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PREFACE 
This volume is designed as a text for an introductory course 

in economic principles. Its scope is confined to a consideration 
of the more general and basic principles of the subject. An 
attempt has been made to start with those facts and postulates 
that are fundamental in the development of the science and 
from these basic notions to develop an orderly movement from 
production, markets and exchange, value and price, money, 
banking and credit, to distribution and the sharing of income. 
Finally, the thought is brought back to the end of economic 
activity in the consideration of consumption and the notions of 
economic welfare. 

In the selection and organization of the topics treated, I have 
followed in the main, though not in all particulars, the traditional 
plan of presentation. Many of these topics have been proven 
by long experience in the class room to be serviceable. However, 
instead of chapters on economic history there has been substituted 
material descriptive of the present structure of economic life. 
The chapters on applied subjects, such as labor, corporations, 
railroads, taxation, etc. have been omitted because it is thought 
that the elimination of these topics will effect an economy in the 
students' time. In most institutions today, advanced courses 
are devoted to these subjects,' and if they are covered in the first 
course, there would seem to be an undue duplication of effort. 
Hence this volume is confined to a treatment of general princi
ples, leaving the applied topics for development in the more 
advanced courses. 

Students taking up this subject for the first time are warned 
against certain difficulties that they are likely to encounter. In 
the first place the subject is concerned with matters of every day 
business experience, such as wealth, value, capital, rent, interest, 
profits, etc. We have to employ terms that are in common 
usage in business, but common usage will not satisfy the demands 
of scientific exactness. Therefore, the economist has to assign 
specific limitations to the meanings of these terms, or otherwise 
be led into hopeless confusion and endless controversy. Not-
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withstanding the greatest care in this particular, one finds that 
after more than a hundred years of thought and study, there 
still remain wide variations in the usage of terms, even among 
the best informed authorities in the field. Because of this 
difficulty students should proceed with caution, not only in their 
own use of terms, but in putting the usage of an author to the test. 

In the second place, the phenomena which constitute the 
subject matter of economics are as variable as human desires. 
This variability makes a vigorous demand on our powers of 
thought. If we hope to deal scientifically with this material, 
we must be prepared to exercise a high degree of flexibility in 
our thinking and must recognize that knowledge is not absolute 
in character. Those whose minds crave absolute knowledge 
are likely to be perplexed and disappointed, when they discover 
the limitations to the application of the principles developed in 
this field. 

But who can devise an absolute rule for the adjustment of a 
wage controversy? Or who can predict with precision the price 
of wheat one year hence? Such questions do not lend themselves 
to an absolute solution. However, it is a great gain to be able to 
predict the direction of change, even though we arc unable to 
express its quantitative effects with precision. Economic 
principles accomplish this purpose and enable one to formulate 
judgments, or render decisions, that serve most practical ends. 
Students very early need to learn that the principles developed 
in this field express tendencies but that these tendencies narrow 
the range of personal judgment. Even though the conclusions 
based upon these principles are only approximations, they are 
better guides for individual conduct, or for the development of 
social policy, than the spontaneous thoughts of untrained minds. 

Lastly, most students come to the subject of economics with 
very definite prejudices and preconceived notions. Without 
conscious thought on our part most of us have accepted as funda
mental certain assumptions in regard to the existing economic 
relations. To challenge these is to shake one's faith in the correct
ness of the reasoning underlying the principles themselves. 
On this account, the attitude of mind of the average person 
toward economics is different from what it is toward other fields 
of learning. One seldom challenges the conclusions of the 
physicist or the chemist on the basis of his own notions of the 
laws of nature. 
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But in economics the situation is different. Whenever ques
tions arise that affect the existing distribution of wealth, or the 
prevailing notions of property, the careful student will soon find 
that his thinking is affected by assumptions and conclusions 
that have come from his previous environment. Unusual care 
and self mastery are required to divest oneself of these prejudices, 
and to deal objectively with the facts and forces studied, espe
cially if the conclusions about them seem to run counter to those 
which we have previously held. Few subjects, however, afford 
a more fruitful field for the exercise of control over our processes 
of thought and for the development of independence in our 
thinking. Herein lies much of the educational value of the 
subject as a part of a student's program in college. 

When economics is well presented, it will not only call for as 
high grade mental powers to master it, as are required by the 
older subjects in the college curriculum, but its educational 
importance will be equally significant. The ideal that should 
guide those presenting the subject should be to explain the 
economic phase of human experience and to discover and pro
mulgate the principles that have been found to be useful as a 
means of accomplishing this end. The only excuse for presenting 
another text in this field is the hope that it may aid in this 
endeavor, and thus strengthen economics as a part of the college 
curriculum. 

It would be rash to assume that there was much that is new in 
this volume. In its preparation I am deeply indebted to a long 
line of outstanding names who have made economics a science, 
but to acknowledge them all would be a difficult task. Many 
ideas have been in the process of formulation during my more 
than twenty years of teaching experience, and to trace all of 
these to their source would be next to impossible. I have given 
acknowledgment in the body of the text to the more evident 
and positive influence of an author. As is true with every 
teacher, I owe much to the many alert minds who, by putting 
puzzling questions in the class room during these years, have 
caused me to reflect and to search for adequate answers. 
Finally, I have had many suggestions and valuable criticisms 
from my present and former colleagues, among whom I must 
mention Professors Ernest H. Hahne, Vanderveer Custis, Elmo 
P. Hohman, Fred D. Fagg Jr., and Ralph C. Epstein; in addition, 
I am deeply indebted to Professor Ira B. Cross of the University 
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of California, who read the volume in galley proof. I wish to 
acknowledge my obligations to all of these persons for their 
kindly criticisms and helpful suggestions, and, last of all, to my 
wife, Julia M. Deibler, who, besides reading the manuscript and 
assisting in its preparation, has been a constant inspiration 
throughout my university experience. 

NORTHWESTERN UNIVERSITY, 

May, 1929. 

FREDERICK S. DEIBLER. 



CONTENTS 

PREFACE. . • • • • • . . 

CHAPTER I 

THE NATURE AND SCOPE OF ECONOMICS .. 

Economies Defined-Economics and Political Economy Dis
tinguished-The Meaning of Economy-Economics as a 
Science-Economic Principles Express Tendencies-Basis for 
Confidence in Economic Principles-Economics a Social 
Science-The Relation of Economics to Other Sciences; the 
Physical and Natural Sciences; Psychology, Sociology, Political 
Science and Ethics-Business Economics-Social Economy. 
The Method of Treatment. 

CHAPTER II 

THE CHARACTERISTICS OF MODERN ECONOMIC SOCIETY 

The Meaning of an Economic Order-Four Systems of 
Economy-The Autonomous, the Communistic, the Social
istic, and the Individual Exchange Order-Individual Initia
tive and Private Enterprise, Division of Labor and 
Specialization, Cooperative in Character; Spontaneous 
Cooperation-Private Property and the Right to Bequeathe 
Wealth-Right of Free Contract--The Nature and Exercise of 
Control, may be Unconscious or Spontaneous, or Conscious 
and Predetermined-. The Place of the State in Modern 
Industry-Regulation of Private Control-Competition as an 
Organizing Influence, Fair Competition, Competition in 
Relation to Economic Theory, the Basic Assumption from 
which Economic Principles are Developed. 

CHAPTER III 

FUNDAMENTAL CONCEPTS . 

Desires as Motives-Classification of Desires, for Material 
Goods, for Esteem, for Action-The Meaning of the Term 
Goods-Definition of Utility-Classification of Goods, Free, 
Economic, and Public Goods-Consumer's and Producer's 
Goods Distinguished-The Satiability of Desires-Diminish
ing Intensity of Desire-Balanced Desires and Economic 
Welfare-Wealth and Services--Characteristics of Wealth, 
Utility, Scarcity, and Externality-Individual and Social 

IX 

PAGE 

V 

1-21 

22-44 

4lH13 



x CONTENTS 

Wealth Distinguished-Wealth and Income, Money and 
Real Income, Gross and Net Income-Wealth and Property
Wealth and Value-Value and Price. Caution in use of Terms. 

CHAPTER IV 

THE NATURE OF PRODUCTION. . . . • . . 

Production Defined as the Creation of Utility-Methods of 
Creating Utility, Form, Place, and Time Utility-Factors 
of Production, Land, Labor, and Capital-Productive and 
Unproductive Labor-Capital and Land Distinguished
Canital Goods and Capital Value-Division of Labor and 
SpeCialization-Limited by the Area of the Market--Forms 
of the Division of Labor, Occupational, Division of Processes, 
and Territorial-Functional Specialization-Advantages of 
Specialization, Develops Skill and Dexterity, Saves Time, 
Fosters Invention, Increases Output and Makes Possible 
Exact Duplication of Parts, Promotes Better Adaptationin 
the use of the Both Labor and Machines, makes Supervision 
Easier, and Tends to Reduce Fatigue-Evils of Specialization, 
Lessens the Importance of Trade Skill, Lessens Workers 
Interest in his Product, Reduces the Number of Thoroughly
trained and Experienced Laborers, Fosters Labor Turnover 
and Instability of Workmen, Increases Risk of Unemploy
ment for Men with Craft Skill, and Separates Employers and 
Employees, thus Fostering Misunderstandings Between 
Them. 

CHAPTER V 

64-89 

LOCALIZATION OF INDUSTRY AND LARGE SCALE PRODUCTION . . 90-111 

Causes for Localization, Nearness to Raw Materials, to 
Markets, to Power, to Competent Labor, and the Momentum 
of an Early Start-Causes of Large-scale Production, the 
Area of the Market Served, Growth in Size Leads to Further 
Specialization, and Further use of Machine Methods, Greater 
Advantage in Purchasing and in Selling its Products, Utiliza-
tion of By-products; Advantages that Accrue from Experi
mentation and the Application of Scientific Methods-Limits 
of Large-scale Production, Small-market Area, Limits on 
Managerial Ability, Friction develops between Employee 
and Employer-Combination and Large-scale Production
Horizontal and Vertical Combination Explained. 

CHAPTER VI 

THE ORGANIZATION OF PRODUCTION . . . . 

The Importance of the Entrepreneur, or Director of Indus
try- Methods of Selection; Usually Self-appointed, may be 

112-141 



CONTENTS 

Selected by the State or other Collective Group to Perform 
the Work of the Entrepreneur-Function of the Entrepreneur 
is to Decide what shall be Produced and how it Shall be 
Made-Decision of Entrepreneurs Controlling, except as 
Affected by Lenders of Credit, and by the Delegation of 
Authority to Management-Forms of Entreprcneurship, 
Single Proprietor, Partnership and Corporation-Advantages 
and Disadvantages of Each-The Importance of the Corpora
tion in l\Iodern Industry-The Principle of Diminishing Pro
ductivity, Diminishing Total Average, and Marginal Outputs 
Distinguished-The Principle Universal in its Application
Principle of Variable Proportions-Its Bearing on the Deci
sions of the Entrepreneur-The Principles of Least Cost and 
Highest Profit Combinations with their Bearing on Marginal 
Choices. 

CHAPTER VII 

RISK AND PRODUCTION . . 

Nature of Risk-Causes of Uncertainty, Physical and Natural 
Hazards, Ignorance of Scientific Principles, Unpredictable 
Character of Human Conduct-Uncertainty Due to Time 
-Effect of Legislation-Methods of Dealing with Risk; 
Reduction or Elimination-Rcsults of Invention and Dis
covery-Market Analysis and Forecasting-Consolidation of 
Individual Risks-Process of Compensation-Assumption of 
Risk-Shifting of Risk to Middle Men-to Terminal and 
Speculative Markets-Nature and Use of Future Contracts; 
Hedging Contracts; Their Purpose and Use llIustrated
Speculative Dealing and its Evils; Trading by outside Traders; 
by Those with Insufficient Capital, and Manipulation of 
price movements. Insurance as a Means of Distributing Risk 
-Mutual Versus Stock Companies as Risk Carriers. 

CHAPTER VIII 

VALUE AND UTILITY . . . 

The Place of the Market in Operation of Economic Activity
Middlemen and Market Operations-Market Defined-Two 
Kinds of Markets; Competitive and Monopolistic-Competi
tion Versus Monopoly in Economic Analysis-Advantages in 
Explaining Market Phenomena from the Assumption of 
Competitive Conditions-Value Defined-Value and Evalua
tion Distinguished-Value and Utility-Value and Price
Demand and Supply as Value Determinants-Not Self
operative Forces-The Nature of Demand-Individual 
Demand Schedule-Market Demand Schedule-Diminish
ing Marginal, and Total Utility-Inequality of Income and 

Xl 

PAGE 

142-166 

167-207 



xii CONTENTS 

the Explanation of Value-Caution in the Use of Marginal 
Utility as the Cause of Value-Total U\ility and Consumer's 
Surplus-The Nature of Supply, the Supply Schedule
Equilibrium of Demand and Supply-Only one Price in a 
Competitive Market-Two Meanings of an Increase of 
Demand and of an Increase in Supply-Elastic and Inelastic 
Demand. 

CHAPTER IX 

COST OF PRODUCTION AND SUPPLY. . . . . 

Scarcity and Value-Four Causes of Scarcity; "Niggardliness" 
of Nature; Expansion of Desires; Cost of Production; and 
Monopoly-Nature of Costs, Psychic Costs and Expenses of 
Production-Kinds of Costs; Pain costs, Fatigue costs; 
Opportunity costs-Diminishing Productivity and eosts
Items Entering into Expenses of Production-Labor Costs, 
Material Costs, Overhead Costs, Selling Costs-Interest as a 
Cost--Rent as a Cost-Managerial Salary as a Cost--Fixed 
Supply and Value, Importance of this Influence in Determin
ing Value-Reproducible Supply and Value; under Constant 
Costs, and Increasing Costs-Temporary and Permanent 
Differences in Costs-The Representative Firm in Relation 
to the Explanation of Value-Bulk Line Costs-Increasing 
Costs Found Mainly in the Extractive Industries-Decreasing 
Costs-Internal and External Economies-Normal Value
Joint Costs and Joint Demand-Speculation and Value. 

CHAPTER X 

PAOE 

207-240 

MONOPOLY AND VALUE. . ......... 241-258 

Summary of Value Theory in a Competitive Market-
Obstacles to Perfect Competition-Monopoly, its Nature and 
Influence-Kinds of Monopoly, Social and Natural-Defini
tion and Illustration of Monopoly Value, under Constant, 
Increasing, and Decreasing Costs-Class Price-Monopoly 
Price as a High Price-The "Corner" as a Monopoly. 

CHAPTER XI 

MONEY AND THE MECHANISM OF EXCHANGE • • . • • • • • • 259-288 

Division of Labor Necessitates the Use of Money-Dis
advantages of Barter-Definition of Money-Functions of 
Money-Characteristics of a Good Money Material; Accept-
ability, Uniformity, Divisibility, Cognizability, and Con
vience-The Monetary System-the Choice of a Standard-
The Coinage System-Kinds of Money; Metallic, Paper, 
Irredeemable Paper, Representative Paper, Bank Notes, and 
Subsidiary Coins-Legal Tender Quality of Money-The 



CONTENTS 

Value of Money Expressed Only in Terms of Commodity 
Prices-Value of Standard Money Varies in Inverse Ratio 
with its Quantity and Rapidity of its Circulation-The 
Equation of Exchange-Bimetallism, its Effect on the Value of 
Money-" The Limping" Standard-Irredeemable Paper 
Money and its Effect on the Value of Standard Money. 

CHAPTER XII 

xiii 

PAGE 

BANK CREDIT AND THE CIRCULATING MEDIUM . . . • . . . . 289-304 

Kinds of Credit-Banks and Bank Credit-Kinds of Banking 
Institutions; Investment, Savings, and Commercial Banks
Financial Functions of Insurance and Trust Companies-Two 
Forms of Bank Credit, Bank Notes, and Deposit Credit--
Discount Explained-The Bank Statement and Bank Credit-. 
Clearing Houses and the Check-off System-Bank Credit and 
the Value of Money-Relation of the Volume of Gold to Bank 
Credit. 

CHAPTER XIII 

THE BANKING SYSTEM OF THE UNITED STATES 

First and Second United States Banks-Period of Private 
Banking-Conditions under State and Private Banks-The 
National Banking System; Established a Unified Note
Strength and Weakness of the System, the Note Holder was 
Amply Protected, Note Issue Inelastic; Surplus Reserves 
Flowed to Speculative Markets; Lack of Cooperation Among 
Banks Weakened their Strength at Critical Periods-Proposed 
Remedies-The Federal Reserve System-Centralizes 
Reserves of the Country; Provides for Cooperation through 
Rediscounting; the Note Issues now Elastic-The Reserve 
Banks Depositories of Public Funds-May Engage in Open 
Market Operations-This Feature an Influence in Stabilizing 
the Value of Money. 

PRICE MOVEMENTS, 

CYCLE ..... 

CHAPTER XIV 

FINANCIAL PANICS, AND THE BUSINESS 

Price Changes due to Two Causes, Changes in the Intensity of 
Desires, and Fluctuations in the Value of Money-Index 
Numbers as a Means of Measuring the Changing Value of 
Money-Kinds of Index Numbers, Simple Arithmetic 
Average, "Weighted" Average, the Geometric Mean, the 
Median, and the Mode-Fluctuations in Prices as Indicated by 
Index Numbers-Fluctuations in Volume of Credit Money
The Business Cycle, Four Phases of the Cycle; Recovery, 
Prosperity, the CriEis, Financial Panics-Relation of Banks to 

305-324 

325-358 



xiv CONTENTS 

Financial Panics-the Industrial Depression-Causes of the 
Business Cycle-Social and Economic Consequences of 
Cyclical Movements-The Stabilization of the Dollar-Fore
casting and Regularization of Industry. 

CHAPTER XV 

INTERNATIONAL TRADE AND SETTLEMENTS . 

Specialization in Relation to Trade-Differences in Produc
tive Power the Basis of Trade-Domestic and International 
Trade Alike in this Respect-International Trade; the Visible 
Items, the Invisible Items; Extension of Loans, the Payment 
of Interest, Immigrant Remittances, Tourist Expenditures, 
Freight and Other Charges for Services Rendered, Insurance 
Charges-Balance of International Payments of United States 
in 192&--Absolute and Comparative Advantages in Trade
Some Implications of Comparative Advantages-Inter
national Dependence-International Settlements-Par of 
Exchange-Bill of Exchange; a Commercial Bill, Sight, and 
Time Bills-Gold Points-International Balances-Three
cornered Exchange-Arbitrage-Gold Settlements-Favorable 
Balance of Trade. 

CHAPTER XVI 

PROTECTION AND FREE TRADE .•••• 

The Meaning of Free Trade; of Protection-Incidental 
Protection-Tariff for Revenue, Principles that Govern the 
Selection of Commodities to be Taxed-Arguments for 
Protection; Infant Industries, Home Market, Diversified 
Industries, Labor Arguments, Equalizing Costs, Political 
Arguments-Difficulty in Removing a Protective Duty-, 
Incidence of a Tariff; Consumers Generally Pay the Tariff, 
One Possible Exception-By-products of Protective Duties. 

CHAPTER XVII 

GENERAL THEORY OF DISTRIBUTION • • • • • 

Distribution Defined-Functional and Personal Distribution 
Distinguished-Evaluation and Distribution-Diminishing 
Productivity and the Law of Variable Proportions in Relation 
to Distribution-The Marginal Productivity Theory of 
Distribution-Economic and Contractual Shares Distin
guished-Effect of Legal Institutions on Distribution
Influence of the Rights of Property and Contract-, General 
Conclusions and Implications of the Theory. 

PAGIl 

359-383 

384-401 

402-415 



CONTENTS 

CHAPTER XVIII 

RENT . ....... . 

Rent Defined-Rent and Capital Expenditures Distinguished 
-Three Uses of the Term Rent--The Nature of the Services 
of Land; Location and Rent, Method of Measuring the 
Services of Land-Diminishing Productivity and Rent; 
Relation to Marginal Land-Rent in Terms of Value--A 
Rent Formula-The Intensive Margin-The Rent Principle 
Applied to Urban Land-The Completed Rent Formula; 
Caution in its Use-Rent as Producer's Surplus-Relation of 
Rent to the Value of Land-Rent of Mines; Depletion Cost. 

CHAPTER XIX 

xv 

PAGE 

416-434 

RENT (CONT'D.) ..... . . . . . . . . 435-452 

Growth of Population and Rent-Improvements in Cultiva
tion and Rent-Rent and Property in Land-Rent as an 
Unearned Increment; Meaning of an Earned Income--Land 
as a Private Investment-Ripening Costs of Land Utilization 
-Rent in Relation to Price--Rent as a Marginal Cost
Taxation and Rent-The Single Tax and Rent. 

CHAPTER XX 

CAPITAL AND INTEREST. . ........ 453-477 

Interest Defined-The Nature of Capital-Social and Indi
vidual Capital Distinguished-Economic and Contractual 
Interest--The Three Major Issues-First, Why is it Necessary 
to Pay Interest? The Problem of the Formation of Capital 
and Why it is Scarce-Second, How is it Possible to Pay 
Interest? The Productivity of Capital-Finally, the Deter
mination of the Rate-The Meaning and Place of Time 
Preference-Corporate Savings in Relation to the Rate--The 
Demand for Capital-The Rate on Consumption Loans
Quantity of Money and Interest Rates-The Interest Rate 
and Capitalization-Interest as a Cost. 

CHAPTER XXI 

WAGES ..•••.••• 

Definition of Wages-Two Problems; How Measure the 
Services of Labor?-How Determine the Value of those 
Services? Differences in Labor, Non-competing Groups
Diminishing and Marginal Productivity as Applied to Labor
Economic and Contractual Wages-Application of the 
Marginal Principle-Wages of Management; Method of 
Testing the same-The Meaning of Demand for Labor
Supply of Labor-Total Population and Supply-Growth of 

478-503 



xvi CONTENTS 

Population and the Malthusian Principle-Immigration and 
Supply-Subsistence Theory-Wages-Fund Theory-Wages 
as Advances-The Discounted Marginal Productivity Theory, 
and a Criticism-Organization and Wages-Standard of 
Living and Wages-The Saving Wage--Wages as a Source of 
Demand. 

CHAPTER XXII 

PROFITS .•.•••..• 

Summary and Restatement of General Assumptions-The 
Entrepreneur as a Profit Taker-The Nature of Profits; 
Ordinary Profits, Business Profits, Pure Profits-Wages of 
Management as Profits-Rent, Interest, and Profits-Source 
of Pure Profits-Profits and Losses-Risk and Uncertainty in 
Relation to Profits-Profits as a Functional Share--The 
Profit Motive in Industry-Production for Profits versus 
Production for Service-Monopoly Profits-Competition 
versus Regulation-The Concept of a Fair Return. 

CHAPTER XXIII 

PAOli 

504-522 

GENERAL SUMMARY. . . . . . . . . . . 523-541 
Restatement of the Characteristics of the Present Economic 
Order-An Indication of the Extent to which Economic 
Principles Depend upon the Structure of Society-Review of 
the Main Topics Treated-Relation of the Elementary 
Principles to some of the Important Fields of Specialization, 
as Business Organization, Marketing, Finance, Money and 
Credit, Personnel and Industrial Relations, Accounting and 
Statistics, Social Control and Regulation, Associations and 
Combinations, Public Finance and Taxation, Public Owner
ship, and the Readjustment of the Social Structure. 

INDEX .• 543 


