants, the satisfac-
tion of which is essential to that state of physical, intellectual
and moral strength necessary for the efficient production of
goods, are more urgent than any others. In a healthy
State, therefore, endeavour will be made by statesmen to
see that opportunity is afforded to the whole population
to reach some minimum standard in the satisfaction of such
wants.

Hitherto we have been discussing the distribution of the
money possessed by an individual among its possible uses.
For this is the form which the problem usually takes nowadays.
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The argument, of course, applies equally to the distribution
of any commodity between the uses to which it could be put.
If a man has a stock of grain for use, he will endeavour to
employ it in accordance with the urgency of each use; he
will use some of 1t as food for himself, some to feed his farm
stock, some to brew beer or distil spirits. As the utility of
each unit applied in the most urgent use diminishes, a point
will be reached in which the grain will yield as much satis-
faction in the second use as it now does in the first, Expendi-
ture of the commodity in its second use will then commence,
and presently a third use will begin to be as urgent as the first
and second now are, and the commodity will begin to be
applied to the third use; and this process will continue for all
the possible uses. At any given moment, if the amount
of satisfaction to be obtained from the consumption of the
commodity is to be the maximum, the utility of the portion
last applied in each one of the several uses must be the same.
Further, it should be noted that the utility of the stock for
any of its possible uses may vary very greatly according
to circumstances. In a besieged town the utiity of grain
may become so great that none of it can be spared for brewing
or distilling, or for feeding cattle,

Finally, it must be remembered that the argument we
have applied to the distribution of a stock whether of money
or of another commodity between its uses by an individual
applies to the application of national resources to their uses.
The whole stock of wealth, material or non-material, which
results from the combined efforts of all the people composing
a nation may be considered the national income or dividend.
If the maximum amount of satisfaction is to be got out of
the consumption of this national dividend, then the com-
modities of which it consists must be used to satisfy needs of
people in the order of their urgency. The utility of the
marginal portion applied in each separate use will need to
be the same. And questions of this kind will force them-
selves upon consideration : is the utility of that portion of
grain which is now being applied with greatest difficulty as
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food for human beings (e.g., that portion of bread which a
very poor family can only just afford to buy) as great as the
marginal portion applied as food for fowls, or as material for
brewing or distilling? The answer for the citizen and the
statesman will depend upon their conception of the relative
urgency of competing wants. And the greatest variety of
opinion will be forthcoming as to the machinery by which we
can legitimately and effectively secure that the wants of a
whole population are satisfied, approximately, in the order of
their urgency.



CHAPTER III
VALUE AND THE PRINCIPLES OF EXCHANGE

WE have shown that the desires of anyone for anything can
be satiated : that the more one has of a thing the nearer one
is to satiation point, that is to say, the less one wants any more
of it. As the number of units of any commodity in possession
becomes greater, the utility of each unit to the owner becomes
less. The estimation, therefore, put upon each successive unit
acquired, that is, the value of that unit must, therefore,
diminish,

The estimation put upon the first unit acquired will be much
greater than upon, say, the tenth. We may measure the
estimation which is put upon any given unit by the inconveni-
ence which any given person suffers by going without it, or
the convenience which arises to him from having it. This
convenience or inconvenience, in our country and time, is
measured in terms of money. Thus, for instance, we may
imagine A being willing to pay, within a given period of time,
100s. for one unit of a commodity, rather than go without it
altogether ; but he would only value a second unit at 95s., a
third at 80s., a fourth at 70s. In fact we could, by a study
of the actual dealings of any person, construct a schedule
showing the amount he would buy at any given price. But
incomes and tastes vary. Thus we may very well suppose
A, B, and C, having different incomes, tastes, and circum-
stances, valuing successive units as shown at the top of the
following page.

The demand for any commodity of general consumption is
composed of the demand of a very large number of A’s, B’s,
and C’s, whose individual demand schedules will vary very
greatly. Thus, whilst A will buy eight units at a price of
20s., we notice that he will, at that price, entirely satisfy

18
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A, B. C.
Ist unit 100s. 80s. 50s.
2nd ,, 95s. 75s. 30s.
3rd ,, 80s. 60s, 15s.
4th ,, 70s. 50s. 10s.
5th ,, 55s, 35s. Ss.
6th ,, 40s. 30s. 2s,
7th ,, 35s. 15s, 1s.
8th ,, 20s, 10s. 1s.
9th ,, — 5s. —
10th ,, — 2s. —

himself. He is well-to-do, and at 20s. can afford to buy as
much as he would at any price. B, on the other hand, can only
be induced to buy a seventh unit if the price is as low as 15s.,
but he will buy ten units if the price goes as low as 2s.; but
C, who requires a price of 15s. to induce him to purchase
three units, will only buy six when the price is as low as 2s.
He requires a price of 1s, in order to induce him to buy the
seventh and eighth units; and no price will induce him to
buy more. Now it is plain that, if the market consisted of A
only, in order to sell eight units to A the commodity would
have to be offered at the price of 20s., thus if eight units are
sold to him the value of the commodity per unit will be
indicated by 20s., that is to say, 20s. is the sum at which A
estimates the satisfaction to be got by adding the eighth unit
to his stock. He reaches the margin of his purchases at the
eighth unit, and the value of all the units is indicated by his
estimation of the utility of that unit. Thus we say that ke
valus of any given quantity of goods will be indicated by the
utility of the marginal portion sold, or more briefly by the
marginal wiility of the goods, that is, by the utihty of that
unit of the commodity which the purchaser is only just
induced to buy, and the seller finds the greatest difficulty in
selling.

So much for the case of A, an individual purchaser. The
direct value per unit of the commodity to him, at any stage
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of his purchase, is measured by the sacrifice which he makes
rather than go without that unit which he needs least, and
therefore purchases most reluctantly. But the demand for
goods of general consumption is composed of the demands
of a very large number of buyers. In this case all the irregu-
larities which are to be found in the demand schedule of any
individual will disappear; and we may rightly assume (as
indeed the universal experience of ordinary business proves)
that any increase in the stock of the commodity will
be accompanied by a diminution in the utility of each
unit. Moreover, as in every society the number of
people whose incomes are large is very small, and the
number of people whose incomes are small is very large,
it will be true that large quantities of goods will only
be taken at low prices, f.c., the rate at which the utility
of successive additions to the stock of most buyers diminishes
will be very rapid. Thus C in the above schedules is the
typical buyer., Let us consider the following schedule of
prices which might be given for newspapers by A, B, and C.
Let us suppose A is a rich man, who cannot do without news,
say a statesman; that B is a moderately well-to-do person
who takes an interest in affairs, and that C is an ordinary
wage-earner, whether in a black coat or overalls, with no
special need for news; and, further, let us suppose that the
respective numbers of A’s, B’s, and C’s in the population are
as 1:200:10,000. Then the demand schedules of A, B, and
C respectively may be as follows :

Units purchased within one week at the prices named.

A.(1)  B.(200) C.(10,000)

Ist unit 100s. 10s. 6d.
2nd ,, 20s. Ss. 4d.
3rd ,, 10s, 2s. 1d.
4th ,, 5s. od. 3d.
5th ,, 2s. 6d. 8d. 3d.

6th ,, 2. 6d.  6d. 1d.
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It will be seen by inspection of these demand schedules
that the actual demand schedule for newspapers will be :

Price. Number sold in a week.
100s, 1
20s. 2
10s. 203
5s. 404
2s. 6d. 406
2s. 606
9d. 806
8d. 1,006
6d. 11,206
4d. 21,206
1d. 31,206
id. 61,206

Thus whilst A would have bought a daily paper had the price
been half-a-crown, and 200 B’s would have bought it had the
price been 6d. there are 10,000 C’s who will buy one every
weekday when the price is §d. and will not buy it at a higher
price than §d. If therefore 61,000 papers are to be sold
weekly, they must be sold at 3d. each, and the A’s, B’s, and C's
will all, of course, get it for the same price. Thus the value
of the paper as actually sold to the public, that is, its value in
exchange or its market value, is governed not by the estimate
placed upon the utility of a daily paper by A, but by its utility
to the 10,201 people who were only induced to buy it because
the paper could be purchased for §d. and no more. Thus
the value, per unit, of the gquantity sold ss the estimate placed
supon the utility of the marginal wunits. Whether we are
estimating the direct value per unit of a given quantity of
any commodity to an individual, or the value per unit to the
whole body of persons desirous of possessing it, that value
will be indicated by the utility of the least needed portion,
that is of that portion which is sold with greatest difficulty.

Consumer’s Surplus.
The reader should note that A would have given fifteen
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shillings, and B would have given three shillings for the week’s
supply of newspapers which they actually get for threepence.
They thus get a satisfaction for one-sixtieth and one-twelfth,
respectively, of what they would have given for it. Even
C gets six newspapers for threepence, whulst the actual satis-
faction yielded to him by those papers would be measured
by 6d. + 4d. + 1d. + 14d or 1s. 0}d. If we reckon A's
and B’s surpluses in this way, they are, of course, many times
larger. According to either method of calculation it can be
shown that every purchaser gains by living in a society in
which exchange takes place, and in which the number of
possible buyers is very large. It is only because as many as
60,000 papers are required that they can be sold for §d. each.
Thus the actual price paid for an article can never be greater
than the measure of the satisfaction it yields, and it is usually
very much less. The excess of the satisfaction yielded,
over that measured by the price actually paid is called a
consumer's surplus. It 1s a surplus of satisfaction not due to
the unaided efforts of the individual, but due to his member-
ship of society. If he is a working member of society, of
whatever grade, he, of course, helps to create it. If he is not,
he does not. (See diagram on p. 23.)

Value in Exchange and Cost of Production.

The reader will have noticed that utility and value are two
relative terms. The utility of a commodity is its power of
affording satisfaction to us, of conferring pleasure or dimin-
ishing pain.! Its value is the estimate we put upon it, or
rather upon a unit of it, because it has that power. The
utility of an ounce of toffee is its power of satisfying us with
its sweetness and thus adding to our pleasure, or, what is the
same thing, driving away some pain. Its value is the degree
with which we want it because of that quality. And its value in
exchange is the sacrifice we are prepared to make rather than
go without it, this sacrifice being most conveniently measured

! Its utibty, of course, always has reference to some person, or
group of persons, and 1s thus relative or extnnsic, not intnnsic



commodity the total utiity of the stock increases, but 1t increases
at a dimnishing rate, for, as a rule, the utiity of each umt
added 1s less than that of the last preceding one. We may
illustrate this by a diagram. Let us take B’s demand schedule
see p. 20, as an example, '

{ Note that with each increase in a person’s stock of any given
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The number of newspapers bought, the price paid, and the degree
of satisfaction yrelded by each umt are all guanisties, and therefore can
be measured. Let pnces be measured along the vertical hne OY and
the number of papers bought at each price measured along the hori-
zontal OX. Then the rectangles p'm?, p*m?, and p*m¢, p*m*, p*m’, will
measure the utiity of each successive purchase. The sum of the
areas of all the rectangles will re%resent the total utiity of the six
newspapers, the area p*m? the utibty of the paper which yields least
satisfaction, or the marginal utihty of this quantity of newspapers,
whulst that portion of the sum of the areas cut off above the hne p*
represents B’s consumer’s surplus, if we take A1s demand schedule only
into consideration. His actual consumer’s surplus on the combined
schedules of A, 200 B’s, and 10,000 C’s, 13 of course many times greater
than this.
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in terms of money. Thus we say that the value in exchange
of an ounce of toffee is twopence. = The twopence 15 not the
amount of satisfaction we get out of the toffee. It may
not, and usually will not, measure the sacrifice any particular
purchaser would make rather than go without the particu-
lar ounce just purchased. But the quantity of toffee put
upon the market being what it is, the size of the market being
what it is, and the tastes and incomes of the people being
what they are, it is found that that quantity can be sold
at that price and at no higher price. The twopence per ounce
thus measures the utility per ounce of those ounces of toffee
which would not be sold were the price a little higher, It
measures the marginal utility of the whole stock of toffee
disposed of ; the utility of toffee to those who want it, not
most urgently, but least urgently. Here we imagine someone
saying that toffee is sold for twopence an ounce because,
including the profit of the producer, it costs twopence an ounce
to make it ; in other words, that the value in exchange of an
article depends upon the expenses of its production. This
conception we must examine.

First let us distinguish between the real cos? and the money
cost or expenses of production. The real cost of producing an
article consists of all the efforts and sacrifices which are made
in the course of its production. Thus, before a coat can be sold,
wool has to be produced, to be spun, woven, dyed, and finished,
the garment has to be cut and made ; and we could, of course,
elaborate the description of the process very greatly indeed.
It will be seen that capital has had to be used in the form of
tools, implements, and machinery. Many different kinds of
labour have been employed. Shepherds and shearers, sea-
men and stokers, railway workers of a dozen classes, combers
and carders, spinners, weavers, dyers, cutters, tailors, and
salesmen, each using some form of capital, have been engaged
in the production of the coat. The real cost of production
consists of the efforts they have made, the wear and tear of
the fixed capital used, and of the materials used upin making
the goods. Thus an analysis of the process of producing
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any given article would enable us to name the faciors of
production used: (a) various kinds of labour and services, e.g.,
agricultural labour, transport services, the services of managers,
firemen, skilled and comparatively unskilled workmen,
designers ; (b) various kinds of capital ; (¢) land. And the
combinations of these factors are almost infinite. Each of
these factors has to be remunerated or purchased; and the
sum of these remunerations, together with the fund necessary
to replace the materials used up, and to allow for the deprecia-
tion of the fixed capital used, would give us the money cost
or expenses of production.

Now it is plain that the organiser of the business must get
such a price for the commodity he produces as will, ordinarily,
cover these expenses of production, including a profit or
remuneration for himself, For he produces, say, coats,
normally, not merely for pleasure (though this does not
preclude him, or any of the work people concerned, from
taking pleasure in their work), but in order that he may make
a living ; and, unless he covers all the expenses of production,
including his own profit, that living will not be made, It is
perfectly correct, therefore, for the organiser of the business,
the wundertaker as Adam Smith called him, the enfre-
preneur as he is now usually termed, to consider all the
wages and salaries paid to those whose labour was used in
producing the wares, as expenses of production. To him
they are expenses. But a moment’s thought will show that,
like his * profit,” they are truly not expenses of production,
but shares of the product. This is none the less so because
those engaged in production do not usually share the com-
modity produced, but the price which that commedity
fetches. Imagine a group of men engaged in the production
of some ordinary commodity. One member provides know-
ledge and ideas, another capital, another land, others their
physical strength or mechanical skill. Accounts may be
settled between the members of the group at the end of the
year though sales take place continuously. Some members
are unable to wait until the end of the year for the whole

3$—(C.1325)
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of their share, and advances are made to them out of the
product of the current sales, Such advances are plainly
advances out of the income of the society obtained by sales
of the product; they are not part of the cost of the enter-
prise. The cost consists of the efforts of the workers, manual
or mental, or both; and the wear, tear, and consumption,
or “ using up " of the capital, whether in the form of tools,
machinery, buildings or other material. But if we imagine
all the manual workers and clerks to arrange for a fixed wage
mnstead of a share, and the landlord to take a fixed rent, the
co-operation in taking the risks of the business disappears,
the risks of the enterprise are taken by those who take the
surplus at the year’s end, but the wages and rent are, from
the social point of view, a portion of the income of the enter-
prise, and they are cost only from the point of view of the
remaining entrepreneurs.

Remembering clearly then that the * cost” of production
is made up of things so distinct in character as the efforts of
human beings, and the using up of machinery, tools, imple-
ments, and raw material ; and that the expenses of production
consist of the payments made for these efforts and sacnfices,
let us consider whether the exchange value of an article is
determined by the expenses of its production, In some
cases it plainly is not. A painting by Rembrandt was
sold for £100,000. What relation has that price to the
expenses of producing the picture? No one knows what
the original expenses were ; what we do know is that it cost
the seller, or those who left it to him, a comparatively small
sum, and that, far from its costing them anything in the
interim, they have been enjoying its possession ever since.
Or consider the case of a scientist who writes the most learned
possible work on Pal@ontology, a work so learned and pro-
found that only half a dozen persons in the world besides
himself can understand it. Far from the exchange value
covering the *“ cost” or even the expenses of production,
the book is hardly likely to have any exchange value at all.
Will a lady’s straw hat, of last year’s fashion, sell this summer
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for the expenses of its production ? Cases of this kind could,
of course, be multiplied. If, therefore, we wish to have a state-
ment which will cover all the cases, we had better say that the
value in exchange of a commodity is the estimate of the
marginal utility of the stock sold, and that its price will be
its marginal utility as measured in money. Thus the price
to be obtained for corn, or wool, or cloth, or calico will not be
determined by the expenses of producing those things plus
the profits which the entrepreneur expects. He may get these
expenses, including a reasonable profit, or he may get very
much more or very much less. And as the expenses of no
two in any trade are the same, it is easy to see that there are
no fixed expenses of production,

But this is by no means all that we have to take into account.
It is plain that if the price which can be obtained for an
article does not cover the expenses of its production to the
entrepreneur, reckoning his own “* profit” as part of those
expenses, he will not go on producing indefinitely, and the
supply of the commodity will be diminished. On the other
hand, if the price to be obtained more than covers the ordinary
expenses of production including such profit, then, obviously,
as soon as this becomes known, and provided the business is
not one which is a monopoly, producers will be attracted into
the business and the supply of the commodity increased.
Now these movements in and out of the business cannot be
effected instantaneously ; they need time. And time is the
element which, hitherto, we have left out of consideration.
At any given moment it is perfectly true that value in exchange
will be indicated by the utility of the marginal portion of the
commodity being exchanged. But whether or not it will
exist in order that it may be exchanged will depend upon
whether or not that value as measured in money—in other
words the price—normally covers the expenses of production.
Some writers admit all this, as they must, and dismiss the
subject by stating that the value, as indicated by marginal
utility, determines what direction production will take, in
what businesses capital and labour will be employed, but
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that this determination of the direction of business does nof
affect the question of value at all. When we take account o
time, however, we see that changes in the expenses of pro
duction have their effect in determining the quantity of the
stock to be disposed of, and therefore in determining the value
of the whole of that stock, just as changes in habit and custorr
and taste affect the capacity of that stock to satisfy people’s
needs, We cannot say that, in ordinary cases, it is merely
demand which settles that toffee shall be sold at twopence ar
ounce, because the persons who need toffee least will give two:
pence for an ounce and no more. That twopence an ounce
must also cover the expenses of the producer who only just get:
ordinary profits and who could not go on producing were the
price a little less. So, if by some change in production, e.g.
a large increase in the supply of sugar, a great fall in the
price of transporting sugar, the introduction of new machinery
or the like, it becomes possible to the typical toffee-maker tc
produce the toffee, hitherto sold at twopence an ounce, for &
penny an ounce, no doubt at first the toffee will be stil
sold for twopence. But, then, profits will be abnormal
There will be a great increase in the amount of toffee made
and, if it is to be sold, the price will fall. This increase in the
supply will continue so long as the profits are abnormal, anc
the price therefore must fall until the expenses of producing
toffee under the least advantageous circumstances are jus
covered. Thus it is not sufficient to say that the value ha:
fallen because, the stock to be disposed of being greater, the
utility of the marginal portion is less. Plainly the value has
fallen not merely because the quantity now to be disposed of
is so large that at any higher price some of it would not be
taken, but also because that quantity can now be put on the
market at a penny. Value is affected from the side of supply,
as well as from the side of demand.

At any given time the value of a commodity is an
estimate of its marginal utility. But where commodities are
being continuously produced it will also be indicated by its
marginal expenses of production ; that is to say, by the cosi



VALUE AND THE PRINCIPLES OF EXCHANGE 29

of producing that part of the supply which is produced under
the most disadvantageous circumstances., Value will be
governed by causes operating on both sides. Any changein the
tastes, habits, or needs of a community, will affect the utility
of any commodity to its members, and therefore the utility
of the marginal portion, and thus the price at which it will be
bought. But any change in the expense of production will
affect the possibility of selling any given quantity at the
price which could be obtained for it.

We may say, then, that the value in exchange of the whole
stock of a commodity is always indicated by the marginal
utility of that stock, that is, the value of each unit is equal
to the value of that unit which is least needed, and is there-
fore exchanged with the greatest difficulty. And the value
of the commodity, therefore, at any given moment, can be
said to be indicated by its utility only. But if we take a
period of time long enough to allow ordinary changes in busi-
ness to take place, then the price to be expected by the
producer must be such as to cover the expenses of production,
including the ordinary rate of profit to the producer. If it
is less than that people will go out of the business, the supply
of the commodity will fall off, and exchange value per unit
will rise. If it is greater than the expenses of production
people will be attracted into the business, the supply of the
commodity will increase, and its exchange value per unit will
fall. And, as we know that the whole stock of a commodity
will not be produced under equally advantageous circum-
stances, the value must tend to equal the expenses of the
production, including profits, of that part of the supply
which is produced under the most disadvantageous circum-
stances. Thus, whilst the value of a commodity is always
indicated by its marginal utility, it will, over an ordinary
period of time, be found to be indicated also by the marginal
expenses of production. The normal value, that is, the value
to be expected to rule over a period of time long enough to
allow the ordinary economic motives to work themselves out,
will be that at which the marginal utility, measured in money,
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is equal to the marginal expenses of production. Further,
if we lived in a stationary society we should find that the value
of a commodity only temporarily departed from the normal.
If the value went below the normal, production would fall off
until diminution of supply had raised values again, perhaps
above the normal. If the value rose above the normal the
supply would increase and the value per unit sink, perhaps
again, past normal value. Thus the normal value of a com-
modity, during any given period of time, would be that value
to which the temporary values tended to return. This, in
a stationary society, would be fixed.

But society is not stationary, On the one side the tastes,
habits, intelligence, and level of income of people are con-
stantly changing and thus affecting the character of demand
by altering our ideas as to the relative utility of different
classes of foods.® On the other hand, modes of production
are constantly changing ; communication and transport are
constantly improving. Such forces are continuously oper-
ating to alter the conditions of supply. Society being thus
dynamic rather than static, the normal value of any com-
modity is, itself, constantly in process of change. Thus,
though for any given period there will be a normal value for
any commodity, to which temporary or market values for the
time tend to return, yet the normal value is variable. Market
values are not best figured by a pendulum swinging about
a fixed centre. The movements of value are not always
smooth and rhythmical, and the centre to which they return
is itself in movement.

The reader, if he has thoroughly grasped the foregoing,
will not fall into the error of supposing that the value in
exchange of any commodity is caused by, or governed, or
determined by its marginal utility, or by its marginal cost of
production. Value in exchange is only determined by mar-
ginal utility, or, if we take #ime into account, by the

1 Consider, for instance, how the tastes of people 1n respect of food
and dnnk, clothing, holidays, amusements, have constantly been in
process of change dunng the last century or so.
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coincidence of marginal utility and marginal expenses, in the
sense that the value of the marginal units indicates the value
of the whole stock. But the causes which govern value are
those which determine utility on the one side and the expenses
of production on the other; and these causes are both
numerous and complex, All the causes which affect the
demand for goods, which enable us to consume more, or fewer,
or different goods; and all those which affect in any way the
conditions of production, which make goods easier or more
difficult to produce will operate also on value. But they will
operate, if at all, by changing the marginal utility of the
commodity, or the marginal expenses of its production, or
both. And after such changes in either or both, it will be
the value of the marginal units which again will indicate the
value per unit of the whole supply.

Joint and Composite Demand ; Joint and
Composite Supply.

A demand for a printed book involves a demand for all the
factors of production of that book. The demand for the book
is direct; the demand for paper, printing ink, cloth, and
cardboard is sndirect or derived; and the demand for the
book is a joint demand for these factors. A joint demand
may, therefore, be defined as a direct demand for a commodity
involving a derived demand for its factors of production.
It will be seen that almost all demands for finished goods
are joint, Consider, for instance, all the factors which are
involved in a demand for a suit of clothes, a hat, boots, a
sandwich, a locomotive, a cab-ride, and so forth.

A little thought will show that, owing to this almost uni-
versal phenomenon of joint demand, the forces which operate
on the value of any factor of production are complicated.
The value of compositors’ labour, {.e., the wages of composi-
tors, is affected by considerations relating to such other
factors as the cost of paper, of ink, of machinery, of other
forms of labour than composing, and of the demand for books
and newspapers, Assuming that books are being sold for
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prices which yield the publishers only the normal rate of
profit, then it will be difficult for the printers to demand more
for their work, unless the demand for books happened to be
very inelastic, so that a rise in price does not destroy the
demand. Simlarly their rates of wages might be affected
by some change in the price of paper or other factors used
in the production of printed matter. Again the wages of
riveters (i.e., the price of their labour) may be affected by
circumstances affecting any of the thousand and one things
which are jointly demanded when a modern ship is
ordered.

A complete analysis of the complicated problems arising
out of the fact of joint demand cannot be undertaken in an
elementary work. But, in general, it may be said that the
circumstances most favourable to the rise in the value of
any one factor, jointly demanded with other factors, are :

(1) That the demand for the finished commodity shall
be inelastic.

(2) That the factor, the value of which is to rise, shall
be answerable only for a small part of the expenses of
production of the finished commodity.

(3) That the factor shall be indispensable.

(4) That the supply of that factor shall not be easy to
increase.

It should be noted, however, that as the expenses of obtaining
any factor increase there will be a tendency to substitute
some other factor for it. This will actually take place as
soon as the substitute is no more costly than the original
factor. Thus the law of substitution is constantly tending tc
operate. There is no “ only way.” The increasing costliness
of one factor merely operates to encourage the substitution
of another.

Composite Demand.

Most factors of production, and especially the principal
raw materials, and the services of most kinds of workmen
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are required for more than one use. The demand for the
commodity, therefore, is composed of the demands arising
from the several uses to which it can be put. Thus the
demand for steel is composed of contributory demands
arising out of the use of steel for making hundreds of things,
from pen-nibs to battleships. Similarly, india-rubber is put
to very many uses, the very name “ rubber * now indicating
only a minor use. So the services of an engineering fitter
may be required in the manufacture of textile machinery,
locomotives, marine engines, electrical machinery, or internal
combustion engines. The principal interest of the fact that
the total demand for any given factor of production is com-
posed of contributory demands arises because these con-
tributory demands compete with each other. Thus, the
great increase of the use of rubber for tyres has not only
stimulated the production of rubber, but, as the supply has
not been equal to the demand at old prices, the normal price
of rubber has risen, and rubber has been driven out of some
of its former uses. Only those uses which are profitable at
the new level of price can continue. Here, again, it must be
remembered that the law of substitution tends constantly
to act. A rise in the price of rubber tends to bring rubber
substitutes into use,

Joint Supply.

The production of one commodity often necessarily involves
the production of another. Thus the supply of mutton
involves a supply of sheep-skin and wool ; the supply of beef
involves a supply of hides, and horns, and hoofs ; the supply
of wheat involves the supply of straw ; the supply of coal-gas
involves the production of coke, coal-tar, ammonia, and other
products ; cotton cannot be spun without the production
of cotton waste. All these are cases of joint production or
supply. There are probably few businesses in which no
* by-products ** are forthcoming; and, in many cases, the
operations of a firm, when not mecessarily involving joint
production, can very easily be extended to do so. The same
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‘ underground ” trains which have for their main business
the transport of passengers may very easily take parcels
also, The chemist keeps a lending library. A mnewspaper
is always a joint product, it supplies news and comment to
the purchaser, and publicity to the advertiser.

This fact of joint production is very important, especially
with reference to the determination of value. Obviously
where a single firm is engaged in the production of more
than one commodity, the expenses of production, which in
the long run the entrepreneur must realise, can be spread over
all the products, It will pay lum to sell one joint product
at prices yielding less than normal profits, or even at a loss,
provided the difference can be made up on the sale of the
other joint products. The income yielded by advertisements
enables newspapers and magazines to be sold at prices far
below the cost per copy of producing the paper. This prin-
ciple is, of course, no discovery of the economists. * What
we lose on the swings we make up on the roundabouts,” is
merely a succinct expression of the not infrequent effects of
joint production. The price to be obtained for wheat will
affect the price which can be taken for straw. Mutton,
which is the main product in England of the sheep grazier,
is, or, rather, before the invention of refrigerating machinery
was, almost a by-product in Australia. The price of residuals
has a very important controlling effect on the price of gas ; and
examples of this kind are very numerous indeed.

Composite Supply.

The total supply of some commodities is made up from a
number of separate sources, Thus, as we have already noted,
light is supplied naturally by the sun, the moon, and the stars,
or artificially by candles, oil, gas, electricity, and so forth.
Such a supply is said to be composite, Similarly the supply
of meat is composite ; or, to take a more comprehensive com-
modity still, the supply of food is composite. So, also, the
supply of building materials, floor coverings, power, amuse-
ment, and almost every comprehensive “ good *’ is composite.
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The total supply is made up of separate commodities, each,
in some degree, a substitute for any other.

The importance of the phenomenon of composite sup-
ply is that such a supply is composed of alternatives.
A man who is going to organise a factory can decide
whether he will use wind-power or water-power, steam-
power, gas-power, or power derived from electricity or
petrol. He will use that which he decides to be most
economical, 4.e., that which is most efficient per unit of
cost. So that these forms of power may be viewed as com-
peting with each other, as, indeed, through the agency of
human beings, they most certainly do. Thus the Law of
Substitution is constantly tending to act. In all cases where
the supply is composite, a rise in the value of one of the
contributory components of the supply causes a substitute
to be sought, and, as soon as that substitute becomes as
economical as the component originally used, it tends to
supplant the original component. Thus, the demand for
any one of the components of a composite supply is prevented
from being as inelastic as it otherwise would be. There is a
tendency at work constantly to prevent the existence of
monopolies, and to level the values of each of the com-
ponents of a composite supply. A rise in the price of meat
tends to diminish the demand for meat and increases the
demand for bread. A rise in the price of sweets tends to
drive the little children who buy pennyworths to the purchase
of the other little luxuries which children like.! A fall in
the price of petrol would tend to promote the substitution of
internal combustion engines for steam-engines, In short, the
illustrations of the action of the Law of Substitution are very
numerous. Some of the most important are to be found in
the cases where machines can be used in substitution for
human labour, The initial effect of such a substitution is

1In the course of a deputation to the Chancellor of the Exchequer
it wag stated that the nse in the price of sweets, due to the imposition
of the import duty on sugar, actually had this effect, chuldren being
very keen buyers, seeking full value for each penny expended.
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usually to diminish the demand for the services of some
particular kind of labourers. But history shows us that
wherever the use of machines involves a great saving, the
commodities produced can, and probably will, be sold af
much lower price, The demand for them therefore increases
and the total demand for the services of the same, or soms
other workmen, usually increases also in the long run ; whilst
of course, the consumer of the goods benefits.

A consideration of the phenomena of Joint and Compositt
Supply, and Joint and Composite Demand will give the
student some idea of how complicated are the ultimat.
forces which control the exchange value of things.

Monopoly Values.

It will be observed that our expectation that the norma
value of a commodity will tend to be measured by the mar
gnal expenses of production of the commodity, presuppose
the existence of fauly free competition. We assume that
if abnormal profits are being made in any industry the fac
will soon become known, that capital and labour will
with fair rapidity, be attracted into that industry, that the
supply of the commodity will be increased and its value
therefore, fall. We do not assume anything like perfectis
free competition, for that can never exist till all men are fai
better supplied with knowledge and judgment than they now
are, nor until financial self-interest is a more dominant motivi
than we hope it ever will be. We do assume, however, that
on the whole, knowledge of what businesses * pay " very
well and what do not is pretty rapidly diffused, and that, or
the whole, men, in the process of getting a living, tend to be
actuated by their own financial interests, though this will no!
be their sole motive. Assuming such conditions the valu
of a commodity, under normal circumstances, will be measurec
by the utility of the marginal portions exchanged, and, also
by the marginal expenses of its production.

If there is no such freedom of competition obviously thers
will be no force at work tending to reduce profits to som:
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“ normal ”’ level. For instance, let us take the case of the
Post Office.  This Department has a monopoly of the business
of letter carrying, the telegraph, and the telephone services,
and a practical monopoly of the business of savings banks,
and the transmission of small sums of money. That is tosay,
the Post Office has, in some cases, a complete, in others a
virtual, monopoly in the production and sale of certain com-
modities. 'What economic forces control the values of those
commodities ? Obviously, the department will not, under
ordinary circumstances, be run at aloss, The actual expenses
of production will have to be covered. But what force,
other than political pressure, is to prevent the Department
from fixing its charges so as to obtain a much greater profit
on its outlay than would be expected by the owners of a
railway or steamship company. If the profits are abnormal
the law will not allow competitors to stepin, Thus, assuming
that the main object of the Department was pecuniary gain,
the prices of the commodities it furnished would be fixed at
such levels as would yield the greatest profit. Of course a
monopoly in public hands is not, usually, conducted for
profit only. But where a monopoly is in the hands of ordinary
business folk they are not subject to competition of other
producers, and there is no economic guarantee that the
prices they charge will tend down to the expenses of pro-
duction, including normal profits, for their class of business.
The value of their product they will fix themselves. And
that value will tend to be fixed at the point which yields them
maximum profits.

In fixing this value they will, of course, have to obey the
law of demand. As a general rule, they will find that the
higher the price the smaller the demand for what they produce,
the lower the price the larger the demand. If they can make
larger profits by selling small quantities at high prices than by
selling large quantities at low prices they will do so. Experi-
ence will teach them which is the more profitable course.
The existence of a monopoly does not necessarily mean high
prices. Whether or not the owners of monopolies charge
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high prices will depend a good deal on whether the demand
for the commodity they produce is elastic or not. If the
demand is inelastic, that is, if a change of price affects the
demand comparatively lLittle, then a high price will tend to
be fixed. If the demand is very elastic, and the commodity
is one which can be produced upon a large scale, then the
price will tend to be low, for a rise of price will mean a
comparatively large falling off in demand.

It is worthy of notice, at this point, that the elasticity of
demand will be governed very largely by the possibility of
substituting something else for the monopolised commodity.
Thus, let us suppose an Oil Trust has a complete monopoly of
the supply of petroleum oil 1n America, and its organisers are
considering what is the most profitable price for them to sell
at. They may argue that artificial light has become a
necessity, that the demand for a necessity tends to be inelastic,
and that, therefore, they can raise their prices without very
seriously diminishing the demand for oil. But they would
soon have to consider that there are a number of alternative
sources of artificial light, coal-gas, electricity, candles, and so
forth. The price, therefore, which can be successfully asked for
oil will be governed by the price at which substitutes for oil
can be obtained.

If there is competition in the production of these substi-
tutes, their value will tend to bave some relation to the
marginal expenses of their production. Thus it is argued
that even in the case of monopoly value, forces act from the
side of supply, not only to fix the minimum price which the
entrepreneurs must ask to recover expenses other than their
own remuneration, but in placing an upper limit to the price
they can fix so as to raise that remuneration to a
maximum.

Markets. Demand and Supply.

One of the most valuable rights sometimes possessed by a
mediaeval feudal lord was the right to hold a market. For,
in every district, it was a great convenience for the whole
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countryside to know that, on a certain day, at a certain time,
buyers and sellers would assemble in a particular place.
Thus there would be a reasonable prospect of obtaining or
disposing of goods. The market, in other words, facilitated
exchange ; and, upon exchange the whole industrial activi-
ties of society, except in the most rudimentary stages of
civilisation, must depend. The lord thus derived income
from tolls on goods brought to market, and the people bene-
fited by increased facilities for exchange. These facilities
consisted, not merely in the greater assurance that sellers
could dispose of their goods and buyers could obtain what
they needed, but in the fact that the price justified by the
conditions of the moment would be ascertained. If two
individuals, isolated from their fellows, drive a bargain there
is no guarantee that one will not be able to take advantage
of the necessities, the ignorance, or the inferior bargaining
ability of the other, In the absence of market facilities we
may imagine a poor farmer, badly in need of money, selling
his corn or his wool to a skilful but unscrupulous buyer for
much less than the price ruling in some distant centre, to
which he has no access, from which he gets no news. And it
would be easy to conjecture instances of a seller taking
similar advantage of a buyer. In fact, one of the best illus-
trations of this is provided by the history of money-lending.
A money-lender is a person who sells the use of money for a
given period for a consideration which we call interest.! So
long as money-lending went on among isolated lenders and
borrowers, and the borrowers were usually needy and lacking
in bargaining ability, usurious rates of interest were common ;
and the injustices perpetrated by the sellers of the use of
money (the money-lenders) were such as to bring down the
condemnation both of law and public opinion on their trade.
But, as the banking system developed, when borrowing and
lending began to be organised, and the borrowers were the
equals of the lenders in bargaining ability, then rates of interest

1 Hence the rate of interest is often termed the ** value ™ or * price
of money.” It s, of course, more properly, the price of credit.
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began to be fixed like other prices. The poor man, provided
he could offer security, borrowed at a rate fixed by the forces
of competition 1n a money market, not as the result of an
isolated and frequently unequal bargain.

In a market sellers are in touch with sellers, buyers with
buyers. Sellers know the prices their competitors are asking ;
they can ask no more ; and, if their goods are not sold at that
price, they may be compelled to compete with their fellows
and ask less. On the other hand, buyers know what prices
other buyers are offering. They can offer no lower price, and,
to get the goods they require, they may be compelled to offer
more. There is thus competition amongst the buyers and
amongst the sellers respectively ; and the effectiveness of the
market depends upon the efficiency with which knowledge
of the dealings taking place is diffused. This diffusion of
knowledge is the fundamental characteristic of a market.
The more quickly each dealer can be informed of the dealings
of others the more rapidly will inequalities of price disappear.
Thus a market may be defined as a group of dealers in such
close touch with each other that prices rapidly and smoothly
tend to one level; and a perfect market would be that in
which, at any given moment, there was but one price for the
same commodity.

We may speak of the *“ area "’ of a market, For the group
of buyers and sellers among whom, and at any given time,
a single price for any given commodity tends to prevail may
be large or small; they may consist of a little local group or
they may be a very large group indeed, scattered over a
country, a continent, or, in some cases, the world. Down to
the end of the eighteenth century markets were, as a rule,
local. Even for such commodities as the various kinds of
grain different prices would rule in different parts of our own
country.! To-day we may, without exaggeration, say that
for some commodities, the market is world-wide. Prices in

1 Small and temporary vanations, of course, still exist between one
wheat market and another. Formerly very high and very low wheat
pnices might coexist within one political boundary.



VALUE AND THE PRINCIPLES OF EXCHANGE 41

one part of the world influence prices in another, and over a
world-wide area such prices (after allowing for cost of trans-
port, insurance, agency charges, and customs duties) tend
to be the same in all parts of the world.

The causes which have operated to increase the size of
markets are the constant improvements in the means of com-
munication and of transport. The establishment of a regular
and cheap postal system, the institution of the telegraph and
telephone, the great developments of railway and steamship
services, if they have not annihilated distance and time, have
done much to overcome them. Buyers and sellers of some
goods in Chicago, New York, Liverpool, London, Frankfurt,
and Odessa, are in closer touch to-day for the purposes of
dealing than the inhabitants of Salisbury, Trowbridge, Devizes,
and Marlborough were a hundred years ago.

But not all commodities can be bought and sold in very
large markets (world markets). The conditions which the
commodity for which the market is to be very large must
satisfy are as follows :

(1) The commodity must be in almost universal demand.
Most of the primary foods and raw materials satisfy this
condition. There are very few places in which wheat,
rice, meat, and sugar are not required. Soiron and steel,
tin, copper, leather, some varieties of timber, gold, credit,
cotton, wool, and silk are useful and therefore saleable
almost anywhere, And so are some kinds of stocks and
shares,

(2) The commodity must be fransportable, both in the
sense that it must not be perishable, and that it must be
sufficiently valuable in proportion to its bulk to bear the
cost of carriage. Modern means of storage and transport
have rescued some commodities (e.g., meat, vegetables,
butter) from the category of perishables; and more things
will now bear the cost of carriage than ever before in his-
tory. Nevertheless it is hardly probable that, say, ordinary
bricks, or fresh flowers, or straw, will ever be considerable
items in ocean or transcontinental trade.

4—(C.1325)
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(3) The commodity must be capable of exact description,
or of being graded or sold by sample, Thus, about stocks
or shares there can be no mistake, One unit of Consols
or Union Pacifics is just the same as another in kind and
quality, and must necessarily be so. Similarly standard
gold is standard gold, and there can be no mistake, Most
of the foods and raw materials are numbered or named
according to their varieties. Thus we find grain sold as
No. 1 Northern Duluth, or choice white Karachi, So
cotton is sold as American, Pernam, Parahyba, Macejo,
Ceara, Egyptian, Brown, M. G. No. 1 Oomra, and the
hke, Sugar is sold as Granulated Standard, Crystal
Extras, and so forth, Similarly, iron, wool, and other
staple commodities are sold according to descriptions
which make the grades of the commodities perfectly clear
to buyers though they may not see even a sample of what
is offered or purchased.

The Determination of Market Price.

The generalised law of demand, which, as we already know,
is an expression of experience, tells us that the lower the price
of a commodity the greater the quantity which will be pur-
chased at any moment. Similarly we know from experience
that the higher the price the larger will be the quantity offered for
sale at any given moment. This we may call the Law of
Supply. And if we could find out the facts with regard to the
supply of, and the demand for, any given commodity on a
market day we could construct a schedule of the demand for
that commodity at the various possible prices, and a similar
schedule of supply at those prices. Let us take for instance
a wheat market, and suppose that prices can possibly range
between 32s. a quarter and 38s. For months past, that is to
say, prices have never exceeded 38s, for some standard
quality, and have never fallen below 32s, Let us further
imagine that the total supply at the command of the sellers
is 10,000 quarters, and that the total requirements of the
buyers, under the most favourable conditions to them, is, say,
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12,000 quarters, Then, obviously, at a price of 38s, all the
wheat available, 10,000 quarters, would be offered, and the
amount offered would diminish as the price fell ; at 32s. very
little being offered. On the other hand, at 32s., the lowest
price reasonably to be expected for months, probably, the
buyers would demand, that is, be ready to purchase and pay
for, 12,000 quarters, whilst as the price rose the amount
demanded would diminish, and, unless some very considerable
rise of prices were expected in the future very little would be
bought at the top price of 38s, Thus the demand schedule
and the supply schedule would be something like this:

Supply, f.s., Number Demand, 4.6, Number of
of quarters offered at Price, quarters buyers would be
each price. a quarter, willing to take at each price.
500 32s, 12,000
1,000 33s. 11,000
3,000 34s. 9,000
7,800 35s. 8,500
8,300 35s. 3d. 8,300
9,500 36s. 6,000
9,800 37s. 1,000
10,000 38s., 600

(A more probable range of prices would be from, say, 40s.
to 60s. a quarter. This makes no difference to the argument,
of course. Foreign wheat is now quoted at per cwt. in most
tases.)

Under these circumstances had the price quoted at the
opening of the market been 32s., only 500 quarters would be
>ffered, but 12,000 quarters would be demanded. 1f the price
rises to 33s. the holders of 500 other quarters come into the
market, and, at the same time, the demand is diminished
by 1,000 quarters, the would-be purchasers of 1,000
quarters at 32s. retiring from the competition when the price
of 33s, is asked. At 34s. the holders of another 2,000 quarters
ome into competition with the other sellers, and potential
purchasers of 2,000 quarters cease to compete with their
fellow-buyers. Or beginning at the other end, we may note



44 GUIDE TO ECONOMICS

that, had the market opened at 38s., the whole of the available
supply would have been offered ; as, however, at that price
only 600 quarters would in any case be bought and as there
would be no bids at all until those most urgently needing
wheat were convinced that the price was going to remain at
38s., the wheat would soon be offered at 37s., 36s., and so
forth, those more urgently needing to sell rapidly lowering the
price, and this price gradually inducing more buyers to come
into competition. Thus by a double process of competition,
sellers competing with sellers, and buyers with buyers, changes
of price would be effected, until, at last, the demand for
wheat would be brought into equilibrium with the supply of
it, for that day at any rate. And inspection of the schedules
will show that this would take place at some price between
35s. and 36s. a quarter, say 35s. 3d., at which price 8,300
quarters are offered and 8,300 required. This we may term
the market price for the day.

Of course it is highly improbable that the comparatively
wide range of prices given in our schedules would be quoted
on any one market day. What usually happens is that there
is no one fixed market price, but that a small range of prices
obtains, at several of which actual business during the day
takes place. For instance, in the example we have been
considering, possibly, the price at the close of the last pre-
vious market was 36s., which was rather above the then
average. At this price, therefore, the supply offered is
large, only about 500 quarters of the total available supply
being withheld by those who expect a still higher price at
some future date, and who can afford to wait. The sellers
find offers at 36s. not very readily accepted, as buyers have
information which leads them to expect that the demand will
not be very brisk. Thus, whilst there is some little trade at
36s. the price rapidly declines to 35s. 9d., 35s. 6d., and 35s. 3d.,
at which price most business is done. And if 35s. 3d. had
been quoted without change throughout the day it is pro-
bable that 8,300 quarters would have been bought and sold.
Small deviations from this price will occur. For instance,
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if, close upon the termination of the market, some buyers
who have been expecting even lower prices begin to buy
vigorously, the price may rise and the market close at 35s. 6d.
Or needy sellers, who have expected a rise, are disappointed,
begin to sell rapidly, and send the closing price down to 33s.
So news from other quarters may affect prices. But during
the day there will be a price, such as the 35s. 3d. we have
named, to which momentary prices will be tending, and at
which, were it maintained, supply would have been equated
todemand. This we term the market price. It is, as it were,
the normal price for the day. And it is determined by com-
petition, (2) between sellers, (b) between buyers bringing about
changes of price until supply and demand are equated.

It will be noted, too, that even market prices are not deter-
mined without reference to time. Past conditions of the
market will affect quantities available, and the extent of
present requirements and, therefore, the prices initially offered
by either side. Both buyers and sellers, too, will have their
eyes upon the future, They will judge as to what prices they
may offer or accept, not merely with regard to the supplies
and the requirements of the market day, but also with regard
to the supplies and the requirements of the future. Thus
the element of time enters even into the determination of
those temporary values which we call market prices. This
is especially the case in those markets, e.g., raw cotton, in
which sales and purchases for future delivery are characteristic.



CHAPTER IV

LAND AND ITS RENT

It 1s generally stated that the requisites of production are three
in number, land, labour, and capital. If the number of the
requisites is to be confined to three, and all things necessary to
production other than labour and capital are to be classed as
“land,” 1t 1s plain that the word ““ land ” must be given a
rather wide meaning, For this reason some economists have
used the word ‘‘ nature” instead of ‘‘land.” But, as, at
least 1n English works, the term “land ” 1s in general use
it will be conventent to us to retain it, By the term “land,”
therefore, we shall mean the scil and those other useful
forms of matter which are the gift of nature to mankmd.
Thus we shall include water and other natural objects, such
as tumber and minerals, which do not owe their existence
to human efforts. Further, 1t must be noted that the
owner of land owns also the benefits which accrue from the
action of natural forces, such as the sunshine, rain, frost,
snow upon the land. Apart from the action of such forces
the efforts of the labourer in agriculture would have httle
result.

The most important property of land is that it provides
space on which human activities can be carried on. Its
fundamental property 15 extenston. The utility of land
when used for building, especially 1 towns, 1s derived almost
entirely from this property. The power of the owner of land
to obtain a rent for 1ts use depends primarily upon his com-
mand over space. He commands the space upon which
natural forces can act, and upon which men can rest or
labour, whether in agriculture, manufacture, or commerce.

A factor which 1s of great importance n causing vanations
in the utility of land 1s 1ts situation ; that is to say, the posi-
tion of any given area relatively to other areas. This, again,

46
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is probably of greatest importance in the urban uses of land ;
but is frequently of very great importance, too, in its agri-
cultural uses. Fimally, land varies i utility according to
its fertlity. Its fertility 1s determined, mainly, by the quali-
ties and composition of soil and subso1l, and, 1 some countries,
by 1ts position with regard to the daily journey of the sun, its
slope, and the possibilities of the natural or artificial supply
of water.

The reader, therefore, must note carefully that land varies
I quality, i more respects than one. These variations,
whether of situation, or fertility, or whatever may be
their nature, give rise to what we may conveniently term dijfer-
ential advantages. These differential advantages, which are
not the handiwork of man, give rise to variations in the
utility of land, and, therefore, as we shall see, to variations
its value.

Next 1t must be noted that land differs from labour and from
capital because, unbke them, 1t 1s limited in quantity. The
quantity of capital can be imdefinitely increased, and has
been increasing very rapidly in recent times in most civilised
countries. The quantity of labour depends upon the number
of human beings able and willing to do work. This 1s not
arbitrarily limited, and seems capable of indefimte increase.
The area of land available for human life is, however, defi-
nitely limited ; and it 1s out of the power of man, by taking
thought, to increase it. No increase, therefore, in the supply
price of land can operate to increase the supply of land, and
as land, by definition, 1s the free gift of nature, there are no
expenses of 1ts production.

The value of land, therefore, will not be determined in quite
the same way as the value of commodities which have not the
special characteristics we have described. How, then, is its
value determined ? As a rule, the value in exchange of land
will depend upon the rent which can be obtained for its use.
In fact, we commonly hear the value of land spoken of as so
many ‘‘ years’ purchase,” of the rent: meaning by rent the
sum which can be obtained for its use during a year or other
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period of time. Thus, we must inquire how the rent of land
is determined, And it will be convenient to consider separ-
ately (1) The Rent of Agricultural Land; (2) The Rent of
Urban Land and Buldings.

(1) The Rent of Agricultural Land.

Some land is more advantageous for agriculture than other
land. The advantage may arise from superiority in fertility,
in situation (e.g., in proximity to markets), or from other
causes. Now, if an unlimited amount of agricultural produce
could be obtained from the most advantageous portions of
land no one would use the less advantageous. But the
amount of produce to be got out of any given area is limited.
This follows from a tendency, the statement of which is known
as The Law of Diminishing Returns, This law (or generalisa-
tion) may be put as follows: The amount of agricultural
produce which can be obtained out of any given area is, at
any given stage of agricultural knowledge, limited. Thus
the amount of capital and labour which can be profitably
employed on any given area is limited also. As the quantity
of capital and labour employed upon a given area is increased,
therefore, a point is reached at which the rafe of the return
yielded begins to diminish, and though, after that point has
been reached, more produce can be obtained by using more
capital and labour, yet the amount of produce which results
from the use of each additional unit, becomes smaller and
smaller, and will finally disappear,

It should be carefully remembered by the student that the
above law is, like all other scientific laws, a mere statement
that certain results ensue under certain conditions. It is
not imperative. Any farmer may use as much capital and
employ as many men upon an acre of land as he likes. But
sooner or later the amount of produce which he gets for each
pound he so expends will reach a maximum ; from that point
onwards it will diminish ; and a point will be reached when
he will be spending money for no result at all. The farmer
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may act in this fashion if he pleases, All the “ law ” amounts
to is a statement of what occurs if he does,

This law, like other scientific laws, is derived from experience.
Consider what takes place when, let us say, a farm which has
gone out of cultivation is brought into cultivation again.
The soil has to be weeded, and cleaned, the ditches to be
scoured, and certain operations, essential to any cultivation
at all, have to be undertaken, But if these operations alone
were carried out (i.c., if only this amount of capital and labour,
and no more, were used) there would be no return at all. Then
the arable land would have to be ploughed over and sown,
the pasture stocked (perhaps, at first, not up to its full
capacity), and so forth, If nothing more were done some
return would be obtained. But this return would probably
be increased, more than in proportion, by a more thorough
cultivation. Such an increase in the rate of yield could not,
however, be indefinitely continued ; though it is true that the
farmer could profitably expend more and more capital and
labour per acre until he had got his farm into first-rate con-
dition. In fact, if he were a good business man with suffi-
cient funds he would continue to increase the amount spent
in fertilising, cleaning and tilling his land, and so forth, until
he reached the point when he might just as well either till
more land, or put his spare funds into some other business
than farming. In so far as he acted on ordinary business
principles he would continue to invest in the cultivation of his
farm up to the point at which his investment would yield him
as much as and no more than it would in some other use.
At this point he would cease.

We see, then, that the tendency of land to yield a decreasing
return to capitaland labour expended upon it is quite an ordin-
ary piece of knowledge. It is a phenomenon well known from
the earliest times ; and whenever and wherever the principal
way of getting a living has been either by the pastoral use of
land or by tillage, the operation of the law has resulted in
migrations. The people, their flocks and their herds, increase
in number, they cannot, in the state of knowledge to which
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they have attained, provide more food either for themselves
or their beasts, from the areas that they have been using.
Hence they must move further afield, and so migrations,
and sometiunes wars of conquest follow. It was the law of
diminishing returns which caused the parting of Abraham
and Lot, and the great movements of people that we read of
in ancient history. It is the operation of that law which is
sending people from the United States to Canada to-day.
For, were there no such tendency as is stated in the law, if
the amount of produce to be got out of land could be indefi-
nitely increased, why should the area of cultivation ever be
extended ?

Of course the level of agricultural knowledge may be raised,
new modes of cultivation adopted, and, consequently, the
return per unit of expenditure increased. Changes of this
sort have frequently taken place. For instance, the use of
rotations of crops which do away with the necessity of allowing
lands to lie fallow, the use of new fertilisers, the introduction
of the intensive methods of the market gardener, and so forth,
have all tended to increase the quantity of capital and labour
which can be used on any given area before the return begins
to diminish, This, however, only means that the ten-
dency to diminishing returns has been deferred, not that it
has been defeated. It still operates on the new plane to which
agricultural operations have been lifted.

Again, in a new country, where tillage is begun for the first
time, it may be that cultivation can be intensified for some
time with results more than proportionate to the expenses
incurred. But here, again, this is merely because the point at
which returns begin to diminish has not yet been reached, or
because only the best areas out of those immediately accessible
have been tilled at all, or because the best land has not been
reached by the emigrant. As cultivation increases in inten-
sity, however, the point at which a return less than in pro-
portion to the additional outlay begins, will be reached.
When the best spots have been, at last, occupied, and the
cultivation of them has been pushed to its profitable hmits,
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then the law of diminishing returns in agriculture will be in
complete operation in that country. In fact, it is in old
developed lands that we must expect to find the tendency we
are considering in full operation.

Now let us suppose that labour and capital are applied to
a given area of land right up to the profitable limit. Some
of the portions of capital and labour so applied will be of
greater importance than others. To the more important
portions, therefore, we may, legitimately, ascribe a larger
part of the resulting produce than we do to the less important.
We may, in fact, divide the total expended in cultivating the
land into a number of units, and arrange these units in the
order of their importance in producing the total result. This
order of smportance will not necessanly be the same as the
order of time in which they were applied. Thus, if sowing
the seed is more important than the first ploughing, we shall
call the expenditure involved in sowing our first portion,
although, in point of time it comes after the ploughing. These
equal units of expenditure we may measure along a horizontal
line, and the return due to them we may indicate by rectangles
of heights proportional to the size of that return. The equal
portions of the expenditure upon cultivation have been
spoken of by previous writers as ‘‘ doses.” This is a con-
venient, though not elegant term; and we may use it. Let
us suppose that the sixth * dose ” only just “ pays " : that
is to say, that the return obtained to it is no greater than
would have been obtained from any other employment to
which the * dose ’ might have been put. Then, obviously, the
cultivator wil] invest no more in that particular area. The
sixth will be the ‘‘last’ dose, in the sense that no more
capital and labour than that for which it is the payment
will be applied. It is the dose which is least willingly applied,
because it is least remunerative. We have, in fact, reached
the margin of cultivation. The sixth dose is the marginal
dose, for another dose would take the cultivator over the
margin of profitable use into unprofitable uses. Now letus
suppose that the land in question is owned by one man and
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worked by another, and that the rent is paid in produce.
Obviously the cultivator will not invest * dose ” six in the
land unless he retains the whole produce due to that dose.
Less would not pay him, for he can get as good a return by
using his capital and labour either on other land, or in some
other occupation. On the other hand, if he retains that
portion it does pay him for the investment of that dose.
And if it pays him to use the sixth dose, provided he retains
the produce of that dose, a similar return will just induce
him to invest any of the other five doses. It follows, there-
fore, that, if it is to be worth his while to cultivate the land,
he must be allowed to retain as much of the return to each
of the other five doses as is equal to the return to “ dose”
six. Let us indicate the returns to doses 1, 2, 3, 4, 5, 6,
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by the letters a, b, ¢, d, e, f. Then the cultivator must
retain for himself 6f. The landlord may take the rest as
rent. It pays to cultivate the land if the cultivator obtains
6f. If any cultivator will not pay this rent, someone
else, under competitive conditions, will. Thus the rent of
the land will be a + b+ ¢ +d + e + £-6f, that is Zhe
excess of the produce of each ** dose” of capital and labour used
over the produce of the marginal dose. For since the cultivator
retains the whole of “£,” the return to dose 6 (the marginal
dose) contributes nothing to the rent. In the diagram, rent
is represented by the area lying above the dotted line. If we
suppose the land to be of such a quality that the return per
unit of capital and labour expended were no more than *f{,”
then obviously such land could yield no rent. It would all
be on the margin of cultivation ; for, if the return were any
less it would tend to go out of cultivation. Thus the rent
of any given piece of land may be said to be the excess of the
produce of that land over that of the land on the margin of cults-
vation, or the excess of the produce of any given piece of land
over the produce of that land for which no rent can be paid.

This explanation of how the rent of agricultural land arises
and is determined is called the Ricardian Theory of Rent;
and the generalisation given above is Ricardo’s Law of Rent.
For though Ricardo did not discover it, his exposition of the
nature of rent was more complete and definite than any which
had preceded it.

The form in which the argument for the Ricardian theory
of Rent was put gave rise to some criticisms which do not
seem to be well founded. His exposition took the following
general form :

In a newly settled country the settlers would occupy the
best available land which may be called No. 1 land. If there
were plenty of such land which could be freely occupied, then
no one would pay anything in order to till soil which could be
freely obtained. No rent, therefore, would arise. But, as
population grew, the law of diminishing returns would operate.
The settlers would be compelled to cultivate inferior land,
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which we may call No. 2 land. Let us suppose that thirty
bushels per acre of wheat could be obtained from No. 1 land
by tilling it in the normal fashion, and that the yield of No, 2
land, under similar conditions, is twenty-five bushels per
acre. Then, obviously, it would be a matter of indifference
to the cultivator whether he cultivated No. 2 land and paid
no rent, or cultivated No. 1 and paid a rent of five bushels,
Thus, if land were private property and there was com-
petition for it, the owner would be able to get a rent of five
bushels for No. 1 land. As the demand for land increased,
No. 3 land, which yielded, say, twenty bushels, would come
into cultivation, the rent of No. 1 would rise to ten bushels
an acre, and No. 2 would yield arent of five bushels. Thus, as
inferior grades of land were successively brought into culti-
vation, 4.e., as the margin of cultivation fell, rents would rise,
The rent of any given area would be the excess of its produce
over that of the land which yielded no rent, 4.e., the land on
the margin of cultivation.

It was objected to this that, as a matter of fact, settlers
do nof cultivate the best lands first. They cultivate the most
accessible lands, This may be true, but it does not invalidate
the above demonstration, for differences in fertility between
the various grades of accessible land will act in the manner
above described when better lands are cultivated whether
they are cultivated first or not. The mere order in which
different grades of land are cultivated does not affect the
theory.

Secondly, it is objected that it is not differences in fertility
which causes the differences in the rents to be obtained for
various areas, but their situation with regard to markets.
We have anticipated this objection. Accessibility to markets
is an advantage which operates in exactly the same way as
fertility. Land which is one degree more favourably situated
than other land will have a differential advantage that will
produce exactly the same effect upon rent as a higher degree
of fertihty. For a disadvantageous situation is an obstacle
to successful cultivation just as is inferior fertility. We have
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to take all kinds of advantages together; and the rent of the
land will be the difference between the net produce of the land
in question and the net produce of the most disadvantageous
land which could be cultivated profitably provided no rent
were paid for it,

Again, it has been objected that, in most countries there is
no land for which no rent is paid. The answer to this is plain.
In most farms there is some land, for which, by itself the
farmer could afford to pay no rent. If there are five acres
of such land in a hundred-acre farm then those five acres are
the no rent land. The farmer, whilst nominally paying rent
for one hundred acres, is really paying only for ninety-five.
The five acres contribute nothing o the rent. Moreover, it may
legitimately be pointed out that there is land of such a dis-
advantageous character, whether by reason of its quality or
position, or what not, that the rent to be obtained for com-
paratively large areas of it is nominal.

It has also been said that, if Ricardo’s theory is true,
rents ought to have risen everywhere as population has
increased ; that, on the contrary, the rent of agricultural land,
in England for instance, fell considerably during the last thirty
years or so of the nineteenth century., The answer is that
had the English people been confined to the areas from which
they formerly drew agricultural products, not only would
rents have risen, but the people would hardly have been able to
live. The improved means of transport and the opening up of
new lands in distant countries operated to increase the area
from which agricultural products could be raised. Distance
from the English market is no longer a considerable obstacle
to the trade. Thus, new lands, many of them rich and com-
paratively easily cultivated, have been brought into com-
petition with English land ; i.e., the quantity of advantageous
land from which we can draw supplies has been increased,
the margin of cultivation, therefore, has risen, the poorer
corn lands of England have tended to go out of cultivation,
and rents have fallen. This is exactly what we should expect
under the Ricardian law of rent, and serves as a confirmation
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of its truth, The last few years, however, have seen a rise
in the price of agricultural products caused by the greatly
increased demand of the United States and other countries
owing to increasing population. Population has increased,
in some areas, faster than new lands have been brought
into cultivation; agriculture in England, therefore, is
becoming more profitable, the capital value of land is rising,}
and we may depend upon it that, should this process con-
tinue, rents will rise too. For the additional surplus
caused by the lowering of the margin of cultivation can,
under competitive conditions, be taken by the owner of the
land,

The reader, however, must remember that the associations
of the ownership of land are special. The relations of landlord
and tenant are often friendly. It is not customary to raise
rents in the case of existing tenancies, It is thus far from
being the case that the landlord does actually exact the whole
of the economic rent of agricultural land., In some cases,
however, e.g., in Ireland, rack renting has not been uncommon
in the past. And whether the full rent is exacted or not
in actual practice, and in all individual cases, the tendency
of the rent of any land to represent its differential advantages
over the worst land in cultivation remains, As it becomes
profitable to bring more and more disadvantageous land into
cultivation, the tendency of rents is to rise. As agriculture
becomes less profitable, and the more disadvantageous lands
tend to go out of cultivation (i.e., as the margin of cultivation
rises), rents tend to fall. This is the substance of the Ricar-
dian theory of rent.

The Remuneration of Capital Sunk in Land.

It is obvious that, in old countries, a great deal of capital
has been expended in improving the soill. Such capital is
embodied in the soil, and some of the total produce of the land

1 This process, accentuated during the years immediately following

the War, 1s now not 1n operation. But, probably, 1ts operation 13 only
deferred.
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is due to capital sunk in this way. Such part of the rent as is
due to this permanent investment of capital is, it is argued,
interest and not rent at all. But, in the first place, it would
be difficult to distinguish the part of the rent which is due
to improvements from the rest. This, by itself, would not
invalidate the theory. We may analyse rent into constituent
portions, even though it would be almost impracticable to
sever them in practice. The real objection to considering
capital, sunk by way of permanent improvements in the soil,
as a part of the soil itself is that such part of the rent asis due
to the improvements is determined, not in a different way
from, but in the same way as, the remainder of the rent. The
causes which act upon the rent which the landlord receives
because of his ownership of the natural and indestructible
qualities of the soil operate also to increase or diminish the
rent which arises by virtue of permanent improvements. A
vineyard may, and sometimes does, consist of soil which has
been transported, placed in a good positiorr on a hillside,
walled up and supported, so that it is hardly incorrect to
consider it as being ' manufactured.” Some writers would
therefore consider it as being ** capital *’ rather than * land.”
But its rent will be determined in the same way as that of an
ordinary cornfield, according to the law of rent which we
have stated. We shall see later, that there are other cases
in which the return to capital may be regarded as a rent, or,
at least, as analogous to rent.

The Relation of the Rent of Land to the Price
of Agricultural Products.

It has been stated that rent does not enter into the cost of
production, or, more accurately, the economic rent of agri-
cultural land does not enter into the expenses of producing
agricultural products. The real meaning of these statements
is that rent does not govern price but price governs rent. At
any given time in one market there is but one price. Whether
corn, for instance, has been produced on the richest and other-
wise most advantageous land, or on that land which it only

5={(C.1323)
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just pays to cultivate, is no concern of the buyer. For every
quarter of wheat of a particular quality the same price will
be forthcoming at the same moment in the same market.}
If there is any land so disadvantageous that it yields no rent,
then the price of wheat grown upon it must normally be
such as covers the expenses of production of the * marginal *’
wheat, It is these marginal expenses which must be covered
by the price. If all the other producers paid no rent this
would not alter the price to be obtained, provided the quantity
for sale and the needs of the buyers remained the same.
Hence a remission of rent by the landlord would merely
benefit each tenant to the extent of his rent, and not the
consumer. It would have no effect upon price. Of course, as
each tenant must pay his rent, he rightly considers rent to
be one of his individual out-of-pocket expenses. But it is
not any part of the expenses of production which the price
must cover unless the output of agricultural produce is to
diminish. Rent does not enter into marginal expenses;
and price must conform to these. Economic Rent, in fact,
is a surplus over the marginal expenses of producing agricul-
tural goods. Some producers are in a better position than
others, the surplus varies accordingly, and such surpluses
form what is properly a producer’s surplus or ** rent,” whether
the owner of the land, or the tenant, actually receives it. The
student should take care to grasp this reasoning, as similar
reasoning will often have to be applied in the portions of this
work dealing with interest, profits, and wages.

(2) House Rents and Ground Rents.

A building is a commodity, the use of which, for a definite
period, is sold to the occupier (consumer). The sum paid
by the occupier, and received by the owner, for the use of the
house for a period is called a rent. How is this rent deter-
mined ? The answer is that it is determined upon the same

1 The expression of such a tendency is sometimes called * The Law
of Indifference.” No one will pay more for one umt than for another
of the same quahty at any given moment. The particular umt
purchased 1s a matter of indifference.
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principles as the value of any other commodity. Let us
suppose that there are ten precisely similar houses, then
the yearly rent which must be asked, if all ten are to
be let, must be such as will be paid by the prospective tenant
who needs such a house least. Doubtless some tenants would
pay more than this, Let us suppose that when £90 a year is
asked only one house is taken, at £80 another is taken, at £70,
two more, at £60 three others are occupied, and at £50
the three remaining houses are tenanted. At a higher rent
than £50 the supply will be in excess of the demand ; thus,
if all the houses are to be let, the rent to be asked must be
£50 a year; and this will be the rent of each house, since
tenants will not pay £90, or £80, or £70, or £60 for houses,
some of which can be obtained for {50 a year. The law of
indifference applies: the fact that, where one unit of a com-
modity is as good as another, only a single price can prevail
in the same area of competition, forbids that a group of houses,
each of the same size and quality, should, for any length of
time, be let at different rents. Thus the rent of houses tends
to be indicated by their marginal utility measured in money.

Of course, if time be allowed, forces will act from the side
of supply. If £50 a year is not sufficient to pay the builder
the ordinary rate of profit on the capital he has invested in
the house and the ordinary expenses of repair, then building
will tend to diminish or even to cease. Capital will be diverted
into other avenues of investment; and, if population be
increasing in the neighbourhood the demand for houses will
tend to outrun the supply, and rents will tend to rise, say,
to £60, or whatever sum is sufficient to cover the marginal
expenses of producing houses. So if £50 a year more than
covers the ordinary profits of the builder together with the
expenses of repairs, and there is a plentiful supply of land fit
for building purposes, building will be vigorously undertaken,
and the supply of houses will be increased. Then rents must
fall in order that all houses may find tenants, In this way,
provided there is plenty of land available for building, the
supply of houses and the demand for them, will tend to be
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equated at a rent which measures, of course, the marginal
utility of houses, but which also measures the marginal ex-
penses of producing them.

Ground Rents.

In many cases the annual rent of a house will be found to
be greater than the annual interest, at the ordinary rate,
on the capital invested in preparing the site and building the
house, together with the annual cost of repairing it. The
difference is the ground rent. Suppose the annual interest
on the capital invested in a house! which fetches a rent of
£50 a year, together with the cost of keeping it in repair, is
£40. Then the ground rent is £10 a year, and value of the site
on which the house is built is to be ascertained by finding the
principal on which £10 is the interest for one year at the
normal rate: in other words, by capitalising the ground rent,
The site value of the area built upon is the ground rent
capitalised.

A little consideration will show that the ground rent of any
site is governed by the rent to be obtained for the house, and
that the house rent is not determined by the ground rent.
In other words, the rent of building land is determined by the
price of house accommodation, and not vice versa, just as the
rent of agricultural land is determined by the price of agricul-
tural products, and not the price of agricultural products by
the rent of agricultural land. A builder, or, rather, the person
who proposes * to develop ** a particular estate, will consider
what is the rent he will probably be able to get for the houses
or other buildings for which the land he is dealing with is
suited. The rents must be such as will give at least the
ordinary return upon the capital he uses; otherwise he will
not build. The excess of the rents over that return may be
taken by the owner of the land as ground rent. If there is no
prospect of such excess then no ground rent will be forth-
coming ; and the amount of the ground rent will depend upon
the amount of the excess, if any. Now there may be a site

1 Including the cost of preparing the site.
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of so disadvantageous a character that the rent to be obtained
for a building erected upon it will only just cover the interest
on the capital used together with a reasonable allowance for
repairs. For such a site no ground rent will be obtainable, The
ground rents of sites having advantages over this * no ground
rent site ** will tend to be the excess of the rent to be obtained
for each of buildings on the sites over that on the site which
yields a normal return to the builder but no rent to the land-
lord. There is, thus, a close parallel between the rent of
building sites and the rent of agriculturalland. Each depends
upon the price of the commodity containing a surplus over
the expenses of its production. Such a surplus forms a true
* economic rent” of agricultural land, or in the case of
building sites, a ground rent. We may represent the theory
of ground rents by a diagram similar to that used in illustrating
the Ricardian theory of the rent of agricultural land.

Let P, P!, . .. P9 represent sites on which buildings of
the same character are erected. Of these P is the most
advantageous and P ¢ is so disadvantageous that the rent to
be obtained for the building erected upon it only just brings
in the ordinary return on invested capital together with the
annual cost of repair. Let the rents actually obtained be
represented by the vertical lines PN, PIN3, and so forth.
FromPN,PINY, P®N?, , ., .cutoff PM,PIML, PM2. . .,
equal to PN, then M N, MIN?, M2N? . , ., represents the
ground rent in each case; and M® coincides with NS, that
is, the ground rent disappears.

It will be seen, then, that the existence of a true ground
rent depends upon the existence of differential advantages
between sites. Where land for building is very plentiful, and
one site is practically as good as another, as for instance in
a scattered rural community, then the site rent to be obtained
will be little more than the agricultural rent of the land, that
is, in the case of a single house, almost negligible. Even if
the land be worth a rent of £2 an acre a year in normal times,
a very high rent for agricultural land, and a cottage is built on
one-eighth of an acre, an extremely liberal allowance, the site
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rent would come to only five shillings a year. The agricultural
rent of land is, however, often much less than £1 an acre,
and cottages, not infrequently, occupy less than one-eighth
of an acre. Thus site rents, and, therefore, values are of little
importance outside wrban or suburban communities. Simi-
larly, where a town is decaying or overbuilt, ground rents
may disappear. Buildings may let for less than the current
interest on the capital invested in the buildings alone together
with the cost of repairs. In such a case obviously the house
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rent contains no ground rent and the capital value of the unim-
proved site is nothing.

Thus ground rents are an urban product. They will be
highest where land is most urgently needed. They will be
largest in the places where the differences between the suit-
ability of sites for urban uses is greatest. They are, as a rule,
unimportant in rural communities, and they tend to diminish
or to disappear in decaying towns. The reader should care-
fully remember that their existence does not increase the
rents of houses, since it is the house rent which governs the
ground rent, and not vice versa, Their remission by the pre-
sent takers of such rents, therefore, would do nothing to
lower the rental of the houses, but would merely alter the
destination of that part of the total rental which consists of
ground rent,



CHAPTER V
CAPITAL AND INTEREST

CAPITAL, in the broadest sense, may be defined as consisting of
those kinds of wealth other than land from which income is
expected. The old definition by which capital was described as
being ‘* wealth saved, and devoted to the production of further
wealth,” 1f.e., wealth which was being used reproductively,
was defective inasmuch as it would have excluded much
wealth which is “ capital” from the point of the individual
owner. Any man, for instance, who owns government stock
regards that stock as part of his capital ; and the same view
is taken by the tax collector. And, inasmuch as income is
derived from it by the individual, it must properly be so
regarded, if we are to give that word its widest meaning.
Very often, however, such wealth is not being used, and has
never been used for the production of further wealth, On the
contrary, much of such “ capital” has been used during
wars, for the destruction of wealth, as well as of life.

There is a necessity, therefore, for us to distinguish different
kinds of capital. Wealth may yield an income to an indi-
vidual, whilst from the point of view of the community as a
whole, it is being absolutely wasted ; e.g., as Professor Sidgwick
has remarked, money lent by a usurer to a spendthrift. In
considering the distribution of wealth, therefore, we have to
consider all wealth from which an income is derived as capital.
But much of such capital will not be of any assistance in the
work of producing wealth. And the national debt of a country,
unless it has been spent on productive enterprises, is capital
from the point of the individual stockholder, but is, from
the national point of view, a mere burdensome debt, the
interest on which is a charge upon productive industry and
commerce.

Thus we may define Social or National Capital, as all those
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forms of wealth, whether the property of individuals or of
political or other bodies, which are being used, or are available
for use, in assisting production. Individual Capital will be
those forms of wealth from which individuals derive, or expect
to derive, an income. Trade Capital will consist of those
forms of wealth used for acquisition in industry or commerce.

Thus the holdings of an individual in Consols will be Indi-
vidual Capital, but not necessarily Social or National Capital.
Similarly when we speak of the capital of a railway company
being many million pounds, we must remember that this is
really the debt owing by the company to its shareholders. The
real capital of the company consists of those instruments of
industry, its permanent way, buildings, rolling-stock, and so
forth, into which the individual capital of the shareholders
has been converted.

The distinction commonly made between Fixed and Cir-
culating Capital is, it must be remembered, one of degree
rather than kind. Circulating capital is that capital which is
consumed in a single use, The result of the single use, there-
fore, must be both the replacement of the original capital and
the creation of enough further wealth to make that use profit-
able. But the fixed capital, capital which exists in the more
durable forms, must also so be used as to replace itself, or its
own value, in its lifetime and earn the usual rate of profit
during the whole period of its use too. The distinction,
therefore, is one of degree rather than kind.

The distinction between Consumption and Auxiliary
capital is a different one. Consumption capital is a form of
circulating capital. It is that used directly in supporting
those who work, 1.e., it consists of those forms of capital which
are, or are converted into, goods consumed directly by the
labourer. It will consist, therefore, to put the matter in
terms of money, mainly in the wages and salaries paid out in
course of business. Reflection on this point will show the
reader how the same wealth may go by different names
according to our temporary point of view; for we have
already shown (p. 25) that such wages and salaries are part
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of the products of industry, whilst they are the incomes of the
worker. Reflection will also convince the reader that capital,
and especially those forms of capital which are used as con-
sumption capital, are being created and added to continu-
ously. Wages are not paid out of any fixed fund of capital
but out of the current product of the industry.  This product
must, from the point of view of the payer, be regarded as
circulating capital ; but it is capital which is being continu-
ously saved, which increases as the efficiency of the labourer
increases, which therefore can provide higher wages propor-
tional to that increase of efficiency. Awuxiliary capital on the
other hand consists, not of what goes to the workers for con-
sumption, but of what they work upon or with; the things
auxiliary to their labour : materials, tools, and implements,
machinery, buildings.

Loanable Capital, as the term itself indicates, is capital
which exists in such forms as can be lent. Of course it is
possible to lend almost any form of capital ; a railway or a
bridge could be lent, and still more easily, coal or meat, or
grain. But the most easily loanable form of capital is money,
or, rather, credit. And, to-day, the most usual form of
loanable capital consists of bank balances, which can
be lent either by their owners, or by the banks entrusted
with those balances.

Capital is the result of abstinence from consumption.
Obviously, if a man uses the wealth which he possesses for
consumption, he cannot expect to derive an income either by
using it himself or by lending it to others. In the sense,
therefore, that capital is the product of abstinence from con-
sumption, all capital is saved. But the use of the word
“ saving ” suggests conscious and sometimes painful absti-
nence. No doubt much capital is the result of deliberate
saving which costs a considerable effort. Most wage-earning
class and middle-class saving is of this kind. But much
capital arises from the almost, or quite automatic saving of
the wealthy, or the well-to-do, who * spend ”* freely as much
as their tastes and habits incline them to spend, and
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invest their surplus income. It is thus better to think of
saving as a process of non-consumption,

Obviously as the scale of industry and the magnitude of
industrial enterprises increase the importance of capital
increases, Under primitive conditions, certainly when people
have settled down to agriculture, the principal forms of
capital will be a few rude tools and implements, and seed. A
man must labour to make a plough which he does not intend
immediately to consume. As, in the time taken to produce
the plough, he might have produced something immediately
consumable, and have consumed it, his devotion of labour
to the production of the plough for future use involves
abstinence from consumption, f.e., saving. Similarly, in
order to have seed for the next sowing he abstains from con-
suming a certain part of his crop. Here we see the saving
of capital visibly taking the form of the creation or retention
of commodities for some future use as instruments of pro-
duction. Social capital has been accumulated, and the
productive capacity of the social unit increased. In our time
and in most civilised countries saving takes another form.
Capital is accumulated in the form of some generally accept-
able medium of exchange. Workmen of all kinds received
their wages in coin. Such portions of their wages as they
save may be hoarded up for future use, But this process is
now very rare. As a rule, the wage-earners will deposit their
spare funds in a savings bank, or with some friendly or building
society, or with a trade union, What happens, therefore, is
that money, which might immediately have been exchanged
into finished goods, which, in turn, would immediately be con-
sumed, has been deposited by its owners with other people.
The workmen have become the creditors of the savings bank
or the friendly society. These depositories are, of course,
the debtors of the depositors; and goods which might have
been consumed have not been consumed, §.e., they have been
“saved.” But outside the wage-earning class incomes are
received in the form of credit instruments, chiefly cheques
drawn upon banks., The person receiving income receives a
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piece of paper on which the payer orders the bank to pay the
payee, let us say, £50. In other words, the bank is now
indebted to one person instead of another, or, as wesay, credit
to the amount of £50 has been transferred from payer to payee,
The payee now having £50 more to his credit than before
can either use the whole of this credit in order to obtain goods
for immediate consumption, or leave all or part of it as
a debt owing by his banker to him. In this case, and to
the extent that he leaves the credit untouched, he saves.
If he does not need to use this credit in order to obtain goods
for immediate consumption, he can “lend ” it to those by
whom credit is wanted now. He can transfer a present credit
to a friend, or he can transfer it to some new business enter-
prise, usually by buying shares in a company. And if he does
not advance this capital for a definite or indefinite period the
bank probably will. For the banker knows from experience
that, whatever may be the extent of lus indebtedness to his
creditors, i.e., his depositors, only a certain proportion of
his indebtedness will come up for liquidation on any given
day. Thus he can safely lend the rest.

The causes, therefore, which favour the accumulation of
capital are : (1) The existence of settled and civilised society
in which people have acquired the habit of looking forward
and of desiring future as well as immediate gratifications.
(2) A stable government rendering accumulations safe. (3) A
population with a high productive capacity in order that
there may be wealth, in excess of immediate demands, to
save. (4) The development, by the State, or through private
enterprise, of machinery for making saving easy.

We know that interest is the payment made for the use of
capital advanced. But we must bear firmly in mind that, as
a rule, the capital really advanced consists of goods and
goods only. We have already noted that, under primitive
conditions, there is no difficulty in seeing that the capital
accumulated, and, therefore, the capital advanced, consists
of goods, and not merely of some particular form of goods
commonly used as a medium of exchange and called money.
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And we have seen, too, that, in a highly developed country,
the saving of credit involves a forgoing of consumption by
the saver, and that, though the usual * form ” of saving is
the abstention from a use of credit, that abstention involves
the *“saving” or non-consumption of goods. Obviously,
therefore, whatever form an advance of capital takes that
advance must result in the borrower being placed in posses-
sion of goods which he wants to use and could not obtain
unless he borrowed. An advance of capital does not usually
even take the form of the advance of metallic money, and,
whether it does or not, the essential lending must be a lending
of goods.

As the Dutch economist, Pierson, has pointed out, the sim-
plest case of an advance of capital is that of a sale on credit.
A spinner, for instance, sells yarn to a weaver and is paid by
a bill due three months hence, Here the spinner has actually
lent existing goods for three months, and the goods have
been borrowed by the weaver in order that he may use them
in the production of cotton cloth. No money has passed,
and the spinner is not entitled to receive the money for which
the goods have been sold for three months after the date of
sale. If he were paid at once he would receive the equivalent
in value of his yarn, in money, or something worth money ;
and this he would be able to convert into goods for consump-
tion at once. But the spinner in such a case will charge a
higher price on this sale for credit than he would on a sale
for cash, The difference is the charge which he makes for
the loan of the yarn. It is the interest on the loan. In some
cases, where, by the custom of the trade, or for other reasons,
goods are sold for credit and paid for by bills at three months,
the seller may not wish to make the advance himself. In
such a case he sells and delivers the goods, and receives his
bill at three months or forty days. But he immediately sells
this document for its present value in cash, or, in the current
phrase, he gets the bill discounted. The person to whom the
bill is sold (s.e., the person by whom the bill is discounted)
in such a case, deducts from the amount due three months or
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forty days hence, the simple interest for three months or
forty days at the current rate of interest. Thus the advance
of capital again takes the form of a delivery of goods now,
to be paid for at a subsequent date, and the only difference
is that the producer of the goods, being unwilling to lend, has
taken advantage of existing financial machinery to substitute
for himself someone who is not only willing to lend, but
whose business it is to do so.

In many trades, however, cash dealing is the custom, and
this is becoming increasingly the case. Business men,
especially in England, are tending more and more to sell for
cash only. That is to say, they insist on being paid either in
actual coin, or as is almost universally the case, by a cheque
or bill which is immediately payable, which, therefore, they
can convert into coin as soon as they like. As a matter of
fact, they very seldom present such documents for exchange
into coin, but they use them to increase their credit at their
bank. How then is the buyer, who cannot pay in cash, to
buy ? Let us suppose that the buyer knows very well that
at some future time, at the end of a month, or three months, or
forty days, he will either have resold at a profit the goods
he wishes to buy on credit, or he can use the goods in manu-
facture or in some other way so as to produce a profit. Inall
probability he has had dealings with bankers who know his
situation and what he can do. They advance him money ;
that is to say, they credit him in their books with an advance.
He then buys the goods with a cheque drawn upon the banker
who has advanced “ money ” to him, sending the cheque, of
course, to the seller. The seller (who we will suppose banks
at the same institution) pays in the cheque to his own credit.
Thus the buyer is debited and the seller credited with the
same document, possibly within a few hours. The whole
affair is, through the bank machinery, accomplished by a
mere book-keeping transaction; and the interest which the
banker charges for the advance, though really the interest
upon a loan, which, in essence, is a loan of goods, may also
be considered as the remuneration of the bank for its services
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in making the necessary arrangements for providing credit
where credit was needed. If the two men bank at different
institutions, then the cheque which was drawn by the buyer
upon bank A is paid in by the seller to bank B, and the seller
is at once credited with its value ; bank B presents it to bank
A, which either transfers credit to that amount to bank B
or reduces any existing debit of bank B to bank A by the
amount of the cheque. The only difference is that the book-
keeping is one degree more complicated. Incidentally here
we may note that the work of the bank is to enable credit to
be used as currency: to enable the sellers of goods to take
credit for the goods they have sold, and to furnish buyers
with credit which they need, credit thus being used as a
currency.! The result of this is to take goods off the hands
of those who have created them and place them in the hands
of those who wish to use them. Thus both exchange and
production are facilitated.

We now see that advances of capital, as they occur in
ordinary business, consist essentially in the advance of goods,
the agency by which the lenders of the goods are able to
find the borrowers who want ¢heir goods and no others, and
the borrowers are enabled to find the goods they require,
being credit. Goods are, as it were, turned into credit,
advances are made in terms of credit, and, with these advances,
the particular goods required by the borrowers are purchased,
a debit being thus created against the borrowers, who pay for
the accommodation they receive, and wipe out the debit in
due course,

Of course if the loan is a permanent one, such as an
advance consisting of the purchase of shares in an indus-
trial business, then the debit is never wiped out, or is only
wiped out when the business is brought to an end. Here the
lender is entitled to dividends on his shares, and can get his

1 Currency simply means anything which is commonly used in any
given State for effecting purchases. Thus, 1 England, siver and
copper coins, hills of exchange, bank notes and cheques are all
currency: and the commonest form of currency is the cheque.
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debt repaid by selling his shares, {.e., by transferring his credit
with the industrial concern (say a railway company) to some
other person. The reader should carefully realise, however,
that whether capital is advanced on a bill at three months,
or whether the investment is a permanent one in which
capital is borrowed for an indefinite period, it is goods that are
advanced. Let us suppose that a great railway company
wishes to build a branch line, It raises the capital (s.e.,
borrows it) by issuing £2,000,000 worth of shares. The
buyers of these shares are the lenders of the capital. They
draw cheques on their bankers in favour of the company or
its bankers. That is to say, their purchase of shares merely
involves the transfer of credit from a number of banking
accounts to a single banking account. The company,
now having £2,000,000 standing to its credit, uses tlus
sum for the purchase of machinery, implements, materials,
steel rails, sleepers, girders, or for the payment of labourers.
They do this either by themselves or through contractors ;
but every payment made means that actual goods have been
advanced to the company, the only money advanced being
the coins in which wages are paid. Even these coins,
however, are, as a rule, immediately transformed into con-
sumable goods. Thus the original advance of £2,000,000
means an advance, by the aid of credit machinery, of
all those things necessary for the construction of the line,
including the subsistence of those engaged in constructing it.

Now we are in a position to see, first, that the capital must
be saved, that is, goods or the wherewithal to purchase them
must be accumulated ; and that capital mus? be spent; that
is, either the actual goods accumulated must be used, and
indeed consumed,! or the purchasing power accumulated
must be exercised, in the purchase of goods for such use.
This is what is meant by saying * all capital must be saved ;
all capital must be spent.”

Similarly, we can now see what are the services rendered
by capital, which make it worth while to pay interest. We

1 That is, used up, so that they cannot again be used.
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see the origin of interest. The use of capital enables those
who are engaged in production to enjoy goods whilst the
income they are earning is in an unrealisable form because the
goods they are producing are in an unfinished condition.
Those who are engaged in industry, the results of which are
not immediately realisable, can conduct their business only
if they possess capital or if they borrow it. Take the case of
the branch line we have pictured as under construction,
Here the advance of capital enables those, who are daily pro-
ducing something, but something which, until it is com-
pleted, cannot be either sold or used, to be paid for their
services periodically. The shareholders (the true capitalists)
advance to the railway company, the company pay out
of this advance the sums due periodically to the con-
tractor, who, in turn, pays the men and purchases material.
Thus, goods which are none the less goods because they
are incomplete, or as it has been put, * unripe,” are ex-
change for finished or “ripe” goods, ready for immediate
consumption,

It is wrong, therefore, to speak of the capitalist as sup-
porting the worker, furnishing him with food, clothing,
shelter, and the other goods he consumes, whilst he produces.
The labourer is not supported by others. He supports him-
self by what he produces. But through the intervention of
capital he is enabled to exchange unfinished and incomplete
goods for those finished goods which he requires. It is this
superiority in value of finished goods over goods which will
be finished, of present goods over future goods which gives
rise to the phenomenon of interest and causes interest to be

paid.?

1 The reader will find it useful to bear in mind that the labowmer
usually advances his labour to the employer. It is customary for work
to be paid for affer, not before 1t 13 done, A man entenng the service
of a firm at weekly wages is paid only at the end of the week, sometimes
indeed, only at the end of a fortnight, as it is customary to keep a
week's wages in hand. Other workers advance their services or, better,
the product of their services, for as much as a month or a quarter at a

time.
6—{C.1325)



74 GUIDE TO ECONOMICS

The Rate of Interest.

It is best to consider interest as the price of a commodity.
the commodity being the use of capital for a definite period,
say, a year. The use of capital is paid for because capital
has utility, the general character of which has just been des-
cribed, and because the supply of capital is not, at any given
time, equal to what the demand for it would be if its use
could be obtained without charge.

The law which governs the rate of interest, s.e., the price
at which an advance of capital will be made! will, therefore,
be governed by the relation between the existing supply
of loanable capital and the demand for it. Any given
quantity of capital can get itself used at a price, and the
larger the quantity of capital available for loan the lower
the rate at which it must be offered if it is all to be used.
Thus, the quantity of loanable capital being what it is, the
rate at which it will be lent will always be indicated by the
rate at which that capital which is needed least must be
offered. In other words, the rate of interest is indicated by
the marginal utility of capital. The rate of interest there-
fore is determined in the same way as the market value of
any other commodity. The reader must again be warned
against supposing that the rate of interest is governed or
determined by the marginal utility of capital. The rate of
interest, like the value of any other commodity, is the product
of an immense complication of forces. All the causes which
make the supply of capital what it is at any given moment,
and those which make the demand for capital what it is, and
therefore govern, on the one side the amount of capital
available for loan, and, on the other, the urgency of the uses
to which it can be put, determine what is the marginal utility
of capital at any given moment. The value of the marginal
unit indicates the value of each unit. If the supply of capital
increases whilst the demand for it remains constant, the rate
at which it is offered for loan will have to be lowered ; the

1 When a City man talks about the “ value of money * he means
the rate of interest. In fact, by * money * he means credit.
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margin will descend. If the urgency of the uses of capital
increases whilst the quantity remains the same, then the
utility of the least needed portion increases and a higher rate
becomes obtainable for the whole supply. There is a new
margin at which supply and demand are equated. And
wherever the margin may be the measure of the utility of
that capital which can only just be profitably used, will
indicate the value of the whole supply. The value of the
whole supply will be equal to that of the least needed and not
to that of the most needed portion,

But an ordinary commodity, corn, or cloth, or boots of a
particular make, has its normal value, which, as we have seen,
during any period of time sufficiently long to enable ordinary
economic forces to work, tends to be equal to the ordinary
expenses of its production. Thus, as we say, the normal
value of a commodity will tend to be fixed at the point where
marginal utility measured in money, and marginal expenses,
coincide.

The question we have now to settle is whether there is
anything like a normal rate of interest. To answer this
question we have to ask ourselves (¢) What are the expenses
of producing capital? (b) Does capital conform both to the
law of demand and the law of supply ?

The real cost of producing capital is the effort of absti-
nence from consumption, or waiting. And the expenses of
producing capital may be taken as the estimated value in
money of this waiting. Let us suppose a man has £100, or
wealth to the value of £100, then if he is willing to forgo the
consumption of his wealth for twelve months, provided he
can obtain £105 at the end of that time, the expenses of pro-
ducing the use of £100 capital for that period is £5. In other
words, the cost of producing capital depends upon the rate
at which those who have the present command of wealth
discount benefits which are realisable only in the future.
Thus, we may argue that, just as the producer of goods must,
during any normal period of time, be able to obtain for those
goods the expenses of their production including his own
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‘ profit ’ or other remuneration, so the saver, the person
who accumulates capital, must have a compensation for the
trouble of saving, or deferring consumption, otherwise he will
not save. The normal rate of interest, therefore, must be
sufficient to induce the most unwilling saver to prefer a future
to a present enjoyment of his goods. The normal rate of
interest, therefore, is not only a demand price equal to the
marginal utility of capital, but it is also a supply price equal to
the marginal expenses of producing capital, f.e.,, saving or
abstaining from consuming, or deferring consumption. If
such an analysis be true, then the accumulation of wealth
available for use as capital, the habits, and customs, the
outlook and the prudence of the people remaining the same, will
vary according as the rate of interest to be expected varies.
When the rate is high, then saving will proceed rapidly, when
the rate falls saving will diminish.

But is this analysis correct ? In the first place, we have to
note that most saving in highly civilised countries is the
saving of the rich or the well-to-do. Do changes in the rate
ofinterest affect their willingness to save ? It may be doubted.
In general, it is not untrue to say that the amount of their
saving is not much affected by the current rate of interest.
Did the rich man save less during the decade 1890-1900 when
the rate of interest was lower, than in the decade 1900-1910
when it was higher ? The truth probably is that, whether he
did or did not, his saving was the mere overplus of his income
above expenditure which he did not consciously curtail. He
spent what satisfied him and saved the rest. And the amount
that he saved was unaffected by his knowledge that capital
was earning more in one period than another.

On the other hand, we have to remember that, though a rise
in the rate of interest does not affect the willingness of the
rich to save, it does affect their capacity so to do. The higher
the rate of interest the higher their incomes from invested
capital and, therefore, the larger their surplus of income above
expenditure is likely to be.

To come to the savings of the middle and the prosperous
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wage-earning class, do they save more if the rate of interest
rises? In this case savings come mainly out of earnings, and
not out of the products of investment. Thus, in general, a
rise in the rate of interest does not greatly affect their capacity
to save. Does the workman who saves through a friendly
society, an industrial assurance society, a trade union or the
Post Office Savings Bank save more if the rate of interest is
high, Again, it may very much be doubted. If he is saving
to purchase some particular benefit, such as £100 payable to
his family on his death, or a sick allowance or the like, then
the lower the rate of interest the higher must be his periodical
contributions. That is, a fall and not a rise in the rate of
interest is likely to increase his savings. And this applies
to the professional, commercial, and middle-class saver with
even greater force. If a man is saving so as to be able to
retire on a fixed income, to be able to provide for the educa-
tion of children or for their start in business or professional
life, then, as Sir Josiah Child and others long ago remarked,
a low rate of interest must mean a greater saving. Thus
we may conclude that the rate of interest is not the only nor
the chief inducement to saving.! The law of supply cannot,
with certainty, be said to act in the matter of saving. A
higher rate of interest does not necessarily result in more
saving, and it may result in less. The forces acting from the
supply side in the production of loanable capital are not on
all fours with those acting on the supply of goods in general.
In short, men are willing to bear the “* cost ” of deferring
consumption from purely prudential motives and from motives
of family affection. Increase prudence and foresight and
family affection, and saving will increase irrespective of rises
and falls in the rate of interest.

Our general conclusion, therefore, must be that the law of
supply does not apply with any certainty to capital, that we
cannot depend upon a rise in the price to be obtained for the
use of capital (f.e., in the rate of interest) to increase the

1 The war has shown that patriotism may be a great incentive to
saving, provided the proper kind of security 13 devised.
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quantity of capital ““ saved.” Nor can we predict with any
certainty that a fall in the rate of interest will diminish the
rate of saving, because abstinence from consumption, waiting
to enjoy the use of wealth, does not wholly or even chiefly
depend upon the guantity of the added benefit to be obtained
when the period of abstinence or waiting comes to an end,

But the reader must carefully remember that changes in
the rate of interest will affect the direction of investment.
A rise in the rate of interest in one country will attract capital
to that country. A rise in the rate of interest to be obtained
by depositors in banks will induce people to leave money on
deposit rather than place it in permanent investments, and
will therefore tend to increase the amount of immediately
loanable capital, and thus, in turn, to cause a fall in the rate
of interest on immediately loanable capital. It may be said,
too, that a rise in the rate of interest paid for loanable capital
may not, perhaps, induce saving, but will induce lending.
It will operate to prevent some people who would merely
have hoarded at lower rates to deposit their wealth with
institutions whose business it is to lend. No doubt this would
be so, if hoarding went on in civilised countries to any appre-
ciable extent. But it does not. Nearly all accumulated
wealth, not yet permanently invested, is deposited where it
can be used, and there is little or nothing to show that a
general fall in the rate of interest would result in money being
withdrawn from banks and hoarded. Accumulated capital
which has been permanently invested, cannot, of course, be
withdrawn.

Finally, it must be remarked that interest, properly speaking,
can be applied only to the payments made for the use of
recently accumulated capital, and to the payments made in
respect of the use of circulating capital. The payments
made in respect of the use of capital permanently sunk in
some fixed form are more properly regarded as analogous to
rent rather than interest. The supply of such capital can only
slowly be increased. When it was first invested no doubt the
particular form of investment was decided upon because the
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rate of remuneration expected was sufficient. But such
capital cannot, easily be withdrawn from such uses, should the
rate of remuneration fall. Nor if the rate of remuneration
rises is the amount of capital so invested always increased.
Thus there is nothing to keep its remuneration at any normal
level. Its owners may enjoy profits far above the existing
normal rate, or above the expectations of the original investors,
Or the profits may sink far below the normal or below those
expectations, The quantity of such capital is, therefore,
to all intents and purposes limited, and its remuneration
is the surplus, if any, which is left after the expenses of
producing a commodity have been met.! Interest, in such
cases, is analogous to rent.

t Consider the case of capital sunk in a great railway fifty years
ago. The remuneration payable upon such capital 1s not due to the
efforts of the present owners of their capital or to their  waiting.”
The present expenses of mamntenance and working must be met, and
the dividend consists in what (if anything) remains over. The present

tncome, therefore, 13 almost entirely parallel to that of the economic
rent of agricultural land or to a true ground rent.



CHAPTER VI
PROFITS

TrE term “ profits "’ is ambiguous. It would, without hesita-
tion, so we are told,! be applied (4) to the total gain of an indi-
vidual capitalist employing none but his own capital, and
personally performing all the labour of management ; (such
a profit as this is often termed gross interest) ; (b) to the gains
of a joint-stock company or a private firm in the case of which
all labour of management 1s paid for by fixed salaries; (c) to
the net gain of an entrepreneur who employs no capital of his
own.

If we analyse these three uses of the word * profits ”* we see
that in the first case profits include (1) pure or net interest
on capital, that is the interest which would be expected by
one who placed his money in a perfectly safe investment and
had no trouble in managing that investment once it was
made ; (2) a return proportionate to the risks of the invest-
ment ; (3) the earnings of a managing ability ; (4) any surplus
accruing by reason of the differential advantages enjoyed by
the business. In the second case, earnings of management
are excluded, but compensation for risk, net interest, and
surplus are included. In the third case, net interest and some
payment for risk are excluded, and the profit consists entirely
of earnings of management, together, probably, with something
which can be termed entrepreneur’s surplus.

Thus, we cannot consider, as a single topic, the determina-
tion of “ profits.” We must consider separately the problems
arising out of its components, net interest, remuneration for
risk, and remuneration for the labour of management, with
the “ rent ” or “ surplus *’ of business advantages.

With the first of these elements, net interest, we have
already dealt. Any person trading with his own capital will
1 Dictionary of Pohtical Economy, edited by Palgrave.
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expect a return higher than the bare interest which he could
obtain by lending his money upon a safe security. The
* profit ”* therefore consists of interest and something more.
It is the nature of this overplus of the return above the bare
rate of interest that we have to investigate. The overplus,
as we have seen, consists of two, or, more often, three dis-
tinguishable elements, compensation for, or, as it is sometimes
put, insurance against risk, the remuneration (or wages) of
management, and some return accruing on account of the
advantages of a particular business over the least fortunately
situated businesses of the same kind.

This overplus of the gross interest over net interest except
for compensation against risk is received, as a rule, by what
is called the entrepreneur class. They are the people whom
Adam Smith called the “ undertakers” of industrial and
commercial enterprise. They are those, to use the common
phrase, who ‘ run ”’ businesses, and their activities are to be
seen in every grade of industry and commerce from street
newspaper selling, or hawking, or shoe-blacking, or cab-
driving up to the organisation and conduct of great railroads
or banks, or trading companies. They are nof employés
but, nearly always, employers. It may be that they employ
only themselves, or their employés may be counted by the
thousand.

Such entrepreneurs undertake some of the risks of businesses,
and, in some cases, they not only originate, and adventure,
but they manage. In such a case they expect, and in the
normal case must get, a remuneration equivalent to the risks
run, The more speculative, uncertain, or hazardous the
nature of the enterprise the higher the remuneration of the
kind which the entrepreneur anticipates if the business
should be successful. Otherwise, it is argued, such businesses
will not be undertaken. But it must be remembered that,
under modern conditions, as a good deal of business, whether
organised in the form of a company or not, is carried on by
one set of people with capital furnished by another set, a
great deal of the risk is run by those who advance the capital.
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Thus payment forrisk is often an element in dividend received
by investors rather than in profits received by entrepreneurs,!
Or we may say, if we hke, that in such cases investors are
entrepreneurs. It is this which accounts, to some extent,
though by no means completely, for differences in the receipts
per cent. of those who merely advance capital and do no part
of the actual work of initiating, orgamsing or conducting
business. The facilities for obtaining capital are now so great,
the number of people seeking new avenues for investment so
numerous, the tendency of mankind to take optimistic views
is so marked, that, probably, payment for risk is compara-
tively small, and most of it goes not to the entrepreneur, as
such, but to him and to others in their capacity as lenders
rather than users of capital,

Further we have to remember that people like to undertake
responsibilities and to be their own masters, Pierson?
argues that the entrepreneur of the humbler sort, a hawker
for instance, will not undertake the anxieties, the chances,
and the trouble of managing a business himself unless he
earns more by so doing than he would as an employé, that,
therefore, if wages rise in those occupations where it is still a
fairly ordinary event for a workman to set up for himself,
the number of wage-earners will increase and the number of
* independent ” entrepreneurs diminish. But it is by no
means certain that this would be the case, for large numbers
of men prefer liberty of action, prefer to rule their own comings
and goings, or to think that they do, and dislike the discipline,
the punctuality, and the general regularity which charac-
terise most wage-earning employments. The contention is
that even the humblest * entrepreneur ”’ must receive more
than a wage-earner in the case where interchange is possible.
But the whole argument rests upon the assumption that
men prefer a small financial advantage to liberty, and this is
very far from being proved. As a rule, the * small master ”
becomes a wage-earner not because of better pay, but because

1 In other words the sharcholder is the enfrepreneur.

L] 3317);13:11 economust of authority. See hus Prsncsples of Economscs,
PP- .
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he is pressed out by the large business. Even Pierson, how-
ever, admits that this class of compensation for risk is pro-
bably very small. And as in big enterprises it is rather share-
holders and capitalists than the entrepreneurs who get the
compensation for risk, it is best to admit that this element
in the profits of the entrepreneur is perhaps small, and to
regard it, where present at all, as a portion of the surplus or
quasi-rent, which, as we shall see, often enters into the
remuneration of the bold and sagacious, or the fortunate, or
in some cases, the unscrupulous entrepreneur.

We pass, therefore, to the earnings of managing ability.
These are really, as the very term * earnings *’ implies, merely
a particular variety of wages. To the determination of such
earnings the general laws of value which we have already
considered will apply. We may regard managing ability as
a commodity. The larger the quantity of it, the lower
the price at which, other things remaining equal, it must be
offered in order to get itself disposed of. And the value of
each unit of the same quality in the whole supply will tend
to be equal to that of the unit which is least needed : that is
to say, the value of managing ability will always tend to be
indicated by its marginal utility.

The causes which will affect the position of this margin will,
of course, be many and complicated. Anything which tends
to increase the supply of such ability, as, for instance, a rise
in the general level of education, or a diminution of the cost
of that education, which, in spite of instances to the contrary,
is generally necessary to success in managing affairs, will
tend to lower the rate at which managing ability must offer
itself. On the other hand, anything which increases the
demand for managing ability will tend to increase the mar-
ginal utility of that ability and thus its price. A rapid
increase in the numbers of the wage-earning class, an increase
in the supply of capital, an increase in‘the number of avenues
open for the employment of capital and labour, as, for instance,
the opening up of new lands for development, the develop-
ment of transport facilities so’as to widen at once the sources
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of the supply of raw material and the markets for finished
goods, new inventions, in fact everything which leads to an
mncrease in the supply of labour, of capital, and of the ends
towards which the employment of both may be directed,
will increase the demand for the services of those who can
originate, organise, and direct.

Perhaps here it had better be remarked that all these
developments, as a rule, take place concurrently, The
accumulation of capital in an old and settled country may
sometimes take place without any commensurate increase in
the productive uses to which 1t may be put. Possibly this was
the case in England during the period between about 1880-
1896. But, as a rule, such accumulations, and the low rates
at which capital can be obtained, will stimulate men to seek
new avenues for the employment of capital and labour.
These, when found, will result in a continuously increasing
production of wealth and therefore in further accumulation.
The demand for business ability, as well as for labour, will be
stimulated ; the reward of both will be increased, and this in
itself will render them at once more expensive and more
productive. It is a development of this interacting and
reacting kind which has been in progress since the middle of
the eighteenth century.

We now come to the element in profits which has more
than anything else to do with the inequalities to be seen in the
proceeds of similar businesses. Why is it that the dividends
of some businesses are very high, some comparatively low,
and that variations of all kinds in the rate of profit are visible ?
Here we are speaking of the annual profit made by a
business and not of the profit made on the sale of each article,
that is, the profit on the turnover. In some trades the profit
on each article is large, as for instance in the case of drugs
or jewellery; on articles of daily consumption, however,
where sales proceed almost continuously, the profit on each
unit sold is likely to be small. A small profit on the turnover
may be, and often is, consistent with a large annual profit,
and vice versa. Indeed, the profit on the turnover has no
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necessary relation to the annual profit of a business. But
the largest variations in the annual rate of profit exist.

It is sometimes said that one cause of this is the difficulty
of knowing what profits are. A prosperous tradesman, alive
to the possibilities of competition, does not flaunt his abnormal
prosperity in the face of his fellows. A tradesman whose
profits are declining does not usually inform the public of his
unstable position. But though such lack of information as
this may make the laws of value work with some friction,
yet it can only temporarily impede their action. The fact of
abnormal prosperity cannot be indefinitely concealed, the
fact that a business is struggling for existence sooner or later
becomes known. Moreover most businesses of any size now
tend to take the form of companies. Public companies publish
balance sheets, and here the facts as to profit soon become
public property, or at any rate the property of those whose
knowledge is important.

The reason for the inequalities in the profits of businesses is
to be found in these facts. The product of every business
which is permanently to be kept going must provide for all
the necessary expenses of the business: it must meet the
cost of raw materials, the wages of the labourers, the net
interest upon the capital used, and, if we hke to include
them amongst the expenses of production, the ordinary
compensation against risk, as well as the minimum remunera-
tion without which managing ability of the various grades
required will not be forthcoming. The results of the busi-
ness which is least prosperous must provide all these
things if the business is to be continued. But this is the
marginal business. 1f its * profits” were lower than they
were it would not be carried on. Other businesses have
advantages over the marginal business. These advantages
may arise from all sorts of causes. They may be due to a
long-established connection, to the ample supply of capi.tal
which enables the business always to be early in the adoption
of new and more economical methods of producti?n, to
advantages of situation either with regard to facilities for
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obtaining raw materials, facilities for transport, or to the
personal superiority of the managers or the staff. It follows
that such businesses will furnish a surplus over the minimum
of expenses, and that part of tlﬁe profits which consist in such
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a surplus is analogous to the economic rent of land. It has
been called the producers’ surplus, or a guasi-rent,

Thus, if a is the business which enjoys the greatest advantage
and 4 is that in which the proceeds only just remunerate,
at the necessary minimum rate, the capital and the various
kinds of labour required, and we represent these proceeds by
the vertical line 4 m7, a remuneration equal to 5 m? will be
sufficient to make it worth while for each of the businesses
a,b....gtobe carried on. If the actual proceeds of each
business, therefore, be represented by e #, bnl. ... g nt
and the line m m® be drawn parallel to a 4, then the portions
of the vertical lines cut off by m %, viz,, m n, mt nl ,
m® 78 will represent that part of the total proceeds of each
business which is in the nature of a rent. It is a surplus
above the ordinary remuneration, which is necessary if a
business is to be carried on; it is, therefore, appropriately
termed a producer’s surplus, and, because of its resemblance
to the economic rent of land, a quasi-rent. When it is due
to the superior ability of the persons engaged in managing
the business it has been called the rent of ability.

We have chosen to consider this subject of the quasi-rents
under the heading of profits, If we chose to use profits in the
third of the fashions described at the beginning of this section,
then such a rent will form part of the remuneration of each of
those entrepreneurs who take more than the minimum
remuneration of their class, But, sometimes, especially
under present-day conditions, it will go to the owners of the
business rather than those who conduct the business, to the
shareholders, and especially to the original shareholders in
more than ordinarily successful businesses. Perhaps, how-
ever, it is more often than not divided between the entre-
preneur {or managing) class and the original shareholders
or their successors, For the entrepreneur often owns many of
the original shares in a business; and those who buy shares
after the business is developed and prosperous get hittle more
than the ordinary rate of net interest on industrial capital ; for
the superior profit-earning capacity of the business is taken
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account of in the price of the shares ; the interest is a matter,
not of nominal dividend, but of yield at the price given.!
Again, where the entrepreneur or manager is, nominally at
any rate, an employé, such as the manager of a railway
company or a great bank, he may take a share of the surplus
in the form of an unusually large salary, a salary, by the way,
which may, though large, be much less than his real financial
worth.2 Thus we see that the producer’s surplus may be
distributed among those who merely own capital; it may
form part of the “ earnings of management.” More usually,
it will enter into both. It may be the reward of economic
foresight. It may accrue to persons who are merely the sons
of their fathers or the legatees of a legator.

Such surpluses are called guasi-rents because there is this
difference between them and the economic rent of land:
they are more liable to destruction because the businesses
which yield them are liable to competition. If the demand
for land, whether for agricultural purposes or for building sites,
increases rents are bound to rise. As population increases,
therefore, the best land is bound to increase in value, for
it is limited in extent and cannot be increased in quantity,?
But this is not inevitably the case with the most fortunately
circumstanced businesses. There is nothing which inevitably
limits the amount of capital and labour which can be placed

1T.e., To use the slang of business, they did not * come in on the
ground floor."”

? Thus, the writer believes there is an authentic instance of a man
entering the service of a financial house at a salary of £50,000 a year.
Suppose, however, he caused the net yield of the business to be £100,000
a year more than before his joining 1t, obviously from the purely finan-
cial standpomnt he was * worth ”” a higher salary. Some men, indeed,
1f their worth be estimated 1n pounds sterhing, are ndiculously under-
paid. Thus, an admural whose pay was a few thousands a year is
reputed to have saved the country about three millions mn a single
year.

3 Of course, improvement in means of communication can bring
land situated in distant parts of the world, 1n other parts of a given
country, or further away from great towns, into competition with the
*“ best  land, whether agricultural or urban, and thus defer the nse
of rents.
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in competition with them. If it is known that certain busi-
nesses, or lines of business, are more than ordinarily profitable,
competition will spring up, new capital and managing ability
will be drafted into the production of the commodity the
manufacture or sale of which has been yielding abnormal
profit, supplies will be increased, prices and profits will be
reduced, and there will be a fall in the rate of producer’s
surplus or quasi-rent. It will be as if the line m m7 in our
diagram were raised, businesses g and 4 will be pushed out
of the trade, possibly, and replaced by more efficient com-
petitors, and a new m %5 will form the lower boundary of the
producers’ surplus, Thus quasi-rents do not inevitably
continue in any particular line of business. They tend nof
to be permanent. Indeed, as population increases, and the
general level of efficiency in production is raised, provided
effective competition continues, they would tend to diminish
inimportance. But, in general, we must expect them to exist
so long as differences in the ability with which businesses are
managed, and variations in the other advantages of one
business over another persist. Further, we have to remember
that, in some businesses we are no longer able to rely upon the
forces of competition even in England, still less, probably,
in other great industrial countries hike the United States and
Germany. And where there is a complete, or an almost
complete monopoly, whether it takes the form of a trust,
kartel, working agreement, or what not, only the indirect
competition of substitutes for the monopolised goods operates
to reduce quasi-rents.

It seems to be true, therefore, that, in an increasing number
of cases, we cannot trust to the operation of economic law
acting under conditions of fairly free competition either to
prevent prices rising above the necessary expenses of pro-
duction, or to keep down the remuneration of invested capital
and managing ability to the minimum which is necessary if
these are to be forthcoming. It is for this reason that we
see the State stepping in to regulate, or even to conduct
industries which, in their nature, either are best conducted

7—(C.1329)
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as monopolies, or inevitably tend towards monopoly. Thu
railway rates are subject to State regulation; gas compan
dividends are frequently regulated by an arrangement whic
provides that the higher the dividend paid, the lower th
price which must be charged. And many local service:
such as the supply of water, electricity, tramways, lightin
have been municipalised. As to whether regulation o
public ownership is the better policy, considerable differenc
of opinion exists ; but,in the case of local monopolies, owner
ship is the policy most commonly adopted in England, th
British Dominjons, and Continental Europe.}

We now see why it is that we cannot say that * profit
tend to a level,” or “ profits tend to a minimum.” All tha
we can say is that, so far as conditions of fairly free com
petition exist, each of the elements, of which * profits** taker
in the widest meaning of the term is composed, tends at anjy
given moment to find the same level in each of the modes ir
which capital and managing ability can be employed. Net
interest, the rate which can be obtained for lending money
for safe investment in a business which requires no active
superintendence from the lender, tends to be equal to the
demand price of that part of the whole stock of capital which
is least needed. Payment for risk will tend to be equal for
equal risks. The earnings of management for persons of
ordwnary ability will tend to equal the price at which the least
needed managing ability must offer itself if it is to be employed.
But this ability is graded, the supply of different grades is
limited, and the superior grades enjoy a renf, or quasi-rent,
above the earnings of ordinary grades. Some businesses
are very fortunately situated ; some have been founded with
greater foresight than others; some share in fortunate acci-
dents such as the attraction of population to an area of which
they are the centre; and thus, there come into existence
quasi-rents, which may be called the rent of situation, the
rent of foresight, the rent of luck or accident, or the rent of
courage, or what you will. Some of these rents are subject

1 See further, Chap. IX, p. 175.
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to the possibility of complete destruction within a short time ;
and this will be the case if competitive businesses of a similar
kind can easily be set up,! But quasi-rents, due to natural
advantages, or permanent artificial advantages, tend to be
more permanent; and businesses, competition with which
requires great masses of capital or extraordinary ability or
unique knowledge, may be regarded as furnishing a quasi-
rent almost completely analogous to the economic rent of
land,

As " profits "’ are made up of some or all of these different
kinds of remuneration, we can only conclude as follows:
Under the conditions of fairly free competition, each of the
elements in profits, except quasi-rents, tends to an equality
as between different businesses yielding that element, Some
quasi-rents tend to disappear; others are of all degrees of
permanence forming a complete series, from the most tem-
porary to the almost, or quite permanent. Wherever there
is, from any cause, a tendency to monopoly, profits will
principally consist of a quasi-rent, especially if the monopoly
produces something for which there is no efficient substitute.
Thus, there can be no conclusion as to profits in general, but
only as to the nature of, and the laws determining, the separ-
ate elements included under that general name.

1 E.g., The quasi-rent enjoyed for a time by a grocer or a doctor
in a rapidly growing town will soon disappear so far as it 18 not due to
the superior energy or ability of the grocer or the doctor. The rent
enjoyed by the owner of the best situated lands in such towns 1s much
more permanent, and is hikely to increase if the prospenty of the town
increases, -



CHAPTER VII
LABOUR AND WAGES

LABOUR has been defined as any exertion of the mund or
body undertaken from some motive other than the pleasure
of the exertion itself. The motives other than pleasure may
be many: a desire for fame, a desire to improve the lot of
humanity, a desire for notoriety, a sub-conscious desire ta
exercise some special power or faculty, these, and many other
motives may determine exertion ; but the commonest motive,
that which we may reasonably expect to find operating, with
or without other motives, in all normal cases, is the desire
to get a living. It is the existence of this motive which
distinguishes the professional from the amateur. The pro-
fessional footballer may love the game as well as the amateur,
but he plays for pay as well as for fame and enjoyment. Work
is often enjoyable, but it is not often done for that reason
only. Moreover, a great deal of exertion in this world would
not be undertaken at all were it not done in order to get a
living. How many miners, cotton-spinners, iron-puddlers,
ploughmen, lawyers, would continue their work were it not
for the pressure of economic necessity ? Now, in modern
times, as men seldom produce what they themselves consume,
getting a living means receiving money, or some other form
of purchasing power. Thus we are justified in assuming,
as a rule (and, therefore, with the invariable exceptions), that
men do act, so far as they have knowledge and opportunity,
so as to apply their exertions to the best monetary advan-
tage. We may therefore assume that, as a rule, the labourer
will sell his labour (or as some would put it, the product of his
labour) for the best price that he can.

The great mass of those who have labour to dispose of are,
of course, those usually called the manual labourers. There
are, however, many kinds of labour other than manual

92
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labour, In fact there is no such thing as purely manual
work. Most labour is a mixture, in varying proportions, of
mental and manual efforts. As we have seen, the entrepreneur
is merely a worker of a particular class. But we have already
considered his earnings, and we shall mainly, though not
exclusively, now be concerned with the remuneration of those
workers who are employed, rather than with those who
organise employment,

Further, we must bear in mind that labour of all kinds
is graded in the most elaborate fashion. For general pur-
poses we may speak of workers as being divided into the
professional class, the skilled workmen (including those
whose skill is mainly clerical), and the unskilled. But we
have to remember first, that absolutely unskilled labour does
not exist, as many people find out when they attempt to
wheel a barrow or dig a trench ; and, secondly, that each of
these sections, the professional, the skilled, and the com-
paratively unskilled, and particularly the more or less skilled
manual working class, is almost infinitely sub-divided and
graded. There is, therefore, nothing which we can call
“labour ” in the mass and, consequently, there can be no
one “rate of wages.” The early economists, just as they
neglected to analyse profits, seem also to have failed to realise
that there was no homogeneous class of labourers.

Nevertheless there is a broad principle which governs the
remuneration of the labourer to whatever class he belongs.
Labour, like managing ability and the use of capital, may be
considered as a commodity to which the general law of value
applies, The value of labour will vary according to the
quantity of it to be disposed of at any given moment. The
larger the quantity the lower the price at which each unit
must be offered if it is all to be employed. And the value
of each unit will depend upon the value of the least needed
portion. Thus, the value of labour, or, to use the ordinary
term, the rate of wages, will tend to be equal to the wages
which must be taken by the * marginal " labourers if they
are to get employment, the wages which must be offered if



94 GUIDE TO ECONOMICS

such marginal labour is to be forthcoming. Thus, if com-
petition for employment were perfectly free, and know-
ledge as to what wages were being paid were perfectly
disseminated, the wages of all workmen of the same class
would always be tending to equality, and to a rate indicated
by the marginal utility of their labour.

But competition among all those having labour to offer is
not perfectly free, If all labour were comparatively un-
skilled and workmen could move rapidly from one trade to
another, and the kinds of work for which higher rates of pay
were, for the moment, obtainable became rapidly known,
then, it is plain, that inequalities in wages could not exist
for any considerable length of time, So, if all trades were
skilled, provided it took no more time or trouble to learn one
than to learn another, and there were no artificial obstacles
placed in the way of anyone wishing to learn a particular
trade, then, again, there would be no permanent inequalities
between the earnings of different trades. The tendency to
equality would work itself out more slowly ; for the increase
in the supply of labour which would be caused in any trade
where the quantity of labour employed was small in relation
to the demand for it, would have to take the form mainly
of a larger number of beginners learning the trade, and
this takes timel If, therefore, all work were skilled, and
equally skilled, and all labourers were of the same quahty,
i.e., equally strong, competent and reliable, then wages would
again tend to equality, both as between different trades,
and as between the individuals engaged in each trade. And
the rate of wages would be indicated by the marginal utility
of labour, that is by the wages of the least needed labourers.

But all men are not alike. This leads to differences between
the earnings of one labourer and another. Moreover, the

1]t 1s very probable that the adjustment of numbers as between
trade and trade, does actually take place i this fashion to-day. A
fully trained artisan who has been employed at a particular trade for
some tume seldom changes 1t. In fact, 1n some trades to-day, a too

highly specialised manual skill 13 not desirable, as owing to rapid
industrial changes, it may become unmarketable.
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entry to all occupations is not equally difficult. Some
trades require more delicate skill, greater physical strength,
a longer or a more costly training than others; and to many
trades some artificial obstacles to entry are imposed. From
all these causes, and from others, the free competition of
workers, whether we consider short periods of time or long, is
impeded, and the supply of workers in some occupations is
restricted. From such causes as these the inequalities in the
remuneration of workers in different occupations arise. Let
us consider these two points for a moment.

First, as to the differences, physical, mental, or moral,
between the individuals employed in the same occupation.
Blacksmiths, for instance, require physical strength, intel-
ligence, that kind of correlation between hand and brain
which sportsmen call *“ a good eye,” and the moral qualities
such as perseverance, the determination to overcome diffi-
culties, moral courage, in the presence of some unanticipated
event, and so forth. Now all the blacksmiths at work to-day
possess these qualities in varying degrees. They constitute
the ‘" advantages” of different blacksmiths parallel to .the
* advantages *’ of land, It is true that the wages of black-
smiths in general will depend upon the quantity of black-
smith’s labour in existence, within the area of competition,
the greater the number of blacksmiths the less the wage,
and vice versa ; but, if the blacksmith, possessing to the
highest degree the qualities we have described, can produce
twice as much as the blacksmith possessing them to the lowest
degree, then, whatever the general rate of wages, the first
blacksmith will tend to earn twice as much as the second.
Any increase or decrease in the number of blacksmiths rela-
tively to the demand for them will affect the wages of both,
but the one will, nevertheless, remain worth twice as much
as the other. The employer who pays £2 to the first for
every £1 he pays to the second is really paying the same rate
of wages. The wages are proportioned to the efficiency (that
is, to the output) of the worker, and have been called
“efficiency wages.” The reader will have noted that such
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inequality of remuneration is strictly parallel to the in-
equalities in rent, and it arises from a similar cause. The
model, or, if the adjective is preferred, the fortunate black-
smith, possesses differential advantages over the less exem-
plary, or the more unfortunate blacksmith. He, therefore,
takes the rent of his ability because he is the meritorious (or
fortunate) owner of superior ability, just as the owner of the
*“best ” land takes the highest rent. Thus, the conception
of “rent” enters into the analysis of individual wages as
well as into interest and * profits.”” And just as the difference
between the most advantageous and the least advantageous
land (so far, at least, as the advantages consist in differences
in natural fertility) cannot be done away with, neither can
natural differences in ability between man and man., Thus,
under conditions of fairly free competition, the general rate
of wages in a trade will depend upon the numbers engaged
in that trade relatively to the demand for their services;
the individual wage will vary according to the differences
of ability. In the wages of the ablest workmen there will be
a large element of quasi-rent ; and the proportion of quasi-
rent in wages will vary down to nothing in the case of the
least advantageous workman who takes the marginal wage.}

To come to our second point. It is obvious that a navvy
does not compete with the solicitor. The fact that the local
doctor may earn on the average £1,000 a year, whilst
the ploughman may earn £100, does not lead the latter
to divert his labour from ploughing to doctoring, unless,
indeed, his natural genius leads him to set up as a bone-setter

1 It may be said that, in general, the rules of Trade Unions do not
preclude the payment of differential wages. Where the umons mnsist
on the payment of a time wage the rate 13 a minsmum wage, Where
piece work 1s the rule, a piece wage obviously lends itself to the pay-
ment of something approaching an efficiency wage. Thus, 1n an engi-
neening workshop known to the wnter, few fitters earn only the trade
umon rate, and many earn as much as 50 per cent. more. Simularly,
weavers in the cotton trade, are paid at a umform piecework rate;
but they may work a varying number of looms, and thewr earnings
depend somewhat on not having to stop because of breakages, always
turming out satisfactory fabric and so on.
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(whose earnings are a striking illustration of rent of ability, by
the way). The reason for this is plain, The doctor and the
solicitor need a long and expensive training. The ordinary
manual worker cannot undergo this training, and, indeed,
after he reaches manhood, he is incapable of undergoing it
even if he could afford the time or expense. What is more
important, his children cannot undergo the necessary training.
It is true, though probably now less true than ever it was,
that many workmen have no wish that their children should
be trained. It is also true that some of their children are
incapable of being trained, but this is equally true of some
of the children of the professional and trading classes. Any
child of quite ordinary ability is capable of undergoing the
training necessary for the production of professional or
business men, For professional and business men are, as a
rule, persons of quite ordinary ability. Otherwise there
would not be many of them, since first-rate ability is very
scarce. Broadly speaking, it is the expense of preliminary
training that diminishes the supply of candidates for the better
paid occupations. And the supply of candidates for the better
paid skilled manual occupations and the clerical and ** lower
middle class " occupations is diminished by the unwillingness
and, frequently, the inability of the poorer paid wage-earners
to keep their children out of * blind alley ”’ occupations, at first
fairly well paid. In fact, we may say that each class (and the
classes are extremely numerous) is prevented from sending
its children to recruit the classes of workers immediately
or two or three stages above it for three reasons.

(1) Such action is difficult because the family upbringing
in each social class is different, the difference arising mainly
out of the varying standards of income and, therefore, of
expenditure, The children of the casual labourer have a
social “ tone ** as different from that of the skilled artisan,
as is that of the famuly of the stockbroker from that of
his clerk. Social education must inevitably take place
chiefly in the home ; and the long home training on any
one social grade, as a rule, prepares for occupation in that
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grade and not in any of the grades above it. What is
required in each kind of work is not merely the strictly
technical skill, but outlook, manner, bearing. It is the
absence of these which operates powerfully against merely
ordinarily intelligent and energetic people rising.

(2) Secondly, many people are unable or unwilling to
undergo what we may call the negative expense of training
children for better paid occupations, They cannot, or
will not, forgo the earnings of their children. For boys
and girls can frequently obtain good wages from fourteen
years old to sixteen or eighteen, whilst, if the children are
kept at school, or at some traiming place, their cost of
maintenance is continuously rising.

{3) The positive expense of training for some occupations
is great. The best paid professions, outside commercial
pursuits, frequently involve keeping children at school until
the age of from sixteen to nineteen, with a subsequent tech-
nical or university training for three, four, or five years, with
high fees, premiums, and the like, to pay. Thus a barrister,
for instance, not only usually finds a prolonged secondary
education followed by a University education necessary,
but the mere fees for admission to the bar will amount
to about £150; and few men can succeed without becoming
pupils of practising barristers and paying annually £100 for
the privilege. Similar payments block the way to the prac-
tice of medicine, to architecture, even to art, to accountancy
and actuarial appointments, and to civil or mechanical
engineering, and the higher civil and municipal service.

Thus we must conclude that, on these grounds alone, there
is no such thing as competition between labourers of different
grades,

It is, therefore, true, not that wages tend to an equality,
but that remunerations in each grade tend to something Like
an equality. If, for instance, it should be true that the
average earnings of solicitors were increasing whilst those of
doctors were decreasing, then young men who might have
become doctors would tend to become solicitors. Similarly,
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if boiler-makers’ wages seem to be rising whilst smiths’ wages
are stationary or declining, those boys who might have
become smiths will tend to become boiler-makers., Similar
competition will take place among all those young people
entering occupations of the same grade.

It should here be noticed that the public activities which
tend to divert boys and girls out of * blind alley ** occupations,
such as street trading, van work, and so forth, and the free
distribution of secondary education, the grants of scholarships
to universities, all tend to increase the freedom of competition
for the better paid posts and, probably, tend towards the
equalisation of remunerations as between occupations of
different social grades, For they tend to make unskilled
and casual labour scarcer and therefore dearer. They tend
to increase the supply of skilled and educated workers and
therefore, if no changes in demand take place, to diminish the
difference between the higher and the lower grades of pay ;
but it would be rash to conclude that they will actually
diminish earnings in those grades since the demand for skilled
and educated work may be expected to increase with the
increased productiveness of skilled and educated labour.
There is no fixed amount of work to be done. The more pro-
ductive labour can be made the larger is the fund from which
labour can be paid. This is a point to which we shall return
later.

We have already shown above how labour is graded and,
therefore, how competition is very imperfect, because people
either cannot, or will not, go to the expense of fitting their
children (the future labour supply) for the better paid occu-
pations. This is as if the producer of goods, knowing that
there was a sale for a commodity of a higher quality than
hitherto produced for a higher price, could not, or would not,
undertake the necessary expenses of producing that com-
modity. Here we see how labour differs from an ordinary
commodity, If higher expenses of production of any com-
modity will pretty certainly be met out of a higher price,
then we may trust to the foresight of business men to produce



100 GUIDE TO ECONOMICS

such a commodity. For it will *“ pay "’ them to produce it.
But we cannot trust to this motive acting upon those 1n
charge of youth. For here the person who pays the expense
does not receive the reward. The higher remuneration which
is received at the end of the training is received, as a rule, not
by the parent who meets the cost, but by the person trained.
Thus the purely economic motive fails us,

And labour differs in many other ways from ordinary com-
modities. The key to the difference always is that the
labourer is a human being, and neither inanimate matter, nor
a brute creature. Thus, if a man sells bricks, it matters
nothing to him who buys the bricks or where they are used.
But the seller of labour is a human being selling his own
services, and it may matter much to him to whom he sells
his services, and where they are to be rendered. If he is
living in Glasgow the fact that better wages may be obtained,
say in London, will not always cause him to remove thither.
Such a removal may mean the breaking up of a home, or the
leaving it, the shifting from congenial surroundings to strange
ones, the sacrifice of many interests outside the daily work,
and, moreover, the cost of removal. There doubtless will be
a tendency for the move to take place, especially in the case
of the young and enterprising. Nevertheless labour is nothing
like so mobile as an ordinary commodity. Again, thelabourer
has often the greatest difficulty in finding out whether his
wages are higher or lower than elsewhere. In fact, the diffi-
culty of comparing the real remuneration of labour, either as
between different places or as between different dates is very
great., There are two distinct sets of reasons for this :

(1) We have to distinguish between nominal or money
wages and real wages. For instance, the money wages

a worker receives are often supplemented by the receipt

of other advantages, A housemaid may receive £30 a

year, a girl of the same class working in a factory may

be paid at the rate of £60, and a typist in an office £80.

But the domestic servant receives food, lodging, and, some-

times, clothing in addition to her money wage. The factory
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girl’s wages may be subject to fines or deductions for
unpunctuality, bad work, or, in some cases, she may have
to pay for material used, or for the use of 2 machine. The
typist may have to pay for travelling from the outskirts
of a town to its centre, She may have to take meals out
instead of at home. Before any comparison could properly
be made we should have to work out the following
calculation with regard to each of them :

Money wages + price of other advantages received
~ price of the disadvantages of the occupation,

Similar comparisons could be made between the actual
remunerations of, say, an engineer in a textile machine
works, a chauffeur, and a solicitor’s clerk working in the
same town.

But when we come to compare the earnings in the same
occupations pursued at different places (whether within
the same country or not) another great difficulty occurs.
If the prices of the things consumed by the wage-earners
in one place were twice as high as in another, then, plainly,
a wage of £2 a week in the first place would only be equi-
valent to £1 a week in the second. We know, too, that
prices vary from time to time. Thus, prices fell from about
1873 to 1896 by something hke 33 per cent. Since 1896,
or soon thereafter, prices have been rising pretty steadily,
so that it is highly probable that 110 shillings bought in
1911 only as much as 100 shillings did in 1900. A man, paid
solely in money, whose money wage was in 1896 just what
it was in 1873, was receiving real wages, higher by at least
one-third! Retail prices do not, as a rule, vary so much
between one place and another within the same state, as
they do between one period of time and another. Never-
theless there are considerable variations, especially in house
rent.

! The movements of prices are too famihar to need comment. The
value of all money wages in 1929 was about four-sevenths of what
it wasg in 1914,
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To estimate, therefore, the true income of some wage-
earners in terms of money, is difficult ; to make comparisons
between incomes is more difficult, even for a trained
investigator, because we have not merely to compare money
(nominal) wages, but the purchasing power of those wages,
and this 1s a matter of not a httle complication,

(2) There is another difficulty. Wages are paid in
different ways. There are first of all time wages, the worker
being paid a defined sum an hour, week, month, or year.
Secondly, there are piece wages, where the payment is made
not for units of time spent, but for units of work accom-
plished. And there are very many different combinations
of the two varieties, as where work is given out to groups
of workmen who receive a minimum time-rate of wages,
but their work is priced and the group is paid at piece-work
rates for all work done by the group at this piece-work rate,
the members of the group earning anything up to, say, their
time wage plus 25 per cent., and the “ charge man” of the
group taking the balance. The number of wage-paying
devices is very numerous. For this reason it is sometimes
difficult for anyone outside the trade to discover what are
the normal earnings within that trade.

Moreover, even when rates of wages are, upon inquiry,
easily ascertainable, such inquiry by men actually at work
in manual occupations is not always easy. During the
last few years, however, wages, in many cases have been
regulated nationally or have been agreed upon after formal
and sometimes public inquiry. Trade unions, even in the
low skilled occupations, have been well organised and
active ; and their membership has been more widespread.
Public interest in wages has been stimulated by high prices,
andrates of wages have becomebetter known. The obstacles
to competition arising out of ignorance have, therefore, very
greatly diminished. The average labourer has now a much
better knowledge of the market price of his labour than was
formerly the case.

Itisstill true, probably, that the labourer hasa less accurate
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knowledge of the market value of the commodity (labour)
which he sells than has the seller of other commodities. The
corn merchant and the boot factor keep their eye on the
markets much more vigilantly than the ordinary workman,
and they enjoy better facilities for doing so.

Another fact to be taken into account is, that of all com-
modities labour is the most perishable, If it is not delivered
from day to day it is lost entirely. A labourer who is not
employed for any given day’s work loses that day’s work for
ever. He cannot store it up. Thus, he loses one of the
greatest of bargaining advantages, the power to withhold sup-
plies when prices are falling. The farmer, or the manufac-
turer, or the merchant, can often wait before he sells his goods
without damaging those goods. It is true that many com-
modities deteriorate with keeping, and this in varying degrees.
It is true also that only those entrepreneurs, whether manu-
facturers or merchants, or whatever they may be, who have
a good working balance of spare wealth can afford to hold out
long to secure good prices. * Economic staying power*
varies, But the labourer deals in a commodity which is
instantly perishable, and, by himself, he possesses very little
* economic staying power "’ indeed; and the lower his rate
of pay the smaller his power of withholding his labour during
any bargaining process,

A further influence which prevents free competition in
labour is the influence of custom. In some cases there is a
more or less customary wage, and the labourer, so long as
he gets it, does not trouble to inquire whether he could
get more, nor the employer (though less frequently) whether
he could pay less. This is hardly now the case with agri-
cultural labour. It was for a long time the case with
the pay of soldiers; and custom is probably still operative
with regard to some professional fees, especially if compara-
tively short periods of time, say a generation, be alone con-
sidered. Domestic service, too, whether permanent, or
paid for by the day, such as washing and * charing,” is
subject very considerably to custom. And, during the middle
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ages, and to-day in some countries, such as India, which
cannot be described as uncivilised, custom has a very great
deal to do with the fixation of rates of wages. Probably in
countries like England and the United States and most
* industrialised "’ European Countries, and even in countries
hike Portugal and Spain where the standard of education is
low, the influence of custom is very rapidly diminishing ;
and it has probably almost completely disappeared in our land.

It will be seen, therefore, that labour differs in many
material respects from other commodities. The labour supply
consists of men and women, who must fhemselves deliver
their labour, to whom, therefore, the place in which, the
circumstances under which, and the person to whom the labour
is delivered matter very much. It is sometimes difficult,
especially for the labourer, to know what the price of labour,
in other places or in other occupations, is; it is difficult for
the labourer to withhold such a perishable thing as his labour
from the market, and, unless organised with his fellows, his
power of bargaining for the full remuneration which economic
conditions might justify is very himited ; those who bear the
cost of improving the quahty of labour do not always, or
usually, reap the reward of the higher price to be obtained
for the superior article ; and for such improvement we must
rely upon non-economic motives of individuals such as family
affection or upon enlightened political action. Finally, the
price of labour is in some places more likely to be affected
by custom than the price of what labour produces.

We have shown, therefore, that the wages of any class of
labourers tend, under conditions of fairly free competition,
to be equal to the marginal utility of that class of labour.
The marginal utility arises, of course, from the productive-
ness of the marginal labourers. This is only a particular
application of the general law of value. But labour is so
unlike other commodities that these general laws of value
will work with a very great deal of  friction " in the case of
labour. We must now further inquire how far, when we allow
time to enter as a consideration there is likely to ensue any
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approximation of the normal value of labour to the expenses
of production of the labourer. In other words, is there
anything which compels the rate of wages to be tending always
to a level at which the labourer can maintain himself in effi-
ciency, and bring up his family so as to fit them to occupy
positions at least as good as his own? We have already
anticipated to some extent the answer to our question. As
regards what we may term the market price of labour, in
contradistinction to the “long period” or normal value, the
answer is “ No,” The market price of labour, that is the
current rate of remuneration in any given occupation, is
dependent entirely upon the demand for labour in that
occupation in relation to the existing supply of it. If, there-
fore, the labour is of a skilled kind, requiring special rather
than general aptitude, a very high rate of remuneration will
not attract a larger supply of labour into it, and so cause a
fall in the rate of remuneration, for it is necessary for new
supplies of labour to be forthcoming, and this takes time,
Nor, if the remuneration be low in relation to the *‘ standard
of comfort " of the workers in the group to be considered, will
it usually be possible for them to divert their labour rapidly
into some other occupation. Of course, if the ability required
is general rather than special, and this is becoming, to a
considerable extent, the case in various trades where general
mechanical knowledge is the most important requisite, then
the diversion may be pretty rapid.! But, speaking generally,
it is quite possible for wages to remain high, or to remain
very low, in any given trade, for a considerable period,
stretching into years, a generation, or in some cases much longer.
If we take periods long enough for the creation of new sup-
plies of labour, that is, for the education and training of the
young, then we may argue legitimately that, in occupations
recruited from the social levels where foresight and prudenc:e
may be expected, whenever the remuneration in any trade_ is
more than requisite for the upbringing of a family in the social
! Anational emergency may, of course, causea very rapid transference
indeed, e g., the process of * dilution ** during the war penod.
8—(C.x325)
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group to which the trade belongs, new supplies of labour wil
be attracted into that trade, and the remuneration will ten
to fall to, or temporanly below that * standard of comfort.’
Similarly, when the remuneration of the trade is below tha
standard, the new supplies will be diverted to other occupa
tions, and the earnings will tend torise. Bat, of course, in an)
of these circumstances special ability and good fortune wil
still be able to command a “rent” above the marginal, or
if the marginal supply of labour is a large part of the whole
the general rate of remuneration. Thus, in most occupations
from those of the fairly skilled artisan class, and the ordinan
clerk, upwards in the scale of remuneration, the norma
earnings of each group tend towards that standard of comfor
i each group, which we may take as representing the cos
of production of the worker. But we must be careful t¢
remember that this process works itself out with considerabl
friction, and very slowly ; and that the lower we go down i1
the scale of remuneration the more imperfect is the process

When, however, we come to very low grades of labour
though it may remain true that the standard of comfor
of such labourers is an index of what they require in orde:
to bring up a family, the members of which can replace them
that standard is almost certainly lower than is required t«
bring up fully efficient workers of any class. In respect o
housing, furniture, clothing, cleanliness, and even food, it i
lower than would be allowed in a prison or a workhouse. Anc
the researches of Mr. Booth and Mr. Rowntree show that ¢
pretty considerable section of the population, at least ir
London and in York at the time of their investigations, livec
even in respect of food, at a lower level than prisoners anc
indoor paupers.! Now the slight variations which take plact
in the rates of wages we are now considering do httle o
nothing, whether in the * long ”* or the * short run,” to affect
the supply of such labour. The supply of low skilled labow

1 Since the War, however, owing largely to the spread of combina
tion amongst * unskilled ** labourers, the wages of many types of suck
labourers have risen relatively to those of skilled men.
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is probably always greater than the demand for it. The
miserable wages of the “sweated” trades do nothing to
restrain the multiplication of the class of labourers who can
be “sweated” and will put up with the process; for their
very circamstances induce a lack of foresight, and conse-
quential early marriages and reckless conduct. Hence the
high birth rate among such people; and their supply, if left
entirely to the unregulated action of economic forces, tends
only to be checked by a high death rate, and especially by a
lamentably high rate of infantile mortality. Moreover, as
some criminals and many paupers, especially pauper children
and the aged and worn-out, are derived from the class in
question, and the cost of maintaining these in one fashion or
another falls almost entirely on those who pay rates and
taxes, the cost of maintaining them during some part of their
lives falls upon the workers of all grades in the better paid
occupations. Thus we see that, if no action be taken to
regulate the conditions under which such a class lives, and to
regulate their wages, and, more important still, their real
incomes, a class of people permanently parasitic on the rest
of the community tends to persist. It is a recognition of
this fact which has led to legislation for the regulation of wages
both in England and Australia, and to much other legislation,
the aim of which is not to regulate wages, as such, but to
supplement them by the provision of proper housing and
sanitary accommodation, and to lift such a class bodily to a
decent minimum of existence.

Thus we see that wages in general do not tend down-
wards to any minimum of subsistence. In the case of un-
organised masses of low grade labour, the wage may, under
conditions of free competition, for long remain below any
decent minimum. In other cases remunerations will, if very
long periods of time be taken, tend to bear some relation to
a class standard of comfort ; but this standard may rise with
the Sncreasing productive efficiency of the labourers, provided
labour can bargain efficiently so as to obtain the rise of wages
justified; and, of course, it has risen. Wages depend,
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as has already been explained, upon the utility of labour,
and this, of course, depends upon what the labourer, of
whatever class or kind, can produce. The greater the pro-
duce the higher the possible remuneration. And if a higher
level of income be maintained for any length of time 1t will
crystallise into a higher standard of comfort. In this sense
we can say that the remuneration of the labourer tends,
in all except the lowest classes of labour, to conform, in the
long run, to the expenses of producing the labourers, remem-
bering well, however, that such normal expenses are by no
means fixed,

The early economists, from Adam Smithto Ricardo,3 held
that wages tended down to the cost of subsistence of the
labourer, though Ricardo seems to have recognised that that
cost of subsistence was not necessarily stationary. He,
nevertheless, seems to have expected the level of manual
workers’ wages to remain very low. We have already noted
the fact that to talk of the ‘“ wages of labour "’ reaching any
level at all, without taking account of the manner in which
labour is graded, leads to no valid conclusion. But the
‘* subsistence theory of wages,” as held by the successors of
Adam Smith, was really based upon a theory as to the growth
of the labour supply, that is the growth of the population,
which it is necessary for us to examine. The subsistence
theory of wages was based upon the teaching of Malthus.
Malthus published, in 1798, his Essay upon the Principle of
Population.® 1t is, perhaps, difficult to summarise his
teaching at once accurately and briefly. But his main
teaching appears to be as follows:

(1) The number of mankind tendsto increase veryrapidly,
unless this increase is prevented by checks of two kinds:
(a) positive checks such as war, infanticide, disease, and
famine ; (b) preventive checks such as abstinence from or
! Adam Smuth’s Wealth of Nations was published in 1776.

2 Dawvid Ricardo’s Prsnciples of Political E y and Taxation was
published 1n 1817.

3 A second edition was published mn 1803, and must be taken to
contain his more considered views.
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delay of marriage. This increase in numbers, said Malthus,
was in a geometric ratio, that is to say, population tended
to multiply itself, a most moderate computation being that
it would double itself every twenty-five years, in the
absence of checks; and many of the * positive ” checks
were, in his time, disappearing or had disappeared.

(2) The subsistence of mankind tends to increase much
more slowly than the population. Malthus does not
give any estimate of how fast the products of the earth
can be increased. But he suggests that they can only be
increased by additions, that is, in an arithmetic ratio.
He does not specifically state that this is due to the operation
of a law of diminishing returns. He seems, however, though
not using the phrase, to have recognised the existence of
such a law. Thus, owing to the comparatively rapid
increase in numbers, and the comparatively slow increase
in the quantities of food, population constantly tends to
outrun the means of subsistence.

(3) He contended that this relation between population
and food supply was permanent ; and, therefore, that as
the positive checks became weaker, if the numbers of man-
kind were not checked by prudence and moral restraint,
they would be checked by misery and starvation.

When the tendency to diminishing returns in agriculture
became fully recognised by subsequent writers, it is easy to
see that a theory of wages could be based upon this teaching
as to population. Wages, it was argued, could not perma-
nently rise above the subsistence level of the labourer, for high
wages would only mean earlier marriages, a rapidly increasing
population, an increase in the supply of labour, and there-
fore a fall of wages again, until subsistence level was reached.
This was the * Iron * or * Brazen ” Law of wages. We have
already shown that it has no substance in fact. Earnings
are indicated by the utility of the least needed labour, and
this utility depends upon the productiveness of labour. The
general rate of pay, therefore, depends upon the general
productiveness of labour; and, under conditions of free
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competition, the specially able worker of whatever class tends
to receive a quasi-rent of ability, Thus, if the productiveness
of labour increases, whether the increase is due to the increased
efficiency of the labourer himself, or of the appliances with
which he works, or of the general organisation of production,
or the general improvement of social conditions by legislation
or otherwise, wages may rise considerably above what has
hitherto been considered the standard of hfe for any given
class. Gradually the standard of life may rise, and new
standards become comparatively fixed. This is what has
occurred in most western civilised countries, and, indeed,
elsewhere during the last century. Of course in a declining
society we may well conceive of a standard of comfort being
lowered ; and, in both cases, it is well to remember that the
standard of comfort changes but slowly. In recent years,
however, it has risen with some rapidity, especially among
some classes of workmen and the better-to-do middle classes.

We may here consider the validity of Malthus’s general
doctrines as well as the validity of the theory of wages based
upon them, He inferred from the fact that mankind tends
to multiply itself rapidly, whilst nature displays a tendency
to diminishing returns, that an increase in the numbers
within a State led necessarily to an increase of poverty, But
if we compare the conditions of nearly all civilised countries,
say, as between 1801 and 1901, or 1911, we see that very great
increases of population have been accompanied by great
increases in the wealth of nations, increases applying to all
classes of society, though probably not evenly distributed.
In England, for instance, the population increased from
8,892,000 in 1801 to 32,527,000 in 1901, yet, during the
century, the rate of wages considerably increased whilst the
hours of labour diminished. How is this to be reconciled
with the teachings of Malthus? The answer is that, whilst
in some respects Malthus’s contentions have a basis in fact, he
was completely at fault in supposing that the law of dimin-
ishing returns applies to all forms of production. It does not,
for instance, as we have already shown, apply even to
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agriculture in a * new " country where there is plenty of land,
and where cultivation can be made much more thorough
than it is without sensibly diminishing the return. Nor
does it always apply even to agriculture in old countries.
The fendency to diminishing returns cannot be overcome ;
but by labour-saving devices, the use of new fertilisers, new
rotations, in fact by the advance of agricultural science and
art generally, the operation of the law has been, and can be
postponed. Moreover, as we shall presently show, in many
cases the aggregation of an efficient labour supply admits of
such organisation that the productive power of labour can
be greatly improved and even multiplied. Transport, too,
can bring in the agricultural abundance of new lands to remedy
the deficiencies of the old. In short the productive power of
man has increased, is increasing, and shows no present sign
of diminishing, So long as this remains true mankind will
be able to support itself in increasing numbers with increasing
comfort. The number of the people, therefore, is not neces-
sarily kept down by starvation, as positive checks to 1t
diminish in number and strength. The increasing poverty
which Malthus anticipated from an increase of population
has not ensued, and, unless the ingenuity of man in over-
coming the niggardliness of Nature fails, it need not ensue.
Nor, on the other hand, is there anything to show that a
decline in the population of England, for instance, would be
accompanied by any increase in prosperity.}t

There is one other theory of wages that we must notice,
namely what is known as the “ wage fund theory.” In its
crudest form its exponents stated that the amount of wages
payable was limited by the amount of capital in existence, and
the inference was drawn that the amount of wages which could

1 Malthus also assumed that higher wages meant a higher marriage
and birth rate. This seems not to be the case. The more comfortable
people become the later they must marry to secure their standard of
comfort. And, the better paid artisans, let alone the middle class,
seem to have fewer children than the ill-paid unskilled labourer. It
seems as if poverty, and not prospenty, leads to a high birth rate
among civilised peoples.
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be paid within any given period was fixed. That capital
out of which the wages were paid was * saved ’ beforehand,
as it were, Its amount, therefore, could not be increased,
and, thus, if the wages of any one group of workers rose,
that of another group must fall. Even Mill went so far
as to state that wages depended upon the proportion between
“ the number of the working class . . . who work for hire "’
and “ the aggregate of what may be called the wages-fund,
which consist of that part of the circulating capital . . .
which is expended 1n the direct hire of labour.” 1

The fundamental error here consists in regarding wages
as being paid out of capital at all. Wages are not paid out
of accumulated wealth, whether that wealth is used as trade
capital or not. They are a share of the produce of industry,
or, if we call the whole produce of industry and commerce
within any given state the national dividend, wages are the
labourers’ share of the national dividend. As the produce
of industry, the national dividend, increases, it at least be-
comes possible for the wages of the labourer to increase.
And, as this process of production is continuous, and wages are
paid out of the current produce of industry, the only neces-
sary limit to the rise of the labourer’s wages is the limit of
his efficiency. As his efficiency increases, or, better, as the
efficiency of the marginal labourers increases, the utility of
their labour increases, and their rate of wages will, if the claim
of the labourer be properly made good, rise. An increase
in the number of labourers, as we have seen, will not neces-
sarily diminish the earnings of labour, provided their increased
product is at least in proportion to their increased number.
Labour is not paid out of any fixed sum of previously accu-
mulated capital, but out of a stream of products, the volume
of which is not fixed, but is capable of variation in relation to
the number of producers. And the tendency of this stream,
where production is highly orgamised, and men are intelligent,
well trained, and healthy, appears to be to increase faster
than an increasing population.

1 He completely abandoned this doctnine before his death
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To sum up then. The value of any given form of labour
will depend upon its quantity in relation to the demand for
it. The larger the supply at any given moment the smaller
must be the price at which it offers itself if it is all to be
employed, Thus, the rate of earnings of any given class
of labourers, manual or other, will tend to be indicated by the
marginal utility of this particular class of labour. But
workers of special ability will, under conditions of fairly free
competition, tend to receive a * quasi-rent *’ of their ability
above the rate received by the labourers whose services can
only profitably be used at the current rate. This marginal
utility is, of course, not fixed. If it increases, wages will
tend to increase, too. For the utility of labour will depend
mainly upon the efficiency of the labourer, and thus his
wages will tend to be governed by his productiveness. In
other words, wages will tend to be equal to the net product
of the marginal labourers. This, however, assumes that the
labourer can sell his labour very much in the same way as a
good business man will sell his goods. But the labourer must
himself move when he changes the market in which he sells
his labour. His labour i1s very perishable. He 1s often
ignorant of the conditions of his market; and, as regards the
new supplies of labour, the cost of the productions is very
largely borne by those who do not get the price. Thus the
tendency of the earnings of labour to approximate to the mar-
ginal utility of labour is only imperfect. One chief function
of trade organisations must be to see that minimum wages
do not fall below the net productiveness of the marginal
labour, by giving to the individual the necessary information,
and the additional bargaining experience and strength.



CHAPTER VIIIL
MONEY

EvERY society has adopted some definitely recognised
medium of exchange in an early stage of its development.
The difficulties of barter are very great even under the most
primitive conditions, The man who has a superfluous horse
and wants an ox, has to find the man who has a superfluous
ox and wants a horse. And those who have superfluous oxen
may not want horses. Before barter can take place there
must be a double coincidence, the people who have the super-
fluous oxen must be those who want horses, and the people
who have superfluous horses must want oxen. Such a double
coincidence is not a matter of common occurrence. Further,
horses and oxen and all the commodities which they may be
taken to represent, are not divisible. There is, therefore,
no means of adjusting the value given to the value received.
In barter, therefore, there can be no certainty of proper
equivalence between what is given and received. Thus a
medium of exchange which can be adjusted to any degree of
value is required. Without such a medium modern social
organisation is inconceivable. Few people produce anything
which is barterable. The whole of modern society involves
specialisation, division of employments. This is based upon
exchange, and, without some generally acceptable medium of
exchange and some authorised measure of values, rapid and
accurate exchange would be impossible. Money, it has been
said, is the alchemist’s stone by which we can change what
we have into what we want. It is to the exchange of goods
what language is to the exchange of ideas.

Money, then, is an essential part of the mechanism of
exchange. In order that exchange may be effected smoothly
money must perform the following functions: (1) It must be
a medium of exchange. (2) It must be a measure of values,
(3) It must be a means of transferring value from place

114
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to place. (4) It must be the standard in terms of which

payments to be made at future dates can be commonly fixed.
The last two of these functions are sometimes descnibed

by the statement that money acts as a *“store of value.”

(1) The Medium of Exchange.

We have already referred to the necessity of a medium of
exchange. To realise the importance of such a medium we
have only to imagine what would happen were no such
medium in common use. Most of the occupations in which
we are engaged would at once become impossible ; we should
be unable to ride on an omnibus, take tea in a teashop, or buy
a newspaper, Society as it now exists would collapse.

But before we pass from this function let us notice how
many different things are in use as mediums of exchange, If
a man purchases an article for £183 3s. 11d. he can pay the
price in many different ways. He can,? if he likes, pay down
£183 in gold, and 3s. 11d. in silver and copper. The payee
must, by law, take this, even if he would have preferred to be
paid in some other way. Again the debt mught have been
paid by Bank of England notes to the value of £180, three
pounds in gold and 3s. 11d. in silver and copper. This also
the payee must by law accept. A medium of this kind,
which a creditor must accept in payment of his debt, is called
Legal Tender. Legal tender in England consists of : (a) gold
comms, viz., the pound sterling, and the half sovereign as
defined in the Coinage Act, 1870 ; (b) Bank of England Notes.
These are legal tender up to any amount; (d) silver and
copper coins; but silver is legal tender only for debts of
not more than forty shillings, and copper for not more than
twelve pence. We have to distinguish then between the gold
coins and the other coins.?

1 Or he could. See below.

® After the outbreak of the Great War in 1914, Treasury or Currency
Notes of £1 and 10s. were 1ssued, and these were made legal tender to
any amount. The issue of these notes has been transferred to the Bank
of England. These notes have replaced the pound and the half-sovereign
m circulation. From 1925, when England returned to a gold standard
for foreign operations, untud 1931 it remained true that the standard
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The standard money as fixed by Act of Parliament con-
sists of gold only, though Bank notes are legal tender. The
silver and the copper comns are mere tokens representing
fractional parts of a gold “ pound.” It is declared by law
that twenty shillings, or eight half-crowns, or ten florins, and sc
forth, shall be taken as the equivalent of a sovereign. But a
sovereign would purchase a weight of uncoined silver (silver
bullion) greater than the weight of twenty shillings. Simi-
larly a sovereign would purchase a weight of copper greater
than that of 240 pence. The real metallic value of the silver
and copper coins, therefore, is less than their face value
Such tokens are used because 1t is necessary to have coins
for common use, which represent fractions of a sovereign
less than one-half. Such coins, if made of gold, would be
too small for use. Even a quarter-sovereign if made of
gold would be as mconvenient as a threepenny piece now is
and smaller gold coms would, in practice, prove impossible.

Thus we have two other varieties of money in use as mediums
of exchange, Sfandard coin and Token coin or notes. The
standard coin is that which 1s deemed by Act of Parliament tc
be unlimited legal tender,! and the value of which, 1n terms of
comn was a gold pound, though no gold comns circulated. Smce 1931
the gold standard has been abandoned, even for international trans
actions We have, at present, a paper currency But, though there 1
opinion to the contrary, it seems likely that a gold standard will be
restored. In any case, the student will only be able to grasp the theory
of money by reading the present chapter as it stands. He will then be
able to see why, as aganst the currencies of nations which still main
tamn a gold standard, ¢ g, France, Belgium, Holland, Germany, and
Italy, our money 1 at a discount (a pound usually being worth about
12s. m purchasing power 1n those countries), and why, on the other
hand, the pound 1s not at a discount 1n the U S A, Canada, Norway,
Sweden, and Denmark, where the gold standard has also been abolished.
In fact 1t 1s now (1936) at a shight premwum, the pound being worth a
few pence above 1ts face value mn the U S.A , and most of the countries
just mentioned We must consider the pre-war monetary conditions
as normal, and the present state of things abnormal. It 1s therefore
thought best to retain the present chapter, reminding students when
necessary of the existing departures from our normal monetary condi-
tions

1 The Bank note is mot a comn at all, though 1t 13 legal tender

It 1s representative money. Standard gold comns no longer circulate
within the country, and it may be long before they do.
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the metal of which it is made, is proportionate to the weight
of metal it contains. Thus, a sovereign will purchase its own
weight of twenty-two carat gold. A half-crown, however,
will purchase more than its weight in silver, for the reason
that its value has nothing to do with the weight of silver it
contains, but depends upon the fact that, by law, it passes
for one-eighth of a pound. Similarly when we say the price
of an article is a shilling, or sixpence, or a penny, what we
really mean is that its price is #yth, or Fth, or ziysth of a
pound.

In all probability, the debtor we are considering would
have paid his debt by writing out a cheque for £183 3s. 11d.
That is to say, he will have his *“ money,” not in his own pos-
session, but deposited in a bank. His deposit there is a
debt due to him and payable whenever he likes to call for its
payment. He is the creditor of the bank to the extent of
his deposit with it. Thus, when he pays his £183 3s. 11d. by
cheque, he transfers credit to that amount from himself to
the payee. Credit, then, is used as a medium of exchange,
and is by far the most important medium. Practically all
wholesale, and an increasing proportion of retail business,
is transacted by means of cheques and other credit instru-
ments. For it is also possible that the debt might have been
paid by the debtor allowing the creditor to draw a bill of
exchange upon him, or the debtor might have given his
promissory note. All such documents are means of using
credit as a medium of exchange. But it will be noticed that
they are all payable, either at sight, or at some future date
in terms of coin. They represent standard money and, where
necessary, fractions of the standard coin. Thus, cheques,
bulls, promissory notes and other credit instruments (including
bank notes, which are only varieties of promissory notes) are
termed Representative money. Such representative money is
used in very large quantities in our country, and forms the
commonest medium of exchange ; but, except for bank notes, it
1s not legal tender; no one need accept a cheque in discharge
of a debt unless he pleases or unless he contracts so to do.
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Thus we see that several different kinds of money are used
as the medium of exchange, Legal Tender, which may be
Bank of England notes, or gold,! siver or copper coins ;
Standard money, f.e., gold coin ; Token money, i.e., silver and
copper coin ; and Representative money, such as bank notes,
cheques, bills of exchange, and promuissory notes.

(2) The Measure of Value.

Money acts not only as a medium of exchange but as a
measure of value. In fact this is its most important function,
It is inevitable that, once a medium of exchange comes into
common use, the values of articles exchanged shall be ex-
pressed in terms of that medium. The medium is used not
merely to effect exchanges, but to measure the values of the
articles exchanged. If a walking stick of a particular kind
is sold for half-a-crown, and a silk hat for a pound, then we
infer that a silk hat is worth eight walking sticks. We can,
however, express the values of articles which are not sold in
terms of money, If there are a hundred similar houses in a
street, and it is found by experience that on several being sold
they fetch £850 each, then so long as circumstances do not
change we can say that the remaining houses are worth £850
each ; indeed, to value houses, or any kind of property, from
stocks and shares to a grocer’s unsold supply of sugar, is a
very ordinary act of business.

We must notice, however, that not all those things which
are mediums of exchange are measures of value, The unit
used in the measurement of value in any given state is the
standard money of that country. Thus the unit in terms of
which value is measured in the United Kingdom is the pound
sterling. But this is only one of the mediums of exchange
there in use and by no means the most common. In India
there is a gold standard, but the current, and almost universal

1 Gold comns are not usable 1n ordinary everyday transactions,
but a reserve of gold 1s kept in the case of Bank of England
notes,
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medium of exchange is silver.! In early mediaeval England
the standard money, the money of account, was the silver
pound. But no silver pounds were coined, the coins were
silver pence and, later, shillings. Sometimes, indeed, value is
measured and payments computed in terms of some other
unit than the standard coin. Thus, at one time grain rents
for the use of land were common, and, it is said that they are
not quite obsolete to-day. In this case rent was fixed in
quarters or bushels of wheat, but money was paid over, the
amount of the payment being determined by the price of the
grain, The value of the use of land for a given period was
estimated in grain but paid in coin or orders for coin. The
unit in terms of which value is measured is not k¢ medium
of exchange, but in modern times at least it is 4 medium of
exchange, and the value of the other mediums are determined
by reference toit. A good cheque for £100 would be taken in
exchange for goods, the price of which was £100, because,
if necessary, a hundred sovereigns ® could be obtained for that
cheque, and, similarly, postal orders, money orders, bills of
exchange, and token money all represent either multiples,
or fractions of a pound, or both.

(3) Money as a Means of Transferring Value.

This is really implied in its use as a medium of exchange.
If one has assets in London and wishes to buy goods in New-
castle there must be some means of transferring the value of
the goods to Newcastle as payment for the goods. This is
done by sending ‘“ money,” that is, a sufficient quantity of a
medium of exchange. Similarly, if a broker in New York
wishes to purchase goods in London he must transfer * money *
to London. Either of these transactions may be effected by
transferring the standard metal, and in the last resort this
might be done ; but, usually, the transference will be effected

! Just as in this country the sovereign is still the standard, but only
notes representing gold circulate.
! Notes to-day.
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by sending paper for which standard money can, 1f the paye:
wishes 1t, be obtained. There are, however, rare occasion
when 1t 1s necessary for the standard money material to by
remitted. It is of the highest importance, therefore, that the
money material should be portable.

(4) The Standard for Future Payments.

That money should be the standard in terms of whict
future payments are contracted to be made, arises out of its
function as the measure of value. Very many contracts
are for payments to be made in the future. Perhaps the
commonest of all business contracts are those which consis(
in value being given now on condition that greater value shal.
be returned later, All lending, all sales on credit, are of this
kind. Then contracts of service, for a fixed remuneration,
or according to a scale, are common. Houses and land are
leased for terms of years. Goods are bought for future
delivery and payment, whether at a fixed date or periodically,
Contracts to execute work to be completed at the end of a
given period for a sum fixed when contract is entered into
are common. And the period of such contracts sometimes
covers years. Holders of stock are frequently in the position
of having advanced capital on condition of receiving interest
at a fixed rate until that stock is redeemed. It is, therefore,
of the utmost importance that the unit in terms of which such
contracts are made shall be something the value of which is
stable. For if the value of the unit itself changes, the bargain
contemplated by those who entered into it is not carried out.?
Suppose, for instance, a man contracts to let a house for
twenty-one years at a rent of £100 a year. If at the end of
ten years the value of a pound has risen 10 per cent., the
tenant is paying and the owner receiving not what was con-
tracted to be paid, but ten per cent more. If, on the other
hand, the value of a pound has fallen ten per cent., then the

1 Unless, they anticipate the change. It is seldom that either party
to the contract will do this, probably very seldom indeed that both or
all the parties wall
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tenant is paying and the owner receiving ten per cent. less
than was contracted to be paid. As the value of the money
rises, prices fall. If a pound will purchase more than 1t
formerly did, then a fall of prices has taken place. On the
contrary, when the value of money declines prices rise; a
pound will purchase less than it would before that rise, Rises
and falls in the price of commodities generally are not caused
by changes in the value of money ; they are changes in the
valueof money.! Now changes in the level of prices (or what
is the same thing, changes in the value of money) tempor-
arily at least, and often for very considerable periods of time,
mean that either one party to a bargain or the other suffers
an injustice. If prices rise, those who receive money, i.c.,
creditors, wage-earners and so forth, obtain a smaller pur-
chasing power than they contracted to receive ; if prices fall
then those who pay money, i.e., debtors of all kinds, give up a
greater purchasing power than they contracted to do. In
choosing a money material, therefore, it is of the utmost
importance to secure that stability of value shall be one of its
characteristics, Now, if the demand for a thing is assumed to
be constant, its value will, as we have seen, depend upon its
quantity. It is therefore very important that we should
choose as money material something which is not subject to
great variations in quantity, This will best be secured if
some commodity which is very durable is chosen ; for if the
whole stock of a thing tends to remain in existence the annual
addition to it will form a very small fraction of the total
stock ; and, if the annual additions be small, the fraction
which they form of the whole supply will be a diminishing
one, Of all commodities, the precious metals are amongst
the most durable; and this is one of the principal reasons
why they have almost universally been chosen as the standard
money material. We are now in a position to consider what
are the qualities which a standard money material ought to

1 Stniking and painful illustrations of changes of prices have occurred
especially since 1916. An unparalleled economic catastrophe has
caused the most violent and rapid changes of prices ever known.

9—(C.1323)
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possess. All this argument and that which follows remain
valid, because although gold may not yet circulate in thi
country, our money, for international purposes, is exchangeabl
for gold (temporarily suspended). And a reserve of gold fo
the purpose of guaranteeing convertibility into gold 1s kep
against bank notes. It is obvious that every civilised countr
will return to the effective use of standard cown as the bast
of its currency sooner or later.

The Money Material and the Coinage.

All sorts of things have been used as money : cattle, hides
leather, salt, shells, tea, and many other things; but soone
or later silver or gold, or both, have displaced other commodi
ties from use as standard money. This is because they pos
sess, in a higher degree than competing substances, ths
qualities desirable in a money material. The fittest substanc
for the use to which it is put has, in the process of monetary
evolution, survived. What are the qualities that a materia
which is to be used as standard money should possess ? Le
us answer our own question,

(1) The money material must have utility and, therefore
value. It is hardly necessary to state that it must be ar

* economic good ' : its supply must be less than the demanc

for it. It must be something which people generally wil

accept for its own sake, even if it were not in use as the
medium of exchange., Otherwise it would not be universally
acceptable in discharge of debts. It is difficult for us tc
imagine a government compelling its citizens to accept ir
discharge of debts something having no value for any othe:
purpose than as money, though this has sometimes occurred
Even when this happens there is nothing to compel citizens
of other states to accept it; and the terms on which citi
zens of foreign countries will accept the money of any giver
country, in payment of debts, or will exchange their owr
money for it, are of very great importance. Driven by
the necessities of the times the Government has compelled
us to accept paper: but it has not been able to compel
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foreigners to do so, though, of course, they will buy our
paper at varying prices as expressed in their paper money,
just as we buy theirs in terms of ours. And our paper
has never been, in principle, inconvertible. The precious
metals, gold and silver, have always been much prized,
and though their principal use, at any rate, in the case
of gold, is for currency, yet they have many other uses,
eg., in the production of plate, watches, jewellery,
gold-leaf, for stopping teeth, decorating uniforms, and
the like.

(2) The money material must be portable, 1t must have
large value compared with its weight and bulk, Not only is
it desirable that people should be able to carry considerable
sums without much trouble, but it is equally important that
the cost of transport over great distances, whether by land
or water, should be small. Gold and silver are so valuable
in proportion to their bulk that the cost of transporting
them is trifling.

(8) The money material must be very durable, It must
not lose its value by keeping. Gold which was used by a
Roman Emperor can be used to-day. The metal does not
deteriorate by keeping. It is almost impervious to the
destructive forces of Nature, It is hardly soluble, and it
resists chemical action more than almost any metal, As
has already been pointed out, this quality of durability is
of very great importance. Once the precious metals have
been separated out of the ore they tend to remain
in existence as mefal. Neither moth nor rust corrupts them.

(4) The money material showld be homogeneous. One
piece should be as good as another. The quality should
be uniform. Wheat and butter, and leather, and, in 'fzfct,
most ordinary commodities exist in grades or qualities.
But gold is gold. One ounce of gold is as good as any other
ounce and no better, Thus, provided coins are of equal
weight and fineness of metal, one coin is exactly as good as
another, which is just what is desirable. It would be very
inconvenient if, when accepting payment, we had to
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distinguish between quality 1 and quality 2 gold, or if we hax
to keep our eyes open for knots, or decayed pieces, or othe
defects in the quality of the money material,

(5) The money material should be divisible. Not merel!
should it be capable of division, but, when divided, the valu
of the sum of the parts should be equal to the value of th
whole. If an ounce of the material is divided into fou
equal parts the value of each part should be one-quarte
the value of the whole. Thus diamonds, which answe
to most of the qualities already enumerated, would no
answer as a money material, if only because to divide then
is to destroy their value; divide a diamond into piece
one-fourth of its original size, and you may diminish th
value of the parts to one-thousandth of that of th
original whole.

(6) It should be easily recognisable, and should be capabl
of being coined. The late Professor Jevons called thi
quality cognisability. There is little difficulty in distin
guishing gold and silver from other substances, and, fron
both, with a slight admixture of alloy for hardening purpose
beautiful coins can be manufactured.

Coinage. The Standard Coins.

The original standard metal in England and, indeed, ir
most European countries in the early middle ages was
silver. Gold came into use gradually, side by side with silver
but silver remained the standard metal in England down t¢
1699. From 1699 both gold and silver were standard coin:
in our country; that is to say, both were coined freely, anc
both were unlimited legal tender. There was a double, a1
alternative standard, and the debtor could choose whethes
he would pay his debts in gold or silver. For reasons pre
sently to be explained gold gradually became the favoured
currency during the eighteenth century, and in 1798 the free
coinage of silver was stopped. Finally, in 1816, when the pre-
sent coinage system was adopted, gold became the sole standard
metal, silver coins henceforwards being in this country mere
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tokens. By Peel's Coinage Act, 1816 (56 Geo. III, c. 68),1
the English sovereign, or pound sterling, is 123-274 grains
of standard gold, that is, gold of which eleven parts are pure
gold and one part is alloy. But a small allowance is made
for the inevitable accidents of manufacture, and coins may be
issued which vary from this standard weight by not more
than two-tenths of a grain. Thus the Mint cannot issue a
sovereign which is less than 123074 grains, or more than
123-474 grains in weight, standard gold. The weight of the
sovereign is expressed also in the statement that twenty
pounds troy weight of gold must be made into 934 sovereigns
and one half-sovereign.

We can now see what is meant by the mint price of gold.
For—

20 Ib. troy, standard gold = 934} sovereigns

thus one ounce =% == 3'89375 sovereigns

= £3 17s, 10id.
The Mint must purchase all gold offered to it at the rate of
£3 17s. 10}d. an ounce.? But this only means that, by the
English law, gold is coined free of charge, for, since one ounce
of standard gold weighs the same as 3'89375 sovereigns, to
pay for gold at the rate of £3 17s. 103d. an ounce is merely
to hand out coined gold equal in weight to the gold bullion
handed in. It will be seen that, so long as the law fixing the
weight of the sovereign remains unaltered, the Mint price
is fixed and invariable.

In practice, however, gold bullion was not taken to the Mint,
but to the Bank of England which, by law, must purchase
all gold offered to it at the rate of £3 17s. 9d. an ounce. Thus
the practical charge for coining amounts to 1}d. an ounce
or a little less than one-sixth per cent. on the value of the
gold. It was open to anyone to take gold bullion to the Mint

3 The statute now in force is the Coinage Act, 1870, 33 Vict. c. 10.
by which the then existing legislation as to the coinage was consohdated.-

2 The Gold Standard Act, 1925, rehieved the Mint of the obhigation
to accept gold for coming except from the Bank of England.
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and get it coined free of charge, but, if he did so, he woul
have to wait for his coins. The time which he would have t
wait may be taken as twenty days and 13d. is the interest o
£3 17s, 9. for twenty days at three per cent. As the Ban
pays the £3 17s. 9d. at once, the deduction merely amount
to the interest which the bullion-owner lost in any cast
In fact, the owner gets his gold discounted, as 1t were, b
taking it to the Bank. He renders it available for his us
at once, instead of having to wait.

In reality, then, the Mint price of gold merely expresse
the weight of the monetary unit, and no difficulty is involve
in the statement that the Mint price is invariable, We mus
remember that, when we speak of the Mint price of gold, w
are talking of the value of gold in terms of gold. Tosay that th
Mint price of gold is £3 17s. 10}d. an ounce is exactly parallel t
saying that one pound of best yellow soap is worth four cake
of best yellow soap if each cake weighs a quarter of a pounc

Can the market price of gold differ from the Mint price
Obviously if the coinage is what it purports to be, if tt
weight of the standard coins in circulation does not diffe
materially from the legal weight, if, in short, the coinage
not depreciated, then the market price cannot differ appr
ciably from the Mint price. No one will take less tha
£3 17s. 9d., for he can always get the Mint price, minus tt
13d., from the Bank of England ; no one will give more, for}
can get gold at the rate of £3 17s. 103d. by drawing a chequ
and presenting it at his bank for payment in gold, or by pr
senting notes at the Bank of England.! In practice, the pri
of bullion may rise to about £3 17s. 11d. if the demand (sa;
for export) is pressing. The exporter who wants bar gol
will sometimes pay the extra halfpenny an ounce, but
asked to give a higher premium would find it profitab
to obtain and export sovereigns, and the Bank would 1
compelled to get bullion coined to replace those sovereigns.

Suppose, however, the sovereigns are not of the leg

! He can no longer do so. The departure from the Gold Standa
in 1931 made 1t impossible for gold to be obtaned at the Mint price
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weight, Let us take an extreme case, and imagine that they
contain only half as much gold as they should do. Then,
obviously, as soon as this was generally known, sellers would
want twice as many light sovereigns for any given article
as they would full-weight sovereigns. The market price of fine
gold, in terms of the depreciated money, would be twice the
Mint price, and prices generally, in terms of the depreciated
currency, would tend to rise ; indeed, experience shows that
they would rise to a greater extent than the price of gold.
The market price of gold is therefore an index, though not
always an entirely accurate index, of the depreciation of the
currency. If, for instance, we learn, as we shall do, that
the market price of gold in England at the end of the
eighteenth century and the beginning of the nineteenth
rose to as much as £5 4s. 0d. an ounce, we shall know that the
currency, whatever its form, was depreciated. That is, it
was worth less than its face value in standard metal. Currency
notes, now replaced by Bank of England notes, were for
some time a depreciated currency. Thus the market price
of gold in Currency notes was £5 12s. 0d. an ounce in
September, 1920. In 1936 it was over £7. Since 1931 it has
commonly been over £7 an ounce.

The Token Coinage. Gresham's Law.

The silver and the copper coins of the United Kingdom
are mere tokens ; they pass for fractions of the pound sterling,
but their face value is above the value of the metal of which
they are composed. The extent to which their face value
exceeds their value as metal varies, of course, with the price of
metal. As the prices of silver and copper have risen like all
other prices, it has been necessary, by legislation, to reduce
the amount of pure silver and copper in our token coinage.
Otherwise the coins would have become worth more than
their face value, with results which we shall presently see.
Token coins are necessary because, if the fractional coinage
were made of standard metal they would be inconveniently
small. A coin one-eighth the size of a sovereign would be
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bad enough; a coin giyth the size of a sovereign would be
unspeakably impossible. Thus, if the fractional coinage is
to be of convenient size 1t must be made of metals less valu-
able than the standard metal ; and if those representing the
smaller fractions of the pound contained metal up to the value
of that fraction they would be inconveniently large. Now to
make a piece of silver really worth 74th of a pound acquire a
value of gi5th of a pound merely by coining it is obviously a
very profitable transaction. Left in private hands there would
be a great temptation to 1ssue enormous quantities of tokens.
Private 1ssues of tokens would have local circulation only. The
holders would find it impossible to use them outside a small
local circle. It is perfectly true that Governments have often
abused their power to make profits out of token coins ; indeed,
they have frequently abused the prerogative of coinage by
debasing the standard money. One of the monopolies, the
grant of which got the Stuart kings into such trouble, was the
monopoly, granted to Court favourites, to make copper tokens.
Such coins were issued in larger quantities than really required
for use as small change. The issuers were not bound to
redeem them. Consequently the tokens accumulated in the
hands of tradesmen, who could not get rid of them, whilst
they had to accept tokens or nothing in payment for goods.
Indeed, people having these tokens tended to use them, on
the principle of paying out the worst money in their posses-
sion, On the death of Charles I these farthings were no
longer issued, the public being left without the smaller kinds
of change, and having to resort to tokens issued by private
individuals, thousands of different varieties being used during
the reign of Charles II. Some of these had a circulation
confined to a few streets in a particular town only. By
bitter experience, therefore, the country has been taught the
true principles of token coinage :

(1) In order that the token should be uniform and
universally accepted within the state, token coinage, as well
as the coinage of standard money should be a Government
function,
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(2) The value of the metal or other material contained in
tokens must, for convenience, be less than their face value.

(3) The issue should be limited to the proved require-
ments for change, this being, of course, an additional
reason why the very profitable work of making token coins
should not be undertaken by private persons.

(4) They should be legal tender only for a limited amount.
Otherwise the temptation to counterfeit them will be very
great indeed.

A consideration of the above principles may serve to
introduce us to what is known as Gresham'’s Law.

Let us imagine that the gold and silver coins of England
exchanged for one another at the existing rate, that twenty
shillings, or eight half-crowns, exchanged, and could be used
for a sovereign. Let us suppose also that silver were put,
as regards coinage, on the same footing as gold; namely,
that it could be coined free of charge and without limit in
amount, Then any person possessing silver could increase
the value of his metal by getting it coined. A great deal of
silver would, on these terms, very soon be coined. If silver
were unlimited legal tender, that is, if the debfor could, at his
option, compel the creditor to acceptsilver ; then, obviously,
as soon as people became aware that silver was, as bullion,
worth less than its face value whilst gold was worth its full
face value, they would pay silver in discharge of their debts,
and would save the gold. They would be acting with strict
legality, and, in fact, would only be exemplifying the general
rule that where there are two ways of achieving an economic
object, a cheap way, and a dear way, the cheap way will be
chosen. But if they had to pay coin abroad they could not
pass the silver at its face value ; and they would either have
to pay gold, or double the nominal priceinsilver.! Thus gold

1 This is true with regard to Bank notes, these being in the nature
of tokens, If people could now pay debts by Bank notes or gold
at their option no one would pay in gold. Everyone would pay in the
depreciated notes. Qute apart from law, Bank notes would dnve
gold out of circulation so long as the price of gold 1n those notes remained
above £3 17s. 10{d. an ounce. Of course, 1f all Bank notes were
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would tend to go abroad. The overrated metal, silver, the
coin which was not really worth what it purported to be,
would drive the gold out of circulation, Similar results
would ensue if the gold coinage were debased, or seriously
worn. As soon as people found that some sovereigns were
lighter than others they would tend to use the lighter ones
whenever possible, whilst the full weight coins would tend to
be used for export, the depreciated coins thus driving the
good ones out of circulation. Such is the substance of Gre-
sham’s Law, * Bad coins drive good ones out of circulation,”
so called from Sir Thomas Gresham who cleatly stated the
proposition as early as the time of Queen Elizabeth.

It follows from this that wherever the currency is depre-
ciated it is of no use issuing full-weight coins until the defi-
cient coins have been withdrawn from circulation. Many
attempts have been made to improve a coinage merely by
the issue of good coins. Such attempts have universally
failed. The only effective method is to withdraw light or
debased coins from circulation and to substitute full weight
coins for them,

The reader will now be able to understand how important
it is that the coinage shall be kept up to the proper standard.
If worn coins are not from time to time withdrawn from
circulation, people will go on using, by force of custom, coins
which are really only tokens. This may have no very bad
effect on home trade for some time, though, eventually, it
would cause a rise of prices ; but, as the coinage became seri-
ously deteriorated, the good coins would tend to be exported,
the coinage would go from bad to worse, and the foreign
exchanges (the rate at which documents payable in a foreign
country in the money of that country can be purchased
with English money) would go against us, that is to say, the
purchasing power of a pound in foreign trade would be
reduced. This has been strikingly exemplified by the
American exchange on the one hand, and, say, the French on

freely convertible into gold at any bank they would be as good as gold,
and would no longer constitute a depreciated money.
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the other. A pound, instead of buying 4.87 dollars in 1920
purchased, say, only 3.8 dollars. But 1t would purchase
about 50 francs. In September, 1930, the pound sterling would
buy 4.85 dollars, e.g., the pound sterling was no longer so
depreciated as compared with the dollar. And 1t would pur-
chase 123 French francs. This is the result of the return, in
practice, to a gold standard (though not to an internal
gold currency).

The Theory of General Prices.

We have already pointed out that to say that the value
of money rises is the same thing as saying that prices fall ;
and, similarly, that a fall in the value of money is a rise of
prices. As the one ss the other, expressed in a different
form of words, the one cannot be a cause of the other. We
cannot explain a fall of prices by saying that gold has risen
in value or, as the phrase goes has appreciated, nor can we
explain a rise of price by saying that gold has depreciated.
To say that gold has depreciated is merely to say that prices
have risen. It is a statement of the fact and not an ex-
planation of it.

How then are changes in the value of money, or, what
is the same thing, rises and falls in general prices to be ex-
plained ? Before answering that question it is best to explain
what we mean by changes in general prices. The value of
money is its general purchasing power. Prices rise as the
general purchasing power of money declines; they fall as
the general purchasing power of money increases. It is
quite possible for the price of some articles to be rising whilst
the prices of most articles are declining. If, on the balance,
the prices in general have gone up, so that the general pur-
chasing power of a pound has diminished, then we say that
there has been a rise in general prices. How is such a rise
to be expressed ? Obviously it is 2 matter of some difficulty.
If the things I buy have not increased in price there is no rise
of prices to me. Whether or not the rise of general prices
affects me depends entirely upon whether my pounds will
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purchase smaller quantities of the goods I consume or not.
Again, the prices of raw materials may change and leave the
price of the finished commodity unchanged. Fluctuations
in the price of raw cotton continually take place without
affecting the price of calico or sewing cotton. Such diffi-
culties cannot be entirely overcome. The economist must be
content to mean by ‘‘ high prices”’ or low prices” very
much what the man in the street means when he says ** Sand-
hill-super-mare is a ‘dear place’ whilst Mudpuddle-on-the-
sea, is a ‘cheap place,’” or what the migratory workman
means when he says his money * goes further " in one place
than in another. How then are we to calculate rises and
falls in general prices? In spite of criticism on details, the
method of index numbers seems a practicable method of
measuring changes in general prices. Suppose we want to
measure the purchasing power of gold in respect of four
commodities, 4, b, ¢, and 4, in a series of successive years.
Let us suppose the prices of the commodities per unit to be
35s., 18s., 12s,, and 25s. respectively, then the average price is

5 +18 : 12 + 255. =22-5s. But suppose 4, b, ¢, and

d enter into consumption in the ratios of § : 2:3 : 1
respectively, then the average will be

(85 x 5) + (18 x 2) + (12 x 3) + 25,
11 .

and, plainly, the latter is the better average, for we must
take into account the fact that money is spent upon the four
articles in varying proportions, five units of one article being
purchased where two of the second, three of the third, and only
one of the last are purchased. We may now take the price
24'7s. as our standard and indicate it by the figure 100.
Next year we may make a similar calculation, and if we find
that prices are 2'3 per cent. higher, then our index number
will be 102'3. If similar calculations are made for a series
of years a table of index numbers may be constructed, which,

= 247s.
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if trustworthy, will show how prices have varied during that
series of years, It is not intended here to enter into a dis-
cussion of the merits or demerits of any particular system of
index numbers. Obviously, if we accept the idea that the
general purchasing power of money can be shown at all by a
system of averages, a proposition which we propose to take
for granted, then the larger the number and the more repre-
sentative the character of the commodities selected the greater
the approximation of the table of index numbers to the actual
facts. Numerous series of index numbers exist,! both in

INDEX NUMBERS OF WHOLESALE PRICES oF 150 COMMODITIES,
1920-32.

(Prices of 1913 = 100).

Year. [Index No.|| Year. {Index No.

1913 100-0 1926 148-1
1920 307-3 1927 1418
1921 197-2 1928 140-3
1922 158-8 1929 136-5
1923 1589 1930 119:5
1924 166-2 1931 104-2
1925 159-1 1932 101-6

England and in other countries, and whilst none is perfect,
and each is probably open to some criticism, all of them,
nevertheless, show the same broad results. No one disputes,
for instance, that, to take the case of England, general prices
rose from 1790 to 1810, fell from 1810 to about 1849, rose
rapidly from that year onwards and remained high till 1873,
fell continuously from 1873 to about 1896, and, from that
date onwards, have risen steadily but slowly. Since 1915
the rise of prices has been enormous. The number for retail
food prices varied in 1920 from 225 to 255. Prices rose

1 As an example of index numbers we append the table above taken
from the Board of Trade Annual Abstract of Statistics, 1934.
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150 per cent. between 1914 and 1920. Since 1920 prices haw
declined and apparently vary with some regulanty betweer
170-180, .¢., prices are from 70 to 80 per cent. higher in 192!
than in 1915.

These variations in the purchasing power of money ar
very considerable, For instance, the general level of price
fell by some thirty per cent. between 1873 and 1896. Thi
is a sufficiently serious matter ; it meant, for instance, tha
those who paid in 1896 debts incurred before 1876 paid :
third more wealth (or power to acquire wealth) than they
bargained to do. The real charge represented by the interes!
on the national debt, and other fixed payments of interest wa:
considerably increased. Again, the rise of prices since abou
1896 means that creditors are receiving less than they bar
gained to receive, Thus we see that the money now in us¢
in our country (and this is as true of other countries) is very
far from perfect as a standard for deferred payments. Al
persons whose incomes have not risen by from 20 to 30 pe:
cent. above the pre-war level are poorer. Prices have fallen ir
recent years, and most people who bought houses between
say, 1917 and 1925, will be losers. It has been suggested
therefore, that contracts extending over time might be recti
fied by reference to an official tabular standard of value com
posed of index numbers of the kind we have illustrated, pro
vided parties agreed to ttus course when making the contracts
This, though not ensuring perfect justice, would enable :
much closer approximation thereto than is now possible
It seems doubtful, however, whether such a device woulc
meet the needs of commerce. Some wages, however, haw(
been, made to vary with the index number.

How then is the value of money determined? The pre
vailing opinion of economists from the time of Ricardc
onwards has been that the value of money, other thing
remaining the same, depends upon its quantity, Increast
the quantity of money, and prices (that is, the general pur
chasing power or value in exchange of money) will tend tc
rise. Diminish the quantity of money, and prices will tenc
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to fall, though other influences may, of course, to the extent
of their power, accelerate or retard the rise or the fall. This
theory has been arrived at in various ways. Some have
chosen an inductive method ; have noted rises and falls of
price, investigated their possible causes, and found that the
hypothesis, which best explains those changes in the level
of prices, is change in the quantity of money. Others have
adopted various deductive or analytic methods. We propose
to follow the latter plan.

Let us regard money as a commodity. A man who sells
goods, buys money. He buys it because of its utility to him,
that utility consisting of its purchasing power. But we know
from experience that, other things remaining constant, the
utility of any commodity diminishes with every increase in
its quantity. Thus, the larger the total stock of money the
less will be the value of each unit ; and the value of the whole
supply will tend to equal the value of the least needed unit.
Thus any increase in the quantity of those things which can
be used as purchasing power, or as stores of value, will
diminish the value of the money, or, what is the same thing,
cause prices to rise. Thus, other things being equal, the
level of prices tends to vary directly with the quantity of
money in circulation ; and the value of money tends to vary
inversely with that quantity.

If this theory be correct, we ought to find that, whenever
the supply of money has increased rapidly (so that the other
economic circumstances may fairly be considered to have
remained constant) prices have risen. Well, America was
discovered at the end of the fifteenth century, the silver
mines began to be exploited early in the sixteenth. Now
the average price of a quarter of wheat varied very little
from 1260 to 1500, being about 5s. 103d. to 5s. 113d.; from
1540-1582 it was 13s. 10}d, and we know that this was not
because wheat was scarcer or the labour producing it more
inefficient.

Similarly the discovery of gold in 1849 led to the changes
in the level of prices as shown on next page.
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Year. Index No. Year. Index No. Year. Index. No

1849 74 1853 95 1857 105
1850 77 1854 102 1858 91
1851 75 1855 101 1859 94
1852 78 1856 101 1860 99

There were other causes of variation, but it is difficult t
believe that the whole change in the level of prices which i
discernible can have no connection with the great increas
in the production of gold consequent upon the gold discoverie
in California (1848) and Australia (1850-51). Similarly, whe:
notes, not convertible into gold, have been issued in very larg
quantities, prices have risen in spite of the fact that the note
were secured against property. We have seen that th
mint price of gold, which, in sovereigns, should be £3 17s, 10}d
rose in 1814 to £5 4s. 0d., and the prices of all other com
modities rose, probably more than in proportion. This wa:
on account of the fact that in 1797 the Bank of England hac
been forbidden by Act of Parliament to exchange its note
for gold. The restriction was at first imposed to prevent :
crisis. The Government had borrowed heavily from the
Bank of England, and the Bank’s stock of gold was very low
The fear of invasion, with a rumour that invasion of th¢
North East Coast had actually taken place, led to a run or
certain country banks, and these banks applied to the Bank o
England for assistance. But the Bank, having a very smal
stock of gold, could not lend notes if those notes were con
vertible, inasmuch as a proportion of them would certainly
have been presented to the Bank for payment in gold, and it
reserve therefore further diminished. The Bank was, there
fore, relieved of the obligation to give gold for its notes. I
could, thus, lend freely in notes, and the knowledge of thi:
served to put an end to the crisis. The notes remainec
inconvertible until 1819, when they were again made payabl
in gold. The only check on the amount of notes issued by the
Bank during the period of restriction was, therefore, the
possession of property to the value of the notes issued. Thi
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enabled the Bank to issue notes in large quantities with the
results described above. An even more striking case is pro-
vided by the issue of “assignats” by the French Republican
Government. These were inconvertible notes purporting to
represent assignments of land. Over 45,000 millions of
francs worth were issued in lLittle more than a year, and, of
these, some 36,000 millions worth were put in circulation ;
with the result that finally a hundred franc note was equal
in purchasing power to about 3d. in coin. We see, therefore,
that notes will depreciate, even if they are secured on
property, unless the effect of that security isto keep the
guantity of notes within bounds. In the Statistical Journal,
for July, 1920, we read that * during the War the gold
production of the British Empire was commandeered by the
Bank of England at 77s, 9d. per standard oz., the Mint price
being 77s. 103d. This restriction was removed on 12th
September, 1919, and gold was sold to the best bidder and
re-exported when necessary, subject to a Government hcence.
The average daily quotation for pure gold from 12th September
to 31st December, 1919, was 101s. 113d.”

In short, Treasury notes immediately depreciated, and we
had for some time a depreciated currency. This was one cause
of the great post-war rise of prices, and 1t is common to nearly
all countries of the world. Of course, the currency of France
depreciated more than ours, that of Germany depreciated
many times as much, and the depreciation of the Russian
currency approached the immeasurable. The chief factor in
the depreciation has been the multiplication of notes.

Treasury notes, now replaced by Bank of England notes,
constituted a huge addition to our currency. The notes now
in circulation exceed by many times those circulating before
1914. This constitutes a large addition to our * supply * of
" money,” and is one cause of present prices. Germany has
restored the value of her currency by introducing a * renten-
mark,” which was made the equivalent of many millions of
marks, ¢.c., by reducing the quantity of her money.

In the case of England, in spite of the return to the gold

10—(C 1325)
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standard for foreign operations, an ounce of gold still fetche
(October, 1930) over £4 4s. 11d. an ounce in Currency note
Thus, though we again had a gold standard and this ha
caused the pound sterling to be no longer at a discount, whe
we buy U.S. dollars, a note for one pound sterling will nc
yet buy its face value in gold. The fall in the price ¢
gold from over £5 an ounce to its 1930 price was an inde
of the extent to which the depreciation of our currency ha
been remedied. As we should expect, a fall in the numbe
of Bank notes in circulation also took place. The norm:
circulation in 1920 was over 300 mullions. In 1930 it wa
about 260 millions. The quantity of money in circulatio
was reduced, and general prices were lower. (See p. 132.)

Now let us suppose that money circulates with greate
rapidity. Let us suppose that every coin or note is exchange
twice as often as it formerly was, Then each coin is doin
twice the work that it did. The efficiency of the money ha
doubled. Thus, an increase in the efficiency of money 1
tantamount to an increase in its quantity. One piece wi
now serve the same purpose as two formerly did. Th
demand for money will fall off and the value of money wi
diminish, s.e., prices will rise, in proportion to its increase:
rapidity of circulation. If, as we have supposed to be th
case, the efficiency of money has been doubled, then price
will tend to be doubled, or alternatively,, the same level o
price will be maintained by half the former quantity of coin
The best illustrations of this proposition will be found when w
come to see how gold substitutes have, virtually, increased th
efficiency of the gold supply, and kept up prices at a fa
higher level than would have been possible had they not com
into use.

It is necessary to note that we have said that the level o
prices (or the value of money) is determined by the quantit;
of money available, other things remaining constant. Bu
the * other things ” do not remain constant, We have alread;
noted one thing which does not, viz., the rapidity with whic]
money circulates. Let us proceed to notice other things.
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If, by any means, the number of bartering transactions is
increased, then, obviously, demand for the actual money
material will be less than it otherwise would be; and,
consequently, the value of money will be lower, 4.e., the level
of prices will be higher than it otherwise would be. Thus an
increase in the number of bartering transactions tends to
raise prices, or what is the same thing, tends to prevent them
from falling. A diminution in the amount of bartering or an
increase in the number of exchanges for the actual money
material will, on the contrary, tend to cause prices to fall or
prevent them from rising.

Again, suppose the amount of business to be done increases
faster than the amount of money with which to do it, the
effect will be, of course, to increase the demand for money
material, to raise the value of money, and cause the general
level of prices to fall. A great increase in the productivity
of the world therefore, whether caused by improvements in
agriculture, manufacture or transport, the methods of
dealing, or the opening up of new countries will, unless
accompanied by a corresponding increase in the quantity
of the medium of exchange, tend to cause a fall of prices.
This enables us to understand the meaning of the term
inflation. Wherever the quantity of money is increased out
of proportion to the quantity of purchasable goods, there is
snflation. Almost every European country has dehiberately
inflated its currency at some period since 1914. Russia and
Germany were notorious cases.

There are at least two other forces which affect the level of
prices. One is the use of the money material in industry.
Gold, for instance, is used for many things besides coinage.
The lower the value of gold, the greater the number of uses
to which it can be put. If the value of gold were no greater
than that of gun-metal, gold would be preferred to gun-metal
for watch cases, and gold stopping would be used in dentistry
where other materials are now made to serve. Thus, as prices
rise, gold tends to be taken more and more into industrial
uses. As prices fall it tends to go out of those uses. But to
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use gold in the arts is to increase the demand for gold, thi
will tend to raise the value of gold, and depress, or check th
rise of, prices. Similarly as prices fall gold will tend to g
out of industrial uses, the quantity available for use as mone;
will be increased, and the fall of prices will be checked, Th
use of the money material for purposes other than mone:
thus operates to check both rises and falls of price, and t
keep prices steadier than they otherwise would be. Or, w
may put it in this way: an increased demand for the use o
the money material for other purposes than money tend
to increase the value of money or to cause a fall of prices: .
diminution in such uses, by diminishing the demand, lower
the value of money or causes a rise in prices.

There is, next, the influence of the expenses of producin,
the money material upon the level of prices. These expense
are calculated, of course, in terms of the money materia
itself, If general prices rise, therefore, it means that more o
the gold which the mine yields will have to be paid away i
working expenses. A mine which, before the rise took place
was only just earning minimum profits, would, on the ris
taking place, cease to earn such profits. A rise in genera
prices, therefore, will always tend to send the ‘‘ marginal’
mines out of operation, and thus diminish the output of gold
The general rise of prices before gold could be sold in the ope:
market gave rise to strong protests by the South Africar
gold mining companies, who were seriously concerned as t¢
the possibility of continuing to work. See p. 187. A fal
of prices, on the other hand, inasmuch as it means an increas
in the value of gold, will tend to increase the output of gold
by rendering it profitable to work the poorer mines. Thus
like the use of the money material in industry, the expense
of producing the money matenal act as a steadying force
Rises of price do not go so far as they otherwise would becaus:
they tend to diminish the supply of gold. Falls of prict
do not go so far as they otherwise would did they not stimu
late new supplies of gold. The expenses of producing the
money material therefore act only by affecting the supply
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and thus by increasing or diminishing the quantity of money.,
There is a tendency, of course, for the value of gold always
to equal the marginal expenses of producing gold. A rise
in the expenses of producing gold, caused, let us say, by the
working out of the * easier *’ places, would be followed by a
diminution of the output ; and the marginal mine left working
would be that the yield of which was just sufficient to
cover the expenses of producing after the rise had taken place,
including the normal minimum * profits ** of the entrepreneurs
working the mine. But it is not the expense of producing
the gold which determines the value of the money, it is the
value of the money, or the general level of prices which
determines which mines shall be worked. In other words, the
ordinary law of value applies to the value of gold or other
money materials. Of course, if by inventions or better
organisation the expenses of mining at any given level of
prices are diminished, then hitherto unprofitable ore could be
worked, the gold output would be increased, and the tendency
of prices would be torise, But, owing to the great durability
of gold, the influence even of any considerable improvements
in the methods of producing gold would have a comparatively
small influence on the total supply, and therefore on its value
per unit. A considerable gold discovery, on the other hand,
will have a considerable effect on prices so long as gold remains
the standard money material. The rise of prices during the
first decade of the twentieth century was, in part, caused by
the increased output of gold in South Africa and elsewhere,
most of which was not due to more economical methods of
working gold, but to the opening up of sources of supply
hitherto unknown.

Broadly speaking, what we have propounded here is the
** quantity theory " of money, which explains rises and falls
in price, changes in the value of money, by changes in its
quantity and “ efficiency.” But, as we have seen, these are
not the only influences at work. There are others, and these
have very great importance. .

There is one final question which must be dealt with:
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viz., what constitutes the money, the quantity of which, othe;
things being equal, will determine the general level of prices .
This brings us to a consideration of Banking and the Credi
System,

The Credit System and Banking,

In most civilised countries, gold, though the standar
metal in terms of which prices are quoted, and contracts fo
payment made, is no longer the ordinary medium of exchange
This is perhaps truer of our own country than of any other
The real medium of exchange in all wholesale trade, anc
increasingly in retail trade, consists of cheques, which, it i
true, are orders for the payment of gold or Treasury notes
and, it is equally true, are very seldom exchanged. Th
annual value of the cheques which are cancelled out agains
one another in the London Bankers’ Clearing House wa
£37,559,751,000 in 1935, and this by no means includes al
the cheques used as currency. If goods are sold for paper
and bought with paper, and paper obligations are then merel
cancelled, obviously goods are, in effect, being bartered. Th
use of coin is being economised, and we may consider thi
either as tantamount to a great increase in the efficiency ¢
the standard money, or as a tremendous increase in th
quantity of money used as medium of exchange. In orde
clearly to understand this we must make a brief examinatio;
of the English Banking system.

The centre of that system, though, judged by the volum
of the business done, it is no longer the largest English bank
is the Bank of England, founded through the instrumentalit-
of William Paterson in 1694. Its present constitution i
governed by the provisions of the Bank Charter Act, 1844
which is usually associated with the name of the then Prim
Minister, Sir Robert Peel. Bank failures and banking crise
had been somewhat frequent before the passing of that Act
This was held to be due to the lack of security that the note
issued by banks should be convertible into gold on demand
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It must be remembered that, up to 1833, no joint-stock bank
could issue notes within a radius of sixty-five miles from
London except the Bank of England, and it had been believed
that the Bank of England had a monopoly of joint-stock
banking within that radius, Thus the Bank notes in existence
were either those of the Bank of England or of country
banks, and many of the country banks were small private
firms.

In order that all notes should, without question, be imme-
diately met by a payment in gold, and thus, as was thought,
the stability of banks ensured and banking crises avoided,
the following provisions were made in the Bank Charter
Act 1844: The issue of notes was entirely separated from
all the other business of the Bank of England, the Bank being
divided into the Issue Department, which was to be con-
cerned solely with the issue of notes, and the Banking
Department in which the ordinary banking business of the
Bank was to be conducted. In the Banking Department the
Governor and Directors of the Bank were to have an entirely
free hand, In the Issue Department their duties and lia-
bilities were strictly defined by the Act, and their actions were
to be purely ministerial ; that is to say, in the Issue Depart-
ment they were to carry out the provisions of the Act without
discretionary power of any kind.

It had been noticed that, in the severest crises, the circula-
tion of Bank of England notes had never fallen below
£16,000,000. Notes to this amount never having been pre-
sented for payment, it was unnecessary to provide gold to
meet them, A margin of £2,000,000 was allowed and it was
provided that the Bank might issue notes to the value of
£14,000,000 against securities other than coin or bullion. The
chief security was, and is, a book debt of £11,015,000, which
is owed by the British Government to the Bank. For every
note issued, above the fourteen millions, the Bank must deposit
actual metal to the face value of the note. Thus, before the
Bank can issue a five pound note in excess of the statutory
limit, it must deposit in its vaults either five sovereigns or
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616-37 grains of standard gold.! Banks which 1ssued note
before the passing of the Bank Charter Act were to be allowe:
to continue to issue them up to the average amount of thei
issue during the three months next before the passing of th
Act. But it was provided that, should any such Bank ceas
to issue notes, the Bank of England should be allowed to issue
against securities and without deposit of gold, notes up t
two-thirds the amount of the lapsed issue of such countn
banks. The Bank of England now has a monopoly of not
issue in England and Wales. The total amount of note
issued by the Bank of England against securities other thai
the deposit of gold, that is, the fiduciary issue, is nov
£260,000,000. Against every other note the bank has gol
actually in its coffers.

It was further provided that the Bank of England shoulk
issue a weekly balance sheet. This account is made up t
Wednesday evening of each week. It usually appears in th
London evening papers of Thursday, and in the mornin
papers of Friday. The following is an example ;

Bank of England

An account pursuant to the Act 7 and 8 Vict. c. 32, fo
the week ending on Wednesday, the 10th of September, 1930

IssuE DEPARTMENT

£

Notes 1ssued— £ Government Debt . 11,015,10
In circulation . 361,326,291 | Other Government

In Banking De- Secunties . . 232,895,11

partment . . 54,219,531 | Other Secunties . 11,62853

Silver Comn . . 4,461,24

Amount of Fiduciary ————

Issue . . . 260,000,001

Gold com and bullion 155,545,82'

£415,545,822 £415,545,82

1 Under the Act it may deposit one quarter of the metaf requirec
in silver; but, as in normal times it must pay out gold if required u
exchange for its notes, 1n practice silver 13 not deposited.
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BANKING DEPARTMENT

£
Capital . . . 14,653,000 | Government Secur-
Rest . . . 3,697,795 ties . . 45,911,247
Public deposits . 9,013,456 | Other Securities—
Other deposits— Discounts and
Bankers . . 67,166,323 Advances . . 5,769,699
Other accounts . 34,136,908 Securities . . 21,641,382
Seven-day and other Notes . . . 54,219,531
Bills . . . 2,306 | Gold and Silver Coin 1,027,929
£128,569,788 £128,569,7881
Lo ]

Here we see that, as against a total issue of £415,545,822 in
notes, the Bank held securities to the extent of £260,000,000,
the rest being covered by actual deposit of gold coin or bullion.
But a glance at the Banking Department balance sheet will
show that notes to the value of £54,219,531 were held by the
Bank itself in that Department. The gold held against these
notes is, therefore, a part of the gold reserve which the Bank
keeps in order to meet any unforeseen demand. As a rule,
applications to the Bank for money would take the form of a
demand for notes. The Bank, therefore, keeps in the Banking
Department a sufficient quantity of coin for the daily demands
of business, but keeps the rest of its reserve in notes, the gold
covering these notes being deposited in the Issue Department.
The amount of the Bank Reserve is, therefore, always to be
ascertained by adding together the value of the Notes and
of the coin held in the Banking Department. But the actual
reserve of gold is that gold in the Issue Department which
covers the notes held in the Banking Department, together
with the gold and silver coin in that department. Thus, if
we imagine a “ run® on the Bank to take place, and the
creditors of the Bank to demand payment in gold, as the

1 The Bank of England has now taken over the issue of £1 and 10s.
notes, the Government no longer issuing Treasury Notes. As a result
of thus, the figures of the Bank Balance Sheet have now enormously
Increased, and the fiduciary issue (1 e. the bank notes which may be
1ssued wathout deposit of gold con or bullion) stands at £260,000,000.
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till-money became exhausted the Banking Department coulc
obtain in gold from the Issue Department £54,219,531 for th
notes which it held at the date of the return we have quoted
but it could obtain no more. £101,326,291 in gold woulc
still remain in the Issue Department and could not be obtainec
except in exchange for the notes in circulation. The note:
in circulation, therefore, are absolutely safeguarded. They
are not only as good as gold. In a sense they are gold. Any
one having a five pound note in his pocket can be certain that
unless the circulation of notes goes far below what it ever ha:
been known to do in the worst crisis, there is gold in the vault:
of the Bank representing the face value of his note, The
reader must clearly distingush between the gold reserv
and the whole of the gold in the Issue Department. The latte
is always larger than the former, the gold reserve consisting
we may repeat, only of (a) the gold coin held in the Banking
Department and (b) the gold in the Issue Department to the
amount of the notes held in the Banking Department.

It will be seen, therefore, that English bank notes were
by the Bank Act, 1844, rendered as safe as anything in thi
world could be. Yet as a preventive of banking crises Peel’:
Act was a complete failure. A severe crisis occurred withir
three years after the passing of the Act, and the Bank Ac
itself had to be suspended in 1847 in order that the crisit
might be relieved; and this occurred again in 1857 and ir
1866. Since then the Bank Act has not been suspended
but there was a severe crisis in 1878, and another threatenec
to occur in 1890.

The reason for all this is simple, There are, as we have seen
other ways by which banks can give credit besides the issue
of bank notes, Peel made it impossible for a bank unduly
to extend credit in the form of notes ; but he made no pro
vision at all to restrain, by law, the creation of other form:
of credit. And, at the very date of the Bank Act, and in
creasingly as time went on, the bank note was becoming les:
and less important, relatively, whilst cheques were rapidly
becoming overwhelmingly the currency of the country. For
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as soon as the Banking Law of the country was put on a proper
footing, joint-stock banks were rapidly organised, and from
these the present great English Banking Companies have been
evolved. These banks are, and were from the beginning not
Banks of Issue, but Banks of Deposit ; 4.c., they did not issue
notes, but took the deposits of customers, contracting to pay
those customers on demand, in gold, and made their profits
by lending as large a proportion of the deposits as they
thought safe, Such lendings take the form of allowing the
borrowers to draw cheques on the banks up to the amount of
the loan, or the discounting of bills, or actual investment in
stocks, shares, or other securities. Banks, of course, do not
lend all their capital and deposits, but the more they can lend
with safety, the higher their profits, They lend then as much
as they think prudent; they keep the amount of till-money
which they know by experience their daily business demands ;
they place the rest, which they call their reserve, for safe
keeping with other institutions, The country bank keeps
its *“reserve” with its London agent.! The bank-branch
keeps its reserve at its head office. And these London agents
and head offices of the great banks (being, of course, identical)
use these reserves as fhesr deposits, and keep what they do
not use at the Bank of England. The Bank of England
therefore becomes the depository of the unused funds of all
the great banks, But the Bank of England itself does an
important banking business and uses the ‘* reserves *” which
are deposited with it, just as an ordinary bank does. It lends
as much as it thinks prudent, and keeps the rest in actual gold
as its own reserve. Thus, the only gold reserve in the country
is that at the Bank of England. It is the only basis, other
than confidence, of the whole superstructure of credit by
which the business of the country is carried on. In fact, it
is truer to say that the solid basis is not the gold, but the
confidence. For, were confidence destroyed, the actual golfi
reserve would probably prove very insufficient ; in fact, if

1 Country banks are now practically non-existent. They have been
amalgamated with the great London Jownt Stock Banks.
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confidence were completely destroyed, it would be ludicrousl
insufficient.

We can now understand both why the Bank Charter Act
1844, failed to prevent crises, and why, when banking crise
occurred in 1847, 1857, and 1866 the Bank Act had to b
suspended.

The Bank Charter Act did nothing to prevent banks ¢
deposit lending an undue proportion of their deposits, o
locking up an undue proportion of these deposits in secuntie
which could not be immediately realised. Now banks under
take to repay their depositors either immediately, or a
a very short notice. It is not sufficient, therefore, for then
to be witimately solvent. They must keep their resource
in such a form that demands for money can be met at once
A comparatively small amount of till-money is usually sufficien
for this purpose. If any unforeseen event occurred to destro;
confidence in them, their till money would be insufficient t:
meet the demands of the depositors for cash. In such cir
cumstances, branches apply for help to their head offices
country banks to their London agents. But these, in turn
have used their deposits freely, and can turn for help onl
to the organisation with which they have deposited thei
reserves ; and the only organisation which keeps a large gols
reserve 1s the Bank of England. When the crises we hav
mentioned occurred the Bank itself had lent freely, and it
reserve was very low. Yet unless it could lend to thos
banks which needed loans, suspension of payment all roun
would result. The only device, therefore, which could sav
the situation was to suspend the Bank Act, and allow th
Bank to issue notes without deposit of gold.2 For, in a tim
of crisis, debtors will always take Bank of England notes
which is merely to say that no one believes that the Banl
of England would be allowed to suspend payment. More
over, the bank notes being legal tender, people are quit

1 The till-money must consist entirely of Bank of England note
except for a lhittle small change.

? In early August, 1914, the banks were closed altogether for severa
days, and have been forbidden to pay out gold ever since.
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right in supposing that the notes are money which every-
one will take, The Bank Act, therefore, being suspended the
Bank could lend freely, and the knowledge of this was, in each
case, quite sufficient to restore confidence and relieve the crisis,
For the last generation, we may note, there has been no very
serious banking crisis, for the Bank of England has conducted
its business with great prudence ; the great joint-stock banks
have followed suit ; and, when a crisis has been threatened
through the suspension, or the threatened suspension, of a
particular business, the banks have co-operated to prevent
the panic which would have ensued had they not guaranteed
the ultimate solvency of threatened institutions, as in the case
of Baring’s in 1890.

The expansion of the uncovered note issue was not required
between 1873 and 1931; but in the crisis of August, 1931,
the fiduciary note issue was expanded by £15,000,000; and
this expansion remained operative until March, 1933. In the
case of the Imperial Bank of Germany, provision was made for
an “automatic suspension”; for that Bank could, by law,
increase its circulation of uncovered notes on payment of a
tax, That Bank was, therefore, discouraged from increasing
such an issue unless there was real danger, whilst there was no
necessity to go through what looked to be the foolish process
of suspending, as it is called, an Act, the very purpose of
which was to prevent a crisis. It is plain, therefore, that
all the Bank Act has done is to secure the convertibility of
the Bank of England note ; but it has done nothing to make
the English banking system sound. That it is sound is
due to the prudence of English bankers, which prudence,
however, is probably the outcome of the bitter lessons of
experience.

We see, further, that though the real medium of exchange in
our country, and, probably, though to a smaller extent, in other
civilised countries, consists not of gold but of orders to pay
gold, in other words, of credit instruments, and that, therefore,
the quantity of money in circulation includes not only coin,
but cheques, bills and notes, yet the quantity of such
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instruments in circulation is limited by the supply of gold.
Bank notes are, to all intents and purposes, gold, since
the quantity which can be issued in excess of £260,000,000
is rigidly limited by the amount of gold in possession of the
Bank of England. But the quantity of cheques and so
forth in circulation is limited by the available supply of
money material, too. It is true that the vast majonty of
such cheques are never presented for payment in gold.
We have already explained how A pays his debts to B,
by ordering a banker to pay money standing to his (A’s)
credit at a bank to B. B pays this order in to his banker.
If B’s banker is also A’s banker, then a mere transfer in
the bank books accomplishes the transaction. If not the
cheque is, as a rule, cleared. Bank X (A’s bank) has now
a claim upon bank Y for, say, £100. But it is highly pro-
bable that bank Y has a claim of a similar kind upon bank
X. The representatives of the two banks meet at the
Bankers’ Clearing House. Bank X's clerk has all the cheques
drawn on Bank Y which have been paid into Bank X.
Bank Y’s clerk has all the cheques, drawn on Bank X,
which have been paid into Bank Y. Let us suppose Bank
X’s claims against Bank Y amount to £10,000, and that
Bank Y’s claims against Bank X amount to £9,000. Then
obviously the balance will be struck if Bank Y pays to Bank
X £1,000, and the other obligations are all cancelled. The
payment of such a balance is made by means of a cheque
drawn upon the Bank of England, and this merely means
that the balance of the one bank in the books of the Bank
of England is reduced, and that of the other is increased
by £1,000. Thus, if all cheques were cleared no gold or
notes would be used at all. But all cheques are not cleared.
For the payment of wages, and for the purposes of retail
trade a certamn number of cheques are sure to be presented for
payment in actual coin. Thus, banks cannot safely conduct
their business without what we have called the till-money.
And anything which tends to increase the number of cheques
drawn tends to increase the number of cheques presented
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for payment in gold. Now for a bank to advance money
or give credit in any form is to enable someone to draw
cheques who would not otherwise be able to do so. Thus the
number of cheques for which gold will be demanded is
increased, and, if the amount of credit isincreased, the banks
will have to increase the amount of gold or notes at thewr
disposal. But this means that the gold reserve of the Bank
of England would have to be drawn upon. The banks will
be loth to do this, for it is the only reserve for emergencies,
and, in practice, they reduce their loans by increasing the price
of such loans, that is by raising the rate of interest. Thus the
quantity of cheques in circulation cannot be indefinitely
increased, but is limited by the stock of gold and notes avail-
able as the basis of credit. If notes were immediately con-
vertible into gold at ordinary banks then the real limit would
again be fixed by the stock of gold. It must be remembered,
too, that a reserve of gold is kept against the large issue of
one-pound and ten-shilling notes. The return to the gold
standard (though not to a gold currency) was the step taken
in 1925 towards the re-establishment of the state of things
in which the supply of credit will again be ultimately limited
by the supply of gold. The quantity of money, which, other
things being equal, controls the level of prices, does therefore
consist of credit instruments, but the quantity of credit
instruments is limited by the available gold supply which,
indirectly, therefore, controls the level of prices.

It must further be remembered that the level of price is
not an affair local to any one state. Prices in other countries
affect prices here, prices here affect prices elsewhere; and,
if we make allowance for cost of transit and insurance, import
duties, and like obstacles to the freedom of commerce, there
will be found to be a tendency for the prices of all goods, for
which there is an extended market (sometimes comprising
almost the whole civilised world), to find a level, If, for
instance, after allowing for charges, the principal of which
are mentioned above, prices are lower in England than in the
United States, England will be a good country to buy in, a
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bad country to sell to. America will be a good country tc
sell to, a bad country to buy from. Goods, therefore, wil
tend to go to America and money to flow into England. Ow
exports of goods will increase, our imports of goods diminish
whilst the opposite will occur in each case with respect to the
United States. Thus the quantity of money will increas
here and diminush there ; prices here will r1se, and prices there
will fall. Such a process is in constant operation not merely
between two countries, but as between all trading countries
and its tendency to equalise prices over the whole area o
trade will easily be understood. We shall again refer t¢
this matter in connection with the subject of foreign trade
It is here mentioned to show that, except in quite isolatec
countries, it is not the quantity of money in use within any
given state which, other things remaining constant, deter
mines the level of prices, but the quantity of money in use
over the whole area of exchange. In spite of the necessary
interference with trade by law and regulation these causes
have nevertheless operated. Butter would be cheaper in
England if Denmark, for instance, could not get high
prices in other European countries. The rise of prices since
the War has been general in the civilised world, though
its degree has varied with the monetary circumstauces of
particular countries.

The Foreign Exchanges.

The device of bills of exchange as a method of settling
accounts between debtors in one country and creditors ir
another is a very old one, The principle of the foreigr
exchanges is comparatively simple, and may be set out ir
tabular form.

Country I. Country II

A sells goods value £100 —>» to M
from N

B buys < goods value £100
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All four parties are satisfied thus:
A draws a bill on M

and sells it for £100to B, M pays the bill to N
> + B
(%] Q
2|3 2 |
B buys the bill from A N receives the bill and
and remits it to N. ———> presents it to M for
bill payment,

Thus a single document can be used to settle the two pur-
chases and sales, that document need only cross the frontier
once, and no gold or silver need be used at all. Ineffect, the
whole transaction may be summed up by saying that B, who
owes money to N, pays A; and M, who owes money to A,
pays N, and, so long as A and N, the sellers of goods, are
paid, it is a matter of indifference to them by whom they
are paid. In practice, however, A does not sell directly to B,
He, having a document payable in Country II, would have to
go round and find a merchant wanting such a document
for remittance to Country II, and this would be troublesome,
So intermediaries, bill brokers or foreign bankers, spring up
who make a special business of buying bills from those who
have them to sell (that is discounting bills) and selling the bills
they have discounted to those who wish to buy them for use
as remittances, Thus, in our simple example, A would
discount the bill which he had drawn with a bill broker X,
B would buy the bill for remittance from X and send it to N,
N would either present it, when due, himself or would sell it
to an intermediary, Y, who would present it to M when due.
Some such bills are bills due sometime, e.g., forty days, or
three months, after date ; some are bills payable at sight (or
are cheques, which are only a species of the genus bill). More-
over, such a bill when drawn may be used as currency. N
may use it to pay a debt to P, P may pay Q with it, and so
forth. There may be any humber of intermediaries who use

11={C 1333)
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the bill as a medium of exchange. Bills drawn upon good
London houses are, in fact, a kind of international currency.
A New York merchant buying goods from Buenos Ayres
will often pay by a bill drawn upon a London house. Again,
we must note that, in our illustration, A need not necessarily
draw a bill for the whole £100. The same results will ensue
if he draws a bill for £90, and M sends him a remittance value
£10. So Binstead of remitting £100, may remit £90 and allow
N to draw for £10. There will be for the exports sold by
merchants in Country I both bills drawn and remittances
received, and similarly in Country II. But the practice will
be for exporters in some countries predominantly to draw
bills, for exporters in other countries predominantly to receive
remittances. In the case of England about ninety per cent.
of our exports are remitted for by the foreign debtor, and about
ten per cent. are drawn for by our exporters. In other words,
if N receives a remittance for £90 and draws on B for £10 he
may be taken to personify the British exporter.

But the transactions in our simple illustration relate ta
two different countries. If Country I is America, and Country
II is England, and we suppose the American seller A sells to
the English buyer M, quoting an English price, and is autho-
rised to draw a bill upon M for £100 for payment, he will
require to sell that bill in his own country, not for English
money, but for American. The rate at which he can sell the
bill for £100 for American money in New York will be the rate
of exchange upon London in New York. So if N draws a bill
for 486 dollars on B in part payment of the debt owing to
him, the rate at which he can sell that bill in London for
English money will be the rate of exchange in London upon
New York. This rate will depend, in the first place, upon the
metallic value of the respective standard comns of the two
countries. Now the weight of standard gold in a sovereign is
the same as that which would be contained in 4-86} dollars.
This is said to be the Mint Par of exchange between English
and American money. The Mint Par, therefore, is deter-
mined exclusively by the lezal weight and fineness of the
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respective standard coins of the two countries. It merely
means that 100 sovereigns, if of legal weight, would balance
486} gold dollars of precise legal weight, if both were put in
the scales.

If we turn to the money page of a daily paper, however,
we shall very seldom find that the rate of exchange in New
York for a cheque payable at sight is 4-86} dollars for a pound
sterling. We may, indeed, find it to be 4-83 dollars, or 4-88
dollars, or some other figure. Why is this? It is because
the market price of bills, like that of other commodities,
depends upon the quantity available in relation to the
demand. If the supply in London of bills or cheques upon
American banks or financial houses is large relatively to the
demand, then the holders of such bills, in order to equate the
demand to the supply and sell their bills, must offer a larger
number of dollars for one pound than they have been doing.
If the price yesterday was 4-83, but to-day the supply of
such bills exceeds the demand for them at that price, then the
number of dollars offered for a pound will have to be increased,
and the exchange may rise to 4-84 or 4-85, or higher, until
the point of temporary equilibrium between demand and
supply is reached. If, however, starting from the same price,
it is found that the demand at that price exceeds the supply
then the number of dollars offered for £1 will diminish, a
higher price in pounds will have to be given for dollars and the
exchange will “ fall” to $4-82, $481, $4-77, or some other
price which will equate demand to supply.}, The rate of
exchange, therefore, fluctuates in accordance with the rela-
tion of the demand for bills to the supply of them. How
great can these fluctuations be? Let us suppose that the
cost of transmitting gold from New York to London or from

1 The reader must be careful to grasp that a fall in the New York
exchange, say, from 4:86 to 483 means that documents entiting
folks to dollars are becoming dearer to an Englhish buyer, whilst a nse
from 4:83 to 4-86 means that dollars are becomung cheaper. A person,
m London, buying hills in order to sell them agan must, therefore,
* buy lugh * and * sell low.” Qbviously if he can buy dollars at the
rate of 4-86 for £1, and sell them at the rate of 4-83 for 1 he hasa
margin of profit.



156 GUIDE TO ECONOMICS

London to New York is 10 cents. Let us further suppose
that the exchange in dollars for £1 sterling is rising. Obvi-
ously the rise in the rate of exchange is adverse to the American
who has to remit money to England. The remittance he
requires is becoming dearer and dearer. If the rate rises
to 4-96 1t will now pay hum as well to send actual gold as to
buy a bill. At this point, therefore, gold will tend to flow
out of America into England In other words, the outgoing
specie or gold point for New York and the incoming specie
point for England has been reached. Conversely, if the
exchange is falling, the Englsh buyer of a cheque on an
American bank finds the document becoming dearer and
dearer. £1 which would formerly purchase, say, 4-85 dollars,
at last purchases only 4-76. At this moment it will pay him
as well to send gold as to buy a cheque. Gold, therefore, at
this point will tend to flow out of England into America.l
The outgoing gold, or specie point for England (which 1s the
incoming gold, or specie point for America) has been reached.
So long, therefore, as the currency of the countries remains
undepreciated the rate of exchange can differ from the Mint
Par of exchange only by the cost of transmitting metal. The
exchanges cannot rise above incoming specie point or fall
below outgoing specie point. And these points are not
fixed, but depend upon the cost of transmitting coin or
bullion.

If the currency of either country is depreciated, then the
foreign exchanges will not fluctuate in the manner described
about the Mint Par of exchange, but may vary indefinitely
from it. This may be amply illustrated to-day by a glance
at the financial columns of any newspaper. Since the War
there have practically been no specie points. Currencies
have been so depreciated that in some cases they have been
unsaleable. In other cases the range of the exchanges has
been very great. But a gold standard in foreign exchange

1 The actual export of gold from England for this purpose 1s rare,
principally because its price 1s now over £7 an ounce But this makes
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has been re-established. If the English comns themselves were
debased or hight then the exchanges would fluctuate about a
point below the Mint Par of exchange. Similarly, where a
country has an inconvertible paper currency which has been
issued to excess, or which is distrusted though not issued to
excess, the exchanges may go against that country to any
extent. The number of units of the depreciated currency
which might be required in exchange for £1 sterling is wathout
any definite limit. So, where the standard coin in one country
is gold and in another is silver, if the value of either in the
terms of the other varies, this wall be reflected in the rates of
exchange. Suppose, for instance, that at a given date £1 pur-
chased 10 rupees in silver ; then suppose the value of sitver in
terms of gold is halved, that is to say £1 will, after the fall in
the gold value of silver purchase twice as much silver as
before, then the number of rupees exchanged for £1 will
increase accordingly and the exchange will become something
Like £1 for 20 rupees. Something like this actually happened in
the exchange with India. Owing to the fall in the value of
silver, which took place after about 1873, the rupee, originally
worth, in British money, about 2s. 0}d., sank to Is. 2d., to the
great loss of those whose interest, prices, or salaries were paid
in rupees, whenever they had to remit to a gold-using country.
The inconvenience ultimately led to the adoption of a gold
standard in India.

What has been said about the rates of exchange, so far,
applies to what are called sight rates or short rates. Obvi-
ously if a document drawn in terms of the coinage of one
country is purchased in another, but is not payable, say, until
three months after the date of purchase, the ‘purchaser will
allow for the fact that he is giving ready money or, as we say,
is discounting the bill, in the price that he gives. Thus, if a
bill on New York due three months hence, is purchased for
English money something more than the number of dollars
required for a bill immediately payable will be required for
each {1 sterling of the price. Thus the English buyer in £1
will want for each £1, in addition to the sight rate, the discount
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on the bill, which, as the bill is payable in New York, will be
calculated at the American rate. This accounts for the fact
that the sight rate may be quoted, say, at 4-86, and on the
same day the long rate (say for three months) may be 4-98.
The long rate will probably include, besides interest, the cost
of a stamp, and, in some cases, a small allowance for risk.
Thus the long rate is based upon the sight rate, and though
important from the practical point of view, does not raise any
important matter of principle which need be referred to here,

There are two questions, however, which are of importance
from the point of view of the student of economic principles.
The first is the part played by the foreign exchanges in the
maintenance of equilibrium between the imports into and the
exports from a state. This subject will be best dealt with
when we come to the theory of foreign trade. The second,
which we may deal with at once is the relation between the
foreign exchanges, the gold reserve of the Bank of England,
and the money market.

It has already been explained above, that, although the
commercial currency of our country consists of cheques and
not of coin, yet the whole system of paying by cheque is based
upon the maintenance of a sufficient reserve of actual gold.
After all, every cheque is an order for payment in gold, and
the payee could insist on having gold if he demands 1it.
To-day it is an order for bank notes. But for purposes
of foreign trade we have now reached an effective gold
standard. It is of the greatest importance, therefore, that
gold shall be available in time of need. We have already
noted that each bank keeps only sufficient till-money for its
daily needs ; and that the only reserve of gold is that gold in
the Issue Department of the Bank of England which covers
the notes held by the Banking Department, together with the
coin in the Banking Department. Now England is the chief,
if not the only, free market for gold in the civilised world.}
That is to say, anyone who has money standing to his credit

! This shll remains relatively true. We hope it may soon be



MONEY 159

with a bank or other financial house in England can ask for
payment in gold and can export that gold, if he pleases,
under certain conditions. Thus, whoever wants gold comes
to England for it, and “ withdrawals of gold for abroad "
are one of the commonest events in the financial world.
Such a withdrawal, however, must reduce the stock of gold
in the Bank of England, and therefore diminish the only
reserve available for banking institutions in this country.
Gold goes out of England for all sorts of purposes ; one country
buys it in order to replenish its coinage; another in order
to have a basis for an issue of notes; it may be bought for
manufacturing purposes ; but, and this is the most important
cause of withdrawals, gold will begin to leave England whenever
bills upon London become so plentiful abroad that the rate of
exchange goes against us until the ouigoing specie point is
reached? Obviously if the supply of bills upon London in
foreign countries,is greater than the demand for them the
price of £1 sterling in terms of the foreign currency will fall.
If it falls to specie point the foreign creditor who holds a bill
upon London, instead of selling his bill for francs, dollars,
or marks, in his own country will cause the actual gold to be
remitted tohim. Thus, as the exchanges fall towards our out-
going specie point, it becomes incumbent on the Bank to
defend its stock of gold. This it does by raising its rate of
discount ; for, as the rate of discount in London rises, it
becomes more and more profitable to buy bills upon London
houses, the demand for such bills therefore increases, and the
rate of exchange begins to turn in our favour.?

1 This is true, of course, only in normal times and with a currency
which has not depreciated. See pages 155 and 156.

® When the rate at which foreign money 1s paid for (1 sterling
exceeds Mint par the exchange is said to be ** favourable.” When 1t 13
below Mint par it 13 said to be * unfavourable ** to this country. The
words * advantageous * and * disadvantageous,” * for ** and ** against™
are used 1n the same sense, Thus if Mint Par with France1s {1 = 124 22
francs, with Germany is £1 = 20 43 marks, with the United States 1
4'86 dollars, then favourable exchanges would be 124-30 fr., 20 47 mk.,
4 88 dollars; and 124 16 fr., 20:37 mk., 4 85 dollars would be unfavour-
able or against us. This termunology survives from the time when 1t
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If the process continues the exchanges will rise above Mint
Par and may mount to the incoming specie point., At any
rate there will no longer be any inducement to the foreign
creditor of our English firm to send for gold rather than
draw his bill and sell it in his own country ; and the danger
of withdrawal on account of the demand for English bills
being less than the supply will have been met. An unfavour-
able or low exchange, therefore, is usually accompanied or
followed by a high rate of discount in London. This means
that all those who borrow in London will have to pay com-
paratively high rates of interest, and this in turn means a
check of smaller or larger dimensions to business. The
money market, which consists of all those who hold the
loanable funds of the country, i.e., chiefly the great London
banks, together with those who want loans, or who wish to
get bills discounted, that is the great mass of merchants,
dealers on the stock exchange and other exchanges, bill
brokers, and the like, are interested in the rate of exchange
between England and the principal foreign countries. For
the rate of exchange is at once the index and, to some
extent, the consequence of the condition of the gold reserve,
and, therefore, of the * price of money.” For by the
price or value of money the City man means the rate at
which loans can be obtained. He is a buyer or a seller of
credit ; and the rate of interest is the price of the commodity
in which he deals.

We have now finished our survey of the machinery of ex-
change and may turn to the principles underlying the produc-
tion of goods.

was thought a good thing that our exports of goods should exceed our
mnports so that there would be a balance payable to our country 1o
com. In such a state of trade the demand for bills upon London to
be used as remuttances by foreign buyers would be greater than the
supply, and the exchange therefore high. The use of the words
** favourable,” * for,” and so on, to indicate exchanges above Mint
par, 1s justified to-day because such exchanges are favourable to
Enghsh buyers of hills, and because the gold reserve at such a time i3
likely to be increased rather than dnnimshfd. The argument is not
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CHAPTER IX
PRODUCTION

WE have now to consider the production of wealth, We have
already noticed that the requisites of production are three:
Land, or better, Nature; Labour, or better, the efforts of
mankind; and Capital. Now the volume of production will
depend upon how these agents are used, or, as it is commonly
put, upon the organisation of production. The organisation
of industry and commerce must, as we have pointed out,
be based upon exchange; the greater the facilities of all
kinds for the exchange of goods and services, the better the
possible organisation of production. But improvements in
the facilities for exchange are not always the cause of im-
provement in production. Improvements in production often
bring about improvements in the means of exchange. Each
in its turn is a cause, each an effect. Freedom to exchange,
however, is an essential to progress in production. To
improve manufacturing processes, or agricultural methods,
or the means of transport, whilst placing obstacles to freedom
of exchange is, at least from the purely economic standpoint,
transparent folly. For, from the purely economic standpoint,
the problem of production is how to get the maximum
amount of wealth with the relatively smallest expenditure
of human effort. No man, we may put it briefly, ought to
achieve any result except by the easiest possible means. This
does not mean that laziness is good ; it does not mean that
people should not work to the best of their powers. It
merely means that they should apply all their powers in the
best possible way. The economic ideal of production is not
a morally low one ; it is a high one ; for it is based upon an
abhorrence of waste, and especially waste of the most valuable
of all social assets, human effort and energy. The more
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easily things are produced the more leisure will humanity
have, at any given level of material well-being, for the develop-
ment of its social, aesthetic, moral, and spiritual sides so far
as these are not developed in process of its daily toil.

All the principles of production can be summed up into a
single sentence: Things ought to be produced by the people
and in the places best fitted for their production. This maxim
assumes the existence of free exchange. Thus it is necessary
for us at the outset to examine how the principle of free ex-
change affects productive power,

Let us consider a single example. Let us suppose that A
is the head of a great engineering works which he manages
with supreme ability, that he is fond of digging in his
garden, and has great physical strength, so that he can do
the rough work of his garden better than the gardener himself.
Is he, because he can do the gardening work better than his
gardener, to insist upon doing it himself? Obviously not.
The most productive arrangement will be, not that he shall
dig because he can dig better than his gardener or his gar-
dener’s labourer, but that he shall do the work which he can
do still better than digging, work which, indeed, the gardener
could not possibly do. In other words, he will not necessarily
follow an occupation because he has an absolute advantage
in that occupation over another, but he will follow that trade
for which his relative advantage is greatest. If this is true of
two persons it remains true of any number.

A, B, C, D, E, F are citizens. A may be superior to all
others in every trade. He is actually a baker, but he would
have made a better smith than B, a better miller than C, a
better tailor than D and so forth ; but, if his superiority is
greatest as a baker then the most advantageous arrangement
for himself and for society will be that he shall pursue the
trade in which his superiority is relatively greatest. And so
for each member of the society. B may not only be a better
smith than C, but a better miller, too. If, however, he chooses
to be miller, then C must be smith, an occupation in which C
ia much inferior tn R, Thus each member of societv must.
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if production is to reach the maximum, follow the occu-
pation, not necessarily for which he is best fitted, but that in
which his relative advantage is greatest. For in this way
the total product of the efforts of society will be greatest, and
therefore the exchange value of each man’s product highest,
And it is this force, the fact that, under conditions of free
exchange, it will be to each person’s advantage to engage
in the occupation for which he is, relatively to all other
occupations, fittest, which renders free exchange the basis of
all efforts for maximising production, Under conditions of
free exchange goods will tend to be produced by the people
and in the places best fitted for their production. That is to
say, free exchange is the condition precedent to the best
possible division of labour.

Division of Labour.

Of modern writers Adam Smith was the first to point out
the advantape to production of division of labour. But one
form or another of division of labour has been present in all
societies at all times of which we have any account, Even
in the hunting and pastoral stages of society there existed
division of employments, as, for instance, between men and
women. As soon as the use of money is introduced town life
becomes possible, and the crafts begin to separate themselves
out with some definiteness. The next stage is the sub-division
of employments and of particular processes. This develop-
ment was well advanced by the beginnings of modern times ;
and specialisation is now carried to very great lengths indeed.
When processes are sub-divided the productiveness of any
given number of workers is multiplied, it may be, a thousand
fold and sometimes more. Adam Smith’s famous illustration,
derived from the making of pins, may still be taken as typical.
He pointed out that an untrained person, working by himself,
probably could not make one pin in a day, and certainly
could not make twenty. Pin-making, in his day, involved
eighteen different processes ; but so great was the advantage
of sub-division of the employment that ten men, each
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performing only one or two processes could produce some
48,000 pins in a day, that is to say, the production of each
worker might be considered to be 4,800 pins.

Three reasons why such an increase of productiveness results
were given by Adam Smuth. (1) Increase of dexterity;
(2) Saving of time lost in moving from one employment to
another ; (3) The fact that increase of dexterity leads to the
reduction of operations to a routine, and that routine opera-
tions are just those which can be carried out by machinery,
division of labour thus resulting in the invention of machinery.

Of these three reasons the last is by far the most important,
and its importance has been increased indefinitely by the
application of power to machinery. The productive advan-
tage of division of labour has, in many trades, been multiplied
a thousand times since Adam Smith wrote, simply because
power, water-power, steam-power, gas, or electrical-power,
has been applied to replace and save the mere muscular
efforts of humanity. And the processes, both of applying
mechanical devices to routine operations and of applying
either new sources of power or old sources in new ways, are
still in active operation. Illustrations abound. In fact they
are the commonplaces of general information. The typical
industrial machinery of to-day differs as much from that
of 1776 as modern battleships do from the fleets of Byng
and Hawke. Not until the spinning jenny was invented in
1764 could more threads than two be spun at the same time.
Now, in a single * mule "’ frame, there are often 1,100 or more
spindles, and a pair of these machines, working, of course,
at an almost infinitely greater speed than the old spinning
wheel, turns out some 1,700 1Ib. of middle weight yarn in a
week, Similarly, whist the old hand-loom weaver had
laboriously to throw his shuttle by hand, and, even after
the invention of the flying shuttle by Kay, was dependent
upon his own muscular power applied by a treadle, in the
modern power loom the shuttle is thrown some 200 to 400

times a minute, whilst a single weaver (man or woman) often
attende tn fanr lnnome  Tha tranenart indnctriee ton nravide
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supreme examples of the multiplication of the productive
power of mankind, The reader should amuse himself by
endeavouring to make an arithmetical comparison between the
productive capacity of labourers employed in pack-horse
transport and, say, those handling a standard goods train
of sixty vehicles. And modern grain milling, boot and
shoemaking, and, indeed, almost all modern industry,
including agriculture, provide first-rate examples both of sub-
division of processes and its inevitable modern corollary,
labour-saving machinery.

The fact, therefore, that division of labour and the use of
labour-saving machinery increases the output of wealth and
economises human effort is undoubted. Modern develop-
ments of this kind are, however, often attacked (1) because
they are alleged to have made work monotonous, and to have
reduced craftsmen to the level of machine-minders and thus
impaired the all-round development of the workers; (2) by
the comparatively uneducated of all classes, because the
use of machinery * throws people out of employment.”
Completely to meet the first objection would need more space
than we can afford. We may outline the arguments as follows,
therefore :

(a) Machinery has very much lessened the amount of
uninteresting mechanical labour. Hand-loom weaving, plan-
ing timber by hand, “ striking”’ for a smith, converting
cast-iron to wrought by hammering, and similar processes
were as monotonous as any modern machine-minding and
far more laborious.

(b) The use of machinery has enabled the general standard
of comfort to be raised, and has increased leisure, probably
among all classes. It has enabled western society to com-
mand the means and the time for a certain amount of
culture., It is only because society is now more productive
that the great educational systems of western countries,
which are slowly raising the whole level of culture, are
possible. It is for the same reason that the length of the
working day has slowly been diminishing whilst the rate of
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wages, viewed over considerable periods, has slowly risen ;
and holidays for almost the whole working population have
become possible.

(¢} It 1s power machinery and modern industrial organisa-
tion which has enabled so great an increase in the variety
of consumption to be possible. And this, taking consump-
tion not only in the more material meanung of consumption
of food, dress, and so forth, but in its qualitative meaning,
consumption of drama, music, literature, and the fine arts
generally.

(d) It is only in the lower branches of manufacturing
labour that work consists of mere machine-minding or of
monotonous mechanical work. The skilled man of to-day
does not, it is true, require so thorough a knowledge of one
particular trade as his grandfather did. He requires general
mechanical knowledge and skill; a good fitter can work
on a locomotive, on electrical, or textile machinery, oron
the construction of a marine engine, or an internal com-
bustion engine. He is less specialised and has a wider
outlook than his forerunners, Similar facts are true in
other trades. Thus the modern textile worker has work,
which is no more monotonous than that of his predecessor,
though it calls for greater energy, alertness, and intelligence.
On the other hand, of course, there is, undoubtedly, much

monotonous and unintelligent labour required to-day. Who,
if he could avoid it, would spend his days working a lift, or
opening and shutting doors on the Underground. It is,
however, very questionable whether the percentage of
monotonous and unintelligent employment is greater now than
in the “ golden ” middle age, There is always a tendency
to draw entrancing pictures of a bygone time. We must
remember that there was much sweating, much shoddy work,
in the middle ages; whilst the conditions of work, especially
for women and children, were often cruel, and the environ-
ment of the worker unhealthy, his outlook narrow, and his

experience small, Certainly the conditions of work to-day
ramnare verv favanrahlv with thace of the eichteenth centurv.
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about which our information is fairly thorough. We must
conclude that machinery is, on the whole, a great benefit to
mankind, though the benefit is probably very unequally
distributed ; and it is important to remember that machinery,
like wealth itself, should be the servant, and not the master
of mankind.

The second criticism is a more or less complete fallacy. It
is perfectly true that the introduction of a labour-saving
device often immediately causes some workers to lose their
employment, and, therefore, their income. Baut, if the new
machinery is employed to save labour and increases the out-
put, then the increased output can only be disposed of by a
lowering of price. Moreover, the lowered expenses of pro-
duction, if permanent, are bound, under competitive conditions,
to result in the article being offered at a lower price. People
will get their cloth, let us say, at a low price, and, either they
will buy more of it, or they will have spare funds to spend on
other things, Thus the demand for labour may not be
diminished even in the trade concerned, and certainly will
not be diminished in the aggregate. Indeed, as the fund out
of which wages are paid, the national dividend, is the produce
of industry, it is highly probable that as the use of machinery
increases that dividend, the demand for labour of the kind
needed under the changing industrial conditions, will increase,
And that such increased demand occurs is historically true.
The only reason why forty-five millions of people can live
within the comparatively restricted area of the British
Isles is that they have made their efforts very productive
by the aid of labour-saving devices. Abolish machinery and
we should be thrown into poverty at once. To resist indus-
trial progress is to resist the possibility of improving the
economic position of the workers. The proper policy is to
convert the possibility into an accomplished fact.

This is all very true, but we have also to remember that an
industrial change may sometimes result in the almost com-
plete unemployment of certain classes of workmen. Is it
possible, for instance, that, at least the older hansom
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cabmen have become drivers of power-driven cabs? If not,
what has happened to them? If industrial changes were
quite sudden, catastrophe might come upon whole classes
of labourers, under existing conditions. But even industrial
changes which are called “ revolutions " are spread out over
years ; and it seems probable that it is new labour which is
diverted into the new employments rather than the old, which
is suddenly dispensed with,

Nevertheless a civilised society must see that industrial
changes, which will be beneficial to society at large, are not
paid for by individuals suffering loss and degradation through
no demerit of their own. And we must, in this respect, face
the possibility of losses of capital as well as losses of employ-
ment, The way in which a truly civilised society would
safeguard itself and its members in these matters does not
fall within the scope of an elementary work, and is, indeed,
beset with all kinds of difficulties ; but we may note that the
existence of Employment Exchanges and schemes of Unem-
ployment Insurance are at least a recognition of the social
responsibibity we have mentioned.

Large Scale Production.

Duvision of labour, with its inevitable accompaniment, the
invention of labour-saving devices, would not of itself have
resulted in the existing industrial organisation. For they
have operated since the beginnings of history, in civilisa-
tions comprising town populations, quite comparable in num-
bers, and, probably, in quality, with those of recent times.
What distinguishes the period from the so-called Industrial
Revolution (which was really a rapid evolution) onwards, is
the application of new forms of power to machinery. This
led to the concentration of workpeople into factories where
the power could economically be applied; and it has led
to the conduct of industry on a large scale.

The chief advantages of large scale production appear to
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(1) Division of labour can be carried to the most profit-
able limits, Where boots, for instance, are turned out by
the thousand pairs, the work can be sub-divided and spec-
ialised to an extent impossible where the product is only
to be counted by units or even by dozens. As a conse-
quence of this, expensive machinery can be fully employed.
To have a machine stopped is to have capital lying idle,
Most machinery, if it is to be profitably employed, must be
kept running continuously throughout the working day
and all the year round. (There are exceptions to this
generalisation, especially in agriculture.)

(2) Businesses conducted on a large scale can, usually,
better afford to scrap old machinery and employ the latest
if it is the best, than can small businesses.

(3) Large businesses have great commercial advantages,
being able both to buy on a large scale, and to sell on a large
scale, They can thus, in some cases, buy and sell at rather
lower prices than competitors, though, of course, they will
not sell at lower than existing market prices, unless to
increase their turnover. Perhaps a more important
aspect of this matter is that they have, as a rule, great
economic staying power. Their greater resources often
enable them to choose the best times for buying, and for
selling, and to tide over times of commercial misfortune
better than smaller concerns.

(4) They are enabled to give full employment to persons
of special skill, designers, chemists, and experimental
workers and thinkers generally.

(5) The supplementary costs of the business, such as the
cost of management and so forth, are spread over a large
output ; and so are the cost (or the interest upon the cost,
or the depreciation) of buildings, power, and the like.

In many cases all these advantages can be secured in what,
to-day, is considered a middle-sized works. But many firms
secure great advantages of a commercial, rather than a
manufacturing kind by combining with allied businesses so
as to be completely self-contained ; for example, some of the



170 GUIDE TO ECONOMICS

great shipbuilding firms have amalgamated with firms pro-
ducing steel, machinery, and guns, and can often produce
erther a mercantile ““ liner ” or a battleship without going
outside their own organisation for matenals, or for designing
ability of any order. The actual manufacturing advantages
of producing upon a gigantic scale are, perhaps, best seen
m works engaged upon the production of matenals in their
more elementary stages, ¢ g, crude won and steel.

The small man has some advantages. (1) He can give
personal attention to the details of his business. Thus
businesses which depend upon the exercise of unusual skill
by a single person must always be small. Portrait painting,
even hugh-class tailoring, must mevitably be conducted on a
very small scale. (2) He works m his own personal interests,
and, whatever the stimulative devices adopted by large scale
firms, they are served by managers who have not quite the
same motive for sustained exertion as the * small” entre-
preneur who takes both the risks and the rewards. (3) There
are few trade secrets, and though the small man cannot
organise a special intelligence branch, technical information,
and market and general commercial news, are now made
generally available mn trade journals and ordmary newspapers,
Thus he 1s under no very great disadvantages in these respects.
(4) Special skill such as that of designers of all kinds, of
architects and engmeers, designers of fabrcs, etc., can be pur-
chased, since such workers often conduct thriving, independent
businesses Sumilarly the small man can generally find a
market for ““ waste ”” products. Thus he 1s under no great
disadvantage in these respects.

In fact we must conceive of industry and commerce as very
finely graded. We must picture them as a sertes, commencing
with the businesses which can only be carned on by individ-
uals, such as the doctor, barmnster, professional singer, sculptor,
some tailors, some dressmakers, and the like, up through
small retail businesses, small miscellaneous manufacturing
businesses, to those great works engaged in producing staple
commodities in tremendous quantities, or commodities, the
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capital cost of which per unit runs mto nullions, such as very
large ships, great buildings, bridges, docks and harbours,
reservolrs, and very large constructional works of all kinds,
or 1 supplying, say, all the needs of a great railway company
like the works at Crewe, Swindon, or Derby.

The Forms of Organisation for Production.

The evolution of industry, chuefly during the last 130 years,
has brought about many changes in the forms under which
praduction 1s organised. We may consider these first according
to the mode in which managing power and capital are supplied.

(1) There are businesses owned and managed by indi-
viduals. Probably, at least down to the mmddle of the
mneteenth century, this was the typical form of business
organisation. A single person owned most of the capital
employed and managed the business himself.

(2) Secondly, we get parinerships. Sons and brothers

are brought m as partners by the oniginal founder of a

business, Or two or more persons join together, one

supplying capital, another managing ability or new 1deas ;
and such small groups work together as partners dividing
responsibihities and sharing profits on all kinds of terms.

(8) Jownt-stock companies. Here we get the capital sup-
plied, usually by a comparatively large number of share-
holders. The management 1s provided (@) by a Board
of Directors, (b) by paid managers and officials with every
variety of title and duty. As a rule, the Directors control
general policy, the managing staff control all routine
business, solve day to day difficulties, and perform executive
work generally; though Directors are often greatly
nfluenced in general policy by able managers. The eco-
nomic advantages of the company form of organisation are,
1n some respects, very great. People with comparatively
small amounts of capital can mvest in shares sums quite
inadequate for the conduct of separate enterprises. Thus,
in the aggregate, immense masses of capital, which, apart
from company enterprise might hie unused, become available
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for production. Moreover, the amounts of capital re-
quired for many modern businesses, especially, for instance,
in the transport trades, could not be raised except in the
form of share capital. No one in the world is rich enough
to organize, with his own capital, a London, Midland
and Scottish Company. The various Company Acts,
therefore, by giving companies a status as legal persons,
and by limiting the liability of the shareholders for the
debts of the company to the amount of their holdings in
shares, and thus facihtating the formation of companies,
have, on the balance, been of great service to the community.
For large businesses the company form of organisation is
now almost universal,

(4) An increasingly important form of business organisa-
tion is provided by Co-operative Societies, which are really
special varieties of company orgamsation. There are (a)
Societies of Consumers, the so-called Distributive Societies ;
(b) Societies of Producers, the so-called Productive
Societies.

(@) The Societies of Consumers are composed of
members who must be shareholders, the minimum holding
being usually either £1 or £2. These members organise
retail shops at which they deal, being charged the ordinary
trade prices for their purchases. On making each pur-
chase they receive tokens to the amount of that pur-
chase. At the end of the half year each member hands
in his accumulated tokens, which form an automatic
record of his total purchases for the half year. The
dividend is then, in due course, declared at so much in
the pound on the amount of the members’ purchases.
Thus profits are divided, not in proportion to the capital
held, but in proportion to the purchases made by each
member. Dividend upon purchase is the vital principle
of these societies. As a rule, interest is paid upon capital
at a fived rate, and the members can, if they like, leave
their dividends to accumulate as capital. As a rule, entry

+n cnirh a enciater ic fasihitatad he anahline tha wanld-ha
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member to pay a shilling or so for a book of rules, deal
with the society, and leave his dividends to accumulate
until he possesses the minimum holding. Thus people
who do not possess a single pound of capital may become
members. The management is provided by a Board of
Directors, elected by the members, each member having
one, and only one, vote; and by a Secretary, or Manager,
or both, with a subordinate staff, Thus, the form of
organisation is essentially the company form in its most
democratic variety. The various co-operative societies
have organised a Co-operative Wholesale Society, with
immense warehouses in Manchester and London. This
Wholesale Society stands to the retail Societies very
much as the retail Societies do to their members. It not
only acts as wholesale dealer to the individual retail
Societies, but conducts manufacture, and even shipping
on a considerable scale. The device of dividend upon
purchase rather than upon capital has proved to have
very great attractions for the fairly well-to-do artisan
class in great manufacturing towns, especially in Lan-
cashire and Yorkshire, but also in other industrial centres.
The Societies require for success, however, a stable non-
migratory population. This is illustrated by the fact
that Co-operation flourishes in the London area
in such neighbourhoods as Woolwich and Stratford,
where a great Arsenal and a railway works are respec-
tively to be found. It will be observed that there is
nothing, in principle, to prevent the membership of such
societies becoming universal, and the profits of enter-
prise, after payment for managing ability at the market
rate, and interest on capital at a fixed rate, being divided
amongst consumers in proportion to their consumption.
(b) The Societies of Producers consist of bodies of
workers organising production primarily in their own
interests. Sometimes they own the capital with which
they work ; sometimes they trade with borrowed capital.
The management is usually provided by a directorate
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or a manager, frequently elected on a democratic basis
by the whole body of workers. The workers are usually
paid the ordinary rate of wages, and the profit is divided
amongst them (or the loss suffered by them) in some
proportion to their rates of wages. This form of co-
operation has not, on the whole, been anything like so
successful as that already described. Disciplinary diffi-
culties occur, capital cannot be so easily provided, and
commercial, as distinguished from technical manufacturing
experience is not always at the command of such an
organisation. There has been, however, recently, some-
thing of a revival of this form of co-operation, And nearly
all profit-sharing schemes are based, wholly or partly,
upon the principle of the associations of producers. It
will be noticed that these organisations are sectional.
If we assume either form of co-operation to become ubi-
quitous, then under a régime of societies of consumers
industry would be organised in the interests of the whole
community, the individuals benefiting in proportion to
their consumption. Under a régime of societies of pro-
ducers each trade would be organised in the interests of
that trade
(5) We have to notice that industry and commerce are
to some extent carried on as state enterprises, either by
central or municipal governments. The principal nationally
organised industries in the United Kingdom are the manu-
facture of war-ships, weapons, ammunition, and clothing,
together with the various post office activities, including
the carriage of letters and parcels, the provision of tele-
graph and telephone services, and the Post Office Savings
Barks. In many countries the railways are a national
service. In the United Kingdom the supreme manage-
ment of such industries is vested, as a rule, in the Crown,
acting through a Minister of State, whilst the Civil Service
provides the skilled administrative officials of all grades.

The principal municipal businesses other than the pro-
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services, the maintenance of street surfaces and the provision
of sewers and main drains all of which are, of course, produc-
tive services of the highest value, are the manufacture or
supply of gas, electric power and light, tramways, education
(paid for partly out of the central exchequer), hibraries, baths,
wash-houses, parks and open spaces, and * working-class”
dwellings. In these cases the management is provided by a
Committee of some local governing body such as a Borough
or County Council ; whilst the executive staff consists of the
municipal Civil Service working under such a Committee,

It will be seen that in many respects the organisation of the
national and municipal services is parallel with that of the
limited liability company. The difference comes in with
regard to ownership of capital, the destination of the ** profits,”
if any, and the objects with which the services are organised.

The question as to how far state or municipal services
should, if at all, be extended is controversial, and a diszussion
of it is out of place here.

So far, we have discussed forms of industrial organisation
mainly from the point of view of the legal character of the
industrial entity and the forms of management appropriate
to each. Let us notice some other typical forms of business,
particularly with a view to describing modern tendencies.

(1) In the retail trade we have, of course, the ordinary
shop-keeper’s business. But typical of retail developments
in great urban centres are the various Stores. These may be
of the * universal provider ”* type engaging on a very large
scale in retail business of almost all kinds. Such businesses
deal in almost anything * from a pin to an elephant.”

They are possible only in capital cities like London and

the half-dozen greater provincial towns, though they fre-

quently do a large business in suburbs and extra-suburban
areas owing to the recent great improvements in local
transport. -

A more dangerous form of competition with the ordinary
 shop-keeper ** is the Multiple Shop. In this case some
central organisation, usually a joint-stock company, provides



176 GUIDE TO ECONOMICS

branch shops distributed, in some cases, over a great
aty, in other cases over the whole country, The opera-
tion of such an organisation does not depend upon the
existence of some great densely populated area. It can
be made almost, if not quite, ubiquitous. Any place, big
enough to support an ordinary retail shop, can support a
branch of the multiple shop organisation. Moreover, the
character and methods of each branch can be made to suit
the particular environment in which it is established. The
trades 1n which this movement has hitherto been most
successful are the provision of restaurants, the retail tea
and provision trades, the boot and shoe trade, and the retail
chemists and druggists with suitable subsidiary activities,
and the business of distributing newspapers, magazines,
and books, also with suitable subsidiary commodities.
Sometimes manufacturing firms successfully organise a
retail trade through the agency of the multiple shop. Prob-
ably few industnial movements have greater significance
than this.

(2) Transport tends more and more to be carried on on
a very large scale. This applies both to railway and sea
transport, and, in a lesser degree, to local transport, as
exemplified by tramway and omnibus business as well as
parcel delivery. The reader should be careful to remember,
however, that small scale transport still exists. It 1s,
for instance, exemplified by a local carrier in a Middlesex
village who, making his mghtly journey to London, com-
petes quite successfully with the Post Office and three
rallway companies. And this seems an appropriate place
to remark that modern changes in business organisa-
tion of all kinds are but characteristic and general. They
are not exclusive. No form of business organisation
(and few methods of production) ever, apparently, become
entirely obsolete. The hand-loom still finds profitable
employment even in England, and the village bootmaker
successfully defies the competition of the best equipped
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(3) In Manufacture we have at least three modes in which
the tendency to large scale production shows itself :

(a) There are many cases of large businesses manu-
facturing only one variety of goods. An extreme case
may be taken as illustration, There is a great factory
which makes nothing but * news” paper, purchasing
even the brown paper and packing material which the
business demands.

(6) There are very large firms, engaged principally in
the production of one commodity, but a commodity of
the so-called * finished *’ or * fully manufactured type."”
These firms undertake that manufacture 1n all its stages.
Such are the firms, or groups of firms, which produce a
finished liner, and manufacture all its immensely com-
plicated parts from the raw steel to the completed vessel,
including the machinery, or most of it.2

{c) There are other firms engaged in the production of
one commodity, but producing all or most of the
materials requisite for the provision of that commodity.
Thus, the Great Western Railway Company exists to
provide transport for people and goods. But the com-
pany itself manufactures and repairs rolling stock of
every kind. It often provides and always keeps in
repair its own permanent way, manufactures gas, and
almost everything required by its business, even to
artificial limbs, It is, therefore, to a very large extent,
a self-contained organisation,

(4) Finally, we have to notice the existing and compara-
tively recent tendency of great businesses to amalgamate
into organisations either under working agreements, or in the
form of kartels, trusts, pools, syndicates, or combination,
of one variety or another,

These combinations are typical of modern commercial
and industrial movements in all the great civilised western
states, especially in North America, Germany, the United
Kingdom, and, to a smaller degree, in France. The

! But not usually the ship's furniture, bedding, etc.
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associations formed are of every degree of rigidity and com
pleteness. It must be remembered, for instance, that al
the great English railway companies are the result of the
amalgamations of many smaller companies whose identity i
completely merged into that of the unit so formed. Sc
the greater joint-stock banks of to-day are the product o
a process of amalgamation with, and complete absorption of
smaller banks.

The use of the word *“trust’ arises from the typica
American process of amalgamation where a number of com:
panies combined by the shareholders assigning their shares tc
a board of trustees, receiving, in return, certificates of theis
interest in the * trust ” thus formed. A trust, therefore
usually means an organisation in which, whether the names
of the separate businesses out of which it is formed are
retained or not, the amalgamation is worked as a single
institution trading with a single capital and governed by 2
single directorate. Kartels and working agreements are
usually looser amalgamations in which the identity of the
constituent firms is retained, and each concern is separately
managed, but agreements are arrived at as to prices, output
spheres of business, or some, or all of these, Thus, what-
ever the form of such amalgamation, the object is generally
to replace competition, as far as possible, by co-operation,
and to obtain as complete a control of the production and
sale of the commodities dealt in as is possible. Another
object is to lower working expenses, either by reducing
managing costs or by doing away with unnecessary duplica-
tion of offices, machinery, or any hitherto wastefully used
factor of production ; and, frequently, great savings have beer
effected in advertising, agency, and canvassing charges and
the like. Thus, in principle, the movement for amalgama
tion, has, from the social point of view, both advantages and
disadvantages. In so far as they do away with futile and
wasteful competition, involving unnecessary multiplication
of work, these combinations afford possibilities of great

rnnial ~nin T cn murnh ac thawr mivra a rantral af nradnctinn
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and sale, more or less completely monopolistic in character,
they are a fruitful source of danger to the community, and
they may, and sometimes have resulted in the spoliation
of society in general for the enrichment of a comparative
few. It is the growth of industrial and commercial com-
binations which may result in economists having to replace
their general theory of value and price based upon the
existence of fairly free competition, by the theory of mono-
poly value based upon the absence of fairly free competi-
tion. The trust movement is, perhaps, most prominent in
the United States, but in greater or less degree it exists in
our own country in the iron and steel industries {including
the pig-iron, heavy steel and shipbuilding, the engineering,
tin-plate, steel rail, tube and other branches), in mining
and other extractive industries, in many branches of the
textile trades (e.g., in the production of sewing cotton and
the calico printing and dyeing trades), in the great chemical
industries, in the milling, tobacco and brewing industries,
in certain branches of ocean transport, and in numerous
miscellaneous trades. In the case of railways, many of
which were from the very necessities of their construction
at least partial monopolies, the State has already consider-
able powers of control, including power to fix fares and rates
of carriage. And, if combinations become more character-
istic forms of organisation than they now are, then regula-
tion in the interest of consumers, that is, of the whole
public, will become more frequent and thorough than it
now is,

Diminishing, Constant, and Increasing Returns.

We have seen that, in agriculture, once the more fertile
areas have been put into cultivation, increasing amounts of
capital and labour can be used on any given area only with the
prospect of a diminished rafe of return. This, of course,
assumes that agricultural knowledge remains at the same level.
For any extension of the power of man to overcome the
resistance which nature offers to his efforts tends to defer the



180 GUIDE TO ECONOMICS

operation of the law of diminishing returns; and doubtles:
that operation has been, and will again be deferred. Never
theless, the law itself is valid, for at any given level of know
ledge it always does and will tend to operate, A simila
law probably applies to such industries as fishing, even sea
fishing. The number of trawlers in the North Sea cannot be
indefinitely increased without there occurring, sooner or later
a diminution in the normal number of herrings caught pe;
steam-ton employed in the trade. This is quite consisten!
with the fact that increasing efficiency in fishing matériel may
for the present, be accompanied by a more than proportionate
increase in the numbers of fish caught. For just as ar
increasing return is possible, for a time, in agriculture, so if
may be possible for a time in fishing, and its operation may
also be deferred, But the tendency, in the present conditior
of knowledge seems inevitable; indeed, inquiry by Roya
Commission has already been directed to ascertaining whethe
it does not already operate. And the effects of employing
more capital and labour in seal fishing have been almost t¢
destroy the fisheries. Fresh water fisheries are obviously
subject to the law, and a ““ close time ” is necessary to prevent
the consequences of its unregulated operation.

A rather different tendency is visible in mining, quarrying
and other extractive industries. Here, obviously, the ten
dency is not for the returns to diminish, but for them to dis
appear, And, the faster minerals are extracted, the sooner the
disappearance takes place.

Now in manufacture and commerce it is quite possible fo!
the return to increase in some proportion to the intensity
of man’s efforts. By division of labour, co-operation, the
harnessing of power, by widening the area of exchange, by
the increase of intelligence, trustworthiness, knowledge, anc
skill, it often happens that the larger the scale of industry
the greater the return to each unit of productive power (i.e.
of labour associated with the appropriate forms of capital)
Thus, a manufacturing and commercial nation can increase
its population and its product per head at the same time
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This is especially the case whilst there are still vast areas in
the world inadequately peopled and imperfectly tilled, so that
their produce can be multiplied and profitably exchanged
for the foods and services produced in densely peopled
areas. Those industries, therefore, in which raw material
plays a comparatively small part and ingenuity, skill, and
power of organisation a large one can be carried on, without
visible limits, under a law of increasing returns. A little
consideration will show that many industries, in England, for
instance, could not be carried on except in the midst of a
population at once numerous and concentrated. An ela-
borately organised railway works in which ten thousand men
work, may require for its existence a town of forty thousand
inhabitants, and, as some quondam village, or little market
town is converted into a manufacturing town, the general
level of the inhabitants’ wealth increases instead of dimin-
ishing. Ten thousand men cannot profitably engage in agri-
culture on an area of one square mile ; but ten thousand men
can and do profitably produce locomotives, or electrical
machinery, or steel ships on that area.

In fact, we have to conceive of the production of wealth,
as of all the ordinary business of mankind, as a fight by men
against Nature, In the extractive industries the niggardliness
of Nature cannot be overcome, Inmanufacture and transport,
Nature can, as it were, be more and more successfully harnessed
to the service of mankind; and the limit to the profitable
employment of labour and capital, in those industries where
the value of the raw material used is low as compared with the
value of the final product, is the limit imposed by human
ingenuity, capacity, and foresight only.

In some industries, as, for instance, the textiles, the return
possibly tends to be constant. Here, as the volume of pro-
ductive force increases, the returns neither increase nor
diminish but remain the same, Once a certain degree of size
necessary for the efficient organisation of the industry has
been attained, the returns, which, up to that point have
increased, begin not to diminish but to maintain a level.
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Increasing amounts of capital and labour can be used with
profit and used, apparently, indefinitely, without either
increasing or diminishing the return per unit of capital and
labour applied in the industry, Such industries are said to
be carried on under a law of constant returns.

We have already pointed out that in our country during
the last century or so population has increased in the most
striking fashion, whilst the general level of wealth has increased
also. The incomes of almost all classes have increased,
though not, of course, in equal measure. This is because the
productive power of our country has increased faster than the
population. And from the strictly economic point of view,
so long as this remains the case (and there are no present signs
that it is not the case) a growth of population is a good and
not an evil thing. Those who would remedy existing poverty
and unemployment by diminishing the numbers of the people
misunderstand the problem. Under the existing circum-
stances, however, some accentuation of the ordmnary rate
of emngration to the Dominions seems very advisable.
Reduce the numbers of the people so as to render the effici-
ent organisation of large scale industry and transport difficult,
and production per head would inevitably diminish; and,
the methods of distnbution remaining the same, both rich
and poor would be poorer than they now are. There are,
apparently, no grounds for supposing that a diminution in the
numbers of the most prosperous civilised western nations would
be accompanied by any increase in their wealth per head.

From an economic point of view, therefore, it is highly
important that a nation should, as a whole, have its indus-
tries carried on under conditions of increasing returns. We
have seen that the fundamental conditions which enable
capital and labour to be directed into the most profitable
arrangement are based upon free exchange, accompanied by

1 Most of the current assertions as to the physical and intellectual
degeneration of the English people seem to be without sufficient basis
of fact. So far as we are enabled to judge, the people of to-day are
physically and intellectually, and probably morally superior as a whole,
to what they have ever been.
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an adequate division of labour and appropriate forms of
business organisation, For, under these conditions, the
organisers of industry will, in order to secure the best results
from the agents used, tend to cause each form of capacity
to be used in the direction in which, relatively to all other
directions, it is most productive. Thus the supply of land
and labour, and capital, will tend to be used for the purposes
and in the quantities which are most economical, i.e., which
give the greatest result for, relatively, the least effort.

If this is to ensue, however, two other conditions which
we have implied, but not specifically mentioned, must be
observed. There must be a proper localisation of industry,
and care must be taken that the men and women who form
the labour supply are of the most efficient kind.

Localisation of Industry.

Division of labour means not only that goods should be
produced by the people best able to produce them and under
the best organisation of the agents of production, but that
they shall be produced in the places best fitted for their pro-
duction, Division of labour, if it is to be effective, must be
territorial. This proposition is, indeed, implied in the very
idea of division of labour. The history of the progress of
mankind on the economic side is very largely the history of
the growth of localisation in industries. At the Norman
Conquest almost every manor in the country was nearly
(though never quite} self-sufficing. A mid-African village
is very nearly self-sufficing to-day. An increasing local
specialisation of industry, with the correlated widening of
the circle of exchange, is one of the most fundamental con-
ditions of successful production. A village, or town, or
country, or nation, which insists on supplying all its own needs
is simply wasting its resources, gaining things with difficulty
which it could gain with comparative ease, in short, acting in
as uneconomical a fashion as it can do. All this is implied
in Adam Smith’s proposition that Division of Labour is
limsted by the market,
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We have already shown that wide markets depend upon
easy transport. But easy transport will be created when the
demand for it arises from concentrated industry, and the
existence of the easy transport will, in turn, render further
concentration possible. Thus these two forces react on one
another, and the result is increasing territorial division of
labour, with markets ever increasing in area, and ever
widening circles of exchange.

Such are the general causes of industrial localisation. What
are the more particular causes? The most important are
natural, and have to do with climate, soil, situation, the pre-
sence or absence of minerals and other raw material, the
presence of harbours, the position of rivers, and so forth.,
Examples are among the commonplaces of geography.

(1) Climate, Soil, and other Natural Causes. In agri-
culture these are paramount. In the United States we get

a wheat belt and a cotton belt. In Europe there are well-

defined northern limits to * wine growing,” whilst special

varieties of wine can be produced only in given areas.

Similarly Kent and certain portions of the Severn Valley

are the principal centres for hop and fruit culture in England.

In manufacture climate is generally of less importance than

the accessibility of cheap power and raw materials. The

moist climate of Lancashire is second in importance to the
proxmmuty of coal as a determinant of the industries of

Lancashire. In fact, presence upon or proximity to a coal-

field is, in very many English industries, the most important

factor in localisation of industry. The great engineering
and textile industries, and shipbuilding tend to be carried
on upon or near coal-fields. Iron and steel smelting are
carried on where supplies of ore are present or can easily be
obtained. The proximity to actual deposits of ore is now
of less importance than proximity to fuel and to ports,
through which ores can be imported, and heavy iron and
steel exported. This is one reason why Wales and Middles-
brough have become more important centres of iron and
steel production than the Midlands, and why, in Wales,
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metal works are being moved nearer to the ports. So in
the wool trade, Historical reasons can be found for its
situation in Yorkshire and the West of England in the
suitability of those areas for sheep-rearing, just as the
hosiery trade in Leicester and Nottingham can be properly
accounted for by similar historical causes. But those trades
now survive on imported raw material, partly because of
the accessibility of cheap fuel, and partly by the tendency
to industrial inertia to which we shall presently advert.
Geographical position and the general geographical character
of a country are very important. The fact that the British
Isles are in the centre of the land hemisphere has been of
great importance in developing their commerce. A country
in such a situation, with a long coast-line and good harbours,
was bound to become an important maritime nation, just
as its ocean trading was bound to be preceded by the deve-
lopment of a fishing industry and a coasting trade. The
importance of natural causes in determining the localisation
of industries can hardly be over-estimated. Here we can
but skim the surface of the subject. The reader would
do well to consider his local industries and try to ascertain
how far the causes of their existence are to be attributed
to the control of climate, soil, the presence of minerals,
geographical position (e.g., especially in the case of ports,
railway junctions) and how far to other causes, some of which
we will now enumerate. The causes of the localisation of
pottery trades in Staffordshire, the chair and brush indus-
tries in Buckinghamshire, the chemical trades in Cheshire
and Lancashire, are specially interesting.

(2) Industries have often been planted in particular
localities as a result of the immigration of people. Some-
times such immigration was due to an enlightened ruler of
a backward country, as was the case when French and
Flemish artisans were imported by William the Conqueror
and Edward the Third; sometimes it was the result of
open doors, as was the case with the Huguenot immigration
into England in the seventeenth century, and with the

ra i vaac)



186 GUIDE TO ECONOMICS

gradual influx of aliens, more recently, into this and othes
countries.

(3) Where an industry is once well established, whethes
for natural or other reasons, there it tends to remain, ever
after the original reasons for its establishment have long
passed away. It is difficult and costly to remove or abandor
expensive fixed capital. Where an industry has been long
established there will be a local supply of skilled labour
nurtured in an appropriate industrial atmosphere, possessing
an industrial tradition. Those born in such an atmosphere
may not possess the so-called “ hereditary skill,” but the)
are brought up in, and are unconsciously or subconsciously
affected by an environment which has taken long to create,
which, moreover, cannot easily be created anew. In suck
a neighbourhood there is a keen appreciation of proper skill
a knowledge of trade finish ; and this not only helps to pro-
duce a quality of workmanship formidable in competition,
but renders the likelihood of invention and improvemen
great. There is a widespread * sensitised intelligence "
among all classes of workers which at once appreciates
the practicability or otherwise of ideas. It is largely the
existence of such an environment which enables Lanca
shire for instance to more than hold its own in a trade con-
ducted at a distance of thousands of miles both from the
supply of raw material and from its principal markets,
and enables Yorkshire cloth to penetrate into the most
highly “ protected ”’ markets.

Further, the existence of such an * atmosphere ** renders
it possible for a rapid transfer of capital and labour inte
allied branches of industry to take place, when the staple
trade or some form of it becomes less suited to the neigh-
bourhood. Thus, Coventry can transform itself from a
silk ribbon town into a bicycle-making and engineering
centre ; thence develop the automobile industry, and grow,
rather than diminish in size, as its staple trade relatively
declines. So Luton and the surrounding parts of Bedford-
shire, originally the home of thestraw hat trade because of the
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quality of the local straw, adapts itself to the use of imported
straw and straw-plait and prospers under the change.

(4) Auxiliary trades are almost certain to spring up in
the neighbourhood of staple trades. Where spinning (with
the processes preliminary thereto) and weaving are the
staple trades we are almost certain to find such trades as
bleaching, dyeing, and colour printing, Where there is a
staple trade, the machinery used in that trade is likely
(especially if the neighbourhood is supplied with cheap
fuel) to be manufactured in the same neighbourhood.
Hardly a cotton town is without its engineering shop in
which textile machinery is manufactured. Oldham and
Bolton contain not only the largest number of spindles of
any two towns in the world, but some of the most important
manufactories of textile machinery. In fact, the machinery
used in Lancashire and Yorkshire is almost exclusively
manufactured in those counties. Agricultural centres like
Gainsborough, Ipswich, and Rochester are famous for the
manufacture of agricultural machinery, and so are Not-
tingham and Leicester for lace and hosiery machinery.
And where there is a great demand for one class of
machinery, and fuel is cheap, the transition to general
engineering is easy. Thus Manchester, and Salford, and
Leeds manufacture locomotives and stationary engines,
and do mechanical engineering of all kinds, and, on the
Clyde, shipbuilding and the manufacture of marine engines
are accompanied by the manufacture of railway and power
engines of all kinds ; the same is true of Newcastle, Gates-
head, and the Yorkshire towns. This tends to overcome
one of the evils of over-specialisation in the industries of a
district : the fact that, where most industries are of one kind,
a temporary failure in demand for the goods produced is
likely to be followed by great distress. Further, in districts
where the staple trades are men’s trades, and there is, for
a time, therefore, little extra-domestic demand for women’s
labour, that labour, being cheap, attracts women’s indus-
tries, which, once established, tend to remain. Thus, in
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one great railway town formerly almost exclusively devotec
to the manufacture of rolling-stock and permanent way
appliances, clothing factories, celluloid works, and so forth
have been established and employ the women. Similarly
at Preston, a weaving town, where, in the textile factories
there is more work for women than men, electrical engineerin
on a large scale has been established. In this way not only
auxiliary trades, but what we may term compensatory
trades are attracted to the neighbourhood of staple trades.

(5) Finally, we have to notice that certain trades ar
inevitably to be found in capital cities, As a rule, the Civi
Service of a state, comprising, in modern times, all kind
of administrative activitie will be there centred. The
legal business of a country will, much of it, there be carriec
on. It will be the court and fashionable centre, and there
fore the centre for dressmaking, millinery, tailoring, the
jewellery, goldsmith’s and silversmith’s trades. It will be
the centre for the production of newspapers, and all kind:
of periodicals and magazines. It is likely to be the art
centre, and, therefore, the centre of industrial arts anc
crafts, including the furniture and house decoration trades
It will be the centre of the dramatic and musical arts. I
will probably be the most important centre of the building
trade. As it is not only the newspaper centre, but the
literary and scientific, and one of the most important edu
cational centres, it is certain to be an important centre
if not the most important centre, for the printing and book
binding trades (though in the case of London there has beer
a tendency for printing to migrate to towns not far distant
from London). It will be the centre of the railway systemr
and, especially if it is a port, a great centre of the entrepdt
and distributive business, It is also likely to be the centre
of the banking and finance businesses, the stock exchange,
and an important centre of wholesale markets, and the most
important shopping centre. Moreover, it will have a
centripetal tendency upon industry. Trades will be
drawn to it by virtue of its very size ; and it seems as if this
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tendency is quickened as it grows. The larger a capital

or other great city becomes, the larger it is likely to become,

People are apt to regard our own capital as a great

commercial centre and to forget that it is the greatest

manufacturing city in the world, Outside the textile manu.

factures and shipbuilding it probably exceeds any other

Place not merely in the aggregate of its total manufacturing

activity, but in its output of most varieties of commodities.

Before leaving this subject we have to notice the influence
of transport. Transport appears to act in both directions.
It tends to centralise and to decentralise. The existence of a
great staple like the cotton trade in Lancashire depends upon
the fact that it costs far less per unit of weight to bring a cargo
or raw cotton from Galveston to Liverpool than to transport
it from Liverpool to Oldham, that the cost of sending cotton
cloth from Liverpool to Bombay is small compared with that
of sending it from Blackburn to Birmingham. But improve-
ment of transport has also made it easier for some industries
to move out of towns where rents and money wages are likely
to be high. We have already noted the tendency of printing
works to move to such places as Aylesbury and various towns
in the home counties. Similar forces are at work in other
trades ; and the reader who considers the development of a
ring of towns within a circuit of fifty miles round London,
and the rather less extensive areas round the greater pro-
vincial towns like Manchester, Glasgow, Birmingham, Edin-
burgh, and Leeds will find a force at work, not so much
decentralising existing establishments, as causing the new
growths to take place rather in suburban, or extra suburban,
areas than in the great towns themselves. The census of
1921 provides a striking evidence of this tendency. More-
over, ease of transport has allowed great manufactures to be
established deliberately ; to be planted as Alexander the Great
or Charlemagne planted great cities, though with less regard
to purely natural advantages than these potentates were
compelled to have. We have railway companies deliber-
ately creating communities like those at Crewe, Swindon,
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and Eastleigh. Bournville, Port Sunlight, Saltaire, and th
like, are examples of the action of individuals. And, in som
cases, advantage is taken of facilities of communication t(
create pleasant, and well-planned “ garden’ towns whicl
shall attract industry without destroying amenity.

Further, new methods of generating power may hawv(
profound effects on both the localisation and the orgamisa
tion of industry. We can but hint, here, at the possibilitie
of the application of water-power to the production o
electricity, which may shift the centres of industry to thi
sources of such power (though a tremendous force of industria
inertia would have to be overcome), or which may result i1
such power being distributed to existing centres. It may
again, confirm the existing large scale factory organisatios
of industry; or, though this seems less likely, it may, b
enabling power to be delivered in a small scale, cause a reversior
to domestic industry. What, again, are the possibilities of thi
new methods of locomotion based upon the use of interna
combustion engines, or accumulated electric power? N
man can foresee or foretell. But the thoughtful student
remembering the vital character of the supply of power, anc
how changes in the mode of obtaining power have influencec
industry in the past will survey such matters with alert anc
curious interest.

The Efficiency of Labour.

We have seen that industry can be maintained, in som
regions of the world, upon a basis of increasing returns
or, at least, of undiminishing returns, whereby, as populatior
grows, the business of getting a living becomes easier, or, a
the worst, not more difficult, provided an appropriate organisa
tion of production is observed. This organisation must bt
based upon a proper size of the industrial unit, a proper sub
division of processes, and an appropriate geographical distribu
tion of industry. But the most important of all the base
upon which successful organisation rests is the strength anc
health, mental, moral, and physical, of the people who form
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the labour supply. The present industrial organisation of the
more prosperous parts of the United States or Canada, or
Australia, of Germany, France, or the United Kingdom would
not be possible in a region inhabited by Bushmen or Ashantis.
So long as any section of mankind remains on a low plane of
intelligence, so long will the niggardliness of nature remain
triumphant. The reason why the industries of western nations,
and particularly our own, can compete against those of com-
paratively undeveloped industrial peoples, even when those
peoples have the advantage of modern power machinery and
accessible raw materials, is that such peoples have not, for
physical, intellectual, or moral reasons, or some, or all of these,
the same working capacity. When they have it their labour
will no longer be low paid. Lancashire and Massachusetts
compete successfully against Bombay because the western
worker can manage four looms to the eastern worker’s one.
It is, therefore, of the highest importance, from the purely
economic point of view, that a nation should take steps to see
that the population (that is stself taken umt by unit) is con-
stantly in process of improvement ; for this is the surest way
of promoting productive capacity.

This is, perhaps, not the place to point out how the moral
qualities of a race may be sustained and even improved. It
must suffice to say that moral qualities, such as truthfulness,
courage, determination, resourcefulness, enterprise, are as
important for the production of wealth, and especially for
the creation of those utilities which the sane and temperate
desire, as they are in any other department of life. We may
pass on to consider briefly those things which affect favourably
or adversely the physical and intellectual qualities of a people
so far as they are relevant to the production of wealth.

I. The Physical Condition of the Population.

(1) Of the larger influences which determine the physical
condition of a people, race and climate are the two greatest.
Of these, climate appears to be the more important. It is
true that, among European races, the Teutonic appears to
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be physically superior, at least in size and muscular strength,
to the Latin, though not, perhaps, to the Slavs. It is true
also that the European races generally appear to be physically
superior, again in size and strength, though possibly not in
vigour and endurance, to the Asiatic races, including those
of the Mongolian type. The influence of race also is to be
seen in a comparison between the Mohammmedan and the Hindy
races in India. The Jews present an example of the sur
vival of race characteristics under variations of climate and
other environment. But the importance of these race
characteristics can well be exaggerated ; and they seem to be
susceptible of considerable variations when made subject tc
a change of climate, continued over long periods of time, and
accompanied by the almost inevitable changes of food incidenf
to a change of climate,

Broadly speaking, climate is the more important deter
minant. Great physical efficiency is not consistent witt
extremes of heat and cold. And it is significant that nearly
if not quute, all the great civilisations, which have at once beer
progressive and long continued, have existed in the temperate
zones, principally, of course, in the north temperate zone
Certainly the most physically efficient as well as the most
generally progressive nations, including the Japanese, exis
in the colder temperate regions. And our own climate
which is such as to evolve a physically efficient race having
prior to the Industrial Revolution, to work harder to gain 2
modest livelihood than peoples of milder regions, a climate
which, seldom, if ever, necessitates an absolute cessation of
work on a single day of the year or hour of the day, is not 2
little responsible for our comparative economic success.

(2) Food. The industrial army, like the army of Napoleon
marches upon its stomach. If work, requiring sometimes
great, and nearly always continuous physical effort, is to b¢
accomplished, nutritious food in proper quantities is a prime
requisite. It is possible that the amount of food required by
the grown worker has been exaggerated ; though the ills o
over-eating are more common among the sedentary part of the
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population, who still, by tradition, feed much as their open-
air ancestors did, than among the mannal working classes.
The great mass of agricultural labourers, the general
labourers, and the less well paid craftsmen probably cannot
for financial reasons over-eat. And such workers as iron and
steel smelters, puddlers, rollers, navvies, boiler-makers and
rivetters, and those who follow other arduous trades cannot
over-eat. But the true importance of food in connection
with physique is to be seen in connection with the new sup-
plies of labour. Comparisons between the physique of children
in “ poor ** elementary schools and children of the same ages
in public schools have been made, and have displayed the
most alarming differences in physique between the well and
the ill-nurtured elements of our race. The nation which
allows its children to grow up less physically capable than,
properly nurtured, they would be, may, it is true, be im-
proving as compared with past time, but it is, nevertheless,
failing to lay adequate foundations for future improvements
in productive power ; and it may be sapping the very founda-
tions of its prosperity. It is for this reason that the real
livelihood (not necessarily the money income) of the family
ought to be forced up sufficiently to provide for the physical
efficiency of the growing labour supply, and thus for its future
general efficiency.

(8) Another condition of physical efficiency is leisure, rest,
and change. These are vital necessities ; and allied to them
are the need of freedom and hope. It is the necessity for
freedom, aspiration and progress which distinguishes the
requisites for the physical efficiency of human beings from
those which apply to the whole animal kingdom. It is con-
siderations of this kind which lie at the basis of the factory
codes and other legislative regulations of hours and conditions
of industry which are now, though, of course, in varying effec-
tiveness and completeness, almost universal in the civilised
industrial world. Perhaps the most striking advances of
civilisation during the last century and a quarter have been
seen in the shorter hours, the improved industrial conditions,
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the longer holidays, and the facilities for change and the reason-
able employment of leisure which, though still lamentably
deficient at some industrial levels, are, nevertheless, more
widely diffused than they probably ever were. In this con-
nection we have always to remember that wealth is created for
man, not man for the production of wealth, If the increasing
productiveness of industry does not result in the increased
diffusion of amenity and culture, then that such an increase is
evil and not good, is, to put it at the lowest, at least arguable,

(4) Occupation is a factor in physical efficiency. A man is
what he does. It is probable that the occupations requiring
mere physical strength are diminishing in importance, and that
watchfulness, intelligence, and promptitude with a certain
amount of versatility are, and will be, much more important
attributes of the labourer. Nevertheless, to do some quite
easy operation repeatedly and continuously, for some hours
at a stretch, requires more physical strength than sedentary
people, who have never tried it, would imagine. Many modern
occupations require endurance of this kind. And, as a basis
for the moral and mental qualities a sound physique, endowed
with a strong nervous system, will, perhaps, always be a
fundamental condition of industrial success. Occupations
which result in positive poisoning, or which induce malfor-
mations in the young are, or ought to be, if not prohibited,
regulated by the State so as to remove their dangerous features ;
and all the most important industrial nations have taken
long steps in this direction. We may instance the power of
our own Home Office to issue regulations for ‘‘ dangerous”
trades, and to prohibit or regulate the use of very dangerous
or poisonous raw materials,

(5) Town and Country Life; general environment. It is
argued that town life does not and rural life does promote
physical efficiency. This is too sweeping. The environment
provided by the more crowded areas and the slums of towns
leads to the development of a lower kind of physique than
does rural life even when accompanied, as it often is, by
poverty. But slums are not inevitable concomitants of urban
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life. Where urban life is lived, not necessarily under sump-
tuous conditions, but in the enjoyment of a necessary minimum
of house accommodation and fresh air, the town product is at
least physically comparable to that of the country area.
Civilised man has always, hitherto, lived in towns, though he
is now beginning to live chiefly in suburbs. 1In fact the very
term “civilisation ”* implies town life. As the earnings of
agricultural labour are, and, in this country, are likely to
remain low ; as, indeed, a population as large as our own, must
be mainly urban, the proper, and only possible method by
which to ensure a physically efficient race is to make towns
healthy. This by Public Health and similar legislation, and
by manifold municipal and voluntary efforts, is gradually
being accomplished. In the newer towns and some extensions
of the old ones, both in this country and abroagd, the major
mistakes which occurred during the rapid urbanisation of
England between 1780 and 1848 are being to some extent
avoided,

II. The Intellectual Condition of the Population.

In all industry, intellectual as well as physical, efficiency is
required; and the importance of intelligence and moral
qualities in the labourer is certainly not diminishing. We
have already pointed out that a very backward race could not
possibly take advantage of the Western European methods
of production. Such people would require long training to
perform the most * unskilled ” mechancal operations in our
factories ; and there is much work, above the lowest grade,
in most manufactures which very few members of such races
could be taught to perform at all. There is, of course, hardly
any work which is entirely unintelligent and unskilled. Such
terms are quite relative. Now the greater the skill and intel-
ligence of the population the greater the chance that it will
secure a comparatively large output of wealth with a com-
paratively small effort. This is the economic ideal. That
efforts should not be misdirected, that work should be as
effective as possible, is no low ideal either. To attain it the
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population needs traimming. This training may either be
general or special.

By a general education we mean one rather directed to the
development of man’s faculties, mental, moral, spinitual, and
intellectual, than to the development of any particular skill.
Nevertheless, it is important to note that general education
and special technical training are not mutually exclusive
terms. For in the course of a general education the teacher
must teach, and the learner learn something, and, as a rule,
the learner must learn by doing. Hence a general education
must, by the very nature of things, be at least in part techni-
cal. Latin prose and Greek verse are to the learner purely
technical studies, and are, often, deliberately taught and
learnt with no other intention than teaching or acquiring a
technique. In elementary education arithmetic and Englhsh
composition are, and to a certain extent must be, technical
acquirements. It is only when we come, both in elementary
and secondary education, to history, and sometimes to geo-
graphy, that we get to the purely culture-studies; and
every experienced teacher knows, whether he admits it or not,
that it is precisely in these subjects that his teaching is least
successful, A class of boys or girls of sixteen in a modern
secondary school of the best type will know the technique of
elementary mathematics and French grammar thoroughly :
their ignorance both of the facts and the significance of history
and geography will amaze any well-informed man. No one
is to blame for this. Children can learn and practise techni-
calities for themselves. They cannot exercise themselves
in history and geography ; they can learn French by speaking
it and writing it ; but they cannot learn history by making it,
and are too immature to appreciate its problems by reference
to those of to-day.

So that, whilst undoubtedly there should be education for
education’s sake, we need not worry too much if that educa-
tion is directed to some practical end. In all probability,
it seems to the present writer, education would be more
fruitful if it were much more frankly utilitarian up to the
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extreme limit of school age, say up to eighteen or nineteen,
Thenceforwards those going into the higher branches of very
highly technical work must, of course, receive technical
training ; but a large culture element should enter into their
training ; whilst the actual manual workers should continue
their education, once they have arrived at manhood or woman-
hood, on lines something approaching an exclusive attention
to culture,

As this is not an educational treatise we may, having made
the above remarks, at once proceed to summarise the educa-
tional essentials to a highly efficient organisation of the
resources of a nation for production.

(1) The whole population must receive a sound ele-
mentary education, involving the teaching, implicit as well
as explicit, of discipline, cleanliness, the chief laws of health,
The training should open the door to culture as teaching
to read, calculate, observe, and infer do; but there is no
objection to its being given, according to neighbourhood or
circumstances, an industrial bias. Such an educative
period should be extended as the prosperity of a nation
grows, and should be regarded as a training of all sides of
the growing human being, Special care should be taken of
the physical growth of the children, and the education
should take place as far as possible amid healthful
surroundings.

(2) There must be definite technical training of all grades.
This may take place either during the actual conduct of
business, by way of apprenticeship, or pupilage, or it may
take place in technical schools of various grades, or in
universities. Or these methods may be combined. In fact,
the training received outside the actual conduct of business,
whether industrial, commercial, or professional, must, in a
sense, always be preliminary, It is true that, for instance,
a doctor nowadays receives the whole of his formal training
before he commences to practice, and is never, or very
seldom, the professed pupil of a practising physician or
surgeon Nevertheless, he never arrives at his full degree
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of skill until he has entered for himself upon the business
of preventing and “ curing” disease, A solicitor usually
begins practical business at the outset of his pupilage, but
he, nevertheless, must study, as well as practise, either
privately, or at a school of law, if he wishes to qualify pro-
perly for entry to his profession. And so with all the highly
skilled trades. The engineer pupil must have training in
the actual conduct of his business and theoretical scientific
training, too. One of these may precede the other, or both
may be pursued at the same time, but neither can be safely
neglected. In the more thickly occupied levels of industry
scientific study, as distinguished from actual practice, was
formerly too much neglected. But few artisans are now
entirely without the vestiges of an elementary scientific
training gained outside the actual pursuit of their trade for
pay. And, as the general understanding of mechanical pro-
cesses of all kinds is rapidly becoming far more important,
relatively, than special but narrow manual skill, independent
scientific training, having special reference to some group of
industries, is becoming essential to the creation of a properly
equipped working population in all but the very lowest
grades. The smaller the number of people employed in
the lowest grades the better, not merely from the point of
view of productiveness, but from the standpoint of humanity.
Formerly, apprenticeship was the rule in nearly all relatively
skilled manual crafts, Now, it is the exception. Hence
the need for technical instruction. In supplying this
need, our own country, for a generation behind some other
nations like Germany and the United States, is now, except,
perhaps, in definite commercial training, not much, if at
all, behindhand.

Our ideal should be to have no members of our community
not relatively skilled in the production of some utilities,
including under that term not merely the products of the
ordinary industrial and commercial arts, but the domestic,
humane, and aesthetic arts, too. It is, therefore, of the high-
est importance that training should be as widespread
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and as easily attainable as is possible. No surer source
of national deterioration, from the merely economic point
of view, exists than the neglect of such training, whether
it occurs by non-provision of proper educational facilities,
or by allowing youth to drift into occupations, like news-
paper-selling, errand-running, or that of “van boy,”
which require no skill, and lead up to no life-occupation. A
nation which spends its resources generously and wisely,
whether out of taxation, or immediately from the pockets of
parents or employers, upon training, is making the best
investment of capital that can be made. For an intelligent
and highly skilled population will always be able to supply
goods which are needed, which, relatively to the products of
less skilled people, will be of high value. We need not trouble
ourselves lest skill and intelligence shall become too wide-
spread. To level up the general range of intelligence and
skill, to break down the artificial barriers which prevent
ability finding its appropriate outlet, will tend to level down
the quasi-rents which some occupations enjoy. But those
who have to deal with large numbers of young people well
know that high intelligence and executive capacity will
never become relatively common. Nature, unfortunately,
seems to have seen to that.



CHAPTER X
INTERNATIONAL TRADE

INTERNATIONAL trade is best viewed as a branch of production
The study of production consists of a consideration of the
means best taken by the people of a country to supply them
selves with goods. One of those means is the purchase of
goods from the people of other nations, the purchase being
in modern times, made for money. But, as we shall show,
if our people purchase goods abroad other nations musf
inevitably purchase goods from our people. In effect, though
not in form, the process will be one of exchange of goods, We
obtain the goods we import by producing goods for export.
The principles of foreign trade, therefore, are merely a par-
ticular application of the fundamental principles of economical
production. Goods are most economically produced when
their production is undertaken by the people, and in the places,
best fitted for producing them. And, if this principle is ta
be observed, freedom of exchange must be preserved, This
freedom of exchange is in no way inconsistent with the regu-
lation of production in the interests of the health and well-
being of those engaged in it, nor with the regulation of sale
with a view to the prevention of fraud, adulteration or im-
morality, We may well prevent people selling poisons pro-
miscuously, or selling adulterated foods, or goods by false
description. We may prevent people working unduly long
hours or under unhealthy conditions. But, if we prevent our
people from buying cloth, or soap, tinned meat or automobiles
merely because they were not made within our own political
boundaries, then, by failing to observe the principles of free
exchange, as already explained,! we are merely employing
our capital and labour less productively than we might have
done.
1 See pp. 161-163.
200
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If we take as our unit of productive power a day’s work by
one man using £100 of fixed capital, then, if 500 yards of cloth
costs us x umts whilst we could obtain exactly the same
quantity and quality of cloth by exchanging for 1t a machine
costing us %~ 1 units to make, then we shall simply waste one
such unit if we insist on making the cloth for ourselves. Where
the absolute cost to us of making a commodity 1s greater than
that of making the commodity which we could exchange for it
the gain to us by the exchange is obvious. And the vast
majority of the goods our people purchase from the people
of other nations consists of goods which cost us less to buy than
to produce, or else of goods which we do not produce at all.
And a like proposition is, of course, as true of the trade of
other nations as of our own. But, just as it pays a man to
buy goods which he could make more cheaply himself, pro-
vided he can purchase those goods by something he can make
more cheaply still, so it may pay the people of one nation to
import things which it could make more cheaply than the
people of the nation from which they are imported. For
people to insist upon making all the goods which they can
make at a lower absolute money cost than that at which such
goods can be purchased abroad may mean to give up some
form of production in which they have a greater advantage
still, and thus to divert capital and labour into a less profitable
employment than is necessary, and, to that extent, to become
poorer.

It is worth while to show this in arithmetic detail. Let us
suppose that there are two nations, A and B, and that eachcan
produce goods which we will call g* and g2 Let us further
suppose that one hundred units of productive power in A can
produce indifferently either 50 units of g* or 100 units of g3,
whilst, in country B, 100 units of its productive power can
produce 45 g1 or 63 g2, This we may set out in tabular form
thus:

One hundred units of productive power in

country A produces 50 g! or 100 g2
" - 45 glor 63 g

14—(C.1325)
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Thus A has an absolute advantage in producing both g! and
g% But in producing g* it has a greater advantage over
country B than it has in producing g?, for whilst its power of
producing g is as 50:45 or 100 : 90 its power of producing
g®is as 100 to 63. In other words, the expense of producing
g1 is relatively, or comparatively, less than that of producing
gl Thus, productive power in country A will be maximised
if it devotes all its energy to the production of g%, and pur-
chases whatever quantity it wants of g! with g% Thisis
an illustration of what is called the doctrine of comparative
cost. And, if exchange be free, the inhabitants of each
country will, in seeking their own largest gains, be driven
into the occupations in which their labour, as compared with
all other occupations, is most remunerative. From the purely
economic standpoint hindrances to the free importation and
exportation of goods are to be condemned.

Value in International Trade.

The careful reader will have noticed that if people in country
A obtain g! by exchanging g2 for it, then, obviously, the ex-
pense of obtaining g to them is not governed by the expense of
producing g! in country B but by the expense of producing
g® in country A, If England (or rather people living in
England) obtain raw cotton by exporting machinery, the
value of the raw cotton is measured, not by the expense to
Americans of producing cotton, but by the expense to English-
men of producing machinery Now we have already seen
that the value of goods, where we can assume conditions of
fairly free competition, is always indicated by their marginal
utility, and must, in the long run, just cover their marginal
expenses of production. But it appears that in international
trade the value of goods does not always tend down to the
marginal expenses of their production. Goods obtained
from other nations exchange, not, ultimately, according to the
marginal cost of producing them, but according to the mar-
ginal cost of producing something else, 1.e., the goods exchanged
for them, Why is this? It is because we cannot assume
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reasonably free competition as between the productive units
of different nations, We have seen that many things hinder
the complete mobility of labour even within a given nation.
Much more is this so as between two nations. The language,
the habits of life, the modes of production, the religion, and
the environment generally of two nations, not far removed
geographically, may be completely different.

In less than an hour a British workman may pass into an
area where hardly a single thing, from Sunday clothes to
tobacco, is like the things to which he is accustomed. For
such reasons we find that the labourer of one country does not
compete with the labourer of another in anything like the same
degree as labourers compete within a nation. An economic
advantage of small dimensions is not usually enough to bring
about the migration of the labourer to another country.

In respect of capital the argument is less forcible. Capital
in its loanable forms is now very mobile. But the average
investor is far more likely to prefer a home to a foreign invest-
ment at something like the same yield. Thus competition
is imperfect; a greater inducement is necessary to make
capital and labour flow abroad than from one part of a given
nation to another. Nations, economically speaking, are
non-competing groups, within which there is pretty free com-
petition, as between which competition 1s absent or at best
imperfect. Thus we cannot say that the value of newly
produced ordinary commercial commodities entering into
international trade must, under normal conditions, and when
the forces of competition have had time to operate, equal the
marginal expenses of producing them. How then are such
values determined. Let us revert to our arithmetical example.

The amounts of g! and g? produced at a given expense in
the two countries respectively was

in A as 5is to 10

nBasSisto 7
Now since, in A, 5 units of g can be obtained by sacrificing
10 units of g2, people in country A will never give more than
10 g for 5 g%, And, as in country B, 7 units of g2 can be
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obtained for a sacrifice of 5 g%, people in B will never take less
than 7 g® for 5 g1. Thus the ratio at which the goods will
exchange will always lie between

5 gt for 10 g3,
and 5 g! for 7 g%

In other words, the limits within which the value in exchange
of the articles can fluctuate are determined by the ratios be-
tween the expense of producing them in the two countries. If
we speak of the value in international trade of 5 g* we can say
that it can never exceed 10 g2 and never be less than 7 g3,
i.c., the limits of its value are determined by the expense
of producing what it will exchange for in country A as com-
pared with the expenses of producing what it will exchange
for in country B. Now, apart from international trade, 5 g?
would, in country A, normally exchange for 10 g2 If people
in country A therefore can obtain 5 g for anything less than
10 g2 they will gain. Free exchange in international trade
means that, under normal circumstances, people in country
A cannot lose and may gain by international trade. And
this will be equally true of country B, the inhabitants of which
will not in normal circumstances get less than 7 g* for 5 g?
and may get as much as 10 g2 If each country then
specialises in the trades in which it has the greatest relative
advantage neither can, under normal conditions, lose and both
are likely to gain. One country may absorb all the gain, but
this condition of things is exceptional. For how will the
actual terms of exchange, between the limits we have seen
to be fixed, be determined? The answer is: by the play of
demand on both sides. Let us suppose trade to open when
5 gl is exchanging for 10 g2 Then country A is paying the
highest possible price for the g! it imports. Its inhabitants
gain nothing by buying abroad. They may just as well buy
at home, and they will tend to do so. Thus, on these terms of
exchange, we may well imagine the demand of people in A for
g tobe small. But the demand of people in B for g3 is likely
to be large, for they get the highest possible price for g, a
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much higher price than they can get by selling at home.
Thus we may suppose the demand for each article at this price
to be out of equilibrium,

Ratio 5 g! exchanges for 10 g?
demand of A for g! 50 units.
demand of B for g* 100 units.

Under such conditions the value of g% in terms of g! must rise
and the value of glin terms of g3 must fall. The ratio will
then become
5 g! exchanges for 9 g3,

and if this does not establish equilibrium between the demand
of each country for the goods of the other, price will again
change until equilibrium ¢s established, and we may legiti-
mately suppose that, at a price of 5 g* for 8 g%, A will demand
say 70 times 5 g1, whilst B will demand 70 times 8 g%, Equi-
hibrium will be established, and, unless trade conditions alter
considerably, the terms of exchange thus established will tend
to remain.

Thus the value of goods entering into international trade
will depend upon the action of reciprocal demand (i.e., the
demand of each country for the goods of others, as compared
with the demand of other countries for its goods) operating
between limits fixed by the comparative cost of the goods
entering into trade.

The reader will see, further, that the people of a country
purchase the goods they import by the goods they export.
The exports are the sacrifice which they make to obtain goods
for consumption. Exports are the expense of producing
imports. To make it difficult to get imports is to make it
more costly to live. To impose, in country A, an import duty
on gl is, virtually, toincrease the expense of delivering g* in
country A, and, probably, to divert energy from the more
advantageous production of g% to the less advantageous
productionof g, He will also see that the value of the exports
and the imports of any country must be equal, that we cannot
get, except quite temporarily, goods of a greater value than we
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give, nor can we give a greater value than we receive. If at
any time there is a want of equivalence between those values
then the values will change owing to changes in demand. To
explain this more fully we must proceed farther.

Metallic Money in International Trade.

Hitherto we have regarded foreign trade as a process of
barter. Let us now suppose it to be conducted through the
medium of metallic money, and, as the almost universal
metallic standard money, in civilised countries, is gold, we may
suppose goods to be sold for gold. Nations do not normally
sell goods to nations or buy goods from nations. But indi-
viduals or firms in one nation buy from, or sell to individuals
or firms in another nation, These goods are bought and sold
in terms of gold, and, were no substitutes for gold possible,
sellers would receive payment in gold, and buyers would remit
gold for their purchases. Let us suppose this actually to be
the case; and let us imagine that the total purchases of mer-
chants in country A from other countries are greater in value
than the total purchases of merchants in other countries from
merchants in country A. Then, if all settlements are made in
gold, more gold will flow out of country A than flows into it, for
there is a balance of indebtedness against the merchants of
country A. But what will be the effect of this? The quantity
of gold in use as money in country A will be diminished, and
prices will fall. At the same time the quantity of money else-
where will increase and prices elsewhere will rise, A, therefore,
will be a comparatively unprofitable place to sell to, for it is a
comparatively low price country. It will be a comparatively
good place to buy from for the same reason. Foreigners will
begin to buy more largely from it ; f.e., its exports will tend
to increase, foreigners will diminish their sales to it, and its
imports will tend to diminish. And such an adjustment will
take place not only by the action of foreign merchants, but,
simultaneously by the action of home merchants. Foreign
countries are now high price countries. The merchants of A
will therefore sell abroad as much as they can, and will buy
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abroad as little as they can, Thus, at both ends, as it were,
forces will be set to work diminishing imports and increasing
exports, This will continue until the equilibrium of exports
and imports has been attained, and the balance of indebted-
ness no longer exists. Indeed it may, and probably will,
temporarily go farther than this, until exports exceed imports
in value ; then the opposite forces will be set to work and
equilibrium again reached, and even passed. Thus, assuming
goods to be bought and sold for gold, and gold actually to
pass, there cannot, for any length of time, be any want of
equivalence between the value of the imports and of the exports
of any given country. For the very excess in the value, either
of the imports, or of the exports, at once tends to set in motion
forces which bring the values of imports and exports to
equivalence again.

In this sense exports are paid for by imports, imports
by exports, and any diminution or increase in the value of
the one will be followed by a diminution or an increase in
the value of the other. It will further be seen that, as a
result of these forces, when the precious metals are used as
money the precious metals themselves will tend to be dis-
tributed, as between the nations in the area of their use,
exactly as if they were not used at all and trade were a process
of barter, For trade will always be tending towards the point
at which, were anyone in a position to command the whole
commercial forces of any given country, he could obtain all
its imports by bartering its exports for them. Thus the
foreign trade could be carried on without the use of money.
If exporters from country A could but exchange credit with
the exporters to country A, then, international trade would
not, indeed, be barter, for each transaction would be separ-
ately settled by a credit instrument, but, in effect, the imports
would be obtained in exchange of exports. This is precisely
what does take place. Here we come to reality, for inter-
national trade is conducted by means of paper credit cur-
rency, gold moving from one country to another in settlement
of debts only as a last adjustment.
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The Foreign Exchanges and International
Trade.

The nature of the foreign exchanges has already been
explained.! Let us again suppose that merchants in country
A having been importing goods to a greater value than that
of the goods exported. Then a balance of indebtedness
remains against the merchants in country A. Now the
creditors of those merchants either have power to draw bills
upon merchants in A or they must receive remittances from
them. Both methods of payment, we may be sure, will be
adopted. Let us suppose that country A, like England, is
a country upon which creditors, as a rule, draw bills. These
bills will be drawn in terms of the currency of A, say in pounds
sterling. The debtors duly draw their bills and go to the
banks or bill brokers in their own country to sell those bills
for, let us say, francs., But they find many other people
acting similarly. Many merchants wish to sell bills on A,
drawn in pounds for dollars. But not so many merchants
go to the brokers to buy bills in pounds for dollars. For
goods have been sold to A in excess of the goods bought from
A. Thus the supply of bills on A is in excess of the demand
for them. Their value in dollars, therefore, must fall, to the
loss of those with bills to sell and the gain of those who have
to buy bills for remittance. Instead of f1 fetching $4.88
let us say, the seller finds he can get only $4.79; then, as
the excess of bills for sale becomes more apparent the exchange
sinks until Mint Par is passed and the exchange is definitely
against A at $4.78, $4.77, and so forth, down to specie
point. What does this turn of the exchange against A mean
to our merchant who has drawn a bill on a firm in A against
the goods sold ? It means that his price is lower by the differ-
ence between the rate of exchange when he made his bargain
and the rate of exchange when he sells his bill. A has become
a low price country and his next sale will be, if possible, to
some other country than A.

But, to take the second alternative, suppose the buyer in A

1 See p. 152.
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has to send his foreign creditor a remittance drawn in terms
of the currency of the country to which he is to remit. He
will find when he purchases such a remittance that the rate
of exchange is now not £1 for $4-88 but £1 for $§4-76. Thus
to purchase a bill for 10,000 dol.lars will cost him more than
at the more “favourable rate” of exchange. For every
pound of the purchase money he will get *12 dollars less than
formerly. Thus, foreign prices have risen to him. He will
be less inclined to buy abroad than before. Thus at both
ends again there will be an adjustment tending to diminish
the imports into A, The foreigner finds A alow price country.
The native of A finds foreign prices high. But the very
fact§ which make it unprofitable to import into A make it
profitable to export from A. The merchant in A who sells
to the foreign countries can, if he sells in terms of dollars
get £1 of his own money for every $4-76. The foreign buyer,
if he buys from A for pounds sterling, gets a remittance in
pounds at the rate of $4-76. Thus, at both ends, at home
and abroad, forces will be at work tending to diminish imports
into A and to increase exports from it, And this will continue
so long as exchanges remain * against * A, which country, to
acknowledge what has become fairly obvious, is the United
Kingdom.

Thus, imports exceeding exports, the effects on the foreign
exchanges will be such as diminish imports and increase
exports. Should exports exceed imports in value the opposite
set of forces will be set to work. If we have been exporting
to excess, bills upon London will be in great demand, for
foreign debtors will require remittances to send to their
creditors here. The demand for such bills or other forms of
paper currency (since we have sold more goods than we have
bought) will be in excess of the supply and the exchanges
will tend to be above Mint Par or “ for” us. This means
that English pnces are to foreigners high, for to pay £l
they have to give more francs, or dollars, or marks, than
usual. They, therefore, will, as far as possible, diminish
their purchases from England. The English merchant will
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be under a precisely similar inducement to cease to sell abroad
in foreign prices. But foreign merchants will like to sell to
England ; because, for every £1 worth of goods sold they can
get a greater amount of their own money than usual ; and
England will tend to buy abroad; for £1 will purchase, not
$4-76, or 20-30 marks worth of goods but $4-89, or 20-50
marks worth. Thus, forces will be set to work to increase
imports and diminish exports. And the value of imports
and exports will tend again to equlibrium.

It is, therefore, true in substance to say that imports are
paid for by exports. The importers are not paid by the ex-
porters, but, owing to the use of bills of exchange and other
paper credit instruments, their debts are cancelled against
each other, just as effectually as are cheques in a clearing
house. The bill brokers and discount houses and foreign
banks, who, here or abroad, purchase bills from the sellers of
goods, and sell bills to the buyers of goods, virtually act as
clearing agents. They convert goods into currency just as the
home bankers do for the home trade,

No country need, then, fear that its inhabitants can import
too much. They cannot buy more than they can pay for;
and they not only do, but must, pay for the goods they buy
from abroad by the goods they sell to abroad. The fear
that our home trade can, permanently, be damaged by im-
ports is merely an ignorant superstition of the same kind
as the idea, cherished, among others, by Napoleon Bonaparte
as well as less distinguished men, that England can be drained
of gold. For hundreds of years gold has never been used in
international trade except as a last resort. The foreign bill
of exchange is one of the most ancient of commercial instru-
ments, and, indeed, its use as a means of remittance abroad
was commanded by a statute of Richard II. When exchanges
are approaching either specie point, automatic forces are set to
work, by the very position of the exchanges, which tend to
bring them back again towards par. And these automatic
forces are very soon augmented by the direct action of the
magnates of finance. People will not take gold abroad in
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satisfaction of ordinary debt because 1t does not pay them
50 to do; and the exchanges can never remain for any
time in a condition which makes the export of gold to pay
ordinary debts anything but unprofitable.

It is, however, a commonplace that the trade returns of
nations do not display that equivalence between imports and
exports which we have shown must exist. The explanation is
simple and may be put into a single phrase: the trade
returns of countries are never a true and complete account
of the international trade transactions of those countries.
This we will proceed to explain,

The Balance of International Indebtedness.

On the frontiers of every state there are stations called, in
the United Kingdom, Customs Houses, at which account is
rendered of the quantity and value of all the goods, imported
into or exported from a country, whether dutiable or not.
Such accounts are necessarily imperfect for () many of the
most important classes of goods never pass through a customs
house at all ; (b) the values of the goods which do pass through
are differently recorded at different customs houses.

(a) Nations export and import not only visible and
tangible, but invisible and intangible goods. The United
Kingdom, for instance, or rather individual British people,
or firms, sell to other nations the use of capital, the services
of ships, banking services, agency services, and so forth.
These goods are not visible, but they are obviously as much
exports as Cheddar cheese, or Bass’s beer, or pig-iron, or
other goods which pass through the Customs House in
tangible form. If I go to the grocer and purchase a pound
of tea, the grocer has, obviously, exported something to me
and I have imported something from him, and all the world
(if I care to show the tea) can see it; but if I consult a
solicitor and receive advice which enables me to collect an
otherwise bad debt, his service to me may be far more
valuable than the pound of tea, I may have to pay a good
deal for that service. The most valuable of all kinds of
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production 1s the production of goods which do not, at
first, at any ratc, take tangible form. So a country, in
exporting invisible services, may be conducting a very
valuable form of business, profitable to those who sell such
services, useful to those who buy them.

() When a bale of cotton leaves Galveston or New
Orleans its value is recorded free on board. That is tosay,
its selling price delivered on board ship in the port is
recorded as 1ts export value. When the same bale of cotton
arrives in Liverpool its value as an import is recorded,
“cif” (cost, insurance, freight), that is to say, to its
value as recorded at the American port, the expenses
of delivering it at Liverpool are added. The same goods
therefore figure at one valuation as an export and at a
higher valuation as an import. If this method is observed
with regard to all goods transported from one country to
another, obviously the goods imported by the civilised
world will be of higher value than the goods exported.
And this superficial paradox does exist. The difference
between the values of goods as exports and the values of
the same goods as imports, therefore, consists of the value
of the services rendered in insuring and carrying such goods,
and the countries (or rather the people in them) who
perform such services receive that value,

Thus in making up the balance sheet of the imports and
the exports of any given state more things have to be
included than the values of goods passing through the
Customs House. Account must be taken of other items of
which the following is a fairly complete list :

ExPoRTS IMPORTS

1. Goods sold by way of 1. Goods bought by way of
trade, trade.

2. New capital exported. . New capital imported.

3. The use of capital already . The use of capital already
exported. imported.

4. Interest on capital al- . Interest on capital al-
ready borrowed. ready lent,

LN

1S
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EXPORTS IMPORTS
5. Shipping, banking, insur- 5, Shipping, banking, insur-
ance and other services. ance and other services.
6. The payment for such 6. The payment for such

services rendered by services rendered by the
foreigners, importing country,

7. Government expenditure 7. The expenditure of foreign
abroad. governments here,.

8. Expenditure of tourists 8. The expenditure of for-
abroad. eign tourists here,

9, Charitable donations sent 9, Charitable donations re-

abroad. ceived at home,

10, Remittances of profits 10, Remittances of profits
and salaries by foreigners and salaries by English-
resident here, men resident abroad.

11. Extraordinary payments 11. Extraordinary payments

to other countries, e.g.,
a war indemnity.

received from other coun-
tries, e.g., a war indem-
nity.

If the value of all these items were included in the trade
returns of a country, then, under normal conditions, the values
of exports and imports would, approximately, balance. The
only reason which could cause any excess on either side would
be a large excess of capital lent to other countries over capital
borrowed from them, or vice versa. For an export of capital
no immediate equivalent is returned. A loan is neither an
exchange nor a sale, but aloan. But an export of new capital
tends, of course, to swell the future imports of tangible goods
sent by way of interest.

The explanation of our apparent standing excess of imports
above exports is now simple.! The United Kingdom is by far

3 This standing excess has, for the present, disappeared. During
the war we sold foreign investments and, indeed, borrowed largely.
Thus we cease to draw income on investments, and have to repay
debts as well as pay interest on our debts. Our balance sheet, there-
fore, tends to show an excess of exports over imports,
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the greatest exporter of shipping, banking, insurance, and
merchant and agency services in the world. Especially 1s thus
the case with smpping. The value of the shipping services we
render probably exceeds the value of those rendered to us by
£100,000,000 in a year. The payment for these services comes
to us in goods. The foreigner to whom these services are
rendered has to buy, in his own country, documents, drawn on
London as payment for goods sold to London. The credit
he thus acquires, he remits to London in order to enable him
to pay the shipping companies or others, for services rendered.
Thus the goods sold to London are, in effect, made to pay
for the services our shippers and others have rendered to
foreigners ; and those goods figure in our returns of imports,
But the services for which they are the payment do not figure
in our returns of exports, for they have never passed through
the customs house.! So we receive, in a precisely similar
manner, probably another £100,000,000 as interest, annually.
This is included in our returns of imports, but the service
represented by the annual use of that capital is not included
as an export. These two items more than account for the
apparent excess of the value of imports over the exports of
the United Kingdom, which varied before the war from
140 to 180 millions sterling.® As a matter of fact, so far is it
from being true that we have a real excess of imports over
exports, that the opposite is true; for we annually export
millions of capital to foreign countries. Or to put the same
truth in a rather more accurate form, our apparent excess of
imports over exports would be much greater than it is, did not

! An instructive case 1s that of the value of new ships exported by
Bntish firms. A ship, when built in the Bntish Islands to foreign
order, sails away when fimshed. It does not pass through the Customs
House. Thus, for years, the value of a most important part of our
export trade did not figure 1n our returns of exports at all. This has
been remedied since 1897. But it only shows how misleading the
bare figures of official returns, not properly understood and interpreted,
can be.

* Under the artificial conditions of war the difference has been
greater. Peace is gradually bringing an approximation to former
conditions.
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British citizens annually leave abroad for investment? large
masses of wealth which they are entitled, if they please, to
have sent here.

Thus we have concluded our consideration of the main
principles which govern International Trade. Questions of
political policy concerning international trade, a general
elementary treatise does not afford scope to discuss. Free
exchange, free importation, free exportation, are the logical
conclusion of the truths we have demonstrated. A country
which places obstacles in the way of foreign trade will, according
to the extent and efficiency of those obstacles, tend to be
poorer than it otherwise would be, Such is the purely eco-
nomic conclusion. But, if important political or social ends
can be achieved by the policy of obstruction to free exchange,
commonly termed Protection, they must be so achieved.
This is a question of politics which we do not propose to
discuss, a question upon which the opinion of economists,
though it must carry weight—because politics here, as often,
turn upon the subject matter of their science—is not final.

1 These amounts are not, since the war, so large. Indeed, we are
to a great extent now a debtor nation. But already there ars signs
that former tendencies are again 1n action



QUESTIONS

Many of the questions printed below are taken from the examination
papers of the London Chamber of Commerce, by whose kind permission
they are vepyoduced.

1. What methods of investigation are employed 1n Economics?

2. What do you understand by an Economic Law ?

3. What do you mean by Wealth ?

4. State whether you consider the following to be wealth,
and give reasons for your answer: Air, Ship, River, Canal, an
Insurance Policy, a Good Ear for Music.

§. Explain, by means of examples, the difference between an
Economic Law and a Law of Nature.

6. Compare the methods of Economic Science wath those of
(a) Astronomy ; (b) Physiology.

7. Define Capital. Enumerate the most important forms of
invested capital in the country in which you hve.

8. Explain Cost Value and Market Value, and state the relations
existing between them.

9. On what does Market Value depend ? Explain, with the
aid of a diagram, final or marginal utility, total utility,
consumer’s rent.

10. Explain how utility is affected by the exchange of goods
or services.

11. What distinctions, if any, must be made between the v’

wealth of nations and the wealth of individuals ?

12. Explain what you mean by the Production of Wealth.

13. By what tests would you decide whether a particular
industrial worker was or was not productively employed ?

14. Explain the working of the laws of Supply and Demand in
relation to the price of wheat.

15. What do you understand by Elasticity of Demand ? v

16. Would you say that the demand is elastic in the case of
(a) bread; (b) sugar; (¢) ships; (d) horses?

17. Give defimtions of the terms Utility and Value.

18. Give a brief account of the following:—The Principle
of Substitution; Purchaser’s Surplus; Increasing Returns in
Manufacture.

19. State clearly what you understand by Joint Demand and
Composite Demand.

217
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~ 20. How is value determined under Monopoly conditions ?

21. In which industries do we find respectively that (a) small
businesses are being exterminated by the competition of big
businesses ; (b) small businesses occupy the field to the practical
exclusion of big businesses ; (c) large and small businesses exist
side by side?

22, Explain fully the meaning of the term *‘ Market.”

23. In order that the market for a commodity must be very
large, certain conditions must be satisfied. What are these
conditions ?

24. How 18 the market price of a commodity determined ?

25. On what grounds is land distinguished from capital in
economic study ?

26. What is the relation between price and cost of production ?

27. State what you know of Ricardo’s Law of Rent.

28. Is the Theory of Rent applicable to urban land ?

29. What is the difference between agricultural rent and
economic rent in the country, and between economic rent and
ground rent in towns ?

30. “ A thing is worth as much as it will fetch.” Discuss
the notion of value here employed and its relation to normal value.

31. Explain the nature and cause of value.

32. What are the causes which favour the accumulation of
capital ?

33. “ All capital must be saved ; all capital must be spent.’”
What is the meaning of this?

34. What is the law which governs the rate of interest ?

35. Does the law of economic rent find a place in any form in
the analysis of wages and profits ?

36. *“ A shopkeeper in a fashionable and much frequented
street will say that he charges high prices because he has to
pay high rent.”” Examine this statement, setting forth the theory
of economic rent and showing the true relation between rent and

rice.
P 37. Explain as fully as you can the meaning of the term
¢ Profits.”

38. What is the difference between Gross and Net Profits ?

39. Examine the statement that *“ Profits tend to an equality.”

40. Under what conditions do net profits exist ?

41. “ New machinery creates unemployment.” Is the fore-
going statement true ?
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42. Does the introduction of machinery lessen the total demand
for labour ?

43. What are the chief advantages of division of labour ?

44. In what ways and to what extent does division of labour
tend to industrial efficiency ?

45. What, if any, are the limits beyond which division of
labour is economically disadvantageous ?

46. What are the economic laws determining wages ?

47. Can the rate of wages be modified by combinations of"
wage-earners or by State interference ?

48. Explain the meaning of the following phrase:  The
Iron Law of Wages.”

49. Distinguish carefully between Real and Nominal Wages.

50. Explain the relation of * Efficiency ”’ to general welfare
in a community. Consider specially efficiency of labour, what it
implies, and how it can be angmented. Can there be excess
skill ?

S1. Show with illustrations how the economic condition
of a country is affected (1) by an improved organisation of its
industries ; (2) by the introduction of a better system of transport.

$2. Discuss the effects of the development of labour-saving
machinery upon (a) wages; (b) security of employment.

§3. Explain briefly the advantages enjoyed by large and small
businesses.

54. It is said that the three essentials for the production of
wealth are land, labour, and capital. Is that a complete state-
ment, or is anything else required for the successful conduct of
industry ?

§5. Explain the Malthusian theory of population. Upon
what evidence or reasoning was it based ?

56. How has the theory of Malthus regarding population been
affected by recent knowledge and experience ?

5§7. What are the chief functions of money ? Do you regard
a Bank Note, Cheque and Silver Coin as money ?

58. “ When the value of money increases the value of commodi-
ties decreases.” Examine this statement.

59. On what does the value of money depend ?

60. Examine carefully the connection between the Bank Rate
of Discount and the Rate of Interest.

61. * Any monetary system must be based on confidence.”

Examine this statement.
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62. Why does everybody place such confidence in gold ?

63. What are the qualities that a material which 1s to be a
standard moneys hould possess ?

64. What do you understand by token coinage ?

65. Explain the working of Gresham’s Law,

66. Explain briefly the theory of general prices.

67. What are Index Numbers, and for what purposes are they
used ?

68. Describe the nature and service of credit, and state its
most active forms in Great Britain.

69. What is meant by Inflation of Credit ? Illustrate by some
particular case, giving 1ts cause and effects.

70. What do you understand by the Quantity Theory of
Money ?

71. Give a brief account of the circumstances which led to the
formation of the Bank of England.

72. The Bank Charter Act of 1844 provides that the Bank of
England must issue a Weekly Return. What information does
this Return contain ?

73. What were the chief objects in view when passing the Bank
Charter Act of 1844 ? Has the Act fulfilled the purposes for
which it was passed ?

74. Explain ‘“ The Mint Price of Gold ”; * The Value of a
Sovereign.”

75. Give a brief account of the principle of foreign exchanges.

76. Explain the meaning of Convertible and Inconvertible
Paper Money.

77. What safeguard must be taken in regulating the 1ssue of
() Convertible; (b) Inconvertible Paper Money ?

78. What advantages and what disadvantages are incident to
large production ?

79. State the several forms under which production is organised.

80. Explain the principles of Co-operation.

81. Give a short account of any notable co-operative society.

82. Define or explain the meaning of (a) Cartels; (b) Trusts.

83. Give a short account of the Law of Diminishing Returns
m Agriculture.

84. Examine the ments and defects of Trusts.

85. Give a brief account of the distinctive forms of co-operative
employment charactenstic respectively of Great Bntain and
Ireland.
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86. What sort of businesses are most frequently undertaken
by municipalities ? Explain the reason for the selection of these
particular industries as fields for municipal enterprise ?

87. Explain the laws of (4) Diminishing Returns ; () Constant
Returns ; (c) Increasing Returns.

88. * Division of Labour is limited by the market.” Examine
this statement.

89. What are (a) the general causes; (b) the particular causes
of the localisation of industry ?

90. What are the two greatest influences which determine the
physical condition of a people ?

91. State the probable effects of the imposition by Great
Britain of duties onimported wheat and pig-iron, taking into con-
sideration all the interests concerned.

92. Explain with examples why the exports of some countries
exceed the imports, while the imports of others exceed the exports.

93. How far is it true that the volume of exports is the best
test of the prosperity of a nation? Is it ever advisable to tax
imports ?

94. How far, in your opinion, is the commercial and industrial
advance of Germany and the United States accounted for by the
progress in those countries of commercial and technical education ?

95. What factors, other than education, are of prime importance
to the industrial efficiency of the population ?

96. Explain the *One-Reserve” System of banking. De-
scribe the employment of the Bank Rate both as an Effect and
as a Cause.

97. Discuss the advantages and disadvantages of the nation-
alisation of railways from the point of view of: (s) National
Finance ; (b)) The Interests of Businesses served by the Railways ;
(c) The Interests of Railway Employees.

98. The suggestion has been made that raw materials should
be imported free of duty, but that imports of manufactured
articles should be taxed in proportion to the amount of labour
embodied in them. Explain how this policy would affect home
industries if put into practice.

99. Describe the effects of a rapid transition in a country from
domestic to machine or factory industry. Illustrate from the
case of the English industrial revolution.

100. Give an account of the fluctuations in the last twenty
years in the price of Consols.
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LonDON CHAMBER OF COMMERCE

Questions set at the Examination for Senior Commercial
Certificates and Teachers’ Diploma

INSTRUCTIONS TO CANDIDATES.

Not more than eight questions to be attempled. Candidates for
the Teachers’ Diploma must in answering the eight questions snclude
11, 12 and 13.

1. Explain what is meant by * marginal utility *’ and * mar-
ginal cost of production *”; and show what these have to do
with the determination of price.

2. How far is 1t possible to deduce Laws of Wages from the
Theory of Value? Illustrate your answer by the considera-
tion of the cases of wages in (a) agniculture, (b) coal-mimng,
(¢) cotton weaving.

3. Explain the forces which determine the rent of agricul-
tural land. What would you expect to be the effect on agri-
cultural rents of (4) a marked success in the efforts now bewng
made for the improvement of the Science of Agriculture, (2)
a rapid increase of vegetarianism.

4. Give some account of the functions and dangers of credit
in modern industry; and of the credit instruments in most
common use.

5. Give some account of recent fluctuations in the Bank
Rate, and of the considerations which have to be taken inte
account in fixing it.

6. Give some account of the recent fluctuations in the price
of rubber. What light is bereby thrown upon (a) the conditions
determining the price of commodities subsidiary to important
industries, and (b) the effect of the exploitation of the tropics
on industry in temperate climates.

7. Sketch the progress towards monopoly hitherto made in
one or more of the following industries :—

(4) Mineral oil, (b) tobacco, (¢) diamonds, (d) textiles, (¢) steel.

Give an estimate of the probable results on social well-being
of monopoly 1n each industry.

8. Explain why water supply is so commonly a municipalised
industry in Great Britain. Give some account of the manner
in which one or more important undertakings are conducted.

9. Give an account of the different forms of public indebtedness
m the United Kingdom ; of the manner of raising existing loans ;
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their purposes, and the provision made by law or custom for
repayment. Do you consider the low price of Consols now
current a public calamity ?

10. Explain the meaning of the following phrases :—

(a) Incidence of taxation.
(b) Taxation at the source.
(c) Prime cost.

(d) Social capital.

11. Explain as clearly as you can the position of Trade Unions
in the eye of the law, as determined by recent legal decisions.
Do you consider that the power of Trade Unions to influence
wages and conditions of labour has been increased or diminished
by recent events, or by the course of economic development ?

12. Explain the nature and extent of the control exercised
by the State over railways in the chief parts of the British Empire,
the United States and the most advanced countries of Europe.
Criticise briefly each system of national control.

13. Discuss, in the light of recent experience, the doctrine
that protection of agriculture and protection of manufacture
must stand or fall together.

RovAL SocIETY OF ARTS
Questions set at the Grade II. Examinations in Economics

Six questions and not more than six, lo be answered. Candsdales
who aim at a Fiyst-class Ceriificale must select thesy siz questions
by taking two from each group, A, B, and C.

4

1. What is the economic meaning of Wealth ? Consider how
far it is possible to compare the wealth of widely differing com-
munities, such as England and Persia.

2. In what various ways has Fixed been distinguished from
Circulating Capital? Consider the probable results of an
extensive alteration of circulating into fixed capital.

3. Show how the Rate of Interest is fixed in a modern com-
munity, with a special reference to peculiarities in the supply of
loanable Capital.

4. Enumerate the various methods of payment of Wages
in England, and consider their suitability to various forms of
industrial organisation.
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B
5. * The worth of a thing
Is what it will bring.”

Can this old rhyme be accepted as an account of economic
value ? If not, why not ?

6. Define Money ; and show the importance of having a good
money in a community.

Enumerate some of the materials that have in the past
been used as money, and state the reasons why these materals
have been superseded by the precious metals as the money of
civilisation.

7. What is a Bank? How does the Bank of England (a)
resemble, (b)) differ from, other banks ?

8. State the chief causes of Premium and Discount in
the Foreign Exchange. What are the usual limits of these
fluctuations ?

What is meant by a Mint Par? Having given that an
English Sovereign weighs 7-988 grams, and that 3100 Francs
gold contain 900 grams fine, calculate the French Mint Par of the
Sovereign.

c

9. Give an account of any two of the following—Corn Laws,
Mercantile System, Navigation Acts.

10. Sketch the causes and the results of the principal im-
migrations of foreigners into England.

11. State the main provisions of the Bank Charter Act of 1844.
Give an account of the purposes aimed at by the framers of that
Act; and show how far, in your opmion, those purposes have
been attained.

12. Trace the rise and fall of the Combination Laws,

RovAL SoCIETY OF ARTS
Questions set at the Grade III. Examinations in Economics
S1a questions, and not more than si¥, to be answered. Candidates
who arm at a First-class Certificate must select their siz questions
by taking two from each group, A, B, and C.
A

. 1. State fully and accurately the two Laws—Diminishing
Return and Increasing Return; and show to what extent
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Diminishing Return operates in the Factory, and Increasing
Return in the Field.

2. To what extent, if any, can (4) the prevailing Rate of
Interest, (b) the Price of Consols, be cited as evidence of prosperity
or the reverse ? Give full reasons.

3. If a West-end shopkeeper were asked to justify his demand
for higher prices than those at which the same goods were ob-
tainable in the East End, he might perhaps reply—* Consider
the heavy ground-rent that I have to pay.”

Examine this reply in the light of economic theory.

4. State the nature, extent, and limitations of the powers of a
Monopolist. Describe the action of the chief economic forces
which tend to hold those powers in check.

B

S. Define Credit, and examine the influence of credit on prices.
What is meant by the assertion that all English credit rests on a
metallic basis ?

6. A tecent writer has said of Money that, ““ It is quite un-
necessary to make it of any valuable material.” Examune
this statement fully, distinguishing clearly between money and
substitutes for money.

7. What would be the chief economic effects of the discovery
of fertile gold-mines in England ?

8. Explain the terms Futures, Options, Put and call, Straddle.

Consider the pros and cons of dealing in futures.
c

9. Give some instance in which the advance of physical science
has directly contributed to the improvement of economic theory.

10. Give a critical and historical account of the institution
known as the Staple.

11. In the course of the debate on the Resumption of Cash
Payments (1819), Sir Robert Peel asked in the House of Commons
the celebrated question, ‘ What is a Pound ? * Answer the
question, and show its precise bearing on the discussion then
before the House.

12. What do you know of the Case of Allen v. Flood, the Taff
Vale Case, the Right to Work ?
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ABILITY, managing, 83-84

Ability, rent of. See Rent.

Agnculture, diminishing returns
in. Ses Dimumishing Returns

BANK balances, 66

—— Charter Act, 1844, 142, 144,
146-149

——, Imperial, of Germany, 149

~——, joint-stock, 140, 178

-—49notes. 136, 142-146, 148,
1

——— of England, 136, 142~-148

—— reserve, 145

——, Savings, 67

Bankers' clearing house, 150

Banking, 142-160

Banks, advances of money by, 70,
71, interest charged by, 70

Bills of Exchange. See Exchange,
Bills of

Birth rate, 107

Booth, Charles, 106

CAPITAL, 64-73; sunk in land,
56 ; of a Railway Company, 65 ;
as the result of saving, 66, 67,
63; advances of, 68-70, 71;
saving of, 72 ; spending of, 72 ;
services rendered by, 72, 73;
margwnal utiity of, 74-75;
prices of, 74-76; cost of pro-
duction of, 75; effect of in-
crease in supply of, 83;
accumulation of, 84; different
kinds of, 64; Auxihary,
65, 66; Circulating, 65, 66,
78 ; Consumption, 65, 66, 67;
Fixed, 65; Individual, 6S;
Loanable, 66, 77, 78 ; National,
64, 65; Social, 64, 65, 67;
Trade, 65

Capitalists, 73

Cheques, 67, 68, 70, 142, 146, 147,
150

Civil Service, Municipal, 175
Chimate, effect of on physical con-
dition of population, 191, 192
Cownage, 122-131; essentials of
good, 122-124

——, Token, 127-131

Coins, standard, 124-127

Companies, Jomnt Stock.
Jomt Stock Company

Company Acts, 172

Competition, for labour, 94, 95;
restriction to amongst wage-
earners, 96-104

Constant Returns, 179-183

Consumers’ Societies, 172, 173

Surplus, 21

Consumption, defimtion of, 7;
laws of, 12 seq. ; abstinence from,
66, 67

Co-operative Societies, 172 {173

Wholesale Society,

Cost of Production. Ses Produc-
tion, cost of

Credit, 66; sale on, 69; use of
as currency, 71; advances of
capital made in terms of, 71, 72 ;
value of, 74 nn. ; 1a International
Trade, 207

-—— System, 142-160

-——— Bank, 68

See

DEATH rate, 107

Debt, National, 64

Degeneration of race, 182 .

Demand, 8; law of, 8 seq.,, 10;
elasticity of, 10; jomnt, 31;
composite, 32; for capital, 74

Schedules, 18

Differential advantages, 47

Diminishing Returns, law of, 48,
50, 179-183; in agmculture,

109
~———— Utility, law of, 9
Distnbutive Societies, See Socie-
ties, Distnbutive
Division of Labour. Ses Labour
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Management; of managing

ability, 83, 84

Economics, definition of, 1; scope
of subject, 1; a sctence, 1;
laws of, 1, 10 n.

Education, 196, 197

Efficiency, effects of on wages,
107, 108 ; of labour, 190, 191

' Efficiency wages,” 95

Elastiaaity of Demand.
Demand

Elementary Schools, physique of
children 1n, 193

Entrepreneur, 25, 81 ; remunera-
tion of, 81; investors as, 82;
wages of, 88

Environment, effect of on physical
condition of population, 194,
195

Exchange, money as a medium of,
115, 116 ; free, 161, 162

Foreign, 208-211
Bills of, 152-160, 208-

See

210
Exchanges,
208-211
Exports, paid for by imports, 207,
210; balance sheet of, 212,
213

Foreign, 152-160,

Foop, effect of on physical con-
dition of population, 192

Foreign Exchanges. See Ex-
changes

Friendly Societies. See Societies,
Friendly

GERMANY, Impenal Bank of. See
Bank

Gold, 115, 116; as the standard
metal, 124, 125 ; munt price of,
125, 126; market price of,
125, 126; value of, 131-142;
discovery of, 135, 136; cost
of production of, 140, 141;
reserve of, 158

Goods, classification of, 2; -
ternal, 2; non-economic, 3;
material, 3; non-matenal, 3;
temporary, 3; appropnated,

ECONOMICS

3; individual, 4 ; collective, 4,
advanced as capital, 68, 69,
advances of, on capital, 71, 72

Gove7mment, French Republican;
13

Gresham’s Law, 127-131

Ground Rents. See Rents

House Rents, 58

IMPORTS, paid for by exports, 207,
210; balance sheet of, 212,
213 ; excess of, 213

Increasing Returns, 49, 179-183

Indebtedness, International. See
International Indebtedness
Index number of prices, 132,

133
Indifference, law of, 58 n.
Industnal Revolution, 168, 192
Industres, carried on by munici-
palities, 174, 175 ; by the State,
174 ; localisation of, 183-190
Infantile Mortality, 107
Intellectual condition of popula-
tion, 195199
Interest, 64, 63-79 ; 1n return for
services of capital, 72, 73 ; gross,
80; net, 80, 81; rate of, 74-
79 ; effect of, 76-78, 84
Bank, Ses  Banks,
terest charged by
International Indebtedness, 211~
215

Trade, 200-218
Investors, as entrepreneurs, 82

JoinT Stock Banks. Ses Banks
—— ~—— Companies, 171

KarTELS, 177, 178

LABOUR, 92-113; productive and
unproductive, 6; different
classes of, 93 ; value of, 93, 94 ;
grades of, 96-98, 99 ; mobility
of, 100, 104 ; a perishable com-
modity, 103; supply of, 105;
long period price of, 105, 106,
107; productiveness of, 109,

110 ; as an agent of production,
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159 ; division of, 163-169, 183 ;
efficiency of, 190, 191

Labourers, self-supporting, 73

Land, 46; defimtion of, 46;
properties of, 46; differs from
other requisites of production,
47; value of, 47; as an agent
of production, 159

Law, of Demand. Se¢ Demand ;
of Dimimshing Returns. Ses
Dimimshing Returns; of In-
difference.  Ses Indifference;
of Rent. Ses Rent; of Sati-
ablewants, See Satiable wants;
of Supply. Ses Supply

Laws, nature of, 2, 10 n,

Legal tender, 115, 117

Leisure, effect of, on physical
efficiency, 193

Loans, 71

Localisation of Industry, 183, 190

MACHINERY, as capital, 66, 67;
effects of introduction of, 165~
168 ; effects of on division of
labour, 164

Maltbus, 108, 110

Management, earnings of, 88, 90

Manufacture, large scale produc-
tion 1n, 177

Marginal business, 85

utility, 14; of capital,
74, 75; of managing abilty,
83, 84 ; of labour, 104, 107, 109

Market price, 42

Markets, 38; advantages of, 39;
areas of, 40; world, 41

Mill, John Stuart, 2, 112

Mimimum wage, 96

Mt par, 154, 156, 159

Money, 114-160; as a means of
transfernng value, 114, 119;
as a measure of values, 114,
117-119; as a medium of ex-
exchange, 114, 115-117; as
the standard of future pay-
ments, 114, 120~-122; changesin
the value of, 74 »., 120, 131~
142 ; value of, how determined,
182, 133, 1385, 136; matenal,
139; * Quantity Theory ™ of,

229

141 ; quantity of, 149 ; metallic,
in International Trade, 206,207
Monopolies, 89, 90, 91
Monopoly value, 36
** Multiple Shop,” 175, 176
Municipal Civil  Service.  See
Civil Service
businesses, 173, 174
M\sxalcxpahsatxon of local services,

NaTtioNaL Debt, 64

PARTNERsHIPS, 171

Paterson, Wilham, 142

Peel, Sir Robert, 142

Physical condition of population,
191-195

Pierson, 69, 82, 83

Pools, 177

Population, Malthus’s theory of,
108, 109, 110, 111; effects of
increase of, 180-182

Prices, 27; market, 42; vana-
tionsin, 101 ; general, 131-142,
151, 152; index number of,
132, 133; effect of value of
gold upon, 141; effects of
discovery of gold on, 141

Producers, Societies of, 173, 174

Producers’ surplus, 86, 87, 88

Production, 161-191; defimtion
of, 5; cost of, 22, 75, 140, 141 ;
real cost and money cost, 24 ;
expenses of, 24; land as an
agent of, 161; labour as an
agent of, 161; prnciples of,
162; large scale of, 168-171,
180; form of orgamisation for,
171-179; International Trade
as a branch of, 200

Productive Societies. Ses Socie-
ties, Productive

Profits, 80-91;
capitahsts, 80,
84, 85

Public Health legislation, 195

of individual
81; annual,

* QuanTiTY Theory* of money,
141
Quasi-rent, 87, 88, 89, 90, 91, 91m.
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Race, effect of on physical con-
dition of population, 191, 192;
degeneration of, 182 n,

Railway Companies, 178

rates, 90

Regulation of wages.
regulation of

Rent, of agricultural land, 48 segq. ;
Ricardo’s theory of, 51 seq.,
does not enter 1nto expenses of
production, 57 ; relation of to
price, 57 ; of houses and urban
land, 58; of land, 88; of
ability, 87, 96, 97, 109

Rents, ground, 58, 60, 62, 63

Retail trade, 175

Returns, Constant. See Constant;
Dimimmishing. See Diminishing

Revolution, Industrial, See In-
dustrial Revolution

Ricardo, 51, 53, 108

Risk, payment for, 82, 83, 90

Rowntree, Seebohm, 106

See wages,

SALARIES, high, 88 »n.

Sale on Credit. See Credit

Satiable wants, law of, 9

Saving, Capital as the result of,
66, 67, 68

Savings, effect of rate of interest
on, 76-78

Bank. Seez Bank

Shares, raillway company, 72

Shipping services, 213, 214

Silver, as the standard metal, 124

Smith, Adam, 81, 108, 163, 164

Societies, Distnibutive, 172;
Friendly, 67 ; Productive, 172

Spinming jenny, 164

Standard of comfort, 105, 106

State ownership, 89, 90

—— regulation, 89-90

Supply, law of, 42

jomnt, 33 ; composite, 34 ;
law of, 42 ; See also Demand

Surplus, consumer’s, 21

Sweating, 106, 107, 166

Syndicates, 177
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TECHNICAL training, 196-199
Token money, 118, 125, 127-131
Towns, growth of, 195
Trade Unions, 96
Transport, 176;
189, 190
Trusts, 177-179
Turnover, profit on, 84, 85

influence of,

UNDERTAKERS, 81

Urban site values, 60 seq.

Utilities, defimtion of, 2

Utility, defimtion of, §; dimin-
1shing, 9; marginal, of labour,
104, 107, 109; of capital, 74,
75; of managing ability, 83, 84

VALUE, 18; relation of to utility,
19, 21; to expenses of produc-
tion, 22 ; long peniod, 27 ; nor-
mal, 27 ; not fixed, 30 ; affected
by supply, 28; summary of
nfluences affecting, 29 ; mono-
poly, 36; market, 38, 42; of
labour, 104, 105; 1n Inter-
national trade, 202-208; of
money. See Money

WAGE, Minimum, 96

Wage-earners, restriction to com-
petition amongst, 96-104

** Wage fund " theory, 111, 112

Wages, 92-113; a share of the
?roduct, 25; rate of, 93, 94;
* efficiency,” 95 ; real, 100-102 ;
nominal, 100-102; differ-
ent methods of paymng, 102;
piecework, 102; time, 102;
State regulation of, 107 ; sub-
sistence theory of, 108, 109;
determined by productiveness
of labour, 109, 110. See also
Earnings.

Wants, order of, satisfaction of,
12; wurgency of competing,
12 seq.

Wealth, defimtion of, 2-5; pro-
ducing 1ncomes, 64; as an
agent of production, 159
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Costs for Manufacturers

By C. SMrtH . . « Net b/~

Currency Accounts in Sterlmg Books
By C. Rarre CurTtis, Fellow of the Instilule of

Bankers . . . . Net 2/8
Depreciation. and Wastxng Assets
By P. D. Leaxz, F.C.A, . « Net 15/-

Dictionary of Book- keepmg, thman s
By R. J. PorTERs, F.O.R.A. . . . Net b/~

4



Book-keeping and Accountancy—contd.

Estimating. By T. H. Harorave . . . Net

Full Course in Book-keeping
By H, W, Porrrrr and W. NICELIN, AS.A.A, . .
Fundamentals of Business Accountmg
By G. V. GorDoON, M.A, , . .
Graded Book-keeping Exercises for
Commercial Schools

By A. J. FaveLL, B.Sc.,, A.CILS, . . . .
Holding Companies
By A. J. 8moNs, A.C.A. (Hons.) . N » Net

Hotel Book-keeping By M. E. Prrcuer . . .
Investigations : Accountancy and Financial
By J. H. BurTtoN . . . . . « Net

Manual of Cost Accounts
By H, Jurrus Lont, F.C.A., F.C.1.S., F.C.W.A,

and A, H. RiereY, F.C.W.A . . .
Modern Methods of Stock Control

By N. GeEraArD SmrTH, M.LP.E. . Net
Practical Book-keeping and Commercnal

Knowledge
By E. E, SpICER, F.C.A,, and E, C. PEGLER, F.C.A, Net

Principles of Accounts

I{By J, Smpmsox. M.A., M Com., D.So . Part 1
Principles of Audxting

By F. R. M. De Pavra, O.B.E,, F.CA. . o .

Principles of Bank Book-keeping
By HERBERT G. HODDER, Cert.A.L.B., F'R'Eco%is{-,
€

Profits and Balance Sheet Adjustments

By P. TaGGART, F.S.A.A.,, ALMT.A. . + Net
Railway Accounts
By C. 0. NEwtoN, F.A.A, . . « Net

Secretarial Book- keepmg and Accounts

By H. E. CoLesworTRY, A.C.A,, AS.A.A.. « Net
Sharles’s Elementary Book-keeping

By F. F. Suartes, F.S.A.A,, F.C.18, . .
Shopkeepers’ Accounts Simpliﬁed

By C. D. CoRNELL . « Net
Sinking Funds, Reserve Funds. and Deprecia-

tion. By J. H. BUrRTON . o . « Net
5
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5/~
5/~
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2/~

10/8
28

b/-

8/8
3/6

78

3/6
5/-
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5/~
5/~
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CAREERS

Banking as a Career

By F. A. WiLLMAN, Cert. A.LB. . . » Net
Flying as a Career

By MaJsor O. STEWART, M.C.. A.F.C, . Net
Game of Commerce. By Hersenr Kesprick Net
Hotel and Restaurant Careers for Women

By ErnNEsT M. PORTER . Net
How to Become an Auctioneer and Estate

Agent. By W. F, Nokzs, F.A.L. Revised by D.

McINTYRE, B.A., LL.B. . Net
How to Become a Company Secretary
By E. J. HAMMOND . Net
How to Become a Private Secretary
By J. E. McLAcHLAN, F.1.P.S, (Hons.) . Net
How to Become a Qualified Accountant
By R. A. Wrrry, F.S.A A, . . . . Net

How to Choose Your Career

By W. Lesure Ivey, M.C., MSMA. . « Net
How to Secure a Good Job

By W. Lesue Ivey, M.C.. M.S.M.A. . « Net
How to Secure Promotion

By W. Lesue Ivey, M.C., M.S.M.A. . . Net
Insurance as a Career. By F. H, SHERRIFF . Net
Journalism as a Career

Edited by W. T. CRANFIELD . . . « Net
Nursmg as a Career

y CEARLOTTE L. MoLes, 8.R.N. . . « Net

Stage as a Career. By DoNovAN MAULE . Net

CIVIL SERVICE
Arithmetic for Civil Service Students

By T. H. TEARE, B.Sc., and F. W. TEARE, B.Sc, . .
Civil Service Guide
By A. J. T. Day . . . . Net

Civil Service Essay Wntmg
By W. J. Apopis, M.A, .
Civil Service Shorthand Writers’ Phrase Book
Complled by ALFrRED MaRrsEALL, P.C.T. .
English for Civil Servants
By WALTER SHAWCROSS .
Guide to Indexing and Précis Writing
By W. J. WesToN, M.A,, B.Sc., and E. BOWKER .
Women and the Civil Service
By DororrY EvaNns, M.A. . . . . Net

6

earce
38

3/8
318

2/8

3/8
88
2/8
28
38
38

/6
3/

6/~

3/8
38

3/8
2/~
2-
28
2/~
38



COMMERCE, ETC.

Business Handwriting. By w. Burrox . .
Commerce and Accounts

By AroNzA James, F.F.T.Com., F.R.Econ.S. . .
Commerce for Commercial and Secondary

Schools

By A. J. FAveLL, B.Sc. (Econ.), A.C.LS. . .« .
Commerce, Stage 1

By A. Jaues, F.F.T.Com., F.R.EconS. . . .
Commercial Handwritmg and Corre-

spondence. By J. H. and C. KAy . .
Day Commercial School, The
By C. H. K1rTON, F.F.T.Com. . . « Net
Interviewing
By W. V. NoBLE . . +» Net

Manual of Business Training
By A. STEPHEN NoEL, F.R.Econ.S. . . .

Modern Business and Its Methods

By W. CAMPBELL, Chartered Secrelary . . .
Office Practice

By W. CAMPBELL, Chartered Secrelary . . .
Office Training for Girls

By MARGARET RYAN . . Net
Pitman’s Popular Guide to Journalism

By A. KmasToNn . . Net

Pitman’s Practical Journalism
By A. Baxer, M.J.I. Revised by E, A, Core . Net
Principles and Practice of Commerce
By Jaues StepHENSON, ML.A., M.Com., D.So. . .
Principles of Business
By JaMes STEPHENSON, M.A,, M.Com., D.Se.
Part 1, 2/6; Part 11 . .
Questions and Answers on Commerce. Stage I
By A. J. FaveLy, B.Se. (Econ.), A.C.LS. . .
Questions and Answers on Commerce. Stage II
By A. J. FAvELL .
Questions and Answers on Business Practice

By E. J. HamvoND . . « Net
Theory and Practice of Commerce
Edited by G. K. BuckNaLL, A.C.1.S, (Hons.1 . .

Wholesale and Retail Trade
By W. CAMPBELL - B . . .
1

PRICH

16
2/8

38
2/8
2/8
78
2/8
4/-
78
3/8
3/8
2/8
3/8
8/8

3/8
2/8
3/8
3/8
78



ENGLISH AND COMMERCIAL
CORRESPONDENCE

Business Letters in English
By W. J. WesroN, M.A,, B.Se. . . .

Commercial Correspondence and Commercial
English . .
Commercial Dnctionary .

Dictionary of Correct English A

By M. A. PINK, M.A, . . . . Net
English and Commercial Correspondence

By H. NAGAOEA and D. THEoPHILUS, B.A. . N

English Composition and Business
Correspondence
By J. F. Davis, D.Lit., M.A,, LL.B. (Lond.) . Net

English Course, Stage I

By JOHN BENNETT .

English Exercises. A Book of Homonyms
By B. S. BARRETT . .

English for Commerce

. . Net

By J. GURNEY LAWRIE, M.A. . . . . .
English for Commercial Students
By H., W. HovucHTON, A.C.LS. . . . .

English Grammar and Composition
By W. J. WesToN, M.A., B.Sec. (Lond.) . . .

English Mercantile Correspondence . .

Guide to Commercial Correspondence
By W. J. WEsToN, M.A,, B.Sc. (Lond.) . .

How to Teach Commercial English
By WALTER SHAWCROSS, B.A. . . . « Net

Letter Writing
By G. K. BuckNALL, A.C.I.S. (Hons.). . « Net

Manual of Commercial English
By WALTER SHAWCROsSS, B.A. . . R

Manual of Punctuation. By W. O. WEBSTER .
New Era Spelling Manual, By H. J. Bower .

Pocket English Dictionary . . . Net
3

rRice

38

3/8
1/8

2/8

a/8

2/-
18
3/
2/-
2/~

3/8
3/8

2/8
3/8
1/-

38
1-
2/

178



English and Commercial Correspondence—contd.

Principles and Practice of Commercial Corre-
spondence. By J. STEPEENsSON, M.A., M.Com. .

Punctuation as a Means of Expression

By A. E, LoveELL, M.A. . . . « Net
Self-Expression in Englxsh
,By JouN BENNETT . . . . . .
Standard English
By Epwarp H. GrovuT, B.Sc,, A.CLL . . Net
Synonyms and Antonyms, Pitman’s Book Si
ot

GEOGRAPHY AND HISTORY

Commercial Atlas of the World, Pitman’s Net

Commercial Geography of the British Isles
By W. P. RUTTER, M.Com. .

Commercial Geography of .the World

By W. P. RUTTER, M.Com. . . .
Commercial History

By J. R. V. MARCHANT, M.A. . . . .
Economic Geography

By John McFARLANE, M.A., M.Com. . .

Economic Geography, The Principles ot

By R. N. Rupmose BrowN, D.Sc. . .
Elements of Commercial History

By FrEp Hawr, M.A., B.Com,, F.C.IS. . . .
Geography of Commerce, The

By W. P. RUuTTER, M.Com. . . . . .
History of Commerce, The

By T. G. WLLiams, M.A,, F.R.Hist.S., F.R.Econ.S. .
Main Currents of Social and Industrial Change,

1870-1924

By T. G. WiLLiams, M.A. .
Outlines of the Economic History of England

By H. O. MErEDITH, M.A,, M.Com. . . .
Principles of Commercial History

By J. StepRENSON, M.A., M.Com., D.Se. . . .
Rise of British Commerce, The

By K. Q. Lewis, B.A,, and N, BRANTON . . .
Statistical Atlas of the World, A

By J. StepdENsoN, M.A., M.Com., D.Sc . » Net

2 9
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5w
1/=-
2/-
7/8
2/8

5/-
48
6
5/8
10/8
6/~
2/~
5/~
3/8

5/
78
5/~
38
778



ECONOMICS

Business Economics and Commerce, A Course
in. By P. P. Tusmineram, B.Com.Se. .
Dictionary of Economic and Banking Terms
By W. J. WEsTov, M.A., B.Sc.,, and A. CREW . Net
Economics for Business Men
By W. J. Wesaron, M.A,, B.Sec. . . « Net
Economics of Private Enterprise. The
By J. H. JoNEs, M.A., ., . .
Economics of Production and Exchange
By JAMES STEPHENSON, M.A., M. Com.. D.Sc.; and
N. BranTON, B.Com. . .
Economics of the Import and Export Trade
By HiroMU NAGAORA .
Economics of Instalment Trading and Hire

Purchase. By W.F.Crick . . . Net
Economics of the Industrial System
By H. A. SILVERMAN, B.A. . . Net

Economics of the Wholesale and Retail Trade
By JAMES STEPHENSON, M.A., M.Com., D.Se. . .
Elements of Political Economy
By H. Hait, B.A, N . . . . .
Exercises in Economics
By A. PLuMMER, B.Litt., M.8¢. (Econ.), LL.D. . .
International Combines in Modern Industry
By ALFRED PLUMMER, B.Litt., M.Sc. (Econ.), LL.D. Net

International Organization
By R. Yorke HEDGES, LL.D. . . . Net
International Trade and Tariffs, An
Introduction to
By R. A. HopagsoN, B.Com. (Lond.). . . Net
Introduction to Business Economics
By J. STEPHENSON, M.A., M.Com., D.S¢c. . . .
Outlines of Central Government
By Joun J. CLARRE, M.A,, F.SS, . . « Net
Qutlines of Local Government of the United
Kingdom (and the Irish Free State)
By JoBN J. CLARKR, M.A,, F.8.8, . . « Net
Prelude to Economics
By WiLLiAM AYLOTT ORTON . . . . .
Substance of Economics, The
By H. A, SILVERMAN, B.A, {Econ.) . . . .
10

rica
3/~
/-
38
78

78
b/~
5/~
78

2/~
2~
7/8
10/8

6/-
3/6
5/~

§/-
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BANKING AND FINANCE

Answers to Questions Set at the Examing-
tions of the Institute of Bankers
By L. L, M. MmnTY, Ph.D., B.Sc., Econ., B.Com.—
Foreign Dxchange, Part 1 & Part art 11 Each Net
Economics, Part I & Part 11 e+ Each Net
English Grammar and Composxtion. Part I Net:

Part II . Net
Banker as a Lender. The"
By F. E. Stez1e . . . . . + Net
Bankers' Advances
By F. R. STEAD., Revised by C.R. W, Cvcxsox.

B.A,, LL.B. Net
Bankers and the Property Statutes of 1925
and 1926. By R. W Jones . . Net
Bankers’ Credits. By W. F. Spatpina . . Net
Banker's Place in Commerce, The
By W. F. SPALDING . » Net

Bankers'® Securities Against Advances
By LAwRENCB A. Foag, Cert. A.1.B. . « Net

Bankers' Tests. By F. R. STEap . . « Net
Banking for Advanced Students
By Peroy G. H. WOODRUFF . . .

Bank Organization, Management. etc.
By J. ¥\ Davis, M.A,, D.Lit., LL.B, (Lond.) . Net
Bills of Exchange Act, 1882 The
By M. H. Megrad, B.Com. . . « Net
Bills of Exchange Acts, A Practical Exam-
ination of the. By O. H. H. FENNELL . Net
Book of the Stock Exchange
By F. E. ARMSTRONG . . . . Net
Capital Underwriting
By Davip FINNIE, M.A,, C.A. . . . . Net
Cheques. By C. F. HANNAFORD . . Net
Dictionary of Banking. By W. Tmousox . Net
Dictionary of Banking Terms in Three
Languages, (English -French- German)
By L. HERENDI . Net
Dictionary of the World S Currencxes and
Foreign Exchanges
By W. F. SpaLDING . . « Net
Discount Market in London. The
By H. W. GREENGRASS . . « Net
1

6/~

6/-
10/8

3/6

6/-
10/8

7/8
6/-
6/-
7/8
10/6
l0/8

6/~
30/~



Banking and Finance—contd,

Eastern Exchange, Currency, and Finance

By W. F. SraLpiNg Net
Economics of the Enghsh Banking System

By W. J. WesToN, M.A., B.Sec. . Net
Elements of Banking, By J. P. GANDY . .
English Banking Methods

By L. Le M. My, Ph.D., B.Sc., B.Com. . Net
Exchange Arithmetic

C. F. HoreaTE, F.C.R.A., Cert. A.IB. . Net
English Composmon and Banking Corre-
spondence

By L. E. W. O, FuLLBROOE-LEGGATT, M.C., B.A. .
Finance, Concise Dictionary of

By W. CoLLiN Brooks .

Foreign Exchange and Foreign Bills in Theory

and in Practice. By W. F. SpALDING . Net
Foreign Exchange, A Primer of
By W. F. SpPALDING Net

Foreign Exchange, Introduction to the
Practice of
By H. E. Evrrr, Fellow of the Institule of Bankers Net
Foreign Exchanges, Arithmetic and Practice
of the. By A. G. Suce, Cert. ALB, . . .
Foreign Trade, The Finance of
By W. F. SpavLpiNa . . . Net
Functions of Money. B w F. Spmmo . Net
Investment, A Short History of
By PErCY RIPLE
Joint Stock Banking, The Rise and Growth of
Vol. I. BRITAIN TO 1860
By S. EVELYN THoMAS, B.Com., Ph.D. (Lond.) . Net
London Money Market, ‘The
By W. F. SPALDING « Net
Orgamzation and Management of a Branch
Bank. By F. J. Lewcock . Net
Practical Bankmg. Currency and Exchange
By H. E. EviTr . Net
Prmciples of Currency. Credit and Exchange
By WoLiamM A. SnAw, Litt.D. Net
Securmes Clerk in a Branch Bank, The
By F. J. LEwcock, Cert. A.L.B., A.C.L.S. . Net
Theory and Principles of Central Bankmg. The
By WriLLiax A, Spaw, Litt.D. .
Theory and Practice of Finance, The
By W. CoLLIN BROOKS . . . . . Net

racs
15/~

2/8
2/~

10/8

8/8
12/8
7/8
38

3/8
2/8

78
7/8

/8

20/-
10/6
5/~
8/8
8/8
78
12/8
10/8



INSURANCE

Accident Risks, The Surveying of
By J. B. Wzr.sou, F.C.I.1., and Fenwick J WooDROOF,
A.C.LI . . Net

Actuarial Sclence, The Elements of
By R. E. UnpErRwWoOD, M.B.E,, F.I.A, . +« Net
Average Clauses and Fire-Loss Apportion-
ments. By E. H. MixnroN, F.C.IL . . Net
Building Construction, Plan Drawing, and
Surveying in Relation to Fire Insurance

By D. W. Woop, M.B.E. . . . . « Net
Burglary Risks

By E. H. GrovuT, B.Se.. A.C.LL . . « Net
Compound Interest, Principles of

By H. H. EDWARDS . . . « Net

Dictionary of Accident Insurance

Ldited by J. B, Wersoxn, LL.M,, F.C.LI1,, F.C.1.S. Net
Fire Extinguishment and Fire Alarm Systems

By R. NorTEWOOD . . . . Net
Fire Insurance, Dictionary of

Edited by B. C. RemiNgTON, F.C.L.L . + Net
Fire Insurance, Principles and Practice of

By F. GopwIN . . « Net
Fire Insurance, The Law of

By J. RowraTr, B.A. . Net
Fire Policy Drafting and Endorsements

By W. C. H, DArRLEY . . . Net

Guide to Marine Insurance. By Hmwnx KEATE Net
How Shall I Insure? By F. G. CotMer . Net
Industrial Assurance Organization and Routine
By R. DINNAGE, F.LA,, and T. IImis, A.C.I.I. Net
Insurance
By T. E. Youxnag, B.A,, F.LA,, F.R.AS. . « Net
Insurance Companies’ Investments
" By HaroLp E. Raynes, F.1A., F.CLL . Net
Insurance Office Organization and Routine
By J. B. WELSON, LLM., F.C l 1., F.CI1S, and F. H,
SHERRIFF, F.LA. . . . « Net
Insurance of Profits. By A. G. MACKEN . Not
Insurance of Public Liability Risks
By 8. V. KIRKPATRICK, F.C.LI. . . Net
Law and Practice as to Fidelity Guarantees
By C. Evaxs and F. H. JoNES . . . .
13
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10/6
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78
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78
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78
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Insurance-—contd.

Law of Accident and Contingency Insurance
By F. H. JoNEs , . . . . . « Net
Law of Negligence
By J. B. WeLsoN, LL.M,, F.C.1.1,, F.C.LS, « Net
Law Relating to Insurance Agents and Brokers
By J. B. WeLsox, LL.M., F.C.L.1., F.C.L.S. « Net

Life Assurance from Proposal to Policy
By H. HoskiNg TAYLER, F.I A., AO.I I, and V. W,
TYLER, F.LA. . . . « Neot

Life Assurance, Dictionary of
gdxted by G. W, RICEMOND, F.I. A., and F. H. SEERRIFY,

. . . M . . . . et
Life Assurance, Guide to
By 8. G. Lriigr, F.IA. . . . « Net
Marine Insurance of Goods, The
By F. W. S. PooLe . . . . » Net
Motor Insurance. By G. W. GILBERT . . Net

National Health Insurance
By W. J. Fos'nm, LLB Barruter-al-Law, and F. G,
TAvior, F.LA. o . . Net
Pension and Supetannuation Funds, Their
Formation and Administration Explained
By BERNARD ROBERTSON, F.I.A,, and 1. SAMUELS Net
Pension, Endowment, Life Assurance, and
Other Schemes for Employees
By H. DovagaArTY, F.CLIL . . . . Net
Personal Accident, Disease, and Sickness
Insurance, The Principles and Practice of
By J. B. WELsoN, LL.M. . . . « Net
Physiology and Anatomy
By H. GarpINer, M.S,, F.R.CS., ., . o Net
Principles and Practice of Accident Insurance
By G. E. BanFieELD, A.C.LIL. . . . Net
Principles and Practice of Industrial Assurance

By R. B. WALRER, F.LLA., and D. R. WoonoA'm, B.Com.,
FLA. . . . Net

Principles of Insurance. By J. Ammzn EEe Net
Successful Insurance Agent, The
By J. J. Biscoob, B.A,, F.C.LS. . . . Net

Workmen’s Compensation Insurance
By C. E. Gorping, LL.D., F.C.LI,, F8.8. . Net

1

78
§/-
5~

40/-
&/~
10/8
6/-
78
8/~
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778
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78
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SHIPPING

Charter Parties of the World
By O. D. MACMURRAY and MArcorM M. CREE. With a
Foreword by R. S. DALGLIESH . . « Net 15/-

Exporter’s Handbook and Glossary. The
By F. M. DUDENEY . . . Net 7/8

How to Export Goods. By F. M. DupeENEY. Net 2/-
How to Import Goods. By J. A. Duxnace . Net 2/8
Importer’s Handbook, The. By J. A. Duxnags Net 7/8
Manual of Exporting

PRICE

By J. A. DUNNAGE . . . . « Net 7/8
Shipbroking, Introduction to
By C. D. MACMURRAY and M. M. Cree . . Net 318

Shipplng By A. Hu.r.. FICS a.nd F. szwooNo. 0
. . ot /-
Shipplng Business Methods

By R. B. Paon . . o« Net §/~
Shipping Finance and Accounts
By R. B. PauvL - . « Net 2/8

Shipping Office Organlzation. Management.
and Accounts. By AvsrEp CALVERT. . Net 6/=
Shipping Practice. By E. F. Stevexs . . Net 5/-

Shipping Terms and Phrases
By J. A. DUNNAGE . . . » Net 278

INCOME TAX

Burn’'s Income Tax Guide
By JomN BURrNS, W.S. . . . « Net §/~
Income Tax Law, Practice, and Ad ministration

By F. P. Saarues, F.S.A.A.; R. P. Cnoox-Jormsov,
LL.B., K.O.; LC.Gmm~Drxou,owalnnerT

Barrister-al- Law, and W. J. Eccorz, Three Volumes 84/~
Dictionary of Income Tax and Sur-Tax Practice

By W. E. SxrLLING, . . . . « Net 25/-
Income Tax, Introduction to

By E. D. FrRYER, A.L.A.A, . . . Net 218
Income Tax and Sur-Tax, Snelling s Practical

By C. W. Carvers . . . . . Net 3/6

Income Tax Handbook for Company Secretaries
. ByC.W.CHIVERS « « « o+ » « Net -5~
15



SECRETARIAL WORK, ETC,

Alteration of Share Capital
By P. LEa REED, A.IS.A., and C. WRiGHT, A.C.A, Net §/-
Chairman’s Manual
By GUrDON PALIN, and ErNEST MARTIN,F.0.1S. . Net 5/~
Company Registrar’s Manual, The

By J. J. QUINLIVAN . . . . Net §/-
Company Secretarial Routme

By C. C. WALFORD, A.S.A.A., A.C.L.S. . ., Net 1/-
Company Secretarial Work

By E. MarTIN, F.C.IS., . . Net 2/~

Company Secretary's Vade Mecum
Edited by P. Tovey. Revised by C. W. Apawms,

A.C.IS8, . Net 3/6
Dictionary of Secretarial Law and Practice
Edited by Priuie Tovey, F.C.I.S. . . Net 40/~
Formation and Management of a Private
Company. By F. D. HEap, BA. . . Net 7/8

Guide for the Company Secretary

By ArTHUR CoLES. Revised by W. CeciL Woob, A.C.1.8. 6/-
Higher Control

By T. G. Rosg, M.I.Mech.E., M.L.LP.E,, F.LLLA. Net 12/8
Honorary Secretaryship. "By W. B. THORNE Net 2,0
How to Take Minutes

Edited by E. MarTIN, F.C.LS. . . . Net 2/8
Meetings. By F. D. Heap, B.A. . Net 5/~
Oldham's Guide to Company Secretarial Work

By G. K. BUCENALL, A.C.LS. (Hons.) . . . 3/6
Practical Directorship

By H. E. CoLESWORTHY, A.C.A., A.S.A.A. . . Net 7/6
Practical Secretarial Work

By H. 1. LEE, A.LS.A., and W. N. BARr . . Net 7/8

Prospectuses : How to Read and Understand
Them. By Pemwp Tovey, F.C.L.S., and . LAMBERT
Symith, B.Sc. . . Net 3/8
Questions and Answers on Secretarial Practice
By E. J. HamymonDp., Revised by G. K. BUCKNALL,

A.C.LS. (Hons.) . Net §/-
Secretarial Practice of Public Service Companies
By E. G. Jaxes, A.C.1S. . Net 10/8

Share Transfer Audits. ByR. ‘A DAvms.A.C LS. Net 3/8

Solicitors’ Book-keeping
By JouN R. Price, A.C.A., ACW.A, Etec. . Net 6/=
Transfer of Stocks, Shares, and Other
Marketable Securities. By F. D. HEAp, B.A, Net 18

16



INDUSTRIAL ADMINISTRATION

Business Rationalization

By CHARLES 8. MYERS, C.B.E., M.A,, Sc.D., F.R.S. Net
Case for Vocational Guidance, The

By ANGUs MaCRAE, M.A., M.B, . - . Net

Causes of Accidents, The

By Eric FARMER, M.A. . . . . Net
Engineermg Factory Supplies
By W. J, Hiscox . . Net

Factory Administration in Practice
By W. J. Hiscox. Revised by JouN R. Pmcm, A.C.A,,

A.C.W.A,, etc . Net
Factory Lay-Out, Plannmg and Progress
By W. J. Hiscox . . . Net

Factory Organization
By C. H. NorrHCOTT, M.A., Ph.D,, O. SHELDON, B.A,,
J. W. WARDROPPER, B.Sc. BCom A,C.W.A,, and

L. Urwicg, M.A. . . Net
Industrial Orgamzation The Evoiution of
By B. F. SureLps, M.A. . Net

Industrial Psychology Applied to the Oﬂice
By W. SPIELMAN RAPHAEL, B.Sc., C. B. Fmsmr, B.Com.,
and L. I. HoNt, B.A. « Net

Industrial Psychology in Practice
By HENrY J. WELCH, and G. H. MiLEs, D.Sc. . Net

Introduction to Industrial Administration, An

By J. Lgr, C.B.E., M.A., M.Com.Sec. . « Net
Labour Organization. ByJ.CuNNmsoN,M.A. . Net
Management

By J. Lkg, C.B.E., M.A., M.Com.Se. . « Net

Muscular Work, Fatigue, and Recovery

By G. P. CrowDEN, M.Sc., M.R.C.S,, L.LR.C.P. . Net
Outlines of Industrial Administration

By R. 0. HerrForp, H. T. HipaGE, and H. G.

. . Net
Philosophy of Management. The

By OLver SHELDON, B.A. . Net
Problem of Incentives in Industry. The
By G. H. Mm.es, D.Sc. . . Net

Ptoductxon Planning. By CrreroN Remows Net
Principles of Industrial Administration, An
Introduction to
By A. P. M, FLeEmiNg, C.B.E., M.Sec., M.LE.E., and
H. J. BROCELEHURST, M.Eng., AM.LE.E. « Net
17
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Industrial Administration—contd.

Principles of Industrial Welfare

By J. LEg, C.B.E., M.A., M.Com.Se¢. . . . Net
Rationalization
By J. A. BowIg, M.A., D.Litt. . . . Net

Selection of Colour Workers, The
Begun by A. M. HubpsoN Davies, M.A.,, and A.
STEPHENSON, B.Sc. Completed and described by W,
O’D. PiErce, B.Sc. (Tech.}, M.Sc. Edited and with a
grf{‘ace and & Chapter by CBARLES 8. MYERs, C.B.E.,

S. . . . . . . Net
Sharing Profits With Employees
By J. A, Bowie, M.A,, D.Litt. . . . Net
Welfare Work in Industry
Edited by E. T. KxLLY . . . . . Not

BUSINESS ORGANIZATION AND
MANAGEMENT

Business Management. By PrrcivaL Warre Net
Business Organization and Routine

By W. CaMpBELL, Charlered Secrelary . . Net
Clubs and Their Management

By F. W, PIxLEY . . . . . « Net
Commercial Management

By C. L. BoLLIxG . . . . . e Net
Economy and Control Through Office Method

By E. W. WorRKMAN, B.Sc. (Lond.) . . Net

Filing Systems. By E. A. Core . . + Net

Grocery Business Organization, Management,
and Accounts

By C. L. T. BEecuiNGg, O.B.E. . . . Net
Hire Purchase. By Harolp W. Erey . . Net
Hire Purchase Organization and Management

By V. R. Fox-SMITH . - . . « Net
Hire Purchase Trading

By CoxpLoyFeE L. BOLLING o . . » Net
Hotel Organization, Management, and

Accountancy

By G. DE Boni, and F. F. Saarres, F.8.A.A,,
F.C.1.S. Revised by F. F. SHARLES . . « Net
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Business Organization and Management—contd.

Modern Office Management
By H. W. SuesoN, F.C.IS, . . . + Net
Multiple Shop Organization
By A. E. HAMMOND . « Net
Office Organization and Management.
Including Secretarial Work
By Lawrence R. DIckseg, M. Com ., F.C.A., and

Sir H. E. Brain, C.B.E. . « Net
Organization of a Small Business. The

By W. A. Sxrra, A.C.\W.A. . . . . Net
Retail Shop, The

By O. L. T. BEecawvg, 0.B.E., F.G.1. . . Net
Self-Organization for Business Men

By Morrey Daixow, B.Se.(Hons.), Lond. . Net
Selling by Post

By HaroLD W, ELEY . « Net

Solicitor’s Office Organization. Management.
and Accounts
By E. A, Core and H, W. H, RoBINS . » Net

Stockbroker's Office, The

By J. E. Dax . . . « Net
Stores Accounts and Stores Controi
By'J. H. BUuRTON . . . . . « Net

MUNICIPAL WORK

Local Government of the United Kingdom,
and the Irish Free State, The
By J. J. CLArkE, M.A,, F'.8.S. . . « Net
Municipal Accounting Systems

By 8. WHITEHREAD, A.S.A.A. . B . . .
Municipal Audit Programmes

By S. WHITEHEAD . > e « Net
Municipal Book-keeping

By J. H. McCaLr, F.S.AAA, . . . Net
Municipal Cost and Works Accounts

By G. A. BrRyant, FC.WA. . . . Net
Municipai and Local Government Law

By H. E. Smits, LL.B. . . . . . Net

Municipal Organization
By Sm» MonTAGU H. Cox, LL.B. . . o Net
19
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Municipal Work—contd.

PRICE

Municipal Student’s Examination Notebook
By S. WHITEHEAD, A.S.A.A, . . . « Net 7/8

Municipal Series—
Education Department
By A. E. IgmN, B.Se.,, LL.D. ., . . Net 7/0

Gas Undertaking
By E. Upron, FS.AA, . . . o« Net 5/-

Public Health Department
By W. A. LEONARD . . . . Net 6/~

Rating Department
By A. H. PEACOCK, M.A,, A.S.A.A. . . Net b/=

Town Clerk’s Department and the
Justices’ Clerk’s Department
By A. S. WriGHT and E. H, SiNGLETOY . Net 7/8

Tramways Department
By 8. B. N. MArsu . . . « Net 6/=

Waterworks Undertaking
By F.J. AuBaN, F.S.AA,, F.LM.T.A,, A.C.LS, Net 10/8

ADVERTISING AND COMMERCIAL ART
Advertisement Lay-Out and Copy-Wnting

By A. J. WATKINS . Net 15/-
Advertisements, The Lay-out of
ByR.H. W.Cox . . . . Net 78

Advertising Procedure. By o. Kmppm . Net 21/~
Advertising Through the Press

By N. HUNTER . . Net §/-
Business Man'’s Guxde to Advertxsmg

By A. E. BuLL . . . . Net 3/6
Designs, Book of

By C. J. and L. S. STRONG . Net 16/~

Dictionary of Advertising and Printxng, The
By G. J. FRESEWATER and ALFRED BasTiEN . Net 42/~

Effective Postal Publicity

By MAX RITTENBERG . . Net 7/8
Hints and Tips for Commercia.l Artxsts
By BERNARD J. PALMER " . o « Net B/~

20



Advertising and Commercial Art—contd.

Law Relating to Advertising, The
By E. LiNng-MALLISON, B.Sc, (Lille) . . . Net 7/8

Lay-outs for Advertising. By Jomy DErr . Net 12/8
Lettering, Plain and Ornamental

By E. G. Fooxks . . . Net 3/8
Modern Lettering from A to Z

By A. CEcIL WADE . . . . Net 12/6
Poster Designing

By W. S. RoGERs . . . . . Net 7/6

Poster, The Technique of the
Edited by LEoNARD RICHMOND, R.B.A., R.0.1. . Net 42/~

Practical Points in Postal Publicnty
By MAX RITTENBERG . Net §5/-

Practical Press Publicity. By A, L. Conves  Net 38
Routine of the Advertising Department

By ReeiNnaLp H, W, Cox . Net 10/8
Ticket and Showcard Designing

By F. A, PEARSON . . . Net 3/8
Training in Commercial Art

By V. L. DANVERs . . . . Net 10/8

Types and Type Faces By C. M. Tmunm Net 2/8

SALESMANSHIP

Building Retail Sales. By C. C. Kxioars . Net b/~
Commercial Travelling. By A, E. Bur. . Net 3/8

Craft of Silent Salesmanship
By C. MAXWELL TREGURTHA and J. W, FRINGS Net 3/8

Direct Mail Advertismg for the Retail Trader

By H. DENNETT . Net 7/6
Mail Order and Instalment Trading

By A. E. BuLL . « Net &/~
Mail Order Organizatxon

By P. E. WmLsox . - . . . Net 8/8
Modern Sales Correspondence

By D. M. WiLsoN . o . . Net 3/8

More Sales Through the Window
By C. O. KNIGHTS . . . . Net 3/8
21



Salesmanship-—contd.

Outline of Sales Management, An
By C. C. KnigaTS, Sales Consullant . « Net

Personal Salesmanship. By R, Spmuar, M.A.  Net
Practical Aids to Retail Selling

By A. EpwARD HauMMoOND . . . Net
Practical Commercial Travelling

By RonaALD T. LEWIS . . . . Net
Practical Salesmanship

By N. C. FOwWLER, Junr. . . . . Net

Principles of Store Practice
By FrANK CHITHAM and S, A, WrLLIAMS, M.A. . .

Psychology as a Sales Factor

By A. J. GREENLY . . . . Net
Retail Distribution, Princxples of

By S. A, WLLiams, M.A. . . . « Net
Retail Management. By C. L. BorLixa . . Net
Retail Salesmanship. By C. L. Borisxa . Net
Sales Management. By C. L. BoLLing « Net
Salesmanship

By W. A, Corslox and G. E, GRIMSDALE . Net
Salesmanship. By WiLiax MaxweLL . . Net
Salesmanship, Technique of

By C. C. KN1gHTS . . . . Net

Shop Fittings and stplay

By A. E. HAMMOND . . . Net

Successful Retailing. By E. N Smoxs. . Net
Training for More Sales

By C. C. EN1GHTS, Sales Consullant . . Net
Training for Travelling Salesmen

By F. W, SHRUBSALL B . . . . Net

TRANSPORT

Canals and Inland Waterways

By GEORGE CADBURY and 8, P. DoBss, B.A. . Net
Commercial Motor Road Transport

By L. M. MEYRICK-JONES . . Net
History and Economics of Transport, The

By A. W. KmgaLpy, M.A,, Btht, MCom, and

A, D. EvAxs » Net
How to Make the Brmsh Raxlways Pay

By M. F. FARRAR . Net,
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Transport—contd.

Industrial Traffic Management

By G. B. L1ssENDEN . . . . . Net
Modern Dock Operation

By D. Ross-Joanson, C.B.E., V.D., M.Inst.I, . Net
Modern Railway Operation

By D, R. Lams, M.Inst.T. . . . . Net
Pert Economics

By B. ConnNingHAM, D.Sc., B.E., F.R.S.E. Net
Railway Electrification 'and Traffic Problems

By P. Burtr, M.Inst.T. . . Net
Railway Rates : Principles ‘and Problems

By P. Borrr, M.Inst, T, . . Net

Railway Statistics : Their Compilation and
Use. By A. E. Kmrgus, O.B.E., M.Inst.T. . Neb

Rights and Dutxes of Transport Undertakings

By H. B, Davies, M.A., and F. M., LANDAU, Barrister-

al-Law . . . . . . . . Net
Road Making and Road Using

By T. SarLkieLp, M.Inst.C.E. ., . Net
Road Transport Operation——Passenger

By R. STUART PiLcHER, F.R.S.E., M.Inst.T. . Net

Transport Management, Practical
By ANDREW HASTIE . . . . « Net

LAW

Admlnistration of Estates, The

By . Cosw. « Net
Alr and Aviation Law (Civil Avxation)

By WM. MARSHALL FREEMAN, Barrister-at-Law . Net
Ban}crsu;itcy. Deeds of Arrangement, and Bills

of Sale

By W. VALENTINE BaLL and DoNALD GeEDDES  Net

Business Tenant, The

By EpwarD 8, CoX-SINCLAIR, and T. HyNEs Net
Business Transfer Agent and Trade Valuer

By J. Orway CAvE . « Net
Commercial Law of England The

By J. A, SLATER, B.A,, LL.B. (Lond.) . . .

Companies and Company Law
By A. C. CoNNELL, LL.B (Lond.). Revmed by W. E.
“u.xmsou. LL.D. . o
Company Law
By D. F. pr L'HosTE RaNkING, M.A., LL.D, n.nd
ERNEST EvaN SPICER, F.C.A. Edited by H & - 3
WiLsoN, F.C.A., F.S.A.A. . . Net
23
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Law-—contd.

Commercial Law Cases. By Arperr Crew . Net
Company Law
By H. GorreEIN, LL.D., Barrisier-at- Law .
Concise Handbook of the Law Affecting Land-
lord and Tenant
By R. BORREGAARD, M.A. . . Net
Dictionary of Legal Terms and Cxtatxons, A
By H. A, C. SturGEss and ARTHUR R. HEwrrr . Net
Duckworth’s Principles of Marine Law

By W. MARSHALL FREEMAN, Barrisler-al-Law . Net
Elements of Commercial Law, The
By A. H. Dougras, LL.B. (Lond.) . o

Examination Notes on Commercial Law

By R. W, HoLLAND, O.B.E., M.A., M.Sc., LL.D. . Net
Examination Notes on Company Law

By R. W. HoLrLAND, O.B.E., M.A., M.Se., LL.D. . Net
Guide to Bankruptcy Law and Winding Up of

Companies

By F. PorTER FAUsser, M.A., Barrister-at-Law  Net
Guide to Company Law

By R. W. HoLrLaND, O.B.E., M.A., M.Sec., LL.D. . .
Industrial Assurance Law

By A. J. SUENSON-TAYLOR, O0.B.E., M.A,, F.C.I.I. Net
Law for Journalists

By CHARLES PILLEY, Barrisler-al- Law . . Net
Law for the House-Owner

By A. H. CoswAy . . . . . « Net
Law for the Layman

In 2 vols. Edited by W. J. WESTON, MA.. B.Sec.

Complete . . . . Net
Law of Contract, The

By R. W, HoLranp, O0.B.E,, M.A,, M.S¢.. LL.D.  Net
Law of Gaming and Betting

By C. F.SHOOLBREAD, B.A., LL.B., Barruster-at- Law Net
Law of Inland Transport

By W. H. GunN, LL.B. (Lond.), Barrister-al-Law Net

Law of Joint Stock Companies

By W.J. WesTON, M.A., B.Sc., Barrister-ai- Law .
Law of Master and Servant

By F. R. Barr, LLM, . . . . . Net
Law of the Sale of Goods

By C. G. AusTiN, B.A. (Oxon). . . . Net
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Law—contd.

Law Relating to Industry
By H. SAMUELS, M.A., Barrister-ai-Law . . Net

Law Relating to Restraint of Trade
By R. YorkE HEDGES, LL.M., Barrisler-al-Law  Net

Law of Trusts, The
By GeorGE W. KEETON, M.A., LL.D. . . Net
Liquidator’s Index and Summary of the
Companies Act and Winding Up Rules, 1929
By JorN H. SpNIOR, F.C.A., and H. M. PRATT Net
Manual of Company Law and Practice
By LesLie MADDOCK, Barrister-at- Law
Manual of Law for the Cinema Trade
By GorpoN ArLcHIN, B.C.L., M.A. . . . Net
Partnership Law and Accounts
By R. W. HorLraND, O.B.E., M.A., M.Sc., LL.D. Net
Preparation of Schemes and Orders under the
Town and Country Planning Act
By S. Pascor HAYWARD, B.A. (1934) . . Net
Poley’s Law and Practice of the Stock Exchange
By R. H. CopE HOLLAND, B.A., of the Middls Temple,
Barrigter-at-Law, and JoHX N. WERRY . . Net

Public Rights in the Seashore
By H. GALLIENNE LEMMON, M.A., L.L.M., Cantab. Net

Questions and Answers on Commercial Law
By R. W. HoLrLAND, 0.B.E., M.A., M.Sc., LL.D. Net

Slater’s Bills, Cheques, and Notes

Revised by L. L M. MintY. Ph.D., B.Sc., B.Com.,
LLB. . . . . . Net

Slater’s Mercantile Law
Revised by R. W. HoLLAND, O.B.E., M.A., M..Sc.,
LL.D., and R. H. Cope HOLLAND, B.A., Barrister-

ai-Law . N . N . .
Solicitor’s Clerk’'s Guide

By E. A. CopE. Revised by F. G. W, LEsTer . Net
Trade Mark Law and Practice

By A. W. Grrrrrras, B.Sc. (Eng.), Load. « Net

Wills, A Complete Guide for Testators,
Executors, and Trustees
By R. W, HoLrLanDp, O.B.E,, M.A., M.Sc., LL.D. Net
Wills, A Handbook on. By A. H. CoswaY. . Net
25
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REFERENCE BOOKS

Art of Conference, The

By FRANK WALSER . . . . Net
Business Budgets and Budgetary Control

By A. W. WILLSMORE, F.R.Econ.S. . + Net
Business Charts

By T. G. Rosg, A.M.I.Mech.E. . . . Net

Business Forecasting and Its Practical Appli-
cation. By W. WavLrace, M.Com. (Lond.) . Net

Business Man’s Guide, Pitman’'s . . Net

Business Statistics
By R. W. HoLraxp, O.B.E.,, M.A,, M.Sc., LL.D. Net

Business Terms, Phrases, etc. . . Net
Buying and Selling a Business
By A, H. CoswAy . . . . . . Net
Commercial Credits and Accounts Collection
By CUTHBERT GREIG . . . Net

Charting, Manual of . . o e . Net

Charts and Graphs
By KArL G. KARsTEN, B.A, (Oxon) . . Net

Commercial Self-Educator
Edited by R, W. Homun, 0. B E., M A., M Sec.. LL.D,

Three Vols. . R . Net
Commodities of Commerce
By J. H. VansToNE, F.R.G.S. . . . Net

Cotton World, The
Compiled and Edited by J. A. Topp, M.A., BL. . Net

Course in Business Statistics

By CmArLEs H. Bayuiss, B.Com. (Lond.) . o
Dictionary of the World’s Commercial

Products

By J. H. VaANSTONE, F.R.G.S, . . . . Net
Documents of Commerce

By F. A. WiLLMAN, Cert. ALLB. . . . Net
Guide to the Improvement of the Memory

By the late Rev. J. H. Bacon . . Noa
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Reference Books—contd.
PRICB

How to Grant Credit. By Curmeerr GreEls Net  3/6

Investor's Manual, The
By W. W, WaLi, FS.S,, F.J.L . . . Net 3/8

Markets of London. By CuthBERT MAUGHAN , Net 6/~

Mercantile Terms and Abbreviations | Net 1/8
Money and the Stock and Share Markets. The

By EMmiL. Davies . . « Net 2/=
Money Making in Stocks and Shares

By SyDNEY A, MOSELEY . . . « Net 7/8
Office Desk Book, Pitman’s . . . Net 2/
Parliament

By Henny MorrisoN and WiLrrID S. AmsBor, M.A.
(Oxon). With a Fox-eword by Rt. Hon SR Jonn

SivMoN, M.P, . . . Net 2/8
Political Parties and Pohcxes
By E. RoysToN PIKE . . . . Net 2/8

Raw Materials of Commerce
In 2 vols. Edited by J. H. VansTONE, F.R.G.S, Net 20/-

Report Writing
By OaArL G, Gauym, M.E,, and HaroLD F. GRAVES, M. Aa

12/8
Romance of World Trade, The
By A. P. DENN1S, Ph.D., LL.D. . . « Net 15/-

Root Principles of Investment, The
By H. Core WEsT . . . . . . Net 15/-

Speak in Public, How to
By C. F. CARr and F. E, STEVENS . . « Net 3/8

Statistics in Theory and Practice
By L. R. CoxNOR, M.So. (Econ.), Barrister-al-Law Net 12/6

PITMAN’S ECONOMICS SERIES

General Editor: PrRoFssor J. H. JoxEs, M.A,
Professor of Economics and Head of the Commerce Depariment,
University of Leeds

A Primer of Economic Geography
By L. W, Lype, M.A,, F.R.GS,, F.RS.GS. . Net §/-

British Economists
By Fraxcis C. Hoop, M.A, . . . . Net 2/8
27




Pitman’s Economics Series—contd.
Business Forecasting

By J. H. RicHARDSON, M.A., Ph.D. . . . Net
Currency and Banking

By D.T. Jacr, M.A. . . . . Net
Economic Functions of the State

By R. H. SortAUu, M.A. . . . . « Net
Finding Capital for Business

By Davip FINNIE, M.A., C.A. . . . . Net
International Trade

By D. T. Jack, M.A, . . . . . Net
Methods of Remuneration

By R. WiLsoN, M.A,, B.Sc. . . . . Net
Overhead Costs

By Sm» HEnry N. BunBUry, K.C.B. . . Net
Production

By Huserr PEiLuip, M.A, (Oxon) . . . Net
Socialism

By RoBERT RICHARDS, M.A. . . . . Net
Transport and Communications

By K. G. FENELON, M.A., Ph.D. . . « Net
Value and Distribution

By HuBerT PHILLIPS, M.A. (OZ0n) . . . Net

PITMAN'S “ART AND LIFE”
SERIES

PRICE

2/8
§/-
5/~
2/8
2/8
2/8
2/8
5/~
2/8
2/8

5/-

General Editor: WRIGHT WATTS MILLER, B.A., London

(First Class Honours), M.Ed., Manchester

Art : An Introduction to Appreclatxon
By Raymonp CoxoN, A.R.C.A. . . Net

Books : An Introduction to Readmg
By WRIGHT WATTS Mn.mn, B. A. (Lond ), M.Ed.
(Manchester) . . Net

Economics : The Study of Wealth
By A. L. GORDON MACKAY, M.Litt., M.A., M.Econ. Net

Films : The Way of the Cinema
By ANDREW BUCHANAN . . . . « Net
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FOREIGN LANGUAGES

FRENCH
Progressive French Grammar s
By Dr. F. A, HEDGCOCK, M.A., D.8s L. . . . &/8
Commercial French Grammar
By F. W, M. DraAPER, M.A., L.8a.L. . . . 28
French-English and English-French
Commercial Dictionary
By F. W. Sttt . . . Net 7/6
Handbook to French Exammatlons
By E. DoNALD NISBET, B.A., Hons. (Lond.) . Net 1/8
GERMAN
Commercial German Grammar, Pitman’s
By J. BrrHELL, M.A. . . . 38
German-English and English German
Commercial Dictionary
By J. BrreELL, M.A. . . Net 16/-
Commercial Correspondence in German. . 388
SPANISH
Spanish Commercial Grammar
By C. A, ToLEDANO . « 4/8

Spanish-English and Enghsh Spamsh
Commercial Dictionary
By G. R. MACDONALD . . . Net 12/8
Manual of Spanish Commercial Correspondence
By G. R. MAacpoNALD . . . . . .

ITALIAN

Italian Commercial Grammar
By Luicr Riccr . . . 4/
Itahan-English and Enghsh -Italian
Commercial Dictionary

By G. R. MACDONALD. « Net 30/~
Mercantile Correspondence, English -Italian , 5/~
PORTUGUESE

Portuguese-English and English-Portuguese
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COMMON COMMODITIES AND INDUSTRIES

Each book in crown 8vo, illustrated. 33. net.
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natural product, he follows its development un

e history of the plant, or other

it becomes a

commercial commodity, and so on through the various phases

of ita sale in the market and its
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