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PREFACE

IN recent years there have been important developments in
Economic Theory-—notably in the analysis of Money and
Unemployment by Mr. Keynes, and 1n the theory of Imper-
fect Competition by such writers as Mrs Robinsonand Mr. E.
Chamberlin. Many of these new 1deas are not yet available
to any but the trained economic theorist; for new scientific
work must always at first be stated in technical terms. It s
the primary object of this book to expound the whole corpus
of Economic Theory without taking any knowledge of tech-
nical terms for granted and with full use of the more recent
developments. I have not shirked any point in which econo-
muc analysis 1s relevant for the determination of economic
policy; and for this reason this book 1s not always easy to
read. But I have tried to wnte in such a way that any one
with patience and the power of clear reasoning can under-
stand it.

In this book I have discussed economic theory with direct
reference to the economic problems of the modern world.
As a teacher of the subject I have often found that men, who
come to economics to find an answer to the pressing problems
of the moment, cannot see that the formal analysis of the
text-book has anything to do with the real world. Such
formal analysis is, however, essential for a full understanding
of practical problems, and the rigid text-book analysis must
be mastered ; but in this book I have attempted to supplement
that training by combining it with the direct discussion of
economic problems. This method has made it necessary to
advocate a particular economic policy.

There is nothing oniginal in this work, which is a tran-
scription of the work of many authors; and it is impossible for
me to enumerate fully the writers to whom I am indebted.
Nearly every economic author, whom I have read, has directly
or indirectly affected this book. But there are certain authors
whom I must mention specifically, and I hope that I will be
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excused if I have failed to acknowledge direct indebtedne
to others Mr. J. M Keynes'’s Treatise on Money and Gener.
Theory of Employment, Interest and Money have inspired tt
whole of Part I of this book, which has also been direct
influenced by the work of Mr. R. F. Kahn; and certa
passages 1 Chapters VI and VIII of Part I have been reca
after reading Mr. R. F. Harrod’s Trade Cycle. The su;
gestion about the Sinking Fund on p 45 1s taken fro
evidence given by Professof A. L. Bowley to the ‘Colwy
Commuttee’, and 1s to be found on pp 323 to 328 of tt
Report of the Commuttee on the National Debt and Taxatio
1927 Part II has been constructed on the foundations «
Mrs. Robinson’s Economucs of Imperfect Competation, Mr 1
Chamberlin’s The Theory of Monopolistic Competition, ar
Professor Pigou’s Economics of Welfare, as well as upc
articles by Mr. R. F. Hatrod and other authors; while p
156 to 164 are a transcription of an argument in Mr R. ]
Kahn’s article in the Economic Journal, for March 193
entitled ‘Some Notes on Ideal Output’. Chapter VIII
Part II has gained much from articles of Mr. M. Dobl
Mr. H. D. Dickinson, and Mr. A. P. Lerner in the Econom
Journal and the Rewview of Economic Studies. Part 111 ow
much to Dr. Hugh Dalton’s The Inequality of Incom
and Mr. Wedgwood’s The Economucs of Inherstance, whi
Chapter 1V of this Part 1s largely based on the works ¢
Public Finance of Dr. Hugh Dalton, Professor Pigou, S
Jostah Stamp, and others. In Part IV, pp. 278 and 279 a;
merely a numerical illustration of the proof given by M
J. M. Keynes for a proposition of Mr. F. P. Ramsay 1n h
article in the Economic Journal for December 1928, entitle
‘A Mathematical Theory of Saving’. Part V 1s based upc
many works on the Theory of Money, as well as upon tex
books on International Trade, such as Professor Taussig
Theory of International Trade and Mr. R. F. Harrod
International Economics.

Mrs. Robinson has read the whole of the manuscript
Parts I to IV, and I am very grateful for the many maten
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improvements suggested by so able a professional economist.
Dr. N. ]J. Abercrombie has nobly played the part of the
intelligent amateur, and his detailed criticisms have greatly
improved the exposition. My sister has done the same for
Part I and suggested the insertion of an important section.
I have been greatly helped by my wife in revising the book.
To all of these I would express my sincere gratitude.

HERTFORD COLLEGE, OXFORD, JJE.M.
April 1936.
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INTRODUCTION

BEFORE any economic system can provide the highest
possible standard of living, four conditions must be
fulfilled.

1. No economic resources, which are willing to work,
must stand idle. This problem—the problem of Unemploy-
ment or of poverty in the mudst of plenty—is discussed 1n
Part I.

2. The available economic resources must be set to work
to produce 1n the greatest possible quantities those products
which consumers most desire; this condition will remain
unfulfilled, so long as 1t is possible by producing less of one
thing to produce more of another, which consumers desire
more urgently. Thus is the problem of Competition, Mono-
poly, and Planning, which is the subject of Part I1.

3. The income of the commumty must be distnbuted
among individuals in such a way that the greatest possible
satisfaction is obtaned from the limited national income.
The Distribution of Income is the subject of Part III.

4. The standard of living will not be the highest possible,
unless a proper balance between work and leisure 1s main-
tained and unless the total population and the total stock of
capital are forthcoming in the most appropnate amounts.
Part IV discusses this problem of the ‘optimum’ supply of
the factors of productlon, labour and capatal.

If these four conditions are fulfilled, the standard of hvmg
will be the highest which it is possible with agivenknowledge
of industrial technique to obtain from a given supply of
natural resources. Parts I to IV are based on the assumption
of a self-contained economic system. But in the real world
no economy is 1solated in this way; for each government
must consider the effect of its economic policy upon economic
relations with other countries. Part V is therefore devoted
to International Economic Problems. This discussion gives

nise to no further fundamental economic problem, but shows
N T
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merely the international aspects of the four fundamenta
questions discussed 1n Parts [ to IV,

Some of these problems are more urgent and some are mor¢
easily solved than others. The most glaring economic ab
surdity at present 1s the existence of unemployed resources
1n a2 world in which there are many needs still to be satisfied
For thus reason the policy discussed in Part I—together with
its international aspects 1n Part V—is the most pressing and
the nearest to ‘practical politics’. Fortunately, as we shall see
the solution of this problem needs least governmental inter-
ference. This problem should certainly be solved before all
others, for, as long as there are unemployed resources, 1t 1s
possible to produce a larger real income and so to 1mprove
every one’s standards without causing any one to be worse off
The solution of this problem—unlike the problem of re-
distributing income—requires no change of heart and offends
no vested 1nterests; it requires simply a clearer understanding,
and if the argument of Chapter VIII of Part V 1s correct, its
solution should strengthen the economic foundations of world
peace. The problem of Part IV, with the exception of the
question of the best balance between work and leisure dis-
cussed on pp. 259 to 262, 1s the most far removed from
‘practical politics’; for it involves controlling the size of the
population,

Opinions are likely to differ as to whether the problem of
Part II or that of Part III should take precedence in any
practical economic programme. On the one hand, the re-
distribution of income 1nvolves in its clearest form the problem
of ‘vested interests’, since it is mmpossible to redistribute
income without making some persons worse off than before;
whereas the solution of the problems raised in Part IT will
increase the total national income available for distnbution,
and is therefore theoretically compatible with a rise in every
one’s standards. On the other hand, as we shall argue 1n
Chapter IV of Part III, income can be safely redistibuted
by asumple extension of the existing taxing function of govern-
ment; whereas the problem of Part II cannot be successfully



INTRODUCTION xv

met without a large measure of government control over
industry.

It is not suggested that 2 definite order of preference can
be laid down 1n any practical economic policy for the solution
of the different problems discussed 1n this book. Different
readers will lay the emphasis on different problems; and—as
we shall show more than once 1n the course of this book—
there are many reforms which will aid the solution of more
than one problem at the same time. But no sound economic
policy can tackle every problem at once; and 1t is, I think,
at least certain that the problem of unemployment should
immediately receive the greatest emphasis. Beyond this,
these introductory remarks may enable the reader to preserve
a better balance 1n lus judgement as he moves through the
details of the following pages.
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The Effect of a Maximum Legal Commadity Price on the Demand

TaBLE 6 (b). The Demand for Labour by a Single Firm.

for Labour shown in Table 6 (b).

Labour to a Single Firm. Im-

Competition in the Sale of the Product.

TABLE 6 (a). The Demand for Labour by a Single Firm.
Perfect Competition in the Sale of the Product,

Labour shown in Table 7 (b).

Labour to a Sl‘ggle Firm. Per-

fect Competition in the Hire of  perfect Competition in the Hire

of Labour.



