1 henanjsyarso Gadg Library
(LI

GIPE-PUNE-005197

. PREFACE TO THE THIRD EDITION.

AureraTions in this edition are confined to half-a-dozen
emall corrections, nons of them affecting the substance, which
escaped being made when the second edition was ‘prepared,
and the addition at p. 408 of a table designed for the assistance

. of any critical reader who desires fo pursue a quotation from’
Adam Smith in my own edition of the Wealth of Nations
published in 1904 rather than in MoCuIloch's edition. In
present clmumsta.noes it is hoped that such a reader will be
content to nceept this expedient instead of the more obvious
but costly plan of altering the one hundred and sixty references
in footnotes which occur on seventy-five pages.

It any time were puitable for bringing out a thoroughly
revised version of the book it would not be.the middle of 1917.
But even if the practical difficulties caused by the war were

" removed, I think it would be undesirable to attempt such a
revision. Twenty-four years is a long time in the life of ‘a‘
' man, and I no longer feel any acute sense of identity with the
rather youtbful author who published in 1893. For me to
add here, to omit there, and fo alter somewhere else, all from
the point of view of 1917, would most probably have ‘the
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unsatisfactory results whick usually follow an attempt to
improve work done by another man at a much earlier date.

I hope, however, that within the next few years I may be
able to supplement the present work by the production of an
independent book in which the period 1776-1848 may be put
in its proper relation both thh what preceded it and with
whnt followed it.

LonNpox Scmoor, of ECONOMICS,
July 9, 1917,



PREFACE TO THE SECOND EDITION.

_ THE history of the theories dealt with in this book has not
been much affected by the vesearches of the last ten years,
The publication of the student’s notes of Adam’ Smith’s
lectures and Dr. W. R. Scott's study of the philosophy of -
Francis Hutcheson, have indeed thrown much additional
light upon the origin of the Wealth of Nations, but that
subject lies outside the Limits laid down, and can be con:
_veniently treated by itself. The new information contradicts
nothing in the present work, and confirms the conjecture of
Chapter VL, § 1, as to the manner in which the Smithian.
scheme of Distribution was evolved.

Certain critics of the first edition complamed of its tone, -
but T have great hope that what appeared to be ill-tempered .
blasphemy in 1893 wxll now be seen to be the calm statement
of undoubted fact. No suggestion of actual misrepresentation
or mistake in the history has reached me. Substantial changes
therefore do not appear to be called for, and my experience in
collating different editions of some of the greatest economio
worke does not incline me to regard extensive changes of an,
unimportant character with favour. Such.changes generally
add unnecessarily to the bulk of a book, almost always
destroy its consistency, and invariably confuse and aunoy the
serious student. I have consequently resisted all temptations,
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to strengthen or modify arguments, and to add npew
quotations. ’
The only changes in the text are the correction of a few
misprints and é’tammatica.l blunders, the conversion of *Mr.
QGiffen’ into *Sir Robert Giffen,’ and the modification of one
or two references to time which might have been confusing to
the readers of a book dated 1903. In the references in the
footnotes several alterations have been made necessary by the
reprinting of Ricardo’s letters to the Morning Chronicle, and
by Professor Marshall's revision of successive editions of the
first volume of his Principles; it has also been made clear
that the tripartite division of Say’s Traité occurs first in his
second edition. - -
But while thus confining the alterations within the
narrowest possible limits, I have not thought myself precluded
from adding at the end of the last chapter two entirely mew
“‘sections, in which I have attempted to indicate the relation

of the theories of to-day to those of the period under review,
* and to show that the old theories have been replaced by others
stronger from a scientific point of view, and equally suitable
for the practical needs of their own time.

Lowpox ScEool or Ecomouiom,
Juns, 1903,



PREFACE TO THE FIRST EDITION.

As 1o one any longer believes that political economy was
wovented by Adam Smith and perfected by John Stuart Mill,
it has become necessary almost to apologise for toking the
dates of the publication of the Wealth of Nations and Mill's
Principles of Political Economy for t.he limits of a history
of & portion of economic theory.

I have chosen to begin with 1776 because what may be
called the framework of the theories of Productiorf and Dis-
tribution which have been taught in English economic works
for the last hundred years, appears to owe its origin entirely
to that peculiar combination of indigenous economics with

-the system of Quesnay which is to be found in the Wealik
of Nations. Ihave ended with 1848 because it is yet too
early to treat in an historical spirit the twenty-five years
which have elapsed since 1868, and the period of stagnation
which, followed the publication of Mill's work is not a pro-
fitable subject of study except in connexion th.h the out-
burst of new ideas which ended it.

I have been able to obtain surprisingly little assistance -
from provious writers. Sir Travers Twiss’ View of the Pro-
gress of Political Economy is forty-six years old. Professor .
Ingram’s History of Political Ecomomy, and Mr. Price's
Short History of Political Economy n England from Adam

: Smith to Arnold Toynbes are both.excellent, but the present

work is s0 much more detailed within its own limits that
a2
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opportunities for making use- of them scarcely occurred,
Much the same may be said of M, Block's Progrés de la
Science Economique and some other histories, Of more
service was the First Part of Dr. Eugen von Bshm-Bawerk's
Kapital und Kapitalzins, perhaps the most brilliant work
extant on the history of any part of economic theory. To
the valuable fragment which Adolf Held left behind him,
when, by the fatality which hung over the economists of the
last generation, he was cut off in his prime, Zwei Bacher zur
“socialen Geschichte Englands,T am indebted for first meking
me aware of that close connexion between the economics and
the politics of the Ricardian period which provides the koy
" to many riddles, )
In the ordinary critical and constructive books on political
‘econoruy there are frequent statements respecting the history
of economic doctrines. But these statements are seldom of
much value to the historian. They are often based on in-
accurate quotations from memory, and the reader is scarcely
ever given the references which would enable him to check
them. So far as they relate to the early nineteenth century
period they are especially unsatisfactory and untrustworthy.
It has been constantly supposed that ‘abstract theory’ must
be defended at almost any cost against the attacks of the
“historica.l school,” and the result has been the creation of a
mythical Ricardo and Malthus, who never wrote anything
which cannot be ‘limited and explained’ till it ceases to be
in conflict either with recognised fact or accepted modern,
opinion. With such idealisation I have no sympathy, and I
fear I shall disappoint any one who expects me to hold up a
few chosen economists as exempt from human error, and
to exhibit all their opponents as persons of feeble intellect,
who entirely failed to understand thens, It is no part of my 4
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plan to recommend any particular method of economie
inquiry, or to praise or decry any particular authors, My
object is simply to show what the various theories concerning
production and distribution were, and to explain how and
why they grew up, and then either flourished or decayed.

To all my quotations I have given exact references. The
pages of the Wealth of Nations referred to are those of
MCulloch’s edition in one volume, which has been very
trequently reprinted with the same paging. As there is no
even tolerably good edition, I ha.ve.thought it best to refer to
that of which most copies are in existence. In a couple of

_cases where I have detected small inaccuracies in the text I
have restored the true reading. Where any dofibt arises as
to the name or date of any other book referred to, it will be
resolved by looking out the suthor’s name in the index. In’
quotations I'have often taken the liberty of omitting s word
such as ‘ then’ or * therefore, when it occurs near the begin-
ning, and merely connects the proposition with unquoted
matter which precedes it. With this exception they will
always, I hope, be found to be identical with the original.

Oxvonn, Aprdl 1898
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CHAPTER 1
THE WEALTH OF A NATION

§ 1. Originally a state or condition.

r-'l’nonucnon and ‘distribution’ in pohtxca.l economy have
n.lwnys meant the production and distribution of wealth])
The first problem that confronts us is therefore the question
of the nature of this * wealth’ which is the subject of ptoduc~
tion and distribution.

Etymologically nothing but a longer form of the word
*weal,' * wealth’ originally meant a particular state of body
and mind. In the Litany it is opposed to “tribulation,’ and
in the prayer for the King’s Majesty it is obviously intended .-
to cover as much.of welfare in general 8s is not already
included in “health. Inthe words of the Authorised Version

. of the Bible, Mordecai seeks.* the wealth of his people”;2 the
wicked, according to Job's complaint, ‘spend their days in
wealth’; 8 and St. Paul exhorts the Corinthians to ‘let no
man seek his own, but every man another’s wealth.'¢ -

The kind of welfare denoted by ¢wealth’ in this older
"sense is so dependent on the possession or periodical receipt
of certain external objects, such as bread, meat, clothes, or
money, that the word came to be applied to those objects
themselves as well as to the state of body and mind produced
by access to them. Bofore Adam Smith adopted the phrase,
An Inquiry into the Nature and Causes of the Wealth-of
Nations, as the title of his work, the use of the word to
indicate the objects which were supposed to make a man .

1 Skeat, Etymological Dictionary, 8.v. Wealth: * An-extended form of

- weal (ME wele), by help of the suffix -th, denoting oondxhon or shte uf.

Beal-th from heal, dear-th from dear,’ ete,
* Esther x. 8. $ Job xxi, 13, ‘lCor.x.%
A .
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wealthy had become so common that lexicographers forgot

. to mention the older sense. In the dictionary compiled by
Dyche and Pardon (1735) * wealth’ is made to signify only
“all sorts of riches, whether money, sheep, horses, merchan-
dise, land, etc.” Johnson in 1755 explained it as ‘riches,
money or precious goods,’ and gave examples of its use in
this ‘sense alone from Spenser, Shakespeare, Bishop Corbet, -
and Dryden.

§ 2. Supposed identification with gold and silver.

Though Adam Smith says that ¢it would be too ridiculous
to go about seriously to prove that wealth does not consist
in money or in gold and silver, but in what money purchases
and is valueble only for purchasing,’? he certainly seems to
try to give his readers the impression that the groundless
opinion that wealth consists exclusively in money was firuly
held by the mercantilist writers of the seventeenth and
eighteenth centuries. Now it is quite possible to quote from
these writers passages in which bullion and wealth are identi-
fied, and the riches or poverty of a nation made to depend
upon the quantlty of bullion it possesses® But whether this

t B, 1v. ch. i. M‘Culloch’s ed. ., P 191 b.

2 E.g.: *The general measures of the trade of Earope at present are gold
and silver, which, thongk they are sometimes commodities, yet are the
ultimate objects of trade; and the more or less of those metals & nation
retains it is denominated rich or poor.~William Richardson, Zssay on the
Causes of the Decline of the Foreign Trade, 1744, in Overstone's Select Tracts
on Commerce, p. 157. ¢ So mistaken are many people that they cannot see the
difference between having s vast treasure of silver and gold in the kingdom,
and the mint employed in coining money, the only true token of treasure and
riches, and having it carried away ; but they say money is a commodity, like
other things, and think themaselves never the poorer for what the nation
daily exports.’—Joshus Gee, The Trade and Navigation of Great Britain
considered, showing that the surcst way for a nation to increase in riches is to
prevent the imporiation of such foreign commodities as may be raised at home,
ete., 1729, 8th ed. 1755, p. 8. That which is commonly meant by the balance
of trade is the equal importing of foreign commodities with the exporting of
the native, And it is reckoned that nation has the advantage in the balance
of trade that exports more of the native commodities and imports less of the
foreign. The reason of this is, that if the native commodities be of a greater
value that are exported, the balance of that account must be made up in
ballion or money ; and the nation grows so much richer as the balance of
that account amounts to.’—Postlethwayt, Universal Dictiinary of Trade and
Cummerce, 24 ed., 1767, vol. i. p. 184 a, s.v. Balance of Trade. Cf. vol. ii

P- 283 top
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is absurd or not entirely depentis on the meaning given
to the words wealth, riches, and poverty. A writer may use-
. s word in a sense which is not given to it in ordinary con-
versation without being ridiculous. It would be ridiculous,
indeed, to contend that a nation could be well fod and com-
~ fortably clothed and housed by gold alone; but there is no
reason to suppose that the wildest mercantilist ever suffered
from this delusion. The mere existence of the fable of
Midss was a sufficient safeguard. The mercantilists may be
justly accused of exaggerating the importance of having
a hoard of bullion and of recommending a number of
useless regulations for the purpose of securing such a
hosrd, but none of them ever imagined gold and silver to be
‘the only economic good. They were, indeed, rather inclined
to represent the acquisition of gold and silver as the only
economic good which could bé obtained by one single depart-
ment of industry, foreign trade;* but in this they were not,
considering the nature of European and especially English
foreign trade at the time they wrote, so very ridiculously
wrong. Exchange between nation and nation of the bulky
articles which constitute the necessaries of life is a thing
which has grown up with modern facilities of transport.
In the seventeenth century the articles other than bullion
imported into FEngland were mostly of a somewhat insignifi-
cant character. Most of them were superfluous, snd many
deleterious, Writers of that time may well be excused for
having imagined that the chief use of foreign trade to
England was to introduce gold and silver rather than nutmeg.?

% +The ba:ance of trade is commonly understood two ways :—(1) Generally,
something whereby it may be known whether this kingdom gaina or-loses
by foreign trade; (2) Particularly, something whereby we may know by
what trades this kingdom gains, and by what trades it loses. For the first
of these it is the most general received opinion, and that not ill-grounded,
that this balance is to be taken by a striot scrutiny of what proportion the
wvalue of the commodities exported out of thif kingdom bear to thoee im-
ported ; and if the exports exceed the imports, it is concluded the nation
geta by the general course of its trade, it being supposed that the overplus is
imported bullion, and so adde to the treasure of the kingdom, gold and
silver being taken for the and dard of riches,"—Joniah Child,
A New Discourse of Trade, 4th ed., p. 164,

* Davenaut urged that Europe sustained a loss by the trade with India
on this ground : ‘ Europe draws from themce nothing of solid use ; materials
to supply luxury and only perishable commoditios, and sends thither gold
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Petty’s Verbum Sapzentm shows what was understood by
the wealth of a-nation in 1691. It contains a ‘computation’
of the ‘wealth of the kingdom,’ of which the following is a
summary : .

Land (24,000,000 acres yielding

£8,000,000 rent), . . . £144,000,000
-Houses, . . < 80,000,000
Ships (500,000 tons), . . . 38,000,000
Cattle, horses, ete,, . . « 386,000,000
Gold and silver c.o'm, . . . 6,000,000

Merchandise, plate, and fumif.uré, 81,000,000

£250,000,000

It does not appesar that any one ever quarrelled with this ‘ com-
Pputation’ on the ground that the gold and silver should alone
have been reckoned, and the ‘ wealth of the kingdom’ conse-
quently valued at six millions instead of two hundred and fifty.
About the middle of the eighteenth century some writers
seem to have imagined that the coin of a country must
always bear the same proportion to the rest of its wealth,
.80 that the incréase of coin would measure the increase of
wealth? But Steuart, the last and most systematjc of the
school to which Adam Smith was so hostile, disapproved
_of “the modern way of estimating wealth by the quantity of
coin in circulation.”® Adam Smith's predecessors really knew
as well as be did that the money of a nation was not its only
wealth, and the emphasis with which some writers have
insisted on the fact* is to be regarded merely as the
and silver, which is there buried and never returns.’—East India Trade, 1698,
p. 12 Even 8ir Theodore Janssen, the sathor of General Maxims in Trade,
1713, repriuted in the British Merchant, 1721, only claimed that * the impon-
ing of commodities of mere luxury is so much real loss as they amount to,’
and admitted that the imports of things of absolute necessity eannot be
esteemed bad,’ vol. i. p. 6.

1 Chap. i pp. 8-7.

3 SuAnEmymth;NalwmlD;MandNaleOapdd or the Account
truly siated, Debtor and Creditor, by Andrew Hooke, 1750. A summary of
Hooke’s conclusions will be found in R. Giffen, Growth of Capital, PP 87, 88,

¥ An Inquiry into the Principles of Political Economy, 1767, vol. L p. 177 ;
vol il p. 42 (in Works, vol. L. p. 238; vol. iii. pp. 56, 57).

¢ E.g. M*Culloch, Ineroducwry Dueonru to Wealth of Nations, p. xix.
J. 8. Mill, Principles, P: 'y ks, 1st ed. vol. i. pp. 24, Poople’s
el pp. 1,2
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consequence of a desire to make*a good point against pro-.
tectionism, which has almost always been associated with
fallacies about ‘ carrying money out of the eountry.’

§ 8. Restriction to objects with exchange value.

But while no one really considered the wealth of a nation .
to consist exclusively of its money, every one took it for
granted that it consisted exclusively of objects which pos-
sessed & inoney value. The physiocrats, from whom Adam
-Smith derived many of the ideas which he introduced into .
English political economy, expressly excluded biens gratuits
from richesses :—

*Les biens,’ says Quesnay, ‘sont om gratuits ou commergables,
Lea biens gratuits sont ceux qui sont surabondants et dont les hommes
peuvent jouir partout et gratuitement, tel est 'air que nous respirons,
Is lumidre du soleil qui nous éclaire, etc. Les biens commergables
sont cenx que les hommes acquidrent par le travail et par échange : c'est
ce genre de biens que nous appelons richesses, parce qu’ils ont upe .
valeur vénale, relative et réciproque les uns sux autres, et en par-
ticulier & une espdce de richesse que I'on appelle monnaie, qui est
destinée & représenter et & payer la veleur vénale de toutes les autres
ncbemm .

Though he does not say so, there is no doubt that Adam
Smith shared Quesnay’s opinion. It is implied in his making
the wealth of a nation consist exclusively of the produce of
labour, and in his attaching great importance to the ‘ex-
changeable value’ of the whole of this produce?® It isindeed -
quite natural where private property is established to omit
all things which possess no money value from the catalogue -
of the things which constitute an individual's wealth, because
however useful or agreeable they may be to him, their pos-
session does not make bim any better off than his fellows.
But national wealth is on a somewhat different footing. This
was perceived in 1804 by Lauderdale, who was desirous of
showing that the Sinking Fund was about to ruin the nation,

! Eurres, ed. Oncken, p. 289 note,

?Beeeg. Bk L oh vi p. 24a; Bk 1. ch. il p. 128 b and ch, i,
PP 149D, 1505, 216 o
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not because it paid off little or no debt, but because it paid
off too much, With this purpose in view, he endeavoured to
prove that public wealth and private riches are not increased
in the same way, and that value, though necessary to private
riches, is not necessary to public wealth. Value, he says, is
dependent on scarcity, while national wealth is dependent on
“abundance. For instance, & bad harvest is certainly inimical
to national wealth, although the smaller quantity of grain
produced may be worth more than the greater quantity pro-
_duced in a good year. So public wealth must be defined  to
consist of all that man desires as useful or delightful to him,
and ‘individual riches’ must be defined ‘to consist of all
that man desires as useful or delightful to him which exists
in a degree of scarcity.’! The absurdity of Lauderdale’s
“conclusions about the Sinking Fund blinded his contem-
poraries to much of what was acute and valuable in his
arguments. They seem to have considered that he was
sufficiently answered by the assertion that if there is a rise
in the value of grain there is a fall in the value of other
things? a statement which leads to nothing. If the whole
* year's produce be valued in grain it will appear much smaller
than in an ordinary year; if it be valued in any other com-
modity it will appear larger, and this is the fact of which
Lauderdale complains. In Commerce Defended (1808) James
Mill remarks that ¢ wealth is relative to the term value,’ and
says, ‘ The term wealth will always be employed in the follow-
ing pages as denoting objects which have a value in exchange,
or at least notice will be given if we have ever occasion to
use it in another sense.’® The author of the article ‘Political
Economy’ in the fourth edition of the Eneyclopedia Britan-
nica, writing in 1810, is equally unhesitating :—
¢ External accommodations which are in complete and universal
bund the air we breathe, the light of heaven, are not wealth.
" To constitute this, the article must exist in some degree of scarcity.
It is then only that it ean possess exchangeable value, that its pos-
86S50T can p other dities in exchange for it." ¢
J.-B. Say gave, in 1814, the following definition of
3 Nature ond Origin of Public Wealth, 1804, pp. 56, 51.

t Edimburgh Review, July 1804, pp. 351, 352,
R 22 4 Vol. xvii. p. 107 5.
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national wealth: ‘ La richesse d'une nation est la des
valewrs possédées par les particuliers dont se compose ceite
nation et de celles qu'ils possédent en commun’?  But what
is the meaning of ‘ la des valeurs’ ?

¢Varzor ou VALEURS (au pluriel) se prend quelquefou pour la
chose ou les choses évaluables dont on peut disposer, mais en faisant
sbstraction de 1a chose et en me eoneidérant que sa valeur. Cest”
ainsi qu'on dit;: IV @ déposé des valeurs pour gage de sa dette’®

These definitions suggest that it is possible to get an idea or -
national wealth by considering only the value of the thinga
which constitute it. Against this theory Ricardo wrote a
whole chapter, which he entitled ¢ Value and Riches, their
Distinctive Properties. * If he had had the literary education
which, according to M‘Culloch, some of his contemporaries
‘thought he had been fortunate in eseaping?® he would have
known that it was unnecessary in English to explain that
value ‘essentially differs from riches’* No one ever ima-
gined that ‘value’ and ‘riches’ were synonymous. What
Ricardo really wished to show was simply the fact that the
wealth of a nation does not vary with the value of its pro-
-duce (reckoning the value of the produce in his peculiar
method by the amount of labour necessary for its production),
but with the sbundance of the produce.* Malthus, seldom
blessed with a clear-cut opinion on any subject, thought that
‘ in making an estimate of wealth, it must be allowed to be as

grave an error to consider quantity without reference to value
as to consider.value without reference to quantity’¢ He
saw that though a country continued to bave the same
quantity of produce, or rather of products, a change might
take place in its wealth owing to events which affected the
value of the products, and rashly assumed that the altera-
tion in wealth was caused by the change of value, instead of
directly by the events which caused the change of value,”

) Traitd, 2d od., 1814, vol. iL. p. 472

* Ibid. p. 478,

* The Works of David Ricardo, ed. M‘Culloch, pp. xv, xvi.

4 Isted, p. 377; 3d ed. in Works, p. 165.

¥ CL with the chapter quoted, Letters d’Rmdolo Malchus, ed. Bonar,
pp. 211, 212,

‘Po(urul&muy,lmn.m ? 1iid. p. 340.
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However, in his Definitions (1827) he did not assert that in
order to be ‘wealth’ an article must possess value, but only
that it must ¢ have required some portion of humen exertion
to appropriate or produce.’? M‘Culloch thought it necessary
to make ‘ exchangeable value’ an indispensable condition of
wealth, in order to exclude ‘atmospheric air and the heat of
-the sun,’ and similar ‘necessary, useful, and agreeable pro-
ducts’® J. S. Mill says: ‘Things for which nothing could
be obtained in exchange, however useful or necessary they
may be, are not wealth in the sense in which the term is
used in Political Economy.” In answer to the objection that
this “would make the wealth of mankind increase if air
“became too scanty for the consumption,’ he reproduces the
argument which had already done duty in 1804 :—

¢The error,’ he says, ‘would le in not considering that however"
rich the possessor of air might become at the expense of the rest of
the commaunity, all persons else would be poorer by sll that they
were compelled to pay for what they had before obtained without
payment.’ &

But to the theory that nothing which does not possess
value can constitute part of the wealth of a community
there is the fatal objection that it makes the existence of
wealth dependent on the existence of separate property.
Long before J. S. Mill wrote, Torrens had pointed this out.
Conditions, he showed, can easily be conceived in which
human beings would have wealth, but nothing with exchange
value. Nothing could be said to have any value where there’
were no exchanges; and so it appears that an isolated man
or an isolated communist society eould not possibly have any
wealth, if wealth be confined to things with exchange values
Some years later this conclusion was boldly accepted by
Whately and Senjor. Whately, after remarking that * Catal-
lactics, or the Science of Exchanges,’ would be the ‘most
descriptive, and on the whole least objectionable,’ name for
what is commonly ealled political economy, observes that a
man like ‘Robinson Crusoe is in a situation of which Political

1P 234, 8 Principles, 1825, p. 5.

‘;Pn'rm'pla, Preliminary Remarks, People’s ed. pp. 4-5. Sce above,
P prodution of Wealth, 1521, pp. -17.
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. »
Economy takes no cognisance, and will only grant that he
might be « figuratively ’ rich.! Senior says:—

¢ Colonel Torrens supposes a solitary family, or a nation in which
each person should comsume only his own productions, or one in
which there should be a _community of goods, and nurges, as &
reductio ‘ad absurdum, that in these cases, thongh .there might-be
an abundanes of commodities, as there would be no exchangea, there .
would, in our sense of the term, be no wealth. The answer is, that
for the purposes of Political Economy there-would be no wealth; for,
im fact, in such a state of things, supposing it possible, the Science of
Political Economy would have no application. ‘In such a state of
society, Agriculture, Mechanics, or any other of the arts which ere
subservient to the production of the commodities which are, with us,
" the subjects of exchangs, might be studied, but- the Science of
Political Economy would not exist.’$

Now it is doubtless true that a very great deal—we might.
almost, perhaps, say much the greater part—of what has
been written on political economy relates’ only to a state of
things where private property is established and exchange is
practised. It probably never occurred to Adam Smith to
speculate as to the possibility of society existing and enjoying
necessaries, conveniences, and amusements without separate
property. Separate property was to him a-‘natural’ insti-
tution, which existed in much the same form among savage
tribes of hunters and fishermen as in eighteenth century
England. Malthus thought separate property a necessary
institution which would soon be re-established if its abolition
were ever accomplished by followers of Godwin® Ricardo, as
became a stockbroker, took it for granted without any con.
sideration. Consequently, in almost the whole of the doc-
trines of these writers, the existence of private property and
the practice of exchange is assumed. Obviously their theories
of exchange and distribution could have no application to a
communist society, and the keynote of their theory of pro-
duction is to be found in a conception of capital’ which is
entirely dependent on the existence of private property.

But by the time of Senior and J. S. Mill universality was

Y Introductory Lectures on Political Bconomy, 1881, 3d ed. 1847, pp. 5, 6.
2 Political Bconomy, 8vo ed., p. 25.
3 Euay on the Principle of Population, 1798, pp. 194-198.
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claimed for at least a part of the teachings of political eco-
pomy. Senior himself declares that those inferences of the
political economist ¢ which relate to the Nature and the Pro-
duction of Wealth are universally true;’! and J. S. Mill
asserts that ‘the laws and conditions of the production of
wealth partake of the character of physical truths/? 1f this
is so, it is clear that there must be a certain amount of
political economy which would remain true, and possibly
useful, even if the institution of private property or the
practice of exchange ceased to exist.

§ 4. The Nation a Collection of Individuals.

As to the meaning of the word ‘nation’ in his phrase
¢ the wealth of nations,’ Adam Smith evidently felt no diffi-
culty. By a nation at any particular time he understood a
number of individuals who at that time constitute the whole
population of a given territory under one government. Now
‘a nation does not die with the individuals who happen to
be members of it at any particular time. Every one who
belonged to the English nation in 1776 is dead, but the
nation still exists. Consequently it has been urged that
political economy should consider the wealth of a nation in
some way or other apart from the wealth of the individuals
of whom it is composed. The interests of the individuals
who compose the pation at one particular moment may, it
is said, sometimes conflict with the permanent interests ot
the nation. If this had been put before Adam Smith he
would doubtless have answered that the future interests of
the nation are only the interests of the individuals who
will at various future times constitute the nation, just as its
present interests are the interests of the individuals who
constitute it at present, so that there is nothing in the plan
of considering a nation to be at any given time an aggregate
of individuals which in any way precludes an economist from
taking account of the future as well as of the present. No
change in this method of regarding the question was made
by his followers, - '

2 Politicad Economey, 8vo ed., p. 3.
$ Principles, bk 11, ch. i. § 1, 1st ed. vol. L p. 239 ; People’s ed. p. 123
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§5. Aggrégatc and Average Wealth.

Granting that a nation is only a"collection of individuals,
we are immediately confronted by the question whether the
wealth of this collection of individuals, when considered as
an amount susceptible of increase and decrease, is their
aggregate or their average wealth, Are we to say that the
German nation has much more wealth than the Dutch
because the wealth of all Germans taken together is much

larger than that of all Dutchmen taken together? or are we
" to say that the Dutch nation is richer or has more wealth
than the German, because the aggregate of Dutchmen’s
wenlth divided by the number of Dutchmen is greater than
the aggregate of Germang wealth divided by the number of
Germans? In ‘ computations’ like that of Petty® the national
wezlth was always understood to be the aggregate and not
the average wealth, and to general opinion .in the first halt
of the eighteenth century the plan of creating an imaginary-
" average individual as the represcntative of the nation would
have appeared strange and almost incomprehensible. But in
the second paragraph of the Wealth of Nations Adam Smith
speaks as if the wealth of a nation should be measured by its
average and not by its aggregate wealth. According as the
produce of labour, he tells us, ‘bears a greater or smaller
proportion ‘to the number of those who are to consume it,
the nation will be better or worse supplied with all the neces-
saries and conveniences for which it has occasion’ A nation
well supplied with all the necessaries and conveniences for
which 1t has occasion is presumably considered by Adem
Smith to be a wealthy nation, and so we have the weslth of
nations measured by the proportion which their produce
bears to their populations. But in most eases Adam Smith
forgets, so to speak, to divide by the population. He has, for
example, a theory that the wealth of a country may be very
great in spite of wages being very low? although he very
properly insists on the fact that ‘servants, labourers, and
- workmen of different kinds make up the far greater part of
every great political society.’® Now if the great majority are

3 Above p. 4. * Bk. 1 ch. viil. p. 32. # Ibid. p. 38 o
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very poor, the average cannot be rich unless the small
_minority are enormously rich, and about this Adam Smith
says nothing. He was obviously thinking of the aggregate
and not of the average. Very probably he allowed himself
to be slightly misled by the substitution of the woird ‘ country’
for ‘nation.’ A rich or wealthy “ country,’ no doubt, suggested
to him, as it does to us, not flourishing inhabitants so much
"as a large produce from a given area ofland. When he speaks’
of Holland as being, “in proportion to the extent of the land
and the number of its inhabitants, by far the richest country
in Europe, he is evidently caleulating ri¢hness by the produce
per acre as well as by the produce per inhabitant. When he
says ‘China has been long one of the richest, that is, one of
the most fertile, best cultivated, most industrious, and most
populous countries in the world,” he caleulates riches by the
produce per acre only. But the produce per acre, depending
as it does not only on the productiveness of industry, but also
on the density of population, though, it may indicate the
riches of a ‘country, or of & certain area of land, has nothing
to do with the riches of the people of the country or the
‘nation” Bentham, in his Manual of Political Economy,
distinguishes wealth from ‘opulence,’ or ‘relative opulence,’
meaning by ‘wealth’ aggregate wealth, and by ‘relative
opulence’ average or per capita wealth, He speaks of
‘relative opulence’ having incressed between two periods
when ‘an average individual of the posterior period has
been richer than an. average individual at an anterior
period’8 In Commerce Defended James Mill says: ¢ A nation
18 poor or is rich according as the quantity of property she
1 Bk. m. ch. v. p. 167 .
3 Bk. x. ch. viii. p. 325, In Adam Smith’s time, ¢ La Chine dait & la mode’
(Schellu, Du Pont de Nemours et Décole physiocratique, 1888, p. 93). He
China as ly rich; see, besides the passage
quotednbove, Bk. L ch. xi. p. 87 ¢; Bk. IL ch. v. p. 163 b; Bk 1v. ch. iii
p. 219 5, and ch. vu p 251 @ Bochanan, in his edition of the Wealth of
g of age and not aggregate riches, observes
ina nou to the first of thess passages, ‘If Dr. Smith means that China fs
richer in food tban any part of Europe, this is certainly & mistake; as all
travellers represent that country to be more fully supplied with people than
‘with food’ (vol. L p. 815). But Adam Smith knew the facts: ho only
sttribntes a different sense to ‘richea.’
* Works, vol. iii. p. 36 b, note 1, p. 82 a,
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annuslly ereates in proportion to the number of her peopls
is great or i3 small,” and Malthus, in his Political Economy,
distinguishes between the wealth of a country and that of its
people in these terms: A country will be rich or poor accord-
ing to the abundance or scarcity with which’ the objects which
constitute wealth ‘are supplied compared with the extent of
territory ; and the people will be rich or poor according to the
sbundance with which they are supplied compared with
the population,” but in spite of all this, the early nineteenth
century economists generally used the terms an increase of
wealth and a decrease of wealth to indicate increases and
decreases of the aggregate wealth of a nation irrespective ot
*the number of those who are to consume it.” In Malthus,
Ricardo, and J. S. Mill the increase or  progress’ of wealth is
always treated as quite compatible with a decreasing produc-
tiveness of industry® Now. it is scarcely possible for the
productiveness of industry to decrease without occasioning e
- decresse of the average produce, the produce per head, and
therefore, sccording to Adam Smith's second. paragraph, of
‘the wealth of the nation. One of the most curious results of
the later economists’ want of appreciation of Adam Smith’s
attempt to consider average rather than aggregate wealth is
to be found in Malthus’s complaint, or, &t any rate, allegation,
thet he ‘occasionally mixes’ an ‘inquiry into the causes
which affect the happiness and comfort of the lower orders of
society’ with ‘the professed object’ of his inquiry,  the nature
and causes of the wealth of nations’#

3 P, 105. P29
3 See Malthus, Political Economy, pp. 236, note 2, 851, 472 anrdo.
passim ; J. 8. Mill, Principles, Bk, 1v. ch. i, title, and ch. if. §2. .
4 *The professed object of Adam Smith’s *“ Inguiry* is **The Nature and
Cnusau of the Wealth of Nneionl." There is another, however, atill more
ing, which he i mixes with it—the causes whioh affect the
happiness and comfort of the lower orders of society, which in every nation
form the most numerous clags, These two subjects are no doubt nearly con-
nmd but the nature and extent of this connection, and the mods in which
ing wealth op on the condition of the poor, have not been stated
with sufficient and precision.’—Essay, 8th ed. pp. 367, 368,
elightly altered from lst ed. p. 303; 2d, p. 420. A minor writer said in
1821: ‘It is & great objeot that every such increase of wealth, as I have
been epeaking of, should not be less In proportion than the increase of
nambers during the same period, For, in this case, though the world or
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§ 6. Capital Wealth and Income Wealth.

- At the present time the wealth of an individual may mean
either his possessions at a given point of time or his net
receipts for & given length of time; it may, in short, be either
his capital or his income. When we say that Smith is richer
than Jones, we may always be asked to explain whethor
we mean that Smith has more capital or more incoms, or
more of both. By the ‘ wealth of the kingdom’ Petty evi-
dently understood the capital wealth, and not the income
wealth of the nation. His ‘computation’ is the lineal
ancestor of the tables in Sir R. Giffen’s Growth of Capital. He
speaks of ‘the annual proceed of the stock or wealth of the
nation,’ which, as we have seen, he reckoned at £250,000,000,
yielding but fifteen millions, while the total ‘expense’ was
forty millions, and concludes that ‘the labour of the people
must furnish the other twenty-five’? Thus the income-
wealth of the nation is clearly conceived and set out as well
as the capital-wealth, and * the wealth of the nation’is cer-
tainly taken to be the capital and not the income. The same
identification of the wealth of the nation with its accumulated
possessions or capital is obviously made in Gregory King’s
table of ‘the income and expense of the several families of
England,’ in which ‘temporal lords’ appear as ‘increasing
the wealth of the kingdom* by £10 a year each, and labour-
ing people and out-servants’ as ‘ decreasing the wealth of the
kingdom’ by 2s. a year each.?"

The importance which the French physiocrats and their
forerunners attached to agriculture, which produces commo-
dities of great utility and little durability, had the effect of
drawing away their attention from accumulated goods and

nation may be eaid, if yon please, to have more wealth than it had before, yot
it wonld consist of individuals, each of whom, one with another, would have
lesa.’—~An Inquiry into thoss Principles regpecting the Nature of Demand and -
the Necessity of Cc yption lately ad d by Mr. Malthus, eto., 1821, p. 4.

1 Verbum Sapienti, p. I

3 Gregory King’s Natural and Political Observations and Conclusions upon
the State and Condition of England, 1696, was first fully printed in 1802 at
the end of the second edition of George Chalmers’s Estimate of the Comps
tive Strength of Great Britain. The table, h , appeared in D 's
Balance of Troade, 1699, p, 23.
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concentrating it on the periodical producuon of goods.
Vauban wrote in 1699 :—

“Ce n'est pas la grande quantité d’or et d'ar gent qui font les
grandes et veritables richesses d’un état, puisqu’il y a de trds grands
paye dans le monde qui abondent en or et en argent, et qui n'en sont
pas plus & leur aise, ni plus heurenx. Tels sont le Pérou et plusieurs
Etats de PAmérique, et des Indes orientales et occidentales, qui
sbondent en or et en pierreries, et qui manquent de pain. La vraie -
richesse d’'un royaume iste dans 1'zbond: des denrées, dont”
Pusage est i néeeasau-e au soutien de la vie des hommes, qm ne
sanraient g'en passer.’}

Abundance of the commodities which sustain human life,
such as bread, is obviously secured, not by mumulatmn, but
by continual production. So Quesnay says:—

¢ L'argent en tant que monnaie, n’est point du genre des richesses
“que les h h $ pour satisfaire b leurs besoins; celles-ci
ne sont gu'un flux de prodacti inuellement dél:nutas par le
consommation, et continuellement renouvelées par les travaux des
hommes,’

And in his famous economical table he takes the ¢ nchesm
annuelles’ of the nation for his subject-matter.

Adam Smith ‘adopted * Quesnay’s ‘annual riches’ as the
subject of his inquiry regarding the wealth of nations without
seeing very clearly that he was thereby breaking with the
traditional meaning of the phrase. He begins his introduction
with two paragraphs which imply that the wealth of a nation
consists of the annual producs of its labour, which supplies
‘the ries and cony of life which it annually
consumes,” and he ends it with a sentence in which ‘the real
wealth’ and * the annual produce of the Iand and labour of

1 Dime Royale, Petits Bibliothdque Economique, pp. 21, 22.

* Euvres, od. Oncken, p. 289 note.

% That the word ‘adopted ’ may fairly be used here is shown by tha fol
lowing passage, from Adam Smith’s account of the phydiocratic system, in
Book 1v. chapter ix. p. 307 ¢ : ‘In representing the waalth of nations as

ing not in the ble riches of money, but in the consumable
goods mmnlly roproduced by the hbour of the society ; aud in represeating
perleci hbcrty as the only effe dient for dering this annual
ible, its dootri seems to be in every respect

u;multugenemulud liberal’ -
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 the society” are treated as synonymous. In Book 1r. chap, iii.
he says that ‘plain reason seems to dictate’ that ‘the real
wealth and revenue of a country’ consists not ‘in the quan-
tity of the precious metals which circulate within it as vulgar
prejudices suppose,” but “in the value of the annual produce
of its land and labour’! In Book L chap. xi. he treats ‘the
increased wealth of the people’ as the same thing as ‘the
increased produce of their annual labour’% But he never
mentions the fact that his practice is different from the com-
moh one or draws attention to the matter in any way, and
sometimes he uses phrases like ‘the real wealth of the
society,’® on ‘the wealth of the world, ¢ in the sense of
accumulations and not of annual produce. A certain amount
of confusion naturally followed. When considered from the
statistician’s point of view the wealth of the country con-
tinued to be identified with its eapital or possessions at a
point of time. Pulteney, for instance, though he had read
and admired Adam Smith$ says, in his Considerations on
the Present State of Public Affairs (1779) :—

*The total wealth of Great Britain . . . I may safely venture to
affirm, now exceeds very much one thousand millions. In this I com-
prehend the value of the land, the value of the houses, the value of
the stock of all kinds, and materials of manufacture, shipping, cash,
money in the funds due to inhabitants, and debts dus to us by
persons out of the kingdom, but deducting the like debts due
by us to other countries; in short, I comprehend everything which
can be denominated wealth or property.’ ¢

Colquhoun in his Treatise on the Wealth, Power, and
Resgowrces of the British Empire (1814), made estimates of
the value both of the existing property and the ‘new pro-
perty acquired annually; and speaks of the first of these, the
capital, and not the second, the produce, as ‘the wealth of
the British Empire’? Even in our own day statisticians
seem to regard the wealth of a country as its capital and not its
income. But economists, as a rule, at any rate in the greater

3 Pp. 150, I5L

2P. 865 Cp Bh.m ch ii. p. 124 g, ch. §il p. 150 a; Bk. v, ch. £
p. 3145,

® Bk 1v. ch. ix. p, 306 a. 4Bk.Lch v.p. l4a

% See p. 21 of the work cited. s P 28 72d ed., 1815, p. 102,
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part of their demonstrations, bave followed Adam Smith.
Godwin, in Political Juatice (1793), remarks :—

*The wealth of any atate may intelligibly enough be considered
a8 the sggregate of all the incomes which are annually consumed
within that state without destroying the materials of an equal gon-
sumption in the enswing yeer.’?

Malthus, indeed, in the Essay on Population, uses the
word wealth in such a vague way that it is quite impos-
sible to aay whether, if the-question had been put to him, he
would have explained the wealth of a country to be its
capital or its income; he had no very clear conception of the
difference between the two things? Lauderdale also, in his
Imguiry into the Nature and Origin of Public Wealth,
entirely failed to separate the idea of capital and income. But
in his reply to Spence's Britain Independent of Commerce,
James Mill expressed plainly the opinion that the wealth of
a country is its annual produce and not its capital mm

*Mr. Spence,’ he says, ‘hes an ext ly indistinet and
notion of national wealth, He seems on the present occasion to
regard it as consisting in the actual accumulation of the money and
goods which at any time exists in the nation. But thisisa most
mperfect and erroneous conoepuon The wealth of a country consists
in her powers of annual production, not in the mere collection of
erticles which may at any instant of time be found in existence.’?

Subsequent writers generally allowed themselves to be
diverted from the task of explaining what they understoad
by the wealth of a nation into an-attempt to define the mere
word ‘wealth’ in such a way as to make it applicable to
every single thing which might constitute a part of the
wealth of & nation or individual, and to nothing else, Such
definitions do not advance the question. A definition of
wealth as, for instance, * things which have value in exchange,’
does not help us in the least. By substituting the definition
of the word for the word itself, we should only get the result
that ‘the wealth of anation’ consists of ‘ the things which have

UPp, 791,792, % Soo eapeolally let od, cb. xvi., 2d. ed. Bk, . oh. vl
¥ Commerce Defended, pp. b, 62. Cp. »2%
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value in exchange of a nation” Other words must be substi-
tuted for the preposition * of; and the question turns on what
these should be. But if we disregard the economists’ defini-
tions and look at the general drift of their works, it becomes
obvious that the wealth of the_ nation is understood to
be its income and not its capital ¢ Proguction’ and ‘the
production of wealth, which are always treated as being
‘the same thing, are, primarily at any rate, the produc-
tion of inicome, because capital is never considered as directly
produced, but as being saved or accumulated from produce
or income,  * Distribution’ and ‘the distribution of wealth’
are still more plainly the distribution of the income and
not of the capital of the nation; it is8 not the capital but
the income that is distributed into rent, wages, and profita
It must be admitted, however, that very often the economists
use the expression ‘ the wealth of a nation’ in its older sense,
and make a country ‘richer’ when it has larger accumulations
rather than when it has a larger income. J. S. Mill, in his
Essays on some Unsettled Questions of Political Economy,
declares distinctly that ‘the wealth of a country consists of
the sum-total of the permanent sources of enjoyment, whether
" material or immaterial, contained in it.’

§ 7. Restriction to Material Objects.

Adam Smith’s failure to perceive that the wealth of a
nation may mean either its capital or its income had a great
deal to do with the length to which the controversy about
productive and unproductive labour was drawn out.

In the first paragraph of his ‘Introduction,’ he seems to
imply that the income-wealth of a nation consists of ‘neces-
. saries and conveniences of life; and at the beginning of -
Book 1. chap. v. he says: ‘Every men is rich or poor according

1 SBomstimes we come very near a definite statement that the wealth of &
country is its income and not its capital; e.g. ¢ We want to know, then, by
what causes mankind, or the inhabitants of a particular country, are led to
increase their wealth ; that is, to prodoce every year a greater quantity of
the ies, , and i of life” (to nse & phrase which I
know is somewhat vague), than they did the year before.—An Inquiry into
those Principles respecting the Nature of Demand and the Necessity of Con-
aumption, lately adcocated by Mr. Malthus, ete., 1821, p. 2.

P8
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to the degree in which he can afford to enjoy the necessaries,
conveniencies, and amusements of human life,? a phrase which
mwhwﬂmmmg%Wﬂwmmmmmmmmmmwd&m
tillon’s proposition that ‘la richesse en elle-méme 'est autre
cMumwhmmwwﬂlwwmm&%dkuw%ww&h
vie'® Now if thevealth of a man or nation consists of neces-
saries, conveniences, and amusements, it clearly does not con-
sist entirely of material objects, such as bread and meat, clothes
and houses, chairs and tables. The surgeon and the police-
man supply necessaries, the cab-driver and the hairdresser
supply conveniences, the actor and the miusician supply
amusements, which cannot, without straining the accepted
meaning of words, be called material objects. Throughout
the First Book Adam Swith discloses no design of excluding’
the products of these labourers from the annual produce, and
appears to have no idea that their produce is of a funda-
mentally different character from that of other labourers, In

- the chapters ¢Of the wages of labour,’ and ‘Of wages and
profit in the different employments of labour and stock,’
there is no hint of any such difference. The office of the
physician and the lawyer is exalted ; * the price of their labour
18 enhanced by the.expense of their education and the large
income they must have to prevent them being ‘of a very
mean or low condition.’® The last paragraph of the chapter
*Of the principle which gives occasion to the division of
labour’ even goes so far as to imply that the plulosopher
is a useful labourers -

Bofore he wrote the Second and Fourth Books, however,
Adam Smith had come under the influence of the French
physiocrats. In their revolt against Colbertism, the physio-
crats were led to deny that commercs is a creation of weslth;
they represented it as consisting merely of exchanges of things
of equal value. Now, of course, exchange in itself is no
creation of wealth, and the things which are exchanged for
each other are for the moment of equal value, but this does
not prove that persons engaged in facilitating exchanges do
not create wealth, for, where private property is established,

1P 135,

'Mmkﬂm»m-gémd.nsa, repr. Boaton, mz,pp l 2
8 P, 46a, 475
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exchange is necessary in order to secure the advantages of
division of employments and the localisation of industries in

the places best fitted for them. The physiocrats not only

failed to see this, but endeavoured to show that all workers
who do not happen to be-engaged in growing crops or

cattle or in obtaining raw produce in some other way

directly from the earth, are exchangers and not producers,

The extra value added to raw produce by the labour of the

artisan was, they said, only the equivalent of the earnings of
the artisan, and these earnings they seem to have supposed.
to consist entirely of raw produce. Manufactures are thus,.
like commerce, merely exchanges of equal values, and pro-

duce no wealth. The point involved is made very clear in

one of Quesnay’s dialogues :—

‘M. N. [Quesnay]. Mes réponses, mon ami, ne vous paraissent ab-
straites que parce que vous n'avez pas encore vu bien clairement que
la valeur vénsle de ces marchandises n'est que la valeur méme de Ia
matiére premidre et do la subsistance que l'ouvrier a consommée
pendant gon travail, et que le débit de cette valeur vénale Tépété par
Touvrier, n'est au fond quun de A us
done dessein de me faire croire que revendre est produire? Je pourrais
vous rétorquer 4 mon tour que votre intention serait fort capti

M. H. [antiphysiocrat]. Mon intention n'est point captieuse, car
je pense bien sincirement que REVENDRE AVEC PROFIT EST PRODUIRE.

M. N. Vous m’accuserez donc encore de ne répondre que par des
maximes générales, si jo vous répite que lo commerce m'est quun
échange de valewr pour valeur égale et tue relativement 4 ces valeurs
il n’y a ni perte ni gain entre les contractants.”?

Agriculture, on the other hand, not only provides the
subsistence of the labourer, but also the rent of the land and
the tazes levied from the land. It is therefore, Quesnay
thought something more than an exchange of equal values;
it is productive, while commerce and manufactures are sterile,
So in the Zabl E ique, the producti and the
reproduction totale ist of raw produce only! Classes
which do mot produce raw produce are conceived as being
‘paid out of’ the raw produce. ‘This system, as Adam
Smith himself says, ‘seems to suppose’ that ‘the revenue of

} (Buwres de Quesnay, ed. Oncken, pp. 537, 588, . pp 805 €
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the inhabitants of every country’ consists altogether ‘in the
quantity of subsistence which their industry could procure
to them.’

Adam Swith was not prepared to go as far as this,. The
epithet ‘stérile, which he translates ‘barren and unproduc-
tive,’ applied to the labour of ‘artificers, manufacturers, and
merchants,” appeared to him, as it -did to most other people,
* improper.? But instead of falling back on his ‘ necessaries,
conveniences, and amusements of human life] and saying
that no labour which produced any of them was barren or
unproductive, he seems to have begun looking about him to
see where the division between productive and barren or
unproductive labour ought to be drawn. To his frugal mind
there was one form of labour which was obviously barren or
unproductive, that of the menial servant. ‘A man grows

" rich by employing & multitude of manufacturers; he grows
poor by maintaining & multitude of menial servanta’®  The
observation bears a sort of semblance of truth because it is
8o very much more likely that a man will ruin himself by
employing too many menial servants than by employing too
many factory hands, just as it is more likely that he will
ruin himself by buying too much wine than by buying too
many spades. Adam Smith, however, thought he had
detected a difference between the labour of the ‘manufacturer’
and that of the ‘menial servant,’ in the fact that the manu-

. facturer produces a tangible article which can be sold,

a ‘vendible commodity, while the work done by the ;

menial servant adds to the value of nothing, ‘and does
not fix or realise itself in any permanent subject or
vendible commodity which endures after that labour is past.'
Finding that the sovereign, the officers of justice and
war, churchmen, lawyers, physicians, men of letters of all
kinds (even economists), players, buffoons, musicians, opera-
singers, dancers, resemble in this respect menial servants,
he sets them all down as ‘unproductive.¢ ' But unproduc-
tive or not productive of ‘what? It does not seem as if
hé meant that the labour in question is productive of
nothing. That it produces something seems to beimplied

1 Book 1v. ch. ix. p. 3063, 8 Ibid. p. 805 .

% Book u. ch. ifi. p, 146 a. ¢ Ibid. pp. 145, 146.
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in his remark that ‘the noblest and most useful’ unpro-
ductive labour ‘produces nothing which could afterwards
purchase or procure an equal quantity of labour,’ and also in
his observation that ‘ the work of all’ unproductive labourers
‘perishes in the very instant of its production” When he
could say, ‘Like the declamation of the actor, the harangue
of the orator, or the tune of the musician, the work of all of
them perishes in the very instant of its production,’ it is clear
that he did not mean to deny that the actor, the orator, and
the musician produce? declamations, harangues, and tunes,
He even admits that the labour of producing declamations,
harangues, or tunes ‘has a certain value regulated by the
_very same principles which regulate that of every other sort
of labour, and as he could scarcely have maintained that any
sort of labour has a value except for what it produces, he
would probably, if pressed, have admitted that the declama-
tions, harangues, and tunes, have a value. Evidently what
really impressed him-was not the valuelessness of the produce
of ‘unproductive labour,” but its want of duration. *Unpro-
ductive labour’' does mot fix and realise itself in any per-
manent subject or vendible commodity which endures after
the “labour is past, and for which an equal quantity of labour
could afterwards be procured.” Now as regards the capital
wealth of a community, this distinction between labour which
- produces permanent subjects or vendible commodities, and
Isbour which produces things which perish in the very
instant of their production, is by no means absurd. The
‘things which perish in the very instant of their production
can never form s part of the capital wealth of a country.
The declamation. of the actor, the harangue of the orator, and
the tune of the musician find no place in Sir R. Giffen’s Growth

! Quesnay sometimes speaks of ‘sterile® classes *producing,’ e.g.: ¢ Par
exemple, deux millions d’hommea peuvent faire naitre par Is culinre des
terres la valear d’un millisrd en productions: au lien que trois millions
d’hommes ne produiront que ls valeur de 700 milliona en marchandises de
mnindcnuvra.—(Euwu,od.Onckm,p.zssmu. Inoneofhudulogneslu
says: ‘On n'a point pris de faire d lap ion des
lomél par le tnvul dea artisans,” The only prodnctwu’ which he hu

d to disp is, *une production réelle de rich 3 je dis rdelle,
©ear je ne venx pas nier qu'il n’y ait addition de richesses A Is matitve pre-
mibre des cuvrages formés par les artisana.’—/2id. p. 529
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of Capital. So the ‘unproductive’ labour, though it may
often assist men to produce things which will, while they
‘last, form a part of the capital of the country, does not
directly and immediately produce such things. And it must
be remembered that it is in the Second Book, * Of the Nature,
Accumulation, and Employment of Stock,’ that the distinction
between productive and unproductive labour occurs.

But, unfortunately, being far from clear as to the differ-
encebetween eapital-wealth and income-wealth, Adam Smith .
allowed the fact that some labour is unproductive of ‘stock’
to affect his conception of the annual produce, the ‘real
wealth’ of the nation, with regard to which the durability of
the things produced by labour is in reality of no significance.
The declamations, barangiies, and tunes are just as much a
part of the annual produce as champagne or boots; but Adam

- Smith, in his Second Book, excludes them all from the annual
produce, which is, he declares, produced entirely by the * pro-
ductive labourers,’! who thus * paintain * not only themselves
but all other classes, including the unproductive labourers. *

People have always been rather apt to imagine that the

class which they happen to think the most important ¢ thain-

" taing’ all the other classes with which it exchanges com-

‘modities. The landowner, for instance, considers, or used to .

consider, his tenants as his ‘dependants’ All consumers
easily fall into the idea that they are doing a charitable act
in maintaining a multitude of shopkeepers. Employers of
all kinds everywhere beliove that.the employed ought to
be grateful for their wages, while the employed firmly hold
that the employer is maintained entirely at their expense.
So the physiocrats alleged that the husbandman maintained
himself and all other classes; and Adam Smith alleged that

1 The whole anvual produce, if we except the pponhnooun productions
of the earth, being the effect of yrodnchve lnbour '—Bk. m. ch. iii. p. 147 &

* *Both productive and and those who do not
Iabour at all are all equally mnnmned by the annual produce of the land
and labour of the country.’—Bk. 1. ch. iii. p. 146 3 Hume apparently
shared thess opinions :—* [awyers and physicians beget no industry ; and it
is even at tho expense of others they acquire their riches ; so that they are
sure to diminish the possessions of some of their fellow-citizens as fast an
thny increase their own. Merchants, on the contrary, beget industry by

. serving as canals to convey it throngh every corner of the State.'—Zaay of
Intarest, vol. ii . 71 in 1770 ed. of Essags, .
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the husbandman, the manufacturer, and the merchant main-
tained themselves and all other classes, The physiocrats did
not see that the husbandman wa$ maintained by the ranu-
facturing industries of threshing, milling, and baking, just as
much as the millers or the tailors are maintained by the
agricultural industries of ploughing and reaping. Adam
Smith did not see that the manufacturer and merchant are
maintained by the menial services of cooking and washing
just as much as the cooks and laundresses are maintained by
the manufacture of bonnets and the import of tea.

The annual produce or ‘real wealth’ of & nation, in the
later part of Adam Smith’s work, thus comes to consist exclu-
sively of material objects. The total annual produce ceases
to be equal to the total annual income or revenue of the
community ; the annual revenue is divided into two parts—
original revenue and derived revenue, and the total ‘pro-

“duce’ is equal to the original revenue alone, The original
revenue is equal fo the wages of productive labour, the rent
of land, and the profits of stock, and the derivative revenne
is equal to the wages of unproductive labour and the rent of
houses. A house ‘is no douht extremely useful ’ to its owner
when he lives init, but it ¢ contributes nothing. to the revenue
of its inhabitant.’ ¢If it is to be let to & tenant for rent, as
the house itself can produce nothing, the tenant must always
pay the rent out of some other revenue which he derives
either from labour, or stock, or land.* It did not occur to
Adam Smith to reflect that if a plough is let for rent, as the
plough itself can produce nothing, the tenant must always pay
the rent out of some other revenue. He concludes that ‘ the
revenue of the whole body of the people can never be in the
smallest degree increased’ by the existence of houses, so that
a people living in palaces have no more original revenue, pro-
duce, or ‘real wealth’ than if they were housed in mud hovels?

1Bk imchip 12]a

3 The unproductiveness of houses was & physiocratic tenet. Cp. Mercier
de 1a Rivitre, L’Ordre Naturel et Essentiel, 12mo ed., 1767, vol. ii. p. 123,
in Daire’s Physiocrates, p. 487. “Ce n’est pas cette maison qui produit elle
méme cea mille franca. . . . Le loyer d’'nne maison n'est point pour la socisté
une augmentation de revenu, une création de richesses nouvelles, il n'est au
contraire qu'nn changement de main.’ The canonist Pontas, on the other
hand, writing & little before the physiceratic ‘period, says: ‘La maison
qu'Aristide a vendu# eat un fonds qui lui produiroit un revenn dont i) se
prive par la vente,’— Dictionnaire, 1738, & v. Interst, vol. il. » 788
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This very narrow conception of the annual produce or
wealth of a nation, though perhaps it is generally considered
the * orthodox ' conception, was by no means readily accepted
by Adam Smith's followers. In France, where familiarity
with the physiocratic system had bred contempt, it never
obtained any hold. Sismondi accepted it,* but Garnier and
J.-B. Say set the example, which bas been followed by
subsequent French writers, of rejecting it. Garnier acutely
points out that Adam Smith’s assertion in the Second Book
that s large proportion of wage-paid labour does not ‘pro-
duce’ is in contradiction with the doctrine of the First Book
that * the produce of labour constitutes the natural recom-
penso or wages of labour’* J.-B. Say has a chapter,?
¢ Des produits immatériels, ou des valeurs qui sont consom--
mées au i de lewr production, in which he entirely
declines to accept -Adam Smith’s restriction of wealth to
durable objects. In England Lsuderdale oxposed Adam
Smith’s inconsistency as follows :—

¢ There is-no one who has criticised the distinction which rests
the value of commodities on their durability with greater acrimony
than the person who wishes to make the distinction betwixt prod
_ tive and unproductive labour d d merely upon the duratlon of its
_ produce. *Wedo not, says he, ¢ yeckon that trade disadvantageous
which consiste in the exchange of the hardware of England for the
wines of France, and yet hardware is & very durable commodity, and
were it not for this continual exportation, might, too, be accumulated
for ages together, to the incredible augmentation of the pots and pans .
of the country.”’4 ’

Wealth ‘ regarded in its true light * is, a.ccording to Lauder-
dale, “ the abundance of ‘the objects of man’s desire,” whether
dureable- or perishable. The able criticism of La.uderdale 8,

“book in the Edinburgh Review for July 1804, though it
found many faults with Lauderdale's theories, followed him on
this question. When Adam Smith spoke of unproductive
labourers he did not mean, says the reviewer, to undervalue

1 De la Richesse Commerciale, 1803, vol. i pp. xxxiii, 29, 84.

3 Recherchas sur la nature et les causes de la richesse des nations par Adam
8mith, vol. v. p, 171,

? Tyaitd, Livre L oh, xiil,

¢ Public Wealth, 1804, pp. 162, 168; Wealth of Nations, p, 192 a.
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their work,! but merely to assert that ‘ they do not augment
the wealth of the community * :—

¢But it may be observed in goneral that there is no solid distino-
txon between the eﬂ'ectlve powers of the two classes whom Dr. Smith
ive and ductive lab The end of all
labour is to augment the weal:h of the community ; that is to say,
the fund from which the members of that community derive their
subsistence, their comforts, and enjoyments. To confine the definition
of wealth to mere subsistence is absurd. Those who argue thus
admit butcher’s meat and manufactured liquors to be subsistence;
yet neither of them are necessary ; for if all comfort and enjoyment
be kept out of view, vegetables and water would suffice for the sup-
port of life; and by this mode of ing the epithet of producti
would be limited to the sort of employment that raisea the species of
food which each climate and soil is fitted to yield in greatest abund-
ance with the least labour; ... and in no country would any
variation of employment whatever be consistent with the definition.
According to this view of the question, therefore, the menial servant,
the judgs, the soldier, and the buffoon are to be ranked in the same
class with the husband and facty of every civilised com-
munity. The produce of the labour is, in all these cases, calculated to
supply either the necessities, the comforts, or the luxuries of society ;
and that pation has more real wealth than anothar which poasesses
more of all thoss ‘commodities.’®

The writer of the article ‘Political Economy’ in the
fourth edition of the Encyclopedia Britannica (1810),
though himself ¢ rather disposed to adhere to the doctrine
of Smith,’ says of the distinction between productive and
unproductive labour :—

¢ The most eminent writers on this subject in the present age seem
disposed to treat this distinction as nugatory. They urge that wealth
consists merely in the abund: of and pl e8 of life,

and that whoever contributes to angment these is a productive lab
though ho may not present us with any tangible commodity.’$ -

1 If Adam Smith did not undervalue their work, why did be say of the
phynomﬁﬂmt'they hmm’hmmmdhbwm‘mththepxﬂm
PP dﬂm‘ ductive class,’ and ¢ end de’ artificers,

facta h bymhmﬂuhnglppaulmndmhuu
wunpmdwmuoln ? (Bk. 1v. ch. ix. p. 300 a).
2 P. 366 3 Vol. xvil. p. 113.
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‘We might expect to find some discussion of Adam Smith's
theory in James Mill's Commerce Defended, since William
Spence, against whond Mill was writing, was a thorough-
going physiocrat, and maintained that agriculture alone is
productive. But neither in Commerce Defended nor in his
Elements (1821) does James Mill enter into the question,
Doubtless he accepted Adam Smith’s doctrine. In one place
he suys “the dogs, thie horses of pleasure,’and the menial .
servants produce nothing.’'* Ricardo quotes with approval
Adam Smith’s dictum that & man is rich or poor according
to the degree in which he can afford to enjoy the necessaries,
convemenees, and amusements of human life,? but is other-
wise quite silent on the subject.? Malthus, desirous as usual
of supporting Adam Smith, says: ‘I should define wealth
to be those material objects which are mecessary, useful, or
agrecable to mankind.'¢ But he was not, apparently, alto-
gether satisfied with this definition, for he thought it worth
while to put forward a plan for calling sll labour productive,
but productive in different degrees, ‘if we do mot confine
wealth to tangible and material objects’® Agricultural labour
would be the most productive labour becduse it produces rent
~ und profits as well as wages; next would come other labour
assisted by ecapita), which produces proﬁbs as well as wages;
and last would come Adam Smith’s ‘ unproductive’ labour,
which produces wages only. Malthus rejects his own sug-
géstion, because ‘it makes the circumstance of the payment
made for any particular kind of exertion, instead of the quality
of the produce, the criterion of its being productive’;® but it
is far from clear what he means by this. M Culloch, in his
article, * Political Economy, in the Supplement to the fourth
edition of the Encyclopedia Britamnica (1823), said that
political economy treats of wealth, ‘if by wealth be meant
those material products which possess exchangeable value '
and which are necessary, useful, or agreeable to man,'? but

t Qommercs Defended, p. 69, 3

* Principles, 1st ed. p. 377 ; 3d ed. in Works, p. 165.

? In one of his Leiters to Haahua, p- 168, he says: o1t by wealth you
mean, aa I do, sll those things which are desirable fo man’ ; but this only
means ‘if you think facturing labour producti

4 Political Economy, p. 28.

¢ Ibid, p. 38 ¢ Ibid. p. 4L "Bnpplammt.vol.vi.p.ﬂ?s.




28 THE WEALTH OF A NATION [onar. ©

in the enlarged edition of this article, published as Principles

of Politicad Ecomomy in 1825, ‘ material products’ are re-
. placed by ‘articles or products’' the word material being

thus omitted ; and towards the end of the work there occurs

a vigorous attack on Adam Smith's theory of productive and

unproductive labour. ¢To begin, says M‘Culloch, ‘ with his '
- strongest csse, that of the menial servant’ :—

¢Dr. Smith says that his labour is unproductive because it is not
realised in a vendible commodity, while the labour of the manufac-
turer is productive b it is so realised. But of what is the
labour of the facturer really productive? Does it not consist
exclusively of comferts and conveniences required for the use and
accommedation of society? The manufacturer is not a producer of
matter but of utility only. And is it not obvious that the labour of
the menial servant is also productive of utility? It is universally
allowed that the labour of the husbandman who raises corn, beef, and
other articles of provision is productive ; but if so, why is the labour
of the menial servant, who performs the -y and indispensabl
task of preparing and dressing these articles, and fitting them to be
used, to be set down a8 unproductive? It is clear to demonstration
that there is no difference whatever between the two species of
industry—that they are either both productive or both unproductive,
To produce a fire, it i just as necessary that coals should be carried
from the celiar to the grate as that they should be carried from the
bottom of the mine to the surface of the earth ; and if it is said that
the miner is a productive labourer, must we not also say the same of
the servant who is employed to make and mend the fire? . . . The
end of all human exertion jis the same—that is, to increase the smn
of necessaries, comforts, and enjoyments ; and it must be left to the
judgment of every one to determine what proportion of these com-
forts he will have in the shape of menial services, and what in the
shape of material producta.’ #

If this was not enough, the question ought to have been
settled finally by the remarks of Senior in his treatise on
Political Economy in the Encyclopadia Metropolituna (1836).
Senior declined to confine wealth to material objects,® and
explained, with some skill, that the difference between the

1 P. 5 Seealsop. 1, where the same alteration is made
3 Pp. 406, 401. 3 Svoed, p 22
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products of Adam Smith’s productive | labourers.and those
of his unproductive lsbourers is, for the most part, merely
verbal :-— .

¢ Tt appears to us that the distinctions that vae been attempted to
be drawn betw: ductive and unproductive lab , or betw
the producers of ‘materisl and immat ial products, or bet
dities and services, Test on differences exlstmg not in the things them-
selves which are the objects considered, but in the modes in which they -
attract our attention. In those cases in Which our attention is princi-
pally called, not to the act of occasioning the alteration but to the result
of that act, to the hing altered, eeonomxst.s have termed the person
who i ’tlmt‘ tion a p tive lab , or the prod

of & y or material product. Where, on the other hand our
attention s pnnclpally ca.lled, not to the thing altered, but to the act
of i that alterati ists have termed the person

that alteration an unproductive lab , and his exer-

honsm-muor ‘1!," A sh k nlters“‘
and thread, and wax into a pair of shoes. A shoeblack alters a
dirty pair into a clean pair. In the first case our attention is called
principally to the things as altered. “The shoemaker, therefore, is
said to make or produce shoes, In the case of the shoeblack, our
ttention is called principslly to the act as performed. He is not
said to make or produce the commodity-—clean shoes, but to perform
the service of cleaning them. In each case there is, of course, an act -
and a result ; but in the one case our attention is ealled principally to
the act, in the other to-the result.’* -

Whether our attention is called chiefly to the act or the
result depends principally, Senior adds, on the question
whether the thing altered still retains the same name, snd
also on the mode in which the payment is made : —

*In some cases the producer is accustomed to sell, and we are
.acoustomed to purchase, fot his labour, but the subject on which
that labour bas been employed ; as when we purchase & wig ora
chest of medicine. In other cases, what we buy is not the thing
altered but the labour of altering it, as when we employ a hairoutter
or a physician. Our attention in all these cases naturally fixes itself
on the thing which we are d to purchase ; and, di
as we are acoustomed to bay the labour, or the thing on which that
labour has been expended—as we are, in fact, accustomed to purchase

1 8vo od. pp. b1, 52.
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8 commodity or a service, we consider a commodity or a service as
the thing produced.”

Borrowing, without acknowledgmént, M‘Culloch’s com-
parison of the labour of the coal-miner and of the servant
who carries coals to the drawing-room, he concludes :—

¢The consumer pays for the coals themselves when raised and
_received into his céllar, and pays the servant for the act of bringing
them up. The miner, therefore, i3 said to produce the material
commodity, coals ; the servant the immaterial product, or service,
Both, in fact, produce the same thing, an alteration in the condition of
the existing particles of matter ; but the attention is fixed in the one
case on the act, in the other on the result of that act.’!

Probably no more would now have been heard of attempts
to exclude from the annual produce, ‘the real wealth’ of a
nation, an important part of its income, if J. S, Mill had not
put forward in 1844 and 1848 views of the subject which he
had acquired in his early youth many years before. After
the success of his Logic, he published the Fssays on some
Unsettled Questions of Political Economy (1844), which
he had written fourteen or fifteen years earlier, at the age of
twenty-three, and before Senior's work was published, In
Essay 11, ‘On the words Productive and Unproductive,’ he
declares that all labour should be considered unproductive if
it does not produce permanent sources of enjoyment. It
is, he says, “subversive of the ends of language’ to say that
‘the labour of Madame Pasta was as well entitled to be
called productive labour as that of a cotton spinner’* ‘The
wealth of a country consists of the sum-total of the permanent .
sources of enjoyment, whether material or immaterial, con-
tained in it; and labour or expenditure which tends to
augment or to keep up these permanent sources should, we
conceive, by termed productive’® It is clear that these
remarks have no bearing on the question of what constitutes
the annual produce, ‘the real wealth,’ of the country. Mill
is thinking exclusively of the capital-wealth. Indeed at the
end of the essay he uses the term, ‘the permanent sources of
enjoyment,” which is said, in the passage just quoted, to be

% 8vo od. pp. 52, 63 1P, 78 »p. g2
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equivalent to ‘ the wealth of the country, as an alternative
expression for ‘ the national capital’ But in the Principles,
instead of profiting by Senior’s observations, he excludes, not
only from eapital but also from produce, all/*utilities not
fixed or embodied in any object, but consisting in a mere
‘gervice rendered ; a pleasure given, an inconvenierce or a pain -
averted during a longer or a shorter time, but without leaving
& permanent acquisition in the improved qua.ht.les of any.
person or thing’:%*—

“The three requisites of production, as has been so often repeated,
are labour, capital, and land. . Since each of these elements of.

duction may be sep y,,""tha dustrial community
may be considered as divided into lendowners, capitalists, and pro-
ductive labourers. Each of these classes, as such, obtains a share of
the produce; no other person or class obtains anything, except by
concession from them. The inder of the ity is, in fact,
supported at their expense, giving, if any equivalent, one consisting
of unproductive services,” ®

This implies, of course, that in adding up the national
income we must exclude all wages of unproductive labour.
The suthor of an elementary manual, writing forty years
after J. 8. Mill, actually accepted this doctrine, saying that if
we include in the national income the incomes both of a
landowner and his butler,  we have counted twice over what
the butler receives” We have, of course, done nothing of
the kind. The butler has an income consisting of the neces-
saries, conveniences, and amusements, which he obtains by
means of the board, lodging, and money furnished him by
his employer, and his employer has an income consisting of
the necessaries and conveniences produced for him by the
butler. Fortunately few or none of the economists who have
expressed themselves in favour of excluding the produce
of ‘unproductive’ labour from the annual produce have
attempted to adhere consistently to the exclusion. When
they divide the annual produce into wages, profits, and rent,
they mean, and their readers understand t.hem to mean, all
rent, all profits, and all wages.

1P 8.

'BookLch.ll!.lB.Med. vol. i. pp. 57,-68; People’s ed. p. 29 b,

® Book IL oh. iil § 1, 1at od. vol. i p. 2/8; People'sed. p. 145 a0




CHAPTER 11
THE IDEA OF PRODUCTION

§ 1. Production as a Division of Political Economy.

ENGLISH economie treatises have long been so commonly
divided into several ‘Books’ or other divisions, two of which
are entitled ‘Production’ and ‘Distribution,’ that we are
almost apt to regard these two titles as obvious ones which
must have occurred at once to the very first person who
attempted any systematic treatment of political economy.
¢ Production’ and ‘Distribution’ do not seem, however, to
have been used in England before 1821 as titles of divisions
of political economy ; and, before Adam Smith wrote, they
were not in any sense technical economic terms,) Steuart,
whose Principles of Political Economy appeared only nine
years before the Wealth of Nations, knew nothing of them.
He divided his work into five Books :—

i. Of Population and Agriculture,
ji. Of Trade and Industry.
iii Of Money and Coin.
iv. Of Credit and Debta.
v. Of Taxes and of the proper application of their amount.

The Wealtk of Nations is likewise divided into five
Books :—

i. Of the Causes of Improvement in the productive Powers of
Labour, and of the Order according to which its Produce is
naturally distributed among the different Ranks of the
People.

fi. Of the Nature, Accumulation, and Employment of Stock.

iii, “Of the different Progress of Opulence in different Nations
iv. Of Systems of Political Economy.
. v. Of the R of the & ign or C ealth.

=




DIVISION oF POLITICAL ECONOMY a3

Both production and distribution are suggested by the
useof the words * produetive,’ ¢ produce,’ and ‘ distributed,’ in
too title of the first of these Books. The article, ¢ Political -
Economy, in the fourth-edition of the Eneyclopedia Britan-

maca (1810), is divided into five chapters :—

i Of the Natore and different Specles of Wealth,
- ii, Of the Sources of Wealth. :
iii. Of the manner in which Wealth is produced and distributed.
" iv. Of the M ile and E: ical Sy
v. Of Public Revenne.

The approach towards the familiar arrangement is here
not quite so great as it seems. This can be sufficiently .
shown by quoting the headings of the seven sections into
which the chapter on ‘the manner in which wealth is pro-
duced and distributed’ is divided. They 820 i—

. The Division of Labour.

. Machinery.

. Of the different Emplayments of Labour md Stock.

. Agriculturd,

. Manufactures.

. Commerce.

. The Retail Trade,

. On the Coincidence between Public and I’nvabe Interest.

O =T ORI

Further advance is evident in D. Boileau’s Introduction
to the Study of Political Economy, or Elementary View of
the Manner in which the Wealth of Nations is Produced
Increased, Distributed, and Conswmed (1811), This work
is divided into four books :—

i. Nature and Origin of the Wealth of Nations.
ii. Increase of the Wealth of Nations.
iil. Of the Distribution of the Wealth of Nations,
iv. Consumption of the Wealth of Nationg,

*Origin’ in the title of Book 1 is merely a synonym of
‘production.’ Ricardo’s Principles of Political Economy
and Taxation (1817) never made any pretence to Jogical or
systematic arrangement, The chapters followed each other
almost at random, and in the first edition, from which

9
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the following list is taken, they were not even cnrrec-t.ly
numbered :—

L
2.
3,
4.

5.
*5.
6.
7.
8,
*8.
9.
10.
11
12,
13.
14,
156,

16.
17.

On Value.

On Rent.

On the Rent of Mines,

On Natural and Market
Price.

On Wages,

On Profits.

On Foreign Trade.

On Taxes.

Taxes on Raw Produce.

Taxes on Rent.

Tithes.

Land Tax.

Taxes on Gold.

Taxes on Houses.

Taxes on Profits.

Taxes on Wages,

Taxes on other Commoditiea
than Raw Produce.

Poor Rates.

On Sudden Changes in the
Channels of Trade,

18,

19.

- 20.

21,
22

23.
24.
25.
26.

27,
28.

29,

Value and Riches, their
Distinctive Properties,

Effects of accumulation on
Profits and Interest.

_Bounties on Exportation

and Prohibitions of Im-
portation,

On Bounties on Production.

Doctrine of Adam Smith
concerning the Rent of
Land.

On Colonial Trade.

On Gross and Net Revenue.

On Currency and Banks,

On the comparative Value
of Gold, Corn, and Labour
in Rich and in Poor
Countries,

Taxes paid by the Producer.

On the Influence of Demand
and Supply on Prices,

Mr. Malthus’s Opinions on
Rent.!

‘We might hunt in vain among these chapters for any
trace of production and distribution as divisions of pohncal
economy.

Malthus divided his Political Economy (1820) into saven
chapters —

i. On the Definitions of Wealth and Productive Labour.
ii. On the Nature and Measures of Value.

iii. Of the Rent of Land.

iv. Of the Wages of Labour.
v. Of the Profits of Capital.

vi, Of the distinction between Wealth and Valoe,

vii. On the Immediate Canses of the Progress of Wealth.

At last, in James Mill's Elements of Political Economy

! The chapter ‘On Machinery® was added in the third edition,
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(1821), we find the divisions to which the next genera-
tion became accustomed. James Mill's four chapters are
entitled -— -

i. Production.

ii, Distribution.

iii. Interchange.

iv. Consumption,

In the same year Torrens published his Essay on the
Production of Wealth, and talked of completing *the task
by remodelling and extending the disquisitions respecting
the distribution of wealth’ which he had ‘already laid before
the public,'? in the Essay on the Corn Trade. Since that
time, though James Mill's “consumption’ has often been
‘omitted, and his ‘interchange, which other people call
‘exchange,’ has often been put in the first or second place
instead of in the third, ¢ production’ and “distribution’ have
seldom failed to appear in English economic treatises as two
of the great divisions of pohtlca.l econowny. They probably
_came, along with ‘consumption,’ mmedxabely from J.-B,
Say’s. Traité d Economie Politique, which is divided inte
three Books:—

i. De Ia Production des Richesses,

ii. De la Distribution des Richesses.

iii. De la C tion des Rich L) .

The occurrence of the word forment in the second title

of the Traité, *Simple Exposition de la Manidre dont se
forment, se distribuent, et ee con t les Rich ,
seems to show that Say obtained the idea of his division of
the subject as much from Turgot's Réflexions sur la Forma-
tion et la Distribution des Richesses, as from Book 1 of the
Wealth of Nations. -

§ 2. General Conception of the Theory of Production. -
{Before the middle_of the eighteenth century a theory of ~
production can scarcely be said to have existed. Durable
objects being looked upon as the sole or chief kind of wealth,
the functions of industry and .trade seemed to be the
1P vy 124 ed. 1814 ; 1ot od. (1803) is differently divided.
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-

‘circulation’ of wealth,! \When the physiocratic school turned
the attention of economists to the consumable goods obtained
by means of agriculture, the idea of circulation gave way to the
-idea of an annual reproduction, which gradually grew into
. the modern conception of production and consumptiony The
transition is very obvious in Adam Smith's chapter ‘Of
money considered as a particular branch of the general stock
of the society, or of the expense of maintaining the national
capital,’ in which the whole annual produce of the country is
- supposed- to be annually circulated by money, ‘the great
wheel of circulation.’

In his ‘Introduction and Plan, however, no doubt the
latest portion of his work, Adan Smith seems to have looked
at the matter quite from the modern standpoint.T He says
that the proportion which the annual produce bears to the
number of those who are to consume it

‘must in every nation be regulated by two different circumstances ,;3&;:1
first, by the skill, dexterity, and judgment with which its labour is% t
generally applied ;- and secondly, by the proportion between tlmtS
number of those who are employed in useful labour and that of those

who ere not so employed.’ 'i’

A discussion of the different circumstances which regulate

the amount of per capita produce is exactly what we should

-expect to find in a theory of production. But neither of the

*two different circumstances’ which regulate it are systema-

tically discussed in the Wealth of Nations. As to the first

circumstance, we are told at the begmnmg of the first chapter
of Boak 1, that

‘the greatest impro t in the productive p of labour, and
the greater part of the skill, dexterity, and judgment with which it
is everywhere directed or applied, seem to have been the effects of
the division of labour,’* ’

but we hear nothing of the minor causes of improvement,
and the sumllerApm'L of the skill, dexterity, and judgment.

! Even so acute s man as Franklin wrote in 1768 : * It may seem a paradox
if I should assert that our labourirg poor do in every year receive the whols
revenue of the nation.’— AMemairs, 1833, vol. vi p. 46,

2 1k, m. ch. ji. pp. 1254, 127 a. ete, ' P la ¢ P. 25
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The first four chapters of Book 1. remain what they were in
all probability originally intended to be, an essay on the
causes and consequences of the division of labour. They thus
contain only a fragment, though, doubtless, in Adam Smith’s
opinion & large fragment, of a theory as to the skill, dexterity,
and judgment with which labour is generally applied. :
The second of the  two different circumstances,’ fares even
worse than the first. The fourth paragraph of the Intro-~
duction and Plan gwes gome warning of its approaching fate,
by depreciating its importance compated with that of the
first circumstance. Savage nations, it seems, are miserably -
poor, though among them ‘every individual who is able to
work is more or less employed in useful labour, while

- civilised nations are well off, ‘though a great number of

people do not labour at all, many of whom consume the pro- .
duce of ten times, frequently of a hundred times, more labour
than the greater part of those who work’ The fifth and
sixth paragraphs are obviously intended to suggest that the
first circumstance will be dealt with in Book 1, and the
second in Book IL, but the sixth paragraph in rea.hty sub-
stitutes something entirely different :—

¢ Whatever be the actual state of the skill, dexterity, and judg-
ment with which labour is applied in any nation, the abundance or
scantiness of its annual supply must depend, during the continuance
of that state, upon the proportion between the number of those who
are annually employed in useful labour, and that of those who are not
80 employed. The number of useful and productive labourers, it will
hereafter appear, is everywhere in proportion to the quantity of
capital stock which is employed in setting them to work, and to the
particnlar way in which it is so employed. The Second Book, there-
fore, treats of the nature of capital stock, of the manner in which it is
gradually accumulated, and of the different quantities of labour
which it puts into motion, according to the dxﬂ'erent ways in which it ~
is employed.’

To give us a real theory of production, the Second Book
ought, according to this arrangerent of the matter, to show
what regulates, not ‘the number of useful and productive
labourers, but ‘the proportion between the number of those
who are annually employed in useful lebour, and that of those
who are not so employed” This it does not do. Most of it
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deals only with the absolute number of useful labourers, a
‘circuinstance’ which has nothing to do with per capita
produce, and chapter “iii. deals not with the proportion
between the number of those who are employed in useful
labour, and that of those who are not so employed, which is
-the second circumstance according to the third paragraph of
the ‘ Introduction and Plan,’ but with the proportion between
the number of those who are employed in productive labour,
and those who are not so employed, and it is expressly
admivted that ‘unproductive’ labour may be, and often is, in

- the highest degree ‘useful’! The lame attempt in the sixth.
paragraph of the ‘Introduction and Plan’ to gloss over the
discrepancy between the third paragraph and Book 11, by
first speaking of “useful’ labour alone, and then of ‘useful
and productive’ labourers, as if ‘productive’ were a mere
synonym-of ‘useful,’ could scarcely, one would suppose, succeed
except in the case of the most careless readers.

So, instead of a full discussion of the causes which affect
the skill, dexterity, and judgment with which labour is
.applied, we are put off with an essay on the division of labour,
and instead of a discussion of the causes which regulate <the

Pproportion between the number of those who are employed
_in useful labour and that of those who are not so employed,
we are given a treatise on ‘the proportion between the pro-
ductive and unproductive hands,'? ‘productive’ meaning
something quite different from useful.

* If Ricardo had been asked where his theory of production
was to ba looked for in hig Principles of Political Economy
and Tazation, he would have answered with perfect justice,
that in spite of the generality of its title? his work did not
profess to deal with the production of wealth. It was merely
an attempt to offer a solution of ‘the principal problem in,
political economy,’ which is, he thought, ‘to determine the:
laws which regulate’ the distribution of the produce of a'
country between rent, profit, and wagest He certainly
had much to do with the addition to nineteenth-century
political economy of the ‘law of diminishing returns,’ but he

1 Bk. 1. ch, iii. p. 146 3. * Ibid., p. 147 b.
8 On the Principles of Political Economy and Taxation.
¢ Preface, pp. i, fv. .
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and I\L%,hu__wuﬁm-dm.w_mww more
oncerned with _the eﬂ‘ecta_oﬁ_r.hau&w.m.dm.nhnnﬂg_mn

Malthus s theory of ptoductxon lies hidden in the conifused
tangle of the seventh chapter of his Political Economy, ‘On
the immediate causes of the progress of wealth! Ita ‘chief
feature seerns to have been an insistence on the necessity of
consumption in order to cause or stimulate production. -

In the first edition of Jg!_n;gg_Mﬂls Elements (1821), the
inquiry as to *What are the laws which regulate the pro-
duction of commodities’? fills less than four sparsely printed

_pages. “These{merely explain that man ‘can do nothing
more than produce motion,” that capital is a requisite of pro-
duction, that capitalists and labourers are separate classes,
and that division of labour and great manufactories are
advantageous”y It was Torrens who set the example of writing
a considerable quantity about production. His Essay on the
Production of Wealth (1821) contains 430 pages and is
about the same length as the Book on Production in J. S,
Mill's Principles. A considerable portion of it, however,
deals with questions of value, trade, currency, and demand
and supply, which by most later writers have been relegated
to the separate. division of political economy entitled
‘Exchange’ The main body of the work consists of four
chapters on the different kinds of industry—appropriative,
manufacturing, agricultural, and mercantile.

Stimulated perhaps by the appearance of Torrens’s book, _
James Mill, in the second editionsof his Elements, added a
dozen new pages to his chapter on production, dividing them
into two sections, of which the first is on ‘Labour, and
congists chiefly of -an exposition of the advantages of
division of labour, more expanded than that contained.-in the
first edition, end the second is on “Capital, and consists
chiefly of an explanation of the nature of capital.
~ M‘Culloch considered that with regard to production, the
business of ihe economist is ‘an investigation of the means
by which labour in general may be rendered most productive.'
Accordingly the bulk of his discussion of production falls in

% * Priaciples, 1835, p. T4
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the section which treats of the ‘Means by which the
Productive Powers of Labour are increased.’? -

v Senior and J. 8. Mill conceived the treatment of production
as properly consisting of a collection of observations about the
three requisites of production.

 § 8. The Three Requisites of Production.

UOne of the most familiar and striking features of the
theory of production, as taught in the text-books of the
second half of the nineteenth century, is the practice of
aseribing production to the co-operation or concurrence or
joint use of three great agents, instruments, or requisites of
production, Labour, Land, and Capital.] This triad of pro-
ductive requisites did not very early becomse an integral part
of English political economy. { Its origin is apparently to be
found in Adam Smith’s division of the component parts of
prices into wages, profit, and renfiL When Adam Smith had
divided the prices of commodities and afterwards the revenue
of the community into the wages of labour, the profits of
stock, and the rent of land, it was to be expected that some
one would say that the revenue of the community is produced
by labour, capital, and land, and proceed to arrange the theory
of production under the three headings, labour, capital, and
land. This was done by J.-B. Say.)} The first chapter of
Book 1. of his T'reité explains what is meant by ‘production,
the second deals with “the different sorts of industry and the
manner in which they co-operate in production,’ the third
explains ‘what a productive capital is and how capitals
co-operate in production,’ the fourth discusses ‘the natural
agents, especially land, which are of service in the production
of wealth’ and the fifth, on ‘how industry, capitals, and
natural agents join in production,’ begins—

¢Nous avons va de quelle maniére I'industrie, les capitaux et les
agens naturel ,.ch en co qui les concerne, & la pro-
duction ; nous avons vu que ces trois élémens de la production sont
indispensablee pour qu'il y &it des produits créés.’?
D. Boileau, in his Introduction. to the Study of Political
Economy, adopts an arrangement similar to that of Say,
3 Principles, Pt 1. § 2. * 24 od., 1814, Yol L p. 35,
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having chapters-on land, labour, capital, and the ' eonjbint 4

operation of land, labour, and eapital” But the familiar triad
of productive requisites can scarcely have been present in the
mind of Ricerdo, when, in the first words of his Preface, he
spoke of “the produce of the earth—all that is derived from
its surface by the united application of labour, machinery,
and capital'’t Malthus and M‘Culloch make no use of it.

James Mill says ‘the requisites to production are two— -

Labour and Capital’* Torrens, however, teaches the docmne
of the triad very clearly —

‘In the lenguage of 1 y,” he says, “the original
acquisition of wealth is mlled productxon and those things by means
of which this acquisition is made are termed instruments of pro-
duction, Thus the land which supplies the primary materials of
wealth, the labour by which these materials are appropriated, pre-
pared, aug , or transferred, and the eapxt.a.l that aids these
soveral operations, are all instr ents of ti

» : |

But he does not divide his expositiorr of production into
divisions on labour, capital, and land. Senior and J. 8. Mill
make labour and land (which Senior, like Say, calls ‘natural
agents’) the ‘primary’ requisites of production, and capital
(which Senior calls ‘abstinence’) only a secondary requisite.
Senior 808 ’

'We now proceed to eonmder the agents by whose intervention
production takes place.

‘L Labour.—The primary instr ts of production are Labour
and those Agents of which Nature, unaided by mman, affords us the
assistance. . . .

‘IL Natural Agents.—Under the term *the agents afforded to
us by Nature,” or, td use a shorter expression, # Natural Agents,” we
include every productive agent so far as it does not demve its powers
from the art of man. . ., .

‘IIL Abmnmce.—But although human labour and the agency
of Nature, independently of that of man, are the primaty productive
powers, they require the concurrence of a third productive principle
to give them complete efficiency, . . .

‘To the third principle .. . we shall give the name of Abstinence.’*

! For o further referencs to this passage, see below, ch. iv. § 5.

* Elements, lat ed. p. 7. ? Production of Wenlth, p. 60.
‘l‘okmdlcommw 8vo ed. pp. 87, 88.

i—
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J. S. Mill at first 'says ‘the requisites of production are
two—labour, and appropriate natural objects’! and only
adds subsequently that

" ¢besides the primary and universal requisites of production, labour
and natural agents, there is snother requisite without which no pro- \ W
ductive operations beyond the rude and scanty beginnings of primitive
industry are possible : namely, & stock, previonsly accumulated, of the
products of former labour.’?

Thus even in 1848 the triad_of requisites of production was

! Principles, Bk. 1, ch. L. § 1, 1st ed. vol. L p. 20; People’s ed. p. 154
1 Ibid., Bk L ch. iv. § 1, 1st ed. vol i p. 67; People’s od. p. 34 a.



CHAPTER Il
YHE FIRST REQUISITE OF PRODUCTION—LABOUR ~

§ 1. The Requisiteness of Labounr.

Houwe in his essay Of Commenrce says: ‘ Everything in the -

world is purchased by labour’;! and in Book L chapter v. of
the Wealth of Nations, Adam Smith, using the same phrase,
says: “All the wealth of the world was originally purchased by
labour,’ and speaks of labour as the original purchase-money
that was paid for all things’® These propositions are obvi-
ously far too general. It cannot reasonably be contended

that an acre of land from which all traces of man’s labour

have been carefully removed has been originally purchased
by labour; and yet such land, if favourably situated, ofben
constitutes a part of the capital wealth of the world,

But to make labour a requisite of production it is only
necessary that it should be requisite for the production of
income-wealth, and Adam Smith claims no more for it in the
opening pa.mgmph of his work, which asserts that ‘all the

saries, and conveniencies of life’ which a nation ‘annually
consumes’ are omgmallx ‘supplied’ T)y jts annual Iabour He
put.s the assertion forward as a self-evident proposu:xon "which
requires no proof, and, in fact, its truth is implied in the very
conception of production. No question was raised on the
subject, and we may proceed at once to the discussion of the
causes which make_the productiveness of labour. greater. st

one time, tha.n another.

§ 2. The Produativencas of Labour.

_As we have already had oceasion to observe} Adam Smxt.hém w

lEuayn,ed.oHWO.voLle-li. A ‘P lea
® Alove, p. 36. :

RN
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enumerated no *causes of improvement in the productive
powers of labour,’ except the increase of division of Iabour.
By the division of labour he did not, of course, understand
merely the division of labour which takes place within the
walls of a single factory, or within the limits of a single busi-
ness. The celebrated example of the pin factory, with which
he begins his exposition of the subject, was only an endeavour
to make ‘ the effects of the division of labour in the general
business of society’ ‘more easily understood by considering
in what manner it operates in some particular manufactures.’?
_ He includes in"the division of labour al} that is sometimes
called the separation of employments; it is not over the
manufacture of ping’-heads that he waxes eloquent, but in
the paragraph at the end of Chapter i, where he shows how
each article of ‘the accommodation of the most common
artificer or day labourer in a civilised and thriving country’
*is the produce of the joint labour of a great maultitude of
workmen.’ #
. The maintenance and extension of division of labour in
this large sense he attributes to the belief of each indi-
vidual that he will serve his own interests best by devoting
himself entirely to one or two occupations, but its first origin
he seems inclined to attribute to a sort of instinet which he
calls ‘a trucking disposition,’® ‘a propensity to truck, barter,
and exchange.’¢ ' He rejects the idea that-its first origin can
have been caused by a sense of the advantage which results
from it, because be thinks that the advantage is due, not to
the difference of natural talents between different individuals,
but to the difference of acquired talents. ‘The difference of
natural talents in different men is, in reality, much less than -
we are aware of ; and the very different genius which appears
to distinguish men of different professions when grown up to
maturity is not, upon many occasions, so much the cause as
the effect of the division of labour” Without the disposition
to truck, barter, or exchange, the great philosopher would
have been no better than a street porter.

1Bk.Lchip 25

? Ibid., p. 6 a. The passage very probably owes hing to Locke
on Government, Bk. 1. § 43,

' Bk L ch i p. 7 b ¢ Ibid., p. 6 b, * Itid., pp. 1, 8.
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As every one knows, Adam Smith says that the great

increase in the productiveness of industry which results

froin the division of labour, .

‘is owing to three different circumstances; first, to the i mcrem of
demnty in every partxcula.r workma.n neeondly, to the eaving ng of the
time which is ly lost in p g from one species of work to
a.nother and lastly, to the mwnhun of 8 great number of machines
which facilitate and abndge “Tabour, and enable one man to do the
work of many.'¥

It was not neoessary for lns followers to add anything to”

_his doctrine as to the increased dexterity of the workman. It
is obvious that no man can learn all trades, and that very few
men are capable of learning to execute efficiently more than
a small number of different operations. The popular recog-
nition of the fact is sufficiently attested by the proverbial
phrase, ‘Jack of all trades and master of none.’ But against the
increased dexterity of the workman at his particular business
‘there may be set & certain disadvantage arising from too
exclusive an attention to that business. Though Adam
Smith does not mention this in Book 1, he has some strong
remarks on the subject in Book v. Chapter i Article 2,*Of
the expense of fge institutions for the education.of youth.'
He there says that the increased dexterity of the workman
seems ‘to be acquired at the expense of his intellectual,
socml, and martial virtues’:—

¢The man whose whole life is spent in performmg a fow simple
operations, of which the effects too are perbaps always the same, or
very nearly the same, has no occasion to exert his undersf.mdmg or
to ise his in: in finding out expedients for g diffi-
culties which never occur, He nnturally losea. therefore, the habxt of
such exertion, and generally becomes as stupid and ignorant as it is
possible for & human creature to become, The torpor of his mind
renders him not only incapable of relishing or bearing & part in any
rationnl tion, but of iving any g , noble, or tender
t, and quently of forming any just Judgment eoncemmg

many even of the ordinary duties of private life.’3

This is perhaps too severe, But we can scarcely agree
with M‘Culloch that ¢ the statements in this paragraph are as

"B rch ip 4 * P.'350 .
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unfounded as can well be imagined* Specialisation has its
disadvantages, and they ought to be recognised Adam
Smith may have omitted mention of them in Book 1. owing
to an impression that they had not much to do with the

productive powers of labour. J.-B. Say, himself a versatile

genius? had no such scruples, and treats of the advantages
and disadvantages of the separation of industries in the same
chapter of his Traité (Book L chapter viii). ‘It is, he says,
‘a sad thing for a man to have to testify that he has never
mede more than the eighteenth part of a pin’ A clever
lawyer, he remarks, ‘if obliged to mend some trifling article
of his furniture, would not know how to begin; be could not
even knock in a pail without making the most mediocre
apprentice laugh.'s

The second of the three circumstances which, according to
Adam Smith, cause division of labour to increase the pro-
ductiveness of industry, ‘the saving of the time which is
commonly Jost in passing {rom one species of work to another,’

- is also a very simple matter. It is generally agreed that,

at any rate after childbood has been passed, it is a waste of
time to be always passing fromn one occupation to another.
J. 8. Mill quarrelled with Adam Swith’s dictum that a man
who has often to change his occupation becomes ‘slothful
and lazy’; but he certainly does not carry conviction to the
ordinary mind by saying: ¢ Few workmen change their work
and their tools oftener than a gardener; is he usually incap-
able of vigorous application ?"# for Adam Smith, and most
owners of gardens, would answer in the affirmative.

With regard to the third ‘ circumstance, the invention of
machinery, Senior very justly observed that Adam Smith
had attributed too much to the division of labour :—

¢ His remark, * that the invention of all those machines by whic
labour is so much facilitated and abridged, seems to have bee
originally owing to the division of labour,” is too general. Many of

* In a note on the passage qnoted_

* J.-B. Say wue ly & clal clerk, a j list, & civil
servant, a writer on political ., & cotton spinner, & profs of
political economy, and failed in none of thm capacities.

3 24 ed. vol. i p. 76,

¢ Principies, Bk. 3 ch, vill. § 5, 1st ed. vol. L p. 151; People’s od.
p.78a
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our most useful implements ha.ve been invented by persons neither
h feasi ives employed in the operations

by p nor {|
which those implements facilitate. Arkwnght was, a8 is well-known,
8 barber ; the inventor of the powerloom is & clergyman. Perhips
it would be a nearer approach to truth if we were to say that the divisio
of labour has been occasioned by the use of implements. In a rude
state of society every man possesses, and every man can manage,
every sort of instrument. In an advanced state, when expensive
machinery and“an slmost infinite variety of tools have superseded the
few and simple implements of savage life, those only can profitably
employ themselves in any branch of manufacture who can obtain the
aid of machinery, and have been trained to use the tools by which its
processes are facilitated ; and the division of labour is a necessary
consequence. But, in fact, the use of tools and the division of labour so
sct and react on ona another that their effects can seldom be separated
in practice.’?

There is no justification for denying to isolated man all
inventive power, and it is clear that in many cases the divi-
sion of labour acts rather as a check than as a stimulus to
the inventive faculty. We may well doubt whether it is
really ‘natural’? for a workman to be so attracted by the
possibility of obtaining a lucrative patent as to turn his
attention to the discovery of a means for superseding his own
labour. Moreover;as J. S. Mill remarks, ¢ whatever may be

/the cause of making inventions, when they are once made,
the increaséed efficiency of labour is owing to the invention
itself, and not to the division of labour’? - It is & mistake to
cram the whole effects of the invention of ma.ch.mery under
the head of division of labour.™

C It is rather curious that Adam Smith, in spite of hxs

“apparent willingness to multiply as much as possible the
advantages of division of labour, should not have included
emong them the possibility of executing different kinds of
work in the places best suited for them, which, as he fully
recognised,* is created by trade between- different countries]
Without division of labour it would obviously be impossible, for
example, for tea to be raised in China for Enghsh consump-

1 Political Economy, 8vo ed. pp. 73, 4.
3 Weaith of Nations, Bk. L ch, L p. 5 a bottom 3 *naturally.’

® Principles, Bk. 1. oh. viil. § 5, Ist ed. vol, i, p. 154; Peuplu od,
p80a ¢ Bk, 1v. oh. ii. pp. 200, 201, :
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tion: we should have to grow our tes in England or go
without it. Six years before the Wealth of Nations was pub-
lished Turgot had ascribed the very origin of exchange and
division of labour to the fact that ‘ every soil does not produce
everything’! Jameés Mill, in Commerce Defended, said :—

¢The commerce of one country with another is, in fact, merely an
extension of that division of labour by which so many benefits are
conferred on the human race. . . . In the world at large, that great
empire of which the different kingdoms and tribes of men may be
regarded as the provinces, . . . one province is favourable to the
production of one species of accommodation and another province to
another; by their mutual intercourse they are enabled to sort and to
distribute their Jabour as most peculiarly suits the genius of each
particular spot. The labour of the human race thus becomes much
more productive, and every species of dation is afforded in
much greater abundance,’3 .

C Ricardo was quite aware of the fact that the reason why
exchanges are made between distant places is that each kind
of labour may be carried on, so far as possible, in the place
best fitted for it}— . :

“Under s system of perfectly free commerce,’ he says, ‘each
country naturally devotes its capital and labour to such employments
‘ad are most beneficial to each. This pursuit of individual advantage
is admirably connected with the universal good of the whole, By
stimulating industry, by rewarding ingenuity, and by msing most
efficaciously the peculiar powers bestowed by nature, it distributes
labour most effectively and most economically. . . . It is this principle
whichk determines that wine shall be made in France and Portugal,
that corn shall be grown in America and Poland, and that hardware
and other goods shall be manufactured in England.’$

{But, not having occasion to write systematically on pro-
duction or the division of labour, he had no opportunity or
occasion to represent the fact as one of the advantages which

1 Réflexions, §iL. (in (Buvres, ed. Daire,vol. i. p. 7). Stenart,in bis Principles,
Book 11. chap. iii. (vol. i. p. 179 ; Works, vol. i. pp. 241, 242),saya: * Another
advantage of trade is that industrious people in one part of the country may
supply customers in another, though distant. They may establish them-
welves in the niost commodious placea for their reapective business, .

* Pp, 38, 39,

3 Principles, 18t ed. pp. 156, 157 ; 3d ed. in Works, pp. 35, 76,
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result from the division of labour]‘ This was done by Torrens,
with his usual turgidity, in his Essa,y on the Productm of
Wealth :—

'It is not in mechanical operatxons a]one that the division of
} ts the p of industry, Nature, by giving to
dxﬁ'erent districts different soils ‘and climates, has adapted them for
different productions, ... If we sow corn on our arable land, and feed
cattle on our pastures ; if we cultivate the grape beneath a congenial
8ky, and breed sheep where their flesces will be abundant; then
“shall we enjoy more corn and cattle, more wine and clothing, than if
we reversed the order of nature.
¢ The view which we have_ here gmm of the advaniages resulting .
from the division of employment will enable us to form a just
conception of the nature and extent of the bemefits conferred by
mercantile industry. This branch of industry, besides its direct
operation in bestowing utility upon articles which otherwise could
not possess it, allows each individusl to confine himself to the
mechanical operation in which he is most skilful and expert, or to
give to his fields that peculiar mode of culture which is suitable to
their soil."1

M Culloch reckons among the * means by whlch the pro-
ductlve_‘powetsyof labour are mpreased ‘both_*divisien_of
employments among individuals’ and ¢ dmsxon of employ-
THeRts among differenk sountries, of commierce,® and shows
¢léarly, under the second head, how the productiveness of
industry is increased by ‘this “ territorial division of labour,” -
a8 it has been appropriately termed by Colonel Torrens’®
" Senior gives the ¢ territorial division of labour’ a prominent
position in his account of the advantages of division of labour,*
but J. S. Mill almost entirely neglects the subject.®

Professor Babbage, in his E y of Machinery and, |
Manufactures (1832), pointed out that division of ln.bour
increases the productiveness of industry by allowing each
different kind of labour to be performed splely by the indi-
viduals best naturally fitted for that kind of labour. He

t Pp. 156-168.

% Principles, Part 1, § il hnﬂlng $ Itid., p. 11y,

¢ Political Economy, 8vo ed. pp. 76, 717.

 Principles, Book 1 chap, viil. § 3, deals with ‘Combination of labour -
between town and country.’
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expressed the truth!and J. S. Mill accepted it,® rather as if
it were only applicable to the division of labour which takes

- place within a factory or within the limits of a business, but
of course it is equally applicable to the separation of employ-
ments between men and women, adults and children, the

“clever and the stupid, the weak and the strong. J.S. Mill
says that the advantage is ‘ not mentioned by Adam Smith,’
but this is hardly the case. It would be more true to say
that Adem Smith despised that advantage as compared with
the advantage which results from each kind of labour being
performed solely by the individuals who, in consequence of
the division of labour, have the largest amount of wcquued
skill and dexterity,

[ Wakefield, in his edition of the Wealth of Nations, reduced
the division of labour or separation of employments to its
Pproper place as only a part of the general co-operation which
increases the productiveness of labour. He pointed out that
the productiveness of labour is increased not only by men -
dividing their labour and each doing different things, but
also by their combining their labour and each doing the same
thing in conjunction with the others. Looking on_both
cases as examples of ‘ co-operation,’ he divided co-operation
in® two distinet kinds :— .

¢ First, such co-operation as takes place when several persons help
each other in the same employment ; secondly, such co-operation as
takes place when soveral persons help each other in different emplny-
ments, These may be termed
co-operatich. .

‘In a vast number of simplo operations performed by human
exertion, it is quite obvious that two men working together will do
more than four, or four times fonr men, each of whom should work
alope, In the lifting of heavy weights, for example, in the felling of

simple co and p

1 ¢The master muMnru, by dividing the work to be execnted into
different p each g different d of skill and force, can
purchase onctly that preclu qmnmy of both which is neceasary for each
procesa ; whereas, if the whole work were execnted by one workman, that
person must possess sufficient skill to perform the most difficult, and sufficiens

h to te the most labori of the op ions into which the ar$
is divided.'— Economy of Machinery and Manufactures, § 168, pp. 137, 138,
cd.. Principles, Book 1. chnp viii. § 5, 1st ed. vol. L. pp. 154, 155 People’s

p 80
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trees, in the sawing of timber, in the gathering of much bay er com
during 8 short period of fine weather, in draining a large extent of
land during the short season when such & work may be properly con-.
ducted, in the pulling of ropes on board ship, in the rowing. of large
boats, in some mini , in the ion of & !mﬂuldmg “for
building, and in the | breakmg of stones for the repair of a road, so
that the whols of the road shall always be kept in good order; in all
. these simple operations, and thousands more, it is sbsolutely neces-
sary that many persons should work together, at the same time, in
the same place, and in the same way.’?

J.S. Mill saw the value of Wakefield’s theory, and made -
use of it in his.chapter * Of Co-operation, or the Combination
of Labour.’?
€ MCulloch gave as*the first and most indispensable’ of
the ‘means by which the productivé powers of labour are
increased,’ ‘Security of property’3 There is, of course, no
doubt that security of property is one of the conditions of
high productiveness of labour, M‘Culloch, as was to be ex.
pected considering the almost pre-socialist time at which he
was writing, was rather inclined to mix up security of property
with a rigid maintenance of an individualist régime; but J. 8.
Mill, in treating of ‘superior security’ as one of the causes
of the superior productiveness of land, labour, and capital,
avoids this error, understanding that there might be as much
security in a communist as in an individualist society.*

Besides co-operation and superior security, J. S. Mill
enumerated three other great causes for land, labour, and
capital being of superior productiveness'at one time than at
another, namely, * greater energy of labour,’ *superior skill
and knowledge, and ‘superiority of intelligence and trust-
worthiness in the community generally’® The first two of
these had been treated by Adam Smith in so far as they
are produced by division of labour, but t.hey are obvxously
also the result of other causes,

1 Vol. L. pp. 28, 27,

? Principles, Book L chap. viil, § 1, lcted.voLl.m).lSG, 139; Pooplel
od. p. 20

3 Principles, Part m. § il pp. 74-84.

¢ Principles, Book 1 chap. vil § 6, 1st ed. vol. l. PP 134:136; Paoples
od..pp 70, 71

IM Book 1. chep. vii. §§ 8, 4, 5, headmgunConhnh.
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In addition to all these causes of variation the produc-
tiveness of labour is also affected by changes in the magni-
tude of the accumulation of instruments of production, and
by changes in the number of persons who have to live and
work on a given area. But owing to the practice of treating
land and capital as requisites, or even agents of production,
co-ordinate with labour itself, these changes will be more
conveniently dealt with in the next two chapters,



CHAPTER 1V
THE SECOND REQUISITE OF PRODUCTION-—CAPITAR

§ 1. The Word,

THE word ‘capital, in its economic sense, has neither
more nor less to de with the French * cheptel’ and the English
“cattle’ and ‘chattels’? than it has with the ‘chapter’ of a book
of the “capital’ of a pillar. In Dr. Murray's New English
Dictipnary the articlo on the word * capital ’ is divided into
two sections, In the first of these, which-treats of the word
when used a8 an adjective, the eighth meaning is, ‘Of or
pertaining to the original funds of a trader, company, or
corporation ; -principal ; hence, serving as a basis for financi:
and other operations’ In the second section, which trea
of the adjective elliptically used as a substantive, the first
meaning given is ‘a capital letter,’ the second ‘a capital town
or city, and the third ‘a capital stock or fund.’ Under this
head we read :—

‘(a) Commerce—The stock of a company, corporation, or indi-
vidual with which they enter into business, and on which profits or
dividends are calculated; in a joint-stock pany it ista of
the total sum of the contributions of the sharehold (b.) Political
E y.—Tbr lated wealth of an individual, company, or

1 8ir H. Msine saye: ‘ There are some few facts both of etymology and of
legal classification which point to the former importance of oxen, Capitals
—kine reck d by the head—cattle—has given birth to one of the most
famous terms of law and to one of the most famous terms of political economy, |
Chattels, and Cnpltnl’ (Early Hulnry qf Inmhuwm, P 147) ; but he adduces
no evidence of any h le, kine, and capital in
the economic or commercial senss, Still more groundless is the statement of
Mr. H. D. Macleod : * The word capital comes to us from the Greek xegdAaior
a capital, or principal sum placed out at intereat’ (Principles qf Kconomical
Philosophy, 2d ed. 1879, vol. i p. 225).
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eommunity, used as & fund for carrying on fresh production ; wealth
in any form used to help in producing more wealth.’

The adjective was ‘used ellipticelly as a substantive’ in
the commercial sense, at least as early as the first half of the
seventeenth century;? but the fact that it was merely an
adjective was by no means forgotten. In 1697 Parliament
passed ‘an Act for making good the Deficiencies of several
Funds therein mentioned, and for enlarging the Capital Stock
of the Bank of England, and for raising the Public Credit.'*
Section xx, of this Actinot only shows that the adjective
‘capital,” applied to stock, could then be placed between two
other adjectives, but also shows that the plan of issuing new
capital at a <premium, or at a discount, was not then under-
stood. Before the new capital was created it was considered
necessary to compute the old at the value of the actual
property held :—

*And for the better settling and adjusting the Right and Property
of each Member of the present Corporation of the Governor and Com-
pany of the Bank of England, before any such Enlargement as afore-
said, be made thereunto ; be it further enacted by the authority afore-
said that before the Four and Twentieth Day of July One thousand six
hundred and ninety-seven, the Common, Capital, and Principal Stock.of
the said Governor and Company shall be computed and estimated by
the Principaland Interest owing to them from the King or any others,
and by Cash, or by any other Effects whereof the said Capital Stock
shall then really consist over and above the Value of the Debts which
they shall owe at the same Time for Principal or Interest to any other
Person or Persons whatsoever,’8

3 The Merchant’s Miryour; or Directions for the perfect ordering and
keeping of his Accounts, by Richard Dafforne (1635), gives among examples.
of book-keeping :—

*No. 96. To booke the capitall which cach pariner of & joint company
promiseth to bring in :—

Simon Sands promiseth into the eompmy for his stocke, . . gl 11,400
And Richard Rakes for his stocke intendeth, . . . . gl 7,800

gl. 19,200.

#8and 9 W, & M. cap. 20.

# In Thorold Rogers’ Firat Nine Years of the Bank of England, p. 89, the
‘words, ‘from the hng or any ot.hen, and by cash or by any other effects,”
are y by g of ipt, into *by the king
and by each ar any otlur effecta.’
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In Dyche and Pardon’s Dictionary (1735) the nrtlcle on
* Capital’ begins :—

1Carrran (A). Chief, head, or principal ; it relates to beveral
things, as the capital stock, in trading companies, is the fund or
quantity of money they are by their charter allowed to employ in
trade,” ’ .

§ 2. Adam Smith on the Nature and Origin of the
Capital of a Community. )

In the First Book of the Wealth of Nations we hear little
of “capital’ or “capital stock” When it is mentioned it is
not distinguished from ‘stock.’* { Now the ‘stock’ of a trader,
so far as his trade is concerned; consists, and seems always to
have consisted, of the movable goods which he holds in his
possession in the way of business.} The stock of a shopkeeper
is the wares in his shop, the ‘live’and dead stock ’.of a farmer
is his cattle, horses, and implements; and so on, Movables
shade into fixtures in rather an insensible manner, and fized
property, such as factories, houses, and other buildings, cen
scarcely be separated from the lend on which it stands;
so that the meaning of the phrasektha stock of an individual
trader, could easily bo extended soas to make it include all
the property which he holds for the purpose of his business

1 Compare with this : ¢ The Hollanders’ capital in the East Indis Com-
pany is worth above three millions.’—Petty, Several Essays in Political
Arithmetic (1699), p. 1685, The author of A4 Dizcourss of Money . . . with
Reflections on the present evil state of the Coin of this Kingdom (1696) repre-
sents hoarding as ‘s means of increasing the capital stock of mational
treasure,’ and eays: * You trade o loas if you buy from abroad and pay
more money for whad you fetch from foreigners than you receive from them
for your service and your mative fruits and manufactures., ,. ¥You are
blowing a dead cole, and take all this pains but to diminish your capital or
national stock of treasure’ (p. 198). William Richardson, in hia Bssay on
the Causes of the Declins of the Foreign Trade (1744); uses the word capital
in its commercial sense in the plural, complaining that customs duties
“lessen the capitals of our hants by keeping a great part of their stocks
* by them idle to pay the duties of the goods they import {p. 178 in Overstone’s
Tracts on Commerce). Philip Cantillon, on the other hand, uses the singular,
speaking of ‘the capital of our merchants.’—Analysis of Trade (1759), p. 160.
Richard Cantillon uaes singular and plurd (in French) indifferently.— Esaai
sur le Commerce, p. 876,

3 Boo pp- 225, 23 b, 43 3, 61 6.
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at any one time.) And when we look at the matter from a
comprehensive point of view, regarding rather the things
which are of importance to the community than those which
are only of importance to the individual, the distinction be-
tween what is held for the purpose of & man’s business and
what is held for his own immediate benefit appears rather

trivial. For example, ovens are ovens, and useful for baking,”

whether they belong to a baker or a private individual.

\As to the meaning of ‘stock’ and its synonym ° capital’
in Book 1. of the Wealth of Nations, all that can be said with
complete certainty is that it is the amount upon which the
profits of a business are calculated) In Book 11, where Adam
Smith for the first time goes int§” the question[the stock of
an individual is the whole amount of personal property, or
property other than land, which he possesses at any given
point of time, and the stock of a community is the sum of
the stocks of its individual members. The capital of an
individual is not identical with his stock, but is only that
part of it which is to afford him & revenue—that is, a re-
venue in money, or at any rate & revenue in commodities
obtained not directly but by way of exchange. The rest of
the stock is merely a reserve for ¢ immediate’ consumption,
and is not entitled to be called capital}—

f When the stock which a man possesses is no more than suffi-
cient to maintain him for a few days or a few weeks, he seldom
thinks of deriving any revenue from it. . . . But when he possesses
stock sufficient to maintain him for ths or years, he naturally
endeavours to derive a revenue from the greater part of it ; reserving .
only so much for his i diat ion as may intai him
till this revenme begins to come in Hu whole stock, therefore, is
distinguished into two parta. That part which be expects is to afford
him this revenue is called his capital. The other is that which sup-
plies his immediate consumption, and whick consists either, first, in
that portion of his whole stock which was originally reserved for this
purpose ; or secondly, in his revenue, from whatever source derived,
as it gradually comes in ; or thirdly, in such things as had been pur-
chased by either of these in former years, and which are not yet
entirely consumed, such as a stock of clothes, houaehold furnitare,
and the like’?

' BK. 1. ob. i. beginning, pp. 119 3, 120 a.

J
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&AIn other words, a man’s total stock or capital-wealth may
be divided into the part which he invests in a business in-
tended to bring in & money return and the part which he
retains for his own use, and Adam Smith chooses to call
only the first of these two parts his ‘capitall]| The stock of
John Brown, baker, is the whole of John Brown's possessions
other than land, but his capital’ is only that part of his
possessions which is employed in the bakery business;| Now.
even as regards the individual, this definition of capital gives
us rather an unsatisfactory and useless entity. In the ﬁrsb\
place, it is neithex customary nor convenient fo exclude land
from the capital of : sn, individual or company.. A factory-
Swhet Tncludes in the sum of money at which he reckons his
capital the cost or value of the land he has bought for his

" business ; and it would puzzle any one to exclude land from
the capital of a railway or dock company. In the second)
place, so long as an individual derives a benefit from the
possession of his atock, it is of little importance whether he
receives that benefit directly or first receives money which he
exchanges for it. According to Adam Smith, if & man goes
to live in his own house, which is worth £2000, instead of
cont.mumg to let it for £120 a year and hiring some other
person’s house for £120 a year, he thereby reduces his capital
by £2000. If this is so, all that can be seid is that the
magnitude of a man’s capital is not of much importance,

Not content with having made a somewhat trivial dis-
tinction in the case of the individun.l, Adam Smith, according
to his usual practice of reasoning from the individual to the
community, endeavoured to apply it, with but shght. modifi-
cation, to the case of the nation.

Before doing so, however he divided an mdmdual’s capital
into two parts : (1) * circulating capital,’ and (2) ¢ fixed capitall
These terms were probably used in his time in the ordinary
conversation of men of business very much as they are to-day,

(an individual's fixed capital being the amount of money he
bhas invested in buildings, stationary machines, and other
immovable instruments of trade, and his circulating capital
being the portion of his capital which he is in the habit of
laying out at regular intervals in the form of money, with the
expectation of seeing it come round again to him in the same
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form3 But when the words are used in this sense there is
obviously a good deal of capital which is neither fixed nor
circulating. No one who had kept himself free from the
infection of political economy would_classify a carrier’s cart
as either fixed or circulating capital.! } So in some trades the
terms might convey & useful meaning, and might between
them exhanst the whole of the capital; i others they would
not be applicablé.) The efforts of Adam Smith and his fol-
lowers were directed towards ﬁndmg definitions of the terms
which would give them a precise meaning and make. them
cover all kinds of capital

Adam Smith makes the distinction turn on the question
whether the individual obtains his profit on the capital by
keeping and using or by selling the articles of which it is
composed :—

V*There are,’ ke eays, ‘two different ways in which a capital may
be employed so as to yield a revenue or profit to its employer.,

v ¢ First, It may be emplofed in raising, manufacturing, or pur-
chasing goods, and selling them again with a profit. . . .

v ¢ Secondly, 1t may be employed in the improvement of land, in
the purchase of nseful machines and instruments of trade, or in such
like things as yield a revenue or profit wnhout changing masters or
circulating any further.’$ w

I (_If employed in_the. first way it is a circulating, and if
employed the second way it is a fixed, capital.”) Adam Smith
procesds to ‘observe that different occupatiofis require very
different proportionate amounts of fixed and circulating
capital. ‘The capital of a merchant, he assures us, ‘is alto-
gether a circulating capital. He has occasion for no machines
or instruments of trade unless his shop or warehouse be con-
sidered as such,’ and why not? The needles of a master
" tailor are, it seems, his fixed capital; but ‘ the far greater
part of the capital of all such master artificers’ as tailors,
shoemakers, weavers, ‘is circulated either in the wages of
their workmen or in the price of their materials, and repaid
with a profit by the price of the work.

?,,Th“ part of the capital of the farmer which is employed in the

"1 Malthus, Political Ecanomy, p. 263, speake of horses as * fixed capital.”
'P.120a
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instruments of agriculture is a fixed, that which is employed in the
wages and maintenance of his "labouring servants is a circulating,
capital.y He makes a profit of the one by keeping it in his own
posseasion, and of the other by parting with T} The price or value
of his labouring cattle is a fixed capital in the same manner as that
of the instruments of husbandry; their mai is a circulating
capital in the same manner as that of the labouring servants. The
farmer makes his profit by keeping the labouring cattle, and by
parting with their maintenance. Both the price and the main-
tenance of the cattle which are bought in and fattened, not for
labour but for eals, are a circulating capital. The farmer makes his
profit by parting with them. A flock of sheep or a herd of cattle
that in 8 breeding country is bought in neither for labour nor for °

aale, but in order to make 8 profit by their wool, by their milk, and .
" . by their increase, is a fixed capital. The profit is made by keeping
them. Their maint is 8 circulating capital. The profit is
made by parting with it, and it comes back with both its own profit
and the profit on the whole price of the cattle, in the price of the wool,
the milk, and the increase. The whole-value of the seed, too, is pro-
perly a fixed capital. Though it goes backwards and forwards between
the ground and the granary, it never chang ters, and theref
does not properly circulate. The farmer makes his profit not by its
sale but by its increase,’? ~ .-

' This is excgedingly, not to say excessively, ingenious,
The cost or value of your fruit-tree is fixed capital, because
you only sell the fruit and not the tree itself; but the cost
or value of your growing corn, or so much of it as will not be
kept for seed, is cireulating capital, because you sell the stalk
or straw &8s well as the fruit or grain. If you reserve part of
your grain for seed, the value of this part is fixed capital; but
if, for any reason, you sell the whole of your grain, and buy
your seed from some one else, the value of the whole of your
grain is circulating capital. i

It is curious to notice how Adam Smith, in his account of -
th&apital of an individusl, wavers between the conception
of the capital as a sum of money ‘employed,’ as he calls it, or
‘invested,’ as we should call it, in the purchase of some com-
modity, and the conception of the capital as the comnmodity
itself,} The capital is * employed in raising, manufacturing,
or purchasing goods, and selling them again with a profit,

1 Pp. 1205, 181 =
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or ‘in the improvement of land, in the purchase of useful
machines and instruments of trade’; it is ‘fixed in the .
instruments’ of & master artificer’s trade ; it is ‘the price
or value’ of a farmer’s labouring cattle and * the value of the
seed’ which he uses; in all these cases the capital is a sum
of money laid out. In other cases it is the articles obtained’
by means of this money: the goods of the merchant’ are
his circulating capital, and ‘a flock of sheep or a herd of
cattle’ is'a part of the farmer’s capital. The first conception

—that in which the eapital appears to be a sum of money—
is, of course, the popular one; in ordinary conversation, if the

- question be asked, ‘ What is the capital of such and such an
individual or company ?” every one expects the answer to be,
*So many thousand or so prany million pounds’ The capital
of an individual is the number of pounds his property is sup-
posed to be worth; the capital of a company is the sum of
money which has been nominally, but not necessarily actually,
invested in the business by the shareholders, The second
conception, that in which, the capital appears as the actual
property possessed by the individual, is the more appropriate-
to the purposes of economic inquiry, and when Adam Smith

-proceeds to consider the capital of the community he keeps it

rxery steadily before him,

. In discussing. the_division of the stock of & community

dam Smith does not, ss in the case of the individual, first
divide it into the reserve for consumption and the capital,
and then subdivide the capital into the fixed and the cireu-
lating capital, bu@jvides the whole stock at once into three
portions:: (i.) the reserve for consumption, (ii.) the fixed capital,
and (iii.) the circulating capital.

(i) The reserve for consumption consists of the ‘stock of
food, clothes, household furniture, etc.,, which have been
purchased by their proper consumers, but which are not
yet entirely consumed,’” and also of “the whole stock of mere
dwelling-houses’ ‘ subsisting at any one time.'
~ (i) The fixed capital consists chiefly of (1) ‘useful machines
and instruments of trade’; (2) ‘ profitable buildings which are
the means of procuring a revenue, not only to their proprietor

‘P.12la.
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who lets them for a rent, but to the person who possesses
them and pays that rent for them’; (3) ‘improvements of
land’; and (4) ‘the acquired and useful abilities of all the .
inhabitants or members of the society.’ a
wAiii) The circulating capital consists of (1) money; (2)
provisions in the possession of sellers; (3) materials and un-
finished goods in the possession of makers; and (4) finished
goods in the possession of makers, merchants, or retailers.*
Adam Smith had begun by assuming that primd facie,
or as he expresses it, ‘ naturally,’ the community’s stock might -
be expected to divide itself into the same three portions as an
individual's stock, each part doubtless consisting of the sum.
“of the corresponding parts of individual's capitels. The
characteristic of the first part is, he says, that it affords no
revenue or profit, the characteristic of the second part is that
it affords a revenue without circulating or changing masters,
and the characteristic of thé third part is that it affords a
revenue only by circulating or changing masters. Now, as
regards the community, the distinction between stock which
brings in a revenue in money to its owner, and stock which -
brings in immediate Benefits, is even more trivial than it is
83 regards the individual. There may be some slight reason
for distinguishing the stock of John Brown, baker, into stock
invested in the bakery business and other stock, since, in all
probability, the stock invested in the business is the only part
of which John Brown keeps any accurate accounts; the rest
of the stock will be cared for on rule of thumb principles by
Mrs, Brown. But to the community in general the distinction
can in itself be of no importance,. Whether a thing brings
in & money revenue to its owner or not, depends on the pre-
valence of exchange. Thus, where people live in their own
- houses and bake their own bread, ovens bring in no money
revenue to their owners; when division of labour and
exchange is carried so far that people buy their bread from
8 baker, some ovens begin to yield a money revenue, The
advantage which the community obtains from the possession
of ovens, is of exactly the same nature as before. Having
some inkling of this, Adam Smith, while he says that the

1 Pp. 121, 122,
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general stock of any country or society is the same with that
of ell its inhabitants, is not prepared in Book It chapter i,
to assemxhe.cnpgtal of a country.is.exactly the same
with that of all of its inhabitants! [In order that & thing may
form part of the capital of a country, it must, he thinks,
not only bring in a money revenue to its owner, but also
bring in a real revenue to the community - The real revenue
of the community he always, at-least-in-the.
we bave.already-seem? imagines to consist solely of f.a.nglble
objects, Consequently he excludes from the capital of the
community everything which does not appear to him to yield
a revenue consisting of such objects, It is nothing to him
that houses, clothes, and furniture yield shelter, warmth, and
comfort; they yield no tangible objects and no real revenue.
If the owners of such things receive a money revenue from
them, that money revenue is ‘ paid out of some other revenue,®
and therefore they are not part of the capital of the country]
Innumerable fallacies have lurked under propositions to
the effect that the incomes of one set of persons are *paid out
of’ those of another set. The truth is that the real incomes
- consist of what is bought with money. The ‘money’ which
# man pays as the rent of his house is not his real income or
revenue; his real income or revenue is the comfort of living
in the house. This is not paid out of any other revenue; the
money he pays is doubtless derived from some other source,
but this is the case with all his payments. The man’s house
rent is paid out of the money he derives from his labour or
from his property, but so is his butcher’s bill. His land-
lord’s income is as real an income as that of his butchers
‘The house itself; says Adam Smith, by way of clinching his
argument, “‘can produce nothing’® If this is to prove his
case, the things which do constitute the capital and bring in
1 In chap. fil., however (p. 140 b), he speaks of *the capital of a society’
a8 being * the same with that of all the individuals who compose it.”
3 Above, p. 24 i 3P 121 a
¢ Of course the total received by the landlord is not entirely his money
income any mare than the total received by the butcher is entirely his money
income ; in both cases the money income Is only the profits, the amounts
wlnch the- Ilndlord snd the butcher oould, if they cbou, lpend upon the
and of life withont their pro.
perty, and the real income is what they lcnul]y do buy with these amonnts
of money. $P. 12l a
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8 real revenue, ought all to produce something, but how a
shop or a warehouse can be any more capable of producing
something than a house, it is impossible to conceive; Adam
Smith does no more than suggest that they do so because
*they are a sort of instruments of trade,’ and instrufnents of
trade facilitate'and abridge labour.’? In order to show that -
money, provisions, and materials produce something, he is
reduced to insinuating that they do so because the most
useful machines and instruments of trade will producenothing
without them? That the revenue which the owmers of all
the articles comprised in the capital of the country derive
from them is not, just as much as the rent of houses, *paid
out of some other revenue, he mekes no attempt to show,
except in the case of “ profitable buildings,’ and, with regard to
them, he only says that they are a means of procuring a
revenue to their tenants as well as to their owners? His
meaning probably is that the tenants pay the rent out of their
gross receipts, and not out of their net receipts or income.
This, no doubt, is true, but it only carries the matter one step
further back: the rent of a grocer's shop does not come out
of the grocer's money revenue or income, but it does come
out of the money revenues or incomes of his customers, just
as much as the rent of a dwelling-house comes out of the
money income of the occupier. { 1f whether a thing is part of
the capital of a country or not is to be decided by the answer
to the question whether the payments made for the use of it
sre drawn immediately from the payer’s gross receipts or from+
his income, a dwelling-house let to a lodging-house keeper-
would form part of the capital of the country, in spite of
its inability to produce anything, and in spite of its exact
similarity to another house let to a private individual}

{ Adam Smith’s division of the stock of a society into the -
part from which it derives a revenue and the part from
which it does not derive a revenue is, in short, perfectly
indefensible. The society derives a real revenue consisting of
‘necessaries, conveniences, and amusements’ from the whole
of its stock.) According to Book Ir chap. i of the Wealth of
Nations, the commodities stored in the shop of a dealer
yield a revenue to the community, while the very same

1P 1215 . TP, 122 YRS
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commodities, when sold to their final user or consumer, yield
no revenue; a carriage, for instance, yields a revenue, and
perhaps even ‘produces something,’ so long as it is standing
idle in the coachmaker’s shop, but ceases to yield a revenue
the moment it is sold and taken into use. A house yields &
revenue so long s it remains in the hands of the builder,
, finished or unfinished, but shen it is sold and inhabited, it
; ceases to yield a revenue, fbh would even appear that if the
builder built the house With the intention of letting it, it
- would yield a revenue so long as he failed to find a tenant,
' and cease to yield a revenue when ‘he found & tenant and

began to receive a rentﬁ()
Statisticians, who Have to do with concrete things, have
. never attempted to divide the nation’s property at a given
point of time into its land, its capital, and its stock for
immediate consumption. Andrew Hooke, in his Essay on the
National Debt. and National Capital (1750), takes the
national capital to consist of (1) ‘cash, stock, or coin, (2)
¢ personal stock,’ or ‘ wrought plate and bullion, jewels, rings,
furniture, apparel, shipping, stock in trade, stock for consump-
tion, and live stock of cattle, and (3) ‘land stock’ or land
capital, ‘the value of all the lands in the kingdom."! Sir R.
Giffen, in his Growth of Capital (1889), a hundred and forty
years later, understands the national capital in the same sense.
g But not content with excluding a part of the stock of the
nation from its capital, Adam Smith very frequently forgets
that the nation’s capital is at least a part of its stock Travers
" Twiss thought that he did not very clearly conceive the stock
of an individual or community as an asccumulation or amount
existing at & given moment, since he includes in a‘mans
stock reserved for immediate consumption, ‘his revenue,
from whatever source derived, as it gradually comes in” As
Twiss observes, ‘ Revenue as it gradually comes in is incoming
produce; stock is accumulated produce’? A man's stock is
x pounds at a given point of time, while his revenue or income
is z pounds per annum. An income of £1000 a year cannot
possibly be added into & man’s stock. But it is quite possible

" 3 Pp. 4, 5, 13, et passim, ~
® View of the Progress of Political Bcomomy in Europe since the Sizteenth
. Century, 1847, p. 186,
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- and surely far more probable, that Adam Smith meant by
his ‘revenue as it gradually comes in,’ merely so much of his
revenue—money revenue—as he happens to have in hand at
any given moment. [ A man’s income cannot be part of his
stock, but his last half-year's’dividends lying unspent, cer-
tainly are for the time being a part of his stock. It is, accord-
ingly, justifiable to assume that the capital of a country, being
a part of its stock, should always in Adam Smith, as in

ordinery language, be an accumulated amount, and not a
periodical or recurrent receipt or expense. It should be so
much at such and such & day and hour, and not so much a
week, or so much a menth, or so much a year}

It is not, however, slways so_conceived by Adam Smith,
In the sixth paragraph of the ‘Introduction and Plan,’ as we
have seen! he says that the Second Book shows that ‘the
number of useful and productive labourers is everywhere in
proportion to the quantity of capital stock which is employed
in setting them to work, and to the particular way in which
it is so employed’ A part of what is intended as the ‘proof
of this proposition is contained in the third chapter, ‘ Of the
accumulation of eapital, or of productive and unproductive
labour, and in that chapter the capital which determines the
number of productive labourers is looked on as a part of
the annual produce instead of, or as well a.s, a part of the
accumulated stock —

¢Though,’ says Adam Smith, ¢ the whole annual producs of the land
and labour of every country is, no doubt, ultimately destined for
supplying the ption of its inhabitants and for procuring a
revenue to them, yet when it first comes either from the ground or
from the hands of the productive labourers, it naturally divides itself
into two parts. One of them, and frequently the largeat, is, in the
ﬁmt place, destined for replacing a capital, or for renewing the pro-
terials, and finished work which had been withdrawn from

s mpxta.! the other for constituting a revenue either to the owner of
this capital, as the profit of his stock, or to some other person as the
rent of his land. , Thus, of the produce of land, one part replaces the
capital of the farmer; the other pays his profit and the rent of the
landlord, and thus a both to the owner of this
capital o8 the profits of his stock and to some other person as the rent

1 Above, p. 87,
B
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of his land. Of the producs of a great manufactory, in the same
manner, one part, and that part always the largest, replaces the
capital of the undertaker of the work; the other pays his profit, and
thus constitutes a revenue to the owner of this capital.'}

The first part, that which is destined for replacing a
capital, “ never is immediately employed to maintain any but
productive hands,’ since

¢ Whatever part of his stock & man employs as a capital, he always
expects it to be replaced to him with a profit. He employs it, there-
fore, in maintaining productive hands only ; and after having served
in the function of a capital to him, it constitutes & revenue to them.’

The second part of the produce, ‘that which is imme-
diately destined for constituting a revenue either as profits
or as rent, may maintain indifferently either productive or
. unproductive hands’ It seems, ‘however, to have some
predilection for the latter’ :—

¢The proportion, therefore, bet the productive and unpro-
ductive hands depends very much in every country upon the propor-
tion between that part of the annual produce which, as soon as it
comes either from the ground or from the hands of the productive
labourers, is destined for replacing 8 capital, and that which is

- destined for constituting & revenue either as rent or as profit.’?

In this passage, instead of the absolute number of pro-
ductive hands, we find ourselves investigating the proportion
between the number of productive and the number of unpro-
ductive hands. But here, as in the ‘Introduction and Plan,
Adam Smith mixes up proportion and absolute magnitude,
as well as ‘unproductive’ labour and idleness, in the most
inextricable confusion. After giving some most unconvincing
historical examples of the way in which the proportion
between the two parts of the produce ‘necessarily deter-
mines in every country the general character of the inhabi-
tants as to industry or idleness,’® he concludes:— .

*The proportion between eapital and revenue, therefore, seemns
everywhere to regulate the proportion bet y and idl
‘Wherever capital predominates, industry prevails ; wherever revenue,
idleness. Every increase or diminution of capital, therefors, naturally

1P Uya BEEES RV 1Y s P, 185
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’ tends to inorease or diminish the real quantity of industry, the number
of productive hands.’?

Here he not only confuses the proportion which the first
part of produce bears to the second with its absolute magni-
tude? but identifies that part of the annual produce ‘which
is destined for replacing a capital” with the capital itself, [He
thus makes the capital of the country a part of its annual
produce instead of a part of its stock ; it becomes a thing
which must be said to be worth so much per annum instead

_of so much at a point of time]) As a matter of fact, the
capital of England, even understood in the restricted sense
attributed to it by Adam Smith in Book 1. Chapter i, must
be thres times as great as the whole annual produce, and a
paxt can scarcely be three times greater than the whole.

The confusion which prevailed-on this subject in Adam
Smith’s mind was probably increased by some imperfect
understanding or partial adoption of the physiocrat theory
of avances primitives (original capital) and avances annuelles
(annual working experses), but{jts origin is to be found in the
fact that the capital of a business is commonly conceived as
the amount on which profits are earned, and profits are in
soms cases ealculated as & percentage on two entirely different
things, When a man “ makes a profit’ of ten per cent in any
business, this means that he makes an annual gain equal in
value to one-tenth of the sum which is invested in his busi-

" ness, that is to say, the value of his plant, machinery, and

. other stock-in-trade at any one time. But when a man makes

& profit of ten per cent on any given transactien, this merely

means that be has made a gain equal to one-tenth of the
sum he expended with an immediate view to that particular

transaction?d It is difficult to express the distinction in a

manner free from all objection, but an example will make it
'P. 149 a.
% That the proportion between part i. and part ii. determinea the propor-
tion between industry and idleness does not prove that increase of part i, will
industry, b {a) part ii. may increass still more than
part i, 80 that the proportion which part i bears to pars il. will diminish,
and (b) the number of persons among whom industry and idleness is to be
shared may diminish.
3 Asan 9umpla. the following extmct from & prospectus may be given 1=
*We have ined the to the Consig of Bacon from
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perfectly clear. The same shopkeeper may be said to make a
profit of 20 per cent, and also to make a profit of 50 per cent,
In the first case, what is meant is that he makes 20 per cent
on the amount he has spent in setting up shop and getting
together a stock of goods; in the second case, what is meant
is merely that he sells his goods for 50 per cent more than
he gives for them, If the amount of his annual gain is
£200, and the expense of setting up shop £1000, this is ‘a
profit of 20 per cent’ [on his capital]l. If the amount of his
annual gain is still £200, and the amount he has expended in
buying goods in the year is £400, this is also a profit of 50 per
cent [on his annual outlay in purchases]. The two sums on
which these profits are calculated have nothing to do with
sach other. The £1000 is the capital invested in the busi-
ngss, and the £400 is merely a part of the annual working
expenses, . Adam Smith, however, was in the habit of con-
founding the two. Considering the origin of the term ‘capital,’
and the signification which it now bears in ordinary language,
no one can doubt that the ‘capital’ of our imaginary shop-
keeper must always have meant to persons versed in accounts
the £1000, and not the £400. But in the very first place in
Book 1.1 of the Wealth of Nations where he uses the word
‘capital, Adam Smith calculates the ‘annual profits of
manufacturing stock’ as a percentage on a sum called by
him ‘the capital annually employed,’ which corresponds to
‘our shopkeeper's £400, and not to his £1000:—

‘Let us suppose,” he says, ¢ for example, that in some particular
Pplace where the common annunal profits of manufecturing stock are
10 per cent, there are two different manufactures, in each of which
20 workmen are employed at the rate of £15 a year, or at the ex-
pense of £300 a year in each manufactory. Let us suppose, too, that
the coarse materials annually wrought up in the one cost only £700,
while the finer materials in the other cost £7000. The eapital
annually employed in the one will in this case amount only to £1000,
whereas that employed in the other will amount to £7300. At the

Rasnia fn Pebruary last, and find that the profit on the sale thereof amounts
to 42 per cent upon the cost price, after deducting cost of freight, commission,
and incidental charges. —HERMAN- Lyscamr axp Co.’ ~

3 ¢Capital stock’ is spoken of in the ¢ Introduction and Plan,’ bub that
was donbtless written after Book L
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rate of 10 per cent, therefore, the undertaker of the one will expect
& yearly profit of about £100 only s while that of the other will
" expect about £730."t

Hers the real capital of the undertakers, their factories,
their machinery, and the stocks of goods-and materials in
their hands at one time, is left out of account altogether, and
‘the common annual profits of manufacturing stock’ are
calculated on what Adam Smith calls ‘the capital annually
employed,” which would now in muost cases be called the
annual working expenses? .

Immediately afterwards Adam Smith remarks that, i the
progress of the manufacture of an article, i

¢ gvery Eubseq profit is g than the foregoing; b

the capital from whlch it is derived must nlwayl be greater The
capital which employs the , for , must be greater then
that which employs the b 1t not only replaces that

capital with its pmﬁu but | pays, bemdes, the wages of the weavers.”?

He evidently imagines that ‘the capital which employs
the weavers must be greater than that which empluys the
spinners’ because thread is worth more than the material
out of which it is spun. But this fact could not possibly be
supposed to prove that the true capital invested in weaving,
the machinery and stock-in-trade of the master-weavers, is
greater than the true capital invested in epinning, the ma-
chinery and stock-in-trade of the master-spinners, while it
might very well be supposed to prove that the amount
annually spent in employing one-weaver (that is, in paying his
wages and supplying him with thread) is greater than the
amount annually spent in employing one spinner (that is, in
paying his wages and supplying him with his matenal).

3 Bk. 1. ch. vi. p. 22 b. . .

 The example i the more atriking b $he confusion 1 mkmg
expenses and capital leeds Adam Smith to make & statement which ia ob-
viously oontrary to fast. It is not true that ¢ the undertaker of the one wilt
expect & yearly profit of about £100 only; while that of the other will
expect about £730," unless, of course, the true capital invested in the one
business is £1000 and tlie true capital invested in the other £7300, which is
not said by Adam Smith to be the case, snd, considering the facts etated by
him, seems wildly finprobable. Unless the ci of the two under-
takeors are very exoeptional, the probability is that their true capitals (and
oonsequently their true profita) will not be nearly so different in magnitnde as
£1000 and £7300. $P.23b
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These instances, it may be objected, are removed by a
considerable distance from Book 11. Chapter iii. But in that
very chepter Adam Smith calculates the current rate of
interest as a percentage on a part of the annual produce or
expenditure, instead of on the true capital. Being desirous
of showing that

-‘that part of the annual produce, therefore, which, as soon as it
:omes either from the ground or from the hands of the productive
[sb , i8 destined for replacing & capital, is not only much greater
in rich than in poor countries, but\ bears & much greater proportion to
that which is immediately destined for constituting & revenue either
s rent or as profit,’!

he first proves, or rather alleges that “in the progress of
improvement, rent, though it increases in proportion to the
extent, diminishes in proportion to the produce, of the land,’
and then, in order to show that profit similarly diminishes in
proportion to the produce, says :— .

¢In the opulent countries of Europe, great capitals are at present
employed in trade and factu In the ancient state, the little
trade that was stirring, and the fow homely and coarse manufactures
that were carried on, required but very small capitals. These, how-
ever, must have yielded very large profita,. The rate of interest war
nowhere less than ten per cent, and their profita must have been
sufficient to afford this great interest. At present, the rate of interest
in the improved parts of Europe is nowhere higher than six per cent,
and in some of the most improved it is so low as four, three, and
two per cent. Though that part of the revenue of the inhabitants
which is derived from the profits of stock is always much greater in
-rich than in poor countries, it is because the stock is much greater;
in proportion to the stock, the profits are generally much less.’*

Here it is obviously assumed that a decline in the rate of
interest or profit, though of course consistent with an increase
in the total or aggregate absolute amount of profits, is
necessarily accompanied by (or identical with) a decline in
the proportion which the total of profits bears to the total of
produce. But as a matter of fact, the rate of profit on the
true capital of & country tells nothing about the proportion
of the produce which falls to the share of profit, unless both

‘P18 . 'R.Msa
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the amount, of the capital and the amount of the produce are
given quantities, which is not here the case. Three per cent
on & capital of @ may be a greater or less proportion of &
produce b than ten per cent on a capital of ¢ wes.of a produce
d. Threo per cent on a capital of ten thousand millions may
_even be a greater proportion of a produce z than ten per
cent on a capital of two thousand millions was of a produce
y.[We must conclude, then, that Adam Smith was calculating’
the rate’of interest, not as a rate on the true capital, but as a
rate on the capital considered as- that portion of the annual
produce which is neitker rent nor profitd 0
‘But,’ it may be urged, ‘ Adam Smith immediately goes sl
on to teach that capitals are increased by parsimony, and that"T
“whatever industry might acquire, if parsimony did not sa.ve""
and store up, the capital would never be the greater.”! This
surely shows that he considered the capital to be not a part
of incoming produce, so much a week, or so much a year, but
stored up produce, so much on January 1st, or September
80th, 1772, for instance” Unfortunately for this objection,
Adam Simnith’s notion of the manner itx which parsimony
saves and stores up is quite consistent with what is saved and
stored up being a part of incoming produce, and quite incon-
sistent with its being in reality accumulated. Not only.the
part of a community’s stock to which Adam Smith in Book 1.
Chapter i gave the name of capital, but the whole of its stock
is saved and stored up. { The existence of a stock of the pro-
duce of past labour in a céuntry is clearly dus, not only to
the things having been produced, but also to their not having
been consumed. If consumption had always equalled pro-
duction, no such stock could exist. If at the end of any
given period, all that had been produced during that period
had been consumed, the stock could not have been increased
during that period. The existing stock of houses, furniture
and clothes, to which Adam Smith denies the name of capital,
is just as much a part of the surplus of production over
consumption, and, therefore, the result of saving, as the stock
of warehouses, machinery, and provisions, to which he grants
the name of capital) It is true that an individual does not
usually regard what he spends upon books and clothes as
3P 140 b
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saved and added to his capital- In the case of clothes he is
right, because when he has once acquired a stock of clothes,
which probably bappened when he was a minor, all he has to
do is to keep up that stock, and the maintenance of a stock is
not the same as the increase of a stock. But when a man
accumulates a library of books, he is obviously saving and _
investing money; the investment may be a good or a bad
one, but so may any investment. In regard to the accumu-
lation of houses, which, according to Adam Smith, are not
part of the community’s capital, no one ever thinks of doubt-
ing the necessity of saving, and houses only differ from
furniture, books, and such like things, because they constitute
5o large a portion of the value of men’s property that definite
accounts are kept in relation to them. When, then, we find
Adam Smith only teaching that the capital’ of a country is
the result of saving,! we naturally begin to-suspect that he
- must mean by saving, something different from what we now
mean by it, and this is indeed the case, When we say a
thing has been ‘saved,’ we mean that it has been produced,
and not (yet, at any rate) consumed. The things the British
- nation has saved are its whole present stock of geods acquired
by industry. But according to Adam Smith, what is saved
is consumed..

'L What is annun.lly saved i as regularly consumed as what is
annually spent, and nearly in the same time too ; but it is consumed
by a different set of people.] That portion of his revenne which a rich
man annually spends, is in most cases consumed by idle guests and
menial servants, who leave nothing behind them in return for their
consumption. tThat portion which he annually saves, as, for the sake
of the profit, it is inmediately employed as & capital, is consumed in
the same manner, snd nearly in the same time too, but by a different
eet of people ; by lab , and artifi who repro-
duce with a profit the value of their annnal iong] His
we shall suppose, is-paid to him in money. Had he npent the whole,
the food, clothing, and Jodging, which the whole could have purchased,
would have been distributed among the former set of people. By
saving & part of it, a8 that part is, for the sake of the profit, im-
mediately employed as a capital, either by himself or by some other
person, the food, clothing, and lodging, which msy be purchased with
) “;:'hatevar a person saves from his revenue he adds to bie capital,’
p- 1
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it, are neceasarily reserved fir the latter, The wumpﬁon is the
ssme, bat the consumers are different.’?

_ In the chapter ‘Of Money,’ Adam Smith had explmned
_clearly enough that the real revenue of individuals and
societies consists not of the money or metal pieces at which
it is valued, but of the things which are bought with those
metal pieces. In accordance with this view of the subject, if ,
we were asked, what was the difference between the part of .
the rich man’s revenue represented by the £800 which he
‘spent’ last year, and that represented by the £200 which he
‘saved,’ we should say that the £800 which he spent, repre-
sents certain things, such as the food, the fuel, the shelter,
the maintenance of furniture and clothes, and the menial
service, which he consumed or gave to his friends to con-
sume; and the £200 represents certain other things, such as
a fow foet of the Manchester Ship Canal, or a portion of
_Waterworks in Argentina, which he has acquired, and which-
%¥neither he nor any one else has consumed. But in Adam
¥ Sroith’s argument just quoted{it is not the new “canal o the
new waterworks® which are said to be saved, but *the food,
clothing, and lodging,'3-consumed by the productive labourers
who produce them. ‘What is annually saved,’ is thus made
to signify, not the aunual additions to the stock of the com-
munity, the surplus of production over consumption, but the
wages of productive labourers] Whether it means the wages”

1P 149 b

* Of course it frequently Imppm that the * rich man’ does not invest in’
new euﬁerpnm, but buys shares in old opes. The annual savings of the
community in any particular year, , do not altogether belong to
the persons who have saved dnru:g that yonr, but partly to others who have
exchanged old property fornew. The savers determine the amount of the
snnual addition to the commuuity’s capital, but they have abdisated, to &
grest extent, the office of determining what form the addition shall take.

3 How does the inclusion of ‘lodging’ in ¢what is employed as a capital?
it in with Adam Smith's theory that houzes are not part of & country’s
capital, and produce nothing?

¢ Adam Smith imagined that labour employed for a money profit is all

¢ productive * Iabour, labour which ¢ fixes and realises itself in a particular
subject or vendible commodity.’ He forgot enmtirely that an employer's
profit can be made by employing labourers whou work ‘pamhu in the very
instant of ita performance,’ just as well as by

The profits, for example, of the hotel-keeper and lho bair-dresser are obtained
_ by employing ‘ menial servants.’ -
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of all productive labourers or only the wages of those who
are employed in producing the additions to the capital, it is
not necessary to decide. In either case, it is plain that Adam
Smith does not mean by ‘saving’ what we mean by it. His
‘gavings, instead of being accumulationg or_ stores of the
roduce of past labour, are a part of the annual produce and
annual consumption. When he wishes to show that in spite
of "all prodigality and misconduet the capital of England has
increased, does he take the course which would be obvious to
any one who understood the capital to be an accumulation of
goods? Does he say the land of England has been improved,
the farm-houses and other buildings have increased and grown
better in quality, the cattle, sheep, and horses are- more
numerous and finer? By no means. He says that incresse
of capital is ‘almost always’ necessary for increase of pro-
duce,! and sets himself to prove that the annual produce has
increased, and even then he does not exactly arrive at the
conclusion that the capital has increased, but only that the
capital annually employed ' has increased :—
¢Though the profusion of gov t must undoubtedly have
retarded the natural progress of England towards wealth and improve-
ment, it has not been able to stop it. The annual produce of its land-
end labour is undoubtedly much greater at present than it was either
at the restoration or the revoluti The capital, therefore, annually
employed in cultivating this land, and in maintsining this Iabour,
must likewise be much greater.’ * '

Now, if the capital of a country, or what seems in Book 11
Chapter iii. of the Wealth of Nations to be much the same
thing, ¢ the eapital annually employed,’ is to be, sometimes at
any rate, considered as a part of its periodical produce, the
question naturally arises, what part 7 In Book 1r. Chapter ii.
it is apparently that part of produce which is not * revenue,
and for the purpose in hand ‘revenue’ seems to cobsist
entirely of rent and profit. The “capital,’ then, or the part
of produce which in the course of a year “replaces a capital,
is that part of the annual produce which is neither rent nor
profit. But in Book 1, and indeed at the beginning of
Chapter ii. of Book 11, that part of the annual produce which
is noither rent nor profit is wages. The ‘capital, then, of

1P 1520 * P. 1535,
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Book 11. Chapter iii. and the wages paid in a year ought to be
identical. But if this were so, it could scarcely have escaped
the attention of Adam Smith himself; moreover, there seem
- to be included in the capital of Book 11. Chepter iii. things -
which are evidently not thought of as constituting wages,
namely, *materials’ The explanation of the discrepancy .
must lie in an smbiguity of the word ‘produce’ When
following his earlier or British train of thought, Adam Smith
makes ‘ produce’ exactly the same thing as ‘revenue,’ or
what we call *income’; it is the necessaries, conveniences,
and amusements which men actually enjoy plus any objects
which they may add to their accumulated stock or capital.
But when following his later or physiocrat -train of thought,
as in Book 1. Chapter iii.,, he looks on the produce of a country
a3 a mass of material objects. We have already observed
that the income or revenue of & community includes many
things which are not material objects! It is also the case
that many of the material objects which are produced cannot
possibly be regarded as parts of the income of the com-
munity. Nothing strikes the ordinary mind as better entitled
to be called produce than wheat. But it is not wheat but
“bread and other things made of flour that reach the consumer
and constitute a part of his revenue or income, The amount
spent by the consumers on bread is supposed to be about
double the value of the wheat after it has been harvested
and threshed. If, then, we were making up a computation of
national income by adding together products, instead of by
the usual and_simple method of adding individual incomes,*
wo should have to leave wheat out of account sltogether. If
we took wheat alone as the income, we should under-estimate
the item in question by 50 per cent; if we took both wheat
and bread as the income, we should over-estimate the item by
50 per cent. So when *produce’ is taken as equivalent to
revenue or income, we must understand by iv only ultimate
produce, no intermediate products being taken into account.
Adam Smith was probably groping for this truth when he
made the distinction between gross and net revenue, which
i8 to be found in the opening paragraphs of the second
chapter of Book 11, :— -
1 Above, pp. 18-31
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¢The gross revenue of all the inhabitants of a great country com-
. prehends. the whole annual produce of their land and labour; the -
net revenue, what remains free to them after deducting the expense
of maintaining, first, their fixed, and secondly, their circulating,
capital, or what, without encrosching upon their capital, they can
place in their stock reserved for immediate consumption, or spend
upon their subsist conveniencies, or amusements,
¢ The whole expense of maintaining the fixed capital must evi-
dently be excluded from the net revenue of the society, Neither
the materials necessary for supporting their useful machines and
instraments of trade, their profitable buildings, ete., nor the produce
of the labour -y for fashioning those materials into the proper
form, can ever make any part of it.’1 '

The materials fashioned into proper form which * support’
useful machines and instruments of trade are clearly inter-
mediate, not ultimate, products, Such things as new tyres
for wheels, machine-oil, and coal used in steam-engines form
part of nobody’s income. '

Very possibly when Adam Smith divided the total pro-
duce into wages, profits, and rent, he was thinking of his ‘net
produce,’ and wheén he divided produce into profits, rent, and
the part of produce destined for replacing a capital, he was
thinking of his gross produce’ But this does not make it
much easier to say what the part of produce destined for
replacing a capital is, for Adam Smith’s gross revenue or
gross produce is a mere chimera. It is impossible to form
any conception of the aggregate of products, intermediate
and ultimate, all jumbled together. We cannot think of a
country’s annual produce as consisting of z qrs. of wheat + ¥
sacks of flour + 2 lbs, of bread. We cannot make an aggre-
gate of the coal, iron, oil, cotton, and other things used to
make a calico shirt, and add them to the shirt itself Adam
Smith was misled by the fact that an individual carrying on
a business has a gross revenue, or, a8 we should say, gross
receipts, consisting of two parts, one of which replaces his
capital, or, as we should say, pays his working expenses,

.while the other constitutes his profits. This, of course, does
not show that the world in general has similar gross receipts
divisible into what replaces & capital on the one hand and

1P. 124 a
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what eonstitutes profits on the other. To add together the
gross receipts of every separate business would bring out &
ridiculous total the amount of which would depend chiefly
on the pumber of different owners into whose possession pro-
ducts pass successively on their way to the consumer. Of -
what use could it be to add together the gross receipts of
the taflor, the weaver, and the spinner, or those of the baker,
the miller, and the farmer ? .

On the whole, the probabﬂxty seems to be that the part
of produce which is called: ‘ capital’ in Book 1, Chapter iii.
is much the same thing as the last three parf.s—-‘ provisions,
materials, and finished work *—of the * circulating capital’ of
Chapter i )

_ But how can a particular part of the year's produce be
the same thing as a particular part of the accumulated stock ?
The answer is that Adam Smith had evidently imbued him-
self with the physiocratic idea of * reproduction,’ and that the
difference between the daily or annual produce and the stock
of articles which are supposed to be daily or annually repro-
duced is, if the time when thé stock is largest be selected,
nil. If a reservoir be filled every night and emptied every
day, the stock of water in that reservoir at 6 A.x. will obvi-
ously be also the amount of daily supply. Similarly if wheat
were all harvested -on August 31, and no less than the pre-
vious year's supply were ever consumed in the year, the stock
on the evening of August 31 would be the same thing.as the
year's supply of wheat. So, if the whole stock of provisions,
materials, and finished work be supposed to be consumed
and reproduced, or to be ‘ turned over’ or ‘circulated, in &
given period, it becomes much the same thing as the part’ of
the produce which during that period replaces the stock; the
produce of one period becomes the stock out of which the
wants of the next period are supplied. Adam Smith says
that of the four parts of which the circulating eapital consists,

¢ three, provmons, materials, and finished work, are either annually
orina longer or shorter period regularly withdrawn from it, and
placed either in the fixed capital or in the utock reserved for imme-
diate consumption, . . .

*Bo great a part of the circnlating capm.l being continually with-
drawn from it in order to be placed in the other two branches of the
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general stock of the society, it must in its turn require continual sup-

plies, without which it would soon cease to exist. These supplies are

principally drawn from three sources, the produce of land, of mines,

and of fisheries, . ., .

¢ Land, mines, and fisheries require all both a fixed and circulating
capital to cultivate them ; and their produce replaces with & profit,
not only those capitals, but all the others in the society. Thus the
farmer znnually replaces to the manufacturer the provisions which he
had consumed and the materials which he had wrought up the year
before ; and the manufacturer replaces to the farmer the finished
work which he had wasted and worn out in the same time, This is
the real exchange that is annually made between those two orders of
people,’ )

} Though the passage begins with the admission that some
-of the provisions, materials, and finished work are consumed
and reproduced in a longer and others in a shorter period

- than a year, the tendency of the whole is to suggest that, at
any rate roughly speaking, the whole stock of provisions,
maerials, and finished -goods is turned over or circulated
once & year, so that the annual produce of them and the
stock of them are equal. The evidence afforded by the tone
of the passage that this was the idealatent in Adam Smith’s
mind receives strong corroboration from the second reason
he gives for treating the stock of money as a sort of fixed
capital :—

¢ As the machines and instraments oi trade, ete., which compose
the fixed capital either of an individual or of a society make no part
either of the gross or of the met revenue of either, s0 money, by
means of which the whole revenue of the society is regularly dis-
tributed among all its different members, makes itself no part of that
revenue.” -

By this he implies, of course, that the other three parts
of the circulating capxtal do make a part of the society’s
revenue.

“The g great wheel of circulation,’ he proceeds, ‘is altogether dif-
ferent from the goods which are circulated by means of it  The
revenne of the society consists altogether in those goods, and not
in the wheel which circulates them. In computing either the gross
or the neb revenue of any society, we must always, from their whole

1 Pp 122, 123 66
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annual circulation of money and goods, dednct the whols value of tho
money, of which not s single farthing can ever make any part of
either.’ ¥
If ke had quite clearly conceived the revenue as a periodi-
cal produce, and not as a ‘circulation, he would surely have
had no need of this proposition, which he expects to appear
doubtful or paradoxical’ The stock of money is perfectly
obviously not part of the annual produce of the labour of -
a nation, Moreover, it is quite impossible to give any intelli-
gible meaning to the process of deducting the whole value of
the money from ‘the whole annual circulation of money
. and goods, unless * the whole annual circulation of money and
goods’ means the stock of provisions, materials, and finished
goods considered as an annual produce, together with the
stock of money. It cannot mean the aggregate price of all
the things bought and sold in the year, for, if the whole stock
of money were deducted from this total, the amount remain-
ing would still have nothing to do with the gross or net
revenye; and if the whole amount of money paid for all the
things sold were deducted, the amount left would obviously
be mil. It cannot mean the aggregate auwnual produce,
because there is no reason for subtracting the stock of money
from the annual produce; and if the money peid for the
produce, or its money value, were deducted from it, the re-
mainder would again be nil. We are driven, therefore, to
conclude that *the whole annual circulation of money and
goods * means nothing more or less than the whole circulating
capital, of which the last three parts, the stocks of provisions,
materials, and finished goods, are taken to be annually con-
sumed and reproduced, so that their ‘ annual circulation,’ or
the amount of them annually circulated, is equal to the
amount of them annually produced. .

§ 3. Adam Smith om the Functions of the Capital of &
Community. :

4 . .

% If Adam Smith had been asked what is the function or
use of ¢ eapital,” he would probably have answered in the first
place, * To yield a profit’; Ja.nd, doubtless, to each individual

1 Bk, 11 o i p. 125.
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capitalist this appears to be the principal use of his capital.)
But the yielding of a profit is a distributive, and not a pro-
‘ductive function.y The capital of the community would still
be useful if there Were no private property, and consequently
no profits. {A bridge has its uses when the toll for passing
over is abolished just as much as before when it yielded &
pr nm} And so we find that besides the yielding of a profit,
Smith sascribes various other functions to the capital
or.to its different parts.
In the Introduction to Book 11 he endeavours to show
that ‘the accumulation of capital is necessary in order to
enable excha.nge and division of Tabour 0 fiourish : )

‘In that rude state of society in which there is nio division of
labour, in which exchanges are seldom made, and in which every man
provides everything for himself, it ia not y that any stock
should be accumulated or stored up beforehand in order to carry on
the business of the society. Every man endeavours to supply by his
own industry his own ional wants as they occur. . . .

¢But when the division of Iabour has once been thoroughly intro-
duced, the produce of & man’s own labour can supply but a very small
part -of his occasional wants. The far greater part of them are
supplied by the produce-of other men’s labour, which he purchases
with the produce, or, what is the same thing, with the price of the
produce, of his own. But this purchase cannot be made till such time
as the produce of his own labour bas not only been completed, but
gold. A stock of goods of different kinds, therefore, must be stored
up somewhers sufficient to maintain him, and to supply him with
the materials and tools of his work till such time, at least, as both
these events can be brought about. A weaver cannot apply himself
entirely to his peculiar business, unless there is beforehand stored
up somewhere, either in his own possession or in that of some
other person, 8 stock sufficient to maintain him and to supply him
with the materials and tools of his work till he has not only com-
plsted, but sold, his web. This accumulation must, evidently, be
previous to his applying his industry for so long a time to such s
peculiar business.

¢ As the accumulation of stock must, in the nature of things, be
previous to the division of labour, so Isbour can be more and more
subdivided in proportion only as stock is previously more and more
lated. ‘The quantity of materials which the same number of
poople can work up increases in & great proportion as labour comes to
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be more and more subdivided ; and as the operations of each workmen
are gradually reduced to s greater degree of simplicity, a variety of
new machines come to be invented for facilitating and abndgmg
those operatmns. As the division of labour advances, therefore, in
order to give constant employment to an equal number of workmen,
sn equal stock of provisions, and a greater stock of materials and
tools than what would have been necessary in a ruder state of things
must be accumulated beforehand.’

It is not easy to understand how Adam Smith came to
commit himself to the statements he made about the weaver.
* Beforehand * must mean before the weaver begins his web,
and what possible Jusuﬁcatxon can there be for saying that
before a weaver begins bis web there must be stored up some-
_where a stock sufficient to maintain him and supply him with
materials till he has completed or sold the web? The bread
and meat which maintain the weaver certainly cannot have
been stored up before he began, or they would be uneatable
before he finished, and there is no reason why all the
materials should have been stored up before he began. [ Main-
tenance and materials must be supplied to him as thé work
proceeds, not stored up beforehand. ) In refrirn or exchange
for this gradual supply of the produce of other men’s labour
he gradually ereates cloth.

The whole of Adam Smith’s argument is most delusive.
Division of labour, far from necessitating a greater provision
of stock or capital, rather economises 11;5 The isolated man
is not less, but more, in need of a stock 6F the produce of past
labour than men who live in society. * If a bundred men on
board ship, instead of dividing their labour in the usual
manner, all tried to turn their hand to everything, they
would very soon be wrecked, but they would not require less
stores than a crew of the same mimber who behaved more
sensibly. { If the same hundred men, when establishing
themselves on the desert island on which we may suppose
them to wreck their ship, proceeded to divide their labour,
they certainly would not be any more in need of a stock than
if they attempted to live in isolation. If, for example, 30
went to bunt, 20 to fish, 10 to gather sticks for fires, 10 to

1Pp 1184, H0a.
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find water, and 80 -to build huts, no greater accumulation
would be required before they could devote themselves to
these peculiar businesses than if each man hunted for 3 hours,
fished for 2, looked for water for 1, and built himself a hut
for 3 hours.) On the contrary, they would require a smaller
stock of provisions, tools, and ma.teria.ls.) Whether the
division of labour takes place as in this case, by conscious
arrangement, or a8 in an ordinary individualist society, by
way of exchange, makes no difference. In a later passage
Adam Smith bimself shows with some vigour that if there
were no such trade as that of a butcher, every man would be
obliged to purchase a whole ox or a whole sheep every time
he wanted beef or mutton! If there were not only no
butcher, but no cattle-breeders and sheep-breeders, every
man would be obliged to keep his own stock of cattle and
sheep. So if men lived in isolation instead of practising
exchange, the stock of cattle and sheep would have to be
enormously increased in order to give an equal result. Even
the stock of wheat would have to be greater in order to
provide equally well against the risk of starvation, since each
man, having to grow his own wheat, would be obliged to keep
in hand a stock sufficient to maintain him for a year or two in
case of some accident happening to his own particular crop.
It is equally clear that tools and machinery are economised
- by division of labour. ) With division of labour a smaller, not
a greater stock of tools and machinery is required. It is true
that the differentiation of occupations and trades allows more
elaborate machinery to be used, but this is not the same
thing as necessitating its use. In consequence of division of
labour, some of us can use steam-ploughs, but if there were
no division of labour, every one of us would be obliged to
have his spade, unless indeed some cumbrous system of
using spades by rotation were devised. Materials also are
economised by division of labour; a smaller, and not & larger
stock of them is required in consequence of division of
labour. If ‘every man provided everything for himself he
would have to keep the materials of many articles on his
hands for years before he could hope to complete the process
of manufucture, whereas at present the same materials aro
) 1 Book 1. ehap. v, b. 160.
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worked up in two or three days. The very fact on which
Adam Smith relies, that with division of labour * the quantity

+ of materials which the same number of people can work up’
in a given time increases, is conclusive against himself; in
that case a less stock of msbem.ls will be required to be kept
in hand.

As usual, we must here trace Adam Smith’s error to his
habit of reasoning too bastily from the individual to the
community. Y’ Seeing’ that the capital of an employer should
be greater; he is to be successful, when the division of
labour is far advanced and the processes of production are
more effective and elaborate, he promptly assumes that the
commumty is subject to the same need whereas{though the
increase of capital and the increase of division of Lsbour
may, as a matter of fact, advance together, the increase of
capital is not the cause or indispensable prelunmary of the
increase of division of labour :

Proceeding from the Introduction to the descnptxon of
the capital of a country in the first chapter of Book 11,
we find Adam Smith practically ascribing different functions
to the fixed and the_ circulating capital. (Machines are
his great type of fixed capital, and the function of
machines is obvious. The machines which constitute part
of the capital of .4 nation are useful, because (after:
making allowance for the labour necessary to keep them in
repair) they enable labour to produce more easily. Some
things can be done by the aid of machinery which could not
be done at all in any length of time by any amount of
machineless labour, and other things can be done by the aid
of machinery quicker, better, or with less Iabour than without
it. In short, the use of machinery is to make labour more
productive. ' So Adam Smith teaches that fixed capital
“facilitates and abridges labour’3 !Useful machines and
instruments of trade, he says, fgcd;t;a@e_ and sbridge labour,
and *shops, warehouses, work-h , and farm-houses, with .
all their necessary buildings, “are a sort of instruments of
trade! - * An‘improved farm may also be very justly regarded
in the eame light as those useful machines which facilitate
and abridge labour.’* But to discover the function or use

‘P
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ascribed by Adam Smith to that part of the capital which
he calls the circulating capital is more difficult than to dis-
cover the function which be attributes to the fixed eapital :—

¢ Every fixed capital,’ he says, ‘is both originally derived from, and
requires to be continually supported by, a circulating capital. All use-
ful hines and instr ts of trade ave originally derived from a
circulating capital which furnishes the materials of which they are
made, and the maintenance of the workmen who make them. They
reqmre, too, & capital of the same kind to keep them in constant
repair.’ 1

He here makes the function of the circulating capitel,
indirectly, the same as that of the fixed capital, namely, the
facilitation and abridgment’ of labour. [ Directly, he makes
the function of the circulating capital the furnishing of
materials and maintenance for persons engaged in construct-
ing things which facilitate and ebridge labour.] In the next
chapter he says ‘it is the circulating capital which furnishes
the materials and wages of labour, and puts industry into
motion,’ and seems to imply that this functlon is not shared
by the fixed capital :—

“The whole capital of the undertaker of every work is necessarily
divided between his fixed and his circulating capital While his
whole capital remains the same, the amaller the one part, the greater
must necessarily be the other. It is the circulating capital which
furnighes the materials and wages of labour, and puts industry into
motion.”?

This is exactly the function attributed to the peculiar
‘eapital, of Chapber iii. [That capital” ‘maintains pro-
ductive hands,” “pays the wages of productive labour,’ and
puts ‘into motion its full complement of productive labour,»

‘When Adam Smith says that it is the circulating capital
which puts industry into motion, he is using the term in
its narrowest sense, to indicate on]y the last three parts of
the circulating capital of Cbnpter i—

“When we compute the g y of i y which the circulating
eapital of any eociety can employ, we must always have regard to
thoss parts of it only which consist in provisions, materials, and

1P 122b *P 1260, I P. 147,
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finished work ; the other, which consists in money, and which serves
only to circulate thoss three, must always be deducted.’?

But so far from never forgetting to always have regard -
to those parts only of the circulating capital which consist in
provisions, materials, and finished work, he constantly
speaks as if it was not only the whole of the circulating
. capital, but the whole of the circulating and fixed capital
together which puts industry into motion, and regulates the
quantity of industry which can be exerted in a country, The
amount of industry must, he says, remain the same, if the
capital remains the same :—

¢ The general industry of the society never can exceed what the
capital of the society can employ., As the number of workmen that
can be kept in the employment of any particnlar person must bear a-
certain proportion to his capital, so the number of those that can be
continually employed by all the members of s great society must bear
8 certain proportion to the whole capltal of that society, and never
can exceed that proportion.’3-

¢ The capital of the country remaining the same, the demand for
labour will likewise be the same or very nearly the same.’$ -

~ An incresse of the capital of a country increases the
qusntity of industry, and a decrease of the capital of a country
decreases the quant.ity of industry exerted in it :—

“The q y of industry in every country with
the increase of the stock which employs it’¢ )
And lastly, the quantity of industry can only be increased
when the capital incresses:— )
_ *The industry of the society can angment only in proportion as.
its capital augments.’®
“The increase in the quantity of nseful Iabour aetun.lly employed

within any society must depend altogether npon the increase of the
capital which employs it."®

Certainly all these statements are to be understood sub-
ject to the qualification contained in the fifth chapter, to the
1P.128a, - 2 Bk, xv, chap. ii. p. 198 b,

3 Jbid., p. 207 & 4 Bk, 1., Introduction, p. 1194,
% Bk. 1v. chap. if. p. 200 & & Bk. 1v. chap. ix. p. 306 au
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effect that the proportions in which the capital is divided
between four different classes of employment must remain
the same,! and if Adam Smith had attempted to divide all
the different employments of capital into four great classes
n each of which it was divided in a particular proportion
between fixed and “circulating capital, he would have been
consistent even if incorrect. But he did not attempt anything
of the kind. . .

The four different ways in which, according to Chapter v.,
capital may-be employed are :—

0

2. In preparing that produce for consumption. = w#~ -

( L In procuring raw produce from the ground. P (\‘,-t“‘

VRN

A

'a
» 38, In transporting either the raw produce or the com- "Ji\

modities into which it has been fashioned, from the'

places where they abound, to the places whero t,hey
are wanted.

‘4Tn dividing particular portions of either the raw pro
duce or the finished commodities into small parce
to suit the convenience of those who want them.*

~To put the matter shortly, capital may be invested in
agriculture and mining, in manufactures, in commeree, or in
retail trade.
< ¢Equal capitals employed in each of those four different ways,
will immediately put into motion very different quantltms of productive
labour.’ 3
A given capital will put into motion more labour when
it is invested in -commerce than when it is invested in retail
trads, still more when it is invested in manufacture, and most
of all when it is invested in agriculture. Adam Smith does
not attempt to prove this by asserting that in agriculture the
greatest, and in retail dealing the least, proportion of the
capital will be circulating capital, which, according to Book 1L
Chapter ii, is the part of capital which puts industry into

ot of producti

“Thonghnll pitals are destined for the
labour only, yet the thty of that labonr 'luch eqaal espxhh nre npsbh
of putting into motion varies extr g to the d y of their
employment’ (P, 159 d).

* Bk. 11 chap. v. pp. 158, 160,

8 Ibid,, p. 161 a

n
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-motion, but launches forih into what is perhaps the most
illogical argument he ever employed.

The retailer's capital, he says, puts into motion the least
labour, because ihe retailer himself is the only productive
labourer whom it -immediately employs’t The wholesale
merchant’s capital puts ‘ a good deal’ more labour into motion,
because it ‘ employs the sailors and carriers who transport his
goods from one place to another.” The manufacturer’s capital
‘puts immediately into motion a much greater quantity of
productive labour . .. than -an equal capital in the hands
of any wholesale merchant,’ because ‘a great part of it is
always either annually, or in a much shorter period, distributed -
athong the different workmen whom he employs.'® Lastly,
the farmer’s capital puts into motion a greater quantity of
labour® than even the manufacturer’s, because not only the
farmer’s ‘ Jabouring servants, but his labouring cattle are pro-
ductive labourers, and in agriculture *nature labours along
with man’ Adam Smith seeins to have entirely forgotten
that the question is not whether one retailer, one merchant,
one manufacturer, or one farmer employs many or few
persons (to say nothing of cattle and nature), but whether a
given amount of capital in the hands of a retailer,a merchant,
a manufacturer, employs many or few persons. Even if it
were true that ‘shopkeepers employed no assistants—and it
was not true even in Adam Smith's time—the fact that
each shopkeeper's capital only employed one labourer,
while each manufacturer’s capital employed twenty, would
prove nothing to the purpose, unless we knew that each
manufacturer’s capital was less than twenty times as great as
each shopkeeper’s.

The chief use of examining Adam Smith's arguments on
the different amounts of industry put into motion by capital
invested in the four different employments, is to show how
excessively vague was his idea of the connexion between the
magnitude of the capital of & country and the amount of
industry exerted in it. He seems to have had no better basis

<P 16la. ’ 1P. 161 5
8 At first Adam Smith only says, * No equsal capital puts into motion »
greater quantity of productive labour than that of the farmer,’ but he clearly

means, ‘No sq\lnl onpital puts into moﬁnn 80 much productive labonr as that
af the farmer,
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for his theory that the magnitude of the capital regulates the
number of useful and productive labourers, than the observa~
tion of the facts that in every business, as a rule, the large
capitalists are the large employers, and that the power of an
individual to employ labourers in any particular business
depends to a great extent on the amount of his capital
From these facts he deduced the proposition that in each of
four great employments, a man's ability to employ depends
on the amount of his capitel, and in turn from this proposition,
reasoning in his usual manner from the individual to the
society, he deduced the further proposition that the ability of
a nation to employ useful and productive Iabourers depends
on the amount of its capital, and the proportions in which it
is divided between the four employments. There is more
than one weak link in this chain of reasoning.

First, though it may be said, roughly speaking, that at the
same time and place an individual’s power to employ labourers
in some one particular business depends, at any rate very
greatly,-on the amount of his capital, it cannot be said with
any approach to accuracy that even at the samne time and
place an individual’s power to employ labour in (1) agricul-
ture, (2) manufactures, (3) commerce, and (4) retail trade,
depends on the amount of his capital. It is only true that all
farmers farming the same kind of land and producing the
same kind of produce, will (if they are all farming in the
mest profitable manner), employ much the same number of
labourers to each £100 of their capital. It is not true that
all -farmers employ the same number of labourers to each
£100 of their capital. To give an obvious illustration, the
number of labourers employed to each £100 will be much
less on & grazing than on an arable farm. Again, it is
only true that all manufacturers using the same kind of
machinery and producing the same kind of goods will
employ much the same number of hands to each £100 ot
their capital. It is not true that all manufacturers of what-
ever kind employ the same number of labourers to each £100
of their capital. .

Secondly, the fact that in exactly similar businesses, and at
the same time and place, an individual’s power to employ labour
depends greatly on the magnitude of his capital, does not
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prove, even excluding changes and differences in the propor-
tions in'which the whole capital is divided between different
businesses, that the capacity of & whole community to
employ labour is regulated at all by the magnitude .of its
capital Whether a particular individual hes much or little-.
capital will seldom have any appreciable effect on the profit-

ableness of different methods of production, Consequently

in order to produce any particular commodity profitably, en
employer must generally conformn pretty closely to. the
methods in use at the time. It would be possible, physically
possible, for a man to enmiploy people to spin wool by
hand with a distaff at present in Bradford, but it certainly
would not be profitabls, aid so no one does it. No one
employs people to spin unless he can command the usual
machinery. If he gets much machinery he employs many
people; if he gets little, he employs few. But the whole
community is in no way bound by these limitations. If the
community had no mesns of providing expensive spinning
mills, it would not follow that no one would be employed in
spinning. On the contrary, if thread were considered a great
necessary of life, more hands would be employed in spinning
than are employed under present conditions; labour would
be diverted to spinning from less necessary occupations,

It can scarcely be denied that Adam Smith left the whole
subject, of “capital’ in the most unsatisfactory state. He
makes unsoientific distinctions between the stock which ia
capital and the stock which is not capital; he makes trivial
distinctions between fixed and circulafing eapital; he con-
fuses the capital of a country with a particular part of its
annual produce; and with regard to the functions of the
capital he completely fails to prove his most important pro-
position, namely, that the amount of the capital determines
the amount of indusf j '

§ 4. Adam Smith's successors on the Nature and Origin of
the Capital of @ Community.

The eritic of Lauderdale's Public Wealth in the Edin-

burgh Review for July 1804, rejected Adam Smith's distine-

tion between_the capital of & country and its stock resarved
for consumption:—
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‘A difference is established by some, especially by Dr. Smith,
between capital and the other parts of stock ; capital being, sccording
to them, that part which brings in a revenue. This idea clearly appears,
by the whole of the lllustnmona given of it, to bave arisen from the
fund I error of idering nothing as productive which does
not yield a ﬁangible return, nnd of eonfoundmg use with exchange.
For may not a man live upon-his stock, that is, enjoy his capital,
without either diminishing or exchanging any part of it? In what
does the value, and the real nature of stock reserved for immediate
consumption, differ from stock that yields what Dr. Smith calls a
revenue or profit? \Merely in this—that the former is wanted and
used itself by the owner; the latter is not wanted by him, and there.
fore is exchanged for something which he does want.’ !

{ Subsequent writers scarcely discussed the division of the
community’s stock into capital and reserve for consumption,
- because they did not conceive the capital of a country as a
part of its accumulated stock. They succumbed completely
to Adam Smith’s tendency to regard the capital of the country
as a particular part of its annual producs, and they misunder-
stood as completely as he did the process of adding to the
capital by savmg) In Commerce Defended, James James Mill
~remarks :—
~/ ¢The whole annual produce of every country is distributed into
two great parts; that which is destined to be employed for the pur-
pose of reproduction, and that which is destined to be consumed.’*

Though he does not actually say that the first of these is
the capital of the country, he shows that he thought so by
using ‘the augmentation of capital, and the sugmentation
of that part of the annual produce which is consumed in the
way of reproduction,’® as synonymous phrases. That he did
not understand that all that a nation saves is simply the
additions which it makes to its accumulated stock is shown
by his bold assertion that *every country will infallibly con-
sume to the full amount of its production’# The writer of
the article ‘Political Economy” in the fourth edition of the
Encyclopedia Britannica understood that the capital is an
accumulated stock as little as James Lh]l in Commerce
Defended -—

1 Vol. fv. p. 368 1P 70 * Pp. 86,87
& P. 70 ; see also pp. 71, 76 - .
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v * Every man's wealth,’ ke says, ‘is of two kinds ; the one which
he lays aside for immediate consumption ; the other which he reserves
for the supply of future wants, or employs in such a manner ss to
make it produce new wealth. The former is called his mcome, the
Iatter hu capital.’ -

This is Lke dividing & water company’s water into the
water in its reservoir and its supply, into # gallons collected
Bt one time in its reservoir and y gallons supplied per diem-
or per annum.

Ricardo says: +Capital is-that part of the wealth of a ¢
country which is employed in production, and consists of -
food, clothing, tools, raw materials, machinery, ete., necessary
to give effect to labourd® This is rather vague, for we do not
know exactly what Ricardo meant by ‘the -wealth of a
country, or by ‘employed in production’ In his chap-
ter *On Taxes,{he distinctly implies that the houses, clothes,
and furniture used by labourers are part of the capital of the
country? a fact which is difficult to harmonise with Adam
Smith’s conception of the stock reserved for immediate con-
sumption not being part of the capital of the country)

" In the first and second editions of his Principles he gives
a fairly clear account of the process of saving or adding to
the capital or stock :—

~J *When the. annual productions of a country,’ he said, “exceed it~
_ annual consumption, it is said to increase its capital; when its annual
- consumption at least is not replaced by its annual production, it is
eaid to diminish its capital. Capital may therefore be increased by
an increased production, or by a diminished consumption. .

¢If the ption of the gov t, when i d by the
levy of additional taxes, be met either by an increased production, or
. by e diminiahed consumption on the part of the poople. the taxes will
fall wpon revenue, and the national capital will remain unimpaired ;
bat if there be no i duction or diminished tion on
tho part of the people, the taxen will necessarily fall on cnplta.l."

It is not quite logical, because if the production already
exceeds the consumption, the capital will be increased
1 Vol. xvii. p. 108 & 3 1at ed. pp. 03, 64 ; 3d ed. mWorL,[a.Gl.

* 1at ed. pp. 186, 187 ; 3d ed. in Works, p. 87.
S lsbed p. 1875 2d od. p. 1700
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without either ‘an increased production’ or & ‘diminished
consumption,’ and if the consumption already exceeds the
production, the capital will be diminished without either a
decreased production or an increased consumption. Instead
of saying that ‘ the national caplta.l will remain unimpaired,
Ricardo ought to have said, ‘the rate at which the capital is
increasing of decreasing may remain unaltered’ Doubtless,
however, it was only his want of command of language that
prevented him saying this, and the taxes may, perhaps, with-
out any great impropriety, be said to ‘fall on capital,’ if they
diminish its increase or accelerate its decrease.

In the third edition of his work (1821), however, Ricardo
altered the passage by inserting the word ‘unproductive’
before ‘consumption,’ both in the fifth and tenth lines, and
adding at the end, ‘That is to say, they will impair the fund
allotted to productive consumption.’ He also added a note
which runs as follows:—

‘It must be understood that all the productions of & conntry
- are consumed ; but it makes the greatest differencs imaginable whether
they are consumed by thvse who reproduce, or by those who do not
reproduce another value. When we say that revenue is saved and
added to capital, what we mean is, that the pomon of revenue so

s3id to be added to capital is d by p tive instead of
unproductive labourers There can be no greater error than in sup-
posing that eapital is i d by non If the price of

lIsbour should rise so high, that, noththatandmg the incresse of
eapital, no more could be employed, I should say that such increase
of capital would be still unproductively consumed.’

By these alterations and additions the picture of the
capital of a country as a store or stock of produce increased
in any given period by the excess of production over con-
sumption, is smeared over by the hand that painted it. In
the first edition we were told that the addition to the capital
consists of such productions as are over and above what
replaces the annual consumption. In the third we are told
that the whole produce is consumed, so that there cannot be
any such thing as an excess of production over consumption.
Ricarde” had evidently, in the meanwhile, allowed himnself to

1 3d ed. in Works, p. 67, note.
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get confused by some of his tangled discussions with Mal-
thus?

UThe distinction ‘between fixed and circulating capital
is formally made by Ricardo to depend simply on the degres
‘of durability of the things of which they are constituted. He
SayS :— :

¢ According as caplt&l is rapxdly porishable, and requires to be
frequently reproduced, or is of slow consumption, it is classed under *
the heads of circulating or of fixed capital} A brewer, whose build-
ings and machinery are valuable and durable, is said to employ a large
portion of fixed capital: on the contrary, a shoemaker, whose capital
is chiefly employed in the payment of wages, which are expended on
food and clothing, commodities ‘more perishable than buildings and
_ machinery, is said to employ a large proportion of his capital as circu-
Inting capital’®
In the second edition (1819) ho added a note:—

¢A division mnot essential, and in which the line of demarcation
cannot be accurately drawn.’8 '

( Substantially, however, the distinction between Ricardo’s
fixed and circulating capital is simply that the fixed capital
is conceived as consisting entirely of machinery, implements,
and buildings, while the circulating capital is conceived s
consisting entu'ely of amounts paid by employers in wages)

In one trade very little capital may be employed as circulating
capxtal f.hat is to my, m the support of labour—it may be principally

i ts, buildings, ete., capital of & com-
pmhvely fixed and dumble character.’$

He has numerous examples in which the cxrculatmg
capital of an employer is the amount he pays in wages in a
year. The fized capital of a -fisherman is his ‘cance and
implements,” and his circnlating capital is the '£100 which
he pays in wages in the course of a year; the fixed capital of
the hunter is his weapons, and his circulatin, capital is also _ -
the £100 a year which he pays in wegess This is so because,
although in the second and third editions Ricardo allows that

" 1 Seo below, p. 100. note 2. >
3 Ist ed. p. 22, note; Sdod.anorko,p.Ql,nou.
% 24 od, p. 205 8d ed. in Works, p. 2L .
¢ QOuly in 34 ed. in Works, p. 21. - ¥ lat ed. pp, 23-33,
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‘the circulating capital may circulate or be returned to its
employer, in very unequal times,'* he usually assumes that
the capital employed in paying wages circulates once a
year. In the first edition, for example, he describes what
will happen if an ‘amount of capital, viz. £20,000, be em-
ployed in supporting productive labour, and be annually
consumed and reproduced, as it is' when employed in
paying wages'? In the third edition he says that-if a
machine which would do the work of 100 men in some
trade for a year, and then be worn out and worthless,
cost £5000, and the wages annually paid to 100 men were
likewise £5000, ‘it is evident that it would be a matter of
indifference to the manufacturer whether he bought the
machine or employed the men’® It obviously could not bo
said to be ‘a anatter of indifference’ to the manufacturer
unless the amount he pays in wages ‘circulates or goes
away from him and returns to him, once a year. 1If it-cireu-
lates once a week he would lose greatly by buying -the
machine, since he would have £5000 ‘locked up in machinery’
throughout the year, instead of about £100 locked up at
the end of each week in payment of his wages’ bill*

James Mill, in the formal discussion of the nature of
capital which appeared first in the second edition (1824) of his
Elements of Political EconomyS after some remarks on the
usefulness of instruments, says: ‘ The provision made of thess
is denominategd eapital’® Now he might have been under-
stood to mean by ‘the provision made’ the stock, or the
number or quantity accumulated and existing at one time, if
he had not gone on to say that ‘the materials’ not ‘the

1 2d ed. p. 21; 3d ed. in Works, p. 21, *P. 8. 3 Works, p. 28.

¢ Of course if we were to look at the transaction more closely, and apply
the principles of arithmetic more ly than Ricardo was in the habit of
doing, it would appear that the manufacturer would lose by buying the
machine, even if he sold none of his goods till the 31st of December. The
£5000 for the machine wonld have to be laid out in & lump st the beginning
of the year, whereas the £5000 for wages would be gradually disbursed dor-
ing the year. The factarer would quently lose one year’s interest
on £2500, or, which is the same thing, six months’ interest on £5000, if he
bought the machine, Ricardo’s arguments always require the absurd
assumption, not only that no goods are sold till the end of a year, but also
that al} the wages are paid at the begianing of the year.

$ Chap. i § 2. ¢ 2d and 3d eds. p. 16.
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provision made of materials, ‘upon which labour is to be
employed, where they have . . . been the result of previous
labour, are also denominated capital’* Thus he practically
defines ‘capital’ as ‘instruments and materials’ whether
_&cgup_m\ﬁ_ﬁteﬁ"fnw a stock or nof, an&cgg&dg%’ah&mplm
of England” would mean The Tnstruments and materials of
England, that is_to say, all the instruments and materials
which have existed, do exist, or will exist in England from the -
time when the first man set foot in the country to the time
when the last ghall leave it. No reference to time is included
in the definition, so that the amount of the capital of England
might be the instruments and materials produced in a given
period just as well as the number existing at a given point
of time.

{ With regard to the origin of the capital, James Mxll SAYS——

‘As capital, from ita simplest to its most mmphested state, means

g produced for the purpose of being employed as the means

towards a further production, it is evidently a result of what is called

saving.] The meaning of this term is so well understood and so little

liable to abuse, that not many words will be necessary to explain this

particular relating to capital, though it is a law of great importance to
remark,

w ‘It is sufficiently evident tlmt without saving there could be no
capital. If all labour were employed wpon objects of immediate con~
sumption, which were all immediately consumed, such as the fruit for
which the savage climbs the tree, no article of capital, no article to be
employed as a means to further production, would ever exist. " To
this end something must be produced which is not immediately con-
sumed, which is saved and set apart for another purpose.

* Al the consequences of this fact, to which it is necessary here to
advert, are sufficiently obviouns.

- ¢ Every article which is thus saved becomes axi article of capital.
The augwentation of capital, therefore, is everywhere exactly in pro-
portion to the degree of saving ; in fact, the amount of that augmenta-
tion annually is the same thing with the amount of the savings which
sre annuelly made,’3

Here the capital does appear to be conceived as a stock or
accumulation which consists of the surplus of past production
over past consurption, and is sugmented by saving. But

A 26and 3 edn . 17, * 24 ed. pp. 19, 20,
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J ames Mill did  not. keep tlns -conception steadily before hlm,
since in Chapber iv, § ii. he adhered to the old proposi-
tion, ¢ That which is annually produced is annually consumed.”
If it is true ‘ that the whole of what is annually produced is
annually consumed ;. or that what is produced in one year is
consumed in the next,’? it is difficult to see how there can
exist any considerable surplus of past production over past
consumption. [James Mill seems to have fallen into Adam
Smith’s mistake of overlooking the actual articles saved and
added to the capital of the community, and imagining that
what is saved is the wages of the persons who make these
things—wages which are of course, at any rate for the most
part, consumed :—

‘Wha‘bever, he says, ¢is saved from the annual produoe in order
to be converted into capital is to
make it answer the purpose of capital it mu.st be emplnyed in the
payment of wages, in the purchase of raw material to be worked into
a finished commodity, or lastly, in the making of machines, effected
in like manner by the payment of wages and the working up of raw
materials.’?]

UHe endeavours to draw a rather more definite line
between fixed and circulating capital than Ricardo had done,
by saying that fixed capital consists of the instruments of
production, such es tools, machines, and buildings, which
*are of a durable nature, and contribute to production without
being destroyed,’ or ‘do not perish in the using, while cir-
culating capital consists of ‘the articles subservient to pro-
duction which do perish in the using,’ such as “all the tools
worn out in one set of operations, all the articles which con- .
tribute to production only by their consumption, as coals, oil,
the dye-stuffs of the dyer, the seed of the farmer, and the
raw materials worked up in the finished manufactures
Like his predecessors, he assumes that the circulating
capital of a country, or perbaps the whole capital, circulates
or is consumed and reproduced once a year.3 Unlike them,
he gives almost definite expression to the assumption :—

'Tntleofuchonmnlledihnm. Thamtmhmhmhﬂod'mtom-
ive with prod

'med.p.lu 3ded. p.%.

5 2d od. pp. 290, 221; 3d ed pp.226,227. ¢ 24 and 3d eds. pp. 22, 23.
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‘A year,’ he says, ‘is assumed in political economy as the penod
which includes 8 revolving cixcle of production and
No period does 80 exactly. Some nmcles are preduced and consumed
in a period much less than.a year. In others the circle is greater
than a year. It is necessary for the ends of discourse that some
period should be assumed as including this circle, The period of &

year is the most jent. Tt ponds with one great class of
productions, those derived from the cultivation of the ground. And
it is easy wheén we lmve btained forms of expression which

tely to this bomodlfythemmpractmetotheme

of those commodities, the cm:le of whose production and

is either greater or less than the atanda.rd to which our general pro-
poeitions are conformed.’1

Here he both minimises the falsity of the assumption and
exaggerates the facility of modifying the * forms of expression-
which correspond accurately to the assumption’ in such a way
88 to make them applicable to the whole mass of ‘articles.’
A great many ‘articles,’ such as the Koh-i-noor diamond and
the East India Docks, are never consumed at all, and the
assumption that many of the other things are consumed and
reproduced in & year i far too violent a one to be in any
gense  convenient.” [Tt has the great inconvenience of foster-
ing the confusion between the capital and the annual pro-
ductive expendnurel

M:Cullogh, in the italics for which he had an extraordin-
ary ‘affection, says —

+ *The capital of a country may be defined to be that portion of the
produce of tndustry existing in if, which can fe made pmEoTLY
available, either to the support of human existence or to the facilitating
of production.’3

If “existing in it’ meant ‘ existing in it at any orie point of
time,’ the capital of & country would be here plainly con-
ceived as an accumulated stock, and when M‘Culloch goes on
to object to the division of the whole stock into the capital
and the not-capital, the capital would be the whole accumu-
lated or saved produce of past industry. But he seems
to hn.ve attached no particular force to the words‘ exxstmg
in it’:

1 1st od, p. 185; 3d ed, p. 227. . -3 Principles, p. 92,
(]
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This definition,” he says, ‘differs from that given by Dr. Smith,
and which has been .adopted by | most_other .economists. The whole
produce of industry belonging to a country is said to form its stock;
and its capital is supposed to consist of that portion only of its stock
which i8 employed in the view of producing some species of com-
modities, The other portion of the stock of a country, or that which
is employed to maintain its inhabitants without any immediate view
to production, has been denominated ita revenwe, and is not supposed
to contribute anything to the increase of its wealth. These distinctions-
seom to rest on nq good foundation,’t

It does not occur to him to object that the revenue can-
not possibly be a part of the “stock’ of a country, and in his
edition of the Wealth of Nations he had nothing to say
against the fallacious paradox that what is saved is consumed.?

[Nevertheless he sometimes approached the conception of the
capital of & country as its accumulated stock a little more
nearly than James Mill :—

‘Csplta.l of nll descnptlons, he says, ¢is nothmg more . . . than
the d or h duce of previous industry.] When a
savage kills more game in a day than is requu'ed for his own con-
sumption, he preserves the surplus, either in the view of consuming
it directly himself on some future ion, or of exchanging it with
his fellow-savages for some sarticle belonging to them. Now this
surplus is capital, and it is from such small beginnings as this that
all the accumulated riches of the world have taken their rise. . . J If
men had always lived up to their incomes, that is, if they had slways

d the, whole produce of their industry in the gratification of
their immediate wants or desires, there could have been no such
thing a8 capital in the world.’3 )

v In distinguishing circulating and fixed capital, he follows
neither Adam Smith, nor James Mill, nor Ricardo, but says
that circulating capital ‘comprises all the food and other
articles applicable to the subsistence of man,’ while fixed
capital ‘ comprises all the lower animals, and all the instru-
ments and machines which either are, or may be, made to
assist in production.’ ¢

v Malthus, in his Definitions, attacked M‘Culloch’s views of

3 Principles, pp. 92,93 . 3 Wealth of Nations, p. 149 b.
# Principles, p. 102, ¢ Ivid., p. 94
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- the nature of capital with considerable asperity, but he was
perhaps himself even more confused on the subject than any
of his contemporaries. No one confounded capital and pro-
duce more hopelessly than he did :—

v Both in the lsnguage of tion and of the
best wnters, he sayn, ‘rovenue and capital have nlways been
distingni ; by being understood that which is ex- .

pended with s view to immediate support and enjoyment, and by
capital, that which is expended with & view to profit.’?

Obviously he here Vgakg_kha..capih]—nﬁ.wumq.m_be
merely a part of its annual produce. If is true that in com-
mmsed the word ‘stock’ as if it
were synonymous with * capital; he says incidentally that the
capital of a country is a part of its ‘accumulated wealth,’?
but he understood accumulation in the extraordinary sense
attached to it by Adam Smith, and not in its ordinary mean-
ing of heaping or storing up. This is shown by a passage in
the second edition of his Political Economy, where he says
the ‘advances necessary to produce’ & commodity consist of
‘accumulations generally made up of wages, rents, taxes,
interest, and profits,’® and gives an example in which these
‘accumulations’ appear as the amount expended by a farmer
in a year, on ‘seed, keep of horses, wear and tear of his fixed
capital, interest upon his fixed and circulating capitals, rent,
tithes, taxes, ete, and . . . immediate labour’¢ Obvidusly,
whatever may be said of the other items, the farmer’s interest
cannot possibly be an ‘accumulation’ in any ordinary sense,
So too in his Definitions Malthus defines *the accumulation
of capital’ as ‘the employment of a 'portion of revenue as
capital,’ and adds, ‘capital may therefore increase without an
increase of stock or wealth,’® wheress, if a portion of revenue
be really accumulated, there must necessarily be an increase
of stock, Consequently, his admission that the capital is a
part of the accumulated wealth of a country, is not incon-
sistent with a belief that the cepital is merely a part of the

1 P. 86. 2 Political Economy, p. 293 ; 2d ed. p. 282.
8 Ikid., 2d ed. p. 262,
s ;bui » P 268. The ﬁgnres in this example are quoted below, p- 101,
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periodical produce used in a particular way. In the section
‘On. productive and unproductive labour’ in his Political
Fconomy, he upholds Adam Smith’s distinction between
these two kinds of labour, because first,

‘in tracing the cause of the different effects of produce employed as
capital, and of produce consumed as revenus, we shall find that it
arises from the different kinds of labour maintained by each ;’

and secondly, -

‘it is stated by Adam Smith, and it must be allowed to be stated
justly, that the produce which is annuslly saved is as regularly con-.
sumed as that which is annually spent, but that it is consumed by a
different set of people. If this be the case, and if saving be allowed
to be the immediate canse of the inctea.se of capital, it must be
bsolutely y, in all discussi g to the prog of
wealth, to distinguish by some part.lcular tltle, a set of people who
' appear to act so important & part in accelerating this progress.
Almost all the lower classes of people of every society are employed
in some way or other, and if there were no grounds of distinction in
their employments, with reference to their effects on the national
wealth, it-is difficult to conceive what would be the use of saving
from revenue to add to capital, as it would be merely employing one
set of people in preference to another, when, according to the hypo-
thesis, there is no tial difference between them. How then are
we to explain the nature of saving, and the different effects of parsi-
mony and extravagance upon the national capital? No political
“economist of the present day can by saving mean mere hoarding ; and
beyond this contracted and inefficient proceeding, no use of the term,
in reference to national wealth, can well be imagined, but that which
must arise from a different application of what is saved, founded upon
a real distinction between the different kinds of labour which may be
maintained by it.’?

In the whole of this passage the capital seems to be
nothing except the amount annually paid for productive
labour, and it seems as if everything which is paid for pro-
ductive labour is supposed by Malthus to be ‘saved.'* ‘I'he

* Political Economy, pp. 81, 32,

% In s letter written by Ricardo to Malthus soon after the publication of
the third edition of the Principles, there occurs a passage in which the word
saving appears to be used in the same peculiar senss. ‘A master manufacturer
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idea of the capital as a stock is entirely absent. In the
chapter ¢ Of the wages of labour,’ ‘the capital and revenue of
the country’ are treated as being boget.her equal to *the
snnual produce’:—

¢ A great and continued demand for labour . . . ia- occasioned by,
and proportioned to, the rate at which the whole value of the capital
and revenue of the country increases annually ; because, the faster the
value of the annual produce b , the g will be the power of -
purchasing fresh labour, and the more will be wanted every year.’?

{ Like Adam Smith, Malthus is apt to calculate the rate of
profit as a percentage, not on the true capital, but on the
aunual working expenses of a business, and he goes beyond
Adam Smith by including interest (on the true capital)
among these working ex})enses] He supposes, as an illus-
-tration, that

‘g farmer employs in the cultivation of & certain portion of land
£2000, £1500 of which he expends in seed, keep of horses, wear and
tear of his fixed capital, interest upon his fixed and circulating
capitals, rent, tithes, taxes, etc., and £500 on immediate labour ; and
" that the returns obtained at the end of the year are worth £2400.
It is obvious that the value required to replace the advances being
£2000, the farmer’s profits will be £400, or twenty per cent.’®

He has another example of a similer Eind taken from * the
first Report of the Factory Commissioners (p. 84)":—

might be s0 extravagant in his expenditure, or might pay so much in taxes,
that hia opital might be deteriorated for many years together; his sitnation
would be the same if, from his own will or from the inadequacy of the popu-
lation, he paid so much to his labourers aa to leave himself without ndequate
profits, or without any profits whatever. ¥rom taxation he might not be
able to excaps, but from this last most unnecessary unproductive expenditure-
he counld and wonld escaps, for he could have the same quantity of labour
with less pay, if he only saved less; his saving would be without an end,
and wonld therefore be absurd. '—Latm qf .Rmmio to Malthus, ed. Boner,

Pp. 186, 187. This facturer is ok y saving nothing in the modern
senss of the word. His capital, by hy'pothenl, is *deteriorating,’ not
increasing.

1 Political Bconomy, p. 261. On the next page the proposition quoted is”
referred to na “the principle that the demand for labour depends upon the
rate at which the value of the general praduce, or of the capital and revenue
taken together, increases.’

? Political Economy, 24 ed. p. 263,
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¢ Caplta.l sunk in building and machmery, . . . £10,000
Floating capital, . . . . 7,000
£500 interest at & per cent on £10 000 ﬁxed capital,
350 . ditto on floating capital.

150 rents, taxes, and rates.
650 sinking fund of 6} per cent for wear and tear
of the fixed capital.
1,100 contingencies, enmage, coal, oil, etc.

£2,750
2,600 wages and salariea,

£5,350
Spun 363,000 Ibs. twist, value £16,000.
Raw cotton required, about 400,000 at 6d
Equal to £10,000
Expenses, 5,350

. £15,350 Value when sold, £16,000,
Profit, £650, or about 42 on the advance of £15,350.”*

The form in which we should Aaturally expect to find
these figures would now, at any rate, be:— .

400,000 Ihs. cotton, at 863,000 Iba, twist, . £16,000
© 6dy, . . . £10,000 ¢
‘Wages and salaries, . 2,600
* Carriage, coal, oil, ete., 1,100

Rent, rates, and taxes, 150
Repairsand depreciation
or sinking fund, . 650
Balance, " . 1,500
£16,000 £16,000

The balance of £1500 is the years profits, 814 per. cent
on the capital, fixed and floating, of £17,000. To Malthus the

1 Palitical Economy, 2d ed. pp. 269, 270. The reference is, doubtless, to Parl.
Papers 1833, No. 450, “ Examinations’ p. 2, p. 84 (vol. xx. p. 784 in the House
of Commons collection). It ia curious, h y that the particulam given in
the last five lines, beginning with ‘raw cotton,’ though printed by Malthos
as if they were taken from the Factory Commissioners’ Report, are not to be
found in it. Instead there is a statement thas ‘the raw material is purposely
omitted throughout’—no doubt in order to p a too public discl of
the profits made by the millowsers, Measrs, Samuel Greg and Co.
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capitalist seems to have had two capitals—one his real eapital
of £17,000, on which “interest’ is calculated, and the other
his annual working expenses, on which his ‘profit’ is cal-
“culsted. “The ‘interest’ rate is a rate per annum, but the
rate of proﬁt 42 per cent, cannot be a rate per annum,
since it is obvious that the expenses are not all incurred at

the beginning of the year,

Senior sa . : .

'Ele't_gpw has been so variously defined that it may be
doubtful whether it have any generally received meaning. We
think, however, that in pop ptation, and in that of economists
themselves, when they are not reminded of their definitions, that
word signifies an axticle of wealth, the result of human exertion,
employed in t} et listribationofwealths |

- This i a_mere verbal.definition like James Mill's, snd
tells us_yery J nmitﬂaxhant.m.capm&pfhg_qountry Is the
capxtal the whole of these articles’ existing at one time, or
the quantity used in a given length of time? We must sup-
Ppose that Senior meant the quantity used in a given length
of time when he implies that ‘ the gas which lights s manu-
factory’ is capital® Doubtless the stock of gas in a gas
company’s gasometer is a part, though a small part, of the
company’s real capital, but ‘the gas which lights & manu-
factory’ is & supply, and not a stock, of gas; the cost of it is
a part of the periodical working expenses, not a part of the
capital of the manufacturer.

The remark of Sir Travers Twiss that ‘revenue as it
gradually comes in is incoming produce; stock is accumu-
lated produce,’® does not appear to hiave attracted the atten-
tion of{J. 8. Mill, who, though he begins by speaking of capital
as an ‘accumnlated stock of the produce of labour, ¢ and
puts forward es his second ‘ fundamental theorem respecting
capital * that ‘it is the result of saving,’ seems to have agreed
with Adam Smith a8 to the nature of accumulation and .
saving.] After saying that capital is the result of saving, he
adds that there is a * trifling exception’

Y Political Kconomy, 8vo ed. p. 59. * Itid., p. 65.

* Progress of Political Economy, p. 188. See above, p. 64.

¢ Principles, Bk. t, ch. iv. § 1; lat ed. vol. i. p. 67; People’s ed. p.
84 a,
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‘ because a person who labours on his own account may spend on
his own account all he produces, without becoming destitute ; and the
provision of necessaries on which he subsists until he has reaped his
harvest or sold his commodity, though a real capital, cannot be said
to have been saved, since it is all used for the supply of his own
wants, and perhaps as speedily as if it had been consumed in
idleness.’ X

Whether a thing has been saved or not is thus settled, not
by whether it is actually in existence, and therefore consti-
tutes for the time & part of the excess of produce over con-
sumption, but by what ultimately becomes of it. A.little
lower down, however, an increase of saving is treated as
equivalent to the existence of ‘a greater excess of production
over consuription,’ and we ere told that ‘to consume less
.. than is produced is saving’ But although saving is consuming

less than is produced, and capital is the result of saving,

‘a third fund tal th ting capital, closely connected
with the one last discussed, is that, nlthough saved, and the result
of saving, it is nevertheless consumed, The word saving does
not imply that what is saved is not consumed [nor even necessarily
that its consnmption is deferred], but only that [if consumed imme-
diately] it is not consumed by the person who saves it.’?

And in the next section it is alleged that ‘everything
which is produced is consumed ; both what i§ saved and what

is seid to be spent.;. and_the former. quite as rapidly as the
Intter’® This is a mere paraphrase of Adam Smith’s ‘ what
is annually saved is as regularly consumed as what is annually
spent, and nearly in the same time too.¢ But instead of here
falling into Adam Smith’s confusion between what is actually
saved and the income of the persons who produce the things
saved, J. S. Mill supports the proposition by asserting that
all the things of which the stock or capital of a country at
any time consists are in the course of time worn out and

1 Pruu:lplea Bk. 1. ch. v. §4; People’s ed. p.43a. The st ed., vol. i. p. 85,
reads, ‘no ak has been practi "mphoool'porhapl’mdtho
following words.

3 Ibid., Bk. L ch. v. § 5, 1st ed. vol. i. p. 87; People’s ed. p. 44 &. The
words in brackets were not in the 1st ed.

® Ibid., Bk. 1 ch. v. § 6, l-ted.vol.l.p DI,Pwple-od p46a

‘Abava.p.72.
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consumed. That is not quite true; but even if it were true
it would not justify the statement Lhat. what is"saved’ (by
which Mill soems to mean the whole capital) ‘is consumed :—

¢The growth of eapital,’ he says, *is similar to the growth of
population.  Every individual who is born dies, bat in each year the
ber born ds the ber who dis ; the population, therefore,
always increases, though not one person of those composing it was
alive nntil 8 very recent date.’ :

Exactly; and so we cannot properly say ‘ capital is con-
sumed ’ any more than we can say ‘ population dies’ The
persons of whom the population is composed at any given
time die, and the things of which the capital is composed at
any given time, or some of them, are consumed, but the
population and the capital remain. In a later section,
however, J. S. Mill admits that some of the things which.
constitute fixed capital never require entire renewal, and
completely adopts Adam Smith's view of the matter, sup-
porting the “proposition thaf ‘the_capital, like all other
capital, has beon consumed, by saying !it was.consumed .
in_maintaining the labourers who executed_the fmprove-
“ment, and in the wear and. tear of the.teols-by which-they
woro assisted, 3 CHere the capital is first treated as con-
sisting of the t.hmgs themselves, ¢ a dock or canal,’ for example,
and then as consisting of the maintenance and tools which
were consumed in producing these things. On the whols, it
cannot be said that J. S. Mill in 1848 was one whit less

confused as to the nature and origin of the capital of a com-
munity than Adam Smith in 1776]

{As to the division of the capital into fixed and circulating
capital, J. S. Mill speaks as if the distinctions drawa by Adam
Smith, Ricardo, and James Mill were identical. He says:
*Capital which . . . fulfils the whole of its office in the pro-
duction in which it is  engaged, by s single use, is called Circu-
lating Copital :* this is from Jemes Mill} “The term, which
is not very appropriate, is derived from the circumstance
that this portion of capital requires to be constantly renewed
by the sale of the finished product, and, when renewed, is

? Bk. L oh. v. § 8 ad fin..1st ed. vol L p. 92; People’s ed. p. 47 a.
) 3 Bk. v ch.'vi. § 1, 1at ed. vol. & pp. 109, 110; People’s ed. p. 63.
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perpetually parted with in buying materials and paying wages;
so that it does its work, not by being kept, but by changing
hands:’ this is from Adam Smith. { Another large portion
of capital, however, consists in instruments of a more or less
permanent character "—this is from Ricarddy—* which produce -
_their effect, not by being parted with, but by being kept'—
Adam Smith again—*and the efficacy of which is not ex-
hausted by a single use:’ James Mill again. {Capital which
exists in any of these durable shapes, and the return to which
is spread over a period of corresponding duration’—Ricardo
sgain— is called Fixed Capital”} But as Senior had slready
shown with regard to two of them? the three distinctions
are by no means identical. According to Adam Smith, the
seed corn of a farmer is fixed capital, because he will not sell
it. According to Ricardo, it is fixed if a year be considered a
long period, and circulating if a year be considered a short
period. According to James Mill, it is circulating capital
because it is consumed in one set of operations,

J. S. Mill admits that some of the capital cannot properly
be described as either fizxed or circulating ——

¢Since all wealth which is destined to be employed for repro-
duction comes within the designation of capital, there are parts of
capital which do not agree with the definition of either species of it ;
for instance, the stock of finished goods which & manufacturer or
dealer at any time possesses unsold in his warehousea.”

But instead of concluding that fixed and circulating are
not exhaustive divisions of the capital, and that the capital
must be divided into (1) fixed, (2) circulating, and (3) another
kind of eapital, he proceeds :—

¢ But this, though capital as to its destination, is not yet capital
in actual exercise ; it is not engaged in production, but has first to
be sold or exchanged, that is, converted into an. equivalent value of

some other dities ; and therefore is not yet either fixed or eir-
culating capital ; but will become either the one or the other, or be
eventually divided between them.’®

If, however, whether the thing is capital at all or ﬁot in

1 Bk. & ch. vi. § 1, Ist ed. vol i. pp. 107, 208; People’s ed. p. 57.
3 Political Economy, 8vo ed. pp. 61-66.
? Bk, L ch. vi. § 3, lat ed. vol i p. 117; Pevple’s od. p. G2 a,
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-settled, not by its actual exercise, but by its ultimate destina-

tion, it is difficult to see why the question whether it is fixed
“or cireulating capital should not be settled by the same
criterion. - Equally difficult is it to see how the straight-
forward term ¢ exchanged’ is explained by the metaphorical .
‘ converted.’ ! .

§ 5. Adam szths 4 on the Functions of the
Capital of a Community. ) )

'With regard to the functions of the capital of a community,
Lauderdale’s Nature and Origin of Public Wealth shows a
great advance upon the Wealth of Nations, LLauderdale
denied that the function of the capital is to set labour in
motion or to support industry, and saw that the functions
ascribed to the fixed capital belong also to the circulating
capital. -

Capital may be employed he says, in five different ways :—

(1) In obbn.mmg buildings and machinery.

(2) “In procuring and conveying to the manufacturer the
raw materials in advance of wages, or conveying the manu-
factured commodxty to the market and furnishing it to t.he
consumer ; that is, in the home trade,’

3) In mportatlonﬂnd exportation.

(4) In agriculture.

(5) In circulation (as money). * ’

In all cases where capital is 80 employed as to produce a
profit, that profit arises from the capital ‘ supplanting a por-
tion of labour which would otherwise be performed by the
hand of man, or from its performing a portion of labour
which is beyond the reach of the personal exertlon of man to
accomplish)s

In the case of buildings a.nd machinery, he thought Adam
Smith showed ‘a st.ra.nge confusion of ideas’ when he seid

1 In another place (Bk. 1. ch. iv. § 1, ad fin; Peoplen ed 35 b) Mill
says the ‘shape’ of the !values’ destined for
‘ whatever it may be, is & temporary accident ; but. once destined for pro-
duction, they do not fail to find a way of tnnsfonmng themselves into
things capable of being applied to it." The myatic process is not explained,
2 Public Wealth, p. 159, 3 I, p. 161,
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that machinery facilitates labour or increases its productive
powers! ‘The same process of reasoning,’ he says, ‘would
lead a man to describe the effect of shortening a circuitous
road between any two given places from ten miles to five
miles as doubling the velocity of the walker” He wished to
say that machinery ¢ supplants labour.” The force of this lies
entirely in the illustration, which is not very fairly chosen,
Had Adam Smith lived at the present time he might have
retorted that it is surely better to say that a pneumatic-tyred
ball-bearing safety bicycle increases the ‘productive (loco-
motive) power of the cyclist’s labour as compared with the
time when he rode an old-fashioned ¢bone-shaker, than to
say that it ‘supplants his_ labour’ Lauderdale’s ‘ walker’
apparently stops when he has got to the second of the two
given places, but the world in general behaves more like the
cyclist, who with his improved machine exerts the same
labour as before, but travels double the distance.

In the cases of the home and foreign trade he teaches
that capital supplants labour because less labour is required
to produce & given result.when there are middlemen like
shopkeepers, manufacturers, and merchants, than if the con-
sumers had always to deal directly with the producers. The
iact that the middleman saves more labour to the consumer
than he himself expends, ‘proves that it is his capital, and
not himself,’ that supplants the ¢onsumer’s labour :—

“Though the proprietor of capital so employed saves, by the use
‘of it, the labour of the consumer, he by no means substitutes in its
place an equal portion of his own ; which proves that it is his capital,
and not himself, that performs it. He, by means of his mplta], per-
haps, does the busineas of three hundred by one j Y ;
and carts, boats, and a variety of other machinery, all tendmg to
supplant Jabour, are applicable to the large scale in which ke deals,
from which a consumer could derive no benefit in procuring for him-
golf the small quantity adapted to the satisfaction of his individual
desirea.’ %

The case of capital employed in sgriculture is identical
with that of capital employed in buildings and machinery.

3 Public Wealth, p. 164, note. The reference is to Wealth of Nations,
Bk m.ch. i p. 124
* tbid., p. 130,
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The “circulating’ eapital or mone-y supplants Iabour by doing
away vith the necesmty of the laborious processes involved
in barter:

‘From this short examination it appears that capital, whether
. fixed or circulating, whether embarked in the home or in foreign
trade, far from being employed in putting labour into motion, or in-
adding to the productive powers of labous, is, on the contrary, alone
usefal or profitable to mankind from the circumstance of its either
supplanting the necessity of a portion of labour that would otherwise be
performed by the hand of man, or of its executing a portion of labour
beyond the reach of the powers of man to accomplish : and this is not
& mere criticism on words, but'a distinction in itself most important.’?

~Tn general, however, the economists of the first half of the
" pineteenth century seem to have been very well satisfied with
Adam Smith’s account of the functions of the capital of a
coun
rMxmy of them seem even to have adopted his ddetrine
that the great use of the capital is to make division of labour
possible] Lauderdele’s critic in' the Edinburgh Review
8ays :—

*The remaining part of Lord Lauderdale’s theory—his assertion
that the capital employed in commerce supplants s labour ctherwise
idabl to have p ded from an oversight of a dif-
ferent nature, and to have heen indebted for all its novelty to a mis-
take of the remote for the proximate cause. The accumulation of
capital is necessary to that division of labour by which its productive
powers are increased, and its total améunt diminished. . . . All Lord
Lauderdale’s explanation of the in which mercantile and
- facturing capital supplants the labour of the purchaser resolves
itself into this doctrine of the division of employments, The
accumulation of stock enables one class of men to work in any.
line cheaper for the rest of the commaunity than if each class
worked in every line for itself. - The immediate saving of labour
is here occasioned by its subdivision. It is & consequence of the
same accumulation of stock, that one class of men collects
the articles necessary for the others all at once, and thus saves
each the necessity of collecting for itself, which would be a
repetition of the same toil for every transaction. This saving, too,
is occasioned by the division of labour; and all writers have agreed

» Public Wealth, pp. 208, 204.
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in giving 'the same acconnt of the connexion between the division of
labour and the mumulatlon of stock. Lord Lauderdale’s discovery

ists in d g the int: diate link of the chain, and ascribing
the effect directly to what the schoolmen used to call the czusa cause.’ 1

Doubtless Lauderdale was wrong when he ignored the
division of labohir, but that scarcely proves that the account
given by *all-writers’ of ‘ the connexion between the division
of labour and the accumulation of stock’ is correct. “The
fact that the division of labour makes labour more productive
does not prove that the accumulation of capital employed in
commerce only makes labour more productive by facilitating
the division of labour. Malthus, Ricardo, and James Mill pay
littlo attention to the subject. Senior, however, expressed an
approval of Adam Smith’s view which was so qualified as to
amount to & condemnation] Quoting the passage from the
Introduction to Book 11, of the Wealth of Nations in which
Adam Smith endeavours to explain the connection between
the accumulation of capital and the division of labour he
88y8 —

¢ Perhaps this is inaccurately expressed ; there are numerous cases
in which - production and sale are contemporaneous. The most
important divisions of labour sre those which allot to a few members
of the community the task of protecting and instructing the remainder.
But their services are sold as they are performed. And the same
remark applies to almost all those products to which we give the
name of services. Nor is it absolutely necessary in any case, though,
if Adam Smith’s words were taken literally, such a necessity might be
inferred, that, before a man dedicates himself to a peculiar branch of
‘Production, & stock of goods should be stored up to supply him with
subsistence, materials, and tools, till his own product has been com-
pleted and sold. That he must be -kept supplied with those articles
is true ; but they need not have been stored up before he first sets to
work, they may bave been produced while his work was in progress.
Years must often elapse b the t and sale of a
picture. But the painter’s subsistence, tools, and materials for those
years are not stored up before he sets to work : they are produced
from time to time during the course of his labour. It is probable,
however, that Adam Smith’s real meaning was, not that the identical
supplies which will be wanted in & course of progressive industry

* Vol iv. p. 370,
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must be already eollected when the process which they are to assist

" or remunerate is about to be begun, but that a fund or source must
then exist from which they may be drawn as they are required.
That fund must comprise in specie some of the things wanted. The
painter must have his canvas, the weaver his loom, end materials—not
enongh perhaps to complete his web, but to commence it. As to
those commodities, however, which the workman ~subsequently
requires, it is enough if the fund on which he relies is & productive
fund, keepmg pace with his wants, and vxrtnm!.ly sot apart to answer
them.’*

The criticism is sound, but the apology is lame. It is not
in the least probable that when Adam Smith said that ‘a
weaver cannot apply himself entirely to his peculiar business -
unless there is beforehand stored up somewhere . . . a stock
sufficient to- maintain him,and to supply him with the
materials and tools of his work, till he has not only com-
pleted but sold his web,’ his ‘real meaning’ was that thé
maintenance and materials used by the weaver must be
forthcoming from some source when they are required.
Moreover, the real meaning, obligingly invented for Adam
Smith by Senior, does not prove the case. The facts that
the painter must have his canvas, the weaver his loom, and
materials, not enough, perhaps, to complete his web, but to
commence it, and that a productive fund, keeping pace with
the workman's wants, and virtually set apart to answer them,
is necessary for the supply of those commodities which the
workman subsequently requires, have nothing t0 do with the
division of labour. Every one who paints must have his
canvas, whether he devotes himself principally to painting or
not, every one who weaves must have his loom and materials,
whether he is only a weaver, or also a tinker, tailor, and
apothecary. And-the ‘productive fund’ which the workman
subsequently requires is not formed by ‘abstinence,’ and so
is not, even according to Senior himself, capital’ The baker
does not abstain when he supplies the wants of the weaver by
giving him bread in exchange for cloth, nor does the weaver
abstain when he supplies the wants of the baker by giving
him cloth in exchange for bread.

Of course, no economist could fail t,o see that the function

¥ Political Economy, 8vo ¢d. pp. 78, 79.
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of the‘fixed capital,’ the stock of machinery, and instruments
of production, is tc enable men to produce wealth more easily.
This was looked upon as an obvious fact, which needed at the
most a cursory mention.! But at the end of the eighteenth
and the beginning of the next century the high price of corn
caused sttention to be concentrated on subsistence and the
capital of the corn-growing farmer, instead of on produce and
capital in general. ; Now the capital of the corn-growing
farmer consists more largely of what Adam Smith called
circulating capital than the whole capital of the country. It
is true that on every corn-growing ares & considerable fixed
capital is used, but in England this belonged, for the most
part, to the landlord, and being let with the land was easily
confounded with the land. {{ Moreover, much of the capital in
money with which a corn-Browing farmer was supposed to
begin business was expended in wages.‘ Owing to these
facts the economists of the period came to ook upon circu-
lating capital as the most important part of ‘ capital and on
*the funds for the maintenance of labour’ as almost the only
component of the circulating capital Fixed capital wes
sometimes so completely forgotten that ‘capital’ could be
used to indicate the funds for the maintenance of labour only,
‘machinery ’ being put in a separate category. Ricardo, as we
have seen? in his Preface, makes ‘machinery’ a requisite of
production, in addition to ‘capital’ This might be set down
as mere tautology, if we had not the evidence of one of his
letters to Malthus to show how entirely he separated machinery
and capital :—
_ ‘I do not clearly see,’ he says, ‘the distinction which you think
! The fact is implied rather than plainly expressed in Ricardo and
Malthus. It is mentioned by Torrens, Production of Wealth, pp. 69-71;
James Mill, Klements, 2d and 84 eds. p. 16; M‘Culloch, Principles, pp.
96, 97. Senior deals with it at greater length, Political Economy, 8vo ed.
pp. 67-73, and remarks that ‘to give anything like an adequate account
“of it, however concise, wonld far exceed the limita’ of his treatise (p. 69).
J. 8. Mill ignores it almost entirely in his throe chapters on capital. In
the next chapter, ‘On what depends the degres of Productiveness of Pro-
ductive Agents,’ he makes a few observations upon it, and refers his
readersto Babbage's Economy of Machinery and Masyfactures, but this is
only in a section (§ 4) ori the effects of superior skill and knowledge on the
productiveness of land, laboar, and capital (1ss ed. vol. L p. 127; People’s
ed. p. 86 b), * Above, p. 41
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important between productiveness of industry and productiveness of
capital. Every machine which abridges labour- adds to the produc-
tiveness of industry, but it adds also to the productiveness of capital.
England with machinery and with a given capital will obtain &
-greater real net produce than Otaheite with the same capital without
machinery, whether it be in manufactures or in the produce of the
soil. It will do so because it employs much fewer hands to obtain
the same prod Industry is more productive; so is capital. It
appears to me that one is a necessary consequence of the other, and
that the opinion which I have advanced and which you are combat-
ing is that in the progress of society, independ “- of all improve—
ments in skill md hinery, the produce of industry
diminishes, as far a8 the land is concerned, and consequently capxtal
becomes less productive.’?

In consequence of their habit of regarding the ‘funds for
the maintenance of labour’ as the most important component
of the capital, the -early nineteenth-century economists
attached themselves with fervour to Adam Smith’s idea
that the maintenance of productive labour is the principsal
‘function of the capital of & country. Adam Smith seems
to have had in his mind the picture of a ‘capitalist’
arriving in a village with his capital, and turning ‘idle’
menials and beggars into *industrious’ labourers. But
in the next generation, Malthus, with his doctrine that
the increase or decrease of the population of a country follows
the increase or decrease of the amount of subsistence pro-
duced in it, put the theory on a new basis. The tendency of
his work was to identify ‘population’ with number of
labourers, and ¢ subsistence’ with ‘ capital,’ and thus to make
capital a thing which must be provided before labourers can
exist, rather than a vivifying influence which makes idle
men become industrious. Once at least, however; an attempt
was made to recall attention to the existence of capital other
than funds for the maintenance of labour, and to represent
that the amount of industry employed must be dependent
on the magnitude of these funds alone, instead of on the
magnitude of the whole capital. A-Committes of the House
of Commons on the Poor Laws, which reporbed in 1817’
declared that—

1 Letters to Malthus, ed. Bonar, p. 96,
H
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¢ Whet number of persons can be employed in labour must depend
abaolutely upon the amount of the funds which alone are applicable
to the maintenance of labour. In whatever way these funds may be
spplied or expended, the quantity of labour meintained by them in
the first instance would be very mearly the same. The immediate -
effect of a compulsory application of the whole or & part of these
{unds is to change the application, not to slter the amount of them,
Whatever portion is applied under the provisions of the law would
have been applied to some other object had the money been left to
the distribution of the original owner; whoever therefors is main-
tained by the law-as a labouring pauper is maintained-only instead
of some other individual, who would otherwise have earned by his
own industry the money bestowed on the pauper.’?

Perusal of this passage suggested to John Barton, the
author of Observations on the Circwmastamces whick influence
the Condition of the Labouring Classes of Society, & pamphlet
praised by Ricardo as containing ‘much valuable informa-
tion,'? and by Malthus as * ingenious,’ the following remarks,
which seem to be the original source of all the later dis-
cussions about the effects of a somewhat imaginary process
known as ‘ the conversion of circulating capital into fixed’:—

*It does not seem that every lation of capital ily
sets in motion an additional quentity of labour. Let us suppose a
case. A manufacturer possesses & capital of £1000, which he
employs in maintaining twenty weavers, paying them £50 per annum
each. His capital is suddenly increased to £2000. With double
means he does [not}, however, hire double the number of workmen,
but lays out £1500 in erecting machinery, by the help of which five
men are enabled o perform the eame quantity of work as twenty did
before. Are there not then fifteen men discharged ip consequence of
the facturer having i d his capital$

‘But does not the construction and repair of machinery employ &
number of labourers? Undoubtedly. As in this case a sum of
£1500 was expended, it may be supposed to have given employment
to thirty men for a year at £50 each. If calculated to last fifteen
years (and machinery seldom wears out sooner), then thirty workmen
might always supply fifteen manufacturers with these machines;

1 Report from the Select Committee on the Poor Laws, 1817, No. 462, p
17 (vol. vi. p. 17, in the House of Commons collection).

3 Principles, 3d ed. in Works, p. 24) note.

3 Politicul Economy, p. 261 note.
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therefore each fact may be said constantly to employ two,
Imagine also that one man is always employed in the necessary
repairs.  We have then five weavers and three machine-makers where
there were before twenty weavers.’

It may also be allowed, ke thinks, that the manufacturer
may employ two more domestic servants, as his revenus will
have increased from £100 to £200, but even then we have

-only a total of 10 persons employed in place of the 20

weavers. He infers that ‘the demand for labour depends
on the increase of circulating and not of fixed capital ':—

“Were it true that the proportion between these two sorts of
capital is the same at all times .and in all countries, then, indeed, it

_follows that the number of labourers employed is in proportion to the

wealth of the state. But such a position has not the semblance of
probability. As arts are cultivated and civilisation is extended, fixed
capital bears a larger and larger proportion to circulating capital.
The amount of fized capital employed in the production of & piece of
British muslin is at least a hundred, probably a thousand, times

. greater than that employed in the production of a similar piece of

Indian muslin. "And the proportion of circulating capital employed
is & hundred or a thousand times less. It is easy to conceive that
under certain circumstances the whole of the annual savings of an
industrious people might be added to fixed capital, in which case they
would have no effect in increasing the demand for labour.’ 3

Ricardo, commenting on this passage in the chapter ‘On
machinery, which he added in the third edition of his Prin-
ciples, objects to the last sentence, but practically concedes all
that Barton was contending for:—

‘It is not easy, I think,’ he says, *to conceive that under sny
circumstances an increase of capital should not be followed by an
increased demand for labour ; the most that can be said is that the,
demand will be in a diminishing ratio.’8

This clearly admits that the amount of labour does not
vary in the same proportion as the whole capital, though it
varies always in the same direction, and when Ricardo con-
tinues to teach that every incresse of the whole “capital
increases (though it may be ‘in & diminishing ratio’) the

1P s 3 P. 18, quoted by Ricarde, Worcs, p. 241 note,

# 3d ed. in Works, p. 241, note. "
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demand for labour, we are to understand him as teaching this,
not because he thinks the whole capital regulates the demand
for labour, but because he thinks every increase of the whole
capital is -necessarily accompanied by an increase of the
circulating capital. He agrees with Barton in believing that
if the fixed capital is increased at the expense of the circulat-
ing capital the funds for the maintenance of labour will be
diminished! Malthus, however, thought the new theory
unnecessary, because  where the substitution of fixed capital
saves 8 great- quantity of labour which cannot be employed
elsewhere, it diminishes the value of the annual produce, and
retards the increase of the capital and revenue taken to-
gether.'t To unravel the tangled skein of thought in this
sentence would require a whole book to itself. .
James Mill does not seem to have paid any attention to
the distinction made by Barton and admitted by Ricardo :—

Tt follows necessarily,’ he says, ‘if the instruments of labour, the
materials on which it is employed, and the snbsistence of the labourer
are all included under the name of capital, that the productive industry
of every country is in proportion to its capital ; increases when its
capital increases, and declines when its capital declinea, It is obvious
that when there is (sic) more instruments of labour, more materials
to work upon, and more pay for workmen, there will be more work,
provided more'workmen can be obtained. If they cannot, two things
will lmppen wages will be raised, which, giving an impulse to

will i the ber of lab ; while the im-
mediate smrclty of hands will whet the mgemuty of capitalists to
supply the defieiency by new inventions in hinery and by dis-
tributing and d:vnimg labour to greater advantage.’$ .

The first part of this passage seems a restatement of the
theory of Adam Smith, but the last part makes it somewhat
doubtful what James Mill means by industry.’

From the fact that M‘Culloch treats of the ‘accumula-
tion and employment of capital’ only as one of the ‘means
by which the productive powers of labour are increased, s
reader might bé tempted to infer that he had abandoned the
theory that the chief function of the capital of a country is to
maintain its labourers, but this would be a mistake. After

1 3d od. in Works, p. 238. 8 Political Economy, p. 261,
* Elements, 24 ed. pp. 24, 25 ; 3d (alightly altered), pp. 24, 25.
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‘treating of the way in which the capital increases the pro-
ductive powers of labour, he adds as a sort of appendix:—

¢There are other considerations which equally illustrate the

extreme importance of the lation and employment of capital
The produce of the labour of & nation cannot be increased otherwise
than by an i in the ber of its lab or in their pro-

ducﬁve powers. But without an increase of capital it is in most™
“eases impossible to employ another workmen with advantage, If the -
food and clothes destined for the support of the labourers, and the
tools and machines with which they are to operate, be all required for
the maintenance and efficient employment of those already in exist-
ence, there can be no additional demand for others.’!

CThe theory, however, finds no place in Senior’s Political
- Ecomomy, and was gradually losing its hold on men’s minds,
when it re-appeared in J. 8, Mill's work. The first of Mill's
fundamental prop051t1ons respecting capital is ‘ that mdustry
is limited by capxtal.,'_] ¢ This is so obvious,’ he says, ‘as to be
taken for granted in many common forms of speech.' For’
instance—

‘The act-of directing industry to a particul ployment -is
described by thé phrase applymg eapxta.l” to the employment. To
_employ industry on the land is to apply capital to the land. To
employ labour in & manufacture is to invest capital in the manu-
facture, This implies that industry cannot be. employed to any’
greater extent than there is capital to invest.’3 -

It is difficult to attach any meaning to this last state-
ment. If Mill-hed proved that ¢ to employ one labourer in a
manufacture is to invest £100 of eapital in the manufacture,
he might have intelligibly sald that this implies that
labourers cannot be employed in any greater number than
one to every hundred pounds of capital. {Secking some more
secure basis for the proposition that capital limits industry,
he falls back on the necessity, for the existence of labourers,
of a store of food}—

‘There can’be no more industry than is snpplied with materials
to work up and food to eat. Self-evident as the thing is, it is often
forgotten that the people of a country are maintained and have their

! Principles, p. 100
] 3 Principles, Book 1 chap. v. § J, 1st ed. vol. L. p. 78; People’s ed. pp. 39, L)
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wants supplied, not by the produce of present labour, but of past.
They consume what has been produced, not what is about to be
produced. Now, of “what hes been produced, a part only is allotted
to the support of productive labour; and there will not and cannot
be more of that labour than the portion so allotted (which is the
capital of the country) can feed and provide with the materials and

duction.?1

instr ts of p
It is perfectly obvious that industry or labour can never

be brought to a stand by the inaccessibility of materisls or the
absence of instruments of production so long as food, drink,
and, in some situations, clothing and fuel are obtainable,
The inaccessibility of materials and the absence of instru-
ments of production will make production a more laborious
procees, but will not stop labour. So Mill's argument really
depends entirely on the necessity of food for labourers, though
he has perfunctorily introduced the materials and instru-
ments of production. He first tells us that ‘the people of &
country’ are maintained by the produce of past labour, and
that only a part of this is ‘allotted’ to the productive.
labourers, and then invites us to conclude that the number
of productive labourers cannot be more than the part of the
produce of ‘past Iabour (periodically 7) allotted to them will
support, Exactly the same thing” might;"of courss, be said
of any class; for instance, it might be said, with equal truth,
that there cannot be more landlords than the produce
of past labour allotted to landlords will maintain. There
may, of course, be fewer landlords than the produce allotted
them would maintain; but so also, Mill proceeds to admit,
may there be fewer labourers than the produce allotted them
would maintain? So that, granting the truth of the paren-
thetical statement that the produce allotted to productive
. labourers is the capital of the country, it would be just as
correct to say ‘landholding is limited by rent,” as ‘industry

is limited by capital.’

Mill's only reason for writing the paragraph seems to have
been that he considered *industry is limited by capital’ a
1 Principles, Book L chap. v. § 1, Ist ed. voL L p. 79; People's ed. p. 40 a.

3 Book 1. chap. v. § 2, begins, ‘Because induatry is limited by capital we
are not, however, to infer that it always reaches that limit. There may not

be as many labourers obtainable as the capital would maintain and employ.”
—1st ed, vol. 1. p. 80; People’s ed. p. 41 a.
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useful catchword with which ‘to attack the _protectionist
fallacy of giving employment or ‘ creating an industry’ :—

‘A government would,’ he says, ¢ by prohibitory laws, put a stop
to the importation of some commodity; and when by this it had
caused the commodity to be produced at home, it would plume itself
upon having enriched the country with a new branch of industry. . . .
Had legislators been aware that industry is limited by capital, they
would have seen that the aggregate capital of a country not having .
been increased, any portion of it which they by their laws had caused
to be embarked in the newly acquired branch of industry must have
been withdrawn or withheld from some other, in which it gave or
would have given employment to probably abont the same quantity
of labour which it employs in its new occupation.’? - ;

. This argument is, of courss, entirely destroyed by his
admission that industry does not always reach the exterior
limit imposed by the amount of capital. Whenever it does
not reach this supposed limit (and who can say when it does?)
a new industry might, according to his own theory, be created
without additional capital. He gives away his case when
he admits that ‘where industry has not come up to the
limit imposed by capital, governments may in various ways,
for example, by importing additional labourers, [‘or, the
protectionist would naturally interpolate, ‘ by imposing pro-
tective duties on the products of foreign industry,’] ‘bring it
nearer to that ligit.’'2 - :

Under the arrangements to which we in English-speaking
countries are accustomed, it may possibly be said with truth
that it is the capitalists or owners of the capital who for the
most part take the initiative in industrial enterprise, and so
in a way ‘put labour into motion” But it certainly is not
the capital itself, a mere mute mass of objects, which puts
industry into motion. Nor does the magnitude of the capital
decide how much labour shall be put into motion. Every
one knows that neither the number of workers in each of the
different countries of the world, nor the length of time they
work, nor the energy they show, is regulated by the magni-
tude of the different national capitals, - A country which is
poor in aggregate capital may be more populous and more

1 Book 1, chap. v. § 1, lat od. vol. i. pp. 79, 80; People’s ed. p. 40 b
¥ Book L chap. v. § 2, 1st ed. vol. L. p. 81 ; People’s ed. p. él av
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industrious than one which is richer in capital ; the destruc-
tion of & part of the capital of a country, while it would
certainly diminish the produce of industry, would not
seriously? diminish the quantity of industry unless the de-
struction was so great as to lead to starvation or ill-health;
andTinally, an increase of the capital of a country may, and
often does cause, not an increase, but a diminution of industry
b; allowing more people to ‘live on their means. '%

. The capital of a country cannot: even properlybe said to
“support’ its labourers, To support the labourers, as well as
to support the landlords, the capitalists, and their families, is
the office, not of the accumulated stock of produce, but of the
supply of produce. The utility of things as periodical pro-
duce, must be kept entirely separate from the utility of an
accumulated stock of them. If a discovery were made by
which we could reap corn all the year round instead of only
in the autumn, the utility of grain would not be affected;
we should require every year the same quantity of bread in
order to be equally well provided for in that respect, But
the. utility of a great stock of grain would be entirely de-
stroyed; it would be of no use whatever to accumulate a
year’s crop of grain and store it up. It is the annual produce
of grain, or rather the daily produce of bread, which supports
the population, and the year’s stock of grain stored up in
barns and elevators in October only exists ip order to enable
that daily bread to be supplied with the required regularity.

If, then, the capital of a country consisted entirely of
stocks of cereal crops, its office would not be directly to
support labourers, but only to facilitate the support of the
whole population by incressing the utility of the produce
of labour. But, as a matter of fact, the stocks of cereal
crops form a very small portion of the whole capital of a
country, and no one ever seriously imagined that the office
of the stocks of “improved land,’ ships, railways, mills, ware-
houses, shops, tools, and such like things is to support labour.
And if the capital of a country is a useful and convenient
term, we should naturally expect that it would be possible to

10f mne, like any other disaster, it would probtbly cause some disloca-
tion of busi and of work in some
departmenta of industry,

q'
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ascribe some general funetion to the whole of it. Adam
Smith was on the right track when he discovered that a part
_of the ‘circulating capital, the stock of money, in many
. respects, resembled the ‘fixed capital’ He was able to dis-
cover this because he “was obliged, by the necessity of the
case, to tontemplate the money as a stock and not as an
.- annual supply of produce. Had o clearly conceived the
_other components of the circulating capital as accumulated
stocks, he would have seen that the points of resemblance
which he.saw between the money and the fixed capital were
also to be found between the rest of the circulating capital
- and the fixed capital. He says that the stock of money
resembles the fixed capital, first, because the cost of maintain-
ing it is not part of the net revenue of the society; secondly,
becauso the stock itself does not form a part of the met
revenue; and thirdly, because every saving in the expense of
maintaining it is an advantage to the society. All this may
be said of any of the stocks, whether of * circulating capital’ or
resorves for consumption, The cost, which, so far as the
community is concerned, means the labour, of keeping the
stock of houses in good ropair and keoping the stock of wheat
dry and in'good condition is obviously not part of the income
of the community, The stocks of machine oil, wheat, and
houses are no part of the income of the country;'the income
for any year consists of the ‘necessaries, conveniencies, and
amusements’ produced and enjoyed during the year, plus
any additions to the stock existing at the beginning of it.
And finally, every saving in the expense of maintaining the
stocks of houses, machine oil, and wheat are of obvious
advantags to the community,
So far from its being a good plan, as James Mill imagined,
to assimilate the fixed capital by an assumption! to the
! “There is & mode of viewing the gross return to the capitalist, which haa
a tendency to simplify our language, and so far, has a great advantage to

recommend it. The case of fixed and of circulating capital may be treated
[*] t.he same, by maraly considering the fixed capital as a product which is
and replaced by every course of productive operations,
The anpnh.l not consnmed may always be taken as an additional commodity,
the mnlb oi the productive procesa.
ding to this supposition, the share of the capitalist is always equal
to the whols of his capital togethc: with ita profita, —Ekmaua. 8d ed.
Pp- 89, 81
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circulating capital, the true solution should have been looked
for in the-direction suggested by Adam Smith’s chapter « Of
Money,’ and by Lauderdale’s ‘supplanting labour’ theory.
Instead of either forgetting the fixed capital or assimilating
it to the circulating capital, Adam Smith's successors should
have shown that the function of the *circulating capital’ is
the same as that which has always been ascribed to the fixed,
namely, to enable an equal amount of labour to produce more
necessaries, conveniences, and amusements than could be
produced withous it,



CHAPTER V
THE THIRD REQUISITE OF PRODUCTION—LAND

. § 1. Land in general and amount of land per capita.

[ «EveRYTHING useful to the life of man, says Hume, ‘ arises
from the ground.'! The magniloquent Torrens observes —

‘The mh “I‘ I~ A e 9 Yotard w
sapply the wants and gmtxfy the desu-es of t.he sensitive beings which
dwell upon her surface. The surrounding atmosphere, the depths of
the wsten, the bowels of the earth,’and above all, the exterior soil,
bound with materials adapted to our use. Hence the air, the waters,
-and the earth, and even “the phynenl laws which determine their
ions, may be idered as the pnmarymatmments in the
formation of ‘wealth. o avoid ¥
the patural agents which constitute the primary mstmmenfs of pm—
duction are usnally included under the term land ; because Jand is the
most important of the class, and b the p ion of it g 11
gives the command of all the others’*

"y

That ‘land’ in this extended sense is & requisite of pro-
Uction has always been recognised. So also has the fact
that the productiveness of industry must depend partly on
the original quality of the ‘land, that is to say, on the
natural fertility of the soil, the accessibility of the minerals, -
the richness of the fisheries, and so on. About l:lns there
has never been any doubt}
£ But economic theory as to the way in which the pro-
ducuvenesa of industry, may be affected by the quantity ot
land available per capita, or, to express the same thing in
other words} by the density of population, had only just begun
to develop af the close of the eighteenth century:)
1 Essay of Interest in Basays (ed. of 1770), vol. ii. p.GB.

3 Production of Wealth, p. 67.
128
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2. Eighteenth-century views of lation.
g ury popul

tGenera.l opinion _in_the . seventeenth and. eighteenth
centiiries seems to have regarded every increase of popula-
t'ﬁmﬁmrovaB In France, Vauban wrote in 1698 :—

Il est constant que la grandeur des rois se mesure par le nombre
de leurs sujets ; c’est en quoi comsiste leur bien, leur bonheur, leurs
richesses, leurs foroes, leur fortune, et toute la conmdératlon qu'ils ont
dans le monde.'?

In England, Joshua Gee wrote in 1729: ‘Numbers of
people have always been esteemed the riches of a state.’$

The worthy Vicar of Wakefield ¢ was ever of opinion that
the honest man who married and brought up a large-family
did more service than he who continued single and only
talked of population.’® {Hume speaks of ‘the general rule
that the happiness of any society and its populousness are
nacessary attendants.’* Adam Smith says ¢ the most decisive
markof the prosperity of any country is the increase of the
number of its inhabitants.’® . As late as 1796, Pitt thought
that & man had ‘enriched his country’ by producing 8
number of children, even if the whole family were paupers]
He opposed Whitbread's bill for regulating the wages of
labourers in husbandry, partly on the ground that it would
make no difference in favour of fathers of large families, and
proposed as an alternative to amend the Poor Law :—

¢Let us,’ he said, make relief in cases where there are a number

of children a matter of right and an h , instead of @ ground for

pprobrium and pt. This will make a large family a blessing

and not a curse ; and this will draw a proper line of distinction between

those who are able to provide for themselves by their labour, and.

those who, after having enriched their country with a number of
children, have a claim upon its assistance for their support.’$

1 Dtme Royale (Petite Bibliothtque Economigue), p. 18.

* Trade and Navigation of Great Britain considered, Preface.

3 Goldsmith, Vicar of Wakefield, 1776, vol. i, p. 1.

¢ Basay of the Populousness of Ancient Nations in Essays (ed. of 1770),
vol. ii. p. 179, note. * Bl L ch. viii, p. 32 a.

¢ Hansard, vol. xxxii. pp. 709, 710 (Feb. 12, 1796). Whithread was not to
be outbid ; he replied : “ As o the partioular case of labourers who have to
provide for a ber of children, the wisest thing for government, instead of
putting the relief afforded to such on the footing of & charity, supplied
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The * powerful, affluent, and luxurious’ were ready to agree
with Paley that

‘It may and oughl; to be assumed in all political deliberations
that a lm'ger portion of happiness is enjoyed amongst ten persons
possessing the means of healthy subsistence, than can be produced by
five persons under every advantage of power, affiuence, and luxury;’

and that consequently,

‘the decay of population is the greatest ev11 & state can suffer; and
the improvement of it the object which onght in all countries to be
aimed at, in preference to every other political purpose whatsoever.’?
If the common herd had a healthy subsistence, that
was enough. Cantillon seems to have felt that he was not
-quite in sympathy with his age when he remarked:—
¢Cest aussi une question qui n’est pas de mon sujet de savoir 8'il
vaut mieux avoir une grande multitude d'Habitans pauvres et mal
, qu'un nombre moins idérable, mais bien plus & leur
gise ; un million d'Hebitans qui t lo produit de six arpens
par téte, ou quatre millions qui vivent de celui d’un arpent et demi.’?

It was, of eourse, quite recognised that there are ‘checks’
to the growth of population, or that the population of a
country does not commonly incresse as fast as it would
increase if everybody married at sixteen and lived to be
seventy. It was also recognised that the actual ‘checks’
consist prineipally of vicious, corrupt, and violent manners,
and of simple inability to procure a *‘healthy-subsistence.’
An Italian writer, Giovanni Botero, whose treatise Of the
causes of the Magnificence and Greatness of Cities was trans-
lated into English in 1606, and quoted in Anderson’s Origin
of Commerce, says 1

¢Great cities are more subject to dearths than are smell ones,
and plagues afflict them more grievously and frequently and with a
greater loss of people : eo that although men were as apt to generation
in the height of old Reman greatness, as in the first beginning thereof,

perhnpl from & procarious fund, and dealt with a reluctant hand, would be at
once to i & liberal premium for the of lu'ge families’
(p. 714).

2 Moral and Political Philosophy, 1785, Bk. vi. ch, xi,, third and fourth
paragraphs.

3 Essai sur le commerce, p. 113.
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yet for all that, the people increased not proportionably, because the
virtue nutritive of that city had no power to go further ; and in suc-
cession of time, the inhabitants finding much want, and less means to
supply the same, either forebore to marry, or else fled their country;
and for the same reasons, mankind, grown to a certain complete
number, hath grown no further. And it is three thoussnd years or
more, that the earth was as full of people as at present ; for the fruits
of the earth, and the plenty of victuals do not suffice to feed s greater
number. Man first propagated in the east, and thence spread far and
near ; and having peopled the continent, they next peopled the islands;
thence they passed into Europe, and last of all to the new world.
The b of soils, y of dations, earthqnakes,
_pestilences, famines, wars, etc., have occwoned ‘numberless migrations,
and even the very driving out by force of the younger peopls, and
in many countries the selling of them for slaves, in order to make
room for such as remained; all which are the let and stay that the
number of men cannot increase and grow immoderately.’? ’

Robert Wallace, one of those who contended, in opposi-
tion to Hume, that the world was more populous in ancient
than in modern times, inserted in his Dissertation on the
Numbers of Mankind (1753), a table which shows by
numerical examples how enormously rapid the growth of
population would be, if 1t depended merely on the fecundity
of mankind.?

It is not,” he declared, ‘owing to the want of prolific virtug, but
w the distressed circumstances of mankind, that every generation
does not more than double themselves,’$

¢Through various causea there has never been such & number of
inhabitants on the earth at any one point of time as might have been
easily raised by the prolific virtue of mankind. The causes of this
paucity of inhabitants and irregularity of increass are manifold. Some
of them may be called physical, as they depend entirely on the course
of nature, and are independent of mankind. Others of them are
moral, and depend on the affections, passions, and institutions of
men. . . . To this last article we may refer so many destructive wars
which men have waged sgainst one another; great poverty, cor-
rupt msmuhons, exther of a civil or religious kind, intemperance,

hery, irreg , idleness, luxury, and whatever either
prevents ma.rriage, kens the g ting faculties of men, or renders
3 Origin of Commerce, 1787, vol. ii. p. 178, tp4

? P, 8, note,
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them neghgant or incapable of educating their children, and oulhvatmg
the earth to advantage. 'Tis chiefly-to such destructive causes we
must aseribe the small number of men.’?

¢In every country there shall always be found a greater number
of inhabitants, ceteris paribus, in proportion to the plenty of provisions
it affords, as plenty will always encourage the generality of the people
to marry. ¢h

Adam Smith, who as an observer of the facts of everyday
life was seldom at fault, believed the chief *check’ to; be
infant mortality caused by poverty :—

‘Every" of animal turally Itiplies in proportion to
the means of their subsistence, and no apecles can ever multiply
beyond it. But in civilised society it is only among the inferior.
ranks of people that the scantiness of subsistence can set limits to the
further multiplication of the human species; and it can do eo in no
other way than by destroying a great part of the children which theu-
fruitful marriages produce.’®

He arrived at this conclusxon because he. believed that
any discouragement which poverty gives to marriage is amply
counterbalanced by the greater fruitfulness of the marringes
which take place in spite of it

Paley says that in the fecundity of the human race,
‘nature has provided for an indefinite multiplication,’ and
that in ¢circumstances favourable to subsistence’. population
has doubled in twenty years. To the ‘question, therefore,
‘what are the causes which confine or check the natural pro-
gress of this multiplication, he answers that it is not the
incapacity of the soil to support more inhabitants, but
licentiousness and the difficulty and uncertainty of being
able to provide *for thet mode of subsisting which custom
hath in each country established :"—

‘It is in vain to allege that a more simple diet, ruder habitations,
or coarser apparel, would be sufficient for the purposes of life and
health, or even of physica! ease and pleasure. Men will not marry
with this For instance, when the common people of
a country are accustomed to eat a large propomon of animal food, to
drink wine, spirits, or beer, to wear shoes and stockings, to dwell in

1 Pp. 19, 13, *P, 15
* Bk 1, oh. wiil. p. 36 3. , ¢ Bk, 1, cb, viil, p. 36 a.
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stone houses, they will not marry to live in clay oottages upon roots
and milk, with no other clothing than skins, or what is necessary to
defend the trunk of the body from the effects of cold.’!

The difficulty which would eventually arise, if the existiug
checks to the growth of population were removed for any
considerable length of time, was used by Wallace, in his
Various Rrospects of - Mankind, Natwre, and Providence
(1761), as an argument to show that ‘a perfect government,
which he practically identifies with a communist society,
+though consistent with the human passions and appetites, is,
upon the whole, inconsistent with the circumstances of
mankind.’ 2

¢Under a perfect government,” he says, ‘the inconveniences of
having a family would be so entirely removed, children would be so
-well taken care of, and everything b 80 f ble to popul
ness, that though some sickly or dreadful plagues in particular
climates might cut off multitudes, yet, in general, mankind would
increase so prodigiously that the earth would at last be overstocked,
and b unable to support its inhabitants. . . .

“Now, since philosophers may as soon attempt to make mankind
immortal as to support the animal frame without food ; it is equally
certain that limits are set to the fertility of the earth, and that its
bulk, so far as is hitherto known, hath continued alwaye the same,
and probably could not be much altered without making consider-
able changes in the solar system. It would be impossible, therefore,
to support the great numbers of men who would be raised up under s
perfect government ; the earth would be overstocked at last, and the
greatest admirers of such fanciful schemes must foresee the fatal
period when they would come to an end, as they are altogether incon-
sistent with the limits of that earth in which they must exist.'8

After discussing various expedients, he concludes that
- artificial regulations

¢could pever answer the end, but would give rise to violence and war.
For mankind would never agree sbout such regulations. Force and
arms must at Iast decide their quarrels, and the deaths of such as full
in battle leave sufficient provisions for the survivors, and make room
for others to be born."¢ ~

1 Moral and Political Philosophy, Bk. vi. ch. xi
3 Chap. iv., Title. * Pp. 114, 116, P 118
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Joseph Townsend, a writer who, unlike Wallace, was not
known to Malthus in 1798} used what he called the ‘prin-
ciples of population’? in an srgument sgainst the English
poor law. He treated the poor law as a partial establishment
of a community of goods, and maintained that it was harmful
because it weakened what long afterwards became known as
the * prudential check’

¢ There is,’ he says, ‘an appetite which is, and should be, urgent,

but which, if left to op without int, would multiply the
human species before provision could be made for their suppor&
Some check, some b , 18 therefore absolutely needful, and hunger °

is the proper balance ; hunger, not as directly Telt or feared by the
individual for hunnelf but as foreseen and feared for his immediate
‘offspring. 'Were it not for this, the equilibrium would not be pre-
served 80 near as it is at present in the world, between the numbers
of people and the quantity of food.. Various are the circumstances to
be observed in different nations which tend to blunt the shafts of
Cupid, or at lsast to quench the torch of Hymen.’$

. Quite in the style of Mr. Herbert Spencer, ho objected to
‘ furthering the survival of the unfittest’:é—

‘By establishing & community of goods, or rather by giving to
the idle and vicious the first claim upon the produce of the earth,
many of the more prudent,-careful, and industrions citizens are
straitened in their ci and inéd from iage. The
farmer breeds only from the best of all his cattle ; but our laws choose
rather to preserve the worst, and seem to be anxious lest the breed
should fail}! The cry is, Population, population! population at all
events!’®

Mercifully, he tEbught, the poor Iaw, while it removed the
fear of starvation, imposed some check on marriages by
causing the number of cottages to be restricted :—

‘In every village will be found plenty.of young men and women,
who only wait for habitations to lay the foundations of new families,

1 Malthus, Euaymminkquopulatwu. 2d ed., Preface.

3 Jowrnsy through Spain, 24 ed., 1792, passim. Bee the index at the end
of each of the three volumes, 8.v. ¢ Populstion,’

8 Dinertation on the Poor Lawe, 1786, roprinted 1817, pp. 67, 68,

¢ Spencer, The Man versus the State, p. 69,

8 Dissercation, repr. 1817, p. 62.
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and who with joy would basten to the sltar, if they conld be certain
of & roof to shelter them at night. It has been chiefly from the want
of houses that the poor have not more rapidly increased.’?

§ 8. Malthus's Essay on the Principle of Population.3

Malthus, however, was the first to write a book in which
the causes which regulate the increase of population are the
main subject. Even he did not strike out this new line all
at once. The title of the first edition® of his great work
(1798) was—

3 Dissertation, repr. 1817, p. 68. As a remedy, he desired to reduce state
poor relief to & minimum, or rather to abolish it altogether :—

*Unless the degree of p be i d, the labouring poor will never
aoquire habits of dxllgenl; application, and of severe Iruglhty To increase
this pressure, the poor’s tax must be gradually reduced in certain proportions
annually, the sum to be raised in each parish being fixed and certain, not
boundless and obliged to answer unlimited d ds. This tax
might easily in the space of nine years be reduced nine-tenths; and the
remainder being reserved 2s a permanent supply, the poor might safely be
left to the free bounty of the rich, without the interposition of any other
law. But if the whole system of compulsive charity were abolished, it would
be still better for the State.’—Jbid., pp. 96, 97. As substitutes for the poor
1aw, he recommended pubhc pnmh worksh pulsory i To-
duction of the ber of aleh ion of farm-h in order to force
a return to the use of oxen, division of common fields without imposing the
obligation of making hedges and ditches, and above all, voluntary charity,.—
Ibid., § xiv. ; see also Journey through Spain, places referred to under
Population, principles of,’ in the index at the end of each volume,

Townsend was a son of Ch T d, a London hant, M.P,
for Westbury 1747-¢8, and took his B.A. degree in 1762 at Clare College,
of which he became a fellow. He studied physic, attended Dr. Cullen’s

hed among Calvinistic Methodists, and at Lady Huntingdon’s
_chapel nt Bath was satirised as ¢ the spiritual Quixote,’ and became rector of
Pewsey, Wilta. -Besides the works already mentioned and several theological
treatises, he wrote Observations on various Plans for the Relicf of the Poor,
1788, Free thoughts on Despotic and Free Governments, 1791, The Physician's
Vade Mecum, 1794, 10th ed., 1807, A Guide to Health, 2 vols. *He stood pre-
emment u & scholar, & mmanlogut, o fosailist, and eonchologist, and he was
ap j and large shareholder of the Kennet and Avon Canal
He dxed Nov 9 1810. _See Gentleman's Magazine, 1816, Pt. 1. pp. 477, 606.

# Parts of t.hu mmm have already appeared in an-articls on *The Mal-
thosian anti-soci t," in the X ic Review for January 1892,
in which the subject is treated from auother point of view,

3 ]t was a very loosely printed small octavo volume of 396 pages, contaln-
ing about 50,000 words. The 2d edition waa & guarto of 604 pages, and con-
tained about 200,000 words. The 6th edition contains about 250,000 words,
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AW
ESSAY
oX THE _

PRINCIPLE OF POPULATION,

AB IT AYVECTS

THE FUTORE IMPROVEMENT OF SOCIETY.

‘WITH REMARKS

ON THE SPECULATIONS OF ME. GODWIN,
M. CONDORCET,
AND OTHER WRITERS.

He had been disputing with his father® on, ‘the general
question of the improvement of society, and} had discovered
that the necessity of checks to the growth” of population
could be used as an argument against the possibility of society
evér arriving at the state of perfection dreamt of by Godwin
and Condorcet, All checks, he held, are necessarily pro- °
ductive ,of misery or vice, and therefore, if checks are and
always will be necessary, vice or pisery, or both, must always
continue to exist, so that perfectibiljty is impossible? i

In the first edition, the bulk of his work consisted of an
attempt to show that”the necessary checks all produce vice
or misery, and therefore offer an invincible obstacle to
indefinite improvement. He had, of course, no difficulty in
showing that the growth of population was actually, and always
had been, checked by misery and vice, that is to say, by
poverty, pestilence, war,  and such like misfortunes and
calemities (chapters iii, iv., v, vi, vii.).. He was not so sue-
cessfut in showing that these checks are the only actual and
the only possible checks, Persons who have been born can
scarcely be got rid of without misery or vice, and births may
be kept down by vice. But births may also be kept down by
mere abstention from marriege, or postponement of the time
of marriage. Malthus realised this, but contended that such .
abstention from marriage or postponement of marriage led to
vice and constituted misery® There have been, however,
many very virtuous and very happy old bachelors and old

! Bonar, Malthus and his Work, pp. 6, 8; Malthus, E’nay, st ed.,
Preface. 3 Essay, lat ed. pp. 14, 87, 100, 141, 3 P. 108.
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maids, and a somewhat prolonged period of courtship is not
always looked back upon as the most miserable period of life.
So in the second edition (1803), which he regarded as a new
work,! Malthus abandoned the attempt to show that vice and
misery are the only possible checks to the growth of
population :—

‘Throughout the whole of the present work,’ he says in the pre-
face, ‘I have so far differed in principle from the former, as to sup-
pose another check to populatmu possible which does not come under
the head either of vice or misery.’?

This check is ‘moral restraint’ or virtuous abstention
from marriage, either temporary or permanent, and not
accompanied by ‘ misery.’

When he had admitted this check, Malthus could, of
course, no longer use ‘the principle of population’ as an
argument ogainst the ultimate perfectibility of mankind.
But he could still argue, as Wallace and Townsend had done
before him, that an anarchist or communist organisation of
society must necessarily fail because the only check which
is not productive of vice or misery—moral restraint—is
dependent for its very existence upon the maintenance of
private property :—

*The last check which Mr. Godwin mentions, and which, I am
-persnaded, is the only one which he would seriously recommend, is
“that sentiment, whether virtue, prudence, or pride, which continually
restrains the universality and frequent repetition of the marriage con~
tract.” . . ., Of this check . . . I entirely approve; but I do not
think that Mr. Godwin's system of political justice is by any means’
f: ble to its preval - The tendency to early marriages is so
strong, that we want every possible belp that we can get to counteract
it; and a system which in any way whatever tends to weaken the
foundation of private property, and to lessen in any degree the full
advantage and superiority which each individual may derive from his
prudence, must remove the only counteracting weight to the passion
of love that can be depended on for any ial effect. Mr. Godwin
acknowledges that in his eystem * the ill q of a

3 It was four times as large as the first edition (ses above, p. 130, note 3),
and much of the first edition did not reappear in it. Malthus, indeed, says
he had retained ‘few parta’ of the former work (2d ed. Preface), but this is
rather an exaggeration, 3 P. vil,
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family will not come so coarsely home to each man’s individusl
interest a8 they do at present” ‘But 1 am sorry to say, that from
what we know hitherto of the human character, we can have no
rational hopes of saccess without this coarse application to individual
interest which Mr. Godwin rejects.’}

Bat before the second edition appeared, Malthus had
evidently lost most of his interest in the argument against
the perfectibilists. He changed the title of the book to

AN ESSAY
oF ram )
PRINCIFLE OF POPULATION;
o%, -
A VIEW OF ITS PAST AND PRESENT EFFECTS
ox
HUMAN HAPPINESS;

WITH AN ISQUIRY INYO OUR PROSPECTS REEPECTING THE FUTURB
RENOVAL OB MIYIGAYION OF THE EVILS WHICH IT OCCASIONS,
4 NEW EDITION VERY MUCH ENLARGED.

Ongmally he bad used the principle of population
merely 8s a Weapon in his argument with his father about
perfectibility; gt:w  he studied jt. for ita own. sake.) He ran-
sacked histories~and descriptions of foreign countries, and
travelled on the Continent to discover what checks to popula-
tion were chiefly operative in different countries at different
times? The old argument against perfectibility and systems
of equality at last sank so far into the background, that it
was suggested to him by persons for whose judgment he had
& high respect, “ that it might be advisable in & new edition
to throw out’ the matter relative to systems of equality, to
Wallace, Condorcet, and Godwin, as having in a considerable
degres lost its interest, and as not being strictly connected
with the main subject of the Essay, which is an explanation
and illustration of the theory of population,’ and he only
defended the retention of the matter in question on the
grounds that it treated of one of the illustrations and

} Essay, 2d od. pp. 385, 3%6. The references are to Godwin's Thoughts
ocoazioned by the perusal of Dr. Parr's Spita! Sermon, ete., 1801,
* Bonar, Malthws and kis Work, pp. 48, 49.
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applications of the principle of population, and that he had
‘some little partiality for that part of the work which led to
those inquiries on which the main subject rests’?

) It is in great measure the result of this change between
the first and the later editions that the soundest economists
will hesitate if asked directly, ‘ What is the principle of
gf ulation as understood by Malthus?” or * What is the,

wsian theory of population 7’

Very probably Malthus obtained the phrase ¢ the principle
of population’ from the following passage in Godwin's

" Political Justice:—

“There is a principle in human society by which population is
perpetually kept down to the level of the means of subsistence. Thus
among the wandering tribes of America and Asia we never find
through the lapse of ages that population has so i d as to
render necessary the cultivation of the earth. Thus among the
civilised nations of Europe, by means of territorial monopoly, the
sources of subsistence are kept within a certain limit, and if the

lation b tocked, the lower ranks of the inbabitants
would be still more incapable of procuring for themselvea the necessaries
of life. There are no doubt extracrdinary of circum-
stances, by means of which changes are ionally introduced in
this respect ; but in ordinary cases the standard of populatxon is held
in a manner stationary for centuries. Thus the established system of
property may be idered as ling a iderable portion of
our children in their cradle, thtever nmy be the value of the life
of man, or rather whatever would be his capability of happiness in a
free and equal state of society, the system we are here oppoeing may
be considered as arresting upon the threshold four-fifths of that value
and that happinesa.’$

Malthus quotes the first part of this passage near the

inning of the tenth chapter of the first edition of his
FEssay, and remarks on it:—

¢This principle, which Mr. Godwin thus mentions as some mysteri-
ous and occult cause, and which he does not attempt to investigate,
will be found to be the grinding law of necessity ; misery, and the fear
of misery.’$

1 gthed p. 281

8 Political Justice, 1793, p. 813, Bk. vuiL chap, it
8 1at od. p. 176 ; slightly altered, 2d od. p. 367 ; 8th od. p. 272, -
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Later in the chapter he recurs to-it—

Tt is & perfectly just observation of Mr. Godwin, that ©there is
 principle in human society, by which population is perpetunally kept
down to the level of the means of subsi ” The sole question is,
what is this principle? Is it some obscure and occult causet Is it
some mysterious interference of heaven, which at a certain period

. strikes the men with impotence, and the women with barrenness§ Or

“is it & cause, open to our researches, within our view, a cause which_
has constantly been observed to operate, though with varied force, in
every state in which man has been placed$ Is it not & degree of
misery, the necessary and inevitable result of the laws of nature,
which human institutions, so far from aggravating, have tended con-
siderably to mitigate though they can never remove?’l

Here the “ principle’ by which popul;ation is kept down to
the level of the mears of subsistence is said to be ‘a degree

of misery’ Turning- to” the contents or heading of the
~Chapter, we find :— ’

*Mr. Godwin'’s system of equality.—Error of attributing all the
wvices of mankind to human institutions.—Mr. Godwin's first answer
to the difficulty arising from population totally insufficient.—Mr.
Godwin's beautiful system of equality supposed to be realised.—Its
utter destruction simply from the principle of population in-so short a
time as thirty years.’'? : - :

| It is difficult not to suppose that ‘the principle of popu-

" Iation’_ in the heading is much the same thing as ‘the
principle by which population is kept down to the level of
the means of subsistence! Consequently it seems probable,
it would be rash to say more, that in the first edition of the
Essay ‘the principle of population® is that_the growth of
population must necessarily be checked by misery, and in

2 the second edition it is_that the growth of population must
necessarily be checked by misery or. prudential motives.
ut to the question why the growth of population must
necessarily be checked, Malthus seems to have no “better
answer than the assertion that ‘the power of population is
indefinitely greater than the power in the earth to produce

subsistencg for man,’ *}or that there is & *constant tendency

1 1at od. pp. 193, 194 ; 2d ed. pp. 873, 874; 8th ed. p. 277,
* st ed. p. 173, .o * lst ed. p. 13,
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in all animated life to increase beyond the nourishment pre-
pared for it’} If he had merely desired to prove, like
Wallace, that'the growth of population must eventually be

. checked, he would have been on firm ground here. The

-
Il S
NE
5
o X

earth is limited in size, and obviously there must be some
limit to the population which can exist upon it. {But he
constantly rejects with contempt any such interpretation of
his doctrine.? ) He meant to prove that checks to the growth
of population are _always necessary, and when he says  the

‘power of population is indefinitely greater than the power in

the earth to produce subsistence for man,’ he is thinking of
the present and not of a remote future. Expressing ‘astonish-
ment” at the fact that writers have treated ‘the difficulty
arising from population’ es ‘at a great distance,’® he says:—

¢Even Mr, Wallace, who thought the,argument itself of so much
weight as to destroy his whole system of equality, did not scem to be
aware that any difficulty would occur from this cause till the whole
earth had been cultivated like a garden, and was incapable of any
further increase of produce. Were this really the case, and wero &
beautiful system of equality in other respecta practicable, I cannot
think that our ardour in the pursuit of such a scheme ought to be
damped by the plation of so remote s difficulty. An event at

- such a distance might fairly be left to providence ; but the truth is,

that if the view of the argument given in this essay be just, the diffi-
culty, 8o far from being te, would be imminent and i diat
At overy period during the progress of cultivation, from the present
moment, to the time when the whole earth was become like & garden,
the distress for want of food would be constantly pressing on all
mankind if they were equal. Though the produce of the earth might
be increasing every year, population would be i ing much faster,
and the redundancy must ily be rep d by the periodical
or constant action of misery or vice.’ ¢

"*The period when the number of men surpass their means
of subsistence Malthus believed, ‘has long since arrived.’s
Now this does not mean that he thought the country or the
earth already what we call ‘over-populated’ When we say

123ed p 2; 8thed. p. 2

2 See esp. Appendix to 3d ed. p. 10; in 8th ed. p. 489.
3 1at ed. ch. viii. title, p. 142,

4 1st ed. pp. 142-144 ; 2d ed. pp. 853, 354.

S lsted. p. 153; 2d ed, p. 357.
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that o counl:ry is over-populated, we mean that the produo-
tiveness of industry in that country is not so great asit would
be if the population had not grown so big: we thus admit
the idea that there may be too many people. Malthus, on

,the contrary, was so far infected with the prevalent opinions -
of his age, th: the 1dea of there being too many people was
quite strange, \"If ‘there are too many people the
checks to the gro of population cannot have been as.
strong as it is desirable they should have been—they must
have been inefficient. But Malthus denied the possibility,
and even the concexvabxhty of the checks to populamon being
inefficient :—

) ‘It has been said by soma, he says, ¢ that the natural checks to
population will always be sufficient to keep it within bounds, without
resorting to any other aids; and one ingenious writer has remarked
that I. have not deduced a single original fact from real observation
to prove the inefficiency of the checks which already prevail. These
remarks are correctly true, and are truisms exactly of the same kind
a8 the assertion that man cannot live without food. For undoubtedly
a8 long as this continues to be a law of his nature, what are here called
the natural checks cannot possibly fail of being effectual.’?

And in s note to the first sentence of this passage, he
adds:— -

¢I should like much to know what description of facts this
gentleman had in view when he made this observation. If I could
have found one of the kind which seems here o be alluded to, it
would indeed have been traly original.’ 2

1 Appendix to 3d ed. p. 9; Sthed. p. 488,
% It may porhaps be remarked that the bellei tlnt the cheoh mnot be

inefficient, and so that ble, i

with the passages quoted -bova, P 136, 't.haugh the produce of the earth
might be i ing every year, p P 1 ‘would be i ing much faster ;
and the redundancy must y be "mﬂ‘thepenodwhmthe

number of men -urpm their means of lubmmncohu long mince arrived.’
Malthus saw this himeelf, and altered these pacsages to “ though the produce
of the earth would be increasing every year, population would have the
power of ixwrusing much faster, and this saperior power must ily be
checked,’ aud ‘the period when the number of men surpazsea their means of
casy mhautenu haa long sincs arrived,” Sth ed. pp. 263 and 268. These
together with the substitution of *the arg t of the principl
of population,’ in the 2d ed. p. 353, for “the argument of an overcharged
population,’ in the lst ed. p. 142, show that it wae only by insdvertence
that Malthus cocasionally seems to sdmit that over-population is possible.
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e_question of population with Malthus was not, as
itis , with us, a question of densny,,_o,f population and produc-~
tiveness_of Jnﬁust.ry, but._a question about. the comparative
rapldxty of the increase of population and of the increase of the
annual produce of food. He He did not think that the checks upon

the growth of population were made necéssary by the popula-
tion having approached or exceeded soms-gcanamic liwgit, but
“Simply by the impossibility of increasing the annual produce
of food as fagt_as an ‘unchecked’ population would increase.
His reason for believing it impossible to increase the produc-
tion of food as fast as the unchecked population was that
“ population, when unchecked, increases in & j_eqlg ical ratio.
Subsistence increases only in an arithmetical ratio.
_ If this were true, the constant necessity of ch would
be proved at once. A quantity increasing like terms in geo-
metrieal -progression,? however smell originally, and however

"small the common ratio by which it is multiplied, must, if

given time enough, overtake a quantity which is incressing
like terms in arithmetical progression,® however large origin-

_ally, and however large the common difference. {To put the

same thing into commercial language, the smallest sum
accumulating at the sinallest rate of ompound interest must
eventually grow bigger than the largest sum accumulating
at the highest rate of simple mterest‘.)So if population

2 Ist ed. p.14. It may safely be p that pop

when unchecked, goes on doubling itself every twenty-five years, or in-
creases in & geometrical ratio” (24 ed. p.5; 8thed. p. 4). 'It may be fairly pro-

d, therefore, that, idering the present age state of the earth,
the means of subsis under ci the most fi ble to buman
industry, could not possibly be made to increase faster than in an arithmeti-
cal ratio’ (2d ed. p- 7 ; 8th ed. p. 6).
== 3 ¢Quantities are said to be mgeomatrlmlprogn-wnwhen each is equal
to the product of the preceding and some constans factor. The constant
factor is called the common ratio of the series, or more lhortly the ratio.
Thus the following series are in geometrical progression :—

1,2,4,8,18, ...

Lbbhdndn...
a, ar, ar?, ard, art, . ..-Todhunur‘n‘lgzbm
$ ¢ Quantities are 2aid to be in arith ion when they i
ord by » diffe Thn-tha" ing series are in arith-
metical progreasion :—

1,36179%...
40, 36, 32,28, 24, . . .
e, a+d,a42b, a+35, . . JS-Dbid,
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increased geometrically and subsistence only arithmetically,
the increase of population would eventually be checked by
want of food, even if there had at first been an enormous
surplus annual produce of fooz tBut as a matter of fact
there never is any appreciable §urplus produce of food in an
average year, and so population and subsistence must be
supposed, 8o to speak, to start from the same line:) In this
case the neecessity of checks becomes immediately obvious..
The annual addition to the population ‘when unchecked”
would be greater every year, but the annual addition to the
food could never exceed what it was in the first year.

Now Malthus was, of course, quite right in saying that an
increasing population, if the checks on its increase do not
. alter in force, increases in a geometrical ratio. lgBut, he was
- completely wrong in saying that subsistence ihcreases’ or
can be increased, only in an azithmetical ratio]) His attemg_
to prove (] this proposition is éxtremely feeblo:—

Let us now,’ he says, “take any spot of earth, this Island, for
instance, and see in what ratio the subsistence it affords can be sup-
posed to increase. We will begin with it under its present state of
cultivation,

¢If 1 allow that by the best possible pohcy, by breaking up more
land, and by great’ to Iture, the produce of this
Island may be doubled in the first twsnty -five yem, I thmk it will be
allowing as much as any person can well demand.

In the next twenty-five years it is impossible to suppose that the
produce could be quadrupled.! It would be contrary to all our know-
lodge of the qualities of land. The very utmost we can conceive is
that the increase in the second twenty-five years might equal the pre-
sent produce. Let us, then, take this for our rule, though certainly
far beyond the truth; and allow that, by great exertion, the whole
produce of the Island might be increased every twenty-five years by a
quantity of subsistence equal to what it at present produces The
most enthusiastic speculator cannot supp thaa
this. In a few centuries it wonld make every acro of land in the
Taland like a garden, -

#Yet this ratio of i is evidently arithmetical

! He means ‘again doubled.’ The original produce is * quadrupled,’ bus
the quadrupling takes place in the whole ﬁfty yoars, not in tlne second
twenty-five.
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Cen may be fairly said, therefore, that the means of subsistence
increase in an arithmetical ratio,”?
&He seems to have overlooked the fact that to increase in
[

sometrical ratio is not necessanly the same thing as

.. doubling every twenty-five years.y It was o doubt impos-
sible that the subsistence annually’produced in Great Britain
could be doubled every twenty-five years for an indefinite
period. It was improbable that it could be increased every
twenty-five years by an amount oqual to the amount pro-
duced in 1798. | But this does not prove that it could not
increase in a geometrical ratio, or that it could only increase
in an arithmetical ratio. llf the amount produced increased
only yyugsoos per annum, or if it doubled itself every fifty
thousand years, it would be increasing in geometrical pro-
gression. WMalthus prided himself on relying upon}experi-
encs, but\ln this case experience\was ‘entirely agamst him.}
He admits*—indeed, he bases his whole work on the fact, that’

% in the North American colonies the population had increased
‘for & long period in a géometrical ratiosy This population
must have been fed, and consequently the annnal produce of
food must also have increased in a geometrical ratio?y By the
time he got to his sixth chapter, Malthus seems to have
bad some inkling of this objection to his argument, and he
endeavours to answer it in a note :—

¢In instances of this kind,’ he says, ‘the powers of the earth
appear to be fully equal to answer all the demands for food that cen
be made upon it by man. But we should be led into an error, if we
were thence to suppose that population and food ever really increase
in the same ratio.”

Itis cert.amly difficult to see how we could be led into an
error by supposing what is an admitted fact. However,

“The one,’ Malthus continues, “is still a geometrical and the other
an arithmetical ratio; that is, one i by maultiplication and the
other by addition.”

But if the population and food increased pari passu, it is

1 Essay, 1st ed. pp. 21-23.
"8 Itid., 1st ed. p. 20; cp. Appendix to 84 ol p. 12, note (in 8th ed.
p- 49), note), quoted below, p- 143,
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impossible that the one could have increased in a geometrical
and the other in an arithroetical ratio} so Malthus, instead
of attempting to prove or explain directly his- extraordinary
proposition, resorts to his favourite device, and takes refuge
in a simile:— .

* Whers there are few people and a great quantity of fertile land,
the power of the earth to afford & yearly increase of food may be
compared to a great reservoir of water supplied by a moderate stream.
The faster population i increases, the more help will be got to draw off
the water, and an vnll be taken
every year But ﬂ:e sooner, nndnubtedly, wﬂl the reservoir be
exh d,"and the only remain. When acre has been added
to acre till all the fertile lnd is pi i,theyearly" of fog
will depend upon the amelioration of the land, already in possessit‘{{
and even this moderate stream will be gradually diminishing. But
population, could it be supplied with food, wonld go on with un-
exhausted vigour, and the increase of one period would furnish the

_power of a greater increase the mext, and this without any limit.’¥

It is doubtless true that if more water runs out of a
reservoir than runs in, the reservoir will in time be exhausted,
but this does not prevent the outflow from being increased
in geowetrical ratio until the reservoir is empty; and if it
did, that would not disprove Malthus's own fact—that the
annual supply of subsistence had doubled every twenty-five
years in New Jersey.

{ In 1803 Malthus bowed to the inevitable, and abandoned
t to show, in spite of I
never increases in & geometncal ratio) The note just quoted
did pot appeat'ii its place in the second edition? and only
its last three sentences were preserved and introduced into
the-discussion of ‘the rate according to which the produc-
tions of the earth may be supposed to increase’? in Book 1.,
Chapter i. In that discussion Malthus treads far more gmgerly
than he did in the first edition. He does not assert that
subsistence mever has increased in geometrical ratio, and
practically admits that it hes done so ‘sometimes in new

 Essay, st ed. p. 106, note, 3 See p. 338,

®2ded p. 5 Though he had struck out the “reserveir,’ Malthus oon-
tinued to talk of the ‘stream,’ an oversight which has a ourious effect
Eventually he substituted the word ‘fund’* (8th ed. p. 4).
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colonies.” He merely asserts that subsistence cannot in the
future be made to_increase over the whole earth faster than
in_sn authmetxqa.L;mo s arrived at this conclusion
because he chose to take GYeat Britain as fairly typical of
the whole éarth, and Tefused "t6 believe that subsistence in
Great_Britain __cgg]g' be made to increase faster than in an
arithmetical ratio. This was leaving experience, and soaring
into prophecy, and, like most prophets, Malthus turned out
to be wrong, He lived long enough to record the falsification
of his prophecics, though he seers to have been blind to the
fact that they were falsified) When he prepared his sixth
edition for the press, he before him the results of the
censuses of 1801, 1811, and 1821. On account of the un-
certainty introduced into the statistics relating to males by
the movements of the army and navy during the war, he
preferred to estimate the growth of population by the numbers
of females alone; and, aftér making all corrections and allow-
ances, he gave the female population of England and Wales
as, ‘in 1801, 4,687,867;. in 1811, 5313,219; and in 1821,
6,144,709’ Thess three terms are not in geometrical
progression, but this is not because the rate of increase fell,
but because it rose. As Malthus himself observes, the increase
is 13:3 per cent in the first decade and 156 in the second.?
Had the population multiplied itself only by 15%%%%Y in the
second as well as in the first decade, the female population
in 1821 would have been only 6,021,991 instead of 6,144,709.
" Now, if Malthus had been right in saying that subsistence
could only increase in an arithmetical ratio in this island
(and & fortiori in England and Wales as being more “im-
proved’ and fully peopled than Scotland) the absolute increase
of subsistence between 1811 and 1821 would have been no
greater than the increase between 1801 and 1811, so that
England and Wales would have been in 1821 only able to
support & population (females only being reckoned, as before)
of 5,313,219+ 625,352=15,938,571; and 206,138 females or
400,000 persons must have been ‘totally unprovided for.’?

‘Bt.hed.p.m&

1 He says, ‘in the period from 1800 to 1821," bntthuu.mmihpe!ﬂu
pen or misprint for ¢ 1811 to 1821."

3 Eaay, Isted. p. 24; Sthed p. 6.
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" The census of 1831, taken some years before Malthus’s death,
showed that the female population had then increased to
7,125,601; whereas, on the arithmetical-ratio basis of an
addition of 625,352 each decade, it should have been only
6,563,923, Over half a million females, or about & million
persons * totally unprovided for’ in England and Wales alone!
The theory, then, that, subsistence could only at the outside
be increased in an arithmetical ratio—that ‘the yearly -
additions which might be made to the former average pro-
duce’ could only at the very utmost be supposed * to remain
the same,’ ‘instead of decreasing, which they certainly would
do’1—was quite untenable,

It is sometimes alleged that Ma.lthus attached little or
-no importance to his geometrical and arithmetical -ratios.®
There is no foundation whatever for this statement. Malthus
himself, in the appendix to the third edition (1806), after
mentioning ‘the comparison of the increase of population
and food at the beginning of the Essay,” goes on to speak of
‘the different ratios of ing ma,onm_gu_his__ pringipal
conclusmns 3 arg fonnded,’® and in-a note a little further on

he s¢ says — .

¢It has been said that X have written a quarto volume to prove
that population incréases in a geometrical, and food in an arithmetical
ratio; but this is not quite true. The first of these propositions I
considered a8 proved the t the American i was related,
and the second proposition as soon as it was enunciated. The
chief object of my work was to inquire what effects these laws, which
I considered as established in the first six pages, had produced and
were likely to produce on society; a subject not very readily ex-
hausted. The principal fault of my details is that they are not
sufficiently particular; but this was & fault which it was not in my
power to remedy. It would be 8 most curious, and to every philo-
sophical mind a most i ing, piece of inf ion to know the
exact share of the full power of increase which each existing check

3 2ded p. 7; 8thed. p. 5.

2 J. 8, Mill eays Malthus *hazarded’ them *chiefly by way of illustra-
tion’ and ‘laid no stress’ on them.—Principles, Bk, 11 ch. xi. § 6, let ed.
vol. i. p. 421; People’s ed. p. 217 4. See also for & more careful defence of
Malthus, Marshall, Principles of Economics, Bk. 1v. ch. iv, § 8, 4th ed, p. 258,
note.

¥ Appendix, p. 10 ; reprinted in 8th ed. p. 489.
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prevents; but at present I see no mode of obtaining such infor-
mation. 3

Deprived of the theory that the periodical additions to
the average annual producs cannot possibly be increased, or,
as Malthus preferred to put it, that subsistence can increase
ly in an arithmetical ratio, the Essay on the Principle of
Population falls to the ground as an argument, and remains
only a chaos of facts collected to illustrate the effect of laws
which do not exist. ‘ Bezond the arithmetical ratio theory,

there is nothing whatever mj;_thEaaay to show why sub-
sistence for man should not increase as fast a3 an 7 unchecked ’
population. *With every mouth God sends & pair of hands,
so why should not the larger population be able to maintain
itself as well as the smaller?

" In our own day, of course, the merest tyro in political
economy promptly replies, ¢ Because of the law of diminishing
reburns.) {But that law remained practically unknown till
near the close of the great war) Malthus may, perhaps,
display some inkling of it here and there in the first edition.
In the second he certainly uses one of the principal ideas on
which it is based as an incidental and subsidiary argument.

In the later editions its existence is frequently recognised.
But to imagine that the Essay on the Principle of Popu-
lation was ever based on the law of diminishing returns is
to confuse Malthusianism as expounded by J. S. Mill with
Malthusianism as expounded by Mﬂ.lthus.f Those who were
convinced by Malthus that food cannot be increased so fast
as an ‘unchecked’ population were convinced simply because
he succeeded in giving them s vague general impression that
this is usually true, not because he deduced the proposition
from any ascertained facts.) In hissecond edition he appealed

1 Appendix to 3d ed. p. 12, note ; Sth ed. p. 491, note,

2 Careless readers of Malthus are apt to imagine that the law of dxminhh
fng returns is stated or implied in *The i of the barren parts
would be s work of time and hbonr lnd it m\ut be evident to those who
have the slightest acquoai with agri bj that in proporti
ss cultivation extended, the additions that could yelrly bo mado to the
former d maust be gradnally and ishing ' (2d
ed. p. 7; 8th b ed. p. 5). But this nyl nothingnbann.hopmdneo per bead of
producers, and the real law of diminishing returns eays nothing sbout the
snpusl increments of produce.
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especially to *those who have the slightest acquaintance with
agricultural subjects’? in support of his doctrine that the
addition which can be made in a year to the former annual
produce can not only not increase, but ‘must be gradually
and regularly diminishing’; but, of course, no such law was
known to the agriculturists of the time.. James Anderson,
the writer who is commonly imagined to have anticipated
the Ricardian theory of rent, and who certainly had been
o farmer, and was & very able man, had already expressed
a completely contrary opinion. Writing in January 1801,
he says:—

¢ Man, when he once betook himself to the cultivation of the soil
became an agriculturist ; and-in process of time he made discoveries
that were of infinite consequence to him as an inhabitant of this
globe. Instead of finding his subsistence, as before, limited to a
eertain extent which it was beyond the reach of his power to exceed,
he found himself endowed with faculties that enabled him to aug;
the quantity of subsistence for man to an extent to which he hath
never been able a3 yet to assign any limits. At the first, ks no doubt
conceived that it was only those spots which were naturally of the
most fertile kind that could afford him abundant crops of corn ; but
experience taught him, that if the dung of the animals that were fed
by the native produce of the soil were preserved and laid upon those
parts of the ground that were cultivated, and properly dug into ‘it,
and judiciously managed, even barren fields conld be rendered pro-
ductive, and not only for a time but even for s perpetuity ; for the
forage that was produced by these crops enabled hun to sustain more
cattle, which, of course, afforded a greater g y of 8 ;
and this extra manure, when conjoined with others that he found in
the bowels of the earth itself in inexhanstible quantities, if blended
with the earth in @ proper manner by labour under the guidance of
skill, tended still to add more and more to the fertility of the soil the
longer it was continued ; so that thus he saw it was in his power to
form at will, as it were, 8 new creation. He could not, indeed, add to
the extent of his fields, but ke could add to their productiveness from
year to year, so as to make it keep pace with his population, whatever
that might be ; allowing him still to enjoy plenty to an inconceivable
amount,’ 2

12ded. p. 7; Sthed. p. &
* Recreations in Agriculture, Natural History, Arts, and Miscellantous
Literagure, 1801, vol. iv. pp. 878, 874,
- K
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* Let not man, then,’ says Anderson, ‘ complain of Heaven
if he suffers want at any time He only requires ‘to exert
himself in order to avoid that afflictive calamity ’ :—

‘The melioration of the soil must ever be proportioned to the
-means that are made use of fo a.ugment ita productiveness ; and this
will ever depend upon the q y of labour and manure that is
Judxcxously bestowed upon it. I mean to say that no permanent or
lioration to any considerable extent can ever be effected but
by labour ; and that, under skilful management, the degree of melio-
ration w111 be proportioned to the labour that is bestowed upon the
soil, and the attention that is paid to the proper use of manures, those
especially which arise from the soil itself. In other words, the pro-
ductiveness of the soil will be proportioned to the number of persons
who are employed in active labour upon the soil, and the economy
with-which they conduct their operations,”?

Malthus was aware of Anderson’s opinion. When he pre.
pared his second edition he had read Anderson’s Calm
Investigation of the Circwmstances which have led to the
present Scarcity of Grain in Britaim (1801), and found, as
he says himself, that Anderson maintained °that every in-
crease of population tends to increase relative plenty and
vice versa.” Commenting on this, he remarks .—

¢ When an accidental depopulation takes place in 8 country which
was before populous and industrious, and in the habit of exporting
corn, if the remaining inhabitants be left at liberty to exert, and do
exert, their industry in the same direction as before, it is a atrange
idea to entertain that they would then be unable to supply themselvu
with corn in the same plenty ; particularly as the diminished
would, of course, cultivate principally the more fertile parts of their
territory, and not be obhged, a8 in their more populous state, to apply
to ungrateful soils.’ 3

In the last sentence of this passage Malthus introduces
quite casually, and as a merely subsidiary argument, the
theory that a smaller population has an advantage over a
greater one in the fact that it need only cultivate the more
fertile land. This theory is the ‘law of diminishing returns’
in & rudimentary form. Malthus little dreamt in 1803 that

3 Recreations, vol. iv. pp. 375, 876.
* Esuay, 2d ed. p. 472 ; Sthed. p. 350,
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. Jowmi
in less than three-quarters of & century a casual argument [;;;‘,u -
which he introduced with the word * particularly ” would have |” (.
become accepted as the foundation of the * Malthusian ’ theory | °

of population, to the entire exclusion of the geomsetrical and
arithmetical ratios on which he himself declared -all his

principal conclusions to have been founded?

§ 4 Origin of the theory that Inereasing Density of
Population is cted with Diminishing Retwrns
to Industry.? '

It must always have been known to every practical agri-
culturist that it does not ‘pay’ to expend more than a
certain amount of labour in the cultivation of a particular
acre.] If asked why this is so, the ordinary agriculturist
would probably always have answered, ‘Because after a .
certain amount of Jabour has been expended no more pro-
duce is obtainable’ PBut this is because the practical agri-
culturist thinks only of.the particular methods of cultivation
which he sees commonly practised around him}) By adopting
8 different system of cultivation, it is generally the case that
by extra labour the produce might, be somewhat increased.
The scientific statement of the truth which underlies the
broad assertion of the agriculturist is merely that, at any
particular time,(an increase of the labour employed on an
acre of land beyond & certain amount eauses & diminution of
the returns to the average unit of labour} - .

Turgot put the matter very well in some remarks which
ho wrote on a prize essay submitted to him. He says :—

*Granting to the writer of the essay that[where ordinary good
cultivation prevails, the annual advances bring in 250 to the hundred,
it is more than probable that if the advances were increased by degrees
from this point up to that at which they would bring in nothing, each
increment would be less and less froitful’} In this case the fertility of
the earth would be like a spring which is forced to bend by being loaded

with a number of equal weights in i If the weight is light
and the spring not very flexible, the effect of the first load might be
1 Above, p. 143, .

¥ A large portion of this section has already appeared iu the Economic
Journal for Maroh 1892,
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almost nid. When the weight becomes sufficient to overcome the
first resistance, the spring will be seen to yield perceptibly and to
bend ; but, when it has bent to a certain point, it will offer greater
resistance to the force brought to bear on it, and & weight which
would have made it bend an inch will no Ionger bend it more than
half @ line.; ,This comparison is not perfectly exact ; but it is suffi-
cient to show how, when the soil approaches pear to returning all
that it can produce, a very great expense may augment the production
verylittle, . . . ..

Seed thrown on a soil naturslly fertile but totally mnprepared
would be an advance almost entirely lost.- If it were once tilled the
produce will be greater ; tilling it a second, a third time, might not
merely double and triple, but quadruple or decuple the produce, which
will thus augment in a much larger proportion than the advances
increase, and that up to a certain point, at which the produce will be
as great as possible compared with the advances.

Past this point, if the advances be still increased, the produce
will still increase, but less, and always less and less until the fecun-
dity of the earth being exhausted, and art unable to add anything
further, an addition fo the advances will add nothing whatever to the
produce.’ 1

There is, of course, no reason to suppose that this passage
had any influence on English political economy. The carly
nineteenth-century English economists deduced their doc-
trines, not from study of the works of their predecessors, but
from the actual experience of England during the war.

About the year 1813 there were two features in the
economic condition of the country which could not fail to
strike the most superficial observer—the high priceg of corn
and the improvement and extension of cultivation}) From
1711 to 1794 neither the Ladyday nor the Michaelmas price
of the Winchester quarter of wheat at Windsor had ever
been more than 60s. 53d. But at Michaelmas 1795 it was
92s.; at Ladyday 1801 it was 177s.; and from Michaelmas
1808 to Michaelmas 1813 neither the Michaelmas nor the
Ladyday price ever fell below 9652 The rise was not only

1 Observations sur le mémoire de M. de Saint-Peravy ea favewr de'impdt
indirect, couronné par la Société royale d'agriculture de Limoges, written about
1768 ; in Euvres, ed. Daire, vol. i. pp. 420, 421. Sce nlso p. 436,

$ 8co the table of Windsor prices in Tooke's History of Prices, 1838,
vol. 1i. pp. 388, 389.
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great but progressive. The average of the yearly prices of
wheat for the decade 1770-1779 was 45s.; for the decade
1780-1789, 45s. Bd. ; for the decade 1790-1799, 55s, 11d.; for
the decade 1800-1809, 82s. 2d.; and for the four years, 1810-
1813, 106s. 2d! The improvement and extension of cultiva-
tion is more difficult to represent in statistical form, but. at
the time it was obvious to every traveller. Not only were
the remaining common fields divided and brought under the
better cultivation of several property, but immense quantities
of waste lands, such as the great heaths in & corner of which
Bournemouth has since grown up, were distributed in ¢ allot-
ments” smong the neighbouring proprietors, enclosed, and to
a greater or less extent brought into cultivation. We have,
unfortunately, no means of telling how much waste was in-
closed, to say nothing of how much was brought into culti-
vation? We can, however, roughly compare the progress of
the movement at one period with its progress during the
preceding period by the variations in the number of Enclosure
Acts, How closely the two things, the nnprovement, and
extension of agriculture and the price of ‘corn were con-
nected will be seon by the diagram on the next page. When
the price of corn went up, up went also the number of
Enclosure Acts, -

The corn laws had, at any rate dnectly and immedigtely,
very little to do with producing the high prices. The law
of 1791 (81 Geo. 11 chap. 30) subjected foreign wheat to
what was called the ‘high’ duty of 24s. 3d. per quarter only
when the English price was below 50s, When the English
price was between 50s. and 54s. the duty was 2s, 6d., and
when it was over 54s. the duty was only 6d. Now from 1795
to 1802 the price was usually much above 50s., and importa-
tion consequently almost free. In 1804 the agricultural

1 Sse the table in Porter’s Progress of the Nation, 1836, vol. i, pp.
155, 166,

3 It is » great mistake to assume that all the Jand that was enclosed was
broughe into cultivation. The particular heaths veferred to in the text are s
case in point, as there is no reason to suppose they were even temporarily
cultivated. The end of the war and the eounpu of prices probably arrived
before the preliminary steps were d. A few of the allotments
(of meveral hundrod acres each) were ylnnted wlth Sootoh firs, and all the

rest long remained, as some of them still remain, much as they were in
1780, .
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“interest persuaded the legislature to raise the price limit.
Henceforward foreign wheat was made subject to the pro-
hibitive duty whenever the English price was below 63s.
(44 Geo. 1. chap. 109). This change, however, made no
practicg] difference. The English price remained above the
new limit, so that freedom of importation was no more inter-
fered with than before.

It was perhaps only natural that landlords and farmers -
should deduce from these facts the conclusion that free im-
portation was no remedy for high prices, and that (t.he high
prices would eventually reduce themselves,\by causing such
an extension of cultivation that a full supply of food would
be produced at home.) They immediately did so, and ac-
-cordingly urged that~in order ultimately to obtain low
prices, or rather ‘steady and moderate’ prices}! all that was
required was to maintain for the present the high prices?
A select committee of the House of Commons, appointed to
inquire into the corn trade, gravely alleged in May 1813
that prices had been low till 1765 because till that time
exportation was encouraged ® and importation practically pro-
hibited,* and that they hed since been high because importa~
tion had been encouraged and exportation restrained® They
recommended, therefore, that until February 1814, the *high
duty’ of 24s. 3d. should be charged on imported wheat when-
ever the home price was below 105s. 2d., and after that dste
it should be charged whenever the home price was not 33}
per cent above the average price of. the twenty years im-
mediately preceding® Sir Henry Parnell, the chairman of -

2 Report from the Select Commitiee ap, nudlomqmnmtothsc’om
Tvade, 1812-13, No. 184 {vol. iil. pp. 479 530, in the House of Commons
collection), p. 7. This Report is reprinted in Hansard, vol. xxv., Appendix.

3 See Hamsard, 1813-15, pasam,

By a bounty of &s. wheén the price did not exceed 48s.

¢ By & duty of 16s. when the price did not exceed 53s. 4d., and of 8a.
when it was between 53s, 4d. and 80s.

* From 1765 to 1772, inclusive, temporary laws were passed prohibiting
exportation and allowing importation free of duty. In 1773, by 13 Geo. m1.
chap. 43, the bounty ceased to be paid whenever the price was above 44s.,
instead of 48w, and the ‘hig! duty’ ceased to be charged on imports when-
‘over the price rose to 45s., inatead of 53s. 4d.

® Report (sse note | Above), p- 8. The 105s, 2d. fixed for 1813 waa arrived
at by this method (Hansard, June 15, 1813, p. 664).
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the committes, in drawing attention to its report in the

House of Commons on June 15, 1813, began by asserting in

emphatic terms that ‘it was not the object of the report of

the committee to increase the profits of any particular set

of dealers, either of farmers or of landlords.’ ‘Their affairs’

he added, ‘had long been and still were in a very prosper-_
ous condition,’ and they required no aid from the legislature,

The committee had, he declared,

Sbeen influenced by no other motive than that of s strong sense of
the danger of inuing to depend upon our ies for @ sufficient
supply of food, and of the impolicy of sending our money to improve
other countries, while we have so much of our own lands that stand
in need of the same kind of improvement. The whole object of: their
report is merely to prove the evils which belong to this system as it
now exists, and to obtain such an alteration in the law as shall draw
forth our own means into operation of growing more corn, by increasing
the capital that is now vested in agricul If they d in this
they will secure a greater production of grain, at the eame time with
diminished expenses in producing it, snd at reduced prices to the
consumer. For if the agricultural capital is considerably inereased,
its effects on the quantity produced and the expense of production,
and also in lowering prices, will be just the same as when employed
in manufactures, Every one knows how it operates in increasing the
quantity of manufacturedy; and that those who employ it in manu-
factures can afford to sell them at very reduced prices, in consequence
of the reduced expenses at which, with its help, they can make them..
In the same way the farmer, by being able to render his land more
productive in proportion as he improves it, and at a small expense,
according as he makes use of good implements, will be able to afford
to sell his corn at reduced prices ; and in this manner the increase of
agricultural capital will secure us a sufficiency of food independent of
{foreign supply, and at the same time at a -reduced price to the con-
sumer.’?

Here we have a distinet denial of the law of diminish-
ing returns. i

Nothing was accomplished in the session of 1813, but
before the next the energies of the landed interest were
thoroughly roused by the fact that the end of the war
was seen to be approaching. The stoutest advocates of the

i Hansard, vol. xxvi. pp. 644, 645. -June 15, 1813
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theory that encouraging importation made corn dear did not
maintain that this was its immediate effect. Peace, it was
argued, would bring great imports, prices would fall, farmers’
would be ruined, rents would be reduced or swept away, the
extension of cultivation would cease, land lately reclaimed
would return to a state of nature, and then prices would be
again 83 high as ever. These disasters must be prevented by
a great restriction if not an entire prohibition of imports, -
Sir Henry Parnell’s supporters no longer repudiated the idea
that they required aid from Parliament, but they still asked
that it should be granted in the interest not of themselves but
of the country in general. /

Malthyus, though a protectionist himself, was not. imposed
.upon by the protectionist argument that{restriction, of
importation would eventually produce steady and moderate
prices, JIn the Qbservations an the effects of the Corn Laws
and of a rise or fall in the Price of Cornon the agricultural
and general wealth of the country, which he published in
the spring of 18141 end intended as an impartial exposition
and comparison of the sadvantages and -disadvantages of
protection and free tradeEe asserted strongly that the effect
of restricting imports must necessarily be to raise the price of
corn.? {To grow at home all the corn required would involve,
he pointed out, ‘a certain waste of the national resources
by the employment of a greater quantity of capital than
i8 necessary for procuring the quantity of corn required.
This seems to imply that he saw it would be easier, wo
involve less labour, for the population of England to buy
some of their corn from abroad than to grow it all at hom¢)

tly why it should be easier he does not immediately
explain))but he says, rather incidentally, later on, that the
whole difforence between the expense of raising comn in
England and in the corn countries of Europe
fdoes not by eny means arise solely from taxation. A part of it, and
I should think no inconsiderable part, is joned by the ssity
of yearly cultivating and improving more poor land to provide for the
demands of sn increasing population ; which land’ must, of course,
require more labour and dressing and expense of all kinds in ita

1 Malthus, Grounds of an Opinion, p. 1. 3 P. 25,
. ' P 34
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cultivation. The growing price of corn, therefore, independently of
sll taxation, is probably higher than in the rest of Europe; and this

i not only i the sacrifice that must be made for an
independent supply, but enhances the difficulty of framing a legislative
provision to secure it.’?

During the session of 1813-14 there were long and acri-
monious debates in the House of Commons on proposal of
the ministry to impose a sliding-seale duty of 24s. on the
quarter of wheat when the bome price was not more than
64s, and. one shilling less for every shilling by which the
home price exceeded 64s. till it reached 86s. Petitions
against this proposal poured in from' the towns, and its
opponents demanded delsy and further inquiry with such
pertinacity that the ministry at last agreed to appoint a com-
mittes, and the question was shelved for the year, so far as
actual legislation was concerned.?

The committee’s report.® began with a eulogy of the ¢ very
rapid and extensive progress’ which had taken place in the
last twenty years, and a suggestion that it would be an un-
paralleled disaster if many of the improvements should be.
abandoned in an unfinished state, from want of sufficient
encouragement to continue them. The cause of these im-
provements was in the judgment of the committee chiefly ‘ to
be traced to the increasing population and growing opulence
of the United Kingdom’:—

*But it is also not to be concealed that these canses, which they
trust will be of a permanentand progressive nature, have been incident-
ally but considerably aided by those eventa which during the continu-
ance of the war operated to check the importation of foreign corn.
The sudden removal of these impediments seems to have created
among the occupiers of land a certain degree of alarm which, if not
allayed, would tend in the opinion of the witnesses . . . not only to
prevent the enclosure and cultivation of great tracts of land still lying
waste and unproductive, but also to counteract the spirit of improve-
ment in other quarters, and to check its progress upon lands already
under tillage.’4

Doubtless thinking that this was sufficient to show that

1 Pp. 40, 4L * Hansard, vol. xxvii. p. 1102, June 6, 1814

8 On petitions relating to the Corn Laws, 1813-14; No. 339. In the House

of Commons collection, vol. lif. pp. 195-342, ‘P&
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something must be done in the way of maintaining-the jm-
pediments to importation, the committee proceeded to con-
sider ‘the expense of cultivation including the rent.”” Morey
rent, they said, had been doubled within twenty years, Other
_expenses of cultivation had also been doubled, and so they
concluded that at least 80s. per quarter was- required to
remunerate the grower of British wheat. Some witnesses,
they added, thought a much higher price would be necessary.

¢It may be proper to observe,’ they remarked, ¢ that these latter
calculations appear in most inst to be furnished by wit
whoss attention and experience have been principally directed to dis-
tricts consisting chiefly of cold clay or waste and inferigr Jands, on
which wheat cannot be grown but at sn_expense exceeding the
average charge of its cultivation on better soils. .On landa of this™
description, however, a very considerable proportion of wheat is now
raised, and it appears by the evidence that if such lands were with-
drawn from tillage they would for many years be of very little use as
pasture ; and that the loss from such a change, a8 well to the occu~
pier a8 to the general stock of national subsistence, wonld be very
great’d . .

Either with the object of showing that.the rise of prices
had not been caused by the rise of rents, or in order to show
that a great reduction of prices eould not be met by a fall of
rents, the committee collected evidence to show that the pro-
portion which the rent bore to the whole produce had dimin-
ished during the last twenty, years, and now formed about a
fourth or a fifth of the whole instead of a third.? }

A committee of the Lords, appointed at the same time as
the Commons’ committee, followed much the same lines.
They too collected evidence to show that where high farming
was practised, and on poor lands, the landlord received a
smaller proportion of the produce. They too assumed that to
interrupt what they called <the progress of improvement’*
would be ruinous. - Two examples will suffice to ﬂlustrat.e the
drift of their investigation.

A land surveyor was asked :—

1 P65 $ P. 4, and Minutes of E\ndmce,
3 Reports respecting Grain and the Corn Laws, 1814-15 ; No, 26 (m the
House of Comnons collection, vol. v, pp. 1035-1335), p. 69.
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‘What has been the catise of the great increase of enclosures of
late years?’

¢The high price of corn.’

¢ What has been the effect of that $’

‘A great quantity of land has been cultivated that would not
" otherwise have been.” -

¢ Has the produce been i d or d iy’

¢ Increased very considerably.’

¢If the prices were considerably reduced, would the number of
enclosures continue §°

¢ Certainly not.”

¢Has a great quantity of produce from farming land the effect of
lowering or raising the price of grain and butchers’ meat?’

¢ Of lowering the price.’?

A Wiltshire landowtier, with some experience as an
agriculturist, was asked -—

¢If wheat should be at 80s. and other grains at a proportionate
price, do you believe the farmers would continue in the cultivation of
their land at the expense of the present mode of culture 3’

¢ Certainly not. I think less wheat would be sown and leas money
would be expended in thq cultivation of land.”

¢Would not those prices affect inferior soils much more than the
superior guality of land 1’

¢ Certainly, because the expenses are greater on inferior soils.’”

*Would not the consequence of those prices then be that the
farmers in general would withdraw their capital from the cultivation
of the inferior goila$’

A . cemin]y.’ 3

*:’&hese reports were widely read, and considering how
distinetly they connect ‘the progress of improvement,’ the
increase of the population and wealth of the country, with
the cultivation of poorer soils and a diminished propor-
tion of the produce for the ]andlord, it would have been sur-
prising if no economist had generalised from the twenty years
under review, and declared that the increase of population
and wealth always necessitates recourse to more expensive,
or, what is the same thing, less productive agriculture.
More than one economist immediately did so. Edward West
enunciated a general rule of diminishing returns’at the

2 Report, p. 3L * Ibid., p. 30
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very beginning of his Essay on the Application of Capital
to Land; with observations showing the impolicy of any
great restriction of the importation o_f corn, and that the
bounty of 1688 did mot lower the price of if, which he
published early in 1815:—

¢ The chief object of this essay is the publication of a pnnmple in
political economy which occurred to me some years ago, and which
appears to me to solve many difficulties in the science which I am at
8 Joas.otherwise to explain. On reading Iately the reports of the corn
committees, I found my opinion respecting the existence of this prin-
ciple confirmed by many of the witnesses whose evidence is there
detailed. This and the importance of the principle to
a correc understanding of many parts of the corn question, have
induced mo to hazard this publication before the meeting of Parlia-
‘ment, . . { The principle is simply this, that in the progress of the
improvement of cultivation, the raising of rude produce becomes pro-
gressively more expensive, or, in ‘other words, the ratio of the net
produce of land to its gross produce is continually diminishing)?

Adam Smith, West explains, saw the prmclple that the
quantity of work which can be done by the same number of
bands increases in the progress of improvement comparatively
less rapidly in agriculture.than in manufactures,’# but did not
seo another principle which may retard or stop such improve-
ment in agriculture, ‘or even render the powers of labour
actually less productive as cultivation advances?:—

»¢The additional principle to which I allude is that each equal
additional quantity of work bestowed on agriculture yields an actually
diminished xeturn, and, of course, if each equal additional quantity of
work yields an actually diminished return, the whole of the work
bestowed on agriculture in the progress of improvement yields an
actuelly diminished proportionate return. Whereas it is obvious that
an equal quantity of work will always fabricate the samé quantity of
manufactures,

¢ Consider the case of a new colony ; the first occapiers have their
choice of the land, and of course cultivate the richest spots in the
country : the next comers must take the second in quality, which
will return less to their labour, aud so each successive additional set of
cultivators must necessarily produce less than their predecessors.” 8

Pp. 1,2 3 P. 6. See Wealth of Nations, Bk. 1. ch. i. p. 8 5.

8 Pp, 68, Compare with the sccond paragraph Wealth of Nattm, Bk. 1.
ok ix. p. 42 &
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And throughout the general course of history, when popu-
lation increases,

‘The additional work bestowed upon land must be expended
either in bringing fresh land into cultivation, or in cultivating more
highly that already in tillage. In every country the gradations be-
tween the richest land end the poorest must be innumerable. The
richest land, or that most conveniently sitnated for & market, or, in
a word, that which, on account of its situation snd quality combined,
produces the largest return to the expense bestowed on it, will of
course be cultivated first, and when in the progress of improvement
new land is brought into cultivation, recourse is necessarily had to
poor land, or to that, at least, which is second in quality to what is
already cultivated. It is clear that the additional work bestowed in
this case will bring & less return than the work bestowed before.
And the very fact that in the progress of society new land is brought
“into cultivation, proves that additional work cannot be bestowed with
. the same advantage a8 before on the old land. For 100 acres of the
rich land will, of course, yield a larger return to the work of 10 men
than 100 acres of inferior land will do, and if this same rich land
would continue to yield the same proportionate return to the work of
20 and 30 and 100 as it did to that of 10 labourers, the inferior land
would never be cultivated at all.”?

By ‘work’ West means the immediate effects of labour,
as, for example, the ploughing of an acre of land in a certain
way, or the digging of a ditch of 3 certain size. The question
whether the returns to labour as well as the returns to work
diminish is a further cne:—

¢The quantity of work which can.be done by a given number of
hands is increased in the progress of improvement by means of the
subdivision of labour and machinery, even in agriculture. Buch
increase, then, of the quantity of work which can be performed by
the same number of hands in agriculture may either more than com-
pensate, or just compensate, or fall short of compensating, the diminu-
tion of the return of the same quantity of worl. In the first of which

mseslabourmagnculturewould‘ bsolutely more produeti
in the second would remsin always eqnally productive ; in the last
would b beolutely less producti

Here, instead of inquiring directly whether agricultural
labour has become less or more productive in the course of

2 Pp.9, 10, P12
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history—whether the labour of one man working on an
average soil will now feed fewer er more persons than in pre-
vious ages, West endeavours to settle the question by a de-
duction fror the ¢ acknowledged fact that the profits of stock
are always lower in a rich than in a' poor country, and that
they gradually fall as a nation becomes more wealthy.'? He
very hastily assumes that an increase in the productiveness
of labour necessarily means an increase of profits? and from
this he infers that the increase in the productiveness of manu-

" facturing industry would cause a rise of profits if the pro-
ductiveness of agriculture did not decrease. As profits do not_
rise but fall, he concludes that the productiveness of agri-
cultural industry diminishes more than enough to counter-

. balance the increase in the productiveness of manufacturing
industry. The passage in which he recapitulates his pro-
positions is noteworthy as containing probably the earliest
instance in economic literature of the word ¢ tend * used in its
more scientific sense® West himself italicises it :=—

J ¢The division of labour and application of machinery render labour
more and more productive in manufactures, in the progress of improve-
ment ; the same causes fend also to make labour more and more pro-
ductive in agriculture in the progress of improvement, But another
cause, pamely, the ity of having to land inferior to that
already in tillage, or of cultivating the same land more expensively,
tends to make labour in agricnlture leas productive in the progress of
improvement. And the latter cause more than counteracts the effects
of machinery and the division of labour in agriculture.’ ¢

Ho adds that this conclusion which he has endeavoured
*to prove theoretically’® is supported by the ‘commonly ob-
served fact’ which ‘appears in almost every page of the
reports of the corn committees, ¢ and in ‘ the evidence of prac-
tical men,'” that the ratio of the rent to the gross produce
has been diminishing in consequence of the introduction of
more expensive methods of cultivation.

His object in bringing out his pamphlet in time for the

1 P18 1P 14, .

% For this sense see Whately, Introductory Lectures on Political Economy,
183, 3d ed. 1847, pp. 231, 232, and J. 8. Mill, Busays on some Unseitled
Questions, pp. 161, 162

4T.25 s P, 25 s P2t . TP
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perlismentary session was to prevent the adoption of what
he considered an immoderately high protective price in the
coming corn lawl If importation were totally abolished,
he thought the price of wheat would immediately stand at
something like 90s,, as this was, in his opinion, about the
price at which an amount of corn sufficient for the existing
population could be grown within the country, and this price
would gradually rise as population increased, because the
increased produce would be raised at a greater proportionate
expense.’? And if importation were prohibited whenever the
home price was less than 80s,, the average price would never
be below 80s.

¢ For, he says, it ia the competition of the foreigner alone which
could keep dowr wheat even to 80s.; and when that competition
were withdrawn, as it must be, as soon as the price fell below 80s,,
our price would again rise as far as that competition would permit,
viz, to 80s. the quarter.’®

It is impossible to read West’s pamphlet without seeing
that the form in which the ‘law of diminishing returns’ was
subsequently taught, and the phraseology in which it was
expressed, are far more due to him than is imagined by
those who only know him as the subject of a civil reference

in Ricardo’s prefacel {But for securing the ‘law of diminish-1 +*

!

ing returns’ the prominent place which it has occupied in\W

English political economy, not West but, Malthus and Ricardo {
are responsible’)} While West was writing his essay, Malthus
was engaged upon his Grounds of an opinion on the policy
of restricting the importation of foreign corn, intended asan
appendix to ¢ Observations on the Corn Laws, and also An
Inquiry into the Natwre and Progress of Rent, and the prin-

1P, 55. 2P 34

3 P. 34, West had no doubt that *the whole wealth and comfort of the
ity is diminished, the d of each individual over all the neces-
saries and luxuries, both domestic and foreign, k d,” by ‘the i ing
expense of raising rnde produee’ (p. 43), and that consequently, in principle,
free importation is the best policy ; but he admitted that there were * many
considerations, such as taxes, poor-rates, and the distress of individuals
arising from s repid shifting of capital from one employment to another,
" which ‘ would demand s much longer inquiry,” Taking them alt into aceount,
his personal opinion was that 70a., or at the most 73s., would be a reasonable

limit of price for the importation of wheat (p. 55).
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" ciples by which it is regulated.’ The Grounds announced his

definite adhesion to the protectionist side? chiefly, or at any
rate firstly, because the evidence taken by ‘the corn com-
mittees showed that protection was necessary to prevent a
great loss of agricultural capital® Here he had no occasion
to draw attention to the diminishing returns which he had
noticed in his Observations. It was, on the contrary, rather
his cue to point out that the quantity of corn produced in the
United Kingdom could be greatly incréased without much
diffieulty. After adopting this line, he went so far as to -
suggest that there was even a chance * of & dininution in the
real price of corn owing to the extension of those great
improvements, and that great economy and good manage-
ment of labour of which we have such intelligent accounts
from Scotland’¢ In a note, however, he explains that this
would only be due to a partial counteraction of a tendency
towards diminishing returns :—

¢ By the real growing price of corn I mean the real quantity of
labour and capital which has been employed to obtain the last addi-
_ tions which have been made to the national produce. In every rich
and improving country there is s natural and strong tendency to a
constantly increasing price of raw produce, owing to the necessity of
employing, progressively,Jand of an inferior quality. But this ten-
dency may be partially teracted by great improvements in culti-
vation and economy of labour.’ 8

For further treatment of the subject he refers his readers
to the pamphlet, on the Nature and Progress of Rent, This
work contains the substance of some notes on rent- which
he had collected in the course of his duties at Haileybury,
snd which he had intended eventually to appear as part of &

1 These were published at some time between Jan, 13 and Feb. 6, 18156
(see Ricardo, Letters to Malthus, ed. Bouar, pp. 56, 58). Ricardo's Kssay on
the Influence of ¢ Low Prics of Corn, to be mentioned presently, was pub-
lished after Feb. 10 (Ricardo, Letters to Malthus, p. 60) and before Jacob's
Letter to Whitbread, which is dated Feb. 25, had got through the press (Ap-
pendix, p. 34). Arthur Young (Inguiry into the Riss of Prices, Pamphleteer,
vol. vi. pp. 187, 188) speaks of West’s pamphlet aa having preceded that of
Ricardo, and Ricardo himself, in the preface to his Principles, nays it was
published almost at the same moment ae Malthus’s Nature and Progress of
Rent,

* P, 20, *P. 4 . ‘Ro2L # P, 21, note,
. L -
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considerable book.! He seems to have been induced to pub-
lish the tract at that particular moment by & desire to lessen
the odium into which high rents were falling among those who
wished for cheap bread. This desire, however, though it led
_him to insist strongly on the proposition that high rents are
‘one of the most certain proofs of the prosperous condition of
a country;’? did not prevent him from explaining that one of
the conditions of their rise is ‘ the comparative scarcity of the
most fertile land.’? ‘Comparing the ‘machinery of the land”
with the machinery employed in manufactures, he says : —

‘ The machines which produce corn and raw materials . . . are
the gifts of nature, not the works of man; and we find, by experi-
ence, that these gifts have very different qualities and powers, The
most fertile Jands of a country, those which, like the best machinery
in factures, yield the g t products with the least labour and
csplta] are never found sufficient to supply the effective demand of an
increasing population, The price of raw produce, therefore, naturally
rise§ Till Tt Becomes sufficiently high to pey. the cost of raising it with
infgrior_machines and by a more expensive process; and as there
cannot be two prices for corn of the same quality, all the other
machines, the working of which requires less capital compared with
the produce, must yield rents in proportion to their goodness.

¢ Every extensive conntry may thus be considered as possessing s
gradation of hi for the production of corn and raw materials,
including in this gradati not only all the various qualities of poor
land, of “which every large territory has generally an abundance, but
the inferior machinery which may be said to be employed when good
Jand is further and further forced for additional produce. As the price
of raw produce continues to rise, these inferior machines are succes-
sively called into action ; and as the price of raw produce continues to
fall, they are enccessively thrown out of action.’+

8o ‘the high price’ of raw produce which enables it to
yield a large rent in rich and prosperous countries is due to
the diminution of returns :—

‘I have no hesitation in stating that independently of irregulari-
ties in the currency of & country, and other temporary and accidental
circumstances, the cause of the high comparative money price of corn
is its high comparative real price, or the greater quantity of capital

1 See the ‘advertisement’ or preface. 2P 45,
'S ¢ Pp. 38, 39.
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and labour which must be employed to produce it; and that the
reason why the real price of corn is higher and continually rising in
countries which are already rich and still advancing in prosperity and

populstion is to be found in the necessity of resorting constantly to
poorer land—to machines which Tequife a gréater expenditure to work
them—and which consequently occasion each fresh addition to the raw
produce of the country to be purchased at a greater cost,—in short, it.
is to be found in the important truth that corn, in 8 progressive
country, is sold at the price necessary to yield the actual supply;
and that as this supply becomes more and more difficult, the price
rises in proportion.’ !

~Improved methods of cultivation may retard for a time,
but cannot permanently hold in -check, the diminution of
returns +—

¢With regard to imp ta in agriculture which in similar

soils is [sic] the great cause which retards the advance of price com-
pared with the advance of prodice, although they are sometimes very
powerful, they are rarely found sufficient to balance the necessity of

applying to poorer land or inferi hi In this respect, raw
produce is essentially different from manufactures,
¢'The real price of factures, the quantity of labour and capital

8 given quantit; of them, is almost constantly
dummshmg H whx.le the quantity of labou:r and capital necessary to
procare the last addition that has been made to the raw produce of a
rich and advancing country is almost constantly increasing. We see,
in consequence, that in spite of continued improvements in agricul-
ture the money price of corn is ewteris paribus the highest in the
richest countries, while in spite of this high price of corn, and conse-
quent high price of labour, the money price of manufactures still
continues lower than in poorer conntriea’® -

~/ When Malthus's pemphlets reached Ricardo, instead of
making him & protectionist, they convinced him, he says,
“of the policy of leaving the importation of corn unrestncbed
by law.’®

{ This statement, however, is only to be understood as an_
ironical, though quite good-humoured, compliment to an
opponenta {There is no reason to doubt that Ricardo had

1 Pp. 40, 41, * P, 45,

* Essay on the Influence of a Low Price qfaam, Introduction ; in Works,
P 369,
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always been a convinced free-trader.) For a long time he
had been endeavouring in conversation and correspondence
to persuade Malthus that restrictions on the importation of
corn tend to lower the rate of interest. Of one of his efforts
in this direction he wrote on 26th June 1814:—

- *'This is & repetition, you will say, of the old story, and I might
have spared you the trouble of reading at 200 miles distance what I
“had so often stated to you as my opinion before; but you have set
me off, and must now abide the consequences. I never was more
convinced of any proposition in political economy than that restrie-
tions on importation of com in n sn lmportmg country have 8 tendency

to Tower profita’l - -

He probably bega.n wzth the slmple belief, common enough
among the commercial class of his time, that restrictions on
importation raised the price of food, that the price of food
regulated the wages of labour, and that cheap labour was
necessary for high profits? From this peint be seems to
have been gradually advancing. On 30th August 1814,
he remarked that the report of the Lords' Committee
*discloses some important facts.’® {On October 23, he began
to connect profits directly with the causes of high or low
price of food, as well ag indirectly through the medium of
“the cost of labour :(—

*A rise in the price of raw produce may be ioned by s gradual
accumulation of capital, which, by creating new demands for labour,
may give 8 stimulus fo population and tly promote the
cultivation or unprovement oi inferior lands ; bul: this wlll not cause
profits to rise but to fall, because not only will the rate of wages rise,
but more labourers will be employed without & proportional return
of raw produce. - The whole value of the wages paid will be greater
cotipared with the whole value of the raw produce obtained.’$

On December 18, he expressed tho same theory in more
emphatic terms:—

( ¢ Accumulation of espxtal has a tendency to lower profita. Why!
B every is attended with i d dlﬁicultym
obtaining food, unless it is panied with imp: in

* Letters to Malthus, ed. Bonar, p. 35.

3 Beo the whole of the letter just quoted.
® Letters to Malthus, p. 42, 4 Ibid., pp. 47, 48.
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agriculture ; in which case it has no tendency? to diminish profits. .
If there were no increased difficulty, profits would never fall, because
there are no other limits fo the profitable production of factw
but the rise of wagea If with every accumulation of capital we
could tack & piece of fresh fertile land to our island, profits wonld
never fall’® .

‘When he read Malthus's Nature and Progress of Rent, the
whole subject seemed to become clearer to him, and in the °
course of a few weeks® he wrote and published An Essay on
the Influence of a Low Price of Corn on the Profits of Stock,
showing the inexpediency of resirictions on importation:
with remarks on Mr. Malthus's two last publications, ‘An
inguiry into the nature and progress of rent’ amd ‘The -

_grounds of an opinion on the policy of restricting the
importation of foreign corn,’ in which, by way of proving his
contention that restrictions would tend to lower the rate of
profitfhe enunciated a complete theory of the changes which
take place in the distribution of the whole produce between
rent, profit, and wages, as .a country progresses in wealth
and population) C This theory was based on the very pro-
positions already put forward in West’s pamphlet,* namely,
(1) that increasing density of population tends to force
recourse to inferior land and more expensive' methods
of cultivation, and thus to diminish the productiveness of-
agricultural industry; (2) that it would always actually foree
recourse to poorer land and more expensive cultivation, and
thus actually diminish the productiveness of agricultural
industry if there were no improvements in agriculture; and
(3) that, as a general rule, or in the long run, in spite of the
improvements which take plateini agriculture, it does actually
force recourse to poorer land and more expensive cultivation,
and thus actually diminish the productiveness of agricultural
industry} In order to prove Ricardo’s practical proposition
that restrictions would diminish profits, the third part of the
theory was unnecessary, since thers was no reason to suppose
that fewer improvements in agriculture or labour-saving

4 Bvidently Ricardo usea the word tendency in its popular sense.

2 Letters to Malthus, p. 62 # Ses above, p. 161, note.

¢ When he wrote his Low Price, Ricardo had not seen West’s pamphlet
{Letters to Malthus, p. 63). -
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devices would be invented if corn was cheap than if it was
dear, so that if any one had said that improvements would
not only temporarily but permanently prevent a fall in the
productiveness of agriculture, Ricardo could have retorted:
That may be so, but if there were no restrictions the same
improvements would have been made, and would have caused .
a rise in the productiveness of agriculture instead of only
preventing a fall. ){But there is no doubt whatever that
Ricardo, like West and Malthus, believed that the returns to -
agricultural mdust.ry do actually diminish in.the course of
Exstoxlm spite of all unprovements), He says :—

“The causes which render the acquisition of an additional quantity
of corn more difficult are, in progressive countries, in constant operation,
whilst marked impr ts in agrienl or in the implements of
husbandry are of less frequent occurrence. If these opposite causes
acted with equal eﬂ'ect, corn would be subject only to accidental
variation of price arising from bad Seasons, from greater or less real
wages of labour, or from an alteration in the value of the precious
metals, p g from their abund. or ity.

Obviously this implies that improvements in agriculture
do not actually in the long run prevent the difficulty of pro-
ducing corn from increasing, though they prevent it from
increasing as fast -as it would do in their absence.
Malthus and Ricardo had long arguments in private as to
the theory of profits advanced in the Essay on the Influence
of a Low Price of Corn? but the discussion does not seem to
have led either of them to modify their opinion that the
diminution of returns is a general rule lisble only to tem-
porary exceptions. Ricardo in his Principles constantly
implies that it is 8o and says explicitly, ¢ With every increase
‘of capital and population, food will generally rise, on account
of its being more difficult to produce’¢ Malthus in his
Polatical Economy does indeed complain that Ricardo had

‘never laid any stress upon the infl of t i
ments in agriculture on the profits of stock, alt.hough it is one of the

* Works, ed. M‘Culloch, p. 377, nou. 8 Letters to Malthus, pansim.

? By making the diminution of returns the only cause of the permanent
fall of profits. See especially 1st ed. pp. 91, 142, 228, 220 ; 3d ed. in Works,
PP+ 50, 70, 105, ¢ 2d ed, in Works, p. 241,
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most important considerations in the whole compass of pol.itical
economy, a8 sauch imp: f; tionably open the lar,
arena for the employment of eapxtal without & dlmmutlon of profits. "

But he does not seem to think that even in the most
favourable circumstances such improvements could prevent
returns from diminishing for more than a limited, though

possibly long period, such as ‘hundreds of years’? and in

another place he says outright *

“The cost of producing corn and Isbour continually increases from

1nevitable physical causes, while ths cost oi producmg mannfactures

and articles of di

stationary, apd at all events increases much alower thnn the cost of
producing corn and labour.’®

By 1822, however, Ricardo seems to have been rather
more inclined to leave the question open. In his pamphlet
On Protection to Agriculture, he says :—

¢In the progress of society there are two opposite causes operating
on the value of corn ; one, the i of population and the ity
of cultivating, at an increased charge, land of an inferior quality,
which alwn.ys occasions a rise in the value of corn ; the other, improve-
ments in agriculture or the di -y of new and abundant foreign
markets, which always tend to lower the value. Sometimes one pre-
dominates, sometimes the other, snd the value of corn rises or falls
accordingly.’ ¢ :

Yet when Attwood made a long attack upon his theory

in the House of Commons, and insisted that the returns to
agricultural industry do not diminish but increase with the
actual historical progress of society, Ricardo did not admit
the fact and explain, as many of his followers would have

done at a later period, that it was not incoropatible with a

‘tendency’ to diminishing returns®
Shortly after the publication of Ricardo’s Essay on the
Influence of a Low Price of Corn, Torrens brought out  An
Essay on the External Corn Trade; containing an inguiry
into the general principles of that imporiant branch of traffic;
1 Political Econowy, 1at ed. p, 331 P, 332,

& P. 800, cp. pp. 168 note, 813, 370. ¢ Works, p. 475. -
$ Hanasard, vol. vii. p. 392 ff., May 7, 1822 N
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an examination of the emceptions to which these principles
are liable; and a comparative statement of the effects which
restrictions on importation and free imtercourse are cal-
culated to produce upon subsistence, agriculture, commerce,
and reverue.~ This work, which, though as longwinded as its
title, quite deserves the praise awarded to it by Ricardo}!
affords another example of the way in which circumstances
had impressed the idea of - diminishing returns upon the
minds of the ecomomists of the time, For Torrens alsp,
writing before he had seen Malthus’s Grownds of an opinion
and Nature and Progress of Rent, or West's Application of
Capital, or Ricardo’s Influence of @ Low Price of Corn}?
opposed restriction of imports on the ground that it must
cause a diminution of returns by forcing the cult:vatmn of
inferjor land :—

¢ Every restriction,’ he says, ‘on the import trade in corn which
forces into cultivation land of inferior quality, not only deprives the
particular portions of labour and eapital thus turned upon the soil of
their most beneficial employment, but, by increasing the natural price
of corn, lowers uni Ily the productive p of labour and capital,
_and gives 8 general check to the prosperity of the country.’®

§ 5. Later history of the theory that Inoreasing Density of
« Ropulation cted with Diminishing Retwrns

to industry.

- The later history of the subject has to do mainly with the
gradual substitution of a pseudo-scientific law of a ‘tendency’
to diminishing returns for the rough general rule of diminish-
ing returns rashly deduced from experience during the
great war,

In the Essay on the Corn Trade, Torrens had scarcely
committed himself to the theory that the diminution of
returns is a general rule, but in his later work, the Essay on

"Amongthemoﬂnblaofﬂu tions on the impolicy of dcti
the importation of corn may be classed Ms,or Torvens’s Kssay on ledm
Corn Trade. His arguments appear to me to be nnauswered, and o be an-
answerable.”—Ricardo, Works, p. 164, note.

3 Essay om the Corn Trade, 3d ed., 1829, Prelace, p. is.

® Ibid., ¥st ed. pp. 73, 74.
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the Production of Wealth? (1821), he teaches it without
hesitation? r James Mill again and again speaks of an actual
diminution of returns as if it were not only a general rule,
but an invariable rule, except in cases where colonists from
civilised - countiies ‘have the power of cultivating without
limit the most productive species of land.’® To inventions
and discoveries he gives no attention.) :

\ MCulloch states the general rule in his usual clear and -
emphatic tone. In the earlier periods of a nation’s progress,
he tells us, ‘when population is comparatively Limited, it
being only necessary to cultivate the best lands, industry is
comparatively productive.’¢

‘Inmmnfmtureatheworstmnchmeryuﬁrst set in motwn, and

every day its po are d by new inventions; and it is
rendered capable of yielding n b t of produce with the
v/ ¢In agriculture, on the y, the best machines, that is, the

best so1ls, are first bronght under cultivation, and recourse is efterwards
had to inferior soils, requiring a greater expenditure of capltal and
labour to produce the same pplies. The impr ts in the con-
straction of farmi } ta and meliorations in agricultural
t, which ¢ jonslly occur in the progress of society,
reslly reduce the price of raw produce, and, by making less capital
yield the ssme supplies, have n undency to reduce rent, But the
" fall of price, which is -p factures, is only temporary
n agriculture® ’
¢From the operation of fixed and permanent causes, the i mcreasmg
sterility of the soil must, in the long ruu; overmatch the increasing
power of machinery and the imp: ts of agriculture.’s _
«/ The belief that the increase of population, in spite of all
improvements, in the long run necessitates the empioyment
of a larger-and ever larger proportion of the labour of the
world in the production of the prime necessaries of life,
practically implies that as population increases, mankind
become poorer and poorer, unless the diminishing productive-

1 With an appendiz in which the principles of political economy are applicd

+ 4o the actual circumstances of this country.

* Pp. 115 £, 144 L, far too long-winded to quote,.

'Elauenh,up.lnad p- 41; 3d ed. p. 65 See the sections on rent,
wages, and profits, passim. ¢ Principles, 1825, p. 208.

* Ibid., pp. 277, 278, ® Iiid., p. 383.
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ness of the labour of the agriculturists is overbalanced by the
increasing producuveness of the labour of the remainder of
the community, which is unlikely to be the case, since the
remainder of the community must be a diminishing pro-
portion of the whole.

At last, in two lectures delivered at Oxford in 1828, Senipr
ventured to protest against this gloomy view. Population,
b asserted, does not actually incréass with such harmful

rapidity s —
The evil,’ he said, “of a r gdmt_ngpnhhon, or to speak more
intelligibly, of a_population_too _ tely_and

regularly supphed with ueeessnnesLm likely to dlmxmsh Jin_ the pro-
gress of improvement, .
¢ But I must admit tha.t this is not the received opmwn. The

popular doctrine certainly is that p tion has a tendency to i
beyond the means of submsbence, or in other words, that whatever be
the existing means of subsist lation has a tendency fully to

come up with them, and even to stmggle to pass beyond them, and
is kept back principally by the vice and misery which that struggle
occasions. I -admit that population has the power (considered
abstractedly) so to increase, and I admit that under the influence of un-
wise institutions that power may be exercised, and the amount of sub-
sistence bear 4 swmaller proportion than before to the number of people,
2nd that vico and misery, more or less intense and diffused, according
to the circumstances of each case, must be the result, What I deny
is, that under wise institutions there is any fendency to this state of
things, I believe the tendency to be just the reverse.’?

He sent the lectures to Malthus, and politely’ invited him

1 Two Lectures on Popul lelivered before the Uni ¥ of Ozford in
Easter term 1828, to which is added o correspondence between tlie author and
the Rev. T. R. Malthus, 1829, pp. 85, 36.

* Mr, Bonar (Malthus and his Work, pp. 3, 4) says that Senior ‘confessed -
with penitence that he had trusted more to his ears than to his eyes for a
knowledge of Malthusian doetrine, and had written a learned criticism
not of the opinion of Mr, Malthus, but of that which **the multitedes who
have followed, and the few who have endeavoured to oppose” Mr. Malthus,
have assumed to be his opinion.® If Malthus’s opinion was really different
from what the multitudes who followed him and the few who oppased him
imagined it to be, it is difficult to see why Senior should have been penitent
for having criticised much the most important of the $wo opinions. But, as
8enior very well knew, Malthus’s opinion was not different from that which
his followers ascribed to him. Senior's apology for having attributed to bim
the opinion of his followers which, as he says, is inconsistent with s passage
in the Essay on Populamm, is merely a pohu method of making Malthus
o -rnl-ln h“ m
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to assent to chis"new doctrine. Malthus declined. As to
the past, he said, “when you state as a fact, that food has
generally increased faster than population, I am unable to
go along with you'? As to the future, he eaid it was obvious
that some retardation of the growth of population is
inevitable, and he questioned whether ¢ we are entitled from
past experience to- expect that this will take place without
some diminution of corn wages and some increased difficulty .
of maintaining a family.’* But he showed some desire to
escape from the exact question at issue :— !

“The main part of the question with ‘me,’ he wrote, ¢relates to
the canse of the continned poverty and misery of the labouring classes
of mociety in all old states.” This surely cannot be attributed to the
tendency of food to increase faster than population. It msay be to
the tendency of population to i faster than food.'®

And Senior was perhaps justified in declaring that the
controversy had ended in agreement.

This discussion, with its absurd metaphors about * popula-
tion pressing against food,’* and being *ready to start off,’s was -
a complete anachronismn in leaving the question of diminish-
ing returns and going back to the old vague comparisons of
the increase of population and the increase of food. { The first
writer of eminence who definitely attacked the belief that
the returns to agricultural industry have generally diminished, -
and continue to diminish, in consequence of the increase of
population, was Dr. Chalmers)

[One of the most plausible reaséns for believing in the
" general rule of diminishing returns is the argument that the
very fact that cultivation is extended to land inferior in point
of situation or fertility to that already in use, shows that the
productiveness of agricultural industry has declined. Labour
on the new land, it is said, is of course less productive than
labour on the old, and therefore the returns to the least pro-_
ductive agricultural industry must have diminished] Ricardo
hxmse].fnrgued thus. “The lands; he says, which are now
taken into cutivation are much inferior to the lands in
cultivation three centuries ago, and therefore the difficulty of

3 Correspondence in Senior, Lectures on Population, p. 68.

3 Bvid, p. 70. ¢ lbid., p. 72 ¢ Ivid,p 76 Did,p 6L -
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production is increased.’* {But this is a fallacy, Labour on
“the new lend is not so productive now as labour on the old
land is now, but before a decline in the productiveness of
industry or diminution of returns can be proved, it must be
shown that- labour on the new land is less productive than
Iabour on the old land was at an antecedent period.} Malthus
had seen this and pointed it out in the later editions of his
Essay? and West also had explained it in his pamphlet on
the Price of Corn and Wages of Labour® (1826), but as
Malthus looked on the case as & merely temporary pheno-
_menon, and West thought it had not actually occurred, it
was reserved for Dr. Chalmers to promulgate the more cheer-
ful theory. He did so in his usual turgid style. At the very
beginning of his Political Economy in conmexion with the
moral state and moral prospects of society (1832),after remark-
ing that a commanding position ‘has been recently gained in
Political Economy,” in respect especially of ‘that department
where the theory of wealth comes into contact with the
theory of population, and where the two, therefore, might be
examined in connexion,’ he proceeds :—

¢The doctrine or discovery to which we refer, is that promulgated
some years ago, and both {sic] at the same time by Sir Edward West
and Mr, Malthus, It respects the land last entered upon for the pur-
pose of cultivation, and [sic] which yields no rent. . . . The imagina-
tion is that the land of greatest fertility was first occupied. . . . After -
all the first rate land had been occupied, an increasing population
flowed over, as it wore, on the second rate land, which, in virtue of
its inferior quality, yielded a scantier return for the same labour. . . .
In filling up this sketch or histoire raisonnée of the conjunct
of culture and p ists have given in to certain con-
ceptions wluch reqmm to be modified. They sometimes describe the
process as if at each successive descent to an inferior soil the comfort
and circumstances of the human race underwent deterioration. . . .
Agreeably to this imagination, even ists and caleul have
by a reverse process found their way to a golden age at the outset of
the world—when men reposed in the lap of abundance ; and with no
other fatigus than that of a slight and superficial operation on s soil

1 Principles, st od. pp. 289 290 ; Works, P 130' The statement, it may

- be as well to say, is in a sub clause, b ing with ‘although.’ It
umudulfntwm;mkerolwmmonknawlodga.

$ 5th ed., 1817, vol. ii. pp. 435, 436 ; 6th ed. p. 340. 5 Pp. 45, 46.
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of first rate quality, richly"partook in tho bounties of nature. . . [{:
each new stretch of cultivation, a more ungrateful soil has to
encountered, on which it is thought that men are more -sirenuously
worked and more scantily subsisted than before: till, at the extreme
limit of this progression, & life of ntmost toil and utmost penury is
looked to as the inevitable doom that awaits the working classes of
society. =L

* Nowy generally speaking, this is not accordant with historical
trath?1 ,

D’he working classes, he points out, have not, as a matter
of fact, throughout the various countries of the world under-
gone s perpetual deterioration in material welfare3 ‘ Wo
should rather say that there had been a general march and
elevation in the style of their enjoyments.” [ Men, he says,
‘have been at a loss to reconcile the descent of labourers
among the inferior soils with the undoubted rise which has
taken place in their cirsumstances or in the average standard
of their comfort.? [’_I‘he matter can, however, easily be
explained, - '

‘for as the fresh soils that had to be successively entered on
became more intractable, the same amount of labour, by the inter-
vention of tools and i ts of husbsndry, may have become
greatly more effective, The same labour which, by a direct manual
operation, could raise a given quantity of subsistence from soil of the
first quality, might with our p t impl ts of raise

ss much from soil of the Jast quality that has beon entered on.'®"}

{ Chalmers’s demonstration of the fact that the extension of
cultivation does not necessarily imply an actual decresse in
the productiveness of agricultural industry, and his state-
ment that, speaking generally, a deterioration of the labourer’s
condition i8 not an bistorical fact, seem to have excited no
attention.} In 1833, Mountifort Longfield, lecturing at Dublin,
could still, after counsidering the effect of improvements, say
with truth—

¢On the whole, b , it is generally supposed that the march

of population is more certein and constant than that of improvement,
and must outatrip it in the long run, and therefore that there must

3 Chap i. §§2-6. “ Chap. i § 8 Chap. i. § 7.
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be & t tendency to d in the ‘productive powers of
agricultural labour.’ 2

Mmhpmtesk.which_m&de.if&elflmd.mmeﬁom the
other side of the Atlantic. Patriotic Americans in the first
half of the nineteenth century were not likely to accept
without demur the generalisations made in England during
the great war. H. C, Carey, the first part of whose Political
Economy was published at Philadelphia in 1837 and the
third in 1840, offered & vigorous opposition to the gloomy
Maltho-Ricardian theory. [ Over-population, he admitted, was
possible at some future period, but so far, he said, experience
showed increases of population to be always favourable to the
productiveness of industry. The wars and pestilences and
other positive checks to the growth of population to which
Malthus had ascribed a certain beneficence were regarded by
Carey as wholly eviL* He went too far in his belief in the
advantages of a large and growing population, but he was
right in denying flatly that the returns to agricultural in-
dustry have diminished in the pastd Quoting James Mill's
statement that ‘if capital had increased faster than popula-
tion” *wages must have risen,’ he retorts, ‘Wages have
risen.’ 8. “ Any given quantity of labour,’ he says, ‘will now
cornmand & much larger quantity of food than at any former
time, and the tendency is to a constant increase” :—

¢Tt is entirely impossible to read any book treating of the people

of England of past times, without being struck with the extraordinary

mpmvement of the means of living—with the increased facility of

g food, clothing, and shelter, and with the improved quality

of all—enablmg the oommon labourer now to indulge in numerous

luxuries that in former times were unknown to people who might be
deemed wealthy.” 4

To illustrate the actual increase of the productiveness of
agricultural industry, he quotes statistics taken from Eden’s
History of the Poor, vol. i pp. 45-48:—

¢Tn 1389, in securing the crop of corn from two hundred acres,

1 Lectures on Political Economy, 1834, p. 181,

2 Political Economy, pt. iil. p. 9.

 Ibid., pt. iii. pp- 69, 70; James Mill, Elements, 1st od. p. 29; 3d ed.
p. 45.. ¢ Political Economy, pt. iii. p. 70.
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there were employed 250 reapers and thatchers on one day and 200
on another. Ou another day in the same year 212 were hired for one
day to cut and tie up 13 acres of wheat and one acre of cats. At thas
time 12 bushels to an acre were considered an average crop, so,that
212 persons were employed to harvest 168 bushels of grain, an
operation which could be accomplished with ease in our time by
half-a-dozen persons.’!

[3. S. Mill's teaching as to the relation between increase of -
population and the productxveness of agricultural mdustry is
by no means consistentd He lived into more prosperous times,
but he was never able to shake off completely the effects of
the gloomy theories of the second decade of the century
with which his father had indoctrinated him.

He believed *the genera]Jaw of diminishing return.from

. land’? to be of jmmense 1ertance 8 and devoted a good
deal of space to its exposition in the chapter of his Principles

which he headed *Of the Law of the Increase of Production

" from Land.’¢ He begins by saying that it is evident that the .
quantity of produce capable of being raised on any given

piece of land is not indefinite. Had he proceéded to sey that

it is evident that the quantity of produce which can be

raised at any given time from any given piece of land con-

sistently with the -attainment of the highest productiveness

of industry possible at that time is also not indefinite, it

is probable that ‘the law of diminishing returns’ would

have soon ceased to be a familiar term in economic text-

books. But he was not able to get rid of the pseudo-

historical characteristics of the ‘law’ as tought by -his

predecessors. After a few remarks on the importance of

the subject and the error of believing that its consideration

may be postponed to a remote future, he states the ln.w
thus :—

¢ After a certain, and not very advanced, stage in the progress of

1 Political Economy, pt. i. p. 68.

2 Principles, Bk. 1. ch. xii. § 2 st ed. vol. i. p. 216; Peopln’i ed. p.
111b.

3 Ibid., 1st ed. vol. i. p. 212 ; People’s ed. p. 109 b *This general law of
|grlnultnml industry is the most lmportant prop in political y
Were the law different, nearly all the p of the production and dis-
tribution of wealth would be other bhun they are.’

¢ Bk. 1, oh, xii,
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agriculture ; as goon, in fact, as men have applied themselves to culti-
vation with any energy, and have brought to it any tolerabls tools;
from that time it is the law of production from the land that in a given
state of agricultural skill and knowledge, by increasing the labour the
produce is not increased in an equal degree ; doubling the labour does
not double the produce ; of, to express the same thing in other words,
every increase of produce is obtained by & more than proportional
increase in the application of Iabour to the land.’?

‘In any given state of agricultural skill and knowledge
is really exactly the same.as ‘at any one time,” since agricul-
tural skill and knowledge, like all other skill and knowledge,
are nover stationary. Taking it in this sense, Mill's law would
be a real law if it were not for the necessary proviso that it
is only true when & certain stage in the progress of agri-
culture has been reached, so that there is a period when, to
use a common phrase, it ‘ has not yet come into operation.’
This deprives it of that universality which characterises a
real law. The law of gravitation, for instance, is always
true nnd always ‘in operation’; it does not ‘begin to operate’
- only when the stalk of the apple gives way.  ~

Not content with postponing the enforcement of his law
to a somewhat vaguely fixed date, Mill proceeds to ‘limit’
it—

¢The principle,’ he says, ‘which has now been stated must be
received, no doubt, with certain explanations and limitati Even
" after the land is so highly cultivated that the mere application of addi-
tional labour, or of an additional amount of ordinary dressing, would
yield no return proportioned to the expense, it may still happen that
the application of & much greater additional labour and capital to

improving the soil itself, by draining or p , would be
as liberally ted by the produce as any portion of the labour
and capital already employed.’* .

In a case like this, he says, ¢ the general law of diminishing
return from land would have undergone,’ to a certain extent,
*a temporary supersession. When population had sufficiently
increased, ‘ the general law would resume its course, and the

1 1st ed, vol L p. 212; Bk. 1. ch, xii. §2. The words from *as soov” to
*from that time’ were afterwards omitted ; People’s ed. p. 109.
- % Bk, L oh, xii.§ 2, 1st ed, vol. i. p. 215 ; People’s ed. p. 111 6.
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further augmentation would be ebtained at a more than
proportionate expense of labour and capital’

But even this is not all. Even when the law has once
come into operation, and while it is not undergoing a tem-
porary supersession, there is an ‘agéncy’ ‘in habitual anta-
gonism® which is ‘capable for a time of making -head’
against it, and this 18 ‘no other than the progress of civilisa-
tion,’ which is explained to mean much what previous writers -
had called ¢ improvements ’ :— '

“That the produce of land increases, ceteris paribus, in a diminish-
ing ratio to-the increase in the labour employed is, es we have said

. a}lowmg for ional and temporary ptions), the nniversal law
of agricultural industry. This principle, h , has been denied,
. and experi fidently appealed to in proof that the returns from

land are not less but greater, in an advanced, then in an early, stage of
" cultivation—when much capital, than when little, is applied to agricul-
ture. So much so, indeed, that (it is affirmed) the worst land now in.
cultivation produces as much food per acre, and even as much to a

given amount of labour, as our ancestors contrived to extract from the -

richest soils in England.

¢ It is very possible that this may be true; and even if not true
to the letter, to a great extent it certainly is so. Unquestipnably a
much smeller proportion of the population is now occupied in pro-
ducing food for thé whole, than in the early times of our history.
This, however, does not prove that the law of whick we have been
speaking does not exist, but only that there is some antagonizing
principle at work capable for a time of making head against the law.
Such an agency there is in babitual antagonism to the law of
diminishing return from land; . . . It i3 no other than the progress
of civilisation.’!

If we knew nothing of the previous history of the question
wo should be at a loss to conceive why Mill should be at the
trouble of developing a law which

“ (1) does not come into operation at a very early da.te in

the history of society;
* (2) is liable to temporary supersessions; and
v (8) has been made head agsinst by an antagonizing prin-
ciple, namely, the progress of civilisation, throughouf. :
the whole known history of England,

! 1st od. Bk L oh, xii. § 8, vol i, p. 217. Superseded by a discussion of
Carey’s views in later editions, People'’s ed. pp. 111-113,
N

’
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If the returns to agricultural industry do not diminish
either before or after history begins, why construct a law
of ‘diminishing returns,’ why treat the whole period over
which the history of England extends as ‘a time'? The
explanation is, of course, that when Mill expounded the law
there were ‘two antagonizing principles’ at work in his mind,
on the one hand,his early impressions derived from economists
who believed that returns do, as a general rule, diminish ; and,
on the other hand, a recognition of the fact that as a general
rule they increase. In one place he tells us that ¢in Europe
five hundred years ago, though so thinly peopled in com-
parison to the present population, it is probable that the
worst land under the plough was, from the rude state of
agriculture, quite as unproductive as the worst land now
cultivated ;’* in another he says that—

~ “In o society which is advancing in wealth, population generally
increases faster than agricultural ekill, and food consequently tends
to become more costly ; but there are times when s strong impulse
sets in towards agricultural improvement. Such an impulse has
shown itself in Great Britain during the last fifteen or twenty
years,’$

Perusal of Carey’s Principles of Social Science did not
clarify his ideas, - Referring to Carey’s theory that cultivation
begins with the most infertile and proceeds gra.dua.lly to the
Tnost fertile lands, he says:—

¢As far as words go, Mr. Carey has a good case sgainst several

1 Book 1v. chap, iii. § 5, 1st ed. vol. ii. p. 277 ; People's ed. p. 438 a.

2 Book 1v, chap. ii. § 3, 1st ed. vol. il pp. 254, 255. With *twenty or
five-and-twenty * substitnted for ¢fifteen or twenty’; Poop]e'l ed. p. 426 b.
Cp. the following dubious passage from Book 1. chap. xiii. § 2, 1st ed. vol i
pp. 229, 230; People’s ed. p. 119:—¢ In Enghnd duﬂng a long interval
preceding tha French Revoluti d slowly; bmt the
progreas of improvement, at least in ngncultnre, would seem to have been
still elower. . . . Whether during the same period improvements in mana-
factures, or diminilhed cost of imported commodities, made amends for the
diminished productiveness of labour on the land i uncertain. Bat ever
since the great mechanical inventions of Watt, Arkwright, and their oon.
temporaries, the return to labour has probably increased as fast as the popn-
lation ; and would have outstripped it, if that very augmentation of return
had not called forth an additional portion of the inkerent power of multipli-
cation in the haman species.”
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of the highest authorities in political economy, who certainly did

jate in t00 universal a manner the law which they laid down,
not remarking that it is not true of the first cultivation in a newly
settled country.’?

This is scarcely candid, for so far from ‘not remarking’
that the “law’ is not true of the first cultivation in a newly
sottled country, Ricardo and West, surely ‘the highest
authorities” on this particular subject, hiad taken the first’
cultivation in & newly settled country as their type and illus-
tration of the working of the law? ‘It is not pretended,
Mill goes on to say, mesning that he himself does not pretend,

“that the law of dummahmg return was operative from the
very begm.mng of socxety ‘Mr. Carey will hardly assert
that in any old country—in England or France, for examplo
—the lands left waste are, or have for centuries been, more
naturally fertile than those under tillage’ Carey’s own
admission that ‘ the raw products of the soil in an advancing
community steadily tend to rise in price,’® he says, if true,
proves of itself that the labour required for raising raw
products from the soil *tends to a.ugmenf. when a greater
quantity is demanded.’

I do not,’ he adds, *go so far as Mr. Carey,ldonotuserttha.t
the cost of production, and quently the price, of agricultural *
produce, always and neeeamrily rises a8 population increases, It
tends to do so, but the tendency may be, and sometimes is, even
during long periods, held in check.’¢

Evidently at the bottom he still adhered to the old
doctrine of a general rule of diminishing returns liable to
only temporary interruptions or checks. JNor can we wonder
at his reluctance to abandon it when we reflect that if he
had done 50 he would have had to find a new way of account-
ing for the historical fall of profits and also to change most of
his views with regard to the whole question of economic
progresS . As he says himself, ¢ were the law different, nearly

! Biok L. chap. xil. § 3; People's ed. p. 1124 .
® Above, p. 157; Ricardo, Works, p. 371. Malthus says of Europe

gonerally, “the best land wonld naturally be the first occupied,” Essay, 8th
od, p. 369,

* Mill's words, 4 Book 1. chap. xii. § 3, People’s ed. p. 113 &
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all the phenomena of the production and distribution of
wealth would be other than’ he supposed them to be!  ~

The pseude-historical general rule of diminishing returns,
the theory that the returns to agricultural industry have
actually diminished, and continue to diminish in spite of
occasional interruptions, would, if it had been true, have
supplied the reason which Malthus failed to "discover for
- believing that subsistence or produce cannot be increased as
fast as population would be increased by human fecundity
and matrimonial instinets, if unchecked. The newly dis-
covered reason cannot be more neatly expressed than in
Mill's words:—

¢It is in vain to say that all ths which the of man-
kind calls into existence bring with them hands. The new mouths
require a3 much food as the old ones, and the hands do not produce
‘8s much,’?

\Ma.lthus himself had never taken the new hands into
account at all He neglected entirely the increment of
Iabour supplied by the increment of population.) In com-
paring the ratios at which population and produce can
increase, he did not say that double the present population
may conceivably produce double the present produce twenty-
five yoars hence, but four times the present population will
not conceivably be able to produce four times the present
produce fifty years hence. Instead of this he simply supposed,
without any consideration of the proportionate amount of
labour, that by the best possible policy and great encourage-
ments to agriculture’®.the produce might be doubled in
twenty-five years, and trebled in fifty years, and so on. The
general rule of diminishing returns, on the other hand, brings
the labour and the produce into close relationship, and asserts
that the additional labour is usually less productive than the
old because it must either be employed on less fertile land,
or in performing less productive operations on the land

/ already in cultivation. \And, of course, as the existing pro-
duce per head is not enormously greater than what is

3 Abpve, p- l’lﬁ.nohi.
9 Book I chap. xiii. § 2, 1st ed. vol i. p. 227; People’s od. p. 118 a.

# Paay, Sthed p. 8
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. necessary to support life, & continuous diminution of the
productiveness of industry must very soon put a stop to
population doubling itself every twenty-five years, or indeed
to its increasing with any considerable rapidity. 23

The pseudo-scientific law of diminishing ‘eturns, the

trine which teaches merely that the returns to industry
‘tend’ to decrease, or would decrease if it were not for the
progress of civilisation, does not, like the general rule, prove
to its believers that population cannot increase with con-
siderable rapidity, but it proves that it is not desirable that
population should increase at all. If every increase of popu-
lation tends to cause a-diminution of returns, then whether
returns actually diminish or not, they would have been
greater if population had not increased. Mill says as
much :— -

¢ After a degree of density has been attained sufficient to allow
the- principal benefita of combination of labour, all further increase
tends in itself to mischief so far as regards the average condition of
the people.’1 ~

The *progress of i!ilprovement,' which raust *be under-
stood in & wide sense,’ has a counteracting effect,

¢But though improvement may, during a certain space of time,
keep up with or éven surpass the actual increase of population, it
assuredly never comes up to the rate of increase of which population
is capable ;2 and nothing could have p: dag 1 deteriorati
in the condition of the human race, were it not that population has
in fact been restrained. Had it been restrained still more, and the
same improvements taken place, there would have been a larger
dividend than there now is for the nation or the speeies at large.’3 -

If a reader desires to know what degree of density of
population Mill meant to indicate by that which is sufficient
to allow the principal benefits of combination of labour,’ he
may turn to Book 1v. ch. vi. § 2. There Mill says:—

¢The density of populati y to enable mankind to obtain,
in the greatest degree, all the advantages both of co-operation and

1 Book 1. chap, xiii. § 2, 1st ed. vol. L p. 228; People’s od. p. 118 5,

3 The ing of this is hat ob Is it that imp; t never
doubles itsslf every twenty-five years? ’ :

¢ Book L chap. xiii, § 2, lat ed. vol. {. p. 230; People’s od. p. 118 5,
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of social intercourse has, in all the most populous countries, been
attained.’! :

He looks on the degree of density which is required for
the maximum productiveness of industry as something fixed
once for all, at one hundred, or two hundred, or some other
number to the square mile, This is, of course, an eminently
unscientific and unhistoricel way of regarding the question,)
The conditions under which men live, the extent of their

owledge, and their ability to profit by their knowledge,
change from century to century, from year to year, and even
from day to day, and almost every change affects in one way
or another the ‘ density of population necessary to enable man-
kind to obtain in the greatest degree all the advantages both
of co-operation and of social intercourse’ There is no reason
whatever to suppose that the average Englishman would be
better off now if the population of England had remained
stationary at the point it had reached when Mill wrote his
Principles of Political Economy. No doubt if it had been
50 restrained, ‘and the same improvements taken place,
there would,” as he alleges, ‘have been a larger dividend than
there now is’; but that the same improvements could have
taken place is perfectly inconceivable, )

1 16t ed, vol i, p..311; People’s ed. p. 454 d.



CHAPTER VI
THE IDEA OF DISTRIBUTION

§ 1. Early history of the term, and its identification with -
Division into Wages, Profit, and Rent.

IN tracing the history of the term *production,’ used as
the title of a department of political economy, we necessarily
anticipated to some extent the corresponding history of the
term ‘distribution.’? The earliest English instance we were
able to record of its use was furnished by an almost forgotten
wotk, D. Boileau’s Introduction to the Study of Political

3y, or el y view of the manmer in which

the Wealth of Nations is produced, increased, distributed,
and conswmed, published in 1811 of which the Third Book
is entitled ‘ Of the Distribution of the Wealth of Nations’
But though this may have been the first English appearance .
of the substantive in & prominent position as an almost
tecknical term; the use of the verb is to be traced back
to the title of Adam Smith’s Book 1, ¢ Of the causes of im-
provement in the productive powers of labour, and of the
order according to which its produce is naturally distributed
among the different ranks of the people’ Before Adam
Stnith, English economists did not talk of * distributioi” or
of Ui annét i WHICH wealth or r produce is ¢ dlstnbuted,’
I Franes; however," Turgor's” Reflecions sur ld Jormai
et Ta distmibiition des Tichesses hod baen | Brmg& in t.he
LEphémérides du citoyen six yoars before the pubhcahon of
the Wealth of Nations 3 ~ = == ===

" T Looking bt the ‘ordifiary non-economic use of the t;erm,

1 Above, pp. 82-35,

* The Réflexions were written in 1766, and first printed in the Epkémérides
for November and December 1769 and January 1770, These numbers, how-
ever, were not actually published till January, February, and April 1770.

_Beo Q. Schello, Pourquoi les * Réflexions® de Turgot na sont-elies pas ezacte-
ment connues I in the Journal des Economistes for July 1888, pp. 5. -

£
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we can imagine an essay on the distribution of produce relat-
ing to either of two different questions, first, ¢ In what manuer
‘or by what means is the produce parcelled out among thcse
who receive it 7’ or secondly, ‘In what proportions is the
produce divided among those who share it, and what deter-
mines these proportions?’ Turgot, when he used the phrase,
seems to have been thinking altogether of the first of these
two questions. He does not attempt to show what causes
variations in the proportions received by different classes or
individuals, but only endeavours to explain the various
methods of obtaining an income. In sections xx. to xxx. he
shows how an owner of land may draw an income from it in
five different ways, having it cultivated (1) by labourers in
his own service, (2) by slaves, (8) by villeins, (4) by métayers,
(5) by rent-paying farmers, and the next section begina : —

‘Il y & un sutre moyen d’8tre riche sans travailler et sans pos-
séder des terres, dont jo n'al pas encors parlé.- Il est nécessaire
d’en expliquer Parigine et la liaison avec le reste du systéme de
la~ distribution des richesses dans la société dont je viens de
crayonner I'ébauche.’?

But there seems no reason to suppose, and it is highly
improbable, that Adam Smxt.hi)ms acquainted with Turgots
Réflexsions. He not acquire his use of the word ‘dis-
tribute’ from Turgot, but! directly from the source from
which Turgot himself (had obtained m Table or system
of Quesnay. Quesnay'often uses the in the ordinary
sense of dividing into separate parcels and eonveymg to
various destinations, He speaks of & ‘mauvaise distri-
bution des h 3 et des ri ;2 and of ‘une plus
grande distribution et circulation’ of the precious metals?
and in describing s primitive society with community
of goods he-says: ‘i n'y a dautre distribution de biens
que celle que les k t obtenir par la recherche
deaprodwctumaquwam 7 ires pour subsister.*

{But he also used the word as the name of the transactions
‘which he imagined were carried out between the productive
class, the landowners, and the sterile class, and which he

} Euores, ed. Daire, vak. i p. 2 % (Euvres, ed. Qucken, p. 189,
£ Ivid., p. 301 ¢ Iid., p. 647.
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endeavoured to portray in his Economical Table. The
Analyse du Tabl é ique, which appeared in the
Journal de Uagricultwre in 1766, had for its second title,
Analyse de la formuls arithmétique du Tableaw lconmmquc
dcladwh-zbutwndesd@erm lles d'une nati

cole) and in it Quesnay, after describing what he cslls
Vordre régulier ® of the transaetions between the three classes,
says:—

¢On ne pourrait rien soustraire & cette distribution de dépenses

au dé tage de Pagriculture, ni rien soustraire des reprises du
cultivatenr par quelque exaction ou par quelg dans le -
commerce, qu'il n’arrivit du déperi dans la ducti

annuelle des richesses de la nation et une diminution de populahon

. facile & démontrer par lo calcal Ainsi, ¢’est par Lordre de la dis-
tribuiion des dépenses, selon qu'elles reviennent ou gqu'elles somt sous-
traites & la classe productive, selon gu'elles augmentent ses avances, ow
gu'elles les diminuent, selon qu'elles soutiennent ou gu'elles font baisser
le priz des productions, gw'on peut calculer les effcts de la bonne ou
mavvaise conduite d'une nation.’d

An English version of Mirabeau's account of the Tableau
opens with the words :—

‘It was first neeessary to ascortain whence the income arises,
in what manner it is distributed among the different classes of
society, in what places it vanishes, and in what it is reproduced.’ ¢
It also speaks of ‘the distributive order in which the im-
mediate productions of the earth are consumed by the soveral
classes.”’ ® These quotations leave little room for doubt as to
the parentage of Adam Smith's phrase ‘the order according
to which’ the produce of labour ‘is naturally dxst.nbutaed
among the different ranks of the people.’

A reader who was making his first acquaintance with the
Wealth of Nations would naturally be led by the title of the
First Book to expect to find it fall into two parts, the first
dealing with the productive powers of labour, and the second

3 Buvres, ed. Oncken, p. 305. 8 Ibid., pp- 314, 319,

3 Ibid., pp. 819, 320. .

¢ The Economical Table, an attempt towards ascertaining and exhibiting
lhewee,pmgvuo,mdemploynmuqulm with explanations by the

Friend of Mankind, the celeh Marguis ds Mirabeau ; translated from
-4he French, 1768, p. 28., 3 lbid., p. 87.
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with the manner in which its produce is distributed. His
expectation would, however, be weakened when he looked
through the- titles of the chapters, and found that while
Chapters i to iil deal with the division of labour, and Chap-
ters viil. to x. with wages, profits, and rent, the intermediate
chapters deal with money and prices. If there is any transi-
tion from ‘production’ to ‘distribution, he would infer, it
must be & gradual one, for the chapters on money and prices
cannot belong altogether either to production or distribution,
l\gln examining the matter more closely he would find that
e ostensible train of thought running through the Book is
7 as follows :—Division of labour is effected by means of ex-
, ‘changes, and therefore a discussion of it naturally leads to
- the consideration of the manner in which exchanges are facili-
. tated by the use of money,! and to remarks on the prices of -
, commodities, or ‘the rules which men naturally observe in
! exchanging them either for money or for one another ’;? prices
: areresolvable into their component parts of wages, proﬁt n.ndJ
¢ rent, and therefore suggest a discussion of the causes which:
. make wages, profit, and rent high or low.?"The pecuhanty
- of this is that it seems to leave no important pla.ce for the
» consideration of ‘the order according to Which ’ the produce
. of labour ‘is naturally distributed among the different ranks
. of the people.” Adam Smith’s theory of distribution, instead
« of being made one of the main subjects of the Book, is
. inserted in the middle of the chapter on prices as a mere
* appendage or corollary of his doctrine of prices. After ex-
plaining that the price of every commodity resolves itself
into wages, profit, and rent, or inte wages and profit, or into
wages and rent, or into wages alone, he says .—

¢ As the price or exchangeable value of every partwnlar com-
modity, taken separately, resolves itself into some one or other or all
of those three parts ; so that of all the commodities which eompose
the whole annual produce of the labour of every country, taken .
complexly, must resolve itself into the same three parts, and be
parcelled out among different inhabitants of. the country either as
the wages of their labour, the profits of their stock, or the rent of
their land ; the whole of what is annually either collected or pro-

1 Beg:.nm.n ter iv. 3 End of chapteriv. ; p. 13a.

g of chap % End of ehapter vil ¥ »
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duced by the abuur of every society, or, what eomes to the same
thing, the whole price of it, i3 in this manner ariginally distributed
among some of ite different members. Wagas, profit, and rent are
thethreenngmnlsonmufallmmne,uweﬂuoinﬂmhmgeabh‘
value.’1

If this passage had been immediately followed by the
chapters on wages, profits, and rent, distribution might cer-
mnly have ranked as a main topic of the Book. Bnt it .
is actually followed by a chapter on the * natural and market
price of commodities,” which is succeeded by the chapters on
wages, profit,.and rent, not becauss it is interesting to know
how the produce is distributed between labourers, capitalists,
and landlords, but becauss wages and profit are causes, and
rent an effect, of the prices of commodities :—

!« When the price of any commedity is neither more nor less than
what is sufficient to pay the rent of the land, the wages of the labour,
snd the profits of the stock employed in raising, preparing, and bring-
ing it to market, according to their nafural rates, the commodity is
then sold for what may be called its natural price.3 . . . .

¢The natural price itself yaries with the natural rate of each of
its component parts, of wages, profit, and rent ; and in every societ;
this mate variea according to their riches er poverty, their advancing,
stationary, ‘or declining condition. I shall in the four following
dmphenmduvmtouxplmn,uinllymddxshncﬂyulan,the
causes of those different varistions.

‘F’m&,lahallendesvmwexplunwhtmtheumshnm
which natarally determine the rateof wages. . . . .

Seemdly.lahnﬂmdmmrmahwwhatmtheummm
which naturally determine the rate of profit. . . . .

*Thongh pecuniary wages and profit are very different in the
different employments of labour and etock, yet a certain proportion
seems commonly to take place between both the pecuniary wages in
all the different employments of labour, and the pecuniary profits in
all the different employments of stock. . . . Ishall in tha third
place endeavour to explain all the different circumstances which
regulate this proportion.

‘Inthefomhlndhstp]aee,lahallendeamrtolhowwhtm
the ci t: which regulate the rent of land, and which either

Bk i chap vi.p 2 a, S Bk % ch. vil. p S &
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raise or lower the real price of all the different substances which it
produces,’!

To account for distribution occupying so subordinate a
place in the body of the Book, and so prominent a one in the
title, we may perhaps be allowed to conjecture that in all
probability the Book existed in a fairly complete form before
Adam Smith became acquainted with the physiocratic
doctrine. When this happened, he may very well have
thought that his theory of prices and his observations on
wages, profit, and rent made a very good theory of what the
physiocrats called ‘distribution,” and thus have been led to
affix the present title of the Book, and to interpolate the
passage about the whole produce being parcelled out and dis-
tributed as wages, profit, and rent.

Whatever may have been the cause of Adam Smith's
choosing for his First Book a title which did not really
describe its contents, the effect has been to identify *distri-
bution’ in English economic treatises with a discussion of
the causes which affect wages, profit, and rent.

It was, however, a long time before this result was fully
brought about. In the article on Political Economy in the
fourth edition of the Encyclopedia Britannica, the chapter,
¢Of the manner in which wealth is produced and distributed,’
contains eight sections headed as follows: (1) * The Division
of Labour, (2) ‘Machinery, (3) ‘Of the different Employ-
ments of Labour and Stock, (4) ‘Agriculture, (5) ‘ Manu-
factures, (6) ‘Commerce, (7) ‘The Retail Trade,’ (8) ‘On
the coincidence between Public and Private Interest.
Boileau, writing in 1811, manages to deal with wages, profit,
and rent, in his Book 1 on the ‘Nature and Origin of the
Wealth of Nations, and fills up his short Book 1L ‘Of the
Distribution of the Wealth of Nations’ with remarks on * Cir-
culation’ and money. { But J.-B. Say, who, as we have seen$
divided his Traité into*three Books dealing with Production,
Distribution, and Consumption, followed in his first two
Books the order of subjects adopted in Book L of the
Wealth of Nations rather closely, with the result that the
bulk of his Book on ‘ Distribution ’ is concerned with wages,

1 Bk. 1 chap. vi. p. 29 4. * Above, p. 35.
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profits, and rents. "The discussion on value witk which it
begins he regards very rightly as only an indispensable pre-
liminary to the explanation of distributioA. He says:—

¢ Avant de tr t et dans quelles proportions s'opdre
entre les membres de la société, la distribution de 1a chose produite,
c’est-d-dire, de la vaLEDR des produits, il faut connaltre les beses sur
lesquelles se fixe leur valeur. Je ferai remarquer ensuite par guel
mécanisme et dans quelles proportions elle se répand chez les dxﬁérents
“membres de la société, pour former leur REVEND.’1 )

The next great step towards confining distribution’ to a
dissertation on wages; profit, and rent was taken by Ricardo,
when he declared in his Preface that ¢ to determine the laws
which regulate’ the ‘distribution’ ‘of the whole produce of the| /
earth’ between labourers, capitalists, a.nd lendlords, ‘is the
principal problem in political economy,’ dnd James Mill
completed the process in his Elements, by dealing with
nothing but wages, profits, and rents under the head of
* Distribution,’ and relegating Exchange or ‘Interchange,’ as
he proferred to call it, to a subsequent chapter. Since then,
every reader of experience would expect to find wages, profit,
and rent the chief, if not the sole, topics dealt with under
the head of * Distribution’ in an Enghsh economic text-book,

§ 2. The meaning of Wages, Profit, and Rent.

The proposition that the total produce or income of a
nation’s labour is ‘distributed” into wages, profit, and rent,
is of course not exactly identical with the proposition’ that
total wages, profit, and rent together make up the whole
produce, since, in the absence of a statement to the contrary,
a part of wages, profit, and rent might lie outside of the
produce. In the chapter ‘Of Money’ in Book m., Adam
Smith incidentally notices that rent, in the ordinary sense of
the term, often includes something besides ultimate produce
or income :—

L‘Thegrossrent, he says, ‘of a private estate comprehends what-
ever is paid by the ﬂmnex) e net rent what remains to the landlord
after deducting the exp f gement, of repmm, and all other

3 2ded.,1814,vol.n.p.2.
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necessary charges?, or what, without hurting his estate, he can afford
to place in his stock reserved!for immediate consumption) or to spend
upon his table, equipage, the brnaments of his house end furniture,
his private enjoyments and amusements. His real wealth is in pro-
portion, not to his gross, but to his net rent.’2
\A similar distinetion,ythough one not so practically im-
portant, exists between gross wages and net wages, between
i the whole of wages“in ‘the ordinary sense of the word, and
that part of wages which constitutesiclear income to the
recipient)), Most wages in the popular sense are liable tor
some deductions, such ‘as the expense of tools'or particular!
clothes, and even the higher ground rents which are paid:
by the working classes in towns must be deducted from
{ their gross wages before their net wages or real income can
be found®) Profit, by itself, is such a vague term, that it is
difficult to say whether, after of course deducting all losses,
aggregate profits would include anything other than income
or not.\;fl‘here is no doubt, however, that Adam Smith
and his. followers never intended anything to be included
in wages, profits, and rents except true income) The pro-
position that the produce or income is divided into wages,
profits, and rents has always been taken to mean the same
as the equation—
Total produce or income=wages+profits4-rents.
“Wa.ges, profits, and rents must consequently be always
uaderstood as net wages, net profits, and net rents.~ .
Everything that is not income being thus excluded from
wages, profits, and rentsSthe next question is how to include
the whole of the income tinder the three terms, apd where to
draw the line between the different parts)} ordinary
language in Adam Smith's time, as at present, the term
wages was applied to amounts received by the less well-paid
classes of workers from persons who undertake to accept
their work at fixed rates agreed on before the labour is
executed. Profit was a vague word applicable to almost any -
kind of gain, if some expense or risk of loss must be incurred

3 Bk m.ch. il p. 124 a. -

9 See on this subject Giffen, Essays in Finance, 2d series, pp. 381, 382,
and The Gross and Net Gain of Rising Wages in the Contemporary Review for
Decembar 1839, pp. 832, 833,



§2.] MEANING OF WAGES, PROFIT, AND RENT . 191

in order to secure it. Rent denoted the periodical payments
made to' the owners of land, houses, and other immovable.
objects by the tenants who enjoy the use of theri}

+ It must always be remembered, however, that in Adam
Smith the wages, profit, and rent into which the whole
fiicome is said to be distributed are the wages of labour, the .
profit of stock, and the rent of land. (The ‘wages of labour’
seens a more comprehensive term than ‘wages,‘ and it is
easy to extend it 50 as to include under it the ‘salaries’ and
‘fees’ paid to certain classes of workers, and also the amounts
earned by certain other classes who *work on their own
account, that is to say, who produce something without first
contracting with an employer as to the price to be paid.

iThe ¢profit of stock’ is & less vague term than profif, and
evidently means not all kinds of gains in securing which an
expense or risk is incurred, but those only which are obtained

ing to the possession of stock or capital e ‘rent of
land’ does not include the rent of immovable objects other
than land, and that kind of rent is therefore placed under the
hiead of prefit of stock.) WVa,ges, in short, become the whole
income derived by individuals from the performance 6f labour,
rent the whole income derived from the possession of land,
and profits the whole income derived from. the possession of
other kinds of property. '

") This view of the division between the three components
of income, however, was not always accepted in the cases
where a single individual combines in his own' person the
functions of labourer and capitalist, or of capitalist and land-
lord, ) Adam Smith, indeed, says expressly, that it is con-
founding wages with profit to call the whole gain of an active
farmer or independent workman * profit” ;—

Common " farmers seldom employ any overseer to direct the
general operations of the farm. They generally, too, work a good
deal with their own hands as ploughmen, harrowers, etc. What
remains of the crop, after paying the rent, therefore, should not only
replace to them their stock employed in cultivation, together with its
ordinary profits, but pay them the.wages wluch are due to them, both
as lab and ‘What b y after paying
the rent and keeping up the stock, is called profit.- But wages
evidently make a part of it. The farmer by saving these wages must
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' necessarily gain them. Wages, therefore, are in this case confounded
with profit. :

¢An independent manufacturer, who has stock enough both to
purchase materials, and to maintain himself till he can carry his work
to market, should gain both the wages of a journeyman who works
under a master, and the profit which that master makes by the sale of
the journeyman’s work. His whole gains, however, are commonly
called profit, and wages are, in this case too, confounded with profit.’1

. He also tells us that ‘the apparent difference’ between
‘the profits of different trades is generally a deception arising
from our not always distinguishing what ought to be regarded
as wages from what ought to be considered ,as profit,’* and
that\the very high ‘apparent profit’ made by small shop-
keepers is ‘Teal wages disguised in the garb of profit’®)
Obviously he thought that, for scientific purposes, the term
wages should be taken to include the whole of the remunera-
tion of labour, in spite of the fact that some of it is per-
formed by persons who may be ranked as capitalists, | The
early nineteenth-century economists Wlid not dispute this, but
ignored the necessity of having an”opinion on the subject.
Theyftalked of wages as if the term included all remuneration
of labour, but they thought of no labour except that which
earns wages in the common narrow acceptation of the word,
and their theories of wages are consequently inapplicable to
a large portion of the phenomens which- they profess to
- explain I\ J. S. Mill recognised this in his Essays) ?:fter
assenting cordially to Adam Smith’s division of what is
commonly called profit into remuneration for the use of
capital and remuneration for labour, he says it would be a
wmistake to suppose that the remuneration of employer's
Iabour ‘is regulated.by entirely the same principles as other
wages.” ) In support of this proposition, he brings forward
two ressons., The first is borrowed from the rather un-
fortunate passage in which Adam Smith endeavours to show
that { the profits of stock’ are not ‘only a different name for
the wages of a particular sort of labour, the labour of inspec-
tion and direction,’®} The remuneration of the employer's
labour, or wages of superintendence, Mill says :—

3 Bk.L ch. vi.p. 24 b, 1Bk Lch.x. p.50b % Ibid,p. Sla

4 Bk, L ch. vi p. 22 5. Sgelbou, pp. 68, 69; and below, p. 200.
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*is wages, but wages ‘paid by s commission on the capital employed.
H the general rate of profit is 10 per cent, and the rate of interest 5
- per cent, the wages of superintendence will be 5 per cent; and -
though one borrower employ & capital of £100,000, another no more
than £100, the Isbour of both will be rewarded with the same per-
centage, though in the one case &maymbol'ﬂl represent an income
of £5, in the other case of £5000.’*

Now, doubtless, if two men, the oné with £100,000 of
capital and the other with £100, were to engage in exactly
similar transactions, their * profits’ would be at the same rate _
per cent, and occasionally something of the kind may happen.
But the general rule is that men with £100,000 of capital are
engaged in quite different transactions from men with £100,
and that the wages of superintendence earned by the small
capitalists who manage their own capital are immensely
larger in proportion to their capital than those earned by the
Iarge capitalists. If Mill did not know this from personal

- observation, he might have learnt it from Adam Smith, who
says, evidently taking his example from Kirkealdy:— )
¢In a small seaport town a little grocer will make forty or fifty per
cent upon s stock of a singls hundred pounds, while a considerable
whnlesalememhmtmthemmephmwﬂlmm&kemghtutenpu
cent upon 8 stock of ten thousand.'?

(There i8 no basis whatever for the idea that thero is any
such thing as a rate of wages of superintendence in the same
sense as there is a rate of interest.)Mill's second reason for
thinking that wages of superintendence jare not regulated
entirely by the same principles as other wages isthat *they
are not paid in advance out of capital like the wages of all
othier labourers, but merge in the profit, and are not realised
until the production is completed, YWwhich fact, ha says, * takes
them entirely out of the ordinafy law of wnga’p {This is
quite true if we understand by ‘the ordinary law"of wages’
what Mill understood by it, and it would bave been an
excellent reason for endeavouring to make a more complete
and satisfactory law of wages.} Before Mill wrote his Prin-
ciples Sepior had pointed out that the remuneration f.

! Eaays, pp. 107, 108 2Bk chxpSla
® Enays, p. 108. o
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capitalists’ labour * generally bears a smaller proportion to the
capital employed as that capital increases in valus,’ and re-
marked that while few persons employing £100,000 in England
would not be satisfied with 10 per cent per annum, sinall
fruit-sellers with a gapital of a few shillings expect over 7000
per cent! But in the Principles, though Mill admits that
‘ the portion of the gross profit which forms the remuneration
for the labour and skill of the dealer or producer is very
different in different employments,’ and actually quotes the
case of the grocer spoken of by Adam Smith? he continues
to treat of an imaginary rate of profit which includes wages
of superintendence, and makes no attempt to bnng these
wages under the ‘ordinary law of wages.

* When a man is\both landlord and farmer, Adam Smith

: says 3 'he ‘should gain both the rent of the landlord and the
profit of the farmer.'? By this he seems to mean that his
income, though all called ‘profit’ in common language,
should be divided by the economist into two parts—profit
and rent.\ But in the chapter ‘Of the Rent of Land,

T though be admits that it ‘may be partly the case on some
occasions, that what is called the rent of an acre of land
in ordinary language consists of * profit or interest for the
stock laid out by the landlord on its improvement! it did
not occur to him to exclude the profit on improvements
from the rent of land proper.}

Ricardo endeavoured to do s0.} In a note to the Essay on
the Influencé of a Low Price of Corn, he says:—

By rent I always mean the remuneration given to the landlord
for the nse of the original and inherent power of the land. If either
the landlord expends capital on his own land, or the capital of & pre-
ceding tenant is left upon it at the expiration of his leass, be may
obtain what is indeed called a larger rent, but a portion of this is
evidently paid for the use of capital. The other portion only is paid
for the use of the original power of the land’ s

So, too, in the Principles, in the chapter ‘On Rent’ he
BAYS :—

t Political Economy, 8vo ed. p. 203.
2 Book IL ch. xv. § 3, 1st ed. vol. L pp. 482, 483 ; People’s od. pp. 247, 248.

2 Book L. ch. vi. p. 24 b .
¢ Book L oh. xi p. 665, ¢ Works, p. 315.
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“ Rent is that portion of the produce of the earth which is paid to
the landlord for the use of the original and indestructible powers of
the soil It is often, h , confounded with the i s, and
profit of capital, and in popular language the term is applied to what-
ever is annually paid by a farmer to his landlord.  If of two adjoining
farms of the same extent and of the same natural fertility. one had all
the conveniences of ﬁmni.ng buildings, were, besides, properly drained

and d, and advantageously divided by hedges, fences, lnd'

walls, while the other had none of these advantages, more
tion would naturally be paid for the use of one than for the use of the
other; yet in both cases this remuneration would be called rent.’?

Like most people who have not had the advantage of
8 literary education, Ricardo was apt to think that a word
ought to have whatever sense he found convenient to put
upen it; and so he implies that though the whole of the
remuneration paid for the better provided land would be
called rent, it is not rent.) He goes on to point out, among
other things, that the sums paid to the owners of mines for
permission to work them are not paid for the use of the
original and indestructible powers of the sofl, but for mmera].s
removed, and concludes :—

In the future pages of this work, then, whenever I speak of the
rent of land, T wish to be understood as speaking of that compensa-
tion which is paid to the owner of land for the use of its original and
indestructible powers.’ .

{ ! But even before the printin of his work was completed
he had modified his views|/ In s note at the end of the
chapter on Poor Rateshe @1&5 that rent or *re
include, on some occasions, the_profit on_capital invested .in
unprovemems. Part of the capital invested by landowners on
their land_‘is msepa.rably emalgnmated with the_land, and ©
bends to increase its powers, 50 that ‘ the remuneration pmd
to the landlord for its use is st.nctly of the nature of rent, and
is subject to all the laws of rent.” I is only the remainder
of the capital which does not ‘obtain for the landlord any

3 1at ed. pp. 49, 50 ; 3d ed. in Works, p. 84 :

3 Ist ed. p. 52; 3d od. in Works, p. 35. Yet so strong is the power of
custom in Ianguage that he gives the very next chapter the heading of ‘On
the Rent of Mines,’ and eays in it : * Mines as well as land generally pay a
rent to their owner.’—1st od. p. 77 ; 3d ed. in Works, p. 45.
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permanent addition to his real rent, asit consists of *build-

ings and other perishable improvements’ which *require to be

P _constantly renewed.’? T\

! 7 James Mill abides by Ricardo’s first position. Land once
brought into cultivation, he explains, is more valuable than
uncleared land. Rather than clear the fresh land, a man will
Ppay an equivalent for the cost of clearing, but this ‘is not a
payment for the power of the soil, but simply for the eapital
bestowed upon the soil It is not rent; it is interest’s |

i MCulloch defines rent as payment ‘for the use of the nat
“and inherent powers of the soil; ')and illustrates this in a
way which suggests that he had never read Ricardo’s second
thoughts on the subject in the note to the chapter on Poor
Rates. [J S. Mill, on the other hand, follows Ricardo’s second
opinion, including in rent the return due to *capital actually
sunk in improvements, and not requiring periodical renewal,
but spent, once for all, in giving the land s permanent in-
crease of productiveness.’ ¢

Senior had gone much further, and desired to include
under the term ‘rent’ a very large proportion not only of
what every one calls profits but also of what every one calls
waged,) Instead of inquiring in what sense the words were
actually used, and what classification would be at once con-
venient and in reasonable consonance with their ordinary
sense, he somchow jumped to the conclusion that * wages and
profit are to be considered as the rowards of psculiar sacri-
fices,’ and therefore that every kind of income which is not
the reward of sacrifice must be rent :—l

V¢TI he says, * wages and profit are to be considered a8 the reward
of peculiar sacrifices, the former the remuneration for labour, and the
latter for absti from i diate enjoyment, it is clear that under
the term * rent” must be included all that is obtained without any
sacrifice ; or, which is the same thing, beyond the remuneration for
that sacrifice ; all that nature or fortune bestows either without any

1 Ist ed. p. 362, mote; 3d ed in Works, p. 158, note,

3 Elements, lsted. p. 13; 3d ed. p. 31.

3 Principles, 1st ed. p. 268. The italics ave, of conrse, M ‘Culloch’s.

4 Principles, Book 1. ch. xvi §§, 1st ed. vol L p. 5§05 ; People’s od. p
260 a. From the fact that Mill uses the phrase ‘it appears to me,’ we may
infer that he had forgotien that Ricardo bad adopted this view.
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mrhmunthaputoithamupmntumuddmonmthenmge
remuneration for the of industry or “the employment of
capital’

Eltdoesnot seemn to have occarred to him that some one
might deny that wages and profit ‘are to be considered as
the rewards of peculiar sacrifices” He simply takes this for
granted, and makes no attempt to prove it} Later on in his
work he says he has defined rent as *‘the revenue spon-
taneously offered by nature or accident; and profit as the
reward of abstinence, and then puts the question

“Whether the peyments recejved from his tenants by the preseut
owner of 8 Lincolnshire estate reclaimed by the R from the sea
are to be termed not rent but profit on the tapital which was expended
fifteen centuries sago? The answer is, that for all usefnl purposes the
distinction of profit from rent ceases as soon as the capital from which s
given revenne arises has become, whether by gift or by inheritance, the
property ofw person to whose abstinence and exertions it did not owe
its creation. The revenus arizing from a dock, ora wharf, ora canal is
profit in the hands of the original constructor. It is the reward of Ais -
bsti in having employed capital for the purposes of production,
instead of for those of enjoyment. ' Buj in the hands of his heir it has
all the attributes of rent. It is to him the gift of fortune, not the
result of a-sacrifice.’

It is evidently assumed here that the original constructor
himself saved the oapital he invested in the dock, canal, or
WHAF, Hnoe if Dis heir were now to sell the wharf, and with -
the proceeds become himself the ‘original constructor’ of -
snother wharf, it does not seem that he would “abstain’ -
any more than if he continued to hold the first wharf, ’

‘It may be said, indeed,” Senior continues, ¢ that such a revenue
is the reward of the owner’s abstinence in not selling the dock or the
canal, end spending its price in enjoyment. But the same remerk

pplies to every species of transferable property. Every estats may
be sold, and the purchase-money wasted. I the last basis of classifi-

cation were adopted, the greater part of what every political eoonomm
has termed rent must be called profit.’?

That is to say, Senior has made up his mind soﬁrmly
that profit is the reward of abstinence and nothing else, that

3 Political Economy, 8vo ed. pp. 91, 92 2 Ibid., p. 129,




198 THE IDEA OF DISTRIBUTION [cHAP, V1,

he argues that if we call the income of the owner of an
inherited wharf *profit, we must be driven to what he evi-
dently regards as the undesirable consequence of saying that
landlords receive no rent but only profit. He forgets entirely
that no one but himself wishes to identify profit and the
reward of abstinence, and, still more curiously, be fails to see
that his own classification leads to the undesirable conse-
quence of reckoning as rent ‘the greater part of what every
. political economist has termed’ profit: His examples of
inherited property—a dock, a wharf, and a canal, all belong
to the class of immovable objects to which the term rent is
peculiarly appropriated in the ordinary language of everyday
life. But it cannot seriously be maintained that the heir
©f a cargo of oranges exercises more abstinence in not,
when he sells them, ‘ spending tﬁlimk'ee-i;enjoyment,' than
the owner of the inherited wharf. The income derived from
all inherited wealth is to its present possessors ‘ the gift of
fortune, not the result of a sacrifice.” Consequently, it should
all, according to Senior, be classed as rent, not profit! Now
in modern civilised and wealthy communities, inherited pro-
perty is far greater than the property which has been acquired
by the saving of living persons.™

< Oblivious of this, Senior proceeds immediately to classify
a3 rent the ‘ extraordinary remuneration’ for  extraordinary
powers of body or mind *:—

¢TIt originates,’ he says, ‘in the bounty of nature; so far it seems
to be rent. It is to be obtained only on the condition of undergoing
labour ; 8o far it ecems to be wages. Tt might be termed with equal
correctness, rent which can be received only by a labourer, or wages
which .can be received only by the proprietor of a natural agent. But
as it is clearly a surplug, the labour having been previously paid for by
average wages, and that surplus the spontaneous gift of nature, we
have thought it most jent to term it rent.’?

And even yet he has not finished Having by this time
apparently entirely forgotten his distinction between inherited
and non-inherited property, he goes on to say ;—-

1 Conversely, all property bought by the savings of its purchasers must’
bring in profit, and not rent, 80 that when, for example, Ricardo becams a
landowner he received no rent.

3 Political Ecomomy, 8vo ed. pp. 129, 130.




§3] . THE ORIGIN AND CAUSE OF WAGES 199

v fAnd for the same reason we term rent what might with equal
be termed fortui profit. 'We mean the surplus advan-
tages which are sometimes derived from the employment of capital,
after making full compensation for all the risk that has been encoun-
tered, and all the sacrifices which have been made, by the capitalist.
Such are the fortnitous profits of the holders of warlike stores on the
breaking out-of unexpected hostilities.’2 -
After this we can hear, almost without surprise, that
incomes earned in consequence of the possession of acquired
useful knowledge and ability are to be looked on as profity,
and not wages. At last Senior comes to an end:—

¢ According to our nomenclature (and indeed according to that of
Smith, if the produce of capital is to be termed profit) a very small
portion of the earnings of the lawyer or of the physician can be called s
wages. Forty pounds a year would probably pay all the labour that
either of them undergoes ini order to make, we will say, £4000 a year.
Of thé remaining £3960, probably £3000 may in each case be con-
sidered as rent, as the result of extraordinary talent or good fortune.
The rest is profit on their respective capitals ; capitals partly conaist-
ing of Jmowledge and of moral and intellectual habits acquired by
much previous expense and labour, and partly of connection and
reputation ‘acquired during years of probation, whils their fees were

. inadequate to their support.’

It is rather amusing to see that, after having thus made
havoe of the old classification, and created a new and totally
different one, Senior finds it convenient to use the old one,
and only to make an occasional reference to the new. His
extraordinary attempt is only interesting as an example to be
avoided, and as an anticipation of that desire to-call every-
thing rent which is a marked feature of English economics
at the pxesenl: time. ¥

§3. The O¢igin and Cause of Wages.

When it is settled that the whole revenue of the com-.
munity is composed of three great parts, wages, profits, and
rents, and it has been decided what revenues belong to each
of the three parts, the next question seems to be as to the
cause of the division of the whole revenue into the three

} Political Economy, 8vo ed. p. 180. 8 Ibid., pp. 133, 134, - 21893,



200, THE IDEA OF DISTRIBUTION [CKAP VL

parts. Why are wages, profits, and rents obtained by those
who receive them ?

{ No one seems to have thought of formally asking why
wages are paid, or why labour is remunerated. It was con-
sidered ‘natural’ that labour should ‘be remunerated, and
Adam Smith went so far as to think it natural that labour
should be remunerated, not only by a part, but by the whole
of the producet— :

¢The produce of labour,” he says, * constitutes the natural recom
pense or wages of labour, .

‘In that original state of things, which precedes both the appros
priation of Iand and the accumulation of stock, the whole produce of .
labour belongs to the labourer, He has neither landlord nor master
to share with him.’?

According to this view of the subject the labourer receives
& pari of the produce because he produces the whole of it,
and fwhat needs explanation is not that he gets a part, but
that“he does not get the whold, I Wages are natural and
original, while profits and renf are artificial and of later
introduction. We are left to inquire how and why profits
and rent come to be deducted from ¢ the natural recompense
of labour.’} -

§ & The Origin and Cause of Profit

.Adam Smith thought it necessary to explain that.,’proﬁts
are not merely a species of wages. ‘The profits of stock,’ he
observes, ‘it may perhaps be thought, are only a different name
for the wages of a particular sort of labour, the labour of inspec-
tion and direction.  They are, however, altogether different.’ ')
Instead of being proportioned to ‘the quantity, the hardship, or
the ingenuity’ of the ‘supposed labour of inspection and
direction,’ (.t.hey are proportioned to_the value of the stock
employ In some cases searcely any of the work of inspec-
tion and tion is done by the owner of the capital } it is
all done by ‘some principal clerk,” who receives wages which
“never bear any regular proportion to the capital of which he
oversees the management,’ while the owner of the capital,
*though heis thus discharged of almost all labour, still expects

1Birech Vi p 2o - 3 BL.L ch. vi p. 2B
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that his profits should bear a regular proportion to his capital.’
\Profits are thus a real deduction from the natural recompense
or wages of Ibour. 73 - )
.. Theyarere as sorhchow the result of the fact that
] capitalists employ labour :~") T .

v ¥Ag soon as stock has accumulated in the hands of particular

persons, some of them will naturally employ it in setting to work

_ industrious people, whom they will supply with materials and subsist-

ence, in order to make a profit by the sale of their work, or by what
their Jabour adds to the value of the materials,”®

U Employers would not employ labour at all if they did not _
expect, some.profit, some surplus over and above their expen-
diture. Nor would they use a great stock rather than a small
one unless their profits were to bear some proportion to the
extent of their stock.\ They ‘hazard ’ their stock in the ‘ad-
venture,’ & thing no sensible man will do for nothing? But
this does not explain why the profit is actually obtained:y
There are many things which rnen will not do for nothing;
and which, in consequence, remain undone, T The employer-
capitalist is not paid because he hazards his stock, but he
hazards his stock because he is paid for it} To know why
profits are deducted from the natural recompense of labour °
we must know something more than the reason why capitalist
employers would cease to employ if there were no profit on
each part of the capital employed. r‘_:\f_e‘_{gquirg_to know why
the labourers agree to the deduction, why they do not work
for themselves, and decline to be employed.:\, Adam Smith
seems to think it is because they are necessitous :—=" }

¢It soldom happens that the person who tills the ground has
wherewithel to maintain himself till he reaps the harvest. His
maintenance is generally advanced tc him from the stack of a master,
the farmer who employs him, and who would have no interest to em-
ploy him unless he was toshare in the produce of his labour, or unless
his stock was to be replaced to him with a profit.  This profit makes

8 second deduction® from the produce of the labour which is employed
upon land,

¢ The produce of almost all other labour is liable to the like deduc-
tion of profit. In all arts and manufactures the greater part of the

1Bk L oh vi p 220 * % Rent boing the firsh,



202 THE IDEA OF DISTRIBUTION [cHAP, V1.

workmen stand in need of a master to advance them the materials of
their work, and their wages and maint till it be completed,’t

He evidently belioves that no one will ever submit to a
master unless he is obliged. If a man has enough to provide
himself with the materials of his work and to maintain
himself till it be completed, he will immediately set up as an
* independent workman.’

[We may say, then, that to Adim Smith profits appeared
to be a deduction from the produce of labour, to which the
labourer has to submit because he has no means of sup-
port, and no materials of production. Dr. Bshm-Bawerk be-
lieves that Adam Smith also occasionally advanced another
theory, to the effect that profits are an "addition to the
price of the produce of labour, but the passages he quotes
scarcely prove the existence of this theory.?

It will be observed that Adam Smith’s explanation of the
nature of profits relates entirely to the profits of persons
employing labouffy He does not seem to have seriously

1 Bk, 1. ch: viii. pp. 29 5, 30 a.

2 Adam Smith says that in the original state of things *the whole prodace
of labour belongs to the labourer ; and the quantity of labour commonly em-
ployed in acquiring ducing any dity is the only cir
which can regulate the quantxty of labour which it ought commonly to pur-
chase, nommn.nd, or exchange for.” After the-original state of things has
passed away, h ‘in exchanging the lete manufacture either for
money, for labour, or ior other goods, over and above what may be sufficient
to pay the price of the materials and the wages of the workmen, something
must be given for the profite of the undertaker of the work who hazards his
stock in this adventure’ (Bk. L ch. vi. p. 22}, Dr. Bshm-Bawerk says
that this plainly means that the capitalist's claim for interest causes a rise in
the price of the product, and is paid out of this rise—dass der Zinsan-
spruch des Kapitalisten eine Steigerung des Preises der Produkte bewirkt,
und aus ihr befriedigt wird. (Kapital und Kapitalzins, 1. p. 83; Smart,
English translation, pp. 72, 73.) But Adam Smith decs not really commit
himself to any comparison of the price of the product in the original state of
things with its price in the actual state of things. All that he means is that
in the actual state of things there is a part of the produce of labour which
does not go to the labourer, and 80 is * over and above ’ the price of the mate-
rials and the wages of the workmen. The wagea no longer equal the full value
. which is added to the raw materials by the process of manufacture, bt this,

surely, does not prove any rise in the value of the product. All that can be
said is that the value of the produce is bigher now compared with the wages
neceasary to produce it than it was in the original state of things, or, to put
the same thing in other words, wages are lower now compared with the whole
produce than they were in the original state of things.
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considered any profits except those which he imagined were
obtained u sums spent in paying wages or in buying
materials. | In the examples which he gives he allows nothing
for interest or profit on the value of the manufactory and its
machinery}ln his treatment of interest in Book 1. Chap. iv.,
he considers it- as paid either out of the profits of an
employer, or else *by alienating or encroaching upon some
other source of revenus, such as the property or the rent of
land."2 . -
’[;Lgx,dggghle.deﬁnitely asked the questions, * What is the
nature of the profit of stock? and how does it originate?’* He
objected to Adam Smith's representation of profit as a deduc-
tion from the wages of labour. If Adam Smith were right,
he says, profits would be a derivative and not an original
source of revenue, ‘ being only a transfer from the pocket of
the labourer into that of the proprietor of stock.’® [ Profit
arises, he thinks, because the eapital which yields the profit
\-mplant.s labour, or does what human labour could not do. In
.. profit exists because capital performs a useful service;
the pu;ment of profit is to be put on the same basis as the
payment of wages] The owner of capital gets a-part of what
would have been got by the labourers supplanted or dispensed
with. | Ho cannot get more, or the labour would be employed
instéad of the éapital He often, however, in consequence
of competition, gets lesa Lauderdale thus illustrates his

" theory :—

t‘ Sapposing, for example, one man with a loom should be capable
of making three pair of stockings a day, and that it should require six
“knitters to perform the same work with equal elegance in the same
time, it is obvious that the proprietor of the loom might demand for
making his three pair of stockings the wages of five Litters, and that
" he would receive them ; because the consumer, by desling with him
rather than the knitters, would save in the purchase of the stockings
the wages of one knitter.} But if, on the contrary, a stocking-loom
was only capable of making one pair of stockings in three days (as,
from the hypothesis that three pair of stockings could be finished by
eix knitters in one day, it follows that one koitter would make a pair
of atockings in two days) the proprietor of the loom conld not disposs
of his stockings, because he would be obliged to charge one day’s

VB.aLch. iv. p. 155 ? Public Weakh, p. 155, % Ibid., p. 158
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wages more than was paid to the knitters, and the machine, though
it executed the stockings in the greatest perfection, would be set aside
a3 useless merely because incapable of supplanting any portion of
labour.’t

The example shows clearly that the owner of capital receives
a profit because his capital is useful. If the machine sup-
plants no labour, and is therefore of ‘no use, its owner will
receive no profit on it. This is the lower limit. The upper
limit, on the other hand, is the amount for which the produce
could be obtained without the aid of the capital. If one man
working with the loom, and repairing it when repairs are
necessary,? can do as much as six without the loom, the
profit obtained by the owner of the loom may come up to,
but cannot exceed, the wages of five men; if one man with
the loom can do.éxactly as much as one maa withont the'
Joom, the loom is absolutely worthless, and will bring in
nothing to its owner, even if it be used ; if one man working
with the loom cannot do as much as one man without the
ioom, the loom will certainly not be used.

[Malthus, like Lauderdale, considers that profits are thei
remuneration of capital, just as wages are the remuneration '
of labour;) Of the three different conditions which must be
fulfilled in order that any commodity should continue to be”
brought to market, .

‘The second condition to be fulfilled is that the assistance whick
may have been given to the labourer from the previous accumulation
of objects which facilitate future production, should be 80 remunerated
as to continue the application of this asaist: to the production of

the commodities required, If by means of certain advances to the
labourer of machinery, food, and materials previonsly collected, he

‘

1 Public Wealth, pp. 165, 166,

3 Dr. Bshm-Bawerk (Kapital und Kapitalzins, 1. p. 170 ; Bmart, Engli.lh
translation, Capital and Interest, p. 146) complains that Launderdale has
said nothing about the depreciation of the ki From the fact that he
says nothing about it, we may conclude that he tacitly assumes, as he is
entitled to assume if he chooses, that there is mo depreciation, that the one
man who works the loom also replaces such parts of it as wear out at his
own expense, and during his working hours. The sharp distinction which
Dr. Bohm-. anerk dnw- between the hbour of warking & machine and the
labour of mai in good ponds with hing in
mme.mddmnotnddwmmhﬂwnbjecf.
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can-execato eight or ten times as much work as he could without such _
assistance, the person furnishing them might appear, at firat, to be
entitled to the difference between the powers of unassisted labour and
the powers of labour so assisted. But the prices of commodities do
not depend upon their intrinsic utility, but upon the supply and
the demand, The increaséd powers of labour would naturally produce
an i sed supply of dities ; their prices would consequently
fall ; and the remuneration for the capital advanced would soon be
reduced to what was necessary, in the existing state of the society, to_
bring the articles to the production of which they were applied to
market. With regard to” the labourers employed, as neither their
exertions nor their skill would necessarily be much greater than if
they had worked isted, their tion would be nearly the
same as before, and would -depend entirely upon the exchangeable
value of the kind of labour they had contributed, estimated in the
usual way by the demand and the supply. It is not, therefore, quite
correct to represent, as Adam Smith does, the profits of capital as a
deduction from the produce of labonr. They are only a fair remunera~
tion for that part of the production contributed by the capitalist,
estimated exactly in the same way as the contribution of the
labourer.’?

{This amounts to saying thet labour can produce more
when it has the use of capital, and that profits are the amount
which the owner of the capital receives in exchange for the
advantages obtained in production by the use of the capital
It recognises that the amount received by the capitalists is
not the whole amount which is due to the existence of the
capital, but only a part of this amount] For instance, if the -
income of England, without any capital, would be but 1
instead of 100, it does not follow that the whole £% are
profits.at present. - :

{The weak point in the explanation of profits given by
Lsaderdale and Melthus is th_&gwhile they” show clearly
enough that the existence and uise of capitel is an advantage
to production, and that the whole adyantage cannot be
reaped by the capitalist, they fail to show why the-advantage
has to be paid for at all, fwhy the.¢ services’ of capital are not
like those of the sun, gratuitous ’

Ricardo, who knew very well what profits meant in the

¥ Political Economy, 1nt ed. pp. 80, 81.
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concrete, was littlo interested in the abstract question of their
nature and origin. He gives no definition of the term, and no-
where formally expresses any opinion on the subject. It seems
clear, however, that with him, Lauderdale’s theory had gone
for nothing. In reading his works, we find ourselves again
starting from Adam Smith’s standpoint. troﬁm again cease
" to have anything to do with the ‘productive power of capiwl,l
or the advantage which the use of capital may be in pro-
duction. @1& while’Adam Smith treated them as a deduction
from the natural recompense of labourRicardo looks on the;
rather as a surplus of produce over and above natural wages
*The surplus exists, according to him, because the worst land
actually under cultivation, or rather the least productive
agricultural labour employed, returns more produce than is
required to pay wages._.lt always will exist, because the
TPopuIntion or amount of Isbour employed, and consequently
T the productiveness of the least productive agricultural labour,
depend on the amount of capital. and capital never will be
accumulated to such an extent as  to reduee the productive-
ness of the least productive agricultural labour so low that
the produce would only suffice to pay the wages. > The motive
for accumulation will ‘diminish with every diminution of
profit, and will cease altogether’ when the profits are so low
as not to afford the farmer and the manufacturer ‘an adequate
compensation for their trouble, and the risk which they must
necessarily encounter in employing their capital produetively.®
The justice of profits had scarcely been denied, and the
claim of the labourer to the whole produce of labour, which
afterwards became, for a time at least, the basis of the
socialist movement, had not been very loudly asserted in
1821, but in James Mill's Elemenis some_apprehension of
the approaching storm may be detected. {Ricardo, for free
trade purposes, had endeavoured to induce the farmer to -
stand shoulder to shoulder with the manufacturer and
the merchant in their fight against the landlords, James
Mill was willing to second his efforts in this direction, but also
showed a desire to strengthen the position of the capitalist
against tha labourer by justifying the existence of proﬁ:s.}
'After dividing * the persons who contribute to production®
- 2 lsted p. 136; 3d od Works, p. 68
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into the two classes of labourers and capitalists) ‘ the one the
class who bestow the lnbouBthe other the class who furnish
the food, the raw material, and the instruments of all sorts,
animate or inanimate, simple or complex, which are em-
ployed in producing the effect” he declares that each of
these classes ‘must” have their share of the commodities
produced, and.that the capitalist ‘expects’ a share: raw
material and tools are provided for the labourer by the
capitalist, and ‘for making this provision the capitalist, of
course, expects a reward.’!  Here there is obviously some
tendency to assimilate, so far as possible, the pasition of the
capitalist with that of the labourer. Later on, James Mill
tries not merely to assimilate the effects produced by capital
and by labour, but to identify them) The *quantity in which
commodities exchange for one another’ depends, according
to him, upon cost of production. Now cost of production,
he says, appears at first sight to consist ‘in capital alone,
by which he seems to mean capital and the profit upon the
capital, since he immediately proceeds to say :—

¢The capitalist pays the wages of his labourer, buys the raw
material, and expects that what he has expended shall be returned
to him in the price with the ordinary profits upon the whole of the
capital employed. . From this view of the subject it would appear
that cost of producti i lusively in the portion of capital
" expended, together with the profits upon the whole of the capital
employed in effecting the production.”

But, he explains, the ‘first capital must have been the
result of pure labour’; its value must consequently have been
‘estimated by labour,’ and so also must the value of later
capitals created by the aid of the first capital; and *if the
value of capital must be determined by labour, it follows upon
all suppositions™ that the value of all commodities must be
determined by labour’ He concludes, therefore, that the’
answer to the question with which he set out,  What deter-
mines the quantity in which .commodities exchange for one
apother?’ is nothing but ‘Quantity of labour.’® He seems
to have forgotten that in the apparent cost of production he
had included not only the capital expended; but also ‘the

! lst od, pp. 8-11, 24, ? Ibid., p. 70. 3 Ivid., pp. 72, 73.




208 . THE IDEA OF DISTRIBUTION {cHAP, VI

profits upon the whole of the capital employed.’ The explana-’
tion of the oversight is that he was led away from a.close
consideration of the question as to what determines the
quantity in which commodities exchange for one another
by a desire to refute the theory put forward by Torrens,
to the effect that after the' labourers and the capitalists
become two different classes, ‘it is always the amount of
capital or quantity of accumulated labour, and not, as before
this separation, the sum of accumulated and immediate
labour, expended on production, which determines the ex-
changeable value of commodities”? Now into this contro-
versy the question of profits does not enter.! Torrens was
talking of the ‘mpatural price’ of commodities, and he
considered that profits are a surplus created .during the
process of production, which is not included in ‘mnatural
price, though it is included in ‘market price’ Market
price, he says, will exceed natural price by the customary
rate of profit?*1and after laying this down, he asserts
in the coolest manner, ‘Things equal in natural price will
also, upon the average, be equal in market price’® He
assumes, in fact, that profit is an addition of a certain per-
centage to the ‘ cost of production,’ or, as he calls it, “natural °
price’ James Mill, in refuting him, insensibly adopted the
same assumption. If the cost of production of A is £100
of ‘capital expended, and that of B is £200 of ‘capital ex-
pended,” 1 B will be worth 2 A, 80 long as an equal percentage
is added for profit to the £100 and the £200.

.. If it be decided, no matter by what illogical arguments;
{that ‘cost of production regulates the exchangeable value
“of commodities,’ ¢ and that ‘the exchangeable value of all
commodities is determined by quantity of labour,’® it is
very natural to infer that cost of production must consist
of labour alone, that as the remuneration of labour is wages,
the whole of the commodity or produce must be resolvable
into wages alone, and therefore, that if a part of the produce
is profits, profits must be wages.) MCulloch seems to have

“been the first to draw this inference, He boldly asserted
2 Production of Wealth, pp. 39, 40. ? Ibid., p. 8L
$ Ibid., p. 58. ¢ James Mill, Klements, 1ss. od. p. 69.
+ 1id., . 73
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in the Encyclopedia Britannica Supplement (1823), that
“the _p_m_ta_ofjtock are only another name for the wages
of accwmulated. lahour’? James Mill promptly adopted the
idea. The second edition of his Elements (1824) contains an
addition to the chapter on ‘ What determines the quantity
in which commodities exchange for one another? In this
he says © there is one phenomenon which is brought to con-
trovert’ the conclusion that quantity of labour determines
the proportion "in which commodities exchange for one
another :—

~

<1t is said that the excharigeabls value of dities is affected
by time, without the intervention of labour; because when profits of
stock must be included, so much must be added for every portmn of
time which the production of one dity beyond that of
another. For example, if the same quantity of labour has produced
mthemmemsanamskofwmemdtwentymksofﬂour, they will
t one another at the end of the season; but if the
ovner of t.hewmaplacesthemnemhaeellarand keeps it fora
couple of years, it will be worth more than the twenty sacks of flour,
because the profits_of stock for the two years must be added to the
original price. - Here, it is affirmed, there lmsbeen 10 new application
of labour, but here there is an addition of value ;; q\mntlty of lahour,
therefore, is not the principle by wluch excliangeable value is,
regulated.” '1

To the ordinary mind the objection appears perfect.ly
sound, but James Mill denies that there bas been no new
application of labour :—

'To thia objection,” he says, ¢ I reply that it is founded upon a

hension with respect to the nature of profits. Profits are in

ml.lty the measure of quantity of labour; and the only measure of

quantity of labour to which, in the ease of capital, we can resort.
This can be proved by the most rigid analysis,”$

The *rigid analysis’ consists in showing that the owner of
a machine used for profit gets back the value of the machine
in the shape of an annuity “fixed by the competition of the
market, and [sic} which is therefore an exact equivalent for
the cepital sum.’ . The capital value was settled by the

¥ Ars. Political Economy, p. 263. * Pp. 04, 95. s P, 95,
o



210 THE IDEA OF DISTRIBUTION [cnar. vi

- quantity of labour expended on the machine, and so each year's
annuity is settled by the quantity of labour expended :—

¢ Capital is allowed to be correctly described under the title of
hoarded labour. A portion of eapital produced by 100 days’ labour
is 100 days' hoarded labour.. But the whole of the 100 days’
hoarded labour is mot expended when the article constituting the
capital is not worn out. A part is expended, and what part?’'?

Ordinary persons consider that an article is half-worn out
when it has suffered half the use that it is capable of sus-
taining before it is entirely worn out; for example, if a carpet
will last six years, it is half worn out when it has been in
use for three years. If, then, a carpet were really ‘ hoarded
labour,’ instead of a woollen fabric used for covering floors, we
might say that half the hoarded labour had been consumed
ot the end of three years. James Mill, however, answers the
question what part of the hundred days’ hoarded labour is
expended very differently - —

¢ Of this, he says, ‘we have no direct, we have only an indirect

" measure, If capital paid for by an anouity is paid for at the rate of

10 per cent, one-tenth of the hoarded labour may be correctly con-
sidered as expended in one year.’?

Now by this he cannot mean that one-tenth of the
hundred days’ labour expended in making the machine may
be correctly considered as expended in obe year, for thia
would lead to an absurd result. Suppose, for example, that
the machine is a new cut for a brook, which will last an
unlimited time without any repairs. A thousand times ten
days is ten thousand days, so at the end of a thousand years
ten thousand days’ labour would have been expended,
according to James Mill, although the machine only cost
one hundred days. Suppose again, that the machine is one
which will last only six years; then the capitalist will get
for six years (in order to obtain his 10 per cent) the value
of about twenty-three days’ labour per annum, ten for profit
and thirteen for depreciation. Six times 23 is 138, so here
again the total ‘labour expended’ amounts to more than
the whole labour expended in making the machina, And it

A Pp. 96, 97 3 X
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is obvious that this -is always the case when there are
any profits.

Mill's labour expended is, in fact, not the original labour
at all, but new labour somehow performed by the machine.
If, he says, a commodity were made wholly by a machine
which required no attendance and no repairs, its price would
entirely consist of profits :—

"¢ Bat it would surely be absurd to say that labour had nothing to
do in creating the value of such a commodity, since demonstratively
it is labour which gives to it the whole of its value; and if it could
be got without labour it would have no value at all. Tt is hoarded
labour, indeed, not immediate labour, which has created its value.
But a8 immediate labour creates value in proportion to the quantity
of it applied, so also does hoarded labour; nor is there any other
principle upon which it can be conceived to do so. If there sre two
machines of the nature supposed above, the one of which is
100 days’ hoarded labour, the other 200; the day’s produce of the
one will be twice the value of the day’s produce of the other,
Why? Becauss twico the quantity of labour has been epplied to it.
The case is precisely the same when what they call allowance for
time is taken into mccount. If the 100 days’ hoarded labour is
applied for two days, its produce will be equal in value to’one day’s
produce of the 200 days’ hoarded labour, Why$ Because 100 days’
hoarded labour applied for two days is equal in quantity to 200
days applied for one day. '

M-Culloch, however, was not to be outdone, In his Prin-
eiples of Political Economy (1825)[he finds it impossible
to see any important distinetion between wages and profits,
Profits might be called the wages of accumulated labour, and
wages might be called the profits of ¢ the proprietors of the
mechine called man, exclusive of a sum to replace the wear _
and tear of the machines, or, which is the same thing, to
supply the place of the old and decayed labourers with new
ones.’®j A tree now worth £25 may have been planted a
hundred yeuls ago at an expense of one shilling : its value,
saccording to M‘Culloch, is entirely due to labour. The ori-
ginal shillingsworth of labour wasno doubt a trifling amount,
but then, as capital or accumulated labour, it has been a _
whole cantury at work, and the anuual produce hes been

.1pgs L A1 TN
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saved up.! Similarly, when certain kinds of wine acquire
increased value by being kept, this is simply due to the fact
that the capital or accumulated labour embodied in the wine
has been at work. Some wines do not improve by keeping;
in these the capital has not worked, or rather its labour is.
misdirected or thrown away?® This being so, we may con-

clude that the reason why the inanimate labourers called

capital are able to bring in a remuneration, not to themselves,

but to their owners, is simply that they produce something.

James Mill, in his third edition (1826), endeavoured to
explain the rise in the value of the stored-up wine as
follows

¢It is no solution to say that profits must be paid; because this
only brings us to the question, why must profits be paid$ To this
there is no answer but one, tlmt they are the remuneration for labour ;
labour not applied i di to the dity in question, but
applied to it through the medmm of other eommodxtlea, the produee
of labour. Thus a man has a machine, the produce of 100 days’
labour. In applying it the owmer undoubtedly spplies labour,
though in a secondary sense, by applying that which could not have
been had but through the medium of labour. This machine, let us
suppose, is calcalated to last exactly 10 years. Onetenth of the
fruits of 100 days’ labour is thus expended every year; which
is the same thing, in the view of cost and value, as saying that 10
days’ labour have been expended. The owner is to be paid for
the 100 days’ Isbour which the machine eosts him at the rate of so
mach per annum ; that is, by an annuity for ten years equivalent to
the original value of the machine. It thus appears that profits are
simply remuneration for labour. They may, indeed, without doing
any violence to language, hardly even by a metaphor, be denominated
wages : the wages of that labour which is applied, not immediately by

the hand, but mediately by the instr which the band has pro-
duced. And if you may the t of i diate Jabour by
the amount of wages, you may e the of dary

labour by that of the return to the capitalist.’$

These absurd doctrines show the danger of trying to solve
economic problems by analysing the constituents of the value

1 Pp. 316, 317,

* Pp. 314-316. In the 2d ed. (1830) all this matter is omitted, though
M*Culloch still asserts that *the profits of capital are only another name for
the wages of accumulated labour’ (p. 355). s Pp. 102, 103

~
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of a commodity. \ Had James Mill and M‘Culloch kept before
them the idea that the whole produce or income of a country
consists of three shares—wages, profit, and rent, they would
never have endeavoured to explain, why profits are paid by
asserting that profits are wages){No amount of confused
reasoning about value can get over the fact that every year a
large portion of the income of the community is received by
certain persons not as remuneration for labour, nor as rent .
of land. \If profits are remuneration for labour, we must ask,
Whose Iabour ?{ Not that of the capitalists, for gud capitalists
they do not labourNot that of the labourers of previous
years who created The capital, or some of it, because these
were all paid their wages at the time,
Senior was too able a man to - make profits into
wages, but be was desirous of showing(that profits, like wages,
_are the remuneration of something }and hit on the idea that-
{ they are_the remunerati the conduct or the sacrifice
involved in ‘sbstinence’ Y By the word abstinence, he says,
“we wish to express that agent distinet from labour and the
agency of nature, the concurrence of which is necessary to the
existence of capital, and which stands in the same relation to
profit as Iabour does to wages’? [And again :— The words
capital, capitalist, and profit> ‘express the instrument, the
person who employs or exercises it, and his remuneration;]
but there is no familiar term to express the act, the conduct,
of which profit is the reward, and which bears the same rela-
tion to profit which labour does to wages. To this conduct
we have already given the name of abstinence’® No sus-
picion ever seems to have crossed his mind that possibly the
conduct of which profit is the ¢ reward’ has'no name because
it has no existence, When he has once got & name for this
imaginary conduct, all is plain sailing, !If any-profits are
obviously not the reward of abstinence, t is required is
to say that they are not profits but rent™ As we have already
seen,® Senior avails himself very freely of this expedient, con-
sciously or unconsciously gxgluding from profits the income
from all inherited property. He thus makes abstinence co-
éxtensive with sav_mg)lé comical result is that a millionaire
"3 Political Fconomy, 8vo ed. p. 59
* [ind., p. 69 3 Abave, pp. 106-199,
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who saves £30,000 a year, and spends £10,000 on himself, is
more abstinent than a clerk who saves £10 a year and spends
£100 on himselE’} Senior goes very near admitting thiglwhen
he says that ‘among the different classes of the same nation
those which are the worst educated are always the most
improvident, and consequently the least abstinent.”? By the
‘worst educated ’ he means to indicate the class which is also

-_the poorest.

L - Thus his theory does not really take us beyond the pro-
position that capital is the result of saving, and that people
would not save if no income could be obtained from savings.”}
Granting this to be true, it does_not explain why an income
can be obtained from savings_) The train of thought in
Senior’s mind evidently was that labour is dxsagreeable, and
is therefore rewarded ; ‘abstinence is also disagreeable, and it
also is therefore rewarded. He took it for granted that the
reason why labour is rewarded is that it is disagreeable. Here
he was wrong. Labour is rewarded not because it is disagree-
able but because it produces wealth. If every kind of labour
were always most agreeable, it would still produce wealth, and
still receive at least a portion of this wealth as its reward.

Senior is at least entitled to the credit of having seen that
profits had not been satisfactorily explained, and of having
made an attempt to supply the wamt. { J. S. Mill, on the other
hand, seems to have been totally unaware that anything was
lacking. He begins by adopting Senior's explanation of the
existence of profit. ‘As the wages of the labourer, he says,

‘are the remuneration of labour, so the profits of the capitalist
are properly, according to Mr. Senior's well-chosen expression,
the remuneration of abstinence.’ ' Then he throws in a little
of his own peculiar and unfounded notion, that[all capital is
consumed? ! * They are what be,’ that is, the capitalist,  gains
by forbearing to consume his capital for his own uses, and
allowmw it to be consumed by productive labourers for their
" We must say, then, that the owner of & steam-engine

gets lm profit by forbearing to consume the engine for his
own uses, and allowing it to be consumed by productive
labourers for their uses.! What we are to say as to the profit
obtained by a corn merchant who retains corn in his possession

2 Political Economy, 6vo ed. p. 60 * Bes abuve, pp. 104, 105,



§4] THE ORIGIN AND CAUSE OF PROFIT ' 215

from one harvest to near the mnext, in order to supply the
consumption of landlords or unproductive labourers, it is
difficult to imagine. How can he be said to have allowed the
corn to be consumed by productive labourers for their uses?
‘For this forbearance, Mill continues, ‘he” (the capitalist)
‘requires a recompense.” Possibly ; most of us will require or
ask for a recompense on every occasion when there is ‘the-
least chance of getting one, but why is it that he succeeds in_
getting it? Instead of asking this question, Mill seems
to be struck by the question ‘Docs he get a recompense #’

“Very often in personal enjoyment he would be & geiner by -
squandering his capital, the capital amounting to more than the sum
of the profits which it will yield during the years he can expect to
live. But whi)s he retains it undiminished, he has always the power
of consuming it if he wishes or needs ; he can bestow it upon others
at his death; and in the meantime he derives from it an income
which he can, without impoverishment, apply to the satisfaction of
his own wauts or inclinations,’d

Lower down, however, in controverting the opinion that
profits depend on prices, or on purchase a.nd “sale, he finds it
necessary to return to the subject :—

LThe cause of profit is that labour produces more than is requu-ed
for its supporﬂ The reason why agricultural eapltal yields & profit is
because humad bemgs cam grow more food than is necessary to feed
them while it is being grown, including the time occupied in con-
structing the tools and making all other needful preparations ; from .
which it is a q , that if & capitalist undertakes to feed the
labourers on-condition of receiving the produce, he has seme of it
remaining for himself after replacing his advances. .- . We thus
seo that profit arises not from the incident of exchange, but from
the productive power of labour; and the general profit of the country
is always what the productive power of labour makes it, whether any
exchange takes place or not. If there were no division of employ:
ments there would be no buying or selling, but there would still be
profit. If the labourers of the country, collectively, produce twenty
per cent more than their wages, profits will be twenty per cent,
whatever prices may or may not be,’ 2

1 anpl«. Bk. 11 ch. xv. § 1; 1t ed. vol. L (77: Pecple’s ed.
P USa. .
L] Ibo'«_i., Bk. . ch. xv, § 6 ; People’s ed. p. 252; not in 1 ed.
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Z:In this passage J, 6. Mill is evidently looking at the
question simply from the Ricardian standpoint. Profits
appear to be a mere surplus over and above wages, and & sur-
plus which has nothing whatever to do with any service or
> usefulness of capital.} The clear explanation of Lauderdale,
who knew that profits are obtained because the same amount
of labour produces more when it has the use of capital
than when it has not, and the confused attempts of
MCulloch and James Mill to identify profits with wages,
have alike gone for nothing, ™}

§ 5. The Origin and Cause of Rent.

As we have already seen, Adam Smith made no attempt
to confine the meaning of the rent of land to so much of the
periodical payments commonly called rent as may be left
after dedueting all that can be considered due to the invest-
ment of capital in the soil. In treating of the nature of rent,
he finds it necessary to explain that the whole of rent is not
due to the investment of capital. This he proves by adduc-
ing the fact that landlords demand a rent even for land which
is altogether unimproved. When rent is paid for the oppor-
tunity of gathering kelp on the sea-shore, or for fishing round
the Shetland Islands, it is paid not only for something
unimproved, but for something which “is altogether incapable
of human improvement.’ [The rent of land is therefore, he
concludes, something different from profits; ‘it is not at all
proportioned to what the landlord may hLave laid out upon
the improvement of the land, or to what he can afford to
take,’ but is ‘paturally a monopoly price.'

CAs to why the landlord gets a monopoly price er more
than the ordinary profit on any capital that may have been
invested, Adam Smith is unusually obscur¢) In the chapter
on the ‘Component parts of the price of commedities, he
8ays:— -

" As soon as the land of any country has all become private pro-
perty, the landlords, like all other men, love to reap where they never
sowed, and demand a rent even for its natural produce” The wood
of the forest, the grass of the field, and all the natural fruits of the

1 Bk. 1. ch. xi. pp. 86, 67
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earth, which when land was in common, cost the labourer only the
trouble of gathering them, come, even to him, to have an additional
price fixed upon them. He must then pay for the licence to gather
them ; and must give up to the landlord a portion of what his labour
either collects or produces. = This portion, or what comes to the same
- thing, the price of this portian, constitutes the rent of land, and in
the price of the greater part of commodities makes a third component
. pm’l . .
{ Here the demand of the landlord for a share of the pro-
duce seems to have the effect of adding something to what
would otherwise be the price of the greater part of com-
modities, but in the chapter on Rent Adam Smith says,
either in explanation or contradiction of this passage, that
rent” .
¢ enters into the composition of the price of commodities in & different -
way from wages and profit. High or low wages and profit are the
canses of high or low price ; high or low rent is the effect of it} It is
because high or low wages and profit must be paid in order to bring 8
particular commodity to market that its price is high or low. But it
is because its price is high or low, & great deal more, or a very little
more, or no more, than what is sufficient to pay those wages and pro-
fit, that it affords a high rent, or a low rent, or no rent at all’3

Looking on rent so much more as a part of the price of
commodities than as a part of the produce of land, Adam
( Smith was led into an inquiry as to what commodities have
rent as o part of their price, instead of as to what sort of land
yields rent.) The fact that the rent of the larid on which any
particular kind of produce is grown varies with its fertility
and situation, he treats as an obvious commonplace, which
needs little or no development.$
Food for man, he maintains, always and necessarily affords
some rent to the owner of the land on which it is grown.
Other sorts of produce sometimes may and sometimes may
not. The reasoning by which he tries to prove that food
always contains rent in its price, or always yields a rent, is, as
might be expected, not of a very convineing kind :—
¢ Ae men,’ he says, ‘like all other animals, naturally multiply in
proportion to the means of their eubsistence, food is alwaya more or

} Bk, 1 ch. Vi p. 23a " BL L ch. xi. p. 67 & 3 Pp. 67,68
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% d "

less in demand. Tt egn always p or or
smaller quantity of Iabour, and somebody can always be found who
is willing to do something in order to obtain it.’?

Now this statement is quite as true of most other com-
modities as it is of food. If anything it is rather more true
of most other commodities than of food, for, as Adam Smith
himself observes, “the desire of food is lintited in every man
by the narrow capacity of the human stomach, but the desire
of the conveniencies and ornaments of building, dress,equipage,
and household furniture, seems to have no limit or certain
boundary.’? Circumstances can be conceived in which the
Koh-i-noor diamond would not exchange for a small quantity
of bread, but circumstances can not only be conceived, but
are constantly occurring, in which a great quantity of food is
thrown away because it is unsaleable; because, in fact, no one
“can be found who is willing to do something in order to
obtain it” In ordinary circumstances, metals, clothes, and
houses are just as much always more or less in demand as
- food; they can always purchase or command a greater or
smaller quantity of labour, and somebody can always be found
who is willing to do something in order to obtain them.
Regardless of this, Adam Smith, after a short parenthesis,
contmues — .

~*Bat land in almost any situati duces & g quantity of
food than what is sufficient to mamtam all the labour necessary for
bringing it to market in the most liberal way in which that labour is
ever maintained. The surplus, too, is always more than sufficient to
replace the stock which employed that labour, towether with its
profita.”

. This is only a verbose method of asserting that land *in
almost any situation’ will produce more food than is required
-for paying the wages of the labourers and the profits: of the
capitalist who cultivate it. ‘Something, therefqre,. Adam
Smith concludes,  always remains for a rent to the landlord.’
In order to give definiteness to his assertion about land *‘in
almost any situation,’ he goes on to observe that :—

“The most desert moors in Norway and Scotland produce some
sort of pasture for cattle, of which the milk and the increase are

TR.614 *RI5h
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always more than sufficient, not only to maintain all the Jabour
Becessary for tending them, and to pay the ordinary profit to the
farmar or owner of thnhmdwﬂock,bntioaﬁordmmmnllmtm
the landlord.’ 2

Among the produets of la.nd which do not always afford
a rent to the landlord, Adam Smith seems to bave given the
chief place to wool, skins, timber, stone, and minerals. Wool
and skins are necessarily produced along with meat, and so,
he says, when food consists almost entirely of the flesh of
snimals, thers is such a superabundance of these articles, that
they are worth little or nothing, and cannot afford a rent to
the landlord® This is a reasonable, but not strictly accurate
view. If the landlord already has a rent from the food, the
addition of the wool and skins to the produce should afford
him some additional rent, even if a very small one. As to
timber, stone, and minerals, Adam Smith says that in many
parts of Scotland good stone quarries afford no rent, and that
in some places the landlord generally gives away timber for
building houses *to whoever takes the trouble of asking it,'2
while coal and other mines, be thinks, are sometimes too
barren, and sometimes too far removed from the market to
pay more than wages and profits. There thus appears to be
& separate reason why each of the different classes of products
other than food do not resemble food in always affording a
rent to the landlord. (Adam Smith’s explanations do not
amount to much more a statement that the'value of the
produce of labourers who produce food is always more than
sufficient to pay their wages, and that this sometimes is, and
sometimes is not, the case with the value of the produce of
labourers who produce other things. 2

The second statement is true enbugh, but the first i is not.
Adam Smith, indeed, gives away his case by only asserting
that land in almost any situation produces a greater quantity
of food than is sufficient to pay the wages and profits of
cultivators. If there is land in any situation which cannot
do this, his conclusion that something always remsins for
rent is incorrect. That there is such land every one knowa
Adam Smith speaks of barren moors in Norway, but there is

RS X - S *Pp A T5 IR 5.
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s lower degree of fertility and proximity to the market than
moors in Norway. (Fhere are the Sahara and Greenland's icy
mountains, Between these most barren and distant regions
there are lands of every quality and situation, so that it is
reasonable to dssume that the worst land used in the pro-
duction of food is not good enough to yield any appreciable
amount of rent, but only good enough to yield the expenses
of cultivation and profits on the capital employed, and a mere
peppercorn to the landlord if it is cultivated by a tenant and
not by an owner.) This was evident to James Anderson, the
Aberdeenshire farmer whom we have already hed occasion to
quote? )In his Ingquiry into the nature of the Corn Laws
with @ view to the mew Corn Bill for Scotland, which he
published in 1777, he gave a numerical example of the cost
of raising a boll of oatmeal on soils of various degrees of
fertility, which makes it obvious that it may be profitable to
raise food from land which yields no rent® In his Observa-
tions on the means of exciting a spirit of National Industry,
published in the same year, he explained rent as a preinium
paid for cultivating the more fertile soils :

‘In every country there are various soils, which are endued with
different degrees of fertility; and hence it must happen that the
farmer who cultivates the most fertile of thess can afford to bring his
corn to market at a much lower price than others who cultivate poorer
fields. But if the corn that grows on these fertile spots is not sufficient
fully to supply the market alone, the price will naturally be raised in
that market to such a height aa to indemnify others for the expense of
cultivating poorer soils. The farmer, however, who cultivates the
rick spots will be able to sell his corn at the same rate in the market
with those who occupy poorer fields ; he will, therefors, receive much
more than the intrinsic value for the corn he rears. Many persons

- will, therefore, be desirous of obtaining possession of these fertile
fields, and will be content to give a certain premium for an exclusive
privilege to cultivate them ; which will be greater or smaller according
to the more or less fertility of the soil. It is this preminm which
constitutes what we now call rent, 8 medinm by means of which the
expense of cultivating soils of very different degrees of fertility may
be reduced to 8 perfect equality.’?

3 Above, pp. 145, 146, 3 The passago Is quoted below, oh. viik, § 4
P 3
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Quarter of a century later he was still teaching the same
doctrine. *Rent,) he says in his Recreations, ‘is in fact
nothing else than a simple and ingenious contrivance for
equalising the profits to- be drawn from fields of different -
degrees of fertility, and of local circumstances, which tend to
augment or diminish the expense of culture’: His answer
to the question, Why is rent paid ? may thus be said to be,
Rent is paid for all land for which it is paid, because such -
land is more fertile than the worst land which, at the prices
prevailing, it is profitable to cultivate. This answer isincom-
patible with Adam Smith’s way of regarding the subject, but
both Adam Smith and Anderson failed to notice the incom-
patibility, or did not consider it of any importance.” The
passage from Anderson’s Observations occura in the course of
a long attack upon Adam Smith’s opinions on the effect of-
the bounty on the exportation of corn from England, but
Anderson did not remark that Adam Smith’s theory of rent
was incorrect, and Adam Smith, who, as Professor Ingram
observes,? can scarcely have failed to see Anderson’s criticism,
did not amend his theory. The fact is that Anderson wrote
before the time had come for regarding the question why
rent is paid 28 an interesting and even an exciting one.

{ But in 1814, when every one was thinking of protection,
" prices, and rents, circumstances were much more favourable.)
In that year the question was definitely asked in David
Buchanan’s edition of the Wealth of Nations) In a note on
a passage in Book 1. chap. vi# Buchanan observes:—

¢ Dr. Smith here states that the landlords, like other men, love to

reap where they never sowed, and demand a rent even for the naturat

produw of their Iand. They do 80. But the guestion is why this

ble d d is so0 g Iy lied with, Other

men slso love to reap where they never sowed but the Iandlords
alons, it would appear, succeed in so desirable an object.'*

\Buchman does not succeed in satisfactorily answering his
own question. The price of corn, he thinks, is settled entirely
by demand and supply, and the state of demand and supply
is always such that the price is sufficient to yield a surplus

1 Vol. v. p. 403. -2 Hutory of Political Eammuy, p-128
# Quoted above, p. 216. 4 Vol. i. p. 80, note,
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above the cost of produgtion, but he does not show clearly

why this should be sg {He seems to have thought that it is

because the supply of food is *limited by }he quantity of land

which can be taken into cultivation’’/{Rent is thus made
- the result of the ‘ monopoly’ of land :—

¢ The profit of & monopoly stands on precisely the same foundation

as rent, A monopoly does artificially what in the case of rent is done

) “( by natural causes. It stints the supply of the market until the
i *prlce rises above the level s of wages and profit.’ *

2

" As he believed that rent existed in consequence of the
scarcity of cultivable land, Buchanan, in refuting the physio-
crats’. theory that rent is the only taxable revenue, was
naturally led to insist on the fact that if it is ¢ advantageous
to those who receive it,’ it ‘must be proportionally injurious
to those who pay it/'®

This sentence appears to have had a good deal to do with
the publication of Malthus’s Nature and Progress of Rent.
Malthus could not agree on the subject of rent, he tells us,
either with Adam Smith or the physiocrats, and still less

. with ‘someé more modern writers, of whom he names only
Say, Sismondi, and Buchanan, These writers appeared to
him to consider rent as too nearly resembling in its nature
and the laws by which it is governed the excess of price
above the cost of production, which is the characteristie of a
monopoly.’¢ Always favourable to the landed interest, he
desired at that eritical moment to give an answer to the
question, Why is rent paid? which should be less likely to
~  make rents odious in public estimetion than Buchanan’s
answer—Because landlords have a monopoly.

¢ The following tract,’ he says in his preface, ¢ ins the subst.
of some notes on Rent, which, with others on different subjects
relating to political y, I have collected in the course of my
professional duties at the East India College. It has bezn my inten-
tion, at some time or other, to put them in a form for pubhcahon,
and the very near eonnexion of ﬂxe subjec’n of the present inquiry with

the topics diately under d has induced me to hasten its
PP at the p 4 t.. 1t is the duty of those who have
1 Vol. i p. 274, note. % Vol & p. 89,

» Vol. i, p. 272. “p.2
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any means of contributing to the public stock of knowledge not only
to do a0, but to do it at the time when it is most likely to be useful.
If the nature of the disguisition should appear to the reader hardly to
suit the form of a pamphlet, my apology must be, that it was not
originally intended for so ephemeral a shape.’

At the ontset of the tract itsélf he says that rent

“has perhaps & particular claim to our attention at the p § t
on account of the discussions which are going on tespectmg the Corn
Laws, and the effects of rent on the price of raw produce and the pro- -
gress of agricultural improvement.’?

The question why rent is paid thus became one of practigal
politics.

s answer to the question is threefold. [Rent, he
says is paid because (1) the land produces more than enough
to maintain its cultivators; (2) the necessaries of life have a
peculiar quality of ‘being able to create their own demand,
or to raise up a number of demanders in proportion to the
quantity of necessaries produced’?; and (3) the most fertile
land is: comparatively scarce. If any one of these three
causes were absent, there would be no rent] First, if the
whole land were such that it could not be made to produce
more than a sustenance for its cultivators, there could
obviously be no surplus produce for rent, however much the
land might be monopolised. Secondly, if population did not
increase with the increase of food, an increase in the quantity
of food produced would cause the price of food to fall to its
cost of production, thus again leaving ro surplus for rent.
Having' explnmed this, Malthus considers himself justified in
pronouncing & panegyrie upon rent, without waiting for the
discussion of his third cause. He inquires rhetorically if rent,
far from being & mers ! transfer of value advantageous only to
the landlords, and proportlonably injurious to the consumers,
is not, on the contrary,. ¢

1 The author of An inquiry into those principles vespecting the nature of
d d and the 'y of ion lately ad: d by Mr. Malthus, says,
*When Mr. Malthus pnbhnhed hin Essay on Rent, it seems to have been
partly with & view to answer the cry of * No landlords,” which then **atood .
rubric on the walls,”’ (p. 108). He refers to the propagands of Thomas
.. Spence, the early forerunner of Mr. Henry George. *P.8.
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‘a clear indication of & most inestimable quality in the soil which God
has bestowed upon man—the quality of being able to maintain more

than are 'y to work it. Is it not a part, and we shall
see further on that it is an absolutely necessary part, of that surplus
produce from the land which has been justly stated to be the source
of all power and enjoyment ; and without which, in fact, there would
be no cities, no military or naval force, no arte, no learning, none of
the finer manufactures, none of the econveniences and luxuries of
foreign countries, and none of that cultivated and polished society
which not only elevates and dignifies individuals, but which extends
its beneficial influence through the whole mass of the people.’!

‘But he is not yet, to use & col'aquial expression, out of
the wood, and he proceeds to make an admission, afterwards
used against him with fatal effect. As to the third cause of
" rent, “ the comparative scarcity of the most fertile land,’ he
speaks as follows :—

¢In the early periods of society, or more remarkably, perhaps,
when the knowledge and capital of an old society are employed upon
fresh and fertile land, this surplus produce, this bountiful gift of Pro-
vidence, shows itself chiefly in extraordinary high profits and extra-
ordinary high wages, and appears but little in the shape of rent.
- While fertile land is in abundance, and may be had by whoever asks
for it, nobody, of course, will pay a rent to a landlord, But it is not
consistent with the laws of nature, and the limits and quality of the
earth, that this etate of things should continne. Diversities of soil
and situation must necessarily exist in all countries. All land caunot
be the most fertile ; all sitnations cannot be the nearest to navigable
rivers and markets. But the accumulation of capital beyond the
means of employing it onland of the greatest natural fertility aud the
greatest advantage of mtunnon must necessarily lower profits; while
the tend of p ion to i beyond the means of subsist-
ence must, after n eemnn time, lower the wages of labour.”?

Then the value of food will be in excess of its cost of pro-
duction, including profits, ‘and this excess is rent.’

_ ‘Norisit possible that these rents should permanently remain es
parts of the profits of stock or of the wages of labour. If such an
accumnlation were to take place as decidedly to lower the general
profits of stock, and consequently the expenses of cultivation, so as to

1 Pp. 16,17, 1P.17.
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make it answer to cultivate poorer land, the cultivators of the richer
land, if they paid no rent, would cease to be mere farmers or persons

" living upon the profits of agricultural stock. . They would unite the
characters of farmers and landlords—a union by no means ancommon,
but which does not alter in any degree the nature of rent or its essen-
tial separation from profits.’! ’

A little further on he repeats that the sepa.raf.ion of rent
from profita and wages is inevitable, and again launches into
panegyric:—

¢It may be laid down, therefore, a8 a1 mconhovemble t'mth, that
ns a nation reaches any considerahle degree of wealth, and any con-

ble ful of population, which, of courss, cannot take placs
-without & great fall “both in the profits of stock and the wages of
labour, the separation of rents, as a kind of fixture upon lands of &
certain quality, is a law as invariable as the action of the principle of
gravity. And that rents are neither & mere nominal value, nor a value
unnecessarily and injuriously transferred from one set of people to
another ; but a most real and essential part of the whole value of the
national property, and placed by the laws of nature where they sre, on
the land, by wh d, whether the landlord, the crown,
o the actual cultivator’® ;
Y { Ricardo, as a free-trader anxious for"cheap corn, naturally
objected to Malthus's panegyric on renty Of Malthus’s three
causes of rant, the third was the only one which appealed
to his mind. The first, the fact that land produces more
than erough to maintain its cultivators, only makes rent pos-
sible, and does not cause it to_exist; ‘it is oné thing to be
able to bear a high rent and another thing actually to pay it:
Rent may be lower in a country where lands are exceedingly
fertile than in a country where they yield s moderate return.’s_
- The second cause, ‘ that quality peculiar to the necessaries of
life of being able to create their own demand, or to raise up a
2umber of ¢ demanders in proportion to the qua ntity of neces- ¢
saries produced,’ Ricardo did not believein, {Itis not, he says, (o020
‘the abundance of necessaries which raises up demanders, but " U}y
the abundance of demanders which raises up necessaries.'t
But the third cause, the comparative scarcity of the most fertile

1P.18. 1 P.20.
% Principles, Ist ed. p. 559; 3d ed. in Worb, P 247,
¢ Jbid., 1st ed. p. 560 ; omttedmZded.

P
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Iand, appeared to him sufficient by itself to account for rent,
‘when taken in conjunction with the natutal iricresse of wealth
and’ populatxon.‘ In the Essay on the Influence of a Low
"Price of Corn on the Profits of Stock, he not only makes
Malthus's third and least- pleasant cause the only cause of
rent, but also treats it in such a way as to make it appear far
more unpleasant than it does in Malthus’s Inguiry. In
Malthus's Inquiry ‘ the comparative scarcity of the most fer-
tile land,’ which is one of the causes of rent, is looked on as
if it were a fact of which no one could complain.) “All land
cannot be the most fertile, all situations cannot be the
nearest to navigable rivers and marketa’ | The superior fer-
tility of the best land is represented as & ‘bountiful gift of
Providence,! which results in rent. ) Ricardo, on the contrary,
in his Essay, takes the most fertile and best-situated land as
his starting-point, and leads his readers to deplore the niggard-
liness of nature in not providing more of it, which niggardli-
ness gives rise, among other things, to rent.} The tables are
completely turned upon Malthus in the first four sentences of
the Essay =

. “Mr. Malthus very correctly defines “the rent of land to be that
portion of the value of the whole produce wlnch remains to the owner,
after all the outgoings bel g to its calti , of whatever kind,
have been paid, including the proﬁte of the capital employed, esti-
mated according to the usual and ordinary rate of the profits of agri-
cultural stock at the time being.”

‘Whenever, then, the usnal and ordinary rate of the profits of
agricultural stock, and all the outgoings belonging to the cultivation
of land, aré together equal to the value of the whole produce, there
can be no rent. And when the whole produce is only equal in value
to the outgoings necessary to cultivation, there can be neither rent nor
profit. In the first settling of & country rich in fertile land, and {ric])
which may be had by any one who c.hoose.s to take it, the whole pro-
ducs, after deducting the outg longing to cultivation, will be
the profits of eapml, and will belang to the owner of such capital,
without any deduction whatever for rent.’s

[Ma]thus had always treated rent as a ‘surplus’ or “ excess”
Ricardo is going to treat it as a ‘ deduction’ from something
which belongs entirely to the farmer i the'irst'd nstance, and

1 Above, p. 224. 3 Works, p. 7).
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would continue to belong entirely to him, if only l:here were
a sufficient supply of fertile and well-situated land." Begin-
ning with the ease of an individual cultivating the best land
at the first settlement of a country, he gives a series of hypo-
thetical figures, in which rents sre represented as arising and
?owmg g entirely at the the ex expense’ o of profital From these

ypothetical igures he considers himself justified in conclud-
ing that—

{*Rent, then, is in a.ll cases a portion of the profits previously ob-
tained on the land. It is never a new creation of reverine, but always -
part of a revenne already created. Profits of stock fall only because
land equally well adapted to produce food cannot be procured} and
the degree of the fall of profits and the rise of rents depends wholly
on the i d of production, _If, therefore, in the prog
of countries in wealth and populntlon, new porhons of fsmle Jand

conld be added to suck countries, profits would never fall, _E‘_’!..Kﬂl\ts
rige. B .

In the chapter on Rent in his Prineiples, Ricardo repeated
the arguments of the Essay on the Influence of @ Low Price
of Corn:—

It is only then,’ he says, *because land is'of different qualities
with respect to its productive powers, and because in the progress of
population land of an inferior quality or less advantageously situated
in called into cultivation, that rent is ever paid for the use of it.’?

Malthus was not convinced by Ricardo’s Fssay, nor by his
chapter on Rent, nor even by the last chapter of his Prin-
ciples, that on ‘Mr. Malthus's opinions on rent’ In his
Political Economy he reprinted the most of his Iriguiry into
the Nature and Progress of Rent, and added passages in
which the views objected to by Ricardo are emphatically re-
stated :—

¢‘In whatever way, he says, ¢the produce of a given portion of
land may be actually divided, whether the whole i3 distributed to the

lab and capitalists or a part is ded to a landlord, the power
1 Bos below, oh. viL. 8§ 3, 4. ) 3 Works, p. 375.
3 ist ed. p. 64 In the second edition the passage begins, * It is only,
then, becauss land is not boundless in and unif in quality, and

beum in thn progreas, eto (p &1h The. third edition follows the second,
g dless’ (in Works, p. 36).
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of such land to yield rent is exactly proportioned to its fertility, or to
the general surplus which it can be made to produce beyond what is
strictly necessary to support the labour and keep up the capital em-
ploysd upon it. . . . But if no rent can exist without this surplus,
and if the power of particular soils to pay rent be proportioned to
this surplus, it follows that this surplus from the land, arising from its
fertility, must evidently be considered as the foundation or main cause
of all rent,’! -

He finishes his chapter ‘Of the Rent of Land’ with the
declaration that *in every point of view, then, in which the
subject can be considered, that quality of land which, by the
laws of our being, must terminate in rent, appears to be a boon
most important to the happiness of mankind.’ #

The dispute between Malthus and Ricardo on this subject
was.perhaps one of sentiment rather than substance. . Apart
from sentiment, it does not really make much difference

- whether we choose to attribute the existence of rent to the
bounty of nature in providing a certain amount of good land
or to her niggardliness in not providing more of it. Later
writers seem generally to have been too much concerned in
investigating the causes which make rents higher at one
time than at another to trouble themselves much about the
question why there ghould be any rents at alL J. S. Mill,
like Buchanan, ascribes the fact to “ monopoly.’

1 Political Economy, pp. 140, 141, Ibid,, p 239,
-8 Principles, Bk. 11, oh. xvi. § 1; lstod.vol.i.p.m People’s od.
p. 255.



CHAPTER VII
PSI;.UDO-DISI'RIBUTIO}{

§1 Wagesperw Proﬁ.tspereent,amll?gntperm
TeE causes which determine the magnitude of the produce

" of a nation’s labour having been discussed under ¢ Produic-

\

tion,’ and the nature and origin of the three great divisions -
into which the produce is ¢ distributed * having been fully con-
sidered,'the next step forward would naturally be to endéavour
to discover the causes which deteriine the proportions in
which the produce is distributed between the three great
divisions. In the equation, produce=wages+profits+rents, .
produce should now be taken as a given quantity, and the
question should be to determine what settles the relative mag-
nitude of the three terms on the other side of the equation.
Now with changes in the relative magnitude of wages,
profits, and renfs, as the terms must be understood in the
equation, increases and decreases or rises and falls of wages,
profits, and rent, understood in the ordinary semse, are, of
course, by no means identical. In the equation, ‘wages’
means the total or aggregate of all wages, ¢ profits’ ‘the total
or aggregate of all profits, and ‘ rents’ the total or aggregate
of all rents paid in a given length of time, If the total or
aggregate of annual wages or remuneration of labour paid in
the United Kingdom amounts to £1,000,000,000, the total or
aggregate of profits to £400,000,000, and the total or aggre-
gate of rent to £100,000,000, then the total ultimaté produce
or income must be £1,500,000,000, for £1,000,000,000+
£400,000,000+ £100,000,000 = £1,500,000,000. t'in ordi-
nary language, when we speak of increases and decreases of
wages, profits, and rent, we mean by wages the amount paid to
a single man, by profits the rate of interest or proportion which
interest bears to principal, and by rent the rent of a single
w
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acre of land. This sense of the terms is obviously wholly
inappropriate to the equation.. We cannot tell how great the
produce or income is by adding together a per capita wage,
s percentage, and a rent per acre. It is mot true that
£1,500,000,000=£90 a year+3 per cent+£1 an acre In-
creases or decreases of wages, profits, or rent in the one sense
do not by any means necessarily correspond with increases or
decreases of wages, profits, or rent in the other sense. The
aggregate of wages depends on the number of workers as well
ason the amount paid to each, the aggregate of profits depends
on the amount of capital as well as on the rate of interest,
and the aggregate of rent depends on the extent of land
paying rent as well as on the amount paid per acre, | And the
relative or proportionate megnitude of aggregate wages, profits,
and rent, which js logically the subject of Distribution, is still
more remotely connected with wages per capila, profits per
- cent, and rent per acre than their absolute magnitude):A
rise of wages per capita may be coincident with s fall in the
proportion of produce devoted to wages if either the number
of workers has diminished or the total produce has increased. '
A rise of the rate of interest may be cvincident with a fall in
the proportion of produce allotted to profits if either the total
capital has diminished or the total produce has increased.
A fall of rent per acre may be coincident with an increase in
_ the proportion of produce allotted to-rent, if either the number
of acres paying rent has increased or the total produce has
decressed.’ ,

But the latter part of Adam Smith's First Book is, as we
have already seen,! primarily a theory of prices.: Its last four
chapters® treat of wages, profit, and rent, not really because
they are divisions of ‘ produce,’ but because they are parts of
the prices of commodities.” The “patural price’ of a commo-
dity is represented as varying with the natural rate of each
of its component parts; and the causes which increase or
decrease each of these component parts, wages, profits, and
rent, are discussed with a view to their effects, not upon the
way in which the produce is distributed, but upon the natural
price of the commodity produced. Now the variations of
‘wages, ‘profits; and ‘rent’ which affect the price of any

. 3 Above, pp. 185-188.
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particular commodity are not variations of aggregate wages,
profits, and rent, but variations of the wages of the persons, of
the profits of the capitsl, and of the rent of the land employed _
in producing it So long as the land, the capital, and the
number of persons employed remain the same, the price of
the commodity and the rates of .wages per head, profits per
cent, and rent per acre must necessarily vary together. { Con-

" sequently, though Adam Smith had declared that the whole
annual produce is distributed into wages, profit, and rent,
obviously meaning thereby total wages, profits, and rent, the
last four chapters of Book L of the Wealth of Nations deal
with wages per head, profits per cent, and rent per acre.

i Subsequent writers,/misled partly by some not unnitural
eonfusions and partly by the fact that wages per head, profits
per cent, and rent per acre are practically more interesting
subjects than the division of produce between wages, profits,
and rents, generallylfollowed jn Adam Smith’s footsteps with-
out troubling themselves to bring the theory of distribution
into proper subordination to the theory of production.) In
giving a history of their doctrine it will be most conveniens,
in the first place, to follow the same procedure, however
illogical it may be, and to postpone to a later chapter the
consideration of any theories which were held as' to distribu-
tion proper.

§ 2. Variations of Wages per Head.

{Within the last century and o half three great theories
have been held as to the causes which determine the magni-
tude of per capita wagesy They may be called §he Subsistence
theory, the Supply and Demand theory, and the Produce
theory.$ :The basis of the subsistence theory is the fact that
in order to live and labour a man must have something to
live .on, and the assumption that a wage-earner does not
“naturally’ ges more than enough to live on; the basis of the
supply and demand theory is the erroneous idea that labour
is & commodity, the demand for which depends on the amount
of a fund ready to be laid out upon it; and the basis of the
produce theory is the fact that wages or earnings are a part
of the produce, and therefore depend on the productiveness
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of industry and the amount deducted from produce per head
for profits and rent.) {During the period covered by the present
work the subsistenice theory was gradually giving way to the
supply and demand theory. The displacement of the supply
and demand theory by the produce theory is & matter of later
history.y . :
At the time when the Wealth of Nations sppeared, the
" subsistence theory reigned supreme. Though millions have -
died of starvation, it has always been an accepted maxim that
a man must live.) The undying fame which the cynic won
by his inability to see the necessity shows his state of mind
to have been the exception which proves the rule. {The
application of the maxim to wages is obvious énough.
‘Wherever employment is not of a casual character, wages for
work which occupies the whole of a man’s time, and is his
only means of support, will amount to at least a bare subsist-
ence, VIf they did not the workers would soon disappear.
It is very easy for a person who sees that wages ‘ must,
“ordinarily at any rate, amount to at least a bare subsist-
ence, and who is not confronted with “sctual wages which
obviously amount to much more than & bare subsistence, to
slip into thinking that wages are ordinarily or naturally a
bare subsistence; that is to say, are not only no less, but also
no more than a bare subsistence. After reading the passages
in which Quesnay shows that he thought it was frequently
the case that the French peasantsand labourers did not receive
enough subsistence to enable them to do their work properly
we are not surprised to find Turgot declaring that competi-
tion limits the workman's earnings to a bare subsistence :—

“En tout genre de travail il doit arriver et il arrive en effet que
lo salaire de 'ouvrier se borne A ce qui lui est nécessaire pour lui pro-
curer sa subsistance.’?

In England actual wages differed from the lowest possible
wages more obviously than in France, but current discussions

“rather obscured the fact. The mercantilists approached the
subject of wages, not from the point of view of the labourers,
but from that of the export merchant, If the grea¢ object of

1 See, e.g., Euvres, ed. Oncken, p. 266,
$ Réflezions, § vi. lp Bucres, ed. Daire, vol L p. 10, -
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a country should be, as they assumed, to sell-goods to foreign
nations for a large total sum of money, it-appears at first
sight to be the interest of the country that money wages
should be low, at all events in certain branches of production. !
" High wages in any particular branch seem naturally identi-
fied with a high price of the product of that branch, and if
the price of the product rises, the quantity exported will be
g0 reduced that the total money received for it will be less.
1t was, of course, a delusien that high wages in any particular-
branch of production necessarily mean a high price of the
product. High wages mean high earnings per day, and not
necessarily high earnings per each pound avoirdupois, or each
yard of the commodity produced ; to put the same thing in
other words, high wages depend on the amount of the produce
per man, as weoll as the value of each unit produced.! - Con-.
sequently, the fact that wages are higher in some particular
branch of trade in England than they are in that branch of
trade in other countries is constantly found not to prevent
the export of the commodity produced. The mercantilists of
the first half of the eighteenth century, however, could scarcely
be expected to recognise what is frequently ignored by their
successors in the last decade-of the nineteenth. New the
high wages which the mercantilists considered an evil were
not 8o much high real wages as high money wages. Most of
them would have had no objection whatever to the labourer
receiving large quantities of bread, beef, and beer, provided
that he did not get a large quantity of money. They con-
cerned themselves about real wages so little, that they fell
into the habit of regarding them as fixed, and remaining con-
stant through all variations in the prices of the commodities
on which they are expended. Consequently, it became an
axiom that if the price of necessaries is‘ raised by taxes,
(money) wages will rise, so that the labourer will continue to
have the same real wages as before? To the question, Why
must the labourer have the same real wages? there came
very readily the answer, He must live, of course, Now, if a
person argues that taxes on the necessaries of life raise money

! Adam Smith explains this in the last parsgraph of Bk. L ch. viik pp.
395, 40a. . .
* Bos Wealth of Nations, Bk. iv. ch. ii. p. 9045,
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wages because & man must live, he is very apt to assume
without much further consideration that the converse is true,
so that taking off taxes on necessaries will lower money
wages! When he has done this, if he is asked for a general
theory of wages, he naturally answers that (money) wages
depend on the price of subsistence, which, of course, implies
that real wages always amount, to no less and no more than a
bare sibsistence,

\Adem Smith begins his chapter on wages with a kind of
antieipation of the produce theoryy ‘The produce of labour,
he says, ‘constitutes the natural recompence or wages of
labour. In the ‘original state of things which precedes both
the appropriation of land and the accumulation of stock, the
whole produce of labour belongs to the labourer,’ and if this
state of things had continued, wages would have risen as
Iabour became more productive. But somehow or other, very
unfortunately for the labourer one would think, though the
idea does not seem to have struck Adam Smith, the original
- state of things came to an end. Land was appropriated and
stock accumulated ‘long before the most censiderable im--
provements were made in the productive powers of
labour.’®

For the actual state of things Adam Smith is content, so
far as ordinary circumstances are concerned, with the pre-
vailing subsistence theory. Wages are settled by a bargain
between masters and men, but ‘ upon all ordinary occasions’
the masters ‘have the advantage in the dispute, and force’
the men ‘into a compliance with their terms.’ They are able
to do so because, being fewer in number, and not, like the
men, hindered by the law, it is easier for them to combine,
and because, though “in the long run the workman may be
as necessary to his master as his master is to him, ‘the
necessity is not so immediate ” —

1 The anthor of Oonsiderations on Taza, 1765, uyl. ¢But it is uwrted
¢¢that the ies which the being d
dear by taxes, must inevitably oblige them eornue the price of their labour™;
which will, of course, enhance the price of our manufactures, and injure our
foreign trade. I wonder mot that this opinion should prevail, as every one
clearly sees that if a populace can live cheap they can afford to labour cheap s
from which it is immediately concluded that they will do o’ (pp. 6, 6).

* Bk. 1. ch. viil, p. 29.
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¢A landlord, a farmer, 8 master facturer, or hant,
though they did not employ a single workman, could generally live n
year or two upon the stocks which they have already acquired.
Many workmen could not subsist a week, few could subsist a month,
and scarce any 8 year withont employment.’? . -

However, the masters cannot fom wages down below a
certain point :—

‘A ‘man must always live by his work and his wages must at
Ieast be eufficient to maintain him. They must even upon most occa~
sions be somewhat more ; otherwise it wonld be impossible for him to
bring up a family, and the race of such workmen could not last beyond
the first generation,’ #

. This statement of the subsistence theory is far from
meking it, invulnerable, If the combination of masters has
the power of depressing wages with which it is credited, why
should it leave the labourers enough to suppors a family ?
Doubtless if it did not, then  the race of such workmen could
not last beyond the first generation’; but why should the
masters of the present generation concern themselves about
that? Trade rings usually adopt the motto, ¢ After us the
deluge”’ The individuals who form a combination of masters.
at any particular time desire to serve their own personal
interests, and there is little ground for aseribing to them the
enlightened corporate self-interest which might induce them
to peovide a stock of labourers for the next generation. That
Adam Smith himself folt that his doctrine was rather weak
on this point we may infer from the prominence which he
gives to the irrelevant fact that wages sufficient to support
such a family as is required to keep up the population are
the lowest * consistent with common humanity. 8

Observing that, as & matter of fact, wages are often above
this rate, Adam Smith decided to restrict his subsistence
theory to ¢ ordinary occasions,’¢ or the stationary state. For
the advancing und the declining state he puts forward the
supply and demand theory. ‘Certain circumstances’ which,
though the'plural is used, seem to consist only of ‘the in-
crease of the revenue and stock’ of the country, ‘sometimes

* Bk. 1. chap. viil. p. 80, ! Itid., p. 31 &
* Ibid., pp. 81 a, 82 b, & Ibid., p. 30 a.
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give the labourers en advantage, and enable them to raise
their wages considerably above’ the subsistence-for-a-family
ratel . — .

¢ When the landlord, annuitant, or monied man has a greater re-
venue than what he judges sufficient to maintain his own family,

* he employs either the whole or a part of the surplus in maintaining

one or more menial servants. Increase this surplus, and he will
naturally increase the number of those setvants.

¢ When an independent workman, such as a weaver or shoemaker,
has got more stock then what is sufficient to purchase the materials of
his own work and to maintain himself till he can dispose of it, he
naturelly employs one or more journeymen with thé surplus, in order
to make a profit by their work. Increase the surplus, and he will
naturally increase the number of his journeymen.’ 3

"So when the revenue and stock incresse, © the funds which
are destined for the payment of wages,’ and, what is much the
same’ thing, ‘the demand for those who live by wages,’ also
increase. Then ‘the workmen have no-occasion to combine
in order to raise their wages’:—

¢ The ity of hands ions 8 petition among mast
who bid against one another in order to get workmen, and thus

luntarily break through the natural combination of masters not to
raise wages.' 8 :

It is not, Adam Smith is careful to explain at considerable
length, the actual greatness of the revenue and stock of a
country which causes high wages, but their rapid increase.
Even if they are very great, if they have continued the same
for a considerable time, the number of labourers would have
increased, so that there would be no scarcity of hands : —

*The hands, on the contrary, would in this case naturally multiply
beyond their employment. There would be & constant scarcity of
employment, and the labourers would be obliged to bid against one
another in order to get it. If in such a country the wages of labour
had ever been more than safficient to maintain the labourer and to
enable him to bring up a family, the competition of the lab and
the interest of the masters would soon reduce them to this lowest rate
which is consistent with common humanity.’ ¢

1 Bk. 1. ch. viii. p. 31 6 * Iid., p. 31 &
* Ibid,, p. 31 b, ¢ Ibid., p. 32 b.
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‘In a-country where the funds destined for.the mainten-
ance of labour were sensibly decaying, the competition of
workmen would reduce wages even below this level for a
time, until the population was diminished ‘to what could
easily be maintained by the revenue and stock which re-
mained in it -

This theory of Adam Smith, though in form it supple-
ments his subsistence theory, in reality supersedes it. The
power of the masters to depress wages to the subsistence level
by combination, and their ¢ common humsanity’ which pre-
vents them killing the goose that laid the golden eggs, by
depressing them below that level, both disappear. Everything
is settled by the demand and supply of labour, and subsist-
ence appears as nothing more than & condition of the supply
being equal to the demand in the stationary state. So little
room is left for the subsistence theory that Adam Smith
seems, towards the end of his work, to have forgotten that he -
had ever held it. In dealing with ¢ taxes upon the wages of
labour’ in Book v, chap, ii,, he says -

¢ The wages of the inferior classes of workmen, I have endenvonred
to show in the First Book, are everywhere neceasarily regulated by two

different ci £ : the d d for labour, and the ordinary or
average price of provmons. The demand for labour, according as it
happemtobeexther g, stationary, or declining, or to require °
4 an 'y, or declini ,,",regulatas'bheanb—

{ ist of the lab » and d ines in what.degres it shall be
either liberal, moderate, or scanty. The ordinary or average price of
provisions determines the quantity of money which must be paid to -
the workman in order to enable him, one year with another, to purchase
this liberal, moderate, or acanty subsistence.’

He therefore holds that taxes on wages will raise money

wages, not because the labourer must live, but because he
\ must have the real wages to which thy demand for labour
entitles him,

In order to understand the eourse which the d:scusslon of
the causes which determine wages took at the end of the
eighteenth and beginning of the nineteenth century, it is
recessary to bear in mind that the practical qugshon of the
time with regard to the condition of the wage-earning class

! Bk. 1. ohap. viii. p. 33 a, 2P 3205,
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was the effect of the Poor Law. Along with the ‘ theoretical *
or general question, What determines wages? there was
always present the practical question why the Poor Law did
not benefit the labourers,

In the Essay on the Primeiple of Population Malthus
made s somewhat crude attempt to show that the expendi-
ture of a poor rate (even if levied exclusively from the rich)
could not possibly benefit the poor. Their condition, he said
quite truly, depends chiefly on the amount of subsistence
produced, and

¢ When subsistence is scarce in proportion to the number of people,
it is of little consequence whether the lowest members of the soclety
pousess eighteen pence or five shillings.’ 1

He was obliged to admit, however, that the rise in the
price of provisions which would result from the lowest mem-
bers of the society having more money ‘might in some
degree’ cause an increase of the whole produce. But, he
alleged, the ‘ fancied riches’ of the larger amount of money
received by the labourers would give such a “spur’ to popu-
lation that ‘ the increased produce would be to be [sic] divided
among 4 more than proportionably increased number of
people” Ingeneral he either ignored the increase of produce
altogether, or minified it till it appeared not worth considering.
* The food of a country,that has long been occupied, if it be
increasing, incresses slowly and regularly, and cannot be made
to answer any sudden demands,’  so that

¢ The poor laws of England tend to dep the g i conditi
of the poor in these two ways, Their first obvious tendency is to
increase population without increasing the food for its suppert. . . .

¢ Secondly, the quantity of provisi d in workhousea
upon & part of the society that cannot in general be considered as the
most valuable part, diminishes the shares that would otherwise belong
to more industrious and more worthy members.”

Among the ¢ palliatives’ which he suggested in 1798 was
that ‘ premiums might be given for turning up fresh land, and
all possible encouragements held out to agriculture above
menufactures, and to tillage above grazing.’'+ By 1800 he

1 1st ed, pp. 76, 77. 3 et ed, p. 82; 8th ¢d. p. 203,
? st ed. pp. 83, M,Sthed.pm ¢ 1st ed. p. 98.
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had discovered that to make the labourers able to pay a high
price for their food was itself an encouragement to agricul-
ture. In his Investigation of the Cause of the present High
Price of Provisions, written in that year, he traced the high
price of corn chiefly to the efforts of the Poor Law authorities
to allow the panper labourers as much money as would pro-
cure the usual quantity of bread, and said that one effect of
the high price had been ‘to encourage an extraordinary im-
portation, and to animate the farmer, by the powerful motive
of self-interest, to make every exertion to obtain as great a
crop as possible the next year.”. Contradicting the doctrine
of the Essay, he spoke of the Poor Law as caunsing a high

 price, which produced ¢ economy, importation, and every pos-
sible encouragement to future production,’ and even went so
far as to say:—

‘Thesymmofthapoorlswu,ingeneml,leeﬂxinfydomost

heartily condemn, as I have expressed in another place, but I am in-
dined to think that their operation in the p ity has been

advantageous to the country.’ 2

Yot he allowed his argument about the Poor Law not in-
creasing the quantity of food to remain even in the latest
edition of the Essay, and that, too, although Ricardo had
pointed out its erroneousness both in private conversation
and correspondence®

He did, however, alter another chapter of the first edition
in which he contended that an increase of the income of the
poor would not benefit them, because it would not increase
the quantity of food produced. Adam Smith, he argued in
Chapter xvi, was wrong in representing every increase of the

revenue or stock of & country as an increase of the ‘funds

destined for the maintenance of labour” The increase of the
revenue or stock

¢ will not be a real and effectual fund for the maintenancs of an addi-
tional number of labourers, unless the whole, or at least & great part,
of this increase of the stock or revenue of the society be convertible
into a proportional quantity of provisions; and it will not be so
1 P. 20, ‘ 2P 19,
® 8ee Ricardo's Letters to Malthus, ed. Bonar, p. 107 (2d Jan. 1516)
Ricardo thought Malthus had told him that he bad altered the passage.

f
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convertible where the increase has arisen mer;aly from the produce of
labour and not from the produce of land.’2

An increase in what is merely- the produce of labour
and not the produce of land, that is to say, an incresse of
manufactured produce or manufacturing capital, would, he
admltted cause an increased demand for labour, and

‘ Thxs demand would, of course, raise the price of labour ; but if the
yearly stock of provisions in the country was not mcreasmg, this rise
would soon turn out to be merely nominal, as the pnce of provisions
must necessarily rise with it.’3

But would not the increased price of provxslons lead to a
larger production of provisions ?

¢ It may be said, perhaps, that such an instance as I have supposed
could not occur, because the rise in the price of provisions would
immediately turn some additional capital into the channel of agri-
colture. But this is an event which may take place very slowly,
as it should be remarked that a rise in the price of labour had
preceded the rise of provisions, and would, therefore, impede the
good effects upon agriculture which the 1 d value of the produce
of land might otherwise have occasioned.’®

In the fifth edition these passages do not occur, though
Malthus still thought it desirable to make disparaging re-
marks about the effects of the increase of manufacturing
capital.¢

Malthus's disciples never shared his curious habit of
regarding the supply of food as fixed in some way indepen-
dently of the demand for it. They were content with the
general theory which they saw in his work that the condition
of * the labourer’ depends on his habits with regard to propa-
gation and of the extent of the funds destined for his support.
Buchanan, in a note to Adam Smith’s statemnent that when
the wealth of a country becomes stationary,  the competition
of the labourers and the interest of the masters’ reduce wages
to the subsistence level, remarks :—

¢ The wages of labour are not necessarily at their lowest rate

" 1 Esay, 1st ed. p. 3065 2d od. p. 421,
# 1pt ed. pp. 307, 308 ; 2d ed. p. 421.
? 1st ed. p. 810; 2d ed., elightly altered, p. 425.
¢ 5th ed. vol. iii. pp. 13-20; 8th ed. pp. 372, 374,
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where wealth and population are stationary. In these circumstances,
the condition of the labourer depends partly on his own moral habits.
If in poverty he is content to propagate his poverty will be
his lot. But if he will not marry on such hdrd conditions, the mce
of labourers will decline, and wages will rise until the labomrer sgrees,
by marrying, to supply the market with labour.’t

This practically makes the will of the labourers with
regard to propagation the regulator of wages, and Buchanan
recognises the fact. In a sumimary of Malthus's doctrine he
58y8 :—

‘Where the labourer iz content; as in Chma, to propagate his
race at the expense of every comfort, population will increase “until

. poverty and wretchedness b the g 1 condition of the labour-
ing classes. But in a community of a different character, where the
hebits of the labourer are improved, he will not submit to marry and
rear a supply of labour on sunh hard conditions ; nnrl in these circum-

lation can never i soiara.sto inish the rate of
wagesbelowwhatm & y to maintain him in fort. The
labourer may thus be said to have the fixing of his own wages, be-
cause when the supply of food is stationery it will depend on lmnself
at what point to stop the supply of people.’?
- Here Buchanan is regarding the question from the side of
the ‘supply of labour, and treating the ‘demsnd for labour’
a3 a given quantity. Looking at the matter from the side of

demand, and trea.t.mg the supply as a given quantity, he
88—

*The price of labour, like that of every commodity which is bought

and sold, rises or falls with the demand ; s great or a small demand

- being invariably followed by high or low wages. -But the demand

itself is regulated by certain general causes, and particularly by the

state of the national stock ; which being the g great fund for the employ-

ment and support of labour, the demend will vary in proportion as
it increases or declines,’3

and again,

¢ A general scarcity of work can only be remedied by increasing the
funds for the sapport of industry ; and no plan which has not this
effact will in the least improve the labourer’s condition.’ ¢

% Ed.of the Wealth of Nations, vol. L p. 116,

* Ibid., vol. iv. (Observations), p. 47.

* Ibid., p. 42. e & 2bid., p. 63,
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In Mrs. Marcet's Conversations on Political Economy
(1816), turther approach is made towards what is now known
as the wage-fund theory, the theory that wages are deter-

. mined by the relative magnitude of the labouring population
and the whole or an ill-defined part of the capital of the
country :(— :

" ¢CaROLINE.—What is it that determines the rate of wages1
¢Mgs. B.—It depends upon the proportion which capital bears
to the labouring part of the population of the country.

¢ CAROLINE.—Or in other words, to [sic] the proportion which
subsistence bears to the number of people to be maintained by it 1.

‘Mgs, B.—Yes,'1"

Ricardo’s Essay on the Influence of ¢ Low Price of Corn
dn the Profits of Stock gives in an embryo form the theory
of wages which he afterwards elaborated in his Principles.
A fall in the real wages of labour, that is to say, a diminution
of the amount of necessaries, conveniences, and comforts
obtained by the labourer, he tells us, will raise profits, and

" the rise of profits resulting from such a fall of real wages
will be .
“more or less permanent according as the price from which wages fall
is more or less near that remuneration of labour which is necessary to
the actual subsist of the lab

‘The rise or fall of wages is common to all states of society,

hether it be the stationary, the advancing, or the retrograde state.
In the stationary state it is regulated wholly by the increase or ialhng
off of the population. In the advancing state it d ds on

the capital or the population advance a$ the more mpxd course. In
the retrograde etate it depends on whether population or capital
decrease with the greater rapidity.’2
«Experience demonstrates, he goes on to remark, ‘that
capital and population alternately take the lead, so that
\' fnothing can be positively laid down respecting profits, so
wages are concerned.’ Consequently he found it con-
vement & r the purposes of the Essay to assume that ‘ capital
and populatiB&n advance in the proper proportion so that the
real wages of 1aB%¢ 5y continue uniformly the same.’® In the
main this is obviously. . xthe supply and demand or populauon

‘11»111.118.-“-!-01"“  Forks, p. 370, % ltid., p. 372

~
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and capital theory, but a leaning towards the old subsistence
theory can be detected in the implied proposition that when
wages fall in consequence of capital increasing more slowly
than population, che fall will be ‘more or less permanent
according as the price from which wages fall is more or less
near that remuneration of labour which is necessary to the
actual subsistence of the labourer, Belief in the subsistence
theory appears still more clearly in the proposition that ‘the
sole effect of the progress of wealth on prices independently
of all improvements, either in agriculture or manufactures,
appears to be to raise the price of raw produce and of
labour, leaving all other commodities at their-original prices,
and to lower general profits in consequence of the general’
rise of wages.'! Ricardo bas made no effort to prove that
the effect of progress is to raise the price of labour or
money wages, but takes it for granted that every one knows
that what raises the price of raw produce will also raise the
_ price of labil:~.
We may say, then, that the thebry of the Essay is that
real wages depend on the comparative growth of population
and capital, and, or but (for it is mot very clear which con-
. *'nction we should use), are not affected by the variations in
the price of ra¥ produce which are caused by changes in the
difficulty of procuring the portion raised with the greatest
labour. =~ 777
Though Ricardo’s opinions with regard to wages did not
change between 1815 and 1817, it is clear that the form in
which he expresses them in the chapter ‘On Wages’ in the
Principles, was very much affected by the fact that in the
meantime he had read Torrens’s; Zssay on the Corn Trade.
In describing the variations to y& +h ‘the component parts
of natural price’ are liable, Torr'emk:zys —_— o
“In the first place, there is everywhe: a general and ordinary rate
of wages, which is determined by the circumstances and habits of the
country, and which it is found difficult permanently to alter. . . .
The circumstances and habits of living prevalent in England have
Jong determined that women in the labouring classes shall wear their
legs and feet covered, and eat wheaten bread with a portion of animal
food. Now, long before the rate of wages could be so reduced as to

¥ Worke, p. 371.
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compel women in this part of the United Kingdom to go with their
legs and feet uncovered, and to subsist upon potatoes, with, perhaps,
a little milk from which the butter had been taken, all the labouring
classes would be upon parochial aid, and the land in & great measurs
depopulated. Thus difficult would it be to effect such an alteration
in the rate of wages as would assimilate the real recompenss of labour
between the eastern and westem parta of the same kmgdom nt
‘The proper-way of regnrdmg la.bour is a8 a commodlty in the
market. It therefore has, as well as everything else, its market price
and its natural price. The market price of labour is regulated by the
proportion which, at any time and any place, may exist between the
demand and the supply; its natural price is governed by other laws,

and ists in such a quantity of the ies and comforts of life,
a8 from the nature of the climate and the habits of the country are
y to ,,“the“ , and to enable him to rear such a

family as may preserve in the market an undumnmhed supply of
labour.’ %

There is considerable vagueness about the phrase ‘an
undiminished supply of lsbour’ If the population of a
country has been stationary last year, ‘the supply of labour’
will continue undiminished this year if the population or
number of labourers remains the same this year as it was last
year. But suppose that last year, and in previous years, the
population or number of labourers increased 2 per cent.
Will the supply of labour then continue ‘undiminished” if
the population ceases to increase at all 7 or must it continue
to increase at the rate of 2 per cent per annum? Torrens,
oblivious of this question, goes on to say :—

¢ That the labourer must, usually, obtain for his work & sufficient
quantity of those things which the climate may render necessary to
proserve himself, and euch 8 family as may keep up the- supply of
labour to the demand, in healthful existence, is self-evident.’

Anything less self-evident it is difficult to conceive, Sup-
posing we grant that the labourer ‘must’ live, though we
‘ cannot see the necessity, why “must’ he be able to bring up
such a family as may keep the supply of labour up to the
demand for it? And what is keeping the supply up to the
demand? What Torrens is really endeavouring to say scems

! Pp. 57, 88, *p62
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to be that if the labourer does not get the wages to which he
is accustomed, he will adopt a course which will reduce the
supply of labour till wages rise to the level to which heis
accustomed, for he proceeds :—

* and when we consider that things not originally necessary to health-
ful existence often become so from use, and that men will be deterred
from marriage unless they have a prospact of rearing their families in
the mode of living to which they have been accustomed, it is obvious
that the labourer must obtain for his work, not only what the climate
msy render necessary, but what the habitd of the country, operating
a8 & second rature, may require.’

This natural price of lIabour varies, Torrens explains, with
different climates and different habits of living. The part of
‘the difference which depends upon differences of - climate is
unchangeable, and though ‘it is certain that a gradual
introduction of capital into Ireland, accompanied by such
a diffusion of instruction among the people as might glve a
prudential check to marriage, would raise the natural price
of labour to an equality with its price in England,’ -

“the part that is determined by the habits of living, and the prudential
check which may exist with respect to marriage, can be effected 2 only
by those ci t of prosperity or decay, and by those moral
causes of instruction and civilisation which are ever gradual in thei-
operation. The natural price of labour, therefore, though it varies
under different climates, and with the different stages of national
improvement, may, in any given time and place, be regarded as very
nearly stationary.
¢While the natural pnce of labour is thus steady, its market price,
83 has been already observed, fluctuates perpetually according to the
proportion between supply and demand. The price which labour
fetches in the market may often be considerably more and often con-
siderably less, than that which from the climate and habits of living
is. necessary to maintain the labomr and his family. But notwith-
t g these i the natural and the market price
of labonr have & mutual mﬂuenoa on’ each other, and cannot long be
separated. When the market price falls below the other, the labourer
no longer obtaining the quantity of ies which cli and
1P 63
? This ia not a mispring ior affected,’ Torrena has just before spoken

of alterations being effected, and is under the impresaion that the sabject of
the verb is “ alterations in the part,’ instead of *the part.’
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"habit render necessary to the healthful existence of himself and family;

deaths are increased ; while the increasing difficulty of maintaining a
family, i ing the prudential check on marriage, births are
diminished ; and thus, by a double operation, the level bet the
natural and the “market price of labour is restored. On the other
hand, if the market price should at any time be raised above the
natural, the increased comforts enjoyed by the labourer and his family
would diminish deaths, and by giving encouragement to marriage,
increase births, until by a double operation, the supply of- labour was
augmented and its market price brought back to that natural level
from which it can never permanently recede.’t

Ricardo, as he remarks in a note to the second edition of
his Prineiples, was of opinion that ‘ the whole of this subject
is most ably illustrated by Major Torrens.’? In the opening
paragraphs of his chapter on Wages, he follows Torrens very
closely, introducing, however, apparently unconsciously, an
important modification:—

¢ Labour, like all other ﬂnngs wlnch are purclmsed and aold., and
which may be i d or diminished in q y, has its natural and
ite market price. The natural price of labour is that price which is
necessary to enable the lab , one with another, to subsist, and to
" perpetuate their race without either increase or diminution.

‘The power of the lab to 6 himself and.the family
which may be necessary to keep up the number of labourers, does not
depend on the quantity of money wlnch he may recexve for wagee,
but on the quantity of food, ies, and
essential t0 him from habit which that money will purchase, The
natural pnce of la.bour, therefore, depends on the price of the food,

, and con quired for the support of the labot
and his ia.lmly With @ rise in the price of food and necessaries,
the matural price of labour will rise; with the fall in their price,
the natural ‘price of labour will fall.” *

§_The natural rate of wages, according to Torrens, ‘ consists
in such a quantity of the necessaries and comforts of life as
from the nature of the climate and the habits of the country,
are necessary to support the labourer and to enable him to
rear such & family as may preserve in the market an un-
diminished supply of labour.’) According to Ricardo, it is

1 Pp. 64-66, 2 P.91; 3d ed. in Works, p. 62
 1st od. pp 90, 91; 3d od. in Works, p. 50,




§2.] WAGES PER HEAD—RICARDO - 247

*the quantity of necessaries and conveniences become essential
to him from habit,’ * which is necessary to enable the labourers,
one with another, to subsist and to perpetuate their race
without either incresse or diminution. *To perpetuate their
race without either increase or diminution’ is a far plainer
phrase than ¢preserve in the market an undiminished supply
of labour” As soon as Torrens’s meaning became clear, his
natural wages turned ont to be nothing but ordinary or aver-
age wages, the wages to which the labourers are accustomed.
But Ricardo’s natural wages, though they are, what has
become essential to the labourer from habit, are also somet.hmg
more. They are the wages which will Just, and only just,
keep the population of lab 3 st C tly
while, according to Torrens, the natural and thd market Pprice
of labour ‘ecannot long be separated,’ ! according to Ricardo
they must be separated for the whole of the long period during:
which the population of a country may be increasing) ‘How-
ever much,’ he says, ‘ the market price of labour may deviate
from its natural price, it has, like commodities, a tendency to
conform to it’; when market wages are greater than natural -
wages, ‘ the condition of the labourer is flourishing and happy,’
and he can ‘rear a healthy and numerous family,’ so ‘the
number of labourers is increased,’ and ‘wages again fall to
their natural price, and indeed from a reaction sometimes fall
below it." When market wages are below natural wages, the
labourers’ condition is ‘most wretched’; ‘ poverty deprives
them of those comforts which custom renders absolute
necessaries, and ‘it is only after their privations have reduced
their number, or the demand for labour has increased, that
‘the labourer will have the moderate comforts which the
natural price of wages will afford” But

‘Notwithsn:md.ing -the tendency of wages to conform to their
natural rate, their market rate may, in an improving society, for an
indefinite period, be ly above it; for no eooner may the
impr'se which an increased capital gives to a new demand for labour
be obeyed, than another increase of capital may produce the same
effect ; and thus, if the increase of capital be gradual and constant,
the demand for labour may give a continued stimulus to an increase
of people.’?

} Above, p. 28, * lat od. . 93 ; 3d od. in Works, p. 5L
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. 8o Ricardo’s natural wages are not the customary wages
to which Torrens supposes the labourer to be obstinately
determined to adhere, but the wages which will just induce
the labourers to keep up the population to its existing level
and no more. Instead of being an average rate above and
below which market wages are continually fluctuating, they
are a minimum below which market wages cannot continue
for any length of time, though they may exceed it for an
indefinite period. The gloomy character which has always
been attributed to Ricardo’s theory of wages owes its origin
chiefly to the fact that he taught that though market wages
might long continue above this minimum, they have a
tendency to conform to it. The tendency was a tendency
downwards., He always regarded economic progress as a
thing which is started with a certain amount of energy, and
then gradually slackens in speed until it stops altogether.
Accumulation of capital, he thought, depends on the rate
of profit, the rate of profit depends on the productiveness of
the least productive agricultural labour, and this declines
with the progress of population. So

¢In the natural advance of society the wagea of labour will have a
tendency to fall, as far as they are regulated by supply and demand ;
for the supply of labourers will continue to increase at the same rate,
whilst the demand for them will increase at a slower rate. If, for
instance, wages were regulated by a yearly increase of capital at the
rate of 2 per cent, they would fall when it accumulated only at the
rate of 1% per cent. They would fall etill lower when it increased
only at the rate of 1 or § per cent, and would continue to do so
until the capital became stationary, when wages also would become
stationary, and be only sufficient to keep up the numbers of the
actual population.”

There is, however, no ground for the widespread belief
that the theory, as a theory, asserts in any way that the
natural rate must necessarily be very low. It does not

" contain any statement that the natural rate must be a bare
subsistence for the labourer and a very small family. For
anything it says to the contrary, commodities which are now
worth £100 a week might become * essential, from habit,’ and

1 Int od. pp. 102, 103; 3d od. in Works, p. 54
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necessary to keep up the number of labourers. For, Ricardo
explains,

Tt is not to be understood that{the natural price of wages, esti-
mated even in food and necessaries, absolutely fixed and constant,
It varies at different tunes in the same countty, end very materially -
differs in different ies.’) It ially depends 'on The habits
and customs of the people\” An English labourer would consider
his wages under their natural rate, ‘and too scanty to support'a
family, if they enabled him to purchase no other food than potatoes,
and to live in no better habitation than a mud cabin; yet these
mouderate demands of nature are often deemed sufficient in countries
where “ man’s life is cheap ¥ and his wants easily satisfied. Many of
the conveniences now enjoyed in an English cottage would have been
thought luxuries at an earlier period of our history.” !

If a change took place in the ‘habits and customs of
" the people; so that they should - ‘require £100 a week. instead
of £1 a week in order to keep up the population, this change
would counteract the tendency of wages to fall *in the natur
advance of society. - Population would not increase, and,
consequently, the benefit of suceessive ¢ improvements’ would
all be obtained by the labourers) There is in reality nothing
at all gloomy my the theory that the wages which will be
paid when population ceases to increase are the natural
wages to which market wages have a tendency to conform.
The population of every country must cease increasing
sooner or later, and the wages at present paid in the most
rapidly incressing populations must consequently have a
tendency to conform to what will be paid when the popula-
tion ceases to increase. The lmportant question is, What
determines the rate which will just keep the population
stationary 7 Ricardo, it is quite clear, supposed the rate to
be a very low one? but he does not seem to have given
any serious consideration to the question of what determines

! lst ed. p. 96 ; 3d ed. in Works, p. 52,

3 See, for example, 1t ed. pp. 8, 8; 3d ed. in Worka, p.- 12, ‘In the
same country double the quantity of ln.bolu' may be required to produce a
given quantity of food and recessaries at one time.that may be necessary ab
nnother and a distant time ; yet the labourer’s reward may possibly be very
littlo diminished. 1If the lak ’s wages st the former period were & certain
quantity of food and necensaries, he probably could not have subsisted if that
quantity had been reduced.’
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it. To say that it is determined by ‘ habits and customs’ is
no contribution to knowledge,

After having taken the trouble to define and explain
‘market’ wages and ‘ natural ’ wages, Ricardo makes no use
of the distinction. He finds the unqualified term °wages,
or ‘the price of labour, sufficient for all his purposes. The
remainder of his teaching with regard to real wages is of
a negative rather than a positive character, as it consists
of an eager and strenuons endeavour to show that when the.
food of the labourer rises in price, either in consequence of
increasing difficulty of production or taxation, and also when

. wages are taxed directly, money wages will rise sufficiently
to prevent the labourer’s real wages from being affected.

In the chapter on Wages he says that, in spite of the
tendency of real wages to fall in the natural advance of
society, money wages will rise when necessaries rise in price,
because if they did not “the labourer would be doubly affected,
and would be soon totally deprived of subsistence’! Most,
if for some unexplained. reason not quite all, of the addi-
tional expense is borne by the capitalist, who has to pay
higher money wages. Ricardo supposes, by way of example,
that the labourer's wages are £24 per annutn, balf of which
is expended on wheat, and then gives a kind of scale in
which the £24 rises to £24 14s, £25 10s, £26 8s, and
£27 8s. 6d., when the price of wheat rises from £4 a quarter
to £4 4s. 8d,, £4 10s, £4 16s, and £5 2s, 104, so as to
enable the labourer always to buy three quarters of wheat
and twelve pounds’ worth of other things, In the chapter
*On Profits’ it is assumed as an axiom that money wages
will rise in this way, except in one place where Ricardo is
seized with sudden roisgiving :—

It may be said that T have taken it for granted that money
wages would rise with a rise in the price of raw produce, but that this
is by no means a necessary consequence, as the labourer may be cou-
tented with fewer enjoyments. It is true that the wages of labour
may previcusly bave been at a high level, and that they may bear
some reduction. If so, the fall of profits will be checked ; but it is
impossible to copeeive that the money price of wages should fall or
remain stationary with a gradually increasing price of mecessaries ;

+ 1nt od\p. 1035 3d od. in Works, pp. 54, 56.
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- and therefore it may be taken for granted that under ordinary cir-
cumstances no permanent rise takes place in the price of mneces-
saries without occasioning or having been preceded by a rise in
wages'd -

It may well be doubted whether an objector clothed in
flesh and blood would be satisfied with Ricardo’s bold asser-
tion that “it is impossible to conceive’ what he, the objector,
had himself conceived. In the chapter on ‘Taxes on Raw
Produce,’ Ricardo tries to show that & tax on raw produce

_ and on the necessaries of the labourer would raise not only

the price of raw produce.and necessaries, but a.lso money

wages :—

¢From the effect of the prmcxple of populntlon ‘on the increase

of mankind, wages of the lowest kind never continue much above
that rate which nature and habit demand for the support of the
labourers. This class is never able to bear any considerable portion .
of taxation ; and quently if they had to pay 8s. per quarter
in sddition for wheat, and in some smaller proportion for other
necessaries, they would not be able to subsist on the same wages
aa before, and to Eeep up the race of labourers. Wages would
inevitably and necessarily rise.’?

¢ Keep up the race of labourers’ is probnbly to be taken
in the vague sense of Torrens’s ‘preserve in the market
an undiminished supply of labour, rather than in the de-
finite sense of Ricardo’s own ‘ perpetuate their race without
either increase or diminution,’ but in any case his meaning
clearly is that -the dearness of wheat would act as a new
check on the growth of population if money wages did not
rise to compensate the labourer for the rise of the price of
necessaries. He sees that among other things it may “be
objected against such a tax’ ‘that there would be a con-
siderable interval between the rise in the price of corn and
the rise of wages, during which much distress would be ex-
perienced by the labourer” To this objection he answers,

‘that under different circumstances wages follow the price of raw
produce with very different degreea of celerity; that in some cases
no effect whatever is produced on wages by a rise of corn ; in others

1 st ed. p. 129 ; 3d ed. in Works, p. 65.
3 1at ed. p. 199; 3d od. In Forks, p. 05.
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‘the rise of wages precedes the rise of corn ; sgain, in some the effect
is slow, and in others the intérval must be very short.’

Certainly a rise of wages would have to ‘follow’ the
pnce of raw produce with considerable ‘celerity’ in order to
“ precede” it !

‘Those who maintain that it is the price of necessaries which
regulates the price of labour, elways allowing for the particular state
of progression in which the society may be, seem to have conceded
too readily that & rise or fall in the price of necessaries will be
very slowly succeeded by & rise or fall of wages.’!

A high price of provisions, he thinks, may arise from
four different causes. The second of these causes, which is
the only one that concerns us here, is * a gradually increasing
demand, which may be ultimately attended with an increased
cost of production’ :— -

. “When a high price of corn is the effect of an increasing demand
it is always preceded by an increase of wages, for demand cannot in-
crease without ar” increase of means in the people to pay for that
which they desire, An accumulation of capital naturally produces an
increased competition among the employers of labour, and a conse-
quent rise in its price. e increased wages are not immediately
expended on food, but first made to contribute to the other
enjoyments of the labourer, His improved condition, however, in-
. duces and enables him to marry, and then the demand for food for
the enpport of his family naturally supersedes that of those other
enjoyments on which his wages were temporarily expended. Corn
rises, then, b the d d for it i , b thero are
those in the society who have improved means of paying for it; and
the profits of the farmer will be raised above the general level of
profita till the requisite quantity of capital has been employed on its
production. Whether, after this has taken place, corn shall again
fall to its former price or shall continue permanently higher, will
depend on the quality of the land from which the increased quantity
_of corn has been supplied. If it be obtained from land of the same
fertility as that which was last in cultivation, and with no greater
«cost of labour, the price will fall to ita former state ; if from poorer
land, it will continue penmmently higher. The high wages in the
ﬁrst instance proceeded from an increase in the demand for labour :
h as it ged marriage and supported children, it

1 Jat od. pp. 202, 203; 3d ed. in Worke, p. 94
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produced the effect of increasing the supply of labour. But when the
supply is obtained, wages will again fall to their former price if corn
has fallen to its former price rto a higher than the former price if
the increased supply of corn has been produced from land of an inferior
quality.’1 L '

_ Ricardo seems here to have quite abandoned the theory
of the chapter on Wages and the chapter on Profits, that
money wages will be raised by the rise in the price of pro-
visions in spite of the tendency of wages to fall in the
‘natural advance of society, ‘as far as they are regulated by
supply and demand.’? The idea of the passage is that the
rise of money wages which *follows, or rather is connected
with, a rise of the price of provisions, can only be produced

"by ‘an sccumulation of capital,” and that all that the rise
. of the price of provisions does is to maintain the rise of .
money wages thus gained. In other words,in order to allow
- the rise of money wages to take place, wages, ‘as far as they
" are regulated by supply and demand, must rise and not
fall. But the new theory is even more unsatisfactory than
the old. It depends entirely on the proposition laid down in
the first sentence, ‘When & high price of com '—Ricardo
really means a rise in the price of corn—! is the effect of an”
increasing derhand, it is always preceded by an increase of
wages, for demand cannot increase, without an increase of
means in the people to pay for that which they desire” It is
difficult to conceive how a member of the Stock Exchange, to
say nothing of an economist, could have committed himself
to 80 baseless an assertion as that contained in the second clause
of the sentence. We can scarcely doubt that Ricardo would
have admitted that a hard frost increases the demand for
water-pipes, without increasing the means of the people to
pay for them. I is true, of course, that all that is necessary
for his immediate argument is that the demand for corn
should not be able to increase without an increase of the

-} lnt ed. pp. 205, 206 ; 3d od in Works, pp. 95, 96.

* Iu the chapter On Profits,’ 1at ed. p. 133, 3d ed. in Works, p. 66, he
speaks distinctly of *the rise of wages produced by the rise of necessaries.’
To introduce there the ides that the rise of wages is not produced but only
maintained by the rise of the price of necessaries would play havoc with the
argument of the whole chapter,
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people’s means of paying for it. This, however, is only a
little less untrue than the more general proposition. When
the population is stationary, the demand for corn is not
likely to increase without an increase of the people’s means
of paying for it. But when the population is increasing, the
demand for corn naturally increases without any increase in
the people’s means, and even when the people’s means are
decreasing. The demand for corn will surely be increased
when there is an increase in the number of persons to be fed
if wages are equal to what they were before, and even if they
are a little less than before. Ricardo’s proposition, therefore,
that *when a high price of corn is the effect of an increasing
demand, it is always preceded by an increase of wages,’ is only
true when he starts, so to speak, from a condition of things
in which population is stationary) In the next sentence he
seeros to assumne that this is the case, He speaks of ‘an
accumulation of capital raising wages,” whereas when popu-
lation is increasing, according to his own system, an accumu-
lation of capital more rapid than the increase of population
is required in order to raise wages. Too much stress must
not, however, be laid upon this, since in the next sentence but
one he speaks of the rise of wages inducing and enabling the
labourer to marry, whereas even when population is stationary
¢the labourer, or some of him, is induced and emabled to
“marry. As to the connection bétween a rise in the price of
provisions and a rise of money wages when population is
already increasing, the passage tells us nothing at all
When Ricardo wrote the chapter on Taxes on Wages
he had referred to Buchanan, and found that he, at any rate,
flatly denied that wages vary with the price of provisions,
except, perhaps, when the labourer is ‘reduced to a bare
allowance of necessaries,” when he would ¢suffer no further
abatement of his wages, as he could not on such conditions
continue his race.’? ¢ The high price of provisions,’ Buchanan

had urged, o
. *is g certain indication of a deficient supply, and arises in the natural
course of things for the purpose of ding the pti A

smaller supply of food shared among the same number of consumers

} Ed. of Wealth of Nations, vol. iii. p. 338.
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will evidently leave & smaller portion to each, and the labourer must
bear his share of the common want, Todmtn'buiethmburden“
equally, and to pr the lab from
mﬁ-eelyasbefom,ﬂxepneenm Buﬁwag&,xtseema,mustnse
alongmth1t,thathemayshﬂmthemmethtyufsm
commodity ; and thus nature is rep g her own
purposes—first raizing the price of foodtod.lmmmhﬂ:eeonsumphon,
and afterwards raising wages o give the labourer the same supply
a3 before.’ 2

To this Ricardo answers that deficient supply is not the
sole cause of a hlgh price of provisions. ‘ We are,’ he says,
‘by no meanS warranted in luding, as Mr. Buch
appears to do, that there may not be an sbundant supply
with a high price’ The natural price of commodities, he
continues, is determined by facility of production.” Then,
apparently failing to distinguish between a large aggregsate
amount of food and & la.rgeg-r.nount per head, he remarks :—

¢ Although the lands which are now taken into cultivation are
much inferior to the lands in eultivation three centuries ago, and
therefore the difficulty of production is increased, who can entertain
any doubt but that the quantity produced now very far exceeds the
quantity then produced? Not only is a high price compatible with
an increased supply, but it rarely fails to accompany it. If then, in
consequence of taxation or of difficulty of production, the price of pro-
visions be raised, and the quantity be not diminished, the money
wages of labour will rise, for, as Mr. Buchanan has justly observed,
“the wages of labour consist not in money, but in what money pur-
chases, namely, provisions and other necessaries; and the allowance
of the labourer out of the common stock will always be in proportion
to the supply.”’?

Of course Buchanan’s case is that in consequence of dif-
ficulty of production the quantity of provisions per capita’
would be diminished, and the money wages of labour wonld

- mot rise, so that ¢ the allowance of the labourer out of the

" eommon stock ’ would be less, although it would still be “in
proportion to the supply.’ Noy ing that Ricardo has said
here is at all incompatible with it. Lmmediately after this
passage, however, Ricardo discloses that his reason, or one of -

1 Qbservations, pp. 59, 60.
? 1st ed. pp. 269, 290; 3d od. in Wnrh,pp. 130, 131.

1
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his reasons, for thinking that money wages must rise to the
full amount of & ‘tax on wages,’ which he regards much in
the same light as *difficulty of produection, is that & certain
amount of commodities must be given to the labourers in
order to call forth the population which will, in Malthus's
vague words, which he quotes with approval, satisfy ‘ the wants
of the society respecting population’l—a certain amount
of commodities ¢will be just sufficient to support the popula-
tion which at that time the state of the funds for the main-
tenance of labour requires’ ;—

¢Suppose,’ he says, ‘the circumstances of the country to be such,
that the lowest labourers are not only called upon to continue their
race, but to increase it ; their wages would have been regulated accord-
- ingly. -Can they multiply [in the degree required] if a tax takes
from them a part of their wages, and reduces them to bare neces-
saries 1’3

‘Bare necessaries’ must presumably be taken to mean
necessaries for themselves as bachelors, and not as fathers of
numerous families, otherwise it would be clear that they could
multiply in any physically possible degree, though there
might be a question as to whether they would. If the tax
takes from them a part of their wages without reducing them
to bare necessaries thus defined, there Seeing 1o reason why
the answer * Yes’ should not-be returned to the question of the
first edition, * Can they multiply 2’ The question, ‘ Can they
multiply in the degree required 7 must be met by the ques-
tion, ‘ Required by what 2’ Ricardo answers, ‘ By the state of
the funds for the maintenance of labour,’ but instead of ex-
plmnmg how the funds for the maintenance of labour can be
said to ‘require’ a certain population, he goes on to explain
that the imposition of a tax on wages will not alter the amount
of these funds.

Ricardo’s general position, with regard at any rate to the
effects of increasing prices of food upon money wages, is a per-
fectly logical one. If the real wages of labour are determined
directly by the proportion between labourers and real capital,

1 Malthus, Essay, 2d. ed. p. 406 ; 8th ed. p. 301.

9 it od p. 203; 2d ed. p. 265 ; 3d ed. in Works, p. 132 The words in
bracketa were ndded and “would be’ waa substituted for ¢ would have been’
in the third odlt.inn.
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they obviously ought not to be directly affected by other cir- -

cumstances, such as increasing difficulty in the production of
food,. The fact that he fails so completely to prove that
money wages must rise so as to leave real wages unaffected
when the price of food rises, is due to the fact that real wages
are not determined by the proportion between labourers and
capital,

PMalthus thought that Ricardo had not realised that wa.ges
always depend on the prudential habits of the labourers with
regard to propagation. As was patural in the suthor of the
Essay on Population, he wished these habits to be regarded
as the prime regulator of wages, not only when wages are at
& low and rather unusual level, but at all times :—

¢ Mr. Ricardo,’ he gays, ‘has defined the natural prica of labour to

be "that pnee which is necessary to enable the labourers one with

to ist, and to perpetuate their race, without either iricrease
or diminution.” Thm pnce I should really be disposed to call a most
tural price ; in a natuxal state of things, that is, without

great impediments to the progress of wealth and population, such a
prics could not generally occur for hundreds of years. But if this
price be really rare, and, in an ordinary state of things, at so great a
distance in point of time, it must evidently lead to great errors to
consider the market prices of labour as only temporary deviations
sbove and below that fixed price to which they will very soon
return,’3

He himself would define the natural or necessary price of
labour as ‘ that price which in the actual circumstances of the
society is necessary to occasion an average supply of labourers
sufficient to meet the average demand, and by this rather
cloudy phrase he seems to mean nothing more or less than
the actual wages which are peid in-a year not marked by any
exceptional circumstances, He rejects entirely the idea of a
rigid level of wages, whether fixed by the amount physically
necessary for subsistence or by the amount which unexplain.
able “habit’ renders indispensable:—

¢ The condition of the labouring classes of society must evidently
depend partly upon the rate at which the resources of the country and
the demand for labour are increasing, and partly on the habits of the
people in respect to their food, clothing, and lodging.

1 Political Economy, p. 247.
B .
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‘If the habits of the people were to remain fized, the power of
marrying early, and of supporting a large family, would depend upon
the rate at which the resources of the country and the demand for
labour were increasing. And if the resources of the country were to
remain fixed, the comforta of the Jower classes of socxety would depend
upon their habits, or the t of those ries and con
without which they would not consent to keep up their numbera.

¢It rarely happens, however, that either of them remain fixed for
any great length of time together.?

Unlike Ricardo, Malthus devotes some attention to the
causes which make the habits of the people different at dif-
ferent times and places. ‘The question,’ however, he says, ¢in-

“volves so many considerations that a satisfactory solution of
it is hardly to.be expected* Much depends upon climate
and soil, but moral causes, such as despotism, oppression, and
ignorance on the one hand, and ‘civil and political Liberty
and education’ on the other, occasion differences in the
amounts on which the labourer will be ready to bring up a
family. Moreover, and here Malthus takes a long step to-
wards the abandonment of the remains of the subsistence
theory, the habits of the people are very generally affected
by the amount of wages actually received :—

‘ When the resonrces of & country are rapidly increasing, and the
labourer commands a large portion of necessaries, it is to be expected
that if he has the opportunity of exchanging his superflucus food for
conveniences and comforts, he will acquire a taste for these conveni-
ences, and his habita will' be formed accordingly. On the other hand,
it generally happens that when the resources of & country become
nearly stationary, such habits, if they ever have existed, are found to
give way ; and, before the population comes tv a stop, the standard
of comfory; is essentially lowered.' ®

As to the way in which ‘rapidly i mcreasmg resources’
raise wages, Malthus has nothing of much importance to say.
The demand for labour, he thinks, is regulated by *the rate
at which the whole value of the capital and revenuse of the
country increases annually; because, the faster the value of the
annual produce incresses, the greater will be the power of
purchasing fresh labour, and the more will be wanted every

1 Politioal Economy, p. 248. ¥ Ibid., p. 250.  ? Ibid., pp. 248, 249.
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year'! To Barton’s attempt to impugn the doetrine that
" demand for labour depends on the increase of capital by show:

ing that an increase of fixed capital does mot imply an in-
creased demand for labour? Malthus has two answers. First,
if the labour displaced by the introduction of the fixed capital
cannot be employed elsewhere, the increase of fixed capital
*diminishes the value of the annual produce, and retards the
increase of the capital and revenue taken together, so that
eapital is not increased, and the doctrine remains intact.
Becondly, in general ‘the use of fixed capital is extremely
favcurable to the abundance of circulating capital’® This he
seems to think is proved when he has shown that the use of
fixed capital is favourable to the abundance of produce. He
concludes his whole inquiry with these words:—

*It is of the utmost importance always to bear in mind that a -
great command over the necessaries of life may be effected in two
ways, either by rapidly increasing resources, or by the pradential
habits of the labcuring classes; and that as rapidly increasing re-
sonrces are neither in the power of the poor to effect, nor can in the
nature of things be permanent, the great resource of the labouring
classes for their happiness must be in those prudential babits which,
i properly exemsed, are enpn.ble of securing to the labourer a fair
prop ies and i of life from the earliest
stage to the laeest." .

Though James Mill has the reputation of having been t.he
most purely ‘ abstract’ of the abstract school,’ the section of
his chapter on Distribution yhich treats of wages consists for
the most part of & discussion of various ineans of raising
wages. ) The causes which determine the magnitude of per
tapita wages are very cursorily dismissed in the first part of
the section under the heading, ‘ That the rate of wages depends
on the proportion between Population and Employment, in
other words, Capital’{The dependence of wages on the pro-
portion between population and capital is, it seems, a very
simple affair. | If the number of labourers increases, while the
quantity of cdpital or of ‘requisites for the employment of
labour, that is, of food, tools, and material’ remains the same,

* Political Economy, p. 261. * Above, pp. 114, 115.

, e 261,
¢ Itid., p. 291. 'l‘he Malthus of 1820 was a far more oheerfal person thm
$he Malthus of 1708,
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some of the labourers will be ‘in danger of being left out of
employment.’ Each of them is therefore obliged to offer to
work for a smaller reward :—

“If we suppose, on the other hand, that the quantity of eapital
has increased, while the number of labourers remains the sams, the
effect will be reversed, The capitalists. have a greater quantity than
before of the means of employment ; of capital, in short, from which

" they wish to derive advantage. To derive this advantage they must
have more labourers than before, These labourers are all employed
with other masters : to obtain thiem they also have but one resource—to
offer higher wages. But the masters by whom the labourera are now
employed arein the same predxcament, and will, of coursg, offer hxgher

" wages to induce them to remain. This is idable,
and the necessary effect of it is a rise of wngea.’ 1

He arrives at this conclusion :—

¢ Universally, then, we may affirm, other things remaining the
same, that if the ratio which capital and population bear to one another
remains the same, wages will remain the same ; if the ratio which
capital bears to population increases, wages will rise; if the ratio
which population bears to capital increases, wages will fall."'\ .

The insertion of the proviso, ‘ other things remaining the

e, is truly astonishing) iThere is nothing about other
things remaining the same‘ip the proposition in italics at the
head of the sub-section, and Pill does mot make the smallest
attempt to explain what happens when other things do not
‘remain the same.) Regardless of other things, he proceeds to
argue that -

*If it were the natural tendency of capital to increase faster than
population, there would be no difficulty in preserving s prosperous
condition of thp people. Ii, on the othet hand, it were the natnral
tendency of popul to i faster than capital, the dxﬂicnlty
would be very great. There would be a perpetual tendency in wages
to fall  The fall of wages would produce a greater and greater degres
of poverty among the people, attended with its inevitable consequences
—misery and vice  As poverty and its consequent misery increased,
mortality would also increase. Of a numerous family born, a certain
number only would, from want of the means of well-being, be reared.
By whatever proportion the population tended to i faster than

3 Elements, Isted. p. 27; 3d ed. p. 43. T lIsted. p. 28; Bd od p. 44
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upihl,mdlnpmpwﬁmdtbmwho'emboﬁwoum die; the
ratio of increase in capital and population would thence remain the
same, and wages would cease to fall.”

Though he does not expressly state it, James Mill seems
to mean by this that when the natural tendency of population
to increase faster than capital has worked in a normal manner,
and had time to mske itself felt, wages will fall to a level .
which will only afford the means of rearing a family which is
not ‘numerons.” {* That population has a tendency to increase
faster than -capital has, in most places, actuslly increased, is
proved incontestably, he believes, by the fact that *in almost_
all countries the condition of the great body of the people is
poor and miserabla’? } If capital had increased faster than
population, wages wolild, he says, have risen (he has never
proved that they had not risen), and the labourer would have
been “in s state of affinence” For fear, however, that some
ono may attribute the lowness of wages to some obstacle _
which has prevented capital ‘ from increasing so fast as it has
a tendency to increase,’ he undertakes the formal “Proof of
the. tendency of population to increase rapidly, and the
_ “Proof that capital has a less tendency than population to

increase rapidly.’ { To prove that population has a tendency
to increase rapidijp-he explains\in terms which some would
consider scarcely fitted for the “school book * which he fondly
imagined himself to be writing?{that the fecundity of the
bumsn race, when fully exercised in. favourable circum-
stances, is much more than sufficient to counterbalance
ordinary mortality, so that population has ‘such a tendency to
increase as would enable it to double itself in a small number
of years'*") (To prove ‘that capital has a less tendency than
population W increase rapidly,yhe beging by showing (that
“the disposition in mankind to &ve,’ is ‘5o weak in almost all
the situations in which human beings have ever been placed,’
as to make the increase of capital ‘slow.’®) But rapidity or
slowness is & question of degree, so that it is not very con-
vincing to say that capital must have a less tendency to

! Elements, 1st od pp. 28, 20 ; 3d od. pp. 4, 45.
Yleted p. 29; 3d ed p. 45. 3 See his Preface.
¢ Ist od. pp. 30-34; 3d ed. pp. 46-50. ® lated p 35; 3ded p 5L
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increase rapidly than population because the possible increase
of population may be described by the term ‘rapid,’ and the
increase of capital by the term “slow.” It is, therefore, rather
a relief to the reader to find that ‘the proof that it is the
tendency of population to increase faster than capital does
not depend upon this foundation, strong as it-is’ It depends
on the fact that

‘The tendency of population. to i , what it may be,
greater or less, is at any rate an equable tendency. At what rate
soever it has increased at any one time, it may be expected to increase
at an equal mate if placed in equally favourable circumstances, at any
other time. The case with capital is the reverse. As capital continues
to accumulate, the difficulty of i ing it b gradually greater
and greater, till, finally, i b impracticable.”

This is a consequence of the general rule of diminishing
returns :—

¢ Whether, after land of superior guality has been exhausted,
capital is applied to new land of inferior quality, or in successive
doses with diminished returns upon the same land, the produce of it
is continually diminishing in proportion to its increase. If the
return to eapital is, h y inually d ing, the annual fund
from which savings are made is continually diminishing The
difficulty of making savings is thus continually augmented, and at
last they must totally cease.’ !

As there is no such thing s a general rule of diminishing
returns, we need not stop to inquire whether & diminution of
the return not'to the whole capital, but to & given quantity
or unit of ‘capital, necessarily means a diminution of the
whole annual fund from which savings are made.

Proceeding, James Mill argues that ‘forcible means
employed to make capital increase faster than its natural
tendency would not produce desirable eﬂ'ect.s,ﬁand[when he
has proved this, and alleged that it is not desirable that
population should increase beyond that degree of density
which affords *in perfection the benefits of social intercourse
'and of combined labour,“}he concludes :—

¢The precise problem, therefore, is to find the means of Lmiting
births to that number which is necessary to keep up the population

} Elements, pp. 4], 42; 3d ol. p 56
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without increasing it. Were that accomplished while the return to
capital from the land was yet high, the reward of the labourer would be
ample, and a large surplus would still remain.’1

Quite unconsciously reducing his theory to the absurd, he
adds that the limitation of the number of births, if limitation
were possible, might be carried so far as to * raise the condition
of the labourer to any state of comfort and enjoyment which
may be desired’2. Any state whjch may be desired ! :

In his Eneyclopeedia articlel M<Culloch had nothing to
say about wages per head, except“that ‘the labourer cannot
work if he is not supplied with the means of subsistence.’)

\ But in the book into which he expanded his article, he
definitely put the supply and demand theory into the
arithmetical form appropriste to the wagefund theory.\
That wages rise when capital increases faster than population,”
and fall when population increases faster than capital, had
become a commonplace. That the rate of wages depends on
the proportion between the labouring population and capital,
had been laid down in Mrs. Marcet’s Conversations* But
it was reserved for M‘Culloch to give definiteness and rigidity
to Mrs. Marcet’s doctrine by illustrating it with an arith-
metical example :— .

“The capacity of a country to support and employ labourers,” he asked
his readers to believe, ‘is in no degree dependent on advantag
ness of situation, richness of soil, or extent of territory. These,

doubtedly, are ci of very great importance, and must
have a powerful influence in determining the rate at which a people
advances in the career of wealth and civilisation. But it is obviously
Bot on these circumstances, but on the actual amount of the accumu-
lated produce of previous labour, or of capital, devoted to the payment
of wages, in the possession of a country at any given period, that ita
power of supporting and employing labourers must wholly depend.
A fertils soil affords the means of rapidly increasing capital ; but that
iz all. Before this soil can be cultivated, capital must be provided
for the support of the labourers employed upon it, just as it must be
provided for the support of those engaged in manufactures, or in any
other department of industry.

_*It is & necessary consequence of this principle that the amount

‘E’lemem:,p.b 3d ed. p. 65. 1 1ot od. p. 53; 32 od. p. 87,

s mdopadmanmma.mea.nppxemt,whs. pt. L p. 270 a.
¢ Above, p. 242
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of subsistence falling to each labourer, or the rate of wages, must
depend on the proportion which the whole capital bears to the whole
amount of the labouring population. . . . .

¢To illustrate this principle, let us suppose that the capital of &
country appropriated to the payment of wages would, if reduced to
the standard of wheat, form a mass of 10,000,000 quarters: If the
number of labourers in that country were two millions, it is evident
that the wages of each, reducing them all to the same common
standard, would be five quarters.’?

He endeavours to illustrate or support the proposition
that * the well-being and comfort of the labouring classes are
especially dependent on the relation which their incresse
bears to the increase of the capital which is to feed and
employ them,'* by comparing the growth of population and
capital and the condition of the people in England and Ireland.
The Irish population had increased faster than the English
population, and the Irish capital had increased slower than
the English capital. The Irish suffered from want and were

miserable, )
“And hence the obvious and undeniable inference, that in the
event of the population having i d less rapidly than it has done,

there would have been fewer individuals soliciting employment, and
that consequently the rate of wages would have been proportionally
higher. . . .". It is obvious too, that the low and degraded condition
into which the people of Ireland are mow sunk is the condition to
which every people must be reduced whose b i for any
iderable period, to i faster than the means of providing for
their comfortable and decent subsistence ; and such will most assuredly
be the case in every old settled country in which the principle of
increase is not powerfully counteracted by the operation of moral
int, or by the ise of a proper degree of prudence and fore-
thought in the formation of imonial tions,’$

This is open to the same objection as James Mill's argu-
ment that population has a tendency to increase faster than
capital, because otherwise wages would have risen. M‘Culloch
entirely forgets to show that there had been any absolute
deterioration in the condition of the Irish labourers, or even
any deterioration as compared with the English labourers,

¥ Principles, 1st od., 1825, pp. 327, 328; 24 ed. 1830, pp. 877, 878.
8 [bid., Iat ed. pp. 328, 829, $ Itid., p. 335
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Of an upper limit, above which no reduction of population
or increase of capital can raise wages&M'ClﬂlochJike James
Mill, says nothing, but he gnovides a lower limit, below which
wages cannot fall, in the shape of a ‘natural or necessary rate,
of wages.’ ' This is * the cost of producing labour,’ which, ‘like
that of producing all other articles brought to market, must

. be paid by the purchasers’ The cost seems at first to be a

quantity of food and other articles sufficient for the support -
of the labourers and “their families,’!") .

If they did not obtain this supply, they would be left destitute;
and disease and death would inue to thin the population until the
reduced number bore such & proportion to the national capital as
would enable them to obtain the means of subsistence.’?

But, it i8 soon explained that ‘moral restraint’ may and
does keep down the population, so that -the natural or
necessary rate of wages is higher than what is requisite
to furnish a bare subsistence. Mo;eover,(M‘Culloch follows
Malthus's Political Economy by saying that moral restraint
may be itself increased by changes of habit which have been
brought about by increases of wages caused by increases.of
capital )

{ M‘Cu)lloch's wage-fund theory was refuted in the very next
year by Sir Edward West in his Price of Corn and Wages of
Labour. ) Answering the contention of those who asserted
that government could not add to the demand for labour,
‘West says —

*1f the capital for the support of labourers were of 4 given amount,”
and that amount were necessarily laid out upon the labouring popu-
lation in the course of the year, it could make no difference in the
demand for labour or emount of wages by whom it were expended ;

hether by gov t upon mnprodactive p , such as soldi
or gailors ; or by individuals upon productive labourers; the whole
population would get the whole of this capital within the year, and
they could not have more.’ 3

This he does not believe to be the case :—

What,” he asks, *waa the effect of the immense subscriptions and
parish donations and i d all , during the periods of

* Principles, pp. 334, 335, * Ibid., p. 336, TP 83
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scarcity of the last thirty-five yearst Is it not admitted thet the
effect of them was to increase the money means of the labouring poor,
and to raise the price of corn to & much higher point than it would
otherwise have attained? Does it not follow that a larger or smaller
t of the p iary means or p iary capital of 8 country may
be expended on the labouring popnlation’ 1
( The demand for labour does not, he concludes, depend
solely on the rate of the increase of the wealth or capital of a
country. kA brisk state of trade may double wages without
any increase of capital :— 9

¢The employer of capital and labour employs, we will say, ten
men, who produce the article upon which their Isbour is expended in
two months, and he is enabled to sell it immediately, and thus replace
his capital with a profit.. Now, suppose these ten men fo do double

. work a day at the same rate of wages for the work; their wages by

the day will be doubled ; the article will be produced in one month,
that is, in half the time, with the same profit upon the capital ex-
pended, that is, with double profit, for profit being the gain upon

" capital in & given period, increased rapidity of the returns will have

the same effect a8 i d rate of production.’3

‘West was not alone in refusing to accept the wage-fund .
theory) { Mountifort Longﬁeld,)in his Dublin Jectures, which
were published in 1834, ignores altogether the doctrine that
wages depend on the proportion between capital and popula-
tion. | Wages, he says, depend upon the relation between the
supply of labourers and the demand for them, snd ‘the
supply consists of the present existing race of labourers.’ 37
But instend of saying that the demand for them depends on
the magnitude of the country’s capital, he says that it ‘is
caused by the utility or value of the work which they are
capable of performing. . . . The wages of the great mass of
Iabourers must be paid out of the produce, or the price of
the produce, of their labour’¢) Leaving ‘capital’ out of
account altogether, he puts forward a produce theory :—

¢The real wages of the labourer, that is, his command of the
necessaries and comforts of life, will depend entirely on the rate of

1 P. B5. ¢ Pp. 86, 87.

8 Lectures on Political Ecomomy, delivered in Trinity and Michasimas
Terms 1833, by Mountifort Longfield, LL.D., 1834, p. 208.

¢ tbid., p. 210,
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profits n.ud on the efficiency of labour in prodncmg those articles on
which the wages of labour are usually expended.’?

He makes a great mistake in assuming, on the st.rength
of examples in which fixed capital is omitted, that the deduc-
tion per head of labourers for profit is indicated by the rate
of profit, and he scarcely attempts to show that increased
efficiency in producing articles not bought by labourers does
not increase wages, but this theory shows a great advance on
that of James Mill, Ricardo, and M‘Culloch.

Three years before Longfield’s lectures Senior had begun
to construct a produce theory.) In his Lectures on the Rate
of Wages, delivered before the University of Ozford in Easter
Term 18302 he said that if it were assumed that every labour-
ing family-consists of the same number of persons, exerting
the same degree of industry, the ‘proximate cause’ which -
decides the quantity and quality of the commodities ob-
tained by a labouring family in the course of a year would be
obvious :—

¢ The quantity and quality of the commodities obtained by each
labouring family during a year must depend on the quantity snd
quality of the commodities dircctly or mdu'ectly nppropmted during
the year to the use of the lsbouri pared with the
number of labouring families (mcludmg under that term all those
who depend on their own labour for subsistence) ; or, to speak more
concisely, on the extent of the fund for the maintenance of labourers,
d with the ber of lab to be maintained.’$ ’

This proposition at first sight seems to be identical with
MCulloch’s proposition that wages depend on the proportion
between the number of labourers and the amount of eapital
‘devoted to the payment of wages. )‘ {But in M‘Culloch the
smount 6of commodities *devoted *was determined entirely
by previous accumulation, and had nothing to do with the
productiveness of industry, pvhereas Senior not only says
nothing about capital and accimulation, but declares in his
preface that  the principal means by which the fund for the
maintenance of labourers can be increased is by increasing |

* Lectures on Political Economy, p. 212, 3 Published in the same year.
A * Above, p. 203
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the productiveness of labour.’! ) In his Political Economy he
is more exact, and makes tHe quantity and quality of the
commodities appropriated to the use of the labouring popula-
tion, compared with the number of labouring families, depend,
‘in the first place, on the productiveness of Iabour in the
direct or indirect production of the commodities used by the
labourer; and in the second place, on the number of persons
directly or indirectly employed in the production of things
for the use of labourers compared with the whole number of
labouring families.’? With regard to the proportion between
the number of persons who produce things for labourers and
the number of labouring families, he says :— V4

¢ There are three purposes to which labour which might otherwise
be employed in supplying the fund for the use of labourers may be
diverted ; namely, the production of things, first, to be used by the
proprietors of natural agents; secondly, to be used by the govern-
ment ; and thirdly, to be used by capitalists ; or, to speak more con-
cisely though less correctly, Labour, instead of being employed in the
production of Wages, may be employed in the production of Rent,
Taxation, or Profit,’ &

In dealing with the first of these heads, Senior does not
seem to remember the point. He ought to explain the
causes which determine whether a large or small proportion
of labour is diverted from the production of wages to the
production of rent. \ Instead of doing so, he adduces argu-
ments to prove that ‘the whole fund for the maintenance of
labour is not necessarily diminished in consequence of a con-
siderable portion of the labourers in & country being employed
in producing commodities for the use of the proprietors of the
natural agents in that country’¢ In dealing with the second
head, Taxation, he begins by stating that taxation for un-
necessary and mischievous expenditure if taken from the
revenue of the whole people, and that the labourer is inter-
ested in the distribution of taxation. After this he seems to
imagine that he has somehow got rid of the first two purposes

* 1 P. iv.; of. Political Economy, 8vo ed. p. 183. *The extent of the fund
for the mai of Iabour depends mainly on the productivences of
labour.”

* gvoed. p. 174 * fbid., p. 180, ¢ Ibd., p. 181,
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to which labour which might otherwise be employed in sup-
plying the fand for the use of labourers may be diverted, for
he proceeds :—

¢ Rent, then, being considerod as something extrinsic, and Taxa-
tion & mode of axpenditurs, the only remaining deduction from Wages
is Profit. And the productiveness of labour being given, the extent of
thsfundfotthemuntenmneoﬂabourmﬂdapendunthapmpomon
which the number of lab ployed ducing things for the
mdmprhlmbmnwtmdthmemployedmpmduungﬂ:my
for the nee of labourers ; or, to use a more common expression, en the
pvpmhommwhﬂthepxodmnlhmdbetweenthsespxhlmtmd
the labourer. .

'Intheahsenceohantmdofunnmryunmquﬂlydutn’bnbd
taxation, it is between these two classes that all that is produced is
divided ; and the question now to be considered is, what decides the
proportion of the shares3’?

The answer is, he says, *first, the general rate of profit in
the country on the advance of capital for a given period; and
secondly, the period which in each particular case has elapsed
between the advance of the capital and the receipt of the
profit” What he means by the second of these two factors is
Dot very easy to imagine. How long & period elapses between
the advance of the capital of a railway shareholder and the
receipt of the profit? So far as can be made out, Senior
would say that the profit is received as soon as the railway
is constructed ; the shareholder lays out £100 in the course
of, say, two years, and at the end of that time he has

sn amount of railway worth £105. But where in Senior’s
system his subsequent dividends find & plnca it is impossible
to discover. As to the rate of profit he is easier to under-
stand, but equally unsatisfactory. His doctrine is simply
that additions to circulating capital unaccompanied by addi-
tions to population lower the rate of profit, and additions to
population unaccompanied by sdditions to circulating capital
raise it. “If each were increased or each diminished, but in
different proportions, profits would rise or fall according to -
the relative variations in the supply of wages, which seem to
be the same thing as circulating capital, ‘ and Iabour.’* But

t Political Economy, 8vo ed. p. 185. 8 Itid., p. 100
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additions to capital, ‘made in a form requiring no further
labour for its reproduction,’ appear to increase both therate of
profit and wages :— -

¢ A machine or implement is, in fact, merely & means by which
the productiveness of labour is increased. The millions which have
been expended in this country in making roads, bridges, and ports
have had no tendency to reduce either the rate of profit or the amount
of wages.'1 :

* Roads, bridges, and ports’ are generally public property,
and even in the turnpike days no profits had to be paid on a
considerable portion of them. Let us substitute ‘factories,
railways, and docks,’ and Senior’s extraordinary incapacity to
keop to the point in this discussion will be sufficiently evi-
dent. He has long ago ostensibly done with the first of the
two causes which determine the rate of wages, namely, the

- productiveness of industry, and ought to be considering what,
given a certain productiveness of indusiry, determines how
much labour is diverted from producing wages to producing
profits, Instead of doing so, he declares simply that the
accumulation of fixed capital reduces neither the rate of
profit nor the amount of wages. The proportion in which the
produce is divided between the labourer and the capitalist
depends, he says, on two factors, the rate of profit and the
period of advance ; for the moment, he is taking the period of
advance as given ; this being 8o, the proportion between the
labourer’s and capitalist’s shares must depend entirely on the
rate of profit.  What conceivable contribution to the problem,
then, can it be to say that an increase in the productiveness
of industry will raise both the rate of profit and the absolute
amount of per capita wages ?

With all its faunlts, Senior’s theory of wages was a sug-
gestive one, and might bave been expected to lead to some-
thing valuable when considered and amended by other minds.
J.S. Mill, however, paid no attention to it, and simply adhered
to the ideas of his boyhood. He begins with the proposition .
that wages depend chiefly on competition, and, boldly leaping
an enormous logical gap, proceeds to infer from this that
* wages, then, depend upon the demand and supply of labour,
or, as it is often expressed, on the proportion between

"1 Political Ecomomy, 8vo ed. p. 184
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population and eapital’t Population, however, he explains,
does not mean population, but. ‘the number only of the
Iabouring class, or rather of those who work for hire’; and
eapital does not mean capital, but “only circulating capital,
and not even the whole. of that, but the part which is ex-
pended in the direct purchase of labour, and to this * must by
added all funds which, without forming a part of capital, ar

paid in exchange for labour, such as the wages of soldier%
domestic servants, and all other unproductive labourers’ :—

¢ There is, unfortunately, no mode of expressing by one familiar
term the aggregate of what may be called the wages fund of a country:
and as the wages of productive labour form nearly the whole of that
fund, it is usual to overlook the smaller and less important part, and
to say that wagea depend on popuhmon and capltal It will be con-
to y this exp ) 0
it as elhphca.l, am‘l not as a l.xteral statement of the enhre truth.’ 3

By the statement, then, that wages depend on the pro-
portion between population and capital we are to understand
that wages depend on the proportion between the number of -
those who work for hire and the amount of the part of capital
which is expended in the direct purchase of labour together
with the other funds which are paid in exchange for labour.

To some this has appeared nothing more or less than an
arithmetical truism?® They see that the funds which, without

. forming a part of capital, ‘are paid in exchange for labour,
can only mean amounts which are paid in exchange for Iabour
in a given period; for instance, the ‘funds’ paid in ex-
change for the labour of soldiers must be a certain number of
millions & year, and not simply a certain number of millions,
Applying the analogy to the interpretation of ‘the part of
capital which is expended in the direct purchase of labour,
they infer that the phrase means ‘the amount of capital
which is expended in the direct purchase of labour in a given
period’ They thus make the whole proposition equivalent to
8 statement that per capila wages for any given period, say a

1 Principles, Bk. 1t oh. xi. § 1, 1st ed. vol. i. p. 401 ; People’s ed. p. 207,
with the addition of * mainly * after * depend.’

A Principles, Bk. 1. ch, xi, § 1, st ed. vol. i. p. 402; People’s ed.
pp- 207, 208,

? E.g. Jevons, Theory of Political Economy, 2d ed. p. 200.
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week, depend on the proportion between the number of those
who work for hire and the amount of capital and other
funds expended during that period in the purchase of labour,
Thus understood, the proposition is certainly an arithmetical
truism, as it simply amounts to a statement that the average
will be what the divisor and the dividend determine. We
want to know on what per capita wages depend, and we are
told they depend on the amount paid in wages in & given
period divided by the number of wage-receivers.

But this is not at all what J, S, Mill meant, and not
exactly what be said. That it is not what he meant is im-
mediately shown by his assertion that *there are some facts
in apparent contradiction’? to the doctrine. Facts would
bave to be very peculiar in order to be in contradiction to
an arithmetical truism. The first is that * wages are higly
when trade is good.’ It is perfectly evident that this fact
is not in apparent contradiction to the statement that wages'
depend on the proportion between the number of persons
who work for hire and the amount of capital and other funds
expended in & given period on the purchase of labour. If
wages are high when trade is good, then by no process of
arithmetic is it possible to escape from the conclusion that
when trade is good a large amount of funds must be ex-
pended in a given period on the purchase of labour compared
with the number of persons who work for hire. When trade
is good and wages £100 & year per head instead of £90, the
amount expended in wages, compared with the number of per-
sons working for hire, is obviously greater. The second fact
*in apparent contradiction ® to the proposition is not exactly a
fact, but the ¢ common notion that high prices make high
wages” Here, again, there is no apparent eontradiction.
The truth or falsehood of the noti ‘mmyway
affect the propesition. The third ‘fact’ is the *opinion”;
that wages—* meaning, of course, money wages '—vary with|
the price of food. This, Mill thinks, is only partially true;
but whether partially or entirely true, it is in no way in ap-
- parent contradiction to the fact that per capila wages depend
on the proportion between the total amount paid in wages in
a given period and the number of wage-earnera,

1 Bk 15 oh. xi § 2 1st ed. vol. L p. 402; Poople’s ed. p. 208 a.
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It is elear, then, that J. S. Mill did not mean to enunciste
the arithmetical truism thatyermpuawagm for a given
period depend on the amount expended in wages during that
period divided by the number of wagereceivers. Turning
sgain to his words, we find that he says nothing about an
amount spent in a given period, and that he does not speak
of the amount of capital expended in the direct purchase of
labour, but of ¢ the part’ of capital which is expended in the
direct purchase of labour. Now if the whole capital of &
' country was a cerfain amount per annwm, or s0 many
1aillions a year, “ the part’ of capital which is expended in
the purchase of labour would be an amount per annum
also. But the whole capital is not an amount per annum,
but an amount pure and simple, not so many millions a
year, but so many milliona “And ‘the part’ of capital
which is expended in the purchase of labour is also, in Mill's
imsgination, an amount pure and simple. It is # millions,
not z millions per annum.

It is quite true, of course, that when  the part of eapital
which is expended in the direct purchase of labour’ is thus
interpreted, it is impossible to add together into one * wages
fund’ the part of capital which is expanded in the purchase -

of labour and ‘all funds which, without forming a partof

capital, are paid in exchange for labour, such as the wages .
of soldiers, domestic servants, and all other unproductive .
labourers’ The two things are not capable of forming an

The annual wages of * productive labourers’ can
be added to the annual wages of unpreductive labourers and
form one aggregate, but the annual or the weekly wages of
unproductive labourers cannot form an aggregate with a part
of the capital of the country. You may add £200,000,000
to £500,000,000, but you cannot add £200,000,000 a year to
a capital sum. ¢f £500,000,000. You might as well try to
give an idea of the magnitude of the Rhone by adding to-
gether the number of gallons which flow past Lyons in an.
hour and the number of gallons contained at a given moment
in the Lake of Geneva. -

That Mill fell into the error of imagining he eonld add
together into one fund & portion of the capital and a portion
of the income of the country will seem less incredible when

8
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we notice that he says it is * usual to overlaok ' the non-capital
funds. His father and Ricardo, to whose guidance he usually
trusts, had put forward po theory about wages not ¢ advanced
from capital, and had talked as if there were none. J.S.
Mill remembers the existence of such wages, and makes a
forinal rather than a real attempt to drag them under the
theory that wages depend on capital and population. He
makes no effort whatever to discover the causes which affect
the amouns of the ‘funds’ expended on unproductive labour,
but confines his attention to the causes which affect the part
of capital expended on the purchase of labour,

In considering Mill's theory of wages, then, the only
feasible plan is to ignore his attempt to bring in the wages
of ‘unproductive’ labour, and to adopt, as he himself prac-
tically does, the old habit of ‘overlooking’ that labour and
its wages?

We have it laid down, then, that the wages of labour
depend on the proportion between the number of those who
work for hire and the part of capital which is expended in
the direet purchase of labour, and we have made out that the
part of capital which is expended in the direct purchase of
labour does not mean the amount of eapital which is ex-
pended in that way in 4 given period, but a particular part
of capital. The question that now presents itself is * What

art, 7

F It seems to be the part of capital which is imagined to
be habitually or generally, or as a rule, laid out in paying
wages, or, to define it in another way, it is the part of capital
which is neither tols nor materials. Tt is not always all em-
ployed in paying wages, because some of it may be kept idle
in its owner’s hands; and this is the explanation of the fact
that ' wages are high when trade is good,’ since when trade
is bad a quantity of this part of capital is lying idle in its
owners’ hands. In what form it then exists is not very clear.
Granting that there is such a part of capital—a very liberal
assumption—we should now expect to be taught something

* Mill himself nvowedly nverlooh them in Book IL ch. iii § 1, where e
divides the *ind * into land italist -ndpm-
dnctive labourers, and says ﬂut these $hree nlnnau ‘m oconsidered in
political economy as making up the whole community.’—1st ed. vol. L. p. 279;
People’s ed. p 145,
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a8 to the causes which affect the proportion between this part
of capital and the number of wage-receivers. ‘We are told
something as to the causes which increase and decrease the
number of wage-receivers; they are increased by high wages,
and decreased by low wages, decreased by a rise in thé stan-
dard of comfort, and increased by a fall in the standard of
comfort. Now if the standard of comfort depended alto-
gether on extraneous causes, wages would in the long run be
determined entirely by those causes, since whatever the
amount of capital ready to be devoted to the payment of
wages, the number of wage-receivers would in the course of
time accommeodate itself to it, so that neither more nor less
than the wages necessary to produce the standard of comfort

would be obtained. But it 1s admitted that the standard of _

comfort itself often varies with the amount of wages received.
Consequently the causes which affect the magnitude of the
part of capital which is expended in wages are of great im-
portance in determining wages. If this part of capital grows,
wages will rise, and that may raise the standard of comfort;
the number of wage-receivers will then not increase pro-
portionately, and the rise of wages will be permanent. If
this part of capital diminishes, wages will fall, and this may
depress the standard of comfort; the number of wage-
receivers will then not diminish proportionately, and the fall
of ‘wages will be permanent. Moreover, whether the effects
of an increase of the part of capital expended in the pur-
chase of labour be permanent or not, the causes of the
merease ought to be investigated. Mill, however, seems to
bave nothing whatever to say a8 to causes which increase or
decrease this particular part of capital. In an earlier chapter
he had laid down a theory as to the increase of capital in
general, and possibly thought that sufficient. But he does
not say that the part of capital expended on labour is always
the same proportion of the whole, and gives us no reason to
suppose that he considered it to be so. The truth is that he
has entirely forgotten that he is using *capital’ to mean
something else than capital. He has used the express:on
‘wages depend on population and capital’ without ‘remem-

. to consider it as elliptical, and not as a literal
sw.ement. of the entire truth.’
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§ 8. Variations of Profits per Cent.

At the beginning of his chapter on the Profits of Stock,
Adam Smith attributes|the rise and fall of the rate of profit
to the increasing’ or dechm.ng state of the wealth of the

society :— §

¢The rise and fall in the profita of stock depend upon the same
causes with the rise and fall in the wages of labour, the increasing or
declining state of the wealth of the society ; but those caunses affect
the one and the other very dxﬁerentlg \The increase of stock, which
raises wages, tends to lower profit.)

“When the stocks of many rich merchants are tumed into the
same trade, their mutual competition naturally tends to lower ita
profit ; and when there is a like increase of stock in all the different
trades carried on in the same society, the same competition must
produce the same effect in them all.’

'\Bring'lng facts to bear on this theory, he points out that
in England the rate of profit has declined as the country has
grown richer, and that it is lower in rich countries, such as
England and Holland, than in poorer countries, such as
France and Scotland.. In case any one should object that if
increasing wealth raises wages and lowers profits and de-
creasing wealth raises profits and lowers wages, it is rather
surprising that both wages and profits should be high in
North America, he explains the position of new colonies at
some length. * High profits and high wages, be says, ‘are
things, perhaps, which scarce ever go together except in the
peculiar circumstances of new colonies.’; The colonists have
a great deal of land and very little stock. They

‘ have more land than they bave stock to cultivate. What they have,
therefore, is applied to the cultivation only of what is most fertile and
most favourably situated, the land near the geashore and along the
banks of navigablerivera. Such land, toa, is frequently purchased at

apncebelowtheva.lnaavenofm tural prod Stock employed
in the purchase and imp: of such lands must yield a very
lm'geproﬁt."

* The high -profit causes rapid accumulation, and the
rapidity of the accumulation causes high wages,; But ‘when
1Bk i chirpé0a ‘P.i2a
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the most fertile and best situated lands have been all occu-
pied, less profit can be made by the cultivation of what is
inferior both in soil pnd situation,’ so that as the colony
increases, profits fall.,’ Wages do not fall along with profits,
because the rapidity of ‘accumulation does not slacken, since
*a great stock, though with small profits, generally increases
faster than a small stock with great profits’

Adam Smith then proceeds to admit, in contradiction or
qualification of the proposition with which the chapter opens,
that there is{ another cause for rising profits besides the
decline of the society’s wealth :—

“The acquisition of new territory or of new branches of trade
may sometimes raise the. profits of stock, and with them the interest
of money, even in a country which is fast advancing in the scquisition
of riches. The stock of the country, not being sufficient for the whole
acceasion of business which such acquisitions present to.the different
people among whom it is divided, is applied to those particular
branches only which afford the greatest profit. Part of what had
before been employed in other tredes is necessarily withdrawn from
them, and turned into some of the new and more profitable onea. In
all those old trades, therefore, the competition comes to be less than
before ; the market comes to be less fully supplied with many dif-
ferent sorts of goods. Their price necessarily rises more or less, and
yields 8 greater profit to those who deal in them,’?

Declining wealth, or, to be more particular, ¢ the diminu-
tion of the capital stock of the society, or of the funds
destined for the maintenance of industry,’ raises profits, be-
cause it both reduces wages and raises prices, so that ‘the
owners of what stock remains in the society can bring their
goods at less expense to market than before, and, less stock
being employed in supplying the market than’ before, they
can sell them dearer.’* :

In rather startling contrast to his proposition that high
wages and high profits scarce ever go together, Adam Smith
declares that when a country becomes stationary ‘both the
wages of labour and the profits of stock would probably be
very low.” ‘The competition for employment would neces-
sarily be so great as to reduce the wages of labour to what

10k kchix p 42k 3P dda
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was barely sufficient to keep up the number of labourers;
while ‘as great a quantity of stock would be employed in
every particular branch’ of business ‘as the nature and
extent of the trade would admit,’ so that the competition
* would everywhere be as great, and consequently the ordinary
profit as low as possible.’?

It would be idle to pretend that this account of the
causes which determine the rate of profit is, as & whole,
entitled to any very great respect. Why ‘must’ the stock
employed in- the cultivation of the cheap and fertile land of
a new colony ‘yield a very large profit’? How cana diminu-
tion in the quantity of all goods in the production of which
capital is employed raise their prices? If all producers
‘bring less to market,’ how can they each give each other
more in exchange for their variousproducts 7 What is meant
by a rate of profit ‘as low as possible’? But the main
practical question is, What causes the fall of profits as a
country grows richer ? and Adam Smith was on strong ground
when he answered ‘ Increasing wealth” In the chapter <Of
Stock lent at Interest’ in Book 11, he recapitulates his doc-
trine on this point in the following terms, which render it
somewhat plainer than he had left it in Book 1, :—

¢As capitals mcrease in sey country, the profits which can be
made by employing them ily h. It b gradually
more and more difficult to find within the country a profitable method
of employing any new capital. 'There arises, in consequence, a com-
petition between different capitals, the owner of one endeavouring to
got possession of that employment which is occupied by another.
But upon most occasions he can hope to jostle that other out of this
employment by no other means but by dealing upon more reasonable
terms. He must not only sell what he deals in somewhat cheaper,
bat, in order to get it to sell, he must sometimes too buy it dearer.
The demand for productive labour, by the increase of the funds which
are destined for maintaining it, grows every day greater and greater.
Labourers easily find employment, but the owners of capital find it
. difficult to get lab to employ. Their competition raises the
es of labour, and sinks the profits of stock.’¥

There is much truth in this, People endeavour to invest
new capital in the way in which it will bring in the largest
1 Be rch iz p. 43 . 3 Bk 1. chiv. p. 57
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periodical return in proportion to the outlay. No one will
spend twenty days’ immediate labour in a particular way, in
order to save himself one day’s labour per annum bereafter,
when he knows that by another way of spending the twenty
days’ immediate labour he could save himself two days’ labour
per ennum. No one will spend £100 at once in order to get
£5 a year, if he knows of another way of investing it which
will give him £10 a year. Consequently, so far as its oppor-
tunities and knowledge go, & community makes the most
profitable inyestments first, and if knowledge never increased,
it would always become *gradually more and more difficult to
find within the country a profitable method of employing any
new capital” Then ‘ there arises & competition’ which causes
the proportion of labour annually saved or income annually
gained by means of the new capital to regulate the rate of
profit on all the capital. The discovery of new profitable
methods of employing large quantities of savings checks the
decline, and might, of course, if sufficiently great and rapid,
cause a continuous rise.

The Ricardian school, however, misled by their habit ot
looking on profits as a mere surplus remaining to employers
after they have paid wages, totally rejected Adam Smith's
explanation of the historical fall of profits, and preferred to
attribute it to s cause which has no. existence, the supposed
diminution in the productiveness of agricultural industry,
West) the first, though not the name-father and greatest of
the ‘Ricardian’ school,thought that the slightest consideration
would etect the fallacy’? of Adam Smith’s opinion that the -
general fall of profits is caused by an increase of the capital
employed in all trades, just as a fall in one particular trade
may be caused by the increase of the capital employed in that
trade’} Increased competition, West argues, lowers the profits
obtained in a particular trade by reducing the price obtained
for the product, but increased competition in all trades could
not bring down all prices, since price is only the ratio in
which articles exchange, and all articles eould not be lower
in proportion to each other.} Nor, he says, could increased -
competition lower profits by raising wages, since wages are
fixed by ‘the greatness of the ratio of the increase’® of the

3 Application of Uapital, p. 20. © A DRid,p 23
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capital, and this ratio, ‘if the country be equally. parsi.
monious,” is determined by the rate of profit, so that a falling
rate of profit would act as a check on wages. | ¢The profits of
stock,’ he says, ‘are the net reproduction of stock, which can
be diminished in two ways only, namely, either by a diminu-
tion of the powers of production, or by an. increase of the
expense of maintaining those powers; that is, by an increase
in the real wages of labour.’?] Believing that the fall of profits
cannot be attributed to the second of these causes, he attri-
butes it entirely to the first.

Eleven years later, in the preface to his pamphlet on the
Price of Corn and Wages of Labowr, he complained that
Ricardo had not given his Essay on the Application of
Capital the credit of the discovery that ‘the diminution of
the net reproduction or the profits of stock, which is ob-
served to take place in the progress of wealth and improve-
ment, must necessarily be caused by a diminution of the
productive powers of labour in agriculture’ The complaint
was quite unfounded, as Ricardo had put forward the same
theory in his Essay on the Influence of a Low Price of Corn
on the Profits of Stock, showing the Inexpediency of Restric
tions on Importation, which appeared before he had read
West’s pamphlet on the Application of Capital® Ricardo
proposed to show the inexpediency of restrictions on impor-
tation by proving that a low price of corn means high profits,
w