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PREFACE 

IN recent years there have been important developments 10 

Economic Theory-notably 10 the analysIs of Money and 
Unemployment by Mr. Keynes, and m the theory of Imper
fect CompetitIOn by such wnters as Mrs Robmson and Mr. E. 
Chamberim. Many of these new Ideas are not yet aVailable 
to any but the tramed economic theonst; for new sCientIfic 
work must always at first be stated in techrucal terms. It IS 
the pnmary object of this book to expound the whole corpus 
of Economic Theory Without taking any knowledge of tech
mcal terms for granted and With full use of the more recent 
developments. I have not shuked any pomt in which econo
ffilC analysIs IS relevant for the detenrunatlOn of economic 
pohcy; and for this reason thiS book IS not always easy to 

• read. But I have tned to wnte in such a way that anyone 
with patience and the power of clear reasorung can under
stand It. 

In thiS book I have discussed economic theory With direct 
reference to the economic problems of the modem 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 fonnal analysIs of the 
text-book has anytlung to do with the real world. Such 
formal analysIs is, however, essential for a full understandmg 
of practical problems, and the rigid t~-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 onginal in this work, which is a tran
scnptlon 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 mdIrectly affected this book. But there are certain authors 
\\ hom I must mention specifically, and I hope that I will be 



VI PREFACE 

excused If I have faIled to acknowledge direct mdebtedne 
to others Mr. J. M Keynes's Treatzseon llloney and Gener, 
Theory of Employment, Interest and llloney have msplred d 
whole of Part I of tills book, which has also been direct 
mfluenced by the work of Mr. R. F. Kahn; and certal 
passages In Chapters VI and VIII of Part I have been reca 
after readmg Mr. R. F. Harrod's Trade Cycle. The SUI 
gestIOn about the Smkmg Fund on P 45 IS taken frol 
eVidence given by Professor' A. L. Bo\\ley to the 'Col\\') 
Comrruttee', and IS to be found on pp 323 to 328 of d 
Report of the CommIttee on the Natzonal Debt and Taxatzo 
1927 Part II has been constructed on the foundatIOns 1 

Mrs. Robmson's Economzcs of Imperfect Competltzon, Mr I 
ChamberlIn's The Theory of Monopolzstzc Competltzon, ar 
Professor Plgou's Economzcs of Welfare, as well as up, 
articles by Mr. R. F. Hatrod and other authors; while PI 
156 to 164 are a transcnptIOn of an argument m Mr R. 1 
Kahn's article in the Eco7UJmzc Journal, for March 193 
entitled 'Some Notes on Ideal Output'. Chapter VIII 1 

Part II has gamed much from articles of Mr. M. Dobl 
Mr. H. D. Dlckmson, and Mr. A. P. Lerner m the Econom 
Journal and the Revtew of Economzc Studzes. Part III 0\\1 

much to Dr. Hugh Dalton's The InequalIty of Incom 
and Mr. Wedgwood's The Economzcs of Inherztance, will 
Chapter IV of thIs Part IS largely based on the works , 
PublIc Fmance of Dr. Hugh Dalton, Professor PlgOU, S 
JOSiah Stamp, and others. In Part IV, pp. 278 and 279 al 
merely a numencal Illustration of the proof given by 1\1 
J. M. Keynes for a propOSitIOn of Mr. F. P. Ramsay m h 
article In the Economic Journal for December 1928, entltl( 
'A Mathematical Theory of SaVing'. Part V IS based up, 
many works on the Theory of Money, as well as upon tex 
books on International Trade, such as Professor TaUSSig 
Theory of Internatzonal Trade and Mr. R. F. Harrod 
Internatzonal Economics. 

Mrs. Robmson has read the whole of the manuscript 1 

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. ]. 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 revisin~ the book. 
To all of these I would express my sincere gratitude. 

HERTFORD COLLEGE, OXFORD. J.E.M. 
April 1936. 
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INTRODUCTION 

BEFORE any economIc system can provIde the htghest 
possIble standard of ltvmg, four condItIons must be 

fulfilled. 
1. No economic resources, whIch are wlllmg to work, 

must stand idle. This problem-the problem of Unemploy
ment or of poverty in the mtdst of J?lenty-is dIscussed 10 

Part I. 
2. The avaIlable economic resources must be set to work 

to produce 10 the greatest possIble quantttles those products 
which consumers most desire; thIS condItion wIll remain 
unfulfilled, so long as It is possIble by producing less of one 
thmg to produce more of another, whIch consumers desire 
more urgently. ThIS is the problem of CompetitIon, Mono
poly, and Planning, whIch is the subject of Part II~ 

3. The income of the commuruty must be distnbuted 
among mdividuals in such a way that the greatest possIble 
satisfaction is obtamed from the hmited national mcome. 
The Distrtbution 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 IS mam
tamed and unless the total population and the total stock of 
capItal are forthcoming 10 the most appropriate amounts. 
Part IV dIscusses this problem of the 'opttmum' supply of 
the factors of production, labour and capItal. < 

If these four conditions are fulfilled, the standard of living 
WIll be the highest which it is possIble WIth a given knowledge 
of mdustrial technique to obtain from a given supply of 
natural resources. Parts I to IV are based on the assumptton 
of a self-contained economic system. But in the real world ' 
no economy is Isolated in this way; for each government 
must consider the effect of its economic poltcy upon economtc 
relations WIth other countries. Part V is therefore devoted 
to International Economic Problems. This dtscussion gives 
nse to no further fundamental economic problem, but shows 

-----
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merely the mternatlOnal aspects of the four fundamenta 
questIOns dIscussed 10 Parts I to IV. 

Some of these problems are more urgent and some are mOT< 

easIly solved than others. The most glanng econOmIC ab 
surdIty at present IS the eXIstence of unemployed resource! 
10 a world 10 whIch there are many needs stIll to be satisfied 
For tills reason the polIcy dIscussed 10 Part I-together \\Jth 
ItS mternatlonal aspects 10 Part V-IS the most pressmg and 
the nearest to 'practIcal pOlItICS'. Fortunately, as we shall see 
the solutIOn of thIS problem needs least governmental mter
ference. ThIS problem should certamly be solved before all 
others, for, as long as there are unemployed resources, It IS 
pOSSIble to produce a larger real mcome and so to Improve 
everyone's standards wIthout causmg anyone to be worse off 
The solutIOn of thIS problem-unlIke the problem of re
dlstnbutmg mcome-reqUlres no change of heart and offends 
no vested mterests; It reqUIres SImply a clearer understandmg, 
and If the argument of Chapter VIII of Part V IS 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, IS the most far removed from 
'practical polItics'; for it involves controllmg the SIze of the 
populatIOn. 

Opmions 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
dlstnbutIon of 1Ocome 1Ovolves 10 its clearest fonn the problem 
of 'vested interests', since it is lffiposslble to redlstnbute 
mcome WIthOUt making some persons worse off than before; 
whereas the solution of the problems raised 10 Part II wIll 
increase the total national 1Ocome avaIlable for dlstnbution, 
and is therefore theoretically compatIble WIth a nse in every 
one's standards. On the other hand, as we shall argue In 

Chapter IV of Part III, income can be safely redlstnbuted 
by a slffiple extensIon of the existing taxing functIOn of govern
ment; whereas the problem of Part II cannot be successfully 
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met without a large measure of government control over 
mdustry. 

It is not suggested that a definite order of preference can 
be laid down In any practIcal economIc pohcy for the solutIon 
of the dIfferent problems dIscussed In thIs book. DIfferent 
readers wIll lay the emphasIs on dIfferent problems; and-as 
we shall show more than once In 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 
pohcy can tackle every problem at once; and It is, I think, 
at least certain that the problem of unemployment should 
immediately receIve the greatest emphasIs. Beyond thIS, 
these introductory remarks may enaJ;>le the reader to preserve 
a better balance In rus Judgement as he moves through the 
detaIls of the following pages. 
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Tariffs, 141, 292. 293. 309, 310, 
321, 322, 334, 346--59, 372, 
373,377-80,384,385,387 

TaxatIOn, 33. 40--4, 48,50,51,56-
59,84,88,9°,91,94,124,169, 

175-80,200,231-48,251.253. 
254. 270--2, 280. 3 I 9. Ire also 
Commodity taxes. Death 
duties. Estate duty, Income
tax, Poll tax. Progressl\ e taxa
tion, Property taxes. Propor
tIOnate taxatIOn, ~uper tax. 
Tariffs. Taxmg the foreigner 

TaXIng the foreigner, 346. 352. 353 
Terms of trade. 343-5. 346-53. 358, 

359. 364-8• 377-9. 381 
Total, see Cost, Receipts, Salls

factIon 
Tourist e"Cpend,ture, 286. 33 I 
Town anll regional planmng. 39. 

201, 202 
Trade Boards. 72, '3 
Trade Umons. 72, 730 75.93.94 n , 

96, 170, 186, 214, 224, 259. 
260 

Transport costs, 130--2. 141, 142. 
ISS, 170 

Treasury Bills, 19. 328 
Tribute, 286, 310, 344, 345. 382, 

383 

Unemployment, 1-94. 173 n , 188, 
189. 194 n, 197, 202. 219. 
224. 226, 227,231-3.238-40. 
244-6,249,254.308-15.320• 
332-4.346.354-9.369.371-3. 
374. 380• 383, 386-8 

Unemployment Ass18tance Board. 
51-5 

Unemployment benefit. 42, 43, 51-
55, 78, 90--2, 94 n , 231 

Usury, 227, 228 
Utility. marginal. 101. III. 160. 

207.260.278- 80.338 

Wages. 2. 53. 56. 61-'74. 75-9. 84-
94. 98• 101. 136-9, 145-48• 
185. 187. 202. 203. 212-20. 
223-6.231.232.241,252.256. 
259,260.262.268-'71,311- 16• 
320, 326. 354. 355. 357-9. 
360--2. 374. 383 

'Var. 54. 382-8 
'Work or l\lalDtenance', 78 



A 

2 

3 
4 
5 
6 
7 
8 
9 

10 

II 
12 

13 
14 

15 
16 
17 

B 
Average 

cost 

£ s. 
31 5 
29 0 
27 0 

25 5 
23 IS 
22 10 

21 10 

20 IS 
20 5 
20 0 
20 0 

20 5 
20 IS 
21 10 
22 10 

23 IS 
25 5 

C 
Total 
cost 

£ s. 
3 1 5 
58 0 

81 0 

101 0 

118 IS 
135 0 

ISO 10 

166 0 

182 5 
200 0 

220 0 

243 0 

269 IS 
301 0 

337 10 

3
80 OJ 

42 9 5 

D 

Marginal'l
east 

£ s. 
31 5 
26 15 

23 0 

20 0 

17 IS 
16 5 
15 10 

IS 10 

16 5 
17 IS 
20 0"-, 

23 0 

26 IS 

3 I 5 
36 10 

42 10 

49 5 

TABLE I. The Cost Conditions of a Single 
Firm. 

-- ----------,-- ---~------

A B 
Demand 

Output price 

2 

3 
4 
5 
6 

7 
8 

9 
10 

II 

£ 
20 
20 

20 

20 
20 
20 
20 - I 
20 

20 
20 

20 

C 
Total 

receipts 

£ 
20 

40 

60 

80 
100 

120 

140 

160 
180 

200 

220 

D 
Marginal 
receipts 

£ 
20 
20 
20 

20 
20 
20 

20 

20 

20 
20 

20 

12 20 240 20 

13 20 260 20 

~~ I ~~ ~~~ L: ~~ 
I 16 20 320 20 

~~ __ I __ 2_~ __ ~ __ 34
0 

_ _--=~ 
TABLE 2 (a). The Demandfor the Output of a 

Single Firm. Perfect Competition. 

Output 

2 

3 
4 
5 
6 
7 
8 
9 

10 

II 

12 

13 
14 

B 
Demand 

price 

£ 
29 
28 

27 
26 

25 
24 

23 
22 
21 

20 

19 
18 

I7 
16 

C 

Total 
receipts 

£ 
29 

56 
81 

104 
125 

144 
161 

176 
189 
200 

209 
216 

221 

224 
IS IS 225 

D 

Margina{ 
receipts 

£ 
29 

27 

25 
23 
21 

19 
17 

15 
13 

9 
7 
5 
3 

i 16 , 14 I 224 - I 

1 17 I 13 ! 221 - 3 
1-_---_---______ 1 ____ --'--__ '----_ 

TABLE 2 (b). The Demand for the Output of llf 
Single Firm. Imperfect Competition. 

CHART I 

A 

Output 

2 

3 
4 
5 
6 
7 
8 
9 

10 

II 

12 

13 

14 

15 
16 

17 

B 

Demand 
price 

£ 
20 

20 

20 
20 

20 
20 

20 
20 

20 
20 

19 
18 

17 
16 

15 

14 

13 
~--~-----

C 
Total 

receipts 

£ 
20 

40 

60 
80 

100 

120 

140 

160 
180 

200 
209 
216 

221 

224 

I 225 

I 224 

L ___ 22I 

D 
Marginal 
receipts 

£ 
20 0 

N 
20 '-i< 
20 6 
20 .~ ~ 
20 ~ 't 
20 S ~ 
20 ;::l '" 

20 6 
'K 

20 '" 
20 ;;;:: 

9 
7 
5 
3 

TABLE 3. The Effect of a Maximum Legal Selling
price on the Demand shown in Table 2 (b). 

A B C 

I 

D I Tota~value I Demand Total Marginal 
Output price receipts receipts to consumersl 

I 
£ £ 1 £ £ 

I 
1 

I 25 25 25 25 

2 I 24 4 8 23 49 

3 

I 

23 69 21 72 

4 22 88 19 94 

5 21 105 17 II5 
6 

I 
20 120 IS 135 

7 19 133 13 154 
8 18 144 II 172 

17 153 9 
I 189 9 

10 16 160 7 205 
II IS 165 5 220 

12 14 168 3 234 

13 13 169 I 247 

14 12 168 -I 259 

IS II 165 -3 270 

16 10 160 
I 

-5 280 

17 I 9 153 -7 2 8 9 
I I 

TABLE 4. The De"fand for the Output of a Commodity, 
showing its Total Value to Consumers. 

-- -
--Bt~-c---A D 
Dem nd Total Marginal 

Output pri e receipts receipts 
--- _._---

I 

£ 
I 

£ £ 
I I 17 17 "" 2 I •. 34 17 0 

I '" <Ii 
3 

1 
I 51 17 ·C .:: 

4 I I 68 17 o..t) 

5 
I I 85 17 S~ 

6 
i 

17 ;::l '" I 102 S h 

7 I 119 17 .- ~ 

~'-i< 
8 Ii 13 6 I7 ;;;:: 
9 ~J 153 17 

10 ! 160 7 
II I 165 5 
12 I 168 3 
13 I 169 I 

14 I 168 -I 

IS I 165 -3 
16 I 160 -5 

17 I 
( 153 -7 

TABLES. TheEffi ctofaMaximumLegalSelling-
price on the Demand shown in Table 4. 



A 

I~ 

19 
20 
21 
22 

23 
24 
25 
26 

I 27 
28 

i 29 
30 
31 

32 

B 

708 

760 

810 I 
858 
90 4 
948 I 
990 

1,030 I 
1,068 

1, 104 I 
1,138 I 

1,170 

1,200 I 

1,228 ; 
1,254 I 

c 

30 

28 
26 

ID 

I ~ 

11 
't;>1 

,§ 
ct: 

1 s. 
I 2 

12 
I 2 

2 

E 

£ s. 

S 4 
5 0 

4 16 
2 I 4 12 

2 4 8 
2 4 4 

I 2 
21 
2 

4 0 

3 16 
3 12 

2 3 ~ 
2 4 
2 3 0 

2 2 16 
.2 2 12 

I 

F 

£ s. 
70 16 

76 0 

~r 0 

llS 16 
90 8 
94 16 
99 0 

103 0 

106 16 
IIO 8 
II3 16 
117 0 

T'G 

£ s. 

5 4 
5 0 

4 T6 
4 12 

4 8 
4 4 
4 0 

3 16 
3 12 
3 8 
3 4 

120 0 3 0 

122 16 I 2 10 

I~~ 212 

TABLE 6 (a). The Demand for Labuur bya Single Firm. 
Perfect COIllpetitio" in the Sale of the Product. 

A 

T9 
20 
21 

22 

23 
24 
25 
26 

7 8 
7 0 I 
8 0 , 

'88 , 
94 1 

9 ); 
90

1 
1,00, 

1,08 
I 1,1' 4, 

1,1 8 I 
29 1 I 1 0 I 

30 I ':2' 0 I 

27 
28 

31 T,2 8 
32 1,24 ' 

c D E 

'" :1' ~ 
~ 

"" I ~ 
" I .~ I 

I !:i:; I 

- : '~. d~ :-£-. -s-. -d. 

12II 711 

2 10 I 7 

I ~ ~71 ~ I~ 
I 

~ 6 5 13 
5 5 

I 
~2 11 ! T~ 
2 2 I ~ I~ 
20

1

3 0 

I I I 2 13 

I I TO I 2 7 

~ 

8 
o 
8 
8 
o 
8 
8 
o 
8 
8 
o I 

~ I 

£ s. 
T06 4 
1]0 10 
114 IS 
II7 19 
12-0 10 

122 9 

123 IS 
124 9 
124 T2 

T24 4 
123 5 
121 17 
120 0 

II7 13 
II4 19 

G 

~i £ s. 
o 
8 
o 
6 
8 
01 

o 

4 12 
3 18 
3 4 
2 II 

I 18 
6 

8 
4 
6 
2 

4 
o 
2 

~ I- 2 10 

8 0 

S 
6 I-I 
o I 17 

8 -2 6 
o i-2 14 

4 
2 

6 I 
4 
8 

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

CHART II 

rA.-TI3Tc 

I i I 
I 1 I 
I I, 

19 
20 
21 
22 

23 

24 
2S 
26 

27 
28 

3 
3 
3 
3 
3 
3 

£ 
54 
57 
60 

63 
66 

69 
72 

75 
78 

3 8, :; I 84 
29 3 87 

30 3 I 9 0 

D 

]~ I 

.~ Z 
'" @i' ~ ~ 

£ 

3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 

I 32 3 96 3 31 I 3:i 93 
TABLE 7 (a). 'Phe Supply of 
Labour to a S~gle Firm. Per
fect Compet,it "in the Hire oj 

Lour. 

A 
I 

I 

B 

I " I ~ 
II Z 
~ I ,,~o 
kl 1 ~ I 

c 

- -1-- --'
£ s. I £ s. 

18 I 12 I 10 16 
19 16 15 4 
20 
21 
22 il 
23 I 12 

24 I 16 I 
25 1 2 0 

26 2 48 I 
27 i 2 
28 2 12 I 

I 29 I 2 16 
30 3 0 

20 0 I 

25 4 I 
30 16 
36 16 

43 4 
50 o 
57 4 
64 16 
72 ,6 
81 4 
90 0 

D 

£ s. 

4 8 
4 16 

5 4 
5 12 
6 o 
.~ 6 

6 10 

4 7 
7 12 
8 o 

8 8 

;~ I ~ ~ 
8 16 

4 99 4 9 
108 ,6 i 9 12 

TABLE 7 (b). The Supply 'of 
Labour to a Single Firm. Im
perJect Competition in the Hire 

of Labuur. 

A 

,8 
19 

20 
21 
22 

23 
24 
25 
26 

27 
28 
29 

3 0 

3 1 

32 

B 

708' 

760 I 
810 

858 i 
9 0 4

1 948 

<)<)0 i 
1,030 I 
1,068 
1,104 I 

1,138 
1,170 

I,200 

I,2ZR 

r,254 

c D 
E" FIG 
~ ~ I ~ 

~ .q,. ~ -. ........ ::: .:e. I ~ 
.~ 13 ~ 'g 1 ill ~ 1 ~ 
~i .;: ~ i '" t; 1 '0 It;..:; 
""~ ~~, :o;:~ • f..; I ~2 : 

I-I---I-'~-~I-.----s. d.! £ s. d. i £ s. d. I 1..: s. d. 1 

2 0 1 ' 70 16 0 I 
2 0 5 4 0 I 76 0 0 'I 5 4 0 ~ I 
2 0 1 5 0 0 8, 0 0 1 5 0 0 ' 
2 0 I 4 16 0 85 16 0 4 16 0 ~ 

52 

2 0 I 4 IZ 0 90 8 0 I 4 12 0 'C: . 
2 00

1 

44 8 0 1 94 16 0 I 4 8 01 v ~ 
2 4 0 99 0 0 4 4 OJ'§'] 
2 o! 4 0 0 ! 103 0 0 I 4 0 0 S't 
2 0 I 3 16 0 I r06 16 0 1 3 16 0 ::s 
2 00 I 3 12 0 I 110 8 0 3 12 0 .§ 
2 3 8 0 "3 16 0 3 8 0 ~ 

3Z ~ ~ 1 ~ ~ ~ I ~~~ ~ ~ ~ ~ ~ ~ 
I 1I i 2 13 8 ,I I T7 13 8 -2 6 48 

~ I 10 2 7 8 TI4 19 0 1 --2 14 

30 

28 

TABLE 8. The Effect of a Maximum Legal Commodity Price on the Demand 
Jor Labour shm<Jn in Table 6 (b). 

i t r ~ ~ ;1 
ill ~ ~ I ~g 
--I~I--£-s-.-I-£--s-. --
'~ ! ~ ~ i

l 
~~ ~ I, ~ 

1 ~ ~ I ~; ~ I ~ 

I

I '3~ o~ I ~~ ~ I ~ 
72 0 i 3 

I 3 0 I 75 0 3 
3 0 78 0 3 
3 0 III 0 
3 0 84 0 

3 0 87 0 

3 0 90 0 

3 
3 
3 
3 
9 

o 

o ~ 
o 'o 

3 4 99 4 
3 8 108 ,6 9 12 

TA LE 9. The Effect of a Minimum 
Le al Wage-rate on the Supply oj 

Labour shown in Table 7 (b). 


