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PREFACE TO THE FIRST EDITION 

THE work I now commit to the hands of students of political 
economy and to those of cultured general readers is designed, 
as its name indicates, to supply, not so much a history of eco
nomic science, as a concise formulation and critique of the 
main theories and systems of political economy. My aim has 
"been to discuss, as clearly and succinctly as possible, the basic 
problems of economicS, viewed in the' chan~g light of his
torical evolution; and at the same time to give the best possible 
summary of the contemporary doctrines of the science. 

In the study of philosophy, this has always been considered 
the easiest path towards a better understanding of philosophical 
theory, and I believe it will be found the easiest and most 
natural path in economics likewise, since in economics no less 
than in philosophy we are often concerned with passing 
judgment.on extremely intricate and difficult trains of reason
ing. These are cases in which we must let the masters speak 
for themselves. I hope· that my modest endeavours will help 
to satisfy the growing demand for information as regards the 
types of economic theory, and I trust that critics will be lenient· 
in view of the complicated nature of my undertaking. 

OTHMAR SPANN 
BRONN 

Autumn '9'0 



EXTRACTS FROM THE PREFACE 
TO THE FIFTH EDITION 

WITH the kind assistance of the publishers, it has at length 
become possible to issue my book in an enlarged form .••• 

When I recall how difficult it is to point out the right way 
to the novice in the social sciences, how difficult to disclose 
the quintessential spirit of these stUdies, and when after the 
lapse of nearly ten years I contemplate my book in its new 
incarnation, I cannot but feel that, even now, it remains 
inadequate for its task. From the purely historical oudook, 
indeed, that task was comparatively easy. There, my aim was 
to bring the acquirements of recent science into relation with 
those of earlier days, and thus to demonstrate both worlds of 
thought. °It was, therefore, easy enough for the book to convey 
a substantial aggregate of information. But something very 
different was required, over and above this. I had to give the 
student a deeper grasp of the ultimate nature of the matters 
in hand, to make him realise the true relationship between 
economics and society. No doubt most professional economists
still believe it possible to communicate the elements of our 
science by mere instruction. Nevertheless, political economy 
is quite unsuited for a superficial method of instruction. Adam 
MUller, List, Ricardo, Marx, Rousseau, Plato-had not each 
one of them his own idea, his own intimate understanding, his 
own peculiar conception, of the nature and genesis of society? 
I am not thinking, in this connexion, of their particular theories 
(which were but the expression of their respective ideas), but 
of that living and inexplicable inner notion or representation, 
such as we carry in the mind as the image of a beloved per
sonality, a landscape, a heroic figure, or a historical epoch. 
I can hardly expect this book to provide its readers with an1-
thing of the sort. The beginner will not possess such funda-
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mental notions . at the outset of his studies, ~I1 not acquire 
them in his first flight .. He must conscientiously work them 
out for himself. But my book is designed to give him confident 
anticipations, to make the first sparks glow. It should enable 
him to realise that the working concepts it will furnish him 
with are but the tools he is to use, and that each of these will 
need a different method of application, will acquire a peculiar 
significance, according as his knowledge of essentials becomes 
more profound, and according as his ·own general philosophy 
may tend towards individualism or universalism. 

Just as the biologist, whose object of study is the living 
(which lacks unimpeachable objective characteristics), can 
only discern that object because he is himself a living creature 
and is therefore spontaneously aware what life is; so the 
student of economics must discover in himself, must experience 
in his own being, what society and economics are; and this 
knowledge must keep him company in all his experience, 
observation, analysis, and research. 

OTHMAR SPANN 



PREFACE TO THE SIXTEENTH EDITION 

WHEN I sent this book of mine to the printers more than 
fifteen years ago, I did not venture to hope that the new scales 
of measurement which (tentatively) I was applying to the 
field of economic doctrine, would so quickly secure general 
approval. Of Adam Miiller, at that time,little more was known 
than the name, as can be learned by an examination of the 
then leading handbooks by Philippovich, Schmoller, Adolf 
Wagner, Conrad, Bucher, Bohm-Bawerk, and Pesch; and it 
was only by a lucky chance that in 1907 I was able to buy 
from a secondhand dealer a copy of the almost forgotten 
Elemente der Staatskunst. In like manner, Thunen was ignored 
and misunderstood; List was esteemed by only a few; and 
no one seemed to be aware that an "organic" system of eco
nomics had existed in Germany after the days of romanticism. 
The fact was that the champions of the Schmollerian school, 
which had long since fallen away towards positivism, had 
forgotten that their theories had been born out of romanticism 
and post-Kantian German idealism. 

Nowadays the important part played by romanticism as a 
foundation in this respect, is being more and more generally 
recognised. It Cl.Jl no longer be denied that a red thread runs 
through economic teaching from Adam Muller to the new 
historical school; that the names of Adam Muller, Fichte, 
Baader, Baron vom Stein, List, Thiinen, Roscher, Hildebrand, 
Knies, Bernhardi, Schmoller-and even those of Carlyle, 
Ruskin, and Carey-form, as it were, a single line of descent; 
and that they iDcarnate a universalist-organic and idealist 
doctrine contrasting with the atomist-individualist and materia
list doctrine of Smith, Ricardo, Say, Rau, Menger, and 
Jevons. Herein, however, is implied (indirectly, at least) the 
antithesis, which I was the first to point out in the present 
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work, between the individualist and the universalist concep
tions of sociology and economics. 

Therewith, too, a new light is thrown on the economic 
theories of the Middle Ages, when interest centred in the ques
tion of the just price; and we see that the doctrine of the just 
price was a genuinely universalist one. 

This book, however, has encountered opposition as well 
as approval. The author has been blamed for reawakening 
romanticism, and some critics have expressed indignation at 
"the poetising of science". In so far as these adverse critics aim 
their shafts at my own teaching, I show in the text (pp. 283-4) 
that their arrows are misdirected. In so far as they object to 
the contention that romanticism became the foundress of an 
orglmised school of economics, I should like to reiterate that 
romanticism was not a mere artistic movement, but, in virtue 
of its widespread philosophical affiliations, was the begetter of 
a trend in life and culture which involved all the abstract 
sciences, and more especially in social' and political science 
signified the first severance of European culture from the 
Renaissance and the Enlightenment. Nay more, I must insist 
that this trend, abstract though it may have been, had enough 
effective and concrete reality to determine the course of prac
tical politics for two generations. Even to-day, romanticism, 
as mother of all the conservative parties, has a far more powerful 
influence upon everyday life than is obvious if we confine our 
attention to its workings in the superficial strata of conscious
ness. The general attitude of such critics reminds me of a 
story told of Joseph II. When Die Entfiilmmg aIlS tIem St!7aU 
was first produced in the Vienna of those days, the Emperor 
said to the composer: "My dear Mozart, your music would 
be very fine if there were not such a monstrous number of 
notes in it I" These enlighteners, rationalists, mechanists, and 
individualists, miss the fundamental tones of life; they hear 
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only a confused noise. In the medieval, romanticist, univerSalist 
conception of sociology and economics, they can, therefore, 
discem nothing beyond the fact that 'there is "a monstrous 
number of notes"; and, as "reasonable" persons, they confine 
their attention to extema1s, to details that can be weighed and 
measured and reckoned up. But just as Mozart answered, "Not 

a note too many, Sire '" so we may rejoin that there is nothing 
supererogatory in linking economic doctrine with the great 
fundamental outlooks on society and life. Such a procedure 
is in conformity with both the realities of concrete science and 
the logical severities of abstract thought. A lower standpoint 
is always implied and comprised within a higher. 

In this edition, the following sections have been once again 
revised: the theory of credit.(John Law); the theory of diminish
ing returns (Malthus); the theory of landrent (Ricardo); 
Baader; the theory oflocallsation (Thiinen); force, or economic 
law? (social reform); the theory of marginal utility; present
day political economy. In addition, the whole text has been 
scrutinised; ane!, in the appendix on "How to Study Econo
mics", the references to literature, and the general advice, 
have been brought up to date. 

An unauthorised Japanese translation of my book has just 
been published. Spanish, Swedish, and Magyar translations 
are in course of preparation. 

IN DEB L..um, NlIAR VORDERNBEBG, STYlUA 

Basm 1926 

OTHMAR SPANN 
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INTRODUCTION 

A SCIENCE as unfinished as the science of economics must, 
first and foremost, be considered historicslly. 

In the following work, therefore, the resder will be msde 
acquainted with the teschings of the grest economists of 
esrlier days, that he may gain a general view of the problems 
they set themselves to solve and the solutions they proposed. 
A bri~ exposition of the theories of esch school of economists 
will be followed by a critical discussion of these theories. 
In this way the present-day condition of our science will 
spontaneously disclose itself to us. Thus, in studying the 
mercantile system, we shall learn the mercantilists' views 
regarding money and the balance of trade; when we examine 
the doctrines of the physiocrats and those of Adam MUller, 
we shall acquaint ourselves with what they thought about 
fruitfulness and the nature of a good; in connexion with List, 
we shall discuss protection and free trade; and so on. Further
more, this critical and comparative method is the most effective 
one for the study of the history of doctrine, seeing that the 
writing of history lacks sap and vigour unless the historian 
acquires a characteristic outlook of his own. The notion that 
one who is perfectly "impartial" has also a standpoint, reminds 
one of an attempt to bresthe in a vacuum. Essentially, this 
notion is a form of relativism. Of course, the various systems 
must be considered without prejudice. Each must be contem
plated from its own angle, and must not be looked at through 
the spectacles of another system. But that towards which the 
grest interconnexion of the systems points-therein is inherent 
the higher system which must supply the standpoint of the 
historiographer. 

The advantage of such a method, the advantage of 
enlightening the student as to the various doctrines of a 
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science which is at one and the same time highly abstract, 
and yet rooted in the concrete realities of life, is primarily 
this, that each doctrine is presented, not rigidly and im
periously, but standing out from amid its pros and cons, ~d, 
above all, in its genetical relations. Thereby the beginner 
is given a vivid glimpse of the far-reaching intellectual 
labours that were requisite for the establishment of concepts 
which, when present-day economics is studied systematically 
instead of historically, exhibit themselves only in a finished 
form. Light is also thrown on the great philosophical inter
connexions without which no economic doctrine ever came 
into being. Finally, our method has the advantage of not 
committing the teamer to anyone particular system; but of 
opening up to him an understanding of all aspects of economic 
theory. In this way he is incited to return again and again to 

a study of the facts; to set out ever-anew from historical and 
social reality; and (most important of all) to grasp that this 
reality, live though it be, is still in the last analysis a reality 
of the mental world alone. 
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CHAPTER ONE 

ECONOMICS IN THE DAYS BEFORE THE 
MERCANrILE SYSTEM 

NEITHER in classical antiquity nor yet in the Middle Ages did 
there arise any finished systems of politico-economic thought. 
In those epochs, when the mind was directed towards the 
heroic and the suprasensual, the economic sphere of activity 
was regarded with little esteem-as always in periods with an 
organised economy. Only when, as to-day, the individual is 
left so exclusively to his own devices, and only when the forces 
of free competition are stimulated to an extreme, is civilised 
life crudely dominated by economic considerations to an 
extent which seems self-evident to us to-day. 

Even in those earlier ages, economic thought might well 
have been grounded on economic evolution. At all times 
economic life was multiform, and stood in need of assistance. 
It would be erroneous to picture the, cours!: of economic 
development as though mankind had passed on simply from a 
self-sufficient natural economy (the self-contained domestic 
economy) to the feudal economy and the medieval urban 
economy, and had at length "advanced" to a nation-wide 
capitalist economy. At all times there have been lessep economic 
corporations, such as peasant economies, that formed integral 
parts of larger, nation-wide or world-wide complexes. Thus 
in the primal days of man, during what is known as the Stone 
Age, intercourse for trading purposes went on throughout 
Europe; and there are proofs of the existence of foreign com
merce during the Bronze Age, inasmuch as the constituents 
of bronze are not found naturally together. At the outset of 
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recorded history, in Babylon first of all, and subsequently in 
Persia, Carthage, Egypt, Greece, and Rome, there was highly 
developed capitalist trade, and there were branches of industry 
carried on for export, with complicated systems of money, 
credit, and bill-broking. Nor were there lacking in ancient 
Greece and Rome what we should now call socialist movements. 
Strikes occurred; socialist theories were promulgated; revolu
tions with a bolshevist complexion took place. Speaking 
generally, the economy of ancient times was more purposively 
organised than our own. Its nature is more easily compre
hensible; and, because it is predominantly agricultural, it is 
simpler. 

Rodbertus and Karl Bucher (see the latter's Entstelrunc tin 
VolJuwirtschajt, fourteenth edition, 1919) contend that the 
ancient world did not, in the main, get beyond the system 
of domestic economy. This view is erroneous; and it is un
sound even as regards, the imperial epoch, when the spread of 
the latifundia (huge landed estates) undoubtedly resulted in a 
reversion from a capitalist trading economy towards a "natural" 
domestic economy. Biicher's doctrine of gradations---domestic 
economy, urban economy, national economy-is false alike 
historically and theoreticaI\y. It is the crudest Darwinism. 
"National economy" has existed at all times. 

But there were other reasons that militated against the rise 
of economic science before the beginning of the modern 
epoch, quite apart from the internal tranquillity of a more 
purposively organised economy. In classical days, the scant 
respect for labour was operative; and in the Middle Ages, 
when labour was more highly esteemed, an ascetic trend was 
dominant, for men's thoughts had turned away from earthly 
things. Nevertheless, th,e beginnings of our science go back 
to Plato and Aristotle. 

Plato (t 347 B.C.) and 'Aristotle (t 322 B.C.) made notable 
contributions to political science; but as faJ as economics is 
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concerned, mention need only be made of Aristotle's remarks 
on money, interest, and taxation.' 

Aristotle sees the essential nature of money in this, that it 
intermediates in the exchange of utilities, thus functioning 
as medium of exchange. He regards it, however, as sterile: 
it brings forth no children (though "01(00 means "interest" or 
"usury", as well as "the young of animals"): it cannot of itself 
produce any goods. Consequently, interest is reprehensible. 
This dictum exercised a powerful influence throughout the 
Middle Ages.-Regarding socialism in classical days, see below, 
p. zu; also pp. 63-4. 

Tile economic thought of the Middle Ages was dominated 
by the teachings of Thomas Aquinas (t 1274), who derived 
from Aristotle: and by the canon law (the Roman law of the 
Corpus juris canonico). Discussion chiefly centred round the 
notion of the "just price". 

According to Thomas Aquinas, there are two kinds of 
justice: distributive justice, and compensatory justice or the 
justice of exchange. (Aristotle had already made this distinction 
in the fifth book of the Nichomachean Ethics.) In the matter of 
price, justice is to be found in the equality of reciprocal com- ' 
pensation in an exchange. What determines income is not 
the supply and demand of labour (as the subsequent mechanist 
economics teaches), but a normative outlook, the customary 
and average mutual adjustments between all the individuals 
that exercise economic functions, objective purposiveness. 
"Wherever a good is to be found, its essence consists in its 

-due measure." Thus we get the idea of the income that is 
"suitable" or "proper" to a man's station. Interest on money 
is placed on the same footing as usury. "Pecunia pecuniam 
non parit" (money does not breed money). Money is a medium 
of exchange. Its use is its consumption. Consequently, for 
the use of lent money it is improper to demand any compensa
tion in money, to expect anything beyond simple reimburse
ment. But Aquinas makes exceptions in the matter of tenancy, 
I See Plato's Republic (various translationa)i Aristotle', Poli,", and NicM
mcrdaetm Ethiu (various translations of each), Uowett', introduction to 
hi, translation of the lUpub/U: may be read with interest in this connesioD,j 



28 TYPES OF ECONOMIC THEORY 
• 

hire, and even credit for goods supplied.-In the later Middle 
Ages, it became usual to regard the following as justifiable 
grounds for demanding interest: lucrum cessans (missed 
opportunities of gain); damnum emergens (loss incurred by or, 
injury accruing to the lender), this concession implying the 
recognition that, indirectly, money may be a productive good; 
risk; and delay in repayment.-Tbe prohibition of interest or 
usury is fundamentally a measure falling within the domain of 
applied economics, being designed to hinder the development 
of capitalist forms of economy. 

A century later, Nicole Oresme (t 1382), a Frenchman whose 
name was Latiniseq as Oresmius, was an influential writer. 
Roscher terms him the leading ecobomist among the 
schooImen. His views, like those of Aquinas, were based 
on Aristotle's, but he developed original outlooks upon 
matteI'll of coinage and upon the debasement of the currency 
which was so common a practice in his day. 

With the formulation of the teachings I have summarised, 
the Middle Ages had already made remarkable advances, 
but its ideas were grounded upon the purposively organised 
economy of the period and upon the etbico-religious concep
tion of life then dominant. Hence the ensuing developments 
of economic science aimed either, as in the case of the 
metcantile system, at the supersession of the old urban
economic ties, or else, as in the case of liberalism from the 
time of Quesnay onwards, at the inauguration of a perfectly 
unhampered individualist trading economy. In doctrinal 
matters, earlier writers were ignored; innovation was the order 
of the day. 



CHAPTER TWO 

THE MERCANTILE SYSTEM 

I. LEADING IDEAS OF THE MERCANTILE SYSTEM 

AT the opening of the modem era, a new kind of economic 
practice and a number of novel and interdependent economic 
theories make their appearance in the form of what is known 
as mercantilism or 'the mercantile system. As ~ist was the first 
to point out, the use of this name (introduced by Adam Smith) 
is not wholly warranted. The advocates of the new economic 
policy were quite as much concerned to further industrial 
developments as to promote the exchange of merchandise. 
Nor have we to do with anything that is strictly entitled to be 
called a "system", or with a circumscribed body of doctrines; 
the term "mercantile system" is loosely used to denote the 
aggregate of the principles actually applied by governments 
and men of business in the economic life of those days-though' 
it is indisputable that these principles have 'an' underlying 
general conformity. Mercantilism, therefore, was not delib
erately thought out and artificially created by any individual; 
it was a creation of the time spirit, or a spontaneous growth 
of the time. Oncken aptly termed it "a system of sovereign 
welfare policy"; it was a system of political absolutism and 
centralisation in favour of the burgherdom and mobile capital, 
to the detriment of the nobility and the lords of the soil.-To 
throw light on the matter, let us first glance at the economic 
processes of this period of "early capitslism". 

The economic organisation of the Middle Ages was dis
rupted mainly by those political changes which led in western 
Europe to the formation of large absolutist national States 
(France, Spain, Portugal, 1IIld England); and in Germany, later 
on, to the establishment of the territorial princedoms. As a 
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result, the medieval economy, with its urban units, was re
placed by larger units of a different kind, the unified national 
economic areas. Political concentration in these areas resulted 
in money and wealth becoming elements of political power 
in a way very different from of. old. Bodin's dictum "Pecunia 
nervus rei publicae" (money is the nerve of the commonwealth) 
was in many respects new. Inasmuch as the State, which had 
been constitutional (in the feudalistsense), became absolute, a 
mercenary army replaced the feudal militia; and the centralisa
tion of the administration established a salaried officialdom 
where feudal methods of self-government had prevailed. The 
result was that'military and civil concerns, taxation, and the 
processes of State credit, tended more and more to be 
carried on upon a monetary basis instead of by the payments 
in kind of a natural economy, so that the monetary powers of 
a country acquired a political significance that was altogether 
novel. 

These multiform changes were accompanied by the economic 
revolutions that followed the discovery of America (1492) and 
the opening of a sea route to the East Indies (1498). New 
possibilities of world trade came into being, giving fresh 
power to the peoples situated on western sea-fronts (the 
Spanish, the Portuguese, the Dutch, and the English), but 
weakening those cut off from the new commerce (decline of 
Germany). Trade, and the money standing behind trade, were 

. thrust into the limelight as sources of wealth and political 
power. 

The effects of these displacements of wealth were reinforced 
by a special process. Soon after the discovery of the New World, 
rivers of gold and silver began to pour from Spain across 
Europe, and the purchasing power of these metals fell enor
mously, with a consequent tremendous rise in prices (the 
"revolution in prices"). It is true, however, that the rise in 
prices began somewhere about 1510, whereas the great increase 
in the precious metals only began to make itself felt towards 
1520, so there must have been a deeper cause at work in the 
economic evolution of those days. None the less, the super
abundance of gold was an independent cause of a sudden rise 
in prices. The influx of gOld played a great part in undermining 
the foundations of the old natural economy, for it favoured 
the diffusion of the means of credit and promoted the 
development of a capitalist economy. 
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All these circumstances tended to emphasise the importance 
of money, to stress the significance of commercial wealth as 
compared with the wealth that changed hands in kind during 
the processes of a natural economy. Thus whereas in the 
Middle Ages there had been a marked endeavour to check the 
growth of a monetary economy ,the opinion now gathered 
headway that money, if not the only source of wealth, was 
certainly of decisive importance to the welfare of the nations. 
Two notable· thoughts, therefore, began to dominate the 
minds of those who were turning their attention to political 
economy, two ideas which are still extremely influential 
to-day: a great esteem for money, and a great esteem for 
foreign trade (as the chief means for bringing money into 
the country). Implicit is a third notion: the fostering of 
industry, in so far as industry must be the precursor of 
commerce.-The "system" of practical measures which 
was deducible from these considerations may, when 
considered in constructive outline, be pictured as follows 
(making due allowance for extensive local variations, and 
for the fact that mercantilism cannot j>roperly speaking be 
said to have originated as a purposively conceived and coherent 
doctrine). 

The primary aim of the mercanti1ists, especially in the case 
of Italian and British writers, was to achieve a favourable 
balance of trade. By the term "balance of trade" is meant 
the counterpoise between imports and exports. When exports 
exceed imports, when the value of the goods sold to foreigners 
exceeds the value of the goods purchased from foreigners, 
the amount of money entering a country will exceed the 
amount of money issuing from it. Then the baLmce of trade 
is said to be favourable to the country in which money thus 
accumulates.-To achieve this favourable balance (which, as 
aforesaid, was the leading desire of the mercantiHsts), it is 
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necessary to stimulate export trade, since only thereby is money 
brought into the country. 

With that end in view, it is essential, on the one hand, to 
stimulate industries that create commodities for export (in 
those days spoken of collectively as "manufacture"), and, on 
the other hand, to check as far as possible the import of com
modities. Both endeavours presuppose the fostering of home 
industry. 

But if home industry is to be fostered, special attention 
must be paid to internal communications. It is necessary to 
abolish or to mitigate tolls, octrois, and the like, and to break 
down the barriers erected by the urban economy of the 
guilds. Furthermore, good roads must be built, canals must 
be dug, internal communication must be facilitated, home 
markets must be established.-Customs policy is, therefore, 
of supreme importance in the mercantile system. The cham
pions of that system want to abolish export duties. and in case 
of need to stimulate exports by premiums; while they aim 
at reducing imports by a high import tariff or by actual pro
hibitions. Instances are Colbert's unified import tariff of 1664 ; 
the development towards such a tariff in England, especially 
after 1692; and, in Germany and Austria, sumptuary laws 
which were intended to restrict the use of articles of foreign 
origin. (A unified tariff .on imports was rendered impossible 
in the case of Germany by the fragmented condition of that 
country, and in the case of Austria by the crownlands con
stitution). As corollaries to restriction of import, there had to 
be freedom for the import of raw materials needed by home 
industries, and prohibition of the export of such materials. 
Frederick the Great, for example, decreed corporal ~1!njshment 
for anyone who should bport wool. 

The preexistent natural economy had to be further dis
couraged by the encouragement of manufactures through 
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privileges and monopolies (whereby they were freed from the 
tyranny of the guilds), through exemption from taxation, and 
through other forms of support. In some cases, State factories 
were inaugurated, the State porcelain industry of Saxony 
being a vestige of one of these. Skilled foreign craftsmen were 
imported; industrial secrets were purchased; and so on.-On 
the other hand, by official supervision and thorough regula
tion of the whole process of production (supervision and regu
lation which extended into every detail concerning tools and 
methods alike), industry was to be kept up to the mark; and 
at the same time the consumer was to be protected by sub
jecting the process of sale to inspection. We see that in these 
matters the mercantilists clung to the traditions of the urban 
economy.-Another expedient of mercantilist policy was the 
foundation of colonies and trading companies. 

Especially important was the (English) East India Company 
founded in the year 1600, and equipped in 1661 with the right 
to carry on war and make peace in non-Christian countries. 
Under Joseph II, Austria occupied the Nicobar Islands; 
and the Danubian Trading Company and the Austrian East 
India Company were founded. 

Further, attempts were made to provide cheap labour 
power in order to strengthen large-scale industry. One means 
to this end was to promote the increase of population (a 
special desider.atum in the depopulated Germany of those 
days); prohibitions on marriage were removed, premiums were 
paid to the fathers of large families (in France, for instance, a 
nobleman who had ten children was granted a pension of one 
thousand Iivres). Another means was to cheapen the necessaries 
of life, 80 that wages could be kept down. For this purpose, 
foodstuffs were freed from import duty, whilst high duties 
were imposed on exported grain-or the export of this staple 
was absolutely forbidden. (These measures, which were opposed 

C 
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to the interests of agriculturists, were not openly advocated 
in mercantilist literature, but were often applied in practie»
by Colbert, for example.) 

Finally the output of the precioUs metals was to be directly 
stimulated by encouraging silver-mining and gold-mining in 
the homeland, by State subsidies in certain instances. The 
attraction of wealthy foreigners into the country, prohibition· 
of the export of the precious metals, and similar measures of 
minor importance, were to supplement and round off the 
expedients for increasing the national wealth. 

A general survey of the items of mercantilist policy shows • 
that the champions of the mercantile system took their stand 
upon a high estimate of the importance of money, but that 
they did not esteem money as an end in itself; they valued 
it as a means to the promotion of commerce and industry, 
they valued it on account of its productive effects. "Mpney 
begetteth trade", writes Thomas Mun, the mercantilist, "and 
trade encreaseth money." Another member of the same school, 
Charles Davenant, puts the idea tersely as follows: [Foreign] 
"trade brings in the stock; this stock, well and industriously 
managed, betters land, and brings more products of all kinds 
for exportation; the returns of which growth and product are 
to make a country gainers in the balance." r Colbert says the 
same thing from the outlook of the State financier: "If there 
be money in the country, the universal desire to tum it to 
advantage makes people set it in motion, and the public funds 
benefit thereby." • 

It is essential to repeat, after giving the foregoing general 
outline, that the prevailing aspect of mercantilism varied 
greatly at different times and in different countries. In England, 
HoIland, and I taIy, the 'doctrine was predominantly commer
cial; in France, and stiI!. more in Germany, it was, rather, 

I Politieal and CommtIreial Worm. London, 1771, voJ. H, p. 221. 

I Mlrnoir. au ,oj lIlT la fi.tumt:u. 1670j Lettrll. viii 334. 
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industrial. These variations notwithstanding, and despite 
differences in the details of application, from the sixteenth to 
the eighteenth century all the leaders of European statecraft 
were guided by the principles adumbrated above. Enough to 
mention Charles V, Elizabeth Tudor, Cromwell; Louis XIV, 
Colbert, Peter the Great, Elector Frederick William, Frederick 
the Great, Leopold I, and Joseph II. 

In England, though agriculture and manufacture were not 
neglected, mercantilism took a strongly commercial trend, 
which became exemplary. Cromwell's Navigation Law of 1651 
decreed that no merchandise, either of Asia, Mica, or America, 
should be imported into· England in any but English-built 
ships, belonging to English subjects, navigated by English com
manders, with three-fourths of the crew English; seaborne 
commerce between England and other European countries 
was to be conducted, either in English bottoms, or else in 
ships belonging to the country with which trade was heing 
carried on. These provisos ensured a practical monopoly of 
the seas for the English, and ruined the Dutch carrying trade. 
By the Methuen Treaty (1703), Portuguese ports were opened 
to British woollens, in return for special concessions to Portugal 
in the matter .of the import of Portuguese wines into Great 
Britain. 

In Germany and Austria, on the other hana, the need for 
promoting the increase of popUlation in countries devastated 
by the Thirty Years War took the foreground. Nor could there 
be any question here of active endeavours to promote foreign 
trade. The main concern was to hinder imports from lands 
better equipped for manufacture, whose competition would 
prove destructive. Hence a demand for sumptuary laws is 
characteristic of mercantilist writing here. 

In Italy we find, in conformity with the characteristics of 
the financial and commercial aristocracies of the urban republics 
in the peninsula, that authors of the mercantilist school are 
especially interested in the question of the balance of trade 
and in monetary problems. 

In France, Colbert was the great and successful practical 
exponent of the mercantile system, so that it is sometimes 
known as "Colbertism". Jean Baptiste Colbert (b. 1619) 
became in 1661 superintendent and in 1666 controller-general 
of the finances. When he took office, French industry lagged 
behind that of Engl2I!d, and even that of Germany. The 
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administration and the finances were in a sorry state. Ere long, 
however, internal customs dues had been in great part abolished; 
canals had been made; skilled workmen and entrepreneurs 
had been attracted from abroad; and, thanks to privileges, 
premiums, State subsidies, and other measures (above aU, 
lucrative protective duties and the establishment of technical 
schools and academies), French economic life began to flourish 
abundantly, so that even England was outvied. 

Observation I. Since the day when Adam Smith, in need 
of an antithesis, pictured the mercantilists more than was 
warrantable as a unified school of thinkers, the notion of the 
mercantile system as a circumscribed body of doctrines has 
been repeatedly corrected; and at length (as shown above) 
Oncken declared that mercantilism was nothing more than a 
vague principle of applied economics. But F. K. Mann, in his 
"Critique of the Mercantile System" (this is the subtitle of Der 
M MSChaU Vauhan und die Volkswirtschaftslehre des Absolu
tismus, Munich and Leipzig, 1914), empties the child out with 
the bath-water when he maintains that mercantilism did not 
really exist either as a theory or as a policy, and that the con
cept is an untenable one even as a historical hypothesis. This 
view simply ignores the foundations of mercantilism, which 
are at once psychological, historical, economic, and political 
(see Observation 2). Since these foundations actually existed, 
building upon them the "economists" of those days (en
deavouring as they did to promote an advance from the medieval 
urban and natural economy to a unified national economy) 
conceived the notion of the balance of trade, attached excessive 
importance to money, studied the effects of customs tariffs, 
examined the sources of national wealth, and favoured various 
kinds of State reguiation---ruld thus came to form an incon
testable and durable though somewhat loosely organised unity. 
It is a unity which cannot be shuffied out of the world by that 
which Mann wants to put in its place, the idea of an "economic 
doctrine of absolutism" .-Zielenziger, on the other hand, is 
right, though somewhat too general in his phrasing, when he 
describes mercantilis!ll as "nationalism with political and 
economic centralisation as its guiding principle".' Sombart has 
aptly characterised mercantilism as "the political economy of 
early capita1ism", discerning as its central feature the pro-

, Die all ... .... ,..Iun K""..,tJ/irIM, lena, 1914, p. 46. 
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ductive activities of commerce. Commerce, says Sombart 
(I) "supplied the nations with the quantities of hard cash 
indispensable to the development of capitalism"; (2) "served 
to distribute to other countries the surplus produce of the 
land in anyone country", thanks to which process the indus
trial potentialities of the soil were developed as well as the 
purely agricultural; and (3) "flooded the countries of western 
Europe with the products of lands across the sea, and with 
the articles which the countries of central and eastern Europe 
were willing to exchange for these exotics".' 

Observation 2. As regards the social philosophy of the 
mercantile system, in its favouring of centralisation and the 
omnipotence of the State, it is in harmony with the indi
vidualist doctrine of natural right (see below, pp. S3 et seq.), 
and it also shares the rationalist and materialist leanings of the 
representatives of this trend. In so far as mercantilism would 
tolerate in the fullest possible measure the continued existence 
of corporations and guilds, and would everywhere initiate 
regulative measures on behalf of the common weal, the doc
trine, on the other hand, appears to be one of liaison, to be a 
universalist system; it would seem to regard the national 
economy, not as an abstract sum-total of separate economic 
entities, but as a single politically organised aggregate. This 
is a matter for subsequent explanation (see below, pp. 59 etseq.). 

2. LITERATURE OF MERCANTILISM 

In France, the chief theoretical exponents of mercantilist 
doctrine were: Jean Bodin (Six li'llru de la ,epublique, 1577), 
the first explicit advocate of mercantilist measures; and Mont
chretien (T,aite de l'economie politique, 1615), the first writer 
to use the term "political economy". 

In England a masterpiece of mercantilist literature is Thomas 
Mun's England's Treasure by Foreign Trade, written at various 
tinIes from about 1622 to 1628, but not published till 1664, 
after Mun's death. The author recommends the export of 
bullion for use in foreign trade. His book, a small one, is 
especially well fitted to give the student an insight into the 
I Wemer Sombart, DR mod..".' Kapitalitmus, second editioD. Munich. 
1917, vol. ii, part ii, p. 104'. Se. also pp. 938.1 seq. 
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mercantilist mind. (Reprinted in IB95 by Macmillan, and in 
1928 by the Economic History Society.)-Sombart drew atten
tion to the .importance of Davenant (t 1714).-A notable 
book is Compendious or Brief Examination of Certain Ordinary 
Complaints of Divers of.our Countrymen in these our Days, etc., 
"by W. S., Gentleman". [The authorship is uncertain. 
Absurdly enough, it was long supposed that "W. S." was 
William Shakespeare, who was only seventeen when the book 
was published in 1581. Then a more or less hypothetical 
William Stafford was put forward as begetter. There is con
siderable reason to suppose that the Examination was penned 
by John Hales, who was M.P. for Preston in 1548, and that 
its publication (like that of Mun's book) was held up for a 
generation.] The writer's interest centres on the great rise in 
prices to which allusion has already been made; he recognises 
its cause in the influx of the precious metals from the American 
mines; and, in general, he expounds comprehensively the 
principles of the earlier English mercantilists.-Other books 
deserving special mention are: Josiah Child, Brief Observations 
concerning Trade and Interest of Money, 1668; and James 
Steuart (1712-1780), An Inquiry into tlu Principia of Political 
Ecorwmy, 1767. Steuart was one of the most distinguished 
theoreticians and systematists of the mercantilist school, but 
wrote at a time when mercantilism was already being super
seded by physiocratism and the doctrines of Adam Smith, so 
that his writings were regssded with scant respect in his day. 
He rejects the idea that wealth is identical with a hoard of the 
precious metals; in his doctrine of prices and in his theory 
of population, he is a forerunner of Malthus. 

Among Italian mercantilists, I must name Serra and Mon
tanari (both flourished about 1650), Belloni (Dissertatitmi supra 
il comtner'cio, 1750), and Genovesi (Lezioni di commercia OSM 
Ii economia civile, 1765). 

In Germany, mercantilism makes its appearance linked 
with what is known as "Kameralwissenschaft" (derived from 
"camera", a prince's treasury), as an amalgam of economic 
theory, financial policy, the science of government, and a 
modicum of technology; for .the German mercantilists did 
not confine their interest to economics proper, but were also 
concerned with the study of the financial administration of 
the territorial princes, the management of industry, and the 
problems of mining. Among the earlier members of the school 
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may be mentioned: Obrecht (professor in Strasburg towards 
1600) ; Besold; and Kaspar Klock. A rigid type of mercantilism, 
though one modified by Aristotelian and scholastic ideas, was 
expounded by the younger cameralists: Seckendorff (Dtr 
deutsclu FiUste1lStaJJt, 1656); Joachim Becher (an especially 
noteworthy figure among the German mercantilists, author 
of Politischer Diskurs von den eigentlichen Ursachen ties Auf
ruul A1meh_ tier Stiidttr, Liinder ruul Republiken, 1668); 
W. von Homigk (author of Oesttrreich Uber alh!., fDentI es nur 
'lDill. 1684. which Oncken believed to be a posthumous work 
of Becher's); Schroder (FiUstliclu Schau- ruul Rentenktlm11ltr, 
1686); Justi (StaatsrDirtschaft, 1755); and SonnenfeIs (Gnmd
siitz. tier Polizei, Handlung ruul Fintm:troisse1lSchaft, 1763-1767). 
-Consult Axel Nielsen. Die Entstohrmg tier deutschen Katll6al
roisse1lSchaft, Jena 19II; Louise Sommer, Die o.sterreichUchen 
Mercantilisten, z vols., Vienna, 1920-1925; G. Jahn, "Mer
cantilismus", in HandfDorterbuch tier Staatsroisse1lSchaftm, 
fourth edition. 

3. A CRiTIQUE OF MERCANTILIST DOCTRINES, WITH AN INTRO

DUCTION TO PRESENT-DAY VIEWS ON MONEY AND ON 

TIlE BALANCE OF TRADE 

Present-day economists hold conflicting views about mer
cantilism. Those who object on principle to State interference 
in economic matters (individualists and free-traders) are 
severely critical of the mercantile system; but those who ho~d 
that the State should actively promote economic development 
are, for practical purposes at least, closely akin to the mer
cantilists, seeing that to-day the problems that confronted 
the latter are again pressing for solution, and demand the 
adoption of measuses resembling those to which they had 
recourse. 

The leading doctrine of the mercantile system was that it 
was essential to establish a favourable balance of trade. Since 
this is primarily concerned with the significance of an inflow 
of money, let us first consider the theory of money. 
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Q. Money. The mercantilists have often been accused of 
regarding money and wealth as equivalents. This charge is 
false, but they unquestionably formed a very high estimate 
of the economic importance of money and the precious metals, 
inclining to regard money as the "good of goods", which was 
natural enough at a time when a monetary and capitalist 
economy was in its early ascendant phase. 

In a somewhat diluted form, this over-valuation of money 
persists to-day in the popular mind. To "make money" is, 
in ordinary parlance, synonymous with acquiring wealth; and 
political economy is often supposed to be mainly concerned 
with "making money". How far is this true 1 Contemporary 
science is not able to give a simple and straightforward answer 
to such a question; nor is it able to answer in any simple 
manner the more general questions that arise in connexion 
with the mercantilist doctrine of money. The answer cannot 
be deduced either from what is termed the metallist or from 
what is termed the chartalist theory of money. In the metallist 
view, the metallic nature of money as a commodity is the 
essential thing about it; whereas the chartalists insist especially 
upon the symbolic nature of money, this characteristic be
tokening either the nature of money as a State product or else 
!lome other relation of money to the whole body economic (see 
below, pp. 285 et seq.) . 

... From the metallist standpoint, some such judgment as 
the followiog is passed upon the mercantilist conception of 
wealth. The essence of money is its function as medium of 
exchange. To make this clear, let us picture a circumscribed 
domestic economy A, which itself produces all the goods 
needed by the kinship. Still,. it will often happen that the 
economic body A will be glad to exchange superfluous goods 
(an overplus of salt, for 'instance) for the superfluous goods 
(cattle or weapons, let us suppose) of the economic bodies B, 
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C, etc. But if, in the places where opportunities for such 
exchanges occur-at the "market", in a word-cattle and 
weapons are offered, but none of those with these things to 
dispose of happen at the moment to have any need of salt, 
the members of the economic body A will soon become aware 
of the advantages inherent in a mediate process of exchange; 
they will perceive the desirability of exchanging their salt 
for those commodities which enter most frequently into the 
process of exchange, for those which play leading roles in the 
market because anyone who comes there is likely to want them. 
Such articles (cattle, for example, among nomads) are the most 
"marketable", and corporation A will, in the case we are 
considering, find it expedient to exchange its salt for cattle 
even though it has not itself any present use for cattle, seeing 
that cattle is most likely to be exchangeable in the near future 
for something that is actually wanted. This "acceptance of the 
most marketable commodities" (Smith, Ricard~, Karl Menger), 
even by those who do not need them for actual use, accounts 
for the origin and perhaps explains the fundamental nature 
of money, which is an intermediary in exchange, a means or 
medium of exchange. In the perennial competition for the 
right to perform this service, to function as this medium, the 
precious metals have-owing to their superior marketability, 
constancy and durability, divisibility, ponderability, and 
transportability-gained the victory over cattle, pearls, sheila, 
hides, and all other commodities. 

From such an outlook, the veneration of the mercantilists 
for money and the precious metals seems utterly wrong-headed. 
Money is but a commodity like any other; there can be no 
sense in hunting this commodity in especial, no reason for 
directing commercial policy mainly towards its acquisition. 
Besides, according to Ricardo and the latter-day economists 
who share his views. the only result of increasing the amount 



• 
4~ TYPES OF ECONOMIC THEORY 

of money in the country would be to raise prices. If you double 
the quantity of money in circulation, you will halve the pur
chasing power of money; prices will rise accordingly; there
upon exporta will decline and importa will increase; with the 
result that money will flow out of the country. If this reason
ing be sound, there is an intrinsic contradiction in the plan 
for promoting an influx of money by means of a favourable 
balance of trade. (For further information regarding this 
"quantity theory of money", see below, pp. a88 et seq.) 

{J. What is known as the cbartalist (sometimes unfortunately, 
because ambiguously, termed "nominalist") doctrine of money 
is less simple than the metallist doctrine (in this connexion, see 
the remarks below under Knapp, p. a86, and under Adam 
Miil1er, p. IS8); but at any rate it conflicts with the quantity 
theory of money. According to the charta1ists, the essence 
of money does not lie in its quality as a commodity; for they 
hold that cattle, for instance, when functioning as money 
have ceased to be cattle properly speaking, to become the 
sustainers of a specific function, that of betokening money, so 
that in them now their symbolic nature eclipses their qualities 
as commodities for use. Nor does the essence of moner lie in 
its capacity for functioning as an instrument of exchange, but 
rather in its power of linking detached economic bodies, and 
enabling them to come to terms one with another (as to the 
views of various authors concerning this matter, see below, 
p. :/8S). Owing to this abstractly connective power of money 
(which is inherent in its relation to the economic community 
as a whole), money acquires "derivative functions" which 
are supplementary to its function as medium of exchange. 
These supplementary functions of money may be enumerated 

I ' 
as follows: I. as an artIcle of general reference, that is to say 
as a measure of prices; 2. as a means of payment (payment 
is not always directly associated with exchange-for instance, 
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the payment of taxes, or of the interest on capital); 3. as a 
means for the storing of value or capital (hoarding, etc.); 
4. as a means for the transfer of capital, that is to say real 
goods, property (circulation). In general terms we may say 
that thanks to these functions money becomes the associater 
(organiser) and sustainer (representative) of goods of wealth. 
The assembling of money is, therefore, the indirect assembling 
of goods; and the transference of money is the indirect trans
ference of goods.-Consequently, the chartalist schools can 
approve the mercantilist view that an influx of money signifieS 
an increase in wealth. Nevertheless this outlook involves a 
danger of isolating money unduly, of detaching it from the 
economy at large, of misunderstanding its nature.' Money 
can perform the function of representing property, only in so 
far as goods capable of being exchanged stand behind it to 
back it up. For, economically, money only has value in the 
same sort of way as that in which other intermediary and 
organising things have value; railways, for instance, or com
mercial treaties, which can respectively. achieve something 
only in so far as there are commodities to be transported, or as 
there is business to be done between the two parties to the 
treaty. Money has no significance except as intermediary 
in the exchanges of commodities one for another. When 
exchangeable goods are wanting, as in war-timej during 
famine, or on the high seas, money becomes functionless. 

Having grasped this fact, we are in a position to measure 
alike the weakness and the strength of mercantilism. Here is 
the weakness. For individuals, in private economic life, money 
is a commodity which can be exchanged for all other goods; it is 
"property" or "wealth" because for the individual who pos
sesses it its potentialities of exchange make it the key to all 
storehouses. But in the economic life of a nation the accu
mulation of money has a difl'erent significance: here the matter 
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of primary importance is that there should be on hand goods 
whose exchange can be effected by the money; failing this, 
the functioning of money as medium of exchange does not 
keep pace with the accumulation of money. Thus, in answer 
to the assertion that money is equivalent to wealth, it is neces
sary to insist that· the primary constituent of wealth is not 
money, but goods and their production.-Here is the strength. 
The mercantilists did not fall into the crude error of regarding 
money, qua money, as wealth. They knew perfectly well (as 
Oncken has rightly pointed out in his Geschichte tier Natitmal
okonomie, vol. i,.pp. 154 et seq.) that money is only wealth in 
virtue of its capacity for effecting transfers of property. 

However, with this account of the representative function 
of money we have as yet said very little in defence of mercan
tilism. Cannot we find more cogent reasons for its support ? Yes, 
we can find them in the stimulus to production which is given 
by an increase in money. Mercantilist statesmen and writers 
had good grounds for keeping before their eyes the growing 
need for money characteristic of the days in which they lived; 
they learned a lesson from their study of the quickening effects 
of an increase in the circulating medium-an increase that 
was, above all, essential to the transition from a more or less 
natural economy (that of the medieval towns, and of agri
culture subject to the corvee) to a commencing capitalist and 
mercantile economy. The underlying purpose of the attempts 
to achieve a favourable balance of trade and thus to increase 
the amount of money in a country, was, both in theory and 
in practice, a determination to favour and protect national 
labour. 

Obstl'f)atWn I. The metcantilists were neither metallists nor 
chartalists. They had no clearly formulated theory of money. 
True, they regarded money as concentrated wealth. But they 
did not contemplate money in the light of its nature as a 
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commodity, or in the light of its function as medium of ex
change. They looked on it as the sustainer of property; or, 
to express the matter in still more general terms, as the orga
niser of national economy, as capital of a higher grade. Herein 
they certainly transcended the metallism of the classical 
economists. (Regarding the concept of capital of a higher 
grade, see below, pp. 279 et seq.) 

Observation 2. The above-mentioned functions of money are 
not granted equal recognition by all schools of economists. 
The function as means of payment, now regarded by Knapp 
as primary, and in earlier days thrust into the foreground 
by Knies and others, seems to me only a derivative form of the 
function as means of exchange. 

Observation 3. As we have already learned, the classical 
economists, criticising the mercantilists, declared that money 
was but a commodity like any other-cooking utensils, for 
example. The contention is erroneous. Money is, beyond 
question, a "commodity" of a special kind; it is the commodity 
which forms the connecting link between all others, and is in 
this sense the leading or organising commodity. (See below, 
pp. 285 et seq.) 

b. The Balance of TraM. The mercanti1ist .view as to the 
balance of trade (balance of commodities) is intimately linked 
with the mercantilist doctrine of money. Before we begin our 
critical examination of the former, we must adjust its formula
tion by pointing out that the balance of trade, the balance 
between imports and exports, is not identical with the balance 
between the sums of money that cross the frontier in either 
direction-the so-called balance of payments. 

For, in fact, this latter balance does not comprise only the 
discharge of the liabilities incurred for actual deliveries of 
goods. It includes, in addition: I. the balance of payments 
for such services as are performed in the transport of foreign 
goods by water or by land ("England is the carrier of Europe"), 
or in the maintenance of travellers for the purposes of foreign 
trade-these services being in the nature of invisible deliveries 
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of goods; z. the balance of entrepreneurs' profits as between 
home and abroad; 3. the balance of the payment of interest 
as between home and abroad (on securities, notwithstanding 
debts, and so on); 4. the balance of the sendings of money 
and the movements of capital (such as the movements of 
capital in inter-State loans, or the taking over of foreign 
securities and loans); 5. to conclude, legacies, gifts, war in
demnities, and similar once-for-all payments that pass from 
one country to another.-It is obvious, therefore, that the 
balance of payments can be regarded as a masked and enlarged 
balance of imports and exports, seeing that in the end "goods" 
are always paid for by "goods", exports by imports, and 
conversely; but some of these "goods" are invisible, i.e. are 
services. 

Inasmuch as the balance of payments has quite another 
visage than the balance of concrete exports and imports, it is 
possible, nay it often actually happens, that the balance of 
payments may be "favourable" to a country while the balance 
of exports. and imports is "unfavourable". Such was the 
position of affairs before the war in Britain, Germany, France, 
Belgium, and Austria-Hungary-the rich countries, in a word. 

These wealthy lands are able to endure the persistence of 
an unfavourable balance between imports and exports because 
the payment of interest by foreign debtors, the sums received 
as profit on investments in foreign enterprises, and so on, 
enable them to go on paying for the excess of imports. For 
example, before the war, Germany alone used to receive in 
interest a sum which has been estimated at half a milliard of 
gold marks. Russia, on the other hand, being an agrarian 
country, and also the Balksn States and Argentina, had in 
pre-war days a "favourable" balance of trade, IIRd so had 
the United States of America, for these countries had to devote 
the amounts realised by the sale of their harvests to the pay
ment of interest to foreigners and to discharging liabilities 
incurred for services rc:lI.deredby foreigners. 

'. 

The foregoing considerations make it clear that a debit 
balance of trade, called by the mercantilists an "unfavourable" 
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balance, may be unfavourable in one case and favourable in 
another. 

The outlooks of modern science upon the theory of the 
balance of trade are three in number: 

J. Those who adhere to the doctrines of what is known 
as the classical school contend that the idea of the balance 
of trade cannot be looked on as authoritative. The balance of 
trade, they say, is only the sum-total of all private balances. 
The general course of economic life as between nations is 
but the aggregate of the movements of a great number 
of individual economies, and not the expression of specific 
relations between one nation and another. Economically; 
therefore, it makes no difference whatever whether two persons 
who do business with one another belong to the same nation 
(residing, let us suppose, in London and in Manchester), or 
two different nations (a Londoner and a Parisian). If this 
standpoint be accepted, "it is quite arbitrary to lump one group 
of balances together rather than another; there is no more 
reason for doing so in the pse of London and Manchester , 
than in the case of London and Paris.-Thus to the adherents 
of the classical school the doctrine of the balance of trade seems 
devoid of a stable theoretical foundation.' As previously 
explained, they consider that the circulation of money regulates 
itself automatically in a way that confutes the doctrine of the 
" balance of trade. If, thanks to a favourable trade balance, more 
money flows into a country, the quantity of money in that 
country increases, with the result that prices there rise, and 
become higher than prices in other countries (quantity theory 
of money), so that there is an increase of imports from the 
countries where prices are lower. For these reasons it is better 
for governments to refrain from interfering with the course 
, Cf. Petritach, 77uoritI d.,. gOmtigm rmd _fbutigm Hmultlsbilmut. Graz. 
1903; Terhalle. to HandelsbilanzU

, in HandtlJIrl6buda- u, Sklatlluiuen-
I~""'. fourth eclition. _. "" .". 
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of trade. (The "free-trade theory", see below, pp. 104-5 
and 140-1.) 

2. Those who belong to the historical school adopt an inter
mediate standpoint. They are not indifferent to the balance of 
trade, but they consider that the mercantilists overrated its 
importance, and applied the doctrine in too routinist a fashion. 
Still, in the days when the mercantile system was dominant, 
it had considerable practical utility, for only through having 
a credit balance in the matter of foreign trade were those 
countries that were striving to emerge from a natural economy 
able to pay their debts abroad and to increase the amount of the 
circulating medium at home. But to-day the wealthiest countries 
have a debit balance in foreign trade (see above, p. 46). 

3. Those, finally, who belong to the universalist schools 
umeservedly accept the doctrine of the balance· of trade. 
From the outlook of his own universalist conception, the 
author of the present work would insist that the balance of 
trade and the balance of payments can by no means be re
garded as "aggregates" of private balances. On the contrary, 
the "private balances" (the term, be it noted, is a misleading 
one) are only conceivable as parts of the balance of trade and 
balance of payments. The independent whole of the nationally 
organised economy has its own independent balance, the 
balance of trade and payments, on which the individual 
balances depend for their conditions of existence. It is therefore 
correct to say that the total balance takes precedence of the 
individual balance.' 

Only by setting out from this proposition, is it possible to 
do full justice to mercantilist thought, to recognise the large 
measure of truth which the mercantile system contains. When 

• we do this we recognise that the above-described expansion of 

I A more detailed disCWllion of the matter win be found in the author·, 
T.,. .1Id kbmdiiJ. Will.",eJra!t, third edition, lena, 1929, pp. 129 ot seq. 
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the idea of the balance of trade (balance of commodities) to a 
balance of payments-which to-day is supposed to give mer
cantilism its quietus-is merely a rectification of a concept, and 
by no means suffices to "confute" the mercantile system. The 
problem is merely transferred to the balance of, payments. 
The balance of trade must indeed be grounded upon the 
balance of payments; but only because the balance of payments 
is itself, in the last analysis, nothing else than an enlarged 
balance of commodities (and services). Even when the balance 
of payments is a credit balance, the balance of trade may show 
a debit, as we learned above on p. +6; yet there must be a 
concrete substratum for this credit balance of payments, a 
substratum having the nature of goods of some kind (e.g. 
capital invested abroad). That is the first great and lasting 
truth of the mercantilist doctrine of the balance of trade.
The second truth of the mercanti1ist doctrine of the balance 
of trade is this, that the economic agents, the persons doing 
business one with another, must not be regarded as individuals 
in any abstract sense, nor must their balances be conceived 
as abstract "private" balances; the persons and the balances 
must be looked upon as members of a national economic cor
poration which forms, to a degree, a unity or a totality. 

If, as above shown, the balance of trade be something 
different from a sum-totsl of all private balances, and not 
merely something which has no existence until all these private 
balances have been added together, then it cannot be regarded 
as a matter of indifference whether the places whence the indi
vidual items of the account are drawn be situated at home or 
abroad. Nay, rather in the mutual interrelations of exchange 
among the various national economies endowed with inde
pendent actuality, there existed-before any particular balance 
was struck-determinative factors in virtue of which that 
balance became what it did become. Let the reader recall the 
incidents of the period of inflation, when, owing to the crashing 
of the currency, all private balances were undergoing rapid 

D 
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modification, and it was far from indifferent to a merchant in 
Berlin whether he incurred a debt in Hamburg or in London! 
In these cases it was manifest that a "private" balance was not 
really private, but was an intrinsic part of the genera! "national" 
or collective balance. The relatively independent national 
economy with its total balance comes first, logically; and the 
partial or separate balances come afterwards. 

Of course we must not, for this reason, regard foreign trade 
as the true and original source of wellbeing for the national 
economy, though some of the mercantilists were inclined to 
do this; for foreign trade is itself, generally speaking, grounded 
on the home production of goods. 

Consequently, all the difficulties of this chapter may be 
solved as follows. The "balance of trade" is a genuinely col
lective concept, but our direct concern is not with whether 
there is a credit or a debit balance in the case of payments, and 
still less whether there is a credit or a debit balance in the case 
of exports and imports. What matters is that which I may 
term the balance of productivity, that which forms the material 
substratum of and gives a meaning to the credits and the 
debits. The mere figures of the balance of trade signify nothing 
to us; they have to be translated into actual performances within 
the national economy, they must be reduced from quantities 
and magnitudes to meanings. Credits, for instance, due to a 
"clearance sale", as in Germany during the inflation crisis, are 
harmful; debits, on the other hand, incurred for productive 
purposes are beneficial. It follows that a balance of payments 
showing a debit even for decades in succession, need not be 
a sign of impoverishment. If the debts are incurred, not to pay 
for current consumption, but in order that the money may be 
invested in improving ,the land and in building factories, they 
will increase production and promote public welfare. Hence, 
it is not the coming in or the going out of quantities of goods 
that is important, but the "meaning" of these processes; the 
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question whether the goods be fruitfully or unfruitfully 
articulated into the general structure of the national economy; 
this and the results upon that economy, the ultimate effects 
of the imports and exports, are what reaJJy matter. 

One of the flaws in mercantilism was that its champions 
were often inclined to regard the mutual relations between 
the various national economies from the outlook of individualist 
economics (cutthroat competition), assuming that for the 
sake of its own enrichment each nation must strive to outwit 
and overreach its neighbours, and fancying that life on such 
terms would be an enduring possibility! This is not a tenable 
view. Just as every national economy is a whole dependent 
upon the fruitful mutuality of its parts, so the world economy 
is a super-whole' dependent upon the fruitful mutuality of 
the national economies which constitute its parts. The essential 
characteristic of the world economy is not that one nation 
gains what another loses, but that both gain by mutuality.-In 
practice, however, this error was corrected, inasmuch as the 
favourable balance of trade had to be backed up by a most 
rigorous development of a nation's own economic energies. 
Thus mercantilism, notwithstanding all its defects, was a 
splendid conception of economic life as a truly integrated 
entity, a conception which led to the inauguration of many 
methods of State-aid in the economic field that are still models 
for to-day. 

Associated with this unduly individualist attitude of the 
mercantilists in certain respects, was a tendency to appraise 
economic processes too much in accordance with their monetary 
form, instead of simply in accordance with their factual con
tent, in accordance with their effective achievement. 

c. "Keeping Money in 1M Country." This slogan, which 
was revived during the late war, is a corollary of the doctrine 
of the balance of trade. Thus Homigk, in OesteT7eich iiber 
alles, roenn es nu, will, writes: "It would be better to pay for 
any article two thalers that would remain in the country, than 
,one only that would go abroad."-Let us illustrate this way 
of thinking by considering a State loan for railway construc
tion. In such a case, "keeping money in the country" means: 
first, that the demand for funds is supplied out of the savings 
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of persons resident in the country; next, that the productive 
and trading activities called into being by the expenditure of 
the money are also within the national boundaries, because 
aU orders are placed in the homeland. But the important 
matter is the application of lahour and capital at home, and 
not merely that "money is kept in the country". Still, even 
though, thanks to keeping money in the country, home labour 
is employed instead of foreign labour, we are not entitled 
to conclude without further enquiry that it might not have been 
more advantageous to the country if the orders had been placed 
abroad. Conditions may be such that capital and labour have 
been expended on producing things which might have been 
procured from abroad in exchange for domestic products 
obtained by an expenditure of one tenth of the amount of 
capital and labour. Only, therefore, when the production of 
the necessary articles at home does not cost more than their 
production abroad, or at least when the development of home 
productive forces and entrepreneurs' capital entails advan
tages that unquestionably outweigh the losses due to the 
comparative dearness of home production, can we say that 
it is an advantage "to have the money kept in the country", 
and therefore to employ home labour instead of foreign labour. 

As to the connexion between the rate of exchange and the 
balance of payments, see below, pp. 291 et seq. 



CHAPTER THREE 

INDIVIDUALIST NATURAL RIGHT 

WHILE the mercantile system was in course of development, 
in the domains of political science and philosophy an indi
vidualist conception of human social life was gathering 
force. 

The general impression is that the Saxon Althusius (Politico, 
1603) I and the Dutchman Hugo Grotius (D~ jure bem d 

pads,16zS) were the founders of an individualist outlook in 
political science. But notions of the same sort are to be met 
with in the writings of the medieval nominalists and in the 
Deft1lSor pads (1324) penned jointly by Marsilius of Padua and 
John of J andun. Marsilius advocates popular sovereignty in 
State and Church. Althusius develops the idea that the State 
is the outcome of a contract freely entered into by its members, 
although the "social nature" of mankind is an additional deter.
mining cause. Grotius sets out from the "inalienable and 
indestructible natural rights of the individual", deducing them, 
however, from the "originally social nature of man", so that 
in his opinion likewise the social principle collaborates in 
the foundation of natural right. He explains that the indi
vidual's "natural right" is a commandment of reason, in 
accordance wherewith necessity is automatically ascribable to 
an action in virtue of its harmony with the reasonable nature· 
of man. 

Natural right is a permanently valid and homogeneous 
right, inherent in human nature, formed by rational eXercise, 
and recognisable by reason. From this outlook, reason becomes 
a power that generates right-the reason of the individual, of 

• Cf. Otto ..,n Giercke,,.Tumtta Althwi .. u1Ul die E.Iwiddu., tUr II,dur
F.uaJie1ufll SUI4UtMorie1l , third editiOD, Brealau, 1913. 
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the abstract and atomically cOllceived individual. Natural right, 
therefore, is an individual right, a right that is equally unsocial 
and unhistorical. (The rationalism of natural right.) 

But the natural right of more recent days is substantiated in 
a different way: either upon the individual alone (pure indi
vidualism) ; or else with the aid of social, that is to say uni
versalist, elements (modified forms of individualism).' 

The English philosopher Thomas Hobbes (whose chief 
work, Leviathan, was published in 1651), was the first to 
interpret the political life of human beings in a rigidly 
individualist fashion in accordance with the principle of 
natural right.' Hobbes recognises only the instinct of self
preservation. He starts with the assumption that in a state of 
nature all individuals are free and self-dependent; and that, as 
an outcome of this, they are perforce mutually hostile. Men are 
dominated by theu dread of one another, and there is a war 
of all against all ("bellum omnium contra omnes"). To escape 
from that struggle for existence, they establish the State, join 
forces in an orderly association-and they do this, therefore, 
under the promptings of the instinet of self-preservation, and 
not, as Grotius opined, because the nature of mankind is 
social. By this step they renounce all theu natural rights, and 
delegate them to an absolute ruler, under whose 'protection 
they place themselves. Thus the State, originating by a con
tract, comes into being as an absolutist construction, the 
renunciation of natural right being a primal element of the 
contract. But conceptually the State proceeds exclusively from 
the individual, who is self-dependent. 

I I am not referring in the text to the concessions and ftsene& to be found 
in the writings of all the modern champions of natural right. whether on 
religious grounds, or on gmunds of historical necessity. We are concerned 
only with the systematising features of the views put forward by each 
writer or school of writel'8.----cf" for instance, Hobbes, LmatJum, 
chapter xiv . 

• Leuiathtm,loc. cit. 
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These ideas of Hobbes were taken up by Spinoza (I632-
I677). According to the latter, the original war of all against 
all does not lead to the establishment of an absolute authority. 
The citizens surrender their natural freedoms only in so far 
as is necessary for the existence of an orderly politicallife-in
common.-Thus whereas Hobbes considers that the authority 
of the State is vested in a single person, Spinoza ascribes it to 
all the members of the body politic, to the people at large. But 
both these writers look upon the State as the outcome of a 
struggle for power among individuals. 

In Germany, Samuel Pufendorf (De jure naturae et gentium, 
I672) endeavoured to find a middle course between Hobbes' 
purely individualist theory of natural right and Grotius' view 
which was partly social. The English philosopher John Locke 
(On Civil Government, I689) put forward a milder version of 
the Hobbesian theory of a state of nature. He was the real 
founder of the theory of constitutional law. In the field of 
political economy, he laid stress on the importance of human 
labour in the creation of value, thus giving utterance to an 
idea which professional economists were to develop at a later 
date. 

From Locke sprang the so-called philosophy of the En
lightenment, an arid rationalism (its watchword was the 
"rational shaping of human life"), which was by its very 
nature subjectivist, atomistic, mechanistic, ~d from. the 
sociological standpoint individualistic. In England, there grew 
up from this root the teaching of Shaftesbury, whose leading 
Dotion was "common sense"; and in France, the sensualism 
and materia1ism of Diderot, Condillac, Helvetius, and others, 
which influenced the whole of Europe. 

Closely connected with these theories of natural right and 
the social contract, is the development of the doctrine of 
sovereignty, to which Jean Bodin had earlier given precise 
formulation (as princely sovereignty) in his book De fa ripub
lique (I577). More and more this doctrine developed towards 
the idea of popular sovereignty, as we see beginning already 
in the work of Althusius. According to the exponents of the 
latter notion, the people is the one and only source of State 



S6 TYPES OF ECONOMIC THEORY 

authority, inasmuch as the contract whereby the State was 
formed issued from the general will of all the citizens, freely 
assembled. Hobbes, however, considered that the citiune, 
having come together of their own wills, then delegated 
authority to one supreme ruler. Montesquieu (Esprit lUI loU, 
1748), with his doctrine of the partition of powers, enunciated. 
a half-way theory, that of constitutionalism, which dominated 
political science for almost a century, and stood godfather 
to all the constitutions of Europe. According to this view, 
which still exerts considerable influence, the best form of 
State is that in which the legislative authority is in the hands 
of a freely elected assembly, parliament, while executive 
authority is committed to a monarch with responsible minis
ters, and judicial authority is entrusted to an independent body 
of judges. 

In reality, however, the executive is also, to a predominant 
extent, the legislative authority, for most laws originate in 
the ministerial offices, and not in parliament at all. The demand 
for a partition of powers is a sign of decay, an indication of 
deficient unity and of an endeavour to mechanise political 
life.-It is an error to suppose that Montesquieu was an inno
vator. His immediate predecessor in formulating the doctrine 
of the partition of powers was John Locke. Moreover, the 
distinction between legislative, judicial, and executive powers 
is plainly indicated in Arlstode's Politics (B. vii, § I), though 
Aristode did not himself advocate the political severance of 
the three. 

Jean Jacques Rousseau made a very powerful impression 
with his doctrine of the state of nature. 

See Du contrat social, 176z, and Emile, ou IU fiducation, 
176z. "Man is born free, but everywhere he is in chains." In a 
state of nature, human beings were good, free, and equal; 
civilisation has made them corrupt, unfree, and unequal. A 
return to a state of nature is essential. Since man is naturally 
good, we need merely remove misleading and vicious influ
ences from his education, and he will spontaneously find his 
. way back to the natural and to God. In Emile, Rousseau writes: 
"Wherever human beings are born, they can be made what I 
indicate."-Rousseau's conception of the State is that of the 
champions of natural right, but his individualism contains 
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anti-individualist elements. Take, for instance, his idea of the 
general will ("volont~ g~erale") as a counterpart to the will of 
all individuals ("volonte de tous") i and his idea of an obligatory 
State religion.-Rousseau is a vigorous and able writer, but his 
work bristles with contradictions. In some respects an ardent 
individualist, he nevertheless espouses the view that education 
is all-powerful, and coins the notion of "volont~ generale". 
He must indeed be described as an a-logical, and in many 
ways an a-moral man. (He took his children to the foundling 
hospitall)-Rousseau's writings contributed in no small 
measure to the outbreak of the French revolution in 1789. 
The leading revolutionists, and Robespierre in especial, were 
his disciples. His influence upon European culture was like
wise notable because, since he introduced into his teaching 
an irrational element (return to nature), he was an early 
apostle of a departure from the exclusive rationalism of the 
Enlightenment. 

In the foregoing account of natural right, reference has only 
been made to the individualist and comparatively modem use 
of the term. But in earlier days "natural righ(' had a non
individualist significance, denoting "divine natural right", 
that is to say the divine ordering of right and the world (8tKa"''' 
",Jer •• , lex natura1is = lex divina, jus divinum, divine right), 
as contrasted with the mutable and arbitrary right made mani
fest in the course of history (Iltle"'''''' (}la •• , the "established" 
or "conventional right" of the sophists). Heraclitus expresses 
this outlook clearly: "All human laws are nourished by a 
divine". Divine or super-individual natural right is expounded 
by Plato, Aristotle, the stoics, and Thomas Aquinas. Accord
ing to Plato, the laws of this world are a direct efflux from the 
divine will; the divine law, the moral law inborn in man, is a 
part thereof; and positive right is no more than a deduction 
from this moral law. The "naturalness" of right signifies, in 
the case of divine natural right, its derivation from the"objective 
laws of the world, from the objective social order, from objec
ti ve Dlorality and justice-in contradistinction to die derivation 
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from absolute individuals in a state of nature (as in the teaching 
of the sophists, Grotius, and Hobl;>es}.-When rigidly formu
lated, therefore, the antithesis between universalist natural 
right and individualist, may be expressed as follows: on the 
one hand, we have a social right, divine, super-individual 
right, as an order which is binding upon all, and assigos to all 
and sundry their suitable positions in the aggregate; and, on 
the other hand, an individual right, individualist natural right, 
as a reasonable right of the essentially independent individual. 



CHAPTER FOUR 

AN INTRODUCTION TO THE BASIC PROBLEM 
OF SOCIOLOGY - INDIVIDUALISM VERSUS 
UNIVERSALISM 

THE individualist theory of natural right is something more 
than a theory of right; it is likewise a theory of the State and 
of social life in general. The main purport of any such theory 
of society must be to tell us upon what society is based. Is it 
based on the individual; or is it based on an objective spiritual 
reality, upon something which must be conceived as an aggre
gate of a peculiar kind on a higher plane than the individual 
and therefore super-individual? 

From the former outlook, society would be regarded as the 
summation of independent individuals: as comparable to a 
concourse of atoms, to a heap of stones, in which every 
atom or stone remains independent, self-determined as it 
were, leading a separate existence; and in which. the association 
of the parts has produced no more than a superficial and purely 
mechanical community. In. that case, individuals form the 
real and primary being of society and the State. This con
ception is called "individualism", because it is one according 
to which society and the State are thought of exclusively in 
terms of the individual ;' and natural right is its chief type. 
But in every type of individualism, the individual is the main 
thing, not the community. Individualism has its own con
ception of right, apart from any assumption that there exists 
a society sui generis contraposed to the individual.-Indi
vidualism, which was already cultivated in antiquity by the 

I IndividualilDl is an analytical theory, not 8 political method, nor yet a 
philoaophy, and it must therefore be distinguished from itl politico-eco .. 
nomical and philosophical consequencee. The lame remark applies to 
univenalism. 
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sophists, and was fully developed in the form of natural right, 
seems at the first glance perfectly natural and self-evident. 
For society is in actual fact composed of individual human 
beings. None the less, we have to test the soundness of the 
doctrine. Close examination shows that it starts from false 
premises, is grounded upon erroneous notions both of the 
individual and of society. The individualist (regarding the 
individual as independent of society and as the founder 
of society) necessarily looks upon the individual as a self
determined, self-governing and separate atom; he thinks of the 
individual as mentally complete before entering into definite 
social ties; he conceives the individual to have an absolute 
existence, and to be capable of a self-centred life. In con
formity with this outlook, society is imagined to be a purely 
mechanical aggregation of individuals; it is not looked upon 
as something which has a peculiar entity of its own, but is 
regarded as a mere summation-as, so to say, a sort of mutual 
assurance corporation formed by individuals. Both these 
premises are false. The individual is not mentally seIf
governing; and society is not a mere summation, is not a 
purely mechanical agglomeration, of such individuals. 

The view that is the counterpart of individualism is known 
as universalism. Universalists contend that the mental or 
spiritual associative tie between individuals exists as an inde
pendent entity; that it is super-individual and primary, whereas 
the individual is derivative and secondary. In the history of 
the mind, universalism has played an even more important 
part than individualism. At first sight, perhaps, universalism 
may seem a little fantastic and extravagant, implying that the 
individual has no mental self-~ufficiency. But, when we look 

• into the matter more closely. we see that only from the uni-
versalist outlook can we feally understand what the individual 
is. spiritually considered. According to universalist doctrine. the 
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individual does not derive his intrinsic essence, his mental 
'or spiritual being ana nature, from himself qua individual; he 
is only able to form himself, is . only able to build up his per
sonality, when in close touch with others like unto himself; 
he can only create and sustain himself as a being endowed 
with mentality or spirituality, when he enjoys intimate and 
multiform communion with other beings similarly endowed. 
In every spiritual community. whether between mother and 
child, teacher and pupil, husband and wife, friend and friend, 
thinker and critic, there arise cognitions, feelings, and powers, 
which cannot be regarded as the outcome of a purely mechanical 
exchange, but are created by a reciprocal process of mental 
stimulation. Thus spiritual community is the true source of 
life for the individual, the air which the individual must 
breathe lest he perish.-Regarded in this light, "society" 
discloses itself to be a real entity, and we see that it is a living 
response from mind to mind, a spiritual association among the 
many, in and through which the individual for the first time 
achieves birth as a spiritual being, to attain his· real selfhood 
as a reasoning and cultivated personality. "Society", con
sequently, ceases to be a mere agglomeration of absolutely 
independent individuals, a union in an outward sense only 
into which the components enter in a finished state; it is 
a spiritual entity sui generis, a necessary precondition of the 
life of the individual, and for this reason perforce an entirely 
ethical and not a merely "utilitarian" structure. Society stands 
on a higher plane than do individuals, inasmuch as it is the 
creative spiritual interlacement of individuals, the form under 
which individual life can alone come to full fruition. Indi
viduals may no longer be looked upon as self-sufficing and 
independent entities; the energy of their being inheres in their 
spiritual interconnexion, in the whole, the univers3Jity, the 
collectivity. Hence the name universalism or collectivism. 
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To-day there is a mistaken inclination to deny the impor
tance of this contrast between individualism and universalism. 
As a matter of fact, it is of decisive importance, alike in matters 
of theory and in those of practice, whether the economist has 
an individualist or a universalist conception of society. For, 
no matter whether we are concerned with metallism versus 
charta1ism, free trade versus protection, competition versus 
cooperation, private bargaining versus collective bargaining, 
the principle of every man for himself versus that of organised 
work for the community, self-help versus social reform-these 
and other fundamental antitheses are not "political" problems, 
nor yet "philosophical" problems; and the answer to be given 
in each case will depend in large measure whether the analytical 
investigation is undertaken from an individua1ist or a uni
versalist standpoint. According as we are individualists or 
universalists, our general conception . of economic life will 
vary in one direction or the other, so will our method of enquiry, 
even our formulation of the main notions of our science, and 
(finally) our theoretical attitude towards differing types of 
economic and social endeavour. 

Since for individualism, the individual forms the only 
substratum of the State, individual liberty is the political 
principle of the doctrine.-The extreme form of individualism 
is, therefore, anarchism, or the absence of any kind of ruling 
power; a second fundamental form is what I will term Machia
vellism (after Niccolo Machiavelli, 1469-1527), the doctrine 
that the stronger individual should subjugate the weaker; 
the . third form is the theory of the social contract, or natural 
right. Of this latter, there are three political varieties; en
lightened absolutism, (constitutional) liberalism, and democracy: 
and three economic varieties; the theory of free competition, 
that of the freedom of industry, and that of free trade. (See 
below under Quesnay, pp. 80 et seq.; Smith, pp. 103 et seq.; 
and Ricardo, pp. 140 et seq.) 

The political principle of universalism is justice, the allotting 
to every Olle his <lue ("distributive justice"). The aim of uni-
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versalism is to uphold the collectivity, but only because this 
is regarded as the sustainer of the individual, who cannot 
achieve a spiritual and moral existence except as a member 
of the collectivity. The varieties of universalism are: the 
theocratic conception of the State; the organic conception of 
the State (the view that the State is a more or less concrete 
entity, a super-individual organism); the feudalist conception 
of the State (cf. Adam Miiller, below, pp. ISS et seq.); con
servatism (the endeavour to maintain extant ties, authorities, 
and institutions); the national ideal, the so-called solidarism 
(cooperation); protection, social reform, land reform, and even 
mercantilism, in so far as they all aspire to realise a certain 
community of economic activity. Socialism, too, aiIns at a 
thoroughgoing community of economic activity, but is none 
the less only a hybrid form (see below, pp. aIO et seq., and 
pp. 230 et seq.). 

To summarise, we can explain as follows the distinction 
between individualism and universalism. The basic problem 
is, whether the spirituality (or mentality) which is the essence 
of human beings is generated by the individual out of hiInself, 
or can only be generated thanks to contact with another 
spirituality (or mentality)-that of other human beings. 
The view that the individual can derive the whole of 
his spiritual and moral existence out of himself alone, and 
that he is therefore self-sufficing, self-governing, an absolute 
individual, is individualism; the view that the spiritual and 
moral essentiality of the individual can only be achieved 
by and through communion with another intelligence, is 
universalism. Individualism is based on the notion of the 
independence, the isolation, and the liberty of the individual; 
universalism, on that of spiritual communion, because this 
latter ensures the maximum spiritual productivity of the ego. 

Hiswry of Universalism. Plato regarded the State as a super
empirical institution, as an actual incarnation of the moral 
ideal. It seemed to him that the idea of the good was realised, 
was made concrete,in the State, which was itself an organism of 
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a higher kind. Individuals are only members of this organism, 
and justice assigns to them their positions in it and their 
functions.-In Aristotle's writings, likewise, and in those of 
the medieval schoolmen who followed in his footsteps, the 
universalist notion of the State holds sway. 

In the modem age, however, the individualism of natural 
right was set up in opposition to the universalism of classical 
antiquity and the Middle Ages (see above, pp. S3 et seq.). But 
the individualist conception of the State proved practically 
unworkable as well as conceptually inadequate. When men 
guarantee one another nothing more than security, economic 
injuries are sustained owing to the unsatisfactory position of 
the propertyless members of society, while spiritual and moral 
damage ensues in consequence of the backward development 
of community life in its various forms. Individuals compete 
ruthlessly one with another; the prevailing tone of mind is 
materialistic; the cultural and spiritual life of society lacks 
energy and go. 

It was inevitable that people should in due time become 
aware of the insufficiency of such an outlook upon society. 
Accordant with the German temperament, in especial, was 
the profounder, universalist view as to the nature of the com
munity; and it was thanks to this that the revival of universalism 
was preeminently. the work of Germans. It was German 
philosophy which first, in the writings of Fichte and his 
successors, reestablished the genuine universalist conception 
of the higher solidarity of the members of the State (a 
solidarity transcending any that could be based on a mere 
utilitarian purpose), and grounded it this time upon a more 
solid foundation than that of earlier days. Those err, therefore, 
who speak of a "rebirth of the ancient idea of the State". This 
new philosophy did not set out from the collectivity, the 
State, in order to conteapose it as great and durable to the 
individual as small and transitory. It set out from the indi
vidual, to discover that the very nature of man is such that he 
can only be conceived as a plurality I Spiritual community is 
the creative whole in which the individual finds the abiding 
place and the mould of his existence and his higher development. 

There is a long road still to travel before it will be possible 
to say that this notion has struck deep roots in our culture, 
has permeated our national consciousness, and has finally over
thrown the old individualist error, whereby the individual 
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has been simultaneously flattered and impoverished. Never
theless, the new universalism has become the foundation 
of modern German social reform.-Cf. in this connexion 
the sections on romanticism, social reform, and the dispute 
concerning method (pp. 154 et seq., 240 et seq., and 
279 et seq., respectively). A more detailed account of the 
nature of individualism and universalism will be found in 
my Gesellsclu1jtslthre (second edition, Leipzig, 1923); and 
concerning its importance in political economy in my address 
Yom Geist tier Yo/kswirtsclu1jtslehre (reprinted as appendix 
to my Fundammtder Yo!kswirtsclu1jtsleh,e,fourth edition, lena, 
1929). See also Tote und leberulige Wissemchajt, third edition, 
lena, 1929. 

• 



CHAPTER FIVE 

TRANSITION TO THE PHYSIOCRATIC SYSTEM 

I. THE CRITICS OF MERCANTILISM; JOHN LAW 

THE politico-economical ties that underlay the mercantile 
system were to an ever-increasing extent unloosed by the 
victorious advance of individualism in the field of political 
theory and of rationalism and empiricism in the field of philo
sophy. The economic trend that was the outcome of the 
aforesaid intellectual forces, worked in the same direction. 
The bourgeoisie, gaining strength, did all it could to liberate 
itself from the tutelage of the absolute State, and the landed 
interest had to take up arms in its own defence. Of outstanding 
importance in France, moreover, was the continual menace of a 
collapse of the State finances; and there was a widespread 
belief that the methods of State regulation characteristic of 
mercantilism were in great part responsible for these fiscal diffi
culties. Outspoken critics of mercantilism speedily appeared. 

First of all, let me mention BoisguiIIebert (Detail de la 
France, 1712). Espousing the cause of the neglected agricul
turists, he inveighed against Colbert's prohibition of the 
export of grain, which, by keeping down the price of that 
staple, was ruining agriculture; and against the mercantilist 
confusion of economic wealth with the possession of the 
precious metals. He emphasised the importance of the working 
as compared with the non-working elasses.-Marshal Vauban, 
whose chief desire was to reform the theory and practice 
of direct taxation (hojet d'UTIe tf'une royale, 1707), moved along 
the same line. He advocated an enlightened absolutism, and 
demanded protection for the working elasses, as the main 
pillars of social welfare.-Among the other critics of mer
cantilism may be named: Cantillon; Goumay, the liberal, who 
was for a long time erroneously believed to have been the 
originator of the physiocratic slogan "Laissez faire, laisser 
passer"; and the Marquis d'Argenson, the first literary 
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champion alike of "laissez faire" and of free trade. Goods were 
to move across frontiers "as freely as air and water" .-In 
England, William Petty (1623-1687), John Locke (1632-
1704), Dudley North (1641-169°), and others, entered the 
lists against mercantilism. According to Locke, human labour 
is to be regarded as the principal source of wealth; according 
to Petty, labour and the land. 

When Louis XlV died, in the year 1715, the interest on the 
national debt exceeded the current revenue, and France was 
actually insolvent. Philip of Orleans, who became regent, lent 
ear to the bold schemes of the Scottish adventurer and financier 
John Law.', 

John Law put forward a credit theory of money, to the effect 
that land would be better money than the precious metals gold 
and silver (which fluctuate in value); that land would be the 
best, the most stable measure of value. Of course land could 
not be put into circulation. Mortgage-notes should therefore 
be issued upon land, which would in this way be mobilised. 
The only money used for domestic circulation {not for pur
poses of foreign trade, where metallic money would still be 
needed) was to be paper money upon the security of land. 
Paper money of this kind would be better than silver, for 
"land is what produces everything, silver is only the product" 
(01. cit., p. 100). "Land cannot lose any of its uses," but 
"silver may lose the use of money it is now applied to, so 
to be reduced to its value as a metal. It may likewise lose 
a part of its uses as a metal, these uses being supplied by other 
goods; so loses a part of its value as a metal" (01. cit., p. 101). 
Law goes on to argue that increase of credit is tantamount to 
the increase of actual money, so that credit is independent, 
new capital. Especially characteristic of this view of his as to 
the nature of credit is his famous utterance, "C'est au souverain 

• Mon.y and Trilll. Ctmsid .. ed. roith a Proposal/or Supplyi"l1 the NarUm 
. roith Mon.y. Edinburgh. 1705. 
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,1 donner Ie credit, et non 1 Ie recevoir" (the ruIer-or, to 
express it more generally, the debtor-should give credit, and 
should not receive it I). 

In France the regent, Duke Philip of Orleans, regarded Law's 
plan as the last hope of extricating the country from its financial 
embarrassments. In May 1716, the Banque Gc!nc!rale was 
founded as a private bank of Law's, with power to issue notes, 
and it was successful for a time. In J717, the bank became 
associated with the Mississippi company (Compagnie de la 
Louisiane ou d'Occident), and in J718 its notes became the 
State currency. Paper money was issued in vast quantities, 
though not in conformity with Law's original plan of a mort
gage bank. The notes were not secured upon land, for Law 
had now come to the view that the State could issue notes on 
the strength of its own credit. Mter a brief period of intoxica
tion, there came a panic and a financial crash in the year 1720. 
In 172J, Law fled the country, and the State was declared 
bankrupt in J722. Law died at Venice, in penury, seven years 
later. 

2. CRITIQUE OF JOHN LAW'S 'IiIEoRY. THE THEORY or CREDIT 

Law's theory has once more become of importance to-day. 
Shortly after the war, plans akin to his for the hypothecating 
of land as security for inflated paper money were widely 
recommended; and at length, in J923, in circumstances which 
bore an outward resemblance to those that obtained in early 
eighteenth-century France, the German "Rentenmark" was 
issued, secured by compulsory mortgages on agriculture and 
industry. But Law's mortgage-money is seen at the first 
glance to be vitiated by the lack of fluidity of the pledges. 
It must, however, be admitted that Law does, in a sense, anti
cipate the "banking p~incipl~" (see below, p. 291) when he 
writes: "This paper money will not fall in value as silver 
money has fallen, or may fall. Goods or money fall in value, if 
they increase in quantity, or if the demand lessens. But the 
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Commission, giving out what sums are demanded, and taking 
back what sums are offered to be returned, this paper money 
will keep its value, and there will always be as much money 
as there is occasion, or employment, for, and no more" (op. cit., 
p. 89). And again: "The paper money proposed being always 
equal in quantity to the demand, the people will be employed, 
the country improved, manufacture advanced" (op. cit., p. loi). 
But prices will not rise. The money he proposes "will keep its 
value, and buy the same quantity of goods fifty years hence 
as now, unless the goods alter in their value" (op. cit., p. 90). 

The fallacy in Law's credit theory of money lies in the 
Scottish financier's supposition that credit can engender a 
second, independent capital, and thus create a new and supple
mentary value; his belief that money can be replaced by symbols . 
of credit. That is not so, although there have been institutions 
that have seemed to lend colour to such a belief. The famous 
issue of assignats during the French revolution was in part 
based on a similar view. So was the theory of the nineteenth
century Scottish economist, Henry Dunning Macleod (1821-
1902, author of Dictionary of Political Economy, London, 
1859-1863), who likewise regarded circulating credit as capital, 
explaining capital itself· as "power of circulation". Law and 
Macleod are at one in maintaining that debtors have the 
faculty of creating money by their credit papers.' Nor, indeed, 
is Knapp's modern "State theory of money" (see below, under 
"Theory of Money", pp. 285 et seq.) far removed from the 
opinion of those for whom credit is equivalent to real capital, 
for it ascribes to paper money no more than a formal (that 
is to say unsubstantiated) purchasing power. It is very important 
to clear up this matter thoroughly. 

A loan is made, or credit is given, when B supplies A with 

• The same view has recently been put forward by A. Hahn. V olluwirt
,ch4!tlichc ThetJri. des Btmhh,tditJ, second edition. Tilbingen, '924. 
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money or goods" for which A offers no equivalent, but only 
promises to furnish an equivalent later. The promise may be 
in writing, as in the form of a bill of exchange (an especially 
rigid pledge of indebtedness), with which B can pay his debt 
to CI 

If what is supplied on credit is consumed, we speak cif 
"consumptive credit"; but if it is utilised for production, as 
for engaging additional workpeople, it is termed "productive 
credit". In what follows, only the latter form of credit is 
considered.-Banks are the chief purveyors of credit in modem 
times; and when they give credit, it is not usually in the form 
of hard money, but by transfer of an outstanding debt. 

It is eSsential to any credit that is to bear fruit that A should 
set to work with the moneys or goods that have been saved-not 
in his own, but in another's economy. Yet in this way there is 
established a new tie, a new community, between two economies 
that were previously unassociated, the economy that has saved 
the moneys or goods, and the economy that is going to tum 
them to account. Between the two there exists a simple reci
procity, in so far as the lending economy (the saver, or the 
producer who hands over certain goods to the borrower) is 
dependent on the borrowing economy (to use the surpluses 
effectively), and the borrowing economy is dependent on the 
lending economy (to obtain fresh capital). On the other hand, 
there is also a gradation, inasmuch as the lending economy 
takes precedence to this extent, that the borrowing economy 
has not itself been competent to provide out of its own resources 
the surpluses "that are needed for the extension or the con
tinuance of the enterprise. To the degree, therefore, to which 
credit becomes necess",,),, the dictum applies that credit takes 
precedence of capital oWned by the actual user-financial 
capital of industrial capital. 

A second main feature of credit is the existence of a 
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considerable interval of time between the borrowing and the 
repayment. By this means, A is enabled to operate with goods 
which he does not himself own, but for which he will only 
have to pay in the future. Thanks to this, his economy casts 
its shadow before, works towards the future. Nay more, this 
working towards the future may reproduce itself again and 
again. By means of successive endorsements, one bill of ex
change will enable B to pay C, and C to pay D, with A's 
promise to pay, this meaning that the lien upon A is trans
ferred by B to C and by C to D. Of course C, D, etc., in 
view of the fact that the bill does not become payable for 
some weeks or months, will deduct a certain charge for lost 
interest, this being known as discount. But that leaves un
affected the remarkable fact that B's business acquaintances 
can discharge their liabilities to one another by means of A's 
debts! A final intensification of this phenomenon may occur, 
when D is a bank, and buys the bill of C with banknotes, this 
meaning that D hands C further promises to pay, which 
continue to circulate as money. B's credit and that of the 
bank are now both at work, and continue to work (in the 
form of the bill of exchange and the banknotes); they are, so 
to say, materialised, and behave for a time like money. But 
is this credit really money? Can credit really becom6 F."
sonally owned capital? That is the question we have to answer; 
and until it has been answered, neither the modern credit 
system nor yet the modern monetary system can be fully 
understood. 

Let us try to get to the bottom of what happens when my 
friends pay their debts with mine. This means, really, that 
they pay their debts, not only with my promise to pay mine, 
but with my promise secured upon the capital that underlies 
it, the capital which has actually been transferred to me. When 
A repays what he has borrowed, all that happens is that the 
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advanced goods and moneys come to light once more. My 
friends, therefore, do not strictly speaking pay their debts 
with credit in the sense of empty promises; they pay with 
promises substantiated by real values received, and by the 
new fruitfulness of a newly established economic community, 
whereby the lending economy is stimulated to form surpluses, 
and the borrowing economy to expend its own enterprise. 
Consequently, when a credit instrument becomes a part of the 
currency, this does not really mean that debts are paid with 
debts (fictitious values), but that they are paid in capital that 
has been deposited with the debtor, and is safeguarded by a 
newly established economic community. 

Herein, then, we find the sound kernel of Law's teaching: 
that although credit is not new capital, it is real capital, pre
existent capital; and nevertheless this old capital is turned to 
useful account in a new way by its, transference into another 
economy, this signifying the establishment of a new community 
between a saving economy and a producing economy, the 
former (the saving or lending economy) holding precedence 
over the latter (the productive or borrowing economy). In 
this transference of capital, and in the thereby created new 
economic community and economic expansion, inhere the new, 
the productive elements that credit introduces into the economic 
life of the community at large. 

In contemporary economic life, savings and demands for 
credit accumulate for the most part in the hands of the banks, 
which are therefore in a position to "discount" bills of exchange 
(to buy them at a deduction for loss of interest) before they 
are due, or to allow overdrafts on the security of such bills. 
The temporary surplus of goods, and the powers of economic 
expansion inherent in the new community between lender and 
borrower, are what make it possible to await payment in this 
way, and to create new· credit instruments.-Owing to the 
precedence taken by loan capital over the capital that actually 
belongs to the entrepreneur (a precedence which ex.ists in so 
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far as agriculture and industry are carried on with the aid of 
borrowed money), loan capital has a predominant power 
which is liable to be misused, and is often misused. From 
the very nature 'of the case, therefore, it is expedient that 
the use of credit should be controlled and modified in a way 
that will promote the general advantage. State intervention 
in the discount policy of the note-issuing banks, and public, 
cooperative, and corporative banking (banks for specific 
purposes), offer the most fruitful possibilities of this kind 
to-day. 

In the history of economic doctrine, we must distinguish 
three main types of views regarding credit. 

I. In the first group come the opinions of those who con
founded a necessary precondition of credit with its true essence. 
Thus, some declared credit to be the "confidence" or a "frame 
of mind" of the creditor, or a "capacity" of the debtor. Cf. 
James Steuart (I7IlJuiry into the Principles of Political Economy, 
1767), J. B. Say, K. H. Rau (Gnmdsiitlle der Volksu'irtschafts
lehre, eighth edition, 1868), Nebenius, Hildebrand, etc. Others 
have considered credit to be <Ca postponement of payment", as 
for example Mangoldt (Volksvwtschaftslehre, I868).-But it 
is different if the "confidence" be merely the expression of the 
new economic community between lender and borrower! 

2. Coming to the second group, we find that John Stuart 
Mill, criticising such vie,,\,s as those just epitomised, wrote 
accurately enough: "Credit" is "only permission to use the 
capital of another person"; and "Credit is but a transfer of 
capital. from hand to hand" (Principles of Political Economy, 
book iii, chapter II, § I). Dietzel, and many other authorities, 
wrote in a like strain. Such a way of formulating the notion is 
not erroneous; but it is unduly mechanistic, and it ignores, 
not only the new and more fruitful community which credit 
establishes, but also the second act, the payment that is to 
I;>e made at some future time. Nevertheless, this second act 
is of great importance, inasmuch as the demand for payment 
can enter into the monetary circulation vicariously, as if it 
were the actual payment.-Knies holds a kindred view (Der 
Kredit, i, I, Berlin, 1876, pp. 7 et seq.), for he refers, not only 
to the transference of capital, but also to the time factor. Bijhm
Bawe.rk writes in a similar strain. 

3' To the third group belong Law and Macleod, who 



74 TYPES OF ECONO\\fIC THEORY 

do not regard credit as a transference of capital, but look upon 
the debt itself as a peculiar kind of immaterial capital, as an 
independent "additional" or "supplementary" capital. 

The foregoing demonstration ·will have made it clear to the 
reader that not one of these groups gives a complete account 
of credit, but that all of them (and especially the second) 
supply important elements of a definition. Combining them, 
we discern the following characteristics in the notion of pro
ductive credit: 1. transference of money or real capital; 
2. postponement of repayment by the borrower because 
of the deficiency of his own economic power.; 3. enhanced 
utilisation of the borrowed capital by the borrowing economy 
as contrasted with the lending economy, this implying an 
increased productivity of the national economy and (in so 
far as the implication is fulfilled) the creation of new capital; 
4. the. establishment of an economic community between 
the lending economy and the borrowing; s. precedence of 
the lending economy, because it is a saving economy and itself 
undergoes expansion through the instrumentality, as it were, 
of the borrowing economy; 6. the representation of the future 
payment by a promise to pay, which can enter into the monetary 
circulation. This currency, that is to say the therewith asso
ciated creation of money, is based upon the actually occurring 
economic expansion, not upon the debtor alone (Law), nor 
yet upon the creditor alone (Mill, metallism; the guaranteeing 
of the credit by goods alone; Smith's doctrine that money has 
been created by the division of labour, that is to say after the 
goods have been made); 7. the creditor's trust in the debtor, 
and the relevant legal regulations (the laws concerning credit 
and bills of e:"<change), are not "presuppositions" of credit, 
but something more than this, namely active formative factors 
in the economic process-they are "capital of a higher grade". 
(This notion cannot be fully elucidated here. See Fundam~t 
Jer Volkswirtschaftslehrt, 1929, pp. 103 et seq.) 



CHAPTER SIX 

THE PHYSIOCRA TS 

I. AN EXPOSITION OF PHYSIOCRATIC DOCTRINE 

ALTHOUGH the mercantile system was so abundantly criticised, 
a long time elapsed before the opposition to mercantilism 
crystallised into a coherent body of new doctrines. Such a 
new system of economic thought was first formulated by 
Fran~is Quesnay, the real founder of political economy as 
a systematised science, and also the originator of politico
economic individualism, to which he gave the descriptive 
name of physiocracy (the rule of nature). -

Fran~is Quesnay (1694-1774) was the son of a lawyer who 
died when the boy was quite young. Brought up in the country, 
he did not learn to read till he was nearly twelve. At sixteen 
he was apprenticed to a surgeon. Removing to Paris, he carried 
on medical and scientific studies, and qualified as II master 
surgeon at the age of twenty-four. Having graduated as doctor 
of medicine in 17#, in 1749 he became body physician to 
Madame de Pompadour and Louis XV. His principal writings 
were the Tableau economique, 1758, and Maximes generales, 
1758; but his first economic publications were the articles 
"Fermiers" and "Grains" in the Encyclopedie (1756 and 
1757). A general edition of the Ollll'llres economiques et poli
tiques under the editorship of Oncken was published at Frank
fort and Paris in 1888. By degrees a school advocating his 
views came into existence, the elder Mirabeau and Turgot 
being among the most notable adherents of the doctrine. 
Quesnay died in 1774, shortly after Turgot had become con
troller general and minister of finance. He thus lived to witness 
the victory of his school, and died before its collapse. 

Quesnay's teaching is something over and above economics j 
it is part of a general philosophy. That is why it has greatness, 
unity, and boldness. Setting out from the materialist notions of 
his time, Quesnay wanted to have social and moral phenomena 
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regarded as being no less "natural" than physical phenomena; 
and the laws governing the former equally with these govern
ing the latter were to be conceived as mechanical laws of 
nature. 

The natural right of human beings in the primal state before 
society came into existence was the right to property, that 
is the right to the free disposal of all the goods which the 
individual had made or appropriated by means of his own 
labour-this implying the right to a self-provided livelihood 
(existence). When, at a later stage, men, for the better 
safeguarding of their natural rights, entered into the social 
contract, it was essential that they should not forfeit the right 
which each of them had to eam his own livelihood. Inherent 
in this right is another natural right of the individual, the 
right to foster his own economic interest, to shape his own 
destiny as favourably to himself as possible. This pursuit 
of self-interest therefore leads to the establishment of a "natural 
order" in the economic association of human beings. That 
which seemed so uncongenial to persons still nourished on 
medieval traditions, the exclusion of all moral conceptions 
from the domain of political science (an exclusion which 
Machiavelli x was the first to advocate), was erected by Quesnay 
with certain reserves, and by his disciples more radically, into 
a finished system. Quesnay endeavoured to study the laws of 
the economic' "natural order", which (in contradistinction to 
those of the "positive order", the actually extant historical 
order) . were deducible by reason from the general plan of 
nature.-This doctrine concerning the "natural order" is 
fundamental in two ways. Inasmuch as therein the pursuit of 
self-interest is regarded as an: economic postulate formulated 
in accordance with the ,theory of natural right, a system of 

I Concerning Machiavelli', economic views, see Sudnyi-Uneer, PJlilotopbN 
in der Vo/Jawi,tschtJjtslw •• ]ena. 1923. vol. i. pp. IgS .t •• q. 
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economic individualism is for the first time established. 
Secondly, the persons who, in the economic regulation of their 
lives, act consistently because they are guided by the motive 
of self-interest, resemble atoms with fixed properties; and the 

• phenomena that result from their mutual contacta (in the 
market-place and elsewhere in society) are mechanically 
determined like those that result from the mutual contacta 
of the atoms. It follows that political economy, like the realm 
of material nature, is governed by purely mechanical laws, by 
natural laws. 

To the question, what activity of the individual regulates 
the economic machinery, and upon what foundation the well
being of economic life depends, Quesnay answers: upon the 
natural economic activities, namely· the agricultural; and 
consequently upon the exclusive foundation of the primal 
productive activity, above all upon the tilling of the soil, 
whereon the production of other goods and therewith the 
e~onomy of the division of labour are upbuilded. ~'L'agriculture 
est la source de toutes les richesses de l'etat" (agriculture is 
the source of all the wealth of the nation). Not money, trade, 
traffic, and industry are the true founts of public welfare, 
but the tilling of the soil. The former activities merely 
transform matter and move it from place to place; they 
are nowise creative. The husbandman· renders them possible 
by nourishing those who engage in them, and he supplies 
the raw materials without which they cannot be undertaken. 
Commerce, industry, and transport are to be considered as 
forming a "dependance de I'agriculture". 

The physiocrats put the matter vividly, saying that the 
countryman gets hides, leather, and in the end his boots, from 
his oxen; wood, and in the end his tools, from the trees on 
his farm; and so on. But, they said, to avoid the squandering 
of materiala and energy, it is better that he should not himself 
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undertake these labours that ennoble and transform matter, 
but should have them done for him vicariously by specialists 
(the currier, the bootmaker, the joiner, etc.), whom he must 
support out of his agricultural surpluses. Things will be 
arranged as follows. A number of agriculturists wul engage 
a man to make sabots out of their wood; another to tan and 
dress the hides of the oxen they slaughter; another to make 
boots out of the leather. This shows that the labour of the 
husbandman is the exclusive source of wealth, is "the motive 
force of the social machine", whereas industrial work merely 
transforms what is derived from that source (Turgot). "In 
this circulation, . . . the initial impetus is given by the 
labour of the landworker" (Turgot). It is he who maintains 
and feeds the other sections of the community. 

The only productive, the only creative labour is, then, labour 
on the land. It is true that work which transforms materials 
derived from the land, or moves them from one place to 
another, can enhance the value of these things; but the cost 
of the supplementary labour is defrayed by the agriculturist, 
who must feed the workers that perform it; and the increase 
in value thus produced is, therefore, accordant to the cost 
of the labour, is equal to the expense of maintaining the workers 
who do it-and is, consequently, once more covered and made 
good by labour on the land. The currier, the joiner, etc., who 
elaborate the raw materials derived from landwork, lDerely 
earn their own keep in the form of wages; they make nothing 
new. All they do, says Quesnay, is to "add", not to "create". 
The agriculturists' work is a work of creation; these industrial 
workers perform only a work of additiQn-of transformation 
or transport. I 

Thus the class of landworkers (consisting in those days chiefly 
of tenant farmers as contrasted with the territorial nobility) 
would appear to be the only "productive" class. The land-
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owners, on the other hand, form a "proprietary" or "distri
butive" class; while the industrialists and craftsmen comprise 
a "sterile" class. 

These three are considered to be the "active" classes of the 
population, whilst the wage-earners make up a fourth, a 
"passive" class. It has no economic activity of its own, since 
its members are not entrepreneurs, but receive fixed incomes 
(wages). This class, therefore, comes under consideration only 
as a class of consumers, and is especially commended to the 
care of the government. 

Agriculture cannot continue to thrive unless grain realises 
high prices; for only then can agriculture provide a large 
"net product",' and thus become able to pay large incomes 
to the landowning class, the manufacturers, and the working 
class, and in this way to diffuse general prosperity. It is essen
tial, therefore, to do away with all restrictions upon the Cl<port 
of grain.-Quesnay unhesitatingly rejected the mercantilist 
theory of the balance of trade. The demand for free trade 
was an inevitable corollary of his views (see below, pp. 84 
et seq.). 

The physiocratic system also gave a picture of the forma
tion of value and of price. In certain connexions; Quesnay 

I We think it better to translate this term, though English authorities 
incline to use the French original. Under the caption "Produit Net" in 
Palgrave', DUtionmy oj Political &onomy, Ethel R. Faraday writes: "Ques
Day usel the term 'produit net' as signifying the surplus of the raw produce of 
the earth left after defraying the cost of ita production. He .reaaoned further 
that, since natural agents are the lole source of wealth, and since only one 
class in the State-the class of agriculturists engaged in obtaining raw' 
produce-pays rent for the use of natural agents, therefore the cproduit 
net'is represented by this rent, which serves for the support of Queenay·. 
aecond or proprietary class, and the payment of his third or unproductive 
class of merchants, manufacturers, public officials, etc. On this theory it 
follows that the entire expenses of government are ultimately defrayed 
out of the rent received by the landlords; Quesnay was therefore quite 
cons1atent in proposing that all taxes should be repealed, and replaced by 
an 'imp6t unique' laid directly .on the rent of the land!'-TRANsuTORS' 
Non. . 
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emphasised the nature of value as utility. In connexion, how
ever, with his doctrine of the net product, value and price 
were derivable from cost. The transformative labour of in
dustry added to goods only so much value as this labour itself 
consumed in the way of the means of subsistence created by 
the labour of the agriculturist; only an amount of value, there
fore, equivalent to its own cost.-It follows from this that the 
wages of labour are nothing other than the replacement of 
the labour power that has been expended, that wages are merely 
subsistence-a doctrine that was subsequently elaborated by 
Ricardo and the socialists (see below, "iron law of wages", 
pp. 138 et seq. !Uld 148 et seq.). 

For the physiocl'ats, money was not a commodity, but only 
a symbol.-Whereas the mercantilists were inclined to regard 
popUlation as a cause of wealth, Quesnay held that increase of 
population was dependent on increase of wealth. Here he 
anticipated Malthus' theory of population. 

The physiocrats agree with the mercantilists in the view 
that the essential of national wealth consists, not in the dead 
store of money and goods, but in the reproduction of goods. 
According to Quesnay, the surpluses of primary (i.e. agri
cultural) production move in a closed circuit when rendering 
possible the industrial processes that transfonn raw materials 
into finished products. The physiocratic conception of the 
circulation of goods is presented schematically in Quesnay's 
famous Tableau konomique, which is reproduced (in English) 
on pp. 82-83.1 
t cr. Oncken, Guc1richl' der NationtJl61tonmnie, Leipzig, 11)02, 'VOl. i. 
pp. 394 ct seq. A facsimile of the Table as originally drafted by Quesnay 
was printed by the British Economic Association, London. 1894. Mirabeau 
reprinted the Table at the Ind of the third volume of his Philosophie JW'aU, 
Amsterdam, 1766. It will also be found in an English translation from the 
elder Mirabeau, The Oeconomical Tabl" London, 1766. I have added 80rne 

notes of my own.-In the explanation that is given in the text, I follow 
Oncken, though I differ from him U CDncerna what he writes in_ biB lilt 
poragraph on p. 395. . 
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The sum standing at the top of the middle column is the 
annual net income· of the landed proprietors, the amount of 
net product they receive as rent in the course of one year. 
According to the Table, this sum of {,z,ooo is distributed as 
foUows.{,r ,000 go back to the farmers in virtue of the purchase 
of means of subsistence from them (the pointer to this division 
is given by the terms of lease customary in those days, for they 
provided that the rent of the farm was to be half the produce); 
and {,r ,000 go to trade and industry for purchases from that 
quarter. 

The {, 1,000 that go to agriculture are utilised there "pro
ductively", giving rise to a raw product of {,z,ooo. Half of 
this, namely the surplus ("surcroit")' or net product, amount
ing to {,I,OOO, goes back to the landowners, whilst of the 
remaining half a part ({,soo) is consumed by the agriculturists, 
and the other part goes to industry for the purchase of its 
products. Thus {,SOO go to the right, and, being there "sterile" 
expenditure (wages), is not doubled, but simply reproduced. 
Of the product, {,soo, the industrials use half ({,zso) to buy 
industrial products for consumption, and the other half ({,zso) 
to buy agricultural produce, and in this way {,zso are sent 
traveUing back to the left, the agricultural side. There, these 
{,zso will again become productive, and will yield {,soo, of 
which {,zso will once more go to the landowners (entered in 
the middle column), whilst the remaining {,zso will be halved 
as before, a moiety of {,IZS going to industry. Of this sum one 
half,{,6z lOS., will go back to agriculture; and so on, until, by 
successive halvings, the amount becomes negligible. 

The other {,I,OOO, those which the landowners spend upon 
purchases from the industrials, take a course similar to that 
taken by the sums spent by the agriculturists on purchases 
from the industrials. One half, {,soo, goes back to agriculture, 
yields a net product of {,soo, and of this a sum of {,zso goes 

F 



THE ECONOMIC TABLE 

Things to be considered; I. three different kinds of expense; 2, their 
origin; 3, their advances; 4, their distribution; 5, their effects; 6, 
their reproduction; 7, their relations one to another; 8, their relations 
to population; 9, to agriculture; 10, to manufacture: II, to commerce; 
12, ~ the total amount of national riches. 

PRODUCTIVE ExPBN8BS INCOME EXPENDITURB BARREN EXPENSES 
thOle of the busbaudm.m whOle reffwr: upon the lett those of DlaDUfacture. 

and the right hand columna etc. 
keeps the maehinery of 

clrculation png 

ANNuAL ADVANCES ANNuAL. INCOME ANNuAL ADVANCES 
tor the production of an 01' landlord ',Ibare fer barren outlay on 

income of £2000 manufacture, etc.. , •• d. £ .. d. £ L d • 
2000 0 0 produce net :ZOOO(4} 0 0 

..... ,.~ ~ .. oS nvtt balf_ thia ... ,->-
1000(6) 0 0 reproduce net 1000 0 0 1000(')0 0 

bali -thia 1l'P ..DB nvtt ,.,. ... y-... .... 
Soo 0 0 reproduce net 500 0 0 500 0 0 

half 80es thia ..DB nvtt 1l'P 
I..IA ... y-

'" ..... 
250 0 0 reproduce net 250 0 0 250 0 0 

half - this soolI Jl"q 
1l'P 

_Av.'11. "'y-... .... 
125 0 0 reproduce net 125 0.0 125 0 0 

half -thia soo'8 Jl"q 1l'P 
'UIA ... y-

'" .... 
6210 0 reproduce net 62 10 0 62 10 0 

half -thia ..DB nvtt 'l'P , .... ...y-... .... 
31 5 0 reproduce net 31 5 0 31 5 '0 

balf -thia saolI nvtt 1l'P , ... ...y-.... .... 
IS 12 6 reproduce net IS 12 6 15 12 6 



£ .. d. £ .. d. £ .. d. 
IS 12 6 reproduce net 15 xa 6 15 12 6 

half - thio IN> ...,s lI"q 
_ !wN> Way _ 

.,.- -.. 
7 16 3 reproduce net 7 16 3 7 16 3 

half BOCa thio IN> ...,s ~ 
, ..... .. y-""I( ... .... 

3 18 I reproduce net 3 18 I 3 18 I 

half - thi. SN> ...,s ~ 
_ &.utA. Way _ ... -.. 

I 19 0 reproduce net I 19 0 I 19 0 

half -. thi. IN> ...,s ~ . 

_1.'8'" Way-
+- -.. 

019 6 reproduce net 0 19 6 019 6 

half goe. this Il'l' 
...,s lI"q 

_ AUlA \\>ay _ 
+- .... 

0 9 9 reproduce net 0 9 9 0 9 9 
half 1lOe, thio oN> _S lIoq 

b:etA Way-
+- .... 

·0 04- 10 reproduce net 0 04- 10 0 04- 10 

half -. t!> .. sN> .ooZ ~ 
_ 1.'8:6 Way _ 

+- ..... 
·0 2 5 reproduce net 0 2 5 0 2 5 

half -. this 'N> 
...,s lI"q 

_ AulA Way _ 
.... .... 

·0 I 6 reproduce net 0 I 6 0 I 6 

half -. til .. oN> ...,s ~ 
_ AwN> Way _ ... -.. 

·0 0 9 reproduce net 0 0 9 0 0 9 
half goes this IN> .. 011 lIoq 

_1.9,'6 'Way-.:... 
+- -+ 

·0 0 5 reproduce net 0 0 5 0 0 5 
2000 0 o = total 2000(d) 0 0 2000 0 0 

• Approxlmate fiC\lreI. [N ...... ...,· ....... "'t .... 
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back to industry. Thereupon one half, [,125, returns to agri
culture; and so on, and so on, by successive halvings, till the 
end. 

"Ultimately", writes Oncken, "the [,'2.,000 expended by the 
landlords have run their course through the two other classes, 
having on each side set the practitioners of various occupations 
to work, and have step by step been reproduced by the produc
tive class, until in the end the aggregate has been paid over to 
the landlords as rent-for the same to start with afresh the 
following year." 

Applied Economics. From the suppositions of the physio
crats, the fundamentally important politico-economic deduction 
may be drawn, that the individual should unrestrainedly act in 
accordance with the dictates of his own economic self-interest. 
Individual liberty, the free choice of occupation, freedom of 
industry and consumption, freedom of movement from place 
to place, and freedom of private property: these are the first 
essentials. The famous motto of physiocracy, "Laissez faire 
et laissez passer,le monde va de lui-marne" (let do and let be, 
the world goes of itself), was an obvious corollary from these 

NOTBS TO THB ECONOMIC TABLB 

(a) Th .... (,2000, which in the course of. year are paid to the Iandownera, 
are the true national income. The landowners distribute the sum as follows: 
Half goea ro the agriculturists (left) and half ro the industrialists (right). 

(6) Here is • point essential to the understanding of the table. These 
/;1000, like all the amounts entered in the left-band colwnn, are utilised 
Uproductively" in agriculture. The sum is therefore doubled. to become 
(,2000. Of these {,zooo, one half ({.IOOO) remains in the handa of the 
agriculturist; the other half is paid as rent (net product) to the landlord, and 
is entered in the middle colwnn. Of the former half, the landlord expends 
lsoo on subsistence products for himself, and devotes lsoo to the purchase 
of industrial products (right-hand coltunn). 

(e) These (,1000 are not'doubled, but are merely reproduced. Half goes 
back to agriculture, to be doubled there, and half remains in industry. 

(d) With this sum of £2000. a new circulation, to be shown in • similar 
table, will begin. It constitutes the aggregate national income produced by 
the national economy; it goes to the landowners, and is b)r them diltribQm;! 
10 agriculture and industry re!lpecti ... ly. 
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principles. The State should sedulously refrain from inter
ference in the economic life of the nation.-Methodologically 
considered, this signifies that self-interest is to be the basic 
principle, the sole motive force, of economic activity. 

This notion of "laissez faire" claims justification of two 
kinds. In the first place, as has already been said, it claims a 
philosophical justification in the doctrine of natural right. 
The sacred, eternal rights of the individual must be treated 
as inviolable. The second justification (also, in a sense, a 
philosophical one) is based upon the view that the economic 
happenings of social life are the expression of a rigid con
catenation of causes and effects. Since economic laws cannot 
run counter to the natural laws of social life, since they like
wise are manifestations of the determinisms Inherent in the 
"natural laws" of the "ordre naturel", action in accordance 
with the natural law which prescribes that a man should 
obey the dictates' of self-intGrest cannot fail to bring about 
the most natural (and therefore the best) development of 
economic life. 

Phyoocratic Doctrine of Taxation. Every one who receives 
net product, should pay taxes. There should be no privileged 
exemptions. Since land is the only source of wealth, it should 
bear the whole burden of taxation; all the more, seeing that 
the burden of taxation laid upon any other class is ultimately 
shifted on to the landowning class. This train of reasoning led 
to the demand for a land ~ as a single direct tax (impot unique 
et direct). Indirect taxes are condemned as imposing hin
drances upon intercourse and as pressing heavily ul?on the 
common people. 

2. VALUATION OF PHYSIOCRACY. AN INTRODUCTION TO THE 

DOCTRINE OF FRUITFULNESS AND OF GOODS 

a. Significance of the "Tableau". The Tableau, whose 
conceptual significance in the history of economic science 
has hitherto been underestimated, is to be regarded as the 
first attempt to realise the idea of an "ordre nature!". But 
in addition to giving a causally mechanical picture of the 
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economic life of society, it gave (though the author was hardly 
aware of the fact) an organic picture, in so far as it was based 
on the activities, not of economic individuals each seeking 
to further his own interests, but of economic subdivisions of 
society ("classes"). The three classes, as depicted by Quesnay, 
exhibit, so to say, systems of organs; and we have the idea of 
a kind of circulation within society analogous to the circulation 
of the blood. We are shown an unceasing movement; the 
economic organism is never at rest. There emerges the dis
tinction between an immutable and a mutable, or as we should 
phrase it to-day between a "static" and a "dynamic" national 
economy. 

If, to-day, one who is beginning the study of anatomy and 
physiology asks what is the structure of the human body, he is 
given a brief account of the osseous system, the muscular 
system, etc. Modern economics is still unable to answer a 
kindred question regarding the structure of society, for Ques
nay's Tableau is incorrect, and subsequent economists have 
made the laws of prices the core of their theory, while paying 
little heed to the functional systems that form the connecting 
links between economic activities.-Cf. under this head, my 
own attempt to analyse economics into "partial aggregates" 
and "grades", Tote und lebendige Wissenschaft, and Fundament 
der Volkswirt$ihaftslehre, § 23. 

Furthermore the Tableau made manifest (though once again 
its author was not fully aware of the fact) that the various 
branches of economic life are closely interrelated. As soon as 
the document had been published, it ceased to be a matter of 
indifference to which class the landlords turned when spending 
their incomes. If too much went to industry, or flowed across 
the national frontier, sll that the primal productive activity 
lacked adequate stimulus. the effect upon the national income 
might be lastingly unfavourable, because too much of the 
landlords' expenditure was unproductive, and only the funds 
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that went to agriculture could lead to the formation of "net 
product". Thus it was that the physiocrats came to regard 
the Tableau as a sort of "mariner's compass" that would give 
them precise information about the economic condition of a 
country; and they believed that the collection and tabulation 
of statistics would enable them to follow and appraise the 
course of economic development. That was what the elder 
Mirabeau had in mind when, in his funeral oration on Quesnay, 
he said there had been three great discoveries: writing, money, 
and the Tableau economUjue.-Finally, a very important feature 
of the Tableau was that it contemplated economic phenomena 
from the commodity outlook exclusively, regardless of money
a method I should like to-day to urge upon every beginner. 

When forming his opinions on economic questions, the 
beginner should always keep his gaze fixed upon the real, 
tangible processes of economic life, upon the actual move
ments of goods or commodities; and should, to begin with, 
ignore the movements of money and prices, which are but 
intermediate links. He must learn to see through the veil 
of money. (The reader must not suppose me to imply that 
money is nothing but a veil. Money is "capital of a higher 
grade", that is to say the active organiser of economic life.) (See 
above, pp. 44 and 74; below p. 286.) 

b. Exposition of the Main Teaching of thePhysiocrats. The 
doctrines of Quesnay, and his school are ,iinpressive. They 
supply a vivid picture of economic life, of its subordination to 
fixed laws, and of its interlacement with the social process as a 
whole. The entire development of the physiocratic system 
was, however, based on the presupposition that its doctrines 
were deducible from a particular philosophy, the rationalist 
and individualist philosophy of the Enlightenment. But we 
have seen that the apostles of that movement, believing as they 
did that social life was conformable to "natural" law, con
ceived the pursuit of self-interest to be the primary motive 
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force of economic activity, and consequently expected that 
individual freedom to pursue self-interest would result in a 
harmonious development of economic life. The individualist 
view of economics, and the notion that economic activity is 
subordinated to the laws of a mechanical causation-these 
were the foundations on which the physiocrats· established 
our science, the foundations that determined the charac
teristics of the subsequent edifice. In addition, the basing of 
economics on the motive of self-interest working like a mechan
ical force, led to. the development of the deductive method 
which became thenceforward increasingly prominent. (See 
below, under Adam Smith and Ricardo, p. II4 and p. 146.) 

Quesnay's fundamental notion that agriculture, as the 
primal productive activity, is alone fruitful, is indeed erro
neous. Yet it still prevails in our own days, to work mischief 
under diversified forms in politics and economics. It is 
grounded, above all, upon a mistaken idea of the "net product". 
Let us analyse that notion. 

The product or yield of agriculture is especially conspicuous. 
If, for instance, a farmer harvests ten times as much grain 
as he has sown, the "surPlus" is obvious. But when a joiner 
shapes planks and nails them together to make a table, where, 
one may ask, is the surplus yield to be found? We answer: in 
utility. A table is different from planks, and more useful; a 
spear is something different from, something more than, the 
ashstaff and the iron spear-head out of which it has been made. 
If the spear proves a fruitful weapon of the chase, the hours 
spent in fashioning it are speedily outweighed by the time 
saved during the hunt. The 1;10urs thus gained during the whole 
lifetime of the spear co\.stitute its net product. On the other 
hand, a tenfold yield of grain, this visible gross product, does 
not necessarily contain any net product at all, for the expendi
ture that has been needed to produce it may outbalance the 
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return. From the outlook of economic theory, the net product, 
the surplus of yield over cost of production, is what matters; 
and we say, therefore, that an economic activity has n<;>t been 
successful unless it has resulted in a net product. Thus the 
main point is, not whether any particular labour creates new 
substance, but whether what is produced by the labour pro
vides more utilities than the utilities expended in producing 
it. If this outlook be correct, we cannot term industrial labour 
sterile or fruitless if the requisite condition has been fulfilled. 
Take the making of a plough. Did the work of making it 
involve more in the way of sustenance for the maker, more 
renouncement in order to provide raw materials, etc., than 
is made good by the enhanced production consequent 
upon its use in agriculture? Should the balance incline one 
way, the making of the plough has been a sterile occupa
tion; should the balance incline the other, it has been a 
fruitful one . 

• 
The remark applies equally to trade and commerce, of which 
Rau said about sixty years ago: "People may exchange goods 
as much as they please, but the amount of the goods is not 
increased thereby'" Marx said almost the same thing. At 
bottom, that is a physiocratic outlook. When considering the 
labour expended in bringing coffee, tropical fruits, etc., into 
our temperate climes (this involving, not freightage alone, but 
mercantile activity, search for markets), our real concern is 
with the question whether what is done produces more utilities 
than it consumes. Now, trade produces new utilities, when it 
conveys goods to a market where there is enhanced demand, as 
when it transports coffee from Pernambuco to London. So, 
too, with the liberal professions. In regard to the work of 
doctors, schoolmasters, barristers, solicitors, judges, legisla
tors, etc.-work which promotes health, enlarges knowledge, 
helps to maintain law and order, improves the conditions of 
social labour, and the like-we, as economists, need only ask 
whether this work produces more utilities than it consumes. 
Those who contend that persons engaged in the liberal 
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professions are all supported upon goods supplied by agriculture 
and industry, that trade merely shuffles from hand to hand 
the goods derived from the same sources, and that conse
quently neither the liberal professions nor trade and commerce 
are productive, completely overlook the fact that industry and 
agriculture, in their tum, derive both goods of production and 
goods for consumption from practitioners of the liberal or 
intellectual professions: that the more obviously "productive" 
persons thus obtain health, knowledge, artistic enjoyments, 
security of life and property; things which serve, just as much 
as do concrete utilities, to satisfy human wants, and which are 
perpetually entering into all other processes of production as 
fruitful elements, as elements tending to increase the yield. 
Economists have often pointed out how contradictory it is 
to describe the chemist's assistant who prepares a medicine 
as a productive labourer, and the doctor who prescribes or 
administers that medicine as unproductive; to describe as 
productive the compositor who sets the type for a book and 
the machinist who runs the printing press, whilst the imagina
tive writer who conceived what is printed and the engineer 
from whose brain the machinery was born are looked upon 
as unproductive. 

Quesnay's economic outlook, according to which industrial 
labour is merely transformative, not productive, is (as the 

~oregoing considerations show) purely technical, materialistic, 
and is not truly scientific. Nor, indeed, is it wholly valid even 
from a technical standpoint. For instance, chemical industry 
creates new substances, just as agriculture does. The separa
tion of nitrogen from the air is a creative act. Strictly examined, 
moreover, what seems exclusively transformative labour, 
creates new forces and enlista them in its service. A spear, 
which works on the principle of the wedge, or a spade, which 
works on the principle of the lever, is, considered merely 
from the outlook of technique and energetics, something 
essentially new, when cOlJlpared with the raw materials out of 
which either has been made. In this connexion, it is important 
to realise that "goods" are, primarily, neither material nor 
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immaterial, but means of service. Bread is a means for relieving 
hunger; violin-playing is a means for satisfying the desire for 
music; and so on. This instrumentality, this purposive 
functioning, is the economic feature of a good; whether the 
good be material or immaterial is a question lying outside 
the scope of economics, and is nothing more than a 
technical quality. 

A further objection to Quesnay's view, is that he overlooks 
the existence of a spiritual or mental primal productive activity 
in addition to a bodily one. Inventors, entrepreneurs, states
men, artists, men of science, belong to this world in which 
primal productive activity is spiritual or mental: and if, in 
Turgot's phrase, agriculture be the "motive 'force" which 
"sets industry to work"; so they, these mental producers, are 
the "motive force" which "sets to work" the whole army of 
publishers, book printers, compositors, booksellers, actors, 
instrument makers, etc. To take Aristotle alone, during the 
two thousand y~ and more since he lived, he~ has been the 
spiritual progenitor of milliards of industrial working hours; 
and has indirectly "fed" a myriad of copyists, typesetters, pub
lishers, papermakers, and commentators. 

The physiocrats' chief argument (and it is one that still has 
a very powerful influence upon the minds of ordinary people) 
was that the agriculturist feeds the industrial worker and the 
trader. The statement is perfectly true, but it does not follow 
from this that all activities other than those of the agriculturist 
are sterile. Enough to rejoin that industry and commerce 
equip the husbandman with articles of consumption (clothing 
and shelter) and with articles of production (ploughs and 
agricultural implements of various kinds). The husbandman 
wants this equipment quite as urgently as the industrialist 
and the trader want food!-It must be admitted, however, that 
the need for food is the most vital of all our needs. Here is the 
truth at the core of Quesnay's theory of fruitfulness, that our 
wellbeing, our "economy", is built up in stages some of which 
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are more vitally important than others. But that does not 
signify that the less vitally important branches of production 
are therefore less fruitful. When we are appraising the fruit
fulness of any particular kind of labour, we have to ask our
selves, as a problem of wellbeing, how many of our wants we 
can satisfy; for within these limits of wellbeing or welfare 
all are, as a matter of principle, equally fruitful! (Here we have 
the concept of the equivalence of all the activities undertaken 
for the attainment of some particular state of achievement or 
aggregate utility.)-If we strive to attain ends which are out 
of touch with the economic potentialities of the time (if we 
should, say, secure at a moment's notice the appointment of 
one thousand additional teachers in the State schools), then, 
indeed, our labour will be unfruitful, for a superfluous amount 
of educational work will be undertaken, whereas other im
portant wants, such as those for food and shelter, will be left 
unsatisfied. But our activity would be no less sterile if we were 
suddenly to increase a thousandfold the number of the culti
vators of the soil, while the number of persons belonging to 
other sections of society remained unchanged! The safeguarding 
of the more important goods against the competition of those 
which, at the given instant, are less important, means no more 
and no less than that in economic life a due proportionality 
shall be maintained among all the branches of production; for 
when this is done, not one of the branches will be sterile. 

c. The Idea of a Good. The foregoing considerations will 
have shown the importance of the idea of a good to the general 
body of economic thought. The definition of a good is vital to 
the decision whether a worker is or is not productive, i.e. 
whether his economic activity is one which produces goods. 
If most people are still inclined to say that the activities of 
teachers, university professors, doctors, statesmen and poli
ticians, traders, and speculators, are unfruitful, and are only 
possible because agriulituraIand industrial workers provide 
their incomes, provide t1.teir "keep" (the incomes of the "un
productive workers" being regarded as "derivative"), this is 
due to the persistence of a way of thinking akin to that of the 
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physiocrats. When those who hold such views think of "goods", 
they no longer, indeed, limit the term as did the physiocrats to 
the yield of the "primal productive activity" on the land, but 
they think only of concrete, material goods, and ignore the 
immaterial ones. In fact, however, just as industrial production 
is not "sterile", so the liberal professions and trade and com
merce are by no means sterile, in so far as (in accordance 
with the principle discussed on pp. 89 et seq.) they achieve 
something that fulfils an aim. Consequently, we must regard 
as a good, everything-whether concrete object (a material 
good), an achievement (an ideal good), a relationship, or a 
right-that enters passively into the concatenation of economic 
activity, i.e. that is a functioning instrument for use in active 
procedures. A good is a passive instrument, and is therefore 
anything that can be introduced as a constructive element into 
the economic process. Every activity, then, which engenders 
a good, is economically fruitful, provided that it fulfils 
the formal conditions of fruitfulness, and especially those 
of "proportionality" and "utility". Fruitful, above all, is 
the brainwork performed in directive activities of every 
kind. 

Historically considered, physiocracy represented a counter
stroke on the part of neglected agriculture against industry as 
fostered by the mercantile system. Nevertheless, even in this 
one-sided attitude, it fulfilled a historical tssk. The champions 
of the mercantile system, joining forces with the territorial 
princes, had got the better of the feudal nobility; and 
mercantilism therefore (though founded to some extent upon 
the doctrine of natural right) had become absolutist and 
anti-individualist. In opposition to this trend, the physiocrats 
promoted individualism upon an economic and scientific 
foundation, at a time when that doctrine had long since 
become dominant in the intellectual world as a whole upon 
the philosophical basis of natural right. 

During and after the war of 1914-1918, when there was a 
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great dearth of raw materials, there were good reasons why 
the physiocratic inclination to esteem agriculture and the 
production of raw materials very highly, should be in th~ 
ascendant once more. 

3. THB PHYSIOCRATIC SCHOOL 

A troop of gevoted adherents soon collected round Quesnay, 
and they styled themselves "economistes". (The name 
"physiocrats" did not arise till later, and was invented by 
Dupont de Nemours, one of Quesnay's disciples.) To begin 
with, the government looked askance at the school; but it soon 
acquired great influence, and in a measure political power, for 
its most notable member, Turgot (author of Reflexions sur la 
JOI71Illtion et la distribution de. richesses, 1769""1770; English 
translation Reflections on the Frmnation tmd Distribution of 
Wealth, London, 1793; a new translation, 1898, edited by 
W. J. Ashley, in Macmillan's Economic Classics) was appointed 
controller-general of the finances in 1774. The eldest of 
Quesnay's pupils, who became the political chief of the 
physiocratic school, was the Marquis Victor de Mirabeau 
(generally known as Mirabeau the elder, or Mirabeau pere, 
to distinguish him from his famous son, the Comte de 
Mirabeau), author of Philosophu rvrale, 1763. He was much 
more uncompromising than Quesnay in his application of the 
laissez-faire principle, and desired a more radical and ruthless 
enforcement of the other principles of the system than did 
its founder. Quesnay always kept in touch with living reality, 
and perpetually emphasised the need for maintaining the 
experiential basis of his doctrines, so that for him the "ordre 
naturel" was never anything more than an ultimate ideal, to 
which the "ordre positif" could only be approximated by slow 
degrees.-Others who were quick to espouse physiocracy in 
the land of its birth were: Le Mercier de la Riviere (L'ordre 
nnturel, 1767); Beaudeau; Dupont de Nemours; and the 
philosopher Condillac. A collection of their writings will be 
found in Daire's editions, OetWl'e$ de Turgor, Paris, 18#, and 
Onl'UTes des physiocrats, Paris, 1146. 

The physiocratic doctrine soon spread from France to foreign 
parts, but mad¢ little headway in England. It had immense 
influence in Gennany. where Karl Friedrich, Margrave of 
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Baden, aided by Schlettwein, the most distinguished among 
the German physiocrats, made an unsuccessful attempt to 
put in practice the physiocratic principles of taxation. 
Leopold I, Grand Duke· of Tuscany (afterwards Emperor 
Leopold II), endeavoured to introduce far-reaching physic
cratic reforms, and especially the "land tax", in his duchy. 
His brother, and predecessor on the imperial throne, Joseph II, 
though a mercantilist, was contradictory enough to inaugurate 

. physiocratic experiments. His measures to improve the con
dition of the peasants (such as the abolition of serfdom in 
1781-178z), and his reforms of taxation (the land tax of 1775), 
were physiocratic in trend. Catharine the Great and most of 
the other monarchs of that date who were tinctured with the 
spirit of the Enlightenment, were likewise, to a degree, under 
the spell of physiocracy.-Among the German physiocrats, 
there should also be mentioned: Isaak Iselin (17z8-178z), a 
German-Swiss, secretary of State at Basle; Jakob Mauvillon 
(1743-1794), German born, but son of a Frenchman settled 
in Leipzig, the German translator of Turgot's Rejlexirms, and 
the man through whose instrumentality the name "physiocracy" 
gained general acceptance; and T. A. H. Schmalz (1760-1831), 
a Hanoverian who has been called "the last of the physiocrats". 
-The physiocratic doctrine found adherents also in Italy, 
Poland, Sweden, and elsewhere. 

Mter Quesnay's death (1774), dissensions broke out among 
the French physiocrats, chiefly because of the unorthodoxy of 
Condillac, who insisted that commerce and industry were 
':fruitful" as well as agriculture. The disputes that ensued 
paved the way for the collapse of physiocracy when Turgot 
fell from power in 1776. The minister's dismissal was partly 
due to his failure to reestablish upon a sound footing the 
hopelessly disordered State finances. But there were con
tributory causes, for some of the things he had done and 
others he. had attempted (all in a' rather high-handed and 
doctrinaire fashion) had 'made him unpopular. He had pro
posed to abolish the corvees throughout the kingdom, and 
to suppress the guilds; restrictions upon intranational trade 
were to be done away with. In 1774 he had issued a decree 
permitting free trade in corn within the country, but for
bidding the export of grain. The harvest of 1775 was a poor 
one, and the consequent rise in the price of bread had led 
to com-riots allover the country. These troubles had certainly 
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been instrumental in bringing about the controller-general's 
dismissal. 

Immediately thereafter. the course of events was one 
which, pushed physiocracy into the background. In politics, 
there came the great French revolution; and in the domain 
of economic science the doctrines of Adam Smith began to 
monopolise attention. 



CHAPTER SEVEN 

FULLY DEVELOPED INDIVIDUALISM, OR 

CLASSICAL POLITICAL ECONOMY 

A. THE LABOUR OR INDUSTRIAL SYSTEM OF 
ADAM SMITH 

SINCE England'was the classical home of empiricism, and the 
first country in which modern large-scale industry developed, 
it was only to be expected that individualist political economy 
would strike deepest root and flourish most luxuriantly on 
British soil. Ere long the introduction of spinning machinery 
(Wyatt, 1738; Lewis Paul, 1741; Arkwright, 1769), the steam
engine (Watt, 1765 and 1770), and later of the power-100m 
(Cartwright, 1785; Jacquard, 1802), and similar transforma
tions in the methods of industrial production, induced changes 
that led to an enormously accelerated growth of large-scale 
industry, and established that active, multifarious.=d compli
cated life of a "free business economy" in which the numerous 
theoretical and practical problems of the individualist or capi
talist epoch began to clamour for solution. 

Adam Smith was the man who, upon these presuppositions, 
established a new system of economic doctrines. 

Adam Smith was born in 1723 at Kirkcaldy in Fifeshire, Scot
land. He studied theology, then philosophy, at Glasgow Uni
versity, and at the age of twenty-eight, after six years at Oxford, 
returned to Glasgow as professor of logic. Next year, in 1752, 
he exchanged this chair for that of moral philosophy-which 
meant in those days that he lectured, not only on ethics, but 
also on political science, jurisprudence, and political economy. 
After his publication of the Theory of the Moral Sentiments in 
1759, he was invited in 1763 to take the post of travelling tutor 
or companion to the young Duke of Buccleuch, and under 
these auspices he spent the years 1764 to 1766 in France. Here 

G 
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he became personally acquainted with the physiocrats, and this 
meeting exercised a great influence on him. For ten years after 
his retum to his native land, Smith lived with his mother at 
Kirkcaldy, devoting himself almost exclusively to economic 
study and to writing his Inquiry into the Nature and Causes of 
the Wealth of Nations, which was published in 1776. He died in 
1790. In accordance with his directions, all his unpublished 
manuscripts with the exception of a few selected essays were 
bumed after his death.-In former days it was commonly 
assumed that Smith had derived his basic ideas of economics 
from the physiocrats, during his stay in Paris in the year 1766, 
and that his system was little more than a continuation of 
physiocracy • This idea is erroneous. It has been definitively 
'disproved by the publication thirty years ago of the Lectures on 
Justice, Police, Revenue, and Arms delivered in the University of 
Glasgow byAdam Smith, reported by a Student in 1763, edited with 
an introduction and notes by Edward Cannan, Clarendon Press, 
1896. This work makes it clear beyond dispute that the broad 
lines of Smith's doctrine were formulated before he went to Paris. 

Adam Smith emerges from a mental and historical environ
ment similar to that from which Quesnay sprang, that of the 
philosophy of the Enlightenment, of rationalist natural right, 
and of individualism. Of great importance is his relation to the 
philosopher Hume, with whom he was also on terms of close 
personal friendship. Before Smith, Hume had attacked mer
cantiIist views on money and the mercantiIist doctrine of the 
balance of trade; and had propounded a moral philosophy 
according to which sympathy is the leading moral principle. 
This was the doctrine which Smith espoused, and developed 
in his own Theory of the Moral Sentime"ts. 

Smith declares that an action is moral when it has the approval 
of every unbiased onlooker. The approval depends on sym
pathy or fellow-feeling. This sympathy is conceived by Smith 
relativistically, as a subjective psychological manifestation; but 
at the same time he holds that the moral worth of an action is 
dependent upon its objective effect, that is to say, upon whether 
it is socially useful. (Social utilitarianism.) Nevertheless Smith 
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is an individualist, for, like the physiocrats, he considers the 
individual's pursuit of self-interest to be the motive force of 
economic life. The apparent contradiction is resolved, for 
Smith, by his assumption that there exists in the world-order 
a natural teleology, thanks to which the individual serves and 
is useful to the community even when seeking his own ends. 
The same principle holds good for economic life. According to 
this author, its mechanism is such that individual self-seeking 
leads spontaneously to harmony and to what is best for all. 

I. ExPOSITION OF THE SYSTEM 

According to Adam Smith, the wealth of a nation does not 
depend either on the balance of trade, or on the quantity of 
money within its borders, or on exclusively agricultural labour • 
FIe opens his Inquiry with the words: "The annual labour of 
every nation is the fund which originally supplies it with all 
the necessaries and conveniencies of life which it annually 
consumes, and which consist always either in the immediate 
produce of labour, or in what is purchased with that produce 
from other nations." True, he makes an important reservation. 
Labour which is not devoted to the production of permanently 
useful things endowed with exchange-value, to the making of 
concrete objects, seems to Smith, as to the physiocrats, unpro
ductive. Thus services of all kinds, and the work of the actor, 
the statesman, etc., are unproductive. The wealth of a nation is 
greater, according as a larger proportion of those who belong 
to it are engaged in useful labour, according as it contains a 
smaller proportion of idlers; and this, in tum, depends upon 
the amount o~ capital devoted to the employment of workers 
(the "wage-fund" or "wages-fund"),' but, above all, upon the 
I This term does not appear in economic literature until after the death of 
Adam Smith. but the idea of it is implicit in the following passage from 
the eighth chapter. "Of the Wages of Labour" in Book I of the Wealth 
oj Natiom: "The demand for those who live by wages, it is evident, cannot 
increase but in proportion to the increase of the funds which are destined 
for the payment of wages" (Bahn's Standard Library edition, wI. i, pp. 69-
7O).-TRANsLATORS· NOTII. 
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fruitfulness of labour. The fruitfulness of labour is increased 
mainly by the division of labour. Consequently, the division of 
labour is the chief cause of. enhanced prosperity; and Smith 
illustrates this thesis by the famous examples of pinmaking (op. 
cit., vol. i, p. 6) and nailmaking (op. cit., vol. i, p. 9). The further 
the division of labour is pushed, the more is production carried 
on with an eye to the market. Now, for the purposes of the 
market there must develop a general means of exchange or 
instrument of trade, namely, money. (Money, as explained 
above, p. 40, arises out of indirect exchange.) Commodities are 
exchanged in the market through the instrumentality of money 
as the medium of exchange, and there thus originates an 
exchange-value or price of goods as contrasted with their use
value. We see, then, that the division of labour is the starting 
point of the whole economic process and its development I It 
is the cause of the exchange of goods, for no one can live upon 
the produce of his own one-sided activity (and, besides, all 
men have a natural inclination to exchange things one for 
another). But exchange is effected in accordance with exchange
value (price); and the formation of exchange-value is therefore 
decisive: (a) for the distribution of the goods, since it settles 
the question who can buy them; and ( b) for their production, 
inasmuch as this is guided by the expectation of the price to be 
realised. 

Upon these considerations Adam Smith builds up his ec0-

nomic system; and so do all the individualist schools that 
follow in his footsteps. The laws that regulate the formation of 
exchange-value are held to be also the laws in accordance with 
which the wealth of nations comes into being; they are, in 
fact, the laws of politi~al economy, the primary laws of economic 
motion. 

By formulating this conception of the nature of political 
economy (one which, however, he failed to work out systemati-
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cally), Smith made a notable step forward within the domain 
of individualist theory. He gave a new tum to economic thought. 
Whereas both the mercantilists and the physiocrats had made 
productive circulation the basis of their reasoning, now for the 
first time a study of the laws of exchange-value was under
taken. Thenceforward the theory of value and the theory of 
prices became the fulcrum of economic theory in general. For, 
since prices are the determinants of the production of goods, 
the laws of prices have the last word as to whether this or that 
or the other shall be produced; and since prices decide which 
among would-be purchasers have sufficient purchasing power, 
the laws of prices settle how goods shall be distributed. In a 
word, the laws of prices are also the laws of distribution. In 
the sequel, therefore, the theory of distribution is developed as 
a theory of particular prices (wages, landrent, etc.). 

Smith, for this reason, establishes an elaborate theory of the 
formation of value and of price. Under primitive conditions, 
when there is still but little capital and when lanclrent has not 
yet come into existence, the value of goods is determined solely 
by the amount of labour that has been embodied in them. 
Things like water, which have the highest possible use-value, 
have no exchange-value; and, conversely, things with very 
little use-value, like diamonds, have a very high exchange
value. It follows that labour is the measure of the exchange
value of goods; it is their "natural price"! What matters is, not 
the utility of a good, but the amount of labour that has been 
expended in producing it. This theory of value is a labour
expenditure theory .-Contraposed to the natural price is the 
"market price." In accordance with the fluctuations of supply 
and demand, this market price swings like a pendulum to' one 
side or the other of the natural labour-expenditure price. The 
various items out of which the actual 01' market price is made 
up, are the outcome of private property and the extant legal 
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order, consisting of: (a) the direct costs of labour (wages); 
(b) the share payable to capital (capital [Smith here calis it 
"stock"] being the stored product of labour), or the" profit of 
capital ["profits of stock"] (which, according to our latter-day 
notions, comprises interest plus entrepreneur's salary plus entre
preneur's profit); and (c) landrent, which may be regarded as 
interest paid for the use of land (equivalent to the difference 
between the price of the produce of the land, on the one hand, 
and, on the other, the expenditure of the farmer upon wages 
plus profit on his farming capital). 

From this theory of prices is deduced a theory of distribution, 
or of the formation of income;r for, inasmuch as production is 
carried on with an eye to the market on the basis of the division 
of labour, the product is distributed in accordance with the 
laws of the formation of prices in the market. The distribution 
of wealth is effected in accordance with the constituents of 
every price; the worker receives the equivalent for his labour, 
and the capitalist and the landlord receive equivalents for the 
cooperation of capital and land. Thus "all the commodities 
which compose 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 inhabi
tants of the country, either as the wages of their labour, the 
profits of their stock, or the rent of their land •... Wages, 
profit, and rent, are the three original sources of all revenue as 
well as of all exchangeable value. AIl other revenue is ultimately 
derivable from some one or other of these .... (This theory that 
the income of persons who practise the liberal professions is 

I Smith usee the tenn "revenue", but we have thought it better to translate 
EinJ.omm.n (the word .... d by Spann) by "income" u • general rule, unl_ 
when actually quoting Smith. The student should note, however, that 
though there i •• tendency to restrict the term. Ifrevenue" to the total current 
income of a government, it remains in current usc for income from any form 
of property.-TRANSLATORS' NOTB • 
• WIlJlIh tI/ Natimu, book i, chapter 6.-Bobn'. edition, wi. i, pp. sa-53· 
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• derivative" is still widely held, but it is erroneous. See above, 
pp. 87 et seq., and below, p. 162). 

From this, at a later date, was developed the theory of the 
"productive factors". Land, labour, and capital, have their 
specific share in production; they are the "factors of pro
duction". 

Smith's theories as to the formation of the various branches of 
income--theories which concern the laws of motion or laws of 
development of the different parts of the national income; in a 
word, the laws of distribution-may be succinctly phrased as 

. follows. Rates of wages are determined, like market prices in 
general, by supply and demand, thanks to whose operation they 
vary to one side or the other of a subsistence wage. The more 
capital there is in a country, the greater is the demand for 
labour (wages-fund), and the higher therefore are wages.-The 
profit of capital has the converse trend. The more capital 
abounds, the lower is its rate of profit; the more capitalists 
there are, the mOre do they incline to underbid one another. 
Consequently, the more labour there is in a country, and the 
richer it therefore is, the lower in gefteral is the profit of capital.' 

In the matter of landrent, a m6re complicated machinery is 
at work. Increase in the fruitfulness of labour (the division of 
labour) and the expansion of manufacture lead to a fall in the 
prices of the products of industry. To the extent to which this 
happens, the products of agriculture automatically become 
exchangeable for larger quantities of the products of industry j 
i.e. the former become dearer. This rise in agricultural prices 
is attended or followed by a rise in landrents.- Landrent also 
rises concurrently with an increase in capital; for, since more 
capital and labour are applied to land, and land is therefore used 
more effectively, the income from land necessarily increases. 

Applied Ec01I01IIIC •• -"Self-love" is the source of all economic 
phenomena-which, indeed, in -every instance, spring from the 
individual. Economic life develops best when it is left alone. 
The main business of the State is to keep order. Laissez faire, 

• Wealth of Natiom, book i, chapter 9 . 
• Ibid., book i, chapter n. 
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laissez passer. Economic activities, when left perfectly un
trammelled, develop hannoniously, and enable free competi
tion to do its work. Thanks to this competition the self-love of 
every individual promotes the general advantage. Competition 
forces every one to pursue his own economic aims with the 
utmost vigour, to develop all his forces to the maximum, and 
to produce as cheaply as possible. Every one keeps watch over 
his neighbour, with consequent benefit to all sections of 
society. Consumers are supplied with the best goods at the 
lowest prices; entrepreneurs can devote their energies to their 
tasks unhindered; and workers can seek employment wherever 
wages are highest. In this way a condition of social harmony is 
attained. At the same time it results that every one engages in 
the occupation which comes most natural to him and is best 
suited to his capacities. Division of labour takes place along the 
lines that are most economical. In virtue of its own mechanism, 
society can get the better of that egoistic principle which is 
(primarily) hostile to society. Every one becomes enabled, by 
the pursuit of his own advantage; to enter into his natural rights. 

In accordance with these principles, it was essential to make a 
clean sweep of feudalism with its ties and servitudes; of the 
medieval urban economy with its guild restrictions and its 
regulation of markets and prices; of the cleavage between town 
and countryside; of mercantilist customs dues, monopolies, 
and paternal control of production. The abolition of serfdom, 
the inauguration of freedom of occupation and industry, free
dom of movement from place to place, political autonomy here, 
there, and everywhere-these were the inevitable corollaries of 
the new doctrine . 

A demand weight}l with consequences, the demand for free 
trade, fonned a logiCal and essential part of the demand for 
the abolition of all restrictions upon production, distribution, 
and exchange. Smith's theory of free trade ran as follows. If 
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tra ~e be freed from all restraints, through the working of com
pet ltion it will come to pass in the long run that every country 
will' produce those commodities which its natural facilities 
enal-le it to produce most cheaply. Thus there will arise a 
natw· ... l international division of labour, which will redound to 
the m~'lXimum benefit of each nation, for each will be able to 
buy all it wants in the world market at the lowest possible 
prices, while selling there to the greatest advantage those things 
which it is exceptionally fitted to produce. "It is the maxim of 
every prudent master of a family never to attempt to make at 
home, what it will cost him more to make than to buy.'" 

In respect of the possibilities of practically applying these free
trade theories, however, Smith was not an uncompromising 
free-trader, but a moderate. He agreed as to the expediency of 
excise duties as a source of revenue; as to the expediency of 
retaliatory duties imposed upon imports from countries whose 
policy was protectionist; and as to the expediency of duties for 
special purposes-for instance, where an industry essential to 
the safety of the country was in need of protection, or when an 
industry would decay if a protective tariff previously imposed 
were to be done away with. Smith, far from being a dogmatist, 
as those who subsequently opposed his doctrines declared, was 
reasonable and cautious in practical matters. 

In rebuttal of the current opinion (which is based upon a 
confusion of Smith's own views with the modifications his 
teaching underwent at the hands of Ricardo and, later still, of 
the Manchester School of British free-traders in the eighteen
thirties-see below, p. I(ry), it is desirable to point out that 
Smith was by no means hostile to the landowning class. On the 
contrary, in accordance with the previously explained theory of 
distribution, he eonsidered that the interest of the landowners, 
of those who lived by landrent, was "strictly and inseparably 
connected with the general interest" of society,' for their 
income increased proportionally to an increase in the general 
welfare. Of the capitalist class, on the other hand, he wrote 
that its interest had "not the same connexion with the general 

t Wealth of Natioru, book iv, chapter z. (Bohn'. edition, vol. i , pp. 456-457.) 
• Ibid., book i, chapter II. (Bobn'. eclition, vol. i, p .• 63.) 



106 TYPES OF ECONOMIC THEORY 

interest of society" as that of the landowners and the wa,.:e
earners. For, he said: "The rate of profit does not, like rent 
and wages, rise with the prosperity, and fall with the declenrion 
of the society. On the contrary, it is naturally low in rich, and 
high in poor countries, and it is always highest in the countries 
which are going fastest to ruin."'-Towards the worker., the 
wage-earners, Smith's attitude was friendly. "The inter,est of 
the second order, that of those who live by wages, is as ,itrictiy 
connected with the interest of the society as that of th ~ first ". 
(the landowning class). In opposition to the mercant~lists, he 
advocated high wages and freedom of combinatioI;'; but he 
disapproved of State interference in the matte'/ of wage 

" contracts. ' 
J 

2. THE GENERAL ACCEPTANCE OF SMITH'S IDI!AS, AND 

THEIR INITIAL ELABORATION BY OTHERS 

It is true that Smith's teaching was not, historically regarded, 
an original or creative achievement, seeing that many of his 
leading ideas had been enunciated by earlier writers, and 
especially by the physlocrats. Locke, among others, had de
clared labour to be the measure of exchange-value. Neverthe
less, in virtue of its intermediary position, of the way in which 
to some extent it reconciled and amalgamated physiocracy and 
mercantilism, and in virtue of its development of the notion of 
liberty and of the idea of a trading and busirless economy 
(which was still rejected by those who accepted the idea of 
economic circulation as expounded in Quesnay's Tableau 
economique), it had a revolutionary significance. Smith's eco
nomics were in conformity with the time spirit, an indivi
dualist spirit, which he made vocal. His Inquiry, translated 
into many tongues, and actually compared with the Bible, had 
a speedy and lasting inffuence on science, public life, and prac-

I Loc. cit. (Bohn's edition, vol. i. p. 264,.) 
• Lot. tit. (Babn'. edition, vol. i. p. 263.) 
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tical politics in all civilised lands, and especially in Germany, 
where Marwitz wrote: "Ne.~ to Napoleon, Adam Smith is 
now become the mightiest monarch in Europe." 

Even though we agree that Smith had so powerful an influ
ence, it would be a mistake to suppose that the individualist 
trend of the period following the publication of the Wealth of 
Nations was solely or mainly the outcome of his theories. An 
individualist conception of life had become general before 
Smith lived and wrote, and was inculcated as part of the 
higher culture. 

Smith's influence on practical matters was less considerable in 
England than elsewhere, for the simple reason that under par
liamentary government in that country most of the restraints 
imposed by feudalism on industrial development had already 
become things of the past. But the protection of native industry 
continued to be a part of British policy, and as late as 1833 a 
moderate protective tariff was adopted by parliament. Not 
until well on in the eighteen-thirties did the "Manchester 
School" of practical economists become dominant under the 
leadership of Cobden and Bright. This was a free-trade party 
founded upon the doctrines of Ricardo rather than upon those 
of Smith. Operating through the Anti-Corn-Law League, it 
carried on a vigorous agitation against the import duties on 
grain. In 1846 the Com Laws were repealed, and in 1860 the 
last vestiges of the protective system disappeared, England 
thereupon becoming a free-trade country in which taxes were 
imposed for revenue purposes only. At this date British in
dustry was so enormously in advance of the industry of other 
countries, that Britain could well afford to ignore her rivals. 

In Germany, on the other hand, and above all in Prussia, 
Smith's teaching had very important practical consequences. 
For Prussia, Baron vom Stein had conceived, and in 1807 had 
begun, a primarily conservative and organically interconnectec:l 
scheme of reforms. Hardenberg, modifying and liberalising 
these reforms, introduced during the years 1810 and I8n a 
system of partial industrial freedom, liberated the peasantry, 
abolished many other feudal restraints, and gave the towns 
local self-government. Elsewhere in Germany, rural restraints 
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were abolished during the early decades of the nineteenth 
century; and in other respects the practical workings of the 
new doctrine were considerable. In Austria, although serfdom 
had technically been abolished in 1781-1782 (under Emperor 
Joseph II), vestiges of the servile status lingered, to be finally 
done away ",ith in 1 848; the freedom of industry was not 
established till 1859; and in 1868 the still remaining rural 
restraints were annulled.-In 1869, the freedom of industry 
was declared in the Industrial Ordinance of the North German 
Federation. 

There was little work left for Smith's teaching to do in 
France, for here the doctrine of natural right and physiocracy 
already held sway. The great revolution (1789) ruthlessly 
shattered the edifice that had weathered many centuries. On 
the "ever-memorable night" of August 4, 1789, with the 
approval of the nobility and the clergy, the National Assembly 
abolished at one stroke, without compensation, all feudal bur
dens and privileges. In 1791, when a republican government 
had been established, the guilds and their privileges were like
wise swept away; but the protective system was maintained.
(Concerning the aspirations and endeavours of the fourth 
estate, and concerning Morelly, Mably, and Babeuf, see below, 
p. 213·) 

Among the scientific expounders and advocates of Smith's 
teaching must be mentioned first of all the Frenchman, J. B. 
Say (1767-1832; Trait. d"conomie politique, Paris, 1803, Eng
lish translation by C. H. Prinsep, A. Treatise on Political Eco
nomy, London, 1821), "the godfather of Adam Smith's doc
trines on the Continent," as Lorenz von Stein called him. 
Thanks to the bri\liancy with which he championed the new 
ideas, he played a notable part in their diffusion. An especially 
important matter was that he systematised them, whereas 
Smith had merely put forward a loosely connected bundle of 
separate theses. Say developed them deductively from a ration
alist cognition of natural right. (True, we cannot ascribe much 
scientific value to such an undertaking.) Say unconditionally 
recommended economic freedom, unfolding a theory of the 
harmony of the interests of all classes of the population and of 
all nations (contra-mercantilism), and also a theory of openings 
for trade ("theorie des debouches"). According to this latter 
theory, every supply gives rise to a demand, for from the pro
ducer there always comes a demand for other goods. Conse-
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quently there can be no such thing as general overproduction. 
-Say was the originator of the still current classification of 
economics into the theory of production. the theory of distri
bution. and the theory of consumption. 

In Germany. L. H. von Jakob (1759-1827; Grundsiit". der 
Nationtllohonmnie. 1805) and Rau (1792-1870; L.hrbuch der 
politischm Oehonomie. 1826). both supporters of Smith. began 
to effect a separation between the theoretical and the practical 
aspects of our science. which now became subdivided into 
theoretical economics. practical or applied economics. and the 
science of finance. Among the early Smithians must also be 
counted Hufeland (NeuJ! Grundlegung tier Staatswissenschafts
kunst. vol. I. 1807. vol. II. 1813) and Lot2 (Revision der Grund
begriffe der Nationalwirtschaftslehre. 18n et seq.). Rau's text
book dominated German economic thought for half a century. 
and had an influence in foreign countries as well. Later there 
came to the front the most notable member of this series. 
F. B. W. von Hermann (Staatswirtschaftliche Untersuchung .... 
Munich. 1832).-It should be noted that the German Smithians 
have not. as a rule. accepted Smith·s labour theory of value. 
but have tried to explain value as arising out of utility. 
(See below. p. 255.) 

3. CRITIQUE OF ADAM SMITH'S 'TEACHING. INTRODUCTION 

TO THE THEORY OF METHOD 

Q. Th8 System.-Smith·s teaching brought into vogue an 
entirely different way of contemplating political economy. It 
did this. first of all. by freeing investigators' minds from the 
idea that the source of wealth is of a very simple nature. True. 
he regarded labour as the primary source of wealth. but the 
conditions under which labour had to operate were of vital 
importance. and especially the increase of its fruitfulness by 
the division of labour. This. in its tum. implied that produc
tion had not been carried on in accordance 'with the dictates of 
a natural economy. but for the market. As I have already 
pointed out. Smith regarded everything from the outlook upon 
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exchange in the market; he conceived of economic phenomena 
as centering in exchange, in the processes of "trade", and his 
explanation of the motive force of economic life was exclu
sively derived from that conception. 

It seems to me that Smith's chief contribution to economic 
doctrine was this neatly rounded and bold notion that economic 
life was a concatenation of processes of exchange. Herein lay 
such originality as he possessed. He gave the finishing touches 
to the idea of the "ordre naturel" (see above, p. 76), the har
monious encounter of numberless individual self-seeking 
economic activities. In his doctrine, exchange, the trading 
intercourse of the separate economic agents, became the 
central manifestation of economic life. His system was not a 
theory of production, but a theory of the formal laws of value 
and price, which, he considered, determined production just 
as much. as distribution. Seeing that theory of economic life is 
still held by the leading schools, we must examine it more 
closely. 

According to Smith, wealth primarily consists of the aggre
gate of the goods annually produced. This is a purely mechani
cal, and quasi-arithmetical, concept; one which pays no heed 
to the organic composition of wealth. Smith reckons as wealth 
nothing but material goods, n';lthing but concrete objects (an 

, error into which many modem economists still fall), although 
services, capacities, forms of organisation, and mental or 
spiritual achievements come within the same category. Further
more, he includes only those material goods which have 
exchange-value. According to this calculation, things which, 
though they have a use-value, have no price, cannot be deemed 
wealth.-Smith regard$ economic life solely from the outlook 
of turnover, exchange, the mechanism of the market. Although 
he never explicitly declares that such is his conception of eco
nomics, there can be no doubt as to the nature of his views, 
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which may be formulated as follows. The wealth of a nation is 
dependent to a much greater extent upon the fruitfulness of , 
labour than upon other things. The fruitfulness of labour is 
enormously increased by the division of labour, and this last 
presupposes the exchange of commodities in the market. Goods 
only acquire the characteristics of commodities through being 
brought to market and acquiring there an exchange-value. 
Commodities have the strange, abstract, but important quality 
of being the outcome of the division of labour, and of being 
therefore produced for exchange, for the acquirement of 
exchange-value. Furthermore, it is an essential prerequisite to 
the interchange of goods in the market that there should be a 
general medium of exchange, namely, money, thanks to which 
the commodities to be exchanged one for another are provided 
with a common denominator of value, with an exchange-value 
expressed in terms of money. Consequently it would seem that 
all labour which creates exchange-value, creates wealth. . 

Comparing Smith's views with Quesnay's, we derive from 
the Wealth of Nations a picture of the structure of economic 
life very different from that given in the Tableau economique. 
The essential feature of the latter (which was still in the main 
anti-individualistic) was its demonstration of an economic 
circulation, its insistence upon the interconnexion of economic 
processes. But what is fundamental for Smith is that the 
economic individuals, separated from each other by the division 
of labour, come into mutual contact in the market; and that 
value is generated by such mutual contacts. This means, 
according to Smith, that the production of goods is determined 
by the market, by exchange-value; and, further, that the 
formation of prices in the market determines the outflow of the 
aggregate product from the market to the buyers, whose income 
of goods (Ureal income") is thus constituted, and whose income 
of money was previously formed in like manner through the 

, 
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sale of labour power, capital ["stock'" and land [or the right 
to use land]. It is true that the elucidation of the essential nature 
of these different forms of income was left for Ricardo; but we 
owe to Smith the momentous, and still prevalent, individualist 
notion of economics, according to which the laws of the 
formation of value and those of the turnover of commodities in 
the mark~t form the core' of economic theory-the circulation 
of goods and the concatenation of economic functions and 
institutions being utterly ignored. Let us distinguish. We will 
speak of the "laws of value" as what they really are, the "laws 
of the calculation of value"; and, in contradistinction, we will 
speak of the laws of the articulation and concatenation of eco
nomic activities and functions as "economic laws". Well now, 
of Adam Smith and his school it may be said that by Smith 
and all his followel'\l the "laws of the calculation of value" and 
"economic laws" were regarded as identical things. 

Is Smith's view correct, and is it exhaustive? 
The attempt to understand 'an economic processes from the 

outlook upon exchange-value cannot but result in missing their 
most important feature--actual achievements. Economic life 
consists of the actual achievements of the means used to 
attain certain ends. These achievements always form an articu
lated whole, and the object, of economic science is to study 
the anatomy and physiology, as it were, of that whole. But this, 
which is the main task of economic theory, finds no place in 
the writings of Smith. Furthermore, he pays no heed to those 
goods which never come to the market for exchange; to demand 
(whose origin cannot really be explained simply in terms of 
exchange), as against supply; to production, as against market
ing (exchange and trade); to the forces of production, as against 
finished wares; to the mental or spiritual, as against the 
material; to the organic harmony of the parts of economic 
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life, as against the seeming independence of these parts. In 
fine, he ignores utility, use-value, the achievements of the 
means used to attain economic ends-ignores the very cause, 
meaning, and soul of all economic activity. How can the eco
nomic picture fail to be distorted and falsified when looked at 
exclusively from the standpoint of exchange? We are told to 
regard calculations of value and price as economically creative; 
whereas in verity production and achievement form the primary 
source of value. Beyond question this is the economics of a 
shopkeeper! (The matter is considered again on p. 138 and 
pp. 142 et seq.) 

• 
Among the laterr critics of Smith, two of the most notable 
were Adam Miiller (see below, pp. 158 et seq.) and Friedrich 
List (see below, pp. 187 et seq.). Both of them made slashing 
and successful onslaughts upon his concepts of a good and of 
wealth, and upon his theory of value.-For'<1 criticism of his 
idea of price,see my own Tote "nd lebeniJige Wissemchaft, 
third edition, Jena, 1929, pp, 63 et seq. -For a general 
criticism of Smith's system, see Seidler-Schmid, Die System
gedanken JeT sogenannten k lassischen Volkswirtschaftslehre 
("Deutsche Beitrage," vol. ii, Jena, 1926). 

h. Particulm Theories.-Smith's Wealth of Nations is likewise 
notable for the account it gives of certain pflrticular economic 
processes (the division of labour, the accumulation of capital, 
distribution). Even though much of what he had to say on 
these matters has been superseded, his remarks have served as 
a platform for subsequent advances. 

His contention that the value of things is the outcome of 
labour, was first elaborated by Ricardo, and was then seized 
upon by the socialists, who deduced from it that the worker, 
the wage-carrier, did not receive in his wages the full value of 
his labour, and was therefore exploited. Thus it developed into 
Mapc's famous "theory of surplus value" (see I>elow, p. 219 
and p. 226). According to Smith, the profit of capital, and land-

H 
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rent, are both the outcome of the established legal order of 
society; whereas in reality the main parts of these phenomena 
derive from the peculiar characteristics of capital or of land in 
relation to economic life as a whole (see below, p. 143). 

Smith also became historically important because of the 
method of his research-although his successor Ricardo was 
in truth far more responsible' for the method which is usually 
supposed to have been originated by Smith. In his writings, as 
in Quesnay's (more for Quesnay than for Smith, and more for 
their pupils than for themselves), the predominance of the 
deductive method-it would be better to say, an abstract con
ception of economics-is characteristic. 

The deductive method is that in which particular conclusions 
are deduced from a general proposition, regarded as a general 
truth. The inductive method is that in which general proposi
tions are established as truths by induction, that is, by the 
observation of numerous particular instances. 

When we speak of the "abstract" conception of economics, 
we mean that economics is considered in isolation, apart 
from and contrasted with the other constituents of society 
and economic life-the State, politics, morality, religion. etc. 
It is abstracted, is isolated from these; whereas in actuality 
economic phenomena are inseparably linked with sociological, 
political, moral, and religious happenings. Thus by Smith and 
his followers economic activity is represented as being, by 
its essential nature, dependent upon economic self-love alone. 
(They admit, indeed, that error, uneconomic behaviour, and 
the like, interfere with unalloyed economic activity; but they 
exclude these disturbing factors from consideration.) 

According to the present writer, the main defect of such a 
view is the severance of economics from the indivisible whole 
of society, and the assumption that there exists an undiluted 
instinct of "self-love" or "self-interest"-for this (conceived as 
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a force working in isolation) is a mere figment.-The theory 
that individual self-loves are all harmonised through a simple 
concurrence in the market is likewise unsound. Always in the 
market, as in industry, there is a pre-existent framework, into 
which the individual has to fit himself. The material require
ments of the framework, not the individual's subjective senti
ments of self-interest, determine the nature of this process of 
adaptation. The objective reason for articulation replaces 
subjective self-interest. 

Cf. my article "Eigenniitz" in the HandwOrterbuch de, Staats
wissenschaften, fourth edition, Jena, 1925. See also below, 
pp. ISO and 282. 

The abstract conception of economics certainly leaves a 
remarkably wide field of action for the deductive method, 
inasmuch as, once the effectiveness of individual motive, of 
economic "self-love" or "self-interest", has been postulated, 
all the processes of the formation of value, production, distri
bution, and consumption, become logically deducible a priori, 
in strict conformity with law. But it is obvious that even this 
method of investigation cannot dispense with continuous induc
tion as well, so that it is wrong-headed to talk without qualifi
cation of the "deductive trend" of the classical economists (as 
people usually talk to-day). What is really distinctive of the 
classical economists is their conception of an economic science 
sedulously abstracted from all the other components of social 
life. It is important to make this clear, for the historical school 
of political economy which came to the front at a later day in 
Germany is distinguished from the classical school by its more 
extensive application of the inductive method, and by its his
torical and statistical outlook (but in these respects differs from 
the classical school rather in degree than on principle): whereas 
the historical school has completely abandoned, and on prin
ciple, the abstraction of economics from other social pheno
mena; and strives, instead, to demonstrate thoroughly empiri
cal realities. It is upon this latter difference, too, that the still 
continuing controversy as to method ("Methodenstreit") 
mainly turns, and not upon any calculation of the relative pro
portions of induction and deduction in one method or another. 
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(In this connexion, see below under Ricardo, pp. 146 et seq.; 
under Adam Milller, pp. IS8 et seq. and pp. 166 et seq.; and 
under List, pp. 199 et seq. See also pp. 281 et seq.) 

Moreover, Smith himself made plentiful use of the inductive 
method. Nor did he put forward his teaching as a "system", 
but rather as an assemblage of detached theories. 

Concerning the free-trade theory, see below, pp. 187 et seq. 

B. FURTHER DEVELOPMENT OF INDIVIDUALIST 
ECONOMICS BY MALTHUS AND RICARDO 

The diffusion of Smith's doctrine was attended with much 
modification and elaboration. Attempts to develop his trend 
involved, above all, an endeavour to explain the misery of 
the working classes, and all the defects and dis1!armonies 
that had become apparent in economic life during the rapid 
development of the capitalist method of production in the days 
that followed the publication of the Wealth of Nati07lS. In view 
of these phenomena, two contrasted attitudes were possible. 
The observer could associate his condemnation of them with a 
systematic criticism of the capitalist social order. In this way, 
socialism arose. Or he could accept them with pessimistic 
resignation, declaring them to be unavoidable consequences of 
the' working of natural laws. This was the course taken by 
Malthus and Ricardo. 

I. EXPOSITION OP MALTHUS' THEORY OP POPULATION 

Thomas Robert Malthus was born at the Rookery, near 
Dorking, in 1766. He took orders as an Anglican clergyman, 
and his experience of the condition of the English poor during 
his work as a parson may well have contributed to the develop
ment of his view that the main cause of poverty was to be found 
,in the immoderate increase of population. In 1798 he pub
lished the first draft of his theory in the anonymous work, 
entitled An Essay on the Principle of Population as it affects the 
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Future ImprOfJement of Society, with remarks on the Speculations 
of Mr. Godwin, M. Condorcet, and other Writers. In 1799, he 
visited Norway, Sweden, and Russia, and later went to France. 
In 1803, he published an enlarged and revised edition of the 
&say, this time giving his name on the title-page. The book 
had been enriched by the addition of much statistical and his
torical matter, and now attracted considerable attention. In 
1804, he was appointed professor of history and economics in 
the East India Company's College at Haileybury. In 18zo 
appeared his Principles of Political Economy considered with a 
View to their Practical Application-a book conceived in the 
spirit of Smith and Ricardo. The Essay on Populat£on waS 
translated into nearly all European languages. Malthus died in 
1834. A reprint of the seventh edition of the Essay on Population 
forms two volumes of Dent's Everyman Library. 

Malthus begins his argument with an account of "the con
stant tendency in all animated life to increase beyond the 
nourishment prepared for it." In illustration, he quotes Benja
min Franklin. "It is observed by Dr. Franklin that there is no 
bound to the prolific nature of plants or animals but what is 
made by their crowding and interfering with each other's 
means of subsistence. Were the face of the earth, he says, 
vaCant of other plants, it might be gradually sowed and over
spread with one kind only, as for instance with fennel: and were 
it empty of other inhabitants, it might in a few ages be replen
ished from one nation only, as for instance with Englishmen.'" 

It follows from this that population has a constant tendency 
to increase beyond the means of subsistence. Studying the 
increase of population in the American settlements, where 
there was an ample supply of fertile and previously untilled 
land, and where there were few natural checks to the growth 
of numbers, he came to the conclusion that during about one 
hundred and fifty years the population had doubled itself every 
twenty-five years. The natural increase of population therefore 

Everyman edition, ""01. i, p. 67. 
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took place like the increase in the series of numbers I, 2, 

4-, 8, 16, 32, 64-, u8, 256. In short, population, when its 
growth is unhindered, tends to increase in geometrical 
progression. 

It is impossible, on the other hand, that the produce of the 
soil can be increased in such a ratio. Under favourable condi
tions, we may suppose that by improving the land already 
cultivated, and (in a country already settled) I;>y bringing com
paratively infertile and hitherto neglected areas under culti
vation, it would be possible to increase very considerably the 
yield from the land. 'But the increase in twenty-five-year periods 
(those in which the population can double) could not be ex
pected to proceed more rapidly than is represented by the 
series of numbers 1,2,3,4-,5,6,7,8,9. "It may be fairly pro
nounced . . . that, considering the present average state of the 
earth, the means of subsistence, under circumstances the most 
favourable to human industry, could not possibly be made to 
increase faster than in an arithmetical ratio."'-To sum up, 
whereas population can increase in geometrical progression, the 
means of subsistence can increase only in arithmetical pro
gression. 

Population, therefore, is necessarily limited by the means of 
subsistence. As an outcome of the tension inherent in the con
trast betweG these two possibilities of increase (increase of 
population by geometrical progression and increase of means 
of subsistence by arithmetical progression) there is a tendency 
for population to increase beyond the means of subsistence, 
with the result that population increases in any country when 
the means of subsistence incr~whether in consequence of 
more intensive cultuR:, the import of foodstuffs, or changes in 
the distribution of the national wealth (thanks to social reforms, 
etc.). The continuous and forcible limitation of increase by the 

• EftrYIDI.D editioll, vol. i, p. 10. 
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insufficiency of the means of subsistence makes itself felt in the 
form of checks. These checks are of two kinds, positive and 
preventive. The positive checks to population are those which 
act by destroying excess of population already produced; the 
most conspicuous of them being war, pestilence, and famine, 
but they "include every cause, whether arising from vice or 
misery, which in any degree contributes to shorten the natural 
duration of human life".1 Preventi~e checks are those which 
take the form of deliberate measures, rationally conceived, in 
order to prevent an excess of population over the means of 
subsistence coming into being: abstinence from xruirriage, 
abstinence from the begetting of children, the postponement 
of marriage, moral restraint. "By moral restraint I • • . 
mean a restraint from marriage from prudential motives, 
with a conduct strictly moral during the period of the 
restraint."a 

Applied Economics.-Malthus infers from his law of popula
tion that governments should, on the one hand,. remove all 
hiBdrances to the cultivation of the soil, and, on the other, 
favour preventive checks, and especially the postponement of 
marriage. The following passage has attracted especial atten
tion: "A man born into a world already possessed, if he cannot 
get subsistence from his parents on whom he has a just demand, 
and if the society do not want his labour, has no claim of right 
to the smallest portion of food, and in fact has no business to 
be where he is. At nature's mighty feast, there is no vacant 
cover for him. She tells him to begone, and will quickly execute 
her own orders, if he does not work upon the compassion of 
some of her guestS."3 Malthus therefore recommends the 
reduction of poor relief to a minimum. Money devoted to the 
support of the indigent. or destitute is taken from the other 
classes of society, and especially from the stratum of the work
ing class that is only a little less needy-for this poor relief 

I Everyman edition. vol. i, pp. 13-14. • Ibid., vol. if p. 14. 
3 Thia pasaage it not in the anonymous first draft of the Etray (1798). It 

appears on p. 531 of the one .. volume quarto edition of 1803, and was with .. 
drawn from subsequent edition •. 
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increases demand, and thus raises the price of the necessaries 
of life. No harm is done, perhaps, if I feed a poor neighbour 
out of the produce of my own potato-patch, for I am then 
merely providing for him out of my own superfluity. "But if 
I ... give him money, supposing the produce of the country 
to remain the same, I give him a title to a larger share of that 
produce than formerly, which share he cannot receive without 
diminishing the shares of others.'" Malthus' main demand, 
therefore, is for "moral restraint". He writes: "It is clearly the 
duty of each individual not to marry till he has a prospect of 
supporting his children; but it is at the same time to be wished 
that he should retain undiminished his desire. of marriage, in 
order that he may exert himself to realise this prospect, and be 
stimulated to make provision for the support of greater num
bers ... • Later, as an inference from this, it was proposed to put 
legal difficulties in the way of marriage. The poor who had no 
prospect of being able to support a family, were to be forbidden 
to marry.3 

The Malthusian doctrine attracted widespread attention, and 
was accepted almost without qualification by scientists. It also 
made a strong impression on governments, and its effects were 
seen in the increased stringency of the marriage laws. Down to 
the close of the war of 1914-1918, vestiges of this persisted in 
Bavaria and some of the old time Austrian crownlands (Tyrol 
and Carniola), where marriage could not be entered into with
out the assent of the commune. 

As to further consequences of Malthus' teaching in the 
domain of applied economics, it is worth noting that Malthus 
did not (as Ricardo did later-see below, p. 143, the Ricardian 
theory of landrent, whose fundamentals had already been 

. enunciated by Malthus4) base upon the inevitable tendency of 
landrent to increase, an inclination to regard landowners with 
hostility. On the contrary, he favoured a protective tariff in 
conformity with the wishes of the landed interest.S 

I Everyman edition, vol. ii, p. 39. I Ibid., vol. ii, p. 159. 
3 This proposal did not emanate from Malthus himself. Indeed, he 

expressly repudiated it. "I have been accused of proposing • law to prohibit 
the poor from marryin~ This j, not true," (Everyman edition, vol. ii, 
p.6.j.)-TRANSLATORS· NOTB. 

4 A,./nqui", into 1M Nature tmd PropIU of Rent, 181S. 
I Ob,...",';011$ on the Efjectr 0' the C ..... lArDs. 181+ The Grormdt 0' 

0" Opi,,;on "pon the Poli., 0' Restrict;.., the ImpOT'o,;on 0/ FOTrip C ...... 
18,S· 
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2. VALUATION OF MALTHUS' TEACHING. INTRODUCTION TO 

THE SO-CALLED LAW OF DIMINISHING ~S FROM 

LAND 

a. Friends and Adillersaries.-Malthus had had forerunners. 
Plato, Aristotle, Botero, Montesquieu, Quesnay, Mirabeau, 
Benjamin Franklin, James Steuart, Ortes, Arthur Young, 
Townsend, and others, had recognised more or less distinctly, 
the existence of a disharmony between the growth of popula
tion and the possible increase of the means of subsistence. 
Within a few years of Malthus' death, Darwin read the Essay on 
Population, and received therefrom the impetus to the formula
tion of his doctrine (an erroneous one, indeed) of the struggle 
for existence.' 

Among the adversaries of Malthus must be mentioned first 
of all the socialists; then List, Carey, Diihring, Spencer, and 
others. Recently, Franz Oppenheimer, by making a fierce attack 
on Mal thus,' has fanned the embers of the controversy that 
formerly raged over the doctrines of the author of the Essay; 
but most contemporary German economic experts (for instance, 
Adolf Wagner, Dietzel, Bortkiewitsch, and Budge) have rallied 
to the defence of Malthus. Still, a number of authorities (above 
all, Julius Wolf, and later Mombert, Brentano, Pohle, Herkner, 
and Diehl) have agreed with Oppenheimer that the Malthusian 
law of population no longer applies to the modern worId.l
I For a criticism of the Darwinian theory, consult Uexkilll, Bawteine .., 
nne!' biologUchm Weltanschauung, Bruckmann, Munich, 1913. [This _book 
has not been translated. but a later work by the same author, Theo,etical 
Biology, translated by J. 1.,.. Mackinnon, Kegan Paul, London, 1926, is 
available in English.] 

a DIU Bev41kenmglge&eur des Robert MaienUl 14M die neuere National .. 
4ktnumrie, Berlin, IC)OI. 

3 Julius Wolf, Ein mtln Gegner des MalthUl, uZeitschrift fUr Sozialwissen
schaft," vol. iv, 19o:&:; Dn GtbiJrtmrilckgang, dkRatiOflQ./isierung des Gach
lechtsltbens, jena, 1912; Die Volluwiruchaft der GegenwtlTt urut Zukun/t, 
Leipzig, 1912.-Mombert, Studi#n mnBlfI4llcenmpbefl1lgUnfifl Deut"hland, 
Karlsruhe. 1907. 
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Latter-day supporters of the Malthusian doctrine of population 
are inclined to jettison the two progressions (on which Malthus 
himself laid little stress). In my opinion they are wrong to dis
card the view that population tends to increase in geometrical 
progression. There may be various opinions as to the time
cycle, but as to the geometrical progression I do not see how 
there can be any dispute. No doubt Malthus' cycle of twenty
five years for the doubling was too short; but spin out the 
period as you please, and a time will come when the population 
wilI have doubled. Now the doubled population will be ready 
to double itself once more in the same term of years, unless 
there should be a decline in the energy of increase. It follows 
that the increase tends to occur by a series of successive doub
lings, that is to say, in geometrical progression. 

An objector might contend that the returns from land will also 
double themselves after a time. If they have increased in pro
portion with the series 1,2,3,4, they have doubled themselves 
twice. But here we are on a different footing from that of the 
increase of population. In accordance with our suppositions, 
population retains throughout its increase an undiminished 
capacity for expansion. When a population of 4 has increased 
to 8, these 8 have unimpaired energy for an increase to 16; and 
so on. Cultivated land, on the other hand, has, in accordance 
with our suppositions, a steadily diminishing capacity for an 
increase in the returns. 

h. Law of Diminishing Returns from Lam/.I-The actual fact is 
that an increase in the yield of land is uncertain and irregular. 
The principle of the matter is embodied iD. the "law of dimin
ishing returns", according to w~ch, in the cultivation of land, 
assuming that the technique remains unchanged, each succes
sive increment of capital and labour applied to it beyond a 
certain amount (the optimum expenditure upon this particular 

• As to the theory of diminishing returns, see my article GleiehfDiehtigluil ,,,/!II G,""" •• t:t .... "JahrbUcher fUr NationalOkonomie,'· ... 1. CDiii. 
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area with this particular technique) produces a smaller incre
ment of yield. Accordingly, beyond the optimum expenditure, 
further increments of capital and labour no longer produce 
equal increments of yield, but progressively diminishing ones. 
To put the matter in more general terms, the conditions remain
ing in other respects unchanged, increments of expenditure 
prove successively less profitable. If, for instance, the expendi
ture of 1,000 units of additional capital produces an additional 
yield of 500, the expenditure of a second 1,000 will bring a 
yield of only 300, that of a third 1,000 an additional yield o.f no 
more than 200, and so on. 

This view was, in substance, already put forward by Turgot 
and by lames Anderson,' and later by Edward West.' It is 
wrongly coupled to Ricardo's name in conjunction with the 
theory of landrent, and also to the name of William Nassau 
Senior (1790-1864). See below, p. 136. The law still finds 
general acceptance among economists to-day, though there 
have always been some authorities to contest its validity. 

The inevitability of a diminishing return after' the optimum 
has been surpassed, is, indeed, logically deducible. The chain 
of reasoning may be summarised as follows. In industry, the 
demand for a double yield is satisfied by setting to work with 
two workers, two machines, and two units of raw material, 
where previously only one unit of each was utilised. But in 
work upon the land it is a fundamental fact that the surface of 
the area under cultivation is a primary iiatum, and cannot be 
increased, and that the necessary amounts of light, air, warmth, 
moisture, and nutrients, are likewise primary data which, if 
capable of increase at all; can be increased only within strict 

I An Inquiry into the Nat.ru. oj tM Com Laws, _te .• 1777. Anderson 
likewise enunciated the theory of landrent which subsequently became 
associated with the name of Ricardo (sce below, p. 136), but deduced from. 
it politico-canonical conclusions differing from those deduced by Ricardo. 

10 Essay 011 tIN Application 0/ Capital to Land, published anonymously. 
London, 1815. 
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limits. 'Consequently, in agricultural production, a number of 
the factors of production are incapable of intensification or can 

be intensified only to a moderate degree. The only factor that 
can here be intensified as much as we please is the expenditure 
on capital and labour. Butif some of the factors of production 

are incapable of intensification, "it is impossible that intensifi
cation of the other factors should bring about an increase in the 

yield proportional to the increased expenditure. Additional 
increments of expenditure will necessarily lead to no more than 

progressively diminishing increments of yield. 

A concrete instance will help to make this clear. Let us suppose 
that with a particular technique and a specific expenditure of 
capital, the optimum cultivation of a certain area of land can be 
effected with two ploughings and the application of x manure. 
In that case, four ploughings and the application of 2 x manure, 
would certainly .increase the yield, but would not double it, 
since by hypothesis the optimum application of labour and 
manure has already been reached. The reason why the new 
yield must perforce be less than double "the old, is that all the 
other factors of production are fixed, and cannot be doubled 
like the labour and the manure. Obviously, the law of dimin
ishing returns will apply wherever some of the factors of pro
duction are immutablc--<:ven in industry, though here up to a 
point a law of increasing returns prevails because the overhead 
charges are proportionally smaller when a larger sum is devoted 
to production. The law of diminishing returns applies when an 
increase in raw materials and labour means that inferior raw 
material and inferior (or more expensive) labour must be em
ployed, or when for any reason one or more of the factors of 
production are fixed in quantity or intensity. If in industry, for 
example, a doubling of the output cannot be achieved by the 
employment of two workers and the use of two machines in 
place of one, it will be necessary (by working longer hours, or 
by speeding-up the machinery, or what not) to effect a one
sided intensification of the mutable factors of production. But 
this is thriftless expenditure, inasmuch as it causes only an 
absolute increase in output, not a relative one. For the speeding
up, etc., do not bring about the optimum use of the factors of 
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production. That we assume to have been attained before the 
attempt was made to increase output. 

We must not overlook the fact that there is a law of increasing 
returns as well as one of diminishing returns and that the 
former comes into operation: (I) wherever the optimum has 

not yet been attained, whether in industry or agriculture (and, 
for practical purposes, wherever there is a dearth of capital, 
for in that case increments of capital give increasing returns 
until the optimum is reached); (2) wherever a new and better 
technique comes into operation, or when new aims are being 
cultivated (e.g. the temperance'movement). 

The law of diminishing returns from land is valid only so 
long as agricultural technique remains unchanged. It is sus
pended by technical advances, thanks to which there" will be 
increasing returns for additional expenditure until the opti
mum expenditure for the new conditions is reached. Thence
forward, of course, increments of expenditure will be less and 
less fruitful! But owing to these jumps taken by the curve of 
output, it is impossible to express returns in terms of an arith
metical progression showing a steady diminution in the incre
ments of output brought about by increments of expenditure 
on agricultural production. 

One limitation is imposed on the laws of increasing and dimin
ishing returns by this, that a change in technique necessarily 
occurs when an increment of expenditure is applied to some 
only instead of to all of the factors of production. When one of 
these factors is modified, there must follow a change (however 
small) in the working of the other factors. For this reason, the 
abstract notion of diminishing returns ceases to be applicable 
in the following circumstances: (I) When the application of 
supplementary means brings about notable changes in the 
articulation of functions. For instance, an increase (not a 
change) in supervision in a factory may bring about a dispro
portionately large improvement in general functioning (this is 
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equivalent to an increase in "higher-grade capital"). (2) When 
the additional means can be utilised for the attainment of new 
and more important ends. Suppose, for example, that a new 
water-supply is installed-water laid on for general purposes, 
for cleaning in the grand style, where hitherto there has only 
been a limited amount of well water procurable in buckets for 
drinking and cooking. If this has, as it presumably will have, a 
beneficial effect on the public health, the resulting improvement 
in the general welfare and the consequent saving of health and 
of lives will be an increasing and not a diminishing retum
although no new technique will have been established. (See 
below, p. 264.)-No doubt, it is possible to regard these as 
being still instances of the "attainment of the optimum", but 
only in the sense that the one-sided increase of a particular 
means may make it possible to surpass an optimum previously 
attained, and may do this by a change in the articulation of 
functions, without the introduction of any new technique I 
The law of diminishing returns, the principle that increments 
of expenditure do not result in proportional increments of 
output, does not come into operation until the absolute opti
mum has been attained. Between the respective optima, there 
is a stage in which the irregular progression of the increments 
or decrements becomes manifest-in contradistinction to the 
spurious regularity which the mechanically conceived laws of 
diminishing and increasing returns would lead us to expect. 
The inevitable inference is that the laws of diminishing and 
increasing returns are not mechanical laws, are not "laws of 
,nature", but merely descriptions of the manner in which, 
within the given articulate structure of means, an increase of 
means achieves its purpose. 

c. Objections to the Malthusian Doctrin8.-Some of the objec
tions put forward by socialists are utterly invalid-for instance, 
the contention that the human power of reproducing the species 
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declines concomitantly with an advance in human evolution. 
(Carey said the same thing, see below, pp. 204 et seq.; so did 
the English philosopher Herbert Spencer.) Other socialist 
objections miss the point-for instance, the contention that 
for the present there is an abundance of untilled land. 

The last-mentioned argument against Malthus is a favourite 
one, but it really contains an implicit admission of his thesis, 
for people do not trouble to bring new land under cultivation 
until the old land is overcrowded. The difficulties of breaking 
up and sett1ing virgin soil are so tremendous' that no one 
would attempt to overcome' them unless through pressure of 
population (above all, when it enforces emigration). A further 
hindrance to the settlement of new land arises out of the cruel
ties, the combats, and the perils that are attendant on the 
process of driving out the indigenous population of the country 
that has to be settled.-In the domain of theory, therefore, the 
assertion that there is still plenty of room in the world is no 
answer to Malthus. As far as practice is concerned, it has little 
or no bearing on the question, for a nation cannot afford' to 
allow its agriculturists to be ruined by the unrestricted impor
tation of agricultural produce from newly settled lands. When, 
in any country, the growth of population has by degrees led to 
the bringing of less and ever less fertile land under cultivation, 
and thereupon new and economical methods of transport 
threaten to flood the country with foodstuffs that have been 
more cheaply produced on more fertile and recently settled 
land in other parts of the world, to allow unrestricted import 
would, generally speaking, ruin the agriculturists of the home 
country. That was the position in Germany, AustriacHungary, 
and indeed in most of the countries of Europe, when towards 
the middle eighteen-seventies the development of steamship 
traffic brought cheap transatlantic grain into the European 
market-at a time when Germany, owing to growth of popula
tion, had become a grain-importing land. Unless a nation, 
under such conditions, is to take to extensive culture (with the 
inevitable result of losing most of its peasantry), it must bear 
• A vivid picture of these diflieuJti.. will b. found 'in tho short story 
Pioneerl by the Finnish novelist Juhani Aho in the volume SquiTe HeUman 
and otlw Storia. translated by R. Nisbet Sain, Fisber Unwin's Pseudonym 
Library, ,893. 
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part, at least, of the consequences of increasing population in 
the form of a protective tariff. 

Among the socialists, Karl Marx has formulated objections that 
seem weightier than most, but they rest upon an inversion of 
the Malthusian argument. He says that the superfluous workers 
who make up what he terms the industrial reserve army are 
not the outcome of overpopulation but of the increasing use of 
labour-saving machinery. On this theory, it is the chaotic 
nature of the capitalist system that must be blamed for the 
continuous increase in unemployment. Thus what appears to 
be overpopulation is really a defect of distribution, not an out
come of the error of excessive breeding.-A corollary to this 
train of thought is the conception of a varying "capacity" for 
population in various kinds of economic order (for Marx con
siders that the "industrial reserve army" could immediately be 
turned to a good use by a socialised community). What seems 
to be a surplus population is, therefore, not an absolute, but a 
relative surplus population. (See below, p. 222.)-The idea of 
relative overpopulation is found already in the writings of List. 
(See below, p. 195.) 

The notion that overpopulation is merely relative, is not a 
valid objection to Malthus' law of population. Malthus himself 
entertained it (though he did not use the same terminology); 
and pointed out that in varying stages of economic development 
and in varying economic orders there were different capacities 
for population. Indeed, the idea is indispensable if we wish to 
explain why a country populated by hunters and herdsmen is 
able to nourish and sustain fewer people than one inhabited by 
husbandmen and industrial workers. It is upon such advances 
as that from hunting and fishing to herdsmanship, from herds
manship to agriculture, and from agriculture to industry, that 
the possibility of an absolute increase in popUlation mainly 
depends. AIl that Malthus said was that every society, pro-
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gressive societies included, is necessarily overpopulated. This 
applies even to a stagnating society like that of contemporary 
France, where the difficulty of supporting a large family acts 
preeminently by preventing the growth of population. Besides 
Marx's objection is shortsighted. Let us admit, for the sake of 
argument, that a communist organisation of society would 
temporarily absorb the extant surplus population. The next 
question we have to answer is whether overpopulation would 
then recur, or not. Marx makes no attempt to answer it. On 
the other hand, both Plato and Aristotle, in their schemes for 
ideal commonwealths, foresaw that population would increase 
faster than the means of subsistence, and they therefore made 
provision for emigrant settlements. 

Another objection, voiced by Oppenheimer in the before
mentioned book, in a kindred form by Carey and Bastiat 
(concerning these two, see below, pp. 203 et seq.), by 
Henry George (1839-1897) in his famous book Progress 
tmd Poverty (1879), and by Eugen Dtihring, is that the law of 
diminishing returns is sound as far as it goes, but that without 
fail the inadequacies of agricultural production are more than 
made good ("overcompensated") by technical improvements in 
industry and agriculture. Increase of population, therefore, say 
these writers, can never be a cause of poverty, but must always 
lead to increasing prosperity. The advances in agricultural 
technique alone suffice to invalidate the law of diminishing 
returns; and their effect is enormously reinforced by progress 
along other lines. Increasing density of population makes cheap 
transport possible (canals and railways); it also leads to the 
establishment of great markets, and this in tum facilitates 
the growth of large-scale industry and an extended application 
of the territorial division of labour. These multifarious and 
immense enhancements of fruitfulness do much more than 
counterbalance the diminishing fruitfulness of successive 

I 
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increments of expenditure in agricultural production. Such is 
the reasoning of Oppenheimer, Carey, George, and Diihring. 
Carey declared that the more people there were, the greater was 
their power "to make effective demands upon the treasury of 
nature". He did not admit the validity of the law of diminishing 
returns. 

Is Carey's optimism justified? Is his reasoning logically 
correct? We shall return to these questions in due course. 

d. TM Latter-day Fall in the BiTthrau.-Before the war, 
numerous experts, equipped with huge arrays of statistics, 
were cslling attention to the steady decline in the birthrate 
which had been going on for about four decades in almost all 
civilised countries, and especially in France. In Germany, 
Julius Wolf was the first, followed by Mombert, to drawatten
tion to the matter in conjunction with an arraignment of 
Malthus. In France, before this, Bertillon and others, and in 
Belgium Smissen,' had done the same thing. The decline in 
the birthrate is an inconteStable fact. As regards Germany> and 
France,3 it has been definitely proved that the decline has been 
associated with a lowering of the average age at which marriage 
takes places, this indicating that there must be a diminishing 
fertility of married couples, due to the artificial prevention of 
conception. Other causes, such as the decline in infant mor
tality (which must automatically reduce the birthrate) exercise 
a contributory influence, but are not the main factors. 

t_ SumtIIIl'Y.-In the foregoing, Malthus' teaching has been 
expounded, and the arguments levelled against it have been 
adduced. It seems to me, however, that there is more to be 
said about this contentious topic. We should distinguish be
tween: (I) the general tendency of population to increase; 
(2) the question whether an increase of population is likely, of 

• Edouard van der Smi ...... La pOj>llllJIimt. Brussels. ,893 • 
• Cf.lMombert. Studi .. ...,. B~ ;" DaltuhlaottI. Karla

ruhe.I907. 
, cr. £01 the present century. BertillOD. La dlpopuLz';ort tk fa _. 

Paris. 1911 i and for an earlier period, Goldstein. B~ irt 
haJlrlidi. 1_ 
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itself, to promote the general welfare, or to increase and aggra
vate poverty; and (3) the cultural and national aspects of the 
problem. I shall consider the matter briefly under these three 
heads: 

I. Of the general tendency of population to increase, it must 
first of all be said that this tendency is not a purely biological 
or bodily manifestation, as Malthus opined, and his adversaries 
no less. Associated with the biological cause is a mental or 
spiritual one, and it is the latter which is ultimately decisive. 
Young and vigorous nations make the fullest possible use of 
their biological capacity for increase, for they are animated by 
the will to live, by a desire to enjoy a full measure of their 
simple and temperate existence. They are also strong enough 
to bear the consequences of overpopulation, to accept priva
tions, and to carry on unceasing struggles. Weary, outworn 
nations and civilisations are endowed with an equal biological 
capacity for increase, but on the spiritual plane they lack 
vitality, and have lost much of their will to live (or at any rate 
to live simply), have become disinclined to endure privations 
and engage in struggles. Hence there ensues an artificial restric
tion of births, with moral decay, and, ultimately, extinction. 
(Consider the fate of the ancient Greeks and Romans!) 

Rightly understood, however, the decline of the birthrate can
not be said to invalidate the formal accuracy of the Malthusian 
doctrine. What has happened is that since Malthus' day certain 
preventive checks (the artificial prevention of conception, 
and a reduction in mortality) have become far more significant 
than they were when Malthus wrote. Nowadays it is these 
preventive checks, rather than positive checks, which hinder 
population from pressing too hard upon the means of subsistence. 

2. Now let us tum to consider the economic question, whether 
an increase of population tends, by itself, to promote welfare 
or to increase poverty. Carey and his followers took the former 
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view; but when we examine their arguments closely we see that 
these writers were inclined to lump the beneficial effects of 
technical advances with those of an increase of population pure 
and simple. 

It is an indisputable fact that every new consumer is also 
potentially a new worker; but only in e>:ceptional circumstances 
do we find the fruitfulness of his work to be increased by the 
mere fact that he comes as a supplementary hand, and we 
therefore cannot agree that on principle increase of population 
will promote the general welfare. The primary result of the 
arrival of a fresh consumer is to intensify poverty: for, first of 
all, his demands for agricultural produce can only be satisfied 
(under the assumed conditions) by the e>:penditure of an amount 
of labour disproportionate to the return ; and, secondly, the cost 
of his education and of his equipment with the requisite pro
ductive capital is considerable. In pre-war Germany, with a 
yearly increase of population (e>:cess of births over deaths) 
amounting in round figures to 800,000, an annual e>:penditure 
of one and a half milliards of marks was needed for fresh 
housing accommodation alone.-Economic advances are, there
fore, essential if the increase in poverty due to the new arrival 
is to be counterbalanced, or (better stilI) outweighed. Now, the 
crucial fact we have to remember is· that these economic 
advances do not occur automatically as necessary accompani
ments of the increase of population; but have to be wrestled 
for under stress of overpopulation. Furthermore, the possi
bilities in this direction are restricted, whereas the tendency of 
population to increase has no time-limit. Mter a certain density 
of population has been reached, a further increase in density 
will no longer promote 'such an e>:pansion of markets as might 
amplify the division of labour and thus cheapen production. 
On the contrary, strong counterposing forces come into opera
tion, in ·industrial as well as in agricultural production: raw 
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materials become scarce and costly; the crowding together of 
the population forces up urban groundrents, and makes house
room very expensive; the transport of food to the towns 
becomes dearer because the margin of cultivation has been 
pushed farther and farther away-beyond question the neces
saries of life cost more in great towns than in small.-While 
we have to agree, then, that, in many places, there occurs, after 
a time, a compensation for pressure of population (and, indeed, 
that without such a compensation the historical fact that an 
absolute growth of population has been accompanied by an 
increase in general prosperity would be inexplicable); none the 
less we have to recognise that in its very nature this compensa
tion is secondary, is a late effect of the pressure of population, 
and that there is never any guarantee that the process of 
compensation will continue. We must not be led to entertain 
any illusions because in our own time there has been progress 
by leaps and bounds, for that progress has been unexampled 
in history. The law of increasing returns and the law of dimin
ishing returns have both been at work! 

In this matter, once again, it is a mental or spiritual cause 
that must have the last word-the will to overcome difficulties, 
and the power to enforce that will. Such a will and such a 
power are not present to the same degree at all times in all 
civilisations and among all peoples. 

3. This brings us to the national aspect of the question. 
Mechanically contemplated, an increase of population is a 
cause of impoverishment. But under stress of this impoverish
ment, under the pressure of overpopUlation, there ensues a 
struggle to achieve technical and organisational progress. 
"Under the pressure of "-this implies the working of cultural, 
national, and ethical factors. A nation must have sufficient 
energy, first to create this pressure, and then to get the better 
of it. A healthy expansion in numbers, a healthy pressure of 
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populatio!l on the means of subsistence, is necessary for a 
nation-if it is to remain young, if it is to advance, if it is not to 
fall sick or become weary. This expansion in numbers is at one 
and' the same time a factor of impoverishment and it fountain 
of youth; it has a shady and a sunny side. 

Taking it all in all, Malthus' doctrine is sound at the core. 
Nevertheless, though it is the most accordant with historical 
fact and the least individualistic among all the teachings of the 
classical school of economists, it is conceived too mechanically, 
as was to be expected of any product of the individuaHstic age 
in whIch he flourished. Malthus could see and his modem 
'disciples can see nothing but the night side, the negative aspect, 
of the movement of population. In its mechanical and negative 
formulation, the Malthusian theory of popUlation leads to an 
artificial restriction of births and to national extinction; but 
understood universalistically, it is a doctrine of life. 

f. Poverty and Pauperism.-Only to outward seeming is the 
problem of poverty and pauperism solved by the Malthusian 
idea of the failure of the growth of the means of subsistence to 
keep pace with the growth of population. If, in any com
munity, a number of persons are superfluous, we still have to 
ask: "Who are thrust down into the abyss of poverty I" The 
question will press for solution eVen in a socialist State, for 
this likewise will have its poor, will have in it persons who 
are permanently incapable of performing or are unwilling to 
perform the average economic tasks. Recent investigations 
have shown that in great measure the poor are afflicted with 
infirmity of will, or are in some other respect of below-average 
economic capacity. 

3. ExPOSITION OF RICARDO'S TEACHING 

Adam Smith's economic teaching was rounded off by 
Ricardo, a man of great perspicacity. Developing the abstract 
and individualist trends of Smith's Wealth of Nations, he 
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became one of the most influential economists of the 
nineteenth century. 

David Ricardo (1772-1823) was born in London. His father, 
born in Holland, was of Portuguese Jewish stock. The father 
made a moderate fortune on the London Stock Exchange, and 
the son was educated, partly in London and partly in Holland, 
for a mercantile career. David Ricardo thus gained an extensive 
knowledge of the business world, and in that world won for 
himself both wealth and respect. Mter a time he devoted him
self mainly to study, at first to mathematics and chemistry, and 
then (after reading Adam Smith's Wealth of Nations) to eco
nomics. His chief work, On the Principles of Political Economy 
and Taxation, was published in 1817. 

a. Theory of Value.-Ricardo's continuation of Smith's teach
ing begins with an explanation of value. Whereas Smith had 
taught that in a natural economy, and in that alone, labour was 
determinative of the exchange-value of goods (use-value being 
excluded as common to all goods), and that in later stages of 
economic development wages, profit, and landrent became the 
determinants of value-Ricardo declared that during all these 
economic phases the quantity of simple labour that had been 
requisite for the production of a commodity determined its 
exchange-value or price--determined it in the case of com
modities multipliable at will, commodities that had a scarcity 
value (the first introduction of this concept into the theory of 
value; but for Ricardo scarcity plays an insignificant part in 
the creation of value, as compared with labour, which is the 
essential factor).-Carrying out this idea logically, he regards 
landrent, not as a price-forming factor, but as the consequence 
instead of the cause of the formation of price; he considers 
wages to represent the cost of maintaining the worker, as equi
valent to the cost of reproducing the labour; and he resolves 
capital likewise, as stored labour, into a labour-cost element, 
the labour-cost being proportional to the amount of eapits.l 
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that is used up. On the other hand, he does not resolve profit 
into labour-cost, for profit is left as a residue (the "residual 
theory"). The !'market prices" of commodities coincide with 
their labour value, which is their "natural price": not a precise 
coincidence, indeed, for prices fluctuate under the varying 
influences of supply and demand; but market prices tend 
always to approximate to natural prices, seeing that capital 
invariably inclines to flow into those branches of production 
whose products, owing to a shortage of supply, command 
exceptionally high prices. This is the law of the gravitation of 
prices towards least cost, when commodities are multipliable 
at will, under the regime of free competition.-But Ricardo's 
contention that, under free competition, "in one and the same 
country profits are, generally speaking, always on the same 
level",' involves a difficulty in the application of the before
mentioned propositions of the Ricardian theory of value. (This 
is a matter to which we shall return on p. 142.) Another fruitful 
constituent of the Ricardian theory of value is the notion that 
the sum of wages and profits forms a constant magnitude. For, 
since exchange-value is objectively determined by the quantity 
of labour, it must always remain the same. Consequently, if 
wages should rise, this rise cannot affect the exchange-value of 
the commodities (seeing that the amount of labour put into 
them remains the same); so it must reduce the profit. Con
versely, if profit rises, wages must fall. This idea is perpetually 
recurring in Ricardo's writings. 

h. Theory of Landrmt.-According to Ricardo, the same 
laws of the formation of exchange value apply to agricultural 
production. He therefore refuses to regard this as an utterly 
distinct type of production, as do the physiocrats. Moreover, 
whereas Adam Smith had declared Iandrent to be an additional 
constituent of the price of the produce of the soil, Ricardo held 

I Principz.., chapter vi (181, edition, p. 157). 
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that landrent only comes into existence through the operation 
of the laws of prices, thanks to the monopoly position of the 
landowning class. 

This basic idea of the Ricardian theory of rent (Ricardo here 
used the general term "rent" with a specific application to the 
rent of land, or landrent) had been already formulated by 
Turgot, by James Anderson (1739"'"1808) in An Inquiry into the 
Nature of the Com lArDs, Edinburgh, 1777, by West (181S), 
and, in especial, by Malthus. Anderson considered that the 
system of paying landrents was beneficial, leading to the im
provement ("melioration") of the rented land. (See above, 
pp. 123 et seq.}-[Of course Ricardo gave the theory a turn 
peculiar to himself.] 

The Ricardian theory of landrent may be summarised as 
follows: 

In a newly settled country, where there is a superfluity of 
unoccupied land, the settlers bring only the best land ("land of 
the first quality") under cultivation. The price of the products 
of the soil, like that of all products multipliable at will, is deter
mined by the cost of production. Ere long, however, owing to 
the growth of population, there arises an increased demand for 
foodstuffs, with the result that prices rise to a point at which it 
pays to bring land of the second quality under cultivation; or 
else to make additional expenditure upon the already cultivated 
land of the first quality (expenditure which, under the opera
tion of the law of diminishing returns, will be less lucrative 
than is the original, optimum, expenditure). The owners of 
land of the first quality have now a monopoly position as 
against the owners of land of the second quality. Assuming the 
application of equal amounts of capital and labour to equal 
areas of firstrate and secondrate land, the difference between 
the yield of the firstrate and that of the secondrate area is a rent 
provided by the land of the first quality. Furthermore, the 
primary, more lucrative expenditure upon the land yields a 
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rent as against the latter, supplementary expenditure, which is 
less lucrative in accordance with the working of the law of 
diminishing returns. In the further course of development,land 
of the third quality is brought under cultivation, then land of 
the fourth quality, and so on; and all the while new rents are 
being formed, and simultaJ!eously the old rents increase. All 
the different qualities of land pay rent, except for the very 
last quality of land fit for cultivation in existing circumstances 
("land on the margin of cultivation"). When all the cultivable 
land in a country has been occupied, there may arise an 
absolute rent, a rent of land of the worst quality; but there 
cannot be a rent of the last increment of capital expended on 
the land. 

Deducible from this Ricardian theory of rent, is the general 
law of prices, according to which the prices of commodities 
that are not multipliable at will are determined by the cost of 
the most expensive method of production which it still pays to 
use ("law of rent-prices''). 

Just as there are rents brought into existence by differences in 
the quality of cultivable land, so there are rents brought into 
existence by differences in the situation of cultivable land. (See 
below, under Thiinen, pp. 17z et seq.) 

c. Theory of Wages and of Distribution.-Wages are likewise 
subject to the laws governing the formation of prices. Accord
ing to Ricardo, labour is a commodity multipliable at will; and 
its natural price (wages) is, therefore determined by the cost of 
producing the labour, which is the cost of producing the 
necessaries of life requisite for the maintenance of the worker 
and for enabling him to reproduce his kind. The market price 
of labour, like that o~ other commodities, tends always to 
approximate to the natural price. For, whenever wages rise so 
that the worker is enabled to marry earlier or to bring up more 
children, the working population increases more rapidly than 
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before, and thereupon wages are forced down to the natural 
price of labour, because the supply of labour is in excess of the 
demand. If, on the other hand, wages fall below the cost of 
subsistence, there are fewer marriages, and there is an increase 
in infant and child morta1ity, and even the numbers of the 
adult workers are directly reduced by their enhanced priva
tions. In due course, therefore, the supply of labour will be less 
than the demand, and wages will rise to the natural price of 
labour. At a later date, Lassalle called this the "iron law of 
wages". By that teaching, the pessimist inferences from the 
individualist conception of the economic order (inferences 
already drawn by Malthus) are reached by another route. The 
whole circle has been rounded, and the theory of economic 
harmony proclaimed by Quesnay and Adam Smith has been 
given its quietus. 

Ricardo's theory of wages has given rise to a wages-fund 
theory, according to which the demand for workers at any time 
is a fixed magnitude, determined by whatever amount of the 
national property is devoted to the payment of wages. This 
amount is the "wages-fund". Only by an increase in the wages 
fund can the demand for labour increase so as to bring about a 
rise in wages. 

d. The Mooement of Distribution.-By regarding wages as 
representing the cost of production of labour, Ricardo secured 
the foundation on which was upbuilded his doctrine of distri
bution and of the internal movem,ent on which he believed 
distribution to depend. His views on this matter have been 
summarised by Karl Diehl as follows: "The national income 
is distributed in three main channels, namely, wages, the 
profit of capital (interest plus entrepreneur's profit), and land
rent. Wages are really (though not nominally) constant, being 
determined by the cost of the worker's necessary subsistence. 
The price of the means of subsistence is, in its tum, mainly 
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dependent on the price of grain; and the price of grain depends 
on the cost of producing it from land upon the margin of 
cultivation. In the 'natural' course of economic events, more 
and more land is continually being brought under cultivation 
to supply the necessary quantities of food, and for that reason 
an increasing proportion of the national income must go to 
rent; this reduces profit, since all that remains of the national 
income when wages have been paid is divided between profit 
and rent. The 'natural' tendency in any country, therefore, is 
towards an increase in rents, and a reduction in profit, while 
(real) wages remain constant." 

Ricardo also formulated his own theory of money and bank
ing, the so-called "quantity theory of money". (See below, 
pp. 288 et seq.) 

e. Applied Economics.-Ricardo was an uncompromising free
trader, for in this as in other respects he was more radical than 
Adam Smith in carrying the principles of individualism and 
laissez-faire to their logical conclusion. 

This radicalism was afterwards erroneously ascribed to Smith 
as well as to Ricardo, and indeed was ascribed to the whole 
"school of classical economists", which was thus represented 
as championing mobile capital, unqualified free trade, and 
ruthless individualism. But the "Manchesterism" of <Cobden 
and Bright (see above, p. 107) was grounded much more on 
Ricardo than on Smith. The general classification which would 
include Smith among the typical forerunners of the Man
chester School casts its net much too wide, as Oncken has 
rightly insisted.' 

The Free-Trade Doctrine. As a"corollary to Ricardo's view 
of the movement of distribution, we have a new theory of free 
trade. The aggregate of profit plus wages is perforce a con
stant; hence profit can ~nIy be increased by a lowering of (real) 

• Cf. Oncken. WQI IQ/{I dk NationAllJItonomk air ww...,thafl lib., dk 
B«I ... tww """" <mil rritdrig., GmeidejW<ir., Berlin, '90'; and compare 
with thia the exaggerations of Held, Zwei BOcher zur IO%ialm Gaehichu 
Errg/tIIIIh, ,88,. 
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wages; but wages cannot be pel'!!l3llently reduced except by a 
reduction in the price of the necessaries of life upon which the 
wages are spent; and a reduction of this kind can most easily 
be effected through having recourse to the best land in foreign 
countries. "If, instead of growing our own com, or manufac
turing the clothing and other necessaries of the labourer, we 
discover a new market from which we can supply ourselves 
with these commodities at a cheaper price, wages will fall and 
profits rise."1 

"Free trade" as understood by Smith means, to have com
modities as cheap as possible. "Free trade" as understood by 
Ricardo means, to have commodities as cheap as possible, in 
conjunction with the abandonment of the cultivation of the 
poorest land in the home country, with a consequent decline 
in real wages and a rise in the profit of capital. These are the 
different conceptions, though the fact is usually overlooked.
In practice Ricardo's attitude towards the landed interest was 
a moderate one; for he was not altogether blind to the dangers 
entailed upon agriculture by a policy of unrestricted free 
trade. 

In respect of the social valuation of the various economic 
classes, Ricardo's standpoint was opposed to Smith's: for 
Ricardo considered a high profit on capital to be accordant 
with the general interest of the community; whereas Smith 
declared that in wealthy countries the profit of capital was 
low, and in poor countries high, so that the interests of the 
capitalists did not wholly accord with the demands of economic 
progress, whilst the interests of the landowners and the 
wage-earners did I (See above, pp. 105-6.) Conversely, Ricardo 
deduced from his theory of Iandrent a theory of distribution, 
to the effect that Iandrent increased at the expense of the 
capitalists and the wage-earners, this indicating, as far as 
applied economics was concerned, an attitude hostile to the 
landed interest but friendly to the capitalist interest . 

• RiClldo, Priru:ipln, chapter vi (1817 edition, p. 154). 
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4. VALUATION OF. RICARDO 

a. Theory of Valta and of Prices. Ricardo's teaching, like 
Smith's. rests upon the notion that economic phenomena are, 
at bottom, nothing but processes of exchange. According to 
both these authorities. the circulation and distribution . of 
goods is explicable through knowing how prices are formed. 
Upon the formation of prices depends what is produced. who 
buys the products, and whither they flow. 

Consequently the criticisms of Smith formulated on p. 109, 
apply with equal force to Ricardo. The latter's whole teaching 
has his theory of value as its fulcrum. Now, Ricardo held the 
labour theory of value, and from the outlook of contemporary 
science we are entitled to say without circumlocution that that 
theory is erroneous. 

The difficulties in which the Ricardian theory of value is 
involved (the same difficulties with which. later. the Marxian 
theory of value had to wrestle) arise out of the different ways 
in which capital is used in the various branches of enterprise, 
and out of the conception of profit. 

Since Ricardo holds that under a regime of free competition 
all profits are at the same level. it follows that those branches of 
industry which involve the locking-up of large quantities of 
capital for a considerable time (such as in machine making). 
and which have therefore a long "production period", sell 
their products for prices in excess of the labour-value; for 
were it otherwise they could not make profits equal to those of 
their competitors who have a rapid turnover of capital (e.g. money 
invested in domestic industry). This surplus over and above the 
labour-value is termed by Ricardo "compensation for time". 
Conversely. enterprises in which there is a very rapid turnover 
of capital sell their products at prices below the labour-value. 

In enunciating his theory of landrent. Ricardo refers to 
scarcity as a factor of value, in addition to the factor of labour, 
though this conflicts with the unity of his explanation. 
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Ricardo's theories of value and wages became in due course 
the foundations for the theories of Rodbertus and Marx, and 
in especial for Marx's theory of "surplus value". We already 
find in Ricardo's writings the idea that profit is a sort of resi
duum after wages have been paid and the capital used up 
has been replaced; and this residuum is what Marx speaks of 
as "surplus value". (See below, pp. 226 et seq.) 

Ricardo's two laws of prices, concerning the tendency of 
prices to gravitate towards the highest or lowest costs, are 
in the theoretical field untenable, but are none the less often 
useful in practice as rule-of-thumb guides. In actual fact 
there is not a gravitation of prices towards the lowest costs, 
for the reason that there are no commodities permanently 
multipliable at will. Nor is there any levelling of prices, either 
actual or ideal. The notion of the gravitation of prices towards 
#le highest costs is more consonant with reality, inasmuch as, 
even in the case of what are regarded as commodities multi
pliable at will, the prices have to accommodate themselves 
in accordance with the most expensive of manufacturers, 
traders, machines, raw materials, wage-earners, etc., among 
all those actually in operation upon any branch of production. 
For that reason "rents" come into being everywhere. 

h. Ricardo's Theory of Landrent reconsidered. To-day this 
theory is almost universally accepted, but wrongly so. For, 
first of all, land has not the exceptional position Ricardo 

. assigned to it. A worker endowed with exceptional skill, a 
machine more effective than the usual run of machines (new 
inventions I), and a commodity with qualities that especially 
fit it for consumption, have privileged positions likewise. In 
one sense or another, each part of an articulated whole is 
unique, and for this reason monopolist conditions arise every
where in labour and capital. Secondly, the idea of "rent" in
troduced by Ricardo, the notion of a claim that can be enforced 
upon the. product of other's labour ("differential" rents are, 
we are told, paid by the consumer), is unsound. Fundamen
tally, the special allowance that is assigned to distingoished 
service or function is not deducted from the yield of others' 
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labour; it is the outcome of the fact that in the absence of the 
distinguished service or function (better land. better work. 
patented inventions. etc.) what is actually done could not be 
done at all. or could be done only to less effect. Leadership 
is essential to the performances of the led.-The whole idea 
of rent has to be reconsidered; the matter has to be under
stood from the outlook of the aggregate yield of what is the 
extant higher integration. If. for instance. Iceland. as a country 
supplying raw materials to a world economy that is on the up 
grade. draws a larger rent from that world economy than does 
Bulgaria. this does not mean that Iceland is "exploiting" 
Bulgaria.'-Furthermore. the higher the price of grain which 
makes a profit (a "rent") possible. becomes a factor in the. 
improvement of the land. that is to say in the development of 
the most important of the essentials to production. and it is 
therefore a mistake to look upon it as a "gift" to agriculture at 
the expense of the community at large. In the case of all the 
means of production alike. the capital requisite for their 
development and for their maintenance in good condition must 
be placed at their disposal. (See below. under List. pp. 190 

et seq.) 
Especially to be deplored is the economic inference drawn 

by Ricardo from his theory of landrent. the inference that a 
hostile attitude towards the landed interest was warrantable. 

c. The Laws of Distribution. The Ricardian labour theory 
of value is of such a nature that under its auspices exchange
value and economic substantiality coincide. and so in like 
manner do the law of the calculation of value and economic 
law. for according to that theory labour is at one and the same 
time the substance of ~nomic life and the essential factor 
of the formation of value. Along this line of argument Ricardo 

• Cf. my article GhklmlWotitJkftt 1</1'" er-m.,..... "JabrbQcher fOr 
NotiOJlalOkonomie:' vol. cuiii (189S). p. 329. 
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like Smith, proceeding by way of the laws of value and of 
price, arrived forthwith at the so-called "laws of distribu
tion"; and thence he passed on to a causal and mechanical 
explanation of all economic activities in terms of natural law. 
Notably he was enabled to explain in this way the seamy side 
of capitalist development, to account for the evils of capitalism 
as necessary evils, as the inevitable accompaniments of the 
process of distribution. Wages could not fail to be pressed 
down to the level of subsistence; profits must in course of 
time decrease more and more; and the rent of land, on the 
other hand, was predestined to rise and rise and rise again. 
But even though (as I have already shown on p. l42) Ricardo's 
theory of value is untenable; even though the proposition on 
which his law of distribution is based (the contention that the 
sum of wages and profit is a constant) is incorrect, seeing that, 
according to latter-day opinion, wages and profit can rise 
together when the fruitfulness of labour increases-none the 
less in Ricardo's doctrine there was formulated for the first 
time a clear and consistent body of economic theory constructed 
out of stable concepts. For a hundred years this doctrine was 
supreme, and is still supreme to-day wherever individualist 
views are dominant. 

Moreover, in Ricardo's theses concerning distribution and 
the resultant economic developments, Malthus' theory of 
population was (likewise for the first time) turned to practical 
account. In Ricardo's Principles, the increase of population is 
disclosed as a primal economic force, working itself out, on the 
one hand, in the iron law of wages, and, on the other, in the 
inevitable augmentation of landrent. Therewith, at the same 
time, Ricardo introduces a novel outlook into economic science 
-that of evolution. Thenceforward economics presents itself, 
no longer as a general process of circulation which goes on 
forever after the same manner (the picture given in the Tableau» 

K 

• 
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for economic life is portrayed as subject to a determinate 
evolution thanks to the continued activity of the laws of prices. 
Nevertheless the Smithian and Ricardian theory of distribu
tion is invalidated by certain fundamental errors of principle. 
These are identical with the ones which flaw the teaching 
of the latter-day Ricardians, such as the marginal-utility 
school and the s~ool of the Swedish economist Gustav 
Cassel. 

From the outlook of those who adopt the organic con
ception of political economy, the basic defects of Ricardo's 
theory of distribution are: first, that he always thinks of the 
distribution of individual goods that have come to the market 
in a completely finished state, whereas in reality all goods (or, 
to speak more accurately, their achievements) are only in a 
state of becoming when they enter the market, and goods 
only arrive at the state of being finished goods (finished achieve
ments) through getting into touch with one another, through 
reciprocity; and, secondly, that he conceives distribution to be 
a consequence of prices, when in reality distribution is a conse
quence of the articulation of functions, and prices are only the 
expression of this articulation. Price does not precede distri
bution, for distribution precedes price. (Cf. my own hook Tote 
und lebendige Wissenschaft, third edition, 1929, pp. 77 et seq.) 

The doctrine of the "three factors of production" is like
wise erroneous. (See below, p. 148 and pp. 278 et seq.) 

d. The ,Problem of Method. From the methodological stand
point, it may be said that the main characteristics of Ricardo 
are his distinctively abst.ract conception of economics and his 
use of the deductive method. The individual's self-love (the 
individual's pursuit of his own economic interest-free com
petition and private property being included in this notion, as 
axiomatic), and per¥stent overpopulation, are the postulates, 
and the only ones, with which he works. He thus regards the 
"economic agent" as isolated, as self-sufficient, as, so to say, 
an atomised individual. His teaching, therefore, like that of 
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Smith, becomes individualistic and abstractly isolative, which 
means that it becomes unsociological and unhistorical. At the 
same time it is, under another aspect, the completion of 
the individualist conception. In it, everything is put on a 
quantitative footing ("cost"---ilubstantiality !), everything is 
mechanised and atomised; unqualified self-seeking dictates 
the behaviour of the individual who comes to exchange his 
wares in the market, and these wares are themselves nothing 
but congealed labour, objectified value. Therewith Quesnay's 
"ordre natureI" (the economic order t)J.at is conceived as 
developing in a predetermined way under the working of 
natural laws) is drawn with the outlines filled in. The result 
is that Ricardo's weaknesses are more glaring than those of 
Smith. Ricardo neglects demand as compared with supply, 
production and productive energy as compared with exchange; 
and he wrenches economics out of its setting in actual life, 
in the nation, in the State, and in popular culture. (See above, 
pp. I13 et seq.) 

Elsewhere I have shown at considerable length that the laws 
of prices are not in reality laws of mechanical causation, but 
laws of the significant interconnexions of the activities con
cerned (analogous to the logical interconnexions of premises 
and conclusions); that consequently they are not primary 
factors of economics, but merely expressions of the articula
tions of economic instruments; and that it follows from these 
considerations that the whole idea of the "ordre naturel" is 
erroneous. There is sound economics and there is unsound 
economics, but there is no such thing as mechanically deter
mined economics. (Cf. Tote und lebendige Wissenschaft, lena, 
1929.) 

e. Theory of Wages. The abstract method of procedure in
volves two main dangers. The first danger is that the erroneous 
supposition of an atomised isolation of the persons engaged 
in economic activity may lead to mistaken inferences. The 
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second is that the investigator, having discovered the laws of 
economic activity, may ignore the need for revising and adjust
ing them in the light of universal historical life. In the matter 
of the iron law of wages, more especially, Ricardo fell into both 
these pitfalls. 

Ricardo considered that the restriction of the wage-esmer's 
means of livelihood was an outcome of the working of the 
"natural laws of prices"; and to this extent, therefore, he 
regarded the restriction to a low standard as inevitable. Alike 
theoretically and historically, such a view is untenable. For, 
first of all, Ricardo overlooked the possibility of increasing the 
productivity of labour-a possibility to which Thiinen drew 
attention. When technical OF organisational advances are 
made, or when there is a very large increase in the capitalisa
tion of enterprise, this means, above all, that the output of 
labour will increase, that the national income will expand, and 
that therewith there will be an augmentation of the produc
tivity of those higher economic aggregates out of whose yield 
the share of the wage-earners is derived. Thus only can we 
account for the way in which increasing prosperity so often 
accompanies an increase in population; and thus only for 
the high wages of the United States worker (as member of a 
lucrative national economy) in contrast with the low wages of 
a German worker (as member of a comparatively poor national 
economy). (See above, pp. I3z' et seq.) Again, hardly even 
do we find that in practice labour is multipliable at will, for in 
most partial labour markets it is rather a scarce commodity, 
so that supplementary amounts of it may only be obtainable 
at increasing prices. I say "partial labour markets" because 
it is into such that what we generalise as the labour market 
is in fact subdivided: into markets for men's labour, women's 
labour, and child labour, respectively; markets for unskilled, 
skilled, and highly skilled labour; the market of those who 
offer personal services, that of those competent to become 
officials or other salaried employees, and that of those qualified 
to practise the liberaJ professions. These various partial markets 
in any country will not be equally "overstocked", and are 
seldom in any way comparable one to another. Thirdly, Ricardo 
overlooked the fact that a rise in wages necessarily has an 
influence on production, and that within certain limits it 
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augments the efficiency of the worker, rationalises the enter
prise in which he is employed, and thus increases the fund 
out of which his wages are paid. It is the extant articulation of 
the instruments of any particular national economy (especially 
the relation between capital and labour), and the efficiency of 
these instruments, on which will depend the amount of capital 
saved-the .amount out of which the worker receives as wages 
his average share of the aggregate income of the world economy 
and the national economy. ·Wages, and incomes of every kind, 
are not derived exclusively from the activity of individuals; 
they come also from the general output of the world economy 
and the national economy. Fourthly, neither the need for a 
minimum subsistence, nor yet the worker's stsndard of life, 
determines wages; but, conversely, wages determine what is 
regarded as a minimum subsistence, and what can be main
tained as a stsndard of life.'-In practice we find additional and 
important limiting factors at work, thanks to which it becomes 
impossible to regard labour as being a simple commodity like 
any other. When the workers organise themselves in trade 
unions (collective bargaining, strikes, boycotts) they are able 
to modify the movement of prices [for labour 1 to their own 
advantage, and in this way they can often raise their stsndard 
of life considerably. Still more is it possible for the State, 
by means of labour-protection laws (the graduated taxation 
of incomes, a tax-free minimum of subsistence, and the like), 
to make sure that the wage-earners shall receive a larger share 
of the national income. (Cf. below under Thiinen, p. 183.) 
Ricardo himself stressed the point that wages were based, not 
upon the physiological minimum found necessary to sub
sistence, but upon the traditional stsndard of life (though 
this admission conflicted with his fundamental theory that 
prices represented the cost of reproduction). 

Turning to actual economic history, it is plain that in all the 
countries where large-scale industry prevails there has been 
a gradual but steady improvement in the condition of the 
working class. Cf. W. J. Ashley, The Progr ... of the Germflfl 
Working Class in the last Quarter of a Century, Longmans, 
London, 1904. 

1 This has been demonstrated by Zwiedineck .. SUdenhol'8t, "Lohntheorie 
und Lohnpolitik", HaruJrconmmch d ... S'aa/sVJis,mchafun (Revenal of the 
Iron Law of Wages). See aIao below. p. 183. 
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Ricardo, by formulating what Lassalle afterwards called the 
iron law of wages, and by inaugurating the idea that profit 
was a "residuum", laid the theoretical foundation for the 
pessimistic outlook on capitalist evolution, and also for the 
notion of the conflict of interests between capital and labour. 
By alleging a law in accordance with which, as economic 
evolution proceeds, the rent of land must rise and the rent 
of capital must fall, he also brought to the front the idea of 
a conflict of interests between mobile capital and landed 
property. Thus his writings contain the germs of the doc
trines of Karl Marx. 

The mechanical resolution of economic activities into 
quantitatively determined processes of exchange, the postula
tion of the "economic individual" as a self-sufficing and self
governing person who guides his actions by self-love alone, 
the detachment of economics from its living interconnexions 
with society and the ideal world-taking them all in all, they 
are characteristic of Ricardo and his kind. We have here great 
perspicacity and marked powers of abstraction; but we have 
pure intellectualism, and in the last resort this always signifies 
a loss of breadth and of depth. 

5. A SUCCINCT GENERAL CRITICISM OF SMITH'S AND 

RICARDO'S TEACHING 

If we examine the broad lines of Smith's and Ricardo's 
teaching, we see that certain systematic notions emerge as 
of fundamental importance, and that there are certain primary 
defects. 

I. For Smith, Ricardo, and their followers, economics was, • in the main, the science of the "commerce" between economic 
individuals; it was a thedry of commerce or trade, and that was 
what made it big with destiny in the history of political economy. 
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2. Big with destiny, because this outlook meant that the 
concept of production was ignored; that the theory of value 
and the theory of prices became the groundwork of the new 
economic edifice; and that the laws of value and the laws of 
economics were treated as coincident. (See above, p. ItO 

and p. 144.) 3. But the Smith and Ricardo theory C!f value and 
prices is erroneous for it sets out from the quantity of labour 
instead of from the purposive economic functions and the 
validity of these. The tru.th is, n~t that labour creates value, 
but that labour is itself value in so far as it is a means to an 
end. "Value", therefore, is not a quantity but a grade--the 
grade of achievements in the edifice of means to an end. 
4. More especially, Ricardo's theory of wages and his idea of 
profit as a residual magnitude (residual rent) are erroneous. 
The former does not allow for the productivity of labour, or 
for the circumstance that, in general, distribution follows the 
articulation of function; and the latter notion is only deducible 
from the erroneous labour theory of value. S. Furthermore, 
the notion of differential rent in the landrent theory is theo
retically unsound. It is essential to set out from the aggregate 
output of the economic totality, not from an isolated plot 
of land, for neither this nor an isolated functioning of labour 
can furnish an output. (See above, p. 144.) Nor is "rent" a 
deduction from the yield of others' labour. 6. Most disastrous 
of all has been the effect of the doctrine of self-love, or the 
pursuit of self-interest, for it was this which rendered possible 
the formulation of the doctrine of price, as a doctrine of the 
gathering together of economic agents in the market, and the 
explanation of economic happenings as the (unpurposed) out
come of the interaction of forces in the market. In actual fact, 
what makes the individual's activity' an economic activity 
(i.e. makes it an articulated part of the economic aggregate), 
is not self-love as a purely subjective and individual "force" 
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but the objective reason or purpose for articulation into an 
always pre-existent whole. In order to make an actively 
economic subjective self-love must be transformed into an 
objective reason for articulation. 7. From this it follows that 
we must repudiate the isolative and deductive method of Smith 
and Ricardo, and must disallow the alleged moral neutrality 
of economic activity. Speaking more generally, we must 
repudiate the notion of the "homo oeconomicus". For to be 
"articulated" into an organic whole must always imply some
thing very different from acting upon purely subjective and 
profit-seeking motives; it must imply action in accordance with 
the presuppositions of the extant economic aggregate, and 
participation in the life of an economico-social, and therefore 
moral, whole. 8. Unsound, finally, is the quantitative and 
mechanical method which was the outcome of Smith's. and 
Ricardo's general attitude. For _ if the essence of economic 
activity consists, not in quantities of labour or quantities of 
goods, but in the purposive articulation of functions in the 
extant aggregate of the economic body (or the functioning 
economic organism), then there is no more place in economics 
for "laws of mechanical causation" than there is place for 
mechanical causation to intrude among the laws of logical 
thought (which are likewise purposive and not mechanical). 
Economics has, indeed, an inner and unambiguous deter
minism; but that determinism is not mechanically causal. 
The "laws" of supply and demand, therefore, like the "laws 
of prices" are neither natural nor primary laws, being solely 
the expression of purposive, articulate, functional interrela
tions. Supply and demand, in especial, and also the processes 
of the market, are derivative phenomena-like fever, which is 
only symptomatic, and not primary. 

Untenable, to conclude, is the applied economics deduced 
from the doctrines of Smith and Ricardo-the demand for 
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perfect freedom of economic action, for free competition, and 
free trade. Since there are no natural laws of economics, it 
follows: first, that applied economics may purposively sway 
and transform the articulation and the calculated design of 
the economic aggregate; and, secondly, that economic freedom 
and free competition among individuals cannot be the right 
foundation for applied economics, seeing that the primary 
reality of economics is not vested in the individual. Rather we 
have to recognise that the economic aggregate must always 
be our first care, inasmuch as the primary reality of economics 
is vested in the aggregates. Consequently it is essential that 
there should be ties between the aggregates and individuals, so 
that custOIns dues, preferential taxes, freightage rates, and, 
above all, concrete interconnexions between the various depart
ments of economic activity, will always remain indispensable 
factors of applied economics. The course of historical evolu
tion has shown how unwarrantable was Ricardo's enmity 
towards immobile capital on the ground that the rent of land 
tended towards perpetual increase. During the hundred years 
since he wrote, agriculture has earned comparatively little, 
whereas the earnings of trade, commerce, and large-scale 
industry have been enormous. 



CHAPTER EIGHT 

POLITICAL ECONOMY IN GERMANY 

THE economics of Malthus and Ricardo ended with a justi
fication of the seamy side of capitalism by demonstrating that 
the defects of the capitalist order were inevitable. Socialist 
thinkers, on the other hand, drew from the existence of these 
evils the inference that a communistic society must be estab- , 
!ished. But in Germany another trend became manifest. Here 
economists turned away from an atomist and mechanist view 
towards an organic conception of society, a conception which 
was rooted in philosophy and bore fruit in the romanticist 
movement. A universalist social and economic idea was 
contraposed to an individualist one. The hour for this mental 
revolution struck in 1794, when Fichte published his Ueber 
den Begriff tier Wissenschaftslehre (translated as The Science of 
Knowledge, Philadelphia, 1868, London, 1889), which gave a 
decisive impetus to romanticism. This impetus was reinforced 
when two years later the same philosopher, in the Grundlage 
des Naturrechts (translated as The Scienu of Rights, Phila
delphia, 1868, London, 1889) for the first time superseded 
individualist natural right. 

A. THE ROMANTICISTS 

He only who, with his eyes, plumbs 
the depths beneath him, becomes 
fully aware of the giddy height on 
which he stands; and he only who 
cognises the imperishable, is able to 
forget the perishable. 

, 
By the growth of the romanticist movement, the centre of 
gravity of the philosophical and sociological development of 
Europe was transferred to Germany. 
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The decisive part of this revolution occurred in the domain 
of philosophy. One of the greatest amop.g the historic achieve
ments of the German spirit was that in the post-Kantian 
philosophy the old individualism based upon the idea of 
natural right was discarded, and was replaced by a universalist, 
an organic conception of the State. This process has often 
been described as "the rebirth of the Greco-Roman idea of the 
State", but the tenn is not wholly applicable. The new uni
versalist idea of the State and the community was conceived 
independently of the classical philosophy, ~d was based on 
very different presuppositions 'from those of Greco-Roman 
philosophy, for it had its birth in the overthrow of empiricism 
effected by the Kantian philosophy. As I said just now, it was 
Fichte, in his Science of Rights, who broke away from natural 
right, inasmuch as he rejected the notion of the absolute, self
sufficing individual, and substituted for it that of the creative 
community, the living relationship between the ego and the tu. 
Kant had been content to insist upon man's power of moral 
self-determination, and in ethical and political ~ science had 
remained (despite his confutation of the empiricism and 
rationalism of the Anglo-French Enlightenment) entangled in 
individualism. Fichte left moral self-determination' intact; 
but human beings, epistemologically considered, had become 
for him no longer individuals; they were members of an 
aggregate, parts of an organism established upon the principle 
of spiritual reciprocity. "If there are to be human beings at all, 
there must be a plurality of them", wrote Fichte. "So soon 
as we fully define the concept of the human being, we are 
impelled to pass beyond the thought of the individual, and to 
postulate the existence of a second, for thus only can we 
explain the first." '-Schelling, Hegel, Baader, Schleiermacher, 
Krause, and others, developing this conception of the State, 

• Fichte, GruftdlOl/' dor Na/U".thu, 1796, p. 47. 
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applied it to ethical and political science. A historical outlook 
on jurisprudence (that of Savigny and Puchta), based' on the 
same groundwork, and contraposed to the abstract idea of the 
social contract founded on individualist natural right (see 
above, pp. 53 et seq.), soon became dominant. 

I. THE NATURE OF ROMANTICISM AND THE 
ROMANTIC SCHOOL 

The new philosophy needed a new cultural consciousness, and 
the expression of this consciousness was romanticism. Thus, 
from the first, romanticism was something more than an artistic 
or aesthetic !rend; it was also a cultural movement. 

Certainly it began in the main as an artistic and literary 
trend, associated with the names and writings of August 
Wilhelm and Friedrich von Schlegel, Novalis, Tieck, Brentano, 
Achim von Arnim, E. T. A. Hoffmann, and Eichendorff. 
But, from its very nature, it inevitably extended ere long into 
every aspect of life and into the domains of most of the sciences. 
Historism in all its branches, Germanistics, and linguistic 
science, owed their existence to it. Its essence, however, was 
bound up with its philosophical character, for romanticist 
art and science were, wittingly or unwittingly, but wholly, 
dominated by the relation to the suprasensual, the divine, and 
the infinite. Primarily ,indeed, romanticism was . philosophy 
rather than art. It was the outcome of the all-pervading sense 
that existence was an enigms; of the painful consciousness 
that the world is full ofinadequacy, evil, and death; but also 
of the yearning to find appeasement in the contemplation of 
the titanic and perdup.ble elements of the universe, in the 
longing to open the doors of the heart to these mighty influ
ences. Thus romanticism was a strenuous oscillation between 
the poles of despair and pious self-surrender. Though people 
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often say that quixotism, nebulousness, and subjectivity, were 
the salient features of romanticist poesy, this view is false. Its 
leading traits were the before-mentioned philosophically 
grounded conviction (or, rather, feeling) that existence was 
incomprehensible, and an internal conflict between scepticism 
and mysticism: thence was derived, as a secondary charac
teristic, its visionary, confused, and incoherent quixotism; and 
thence, likewise, came the formlessness of romanticist litera

.ture, thence sprang the subjectivity of writers whose being 
was in a state of incessant oscillation between the ego and the 
world .. 

Only as a philosophy and as a cultural movement did 
romanticist art exert an influence upon all fields of life and 
knowledge. Regarded by the romanticists as a part of a universe, 
man (his struggle with subjectivity notwithstanding) was no 
longer looked upon as individualistic, as isolated; he had now 
become a member of the cosmic commonwealth. Thus, too, 
in the State and in society he was no longer contemplated as 
subjective and self-governing, but as a member of a living 
and organised social aggregate. The scepticism and mysticism 
of the ego must be extended to the community; State and 
society had to be absorbed into the cosmic continuum, and it 
was in this wise that they became the objects of romanticist 
scrutiny. 

Romanticism was the first counter-movement directed 
against the Enlightenment, humanism, and the Renaissance. 
In it the German spirit was striving to return to its former self, 
to the self which had come into being in the Middle Ages. 
Hence romanticism may be aptly termed neo-Gothicism. 

Certain recent attempts to dismiss romanticism as nothing more 
than obscure sentimentalism are too trivial and absurd to be 
worth considering. 

Since the days of Roscher, it has been usual to speak of· 
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three writers as the chief representatives of the romanticist. 
trend in political science. Thesewere: Adam MUlier; Friedrich 
Gentz (born at Breslau, 1764, died in Vienna, 1832); and 
Carl Ludwig von Haller (born in Berne, 1768, died at 
Solothurn in 1854). Haller's most important work was Res
tauration der Staatswissenschaft oder Theone des natiir!ich
geselligen Zustandes, 6 voIs., 1816-1834. Though MUller,. 
Gentz, and Haller were lumped together by Roscher as, 
forming a "romantic school", there is no theoretical unity· 
between them, but merely a political unity-and even this . 
latter can be admitted only with reservations. In especial,. 
Haller's "patrimonial theory of the State", according to which 
the medieval State was a sum-total of private contracts, was 
thoroughly unromanticist, and at bottom it was individualist.- . 
Gentz, moreover, was not a theoretician at all, but only a prac
tical politician of the same type as Metternich.-The sole 
writers on political theory to set out at that date from romanti
cist premises were Adam Miiller, Franz von Baader, Garres, 
and Novalis.' 

z. ADAM MULLER 

Adam MUller was born in Berlin in the year 1779, studied 
theology there, and subsequently studied jurisprudence and 
political science in Gottingen. A Protestant by birth, in 1805, 
while in Vienna, he was received into the Catholic Church. 
From 1806 to 1809 he lived in Dresden, being associated with 
Kleist in the editorship of "Phoebus". Next, he spent two years 
in Berlin, returning in 18n to Vienna, and there entering into 
close relations with Friedrich Schlegel, Zacharias Werner, and 
Clemens Hofbauer. Then (still on the move), in 1813, having 
entered the Austrian State service, he became rural commissary 
in Tyrol; in 1816, Austrian consul in Leipzig; and in 1827, 
counci11or in the State chancellery in Vienna. He died in 1829. 
He was a friend of Gentz and a confidant of Metternich.
His main ideas were already enunciated in his first published 
work, ~ Lehre vom Gtgensatz, Berlin, 1804. His most 
important books ,were: Elemtnte tier Staatskunst, Berlin, 1809 

• Cf. Novalia' admirable little work, Europd .,u, die Clrrisunkit, aod 
hie ~,.. Among other editions may be mentioned that of Bus, 
S,...t und o..JJscJrsjt im Spi.,J thr d...u.hm RtmttmIik, lena, 1934· 
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(new edition in 1922, edited by Baxa, who also discovered, and 
gave to the world in 1926, Handschnftliche Zusiitze); Versuche 
eUler fJeUetJ Theorie des Geldes mit besontJerer Rii.cksicht auf 
GTOSSbritannien, 1816 (new edition, edited by Lieser, in 1921); 
Vennischte Schriften, Vienna, 1812, second edition, 1817 (Baxa's 
edition, Ausgewiihlte Abhandlungm, Jena, 1921 ).-In Adam 
MUlIer's later writings, we discern an inclination to break 
away from the romanticist pantheism which characterises his 
earlier ones, for, in the end, he moved to a rigidly Catholic 
standpoint. See, for instance, V 011 tier Notwendigkeit riner 
theologischm GnauJJage tier gesomten StIlIltsfIIissmschoftm und 
tier StaatmJirtschoft insbesondere, Leipzig, 1819; Die innere 
Staatshoruholtung, 1820. They were reprinted in Adam MiiJler's 
gesa1ll11u,[te Schriften, Franz, Munich, 1839.-A very inIportant 
source of information concerning romanticist political science is 
Staat rmd GeseUschoft Un Spiegel tier deutschm Romantik, edited 
by Ba.u, Jena, 1924, in the collection "Herdllamme". Here 
the scattered literature of the topic is brought together for 
the first time. See also Baxa, Einfiihnmg in die rOllUllltische 
Staatswissmschoft, Jena, 1923. 

a. Theory of State and Society. Adam Miiller applied the 
newly acquired philosophical notion of community to econo
mics, politics, and sociology. In his view, the State was "the 
aggregate of human affairs, their interconnexion to form a 
living whole";' it was something absolutely vitalised and 
spiritual, "the realm of all ideas, for ever in motion";' it was a 
moral community, which became unified through the Sur
render of its parts to the world, through love for mankind. 
Thanks to this mediate relationship to the world (God), the 
State acquired a cosmic, a religious stamp, and likewise uni
versal Validity; for thenceforward there was no longer, strictly 
speaking, any happiness for the individual considered as a 
being apart; happiness could only be found in self-surrender; 
and man could not attain his true self in any other way than 
through his relationship to the cosmos • 

• EleJllak (Dua"S reprint). i. 66. 
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Philosophically, the affiliations of this notion of the State must 
be traced back to Fichte and Schelling; but in the matter of 
practical application it had a remoter source. Medieval Germany 
was ,the ideal State, with its feudal rights, its personal and 
spiritual (not commercial) ties between the members of the 
body politic. In Adam Muller's opinion, the best embodiment 
of this feudalist spirit was still to be found in English political 
life, for this had not come under the harrow of the rationalist 
Roman law. Miiller had a great veneration for Edmund Burke 
(J729-1797), whose famous anti-Jacobin polemic, Reflectioru 
on the RtfJolution in France, had been translated into German 
by Gent2. 

Adam Muller was a fierce and vigorous critic. of the theory 
of natural right and of Smith's individualist conception of 
economics, the "doctrine of the radical decomposition, dis
solution, and dismemberment of the State" and of political 
economy I The notion of absolute private property (a notion 
common to Roman law and to the champions of the doctrine 
of natural right), and Smith's idea of pure income, ".the 
privatising of all occupations", in place of family and 
corporative right, seemed to him on all fours, and equally 
disastrous.' His criticism of Smith was simultaneously a 
criticism of the capitalist system. He also attacked Montes
quieu's theory of the partition of powers in political life. (See 
above, p. 56.) Above all,in his opinion, landed property was not 
private property, but property held in trust for the community. 

h. Econotttic Teachings. To the individualist conception of 
economic life (an isolating conception based upon the notion 
of self-love), Miiller contraposes, with the utmost emphasis, 
the idea of the interconnexion and unification of all socia1 
elements. At the same time he pays due heed to their historical 
setting (the historical method). He speaks of the "mysterious 
reciprocity of all the relationships of life". For him the pre
requisite of all scientific thought concerning social questions 

• E/"""".,ll. III. 
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was that it should permeate every aspect of community life; 
the economic, the political, the religious, and the moral. It is 
here that the specifically romanticist outlook becomes manifest, 
the outlook of one who contemplates everything from the 
philosophical viewpoint already indicated. Just as little as the 
unity of the State can permit a severance of private right from 
State right, just so little ought there to be a conflict between 
life and art, or between life and religion. Life has to be unified 
spiritually and philosophically; but it has to be unified no less 
in its economic and political activities. Here we find a socio
logical conception associated with a historico-universalist one; 
we see that Miiller directs his gaze towards social life' as a 
whole-in contradistinction to Smith, who abstracts economics, 
to contemplate it in isolation. 

The spirit of this mutual interpenetration was described by 
M iiller in the following words: "The soundness of our an
cestors' view of the essence of political life (a view that was 
not distorted by any intrusive theory) is shown by this, that, 
despite all the subdivision of urban industry, they did every
thing they could to ensure its vigorous unification. The arts 
and the sciences became severed one from another, but only 
in so far as they respectively entered into the close corporations 
of the guilds. The more the functions of an urban handicraft 
were assigned to a number of different hands, the more ener
getically did the master re-collect the scattered threads into 
a whole; but he himself, the master, stood once more as a 
journeyman, as an individual worker, within the body of the 
guild; the individual guild, again, entered into a sort of mar
riage with the corporation of urban industry; urban industry, 
too, strove to achieve a mutual interpenetration with rural 
production, represented by the nobility and landed gentry; 
and even though the supreme relationship of economic mutuality 
in the State was never wholly and perfectly achieved, we 
nevertheless find all economic functions tending in this one 
particular direction.'" 

1 Y"..rvcM ti"" fttIlm Thtork d. Geld •• 1816; Lieser's reprint, Jena, 
1922, p. 37. 

L 
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Adam Muller objected to the glorifica~on of competition a8 
a creative energy in economic life, setting up against it the 
vitalising energy of the personal interdependence of all the 
members of the community, as in the patriarchal family, in 
the craft guild, and on a landed estate. He strongly condemned 
the cleavage between capital and labour which was showing 
itself as the outcome of the new· individualist evolution (capi
talism), and was tending to range wage-earning workers and 
"revenue-receivers" (capitalists) against one another as two 
reciprocally hostile classes.' To him we owe the first outSpoken 
criticism of capitalism-a criticism far more effective than 
that voiced some decades later by Karl Marx. Muller wrote: 
"The spirit reacts unceasingly against the division and 
mechanisation of labour, which Adam Smith prized so highly; 
the spirit wants to preserve man's personality." • "There is no 
separate occupation in bourgeois society. . for whose sake 
• . . a man should forget his own self." 3-He describes the 
"freedom of industry" as "a general, unregulated activity . . . 
in which one wave of diligence swallows up another, instead 
of there being steady work." 4 All the same, Adam Miiller 
did not repudiate the capitalistic factor in commerce, industry, 
and even agriculture; he would only approve it, however, 
as one factor among many, as (for example) a supplementary 
factor to national work performed as a kind of public service 
in undertakings that were not "free" but were "bound" in 
the feudalist sense, or in guilds and similar corporations. (Cf. 
Innere Staatshaushaltung.)-He was strongly opposed to a 
purely mechanical idea of wealth (which Smith had regarded 
as consisting of the aggregate of all material goods); and was 
opposed, mQre especially, to Smith's whole idea as to the 

• Gtlammelu Schn'jttm, 1839, vol. i, pp. z7S and 279. :a ElmNnU, i, 57 .. 
! y~, 1816, p. 107. See also my article uKlasse und Stand" in 

Ht.mtlwlr,erlJucla der StQQlsfDWerucha/ten, fourth edition, J9ZZ, vol. v, 
p. 692. • G.r-ar. Sclrrijltfl. 1839, ..,1. i, p. 2gB. 
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nature of goods. Wealth, said Miiller, consisted not merely of 
things, but also of their usefulness. Material objects were not 
the only goods; their "civil character", and the forces of their 
utilisation (spiritual goods), had to be included in the concept 
as well. Consequently the greatest wealth was to be found, 
not where there was the largest quantity of concrete property; 
but where there were the strongest forces to retain it, and 
the most considerable feelings to esteem it. I-Muller's theory 
of productivity was in conformity with this outlook. Whereas 
Smith had regarded as productive that work only which was 
devoted to the making of concrete things, Adam Muller 
included under the head of production the "ideally productive" 
achievements of the statesman and the artist. "Ideal production, 
. . • the most splendid of a nation's assets, . • • was accord
ing to Smith valueless when it was a question of estimating the 
total wealth of a nation. The words of the statesman, which 
would perhaps bring millions in actual money into existence; 
the words of the priest or those of the artist, which might 
ennoble the' heart or enlarge the imaginative "faculty of the 
nation-these counted for nothing. I fancy I hear the objection, 
..• that you can only reckon up things that can be handled, 
measured, and weighed .••• I answer that the national 
existence in its widest possible scope is the true wealth of a 
nation." • Profoundly significant are his utterances concerning 
the fruitfulness of the labour of the State: "An individual 
productive force can only produce in so far as it has itself 
been produced by a higher productive force. If the State ceases 
to produce, • .• then, automatically, all the less productive 
forces cease to operate." 3 The "product of all products", or the 
"intensification" of them all, is the economic community, the 

a From MUller". Adam Smith, 1808, reprinted in Gesannnelu Sclui/un, 
1839. i, p. 113 . 

• GeslJ1lf1llllu Scluijun, i, lIa-1I4. J ~, vo\. ii, asH57. , 
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national economy.-:-In respect of the theory of value and 
prices, he rejects Smith's mechanistic labour theory of value, 
and formulates in opposition to it a theory which may be called 
the organic-use theory of value. Over and above the individual 
use-value of goods, we must recognise a public or "socia
bility" value (that is to say the conformity of individual use
values). "If we say of a thing that it is useful, we mean that 
it has a value in relation to civil society." I Value can only be 
ascertained when a thing is in its place in the totality of the 
economic and political body of the community. "The value 
of a thing is its meaning in the State and its contribution 
towards the rejuvenation of the State."· Social utility is also 
a guide for him in his theory of money. All economic things, 
all commodities and services, have a monetary quality in so 
far as commodities and services are paid for with commodities 
and services. 

Money, says MUller, is not (as Smith opines) a particular com
modity, is not "the acceptance of the most marketable com
modity" (see above, p. 41). "Money is a quality inherent in all 
the individuals of civil society, a quality in virtue of which 
they ... can ente, into ties with all the other individuals of 
that society, and then disrupt those ties once more." The 
monetary characteristic is personal and concrete "universal 
validity", "convertibility", "public value". Money, "wherever 
it appears and in whatever form, whether as paper money or as 
metallic, is only money in so far as it is not private property 
but is the common property of as many persons as possible, 
and,indeed, of all. For . . . only at the moment of exchange, 
or of the circulation of the substances of money, are these latter 
really money"; and at this moment they have become feod, 
that is to say feudal, public, no longer private property.3 

That which (to the exclusion of other things) we are wont 
to call "money", metallic money, has to a fuller extent than 
has anything else this faculty of forming ties and dissolving 

1 Elemenu, iii 192. 
I Ibid., p. 31. 
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them-but does not possess it exclusively. J Metallic money is 
not the only, though it is the most effective, expression of the 
"national value" of the "national force". A reciprocal inter
action of metallic money and paper money provides the safest 
monetary system. The view "that State paper is a mere sub
stitute for metallic money, .•. and that it is unmeaning 
unless it has a reference to the metal", puts the cart before the 
horse. "The metals are the representatives, the urgent need of 
interconnexion, which binds the individual organs of mankind 
together antecedently to all division of labour; . . . that 
which the process of minting first gives to the metals and makes 
them money, that which in due course and through the further 
development of civil life secures expression in State paper-is 
the main thing." • Money in this widest sense of the term did not 
in the first instance arise (as Smith supposed) out of the prac
tice of exchange, for it is one of the primary needs of economic 
life. This was a fundamental and brilliant discovery made by 
Adam Miiller, and it has been confirmed by the recent history 
of money.! Just as the State is the living expression, and the 
law the juridical expression, so money is the economic expres
sion of that inner spiritual unity of the many which is con
formable to the nature of man. (See below, pp. 285 et seq.) 

Miiller rejects free trade. It is not suitable until "the State 
has within its own borders acquired those ties which renounce 
only indubitable superfluity •.. but no important vital 
energy".4 Here the self-government idea of the mercantilists 
and the cameralists has recurred. 

According to Adam Miiller, the general structure of economic 
life is as follows: There are four primary factors of production; 
land, labour, concrete capital, and spiritual capital. Land 
represents the permanent factor; labour represents mobility 
(development); capital, in which the past is slumbering, unites 
both, in that it sometimes quickens production, sometimes 
inhibits it. These four factors correspond to the four elements 

I Eltrftnll4, vol. ii. pp. lC)2 et seq. Gatmt7lUlte Sclrri/len, wI. i. pp. B..t. et seq. 
-a y~. Lieser's edition, pp. 139 et seq. 
, uum, Heiliga Geld, TUbingen, 1924; Pran Nath. Tausd InItl Geld i .. 

Altirrditm. Vienna, 11)24. See also my own references to the matter in the 
"Jahrbucher fUr National6konomie und Statistiku• vol. c:uiii, lena, 1935 • 

• a-d,. &mift ... , i, 353. 
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of the family: youth (the forward aspiration); age (inhibition); 
virility (production); femininity (conservation)--and also to 
the four fundamental ideas of the national State, which the 
four different estates of the realm serve: teachers, soldiers, 
producers of necessaries, and traders, who by their contrasts 
must create the harmony of the whole. Furthermore the 
productive nature is conformable to the feminine principle of 
conservation, and leads us to the territorial nobility and gentry 
([anded proprietorship, conservation); labour is conformable 
to the virile principle, and leads us to the estate of burghers; 
concrete capital leads us, by way of the element of youth that 
concrete capital embodies, to the trading or mercantile estate; 
and spiritual capital leads us, by way of the element of age it 
embodies, to the estate of teachers and clergy. The most 
efficient and the liveliest reciprocal interaction, and the most 
successful coordination into an organic whole, arise when these 
various elements of the population are duly balanced.-Non
economic social phenomena also came within the range of 
Adam Miiller's investigations. He declared, for instance, that 
war was not exclusively a phenomenon of consumption, for 
it was also the creator of powerful and vivifying energies within 
the State. He regarded the institution of hereditary nobility as 
an important instrument for linking one generation with 
another, seeing that society too must have an organic nexus 
in time. Indeed, speaking generally, Mill[er regarded duration 
as one of the most important problems of socio[ogy. 

Neither the law of diminishing returns nor the other doc
trines of Ricardo and Malthus had any influence upon Adam 
Miiller's thought-at least I can detect no trace of such an 
influence in his writings. With sure insight, however, he 
anticipated Thiinen in distinguishing between the two main 
types of agriculture, the intensive and the extensive, the 
former being "mercantile", and carried on with an eye to a 
market near at hand, whereas the latter was "national" and 
comparatively self-dependent. He also recognised a third 
category, horticulture, which he spoke of as "energetic agri
cu[ture". (Agr07ll)mische Brit/_, republished in AusgNiihlt. 
Abhandlungen, Jena, 1921, pp. 71 et seq., et passim.) 

c. Valuation. Adam Miiller's imperishable service lies in the 
fact that, as a pioneer in modern days and at a time when 
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individualism was rampant, he worked out for himself a 
universaIist conception of economics; and that he contraposed 
to the teachings of Quesnay and Smith, sound doctrines and 
eternal verities that were simultaneously the fruit of a brilliant 
intelligence and an ardent intuition. In respect of the notions 
of wealth, productivity, and money, he was the first to get 
beyond the mechanistic, quantitative, and materialist outlook 
of his contemporaries. Moreover, he elucidated the nature and 
working of a paper currency in a way which went to the very 
heart of the matter, and thus formulated a theory of money 
which still remains the profoundest ever conceived, despite 
all the developments of latter-day economic science.-In face 
of Adam Miiller's wealth of ideas, Marx's purely dialectical 
acuteness, and even Ricardo's analytical power, pale their fires. 
What attracts him, what he especially studies and elucidates 
in every economic enigma, is the basic phenomenon of reci
procity-this attitude contrasting strongly with the misleading 
tendency to isolate and to abstract which was characteristic 
of the individualist classical economists. 

Unfortunately Adam Muller never made any notable advance 
beyond the splendid beginning he achieved in his early and 
principal work, Elemente der StQQ.tskunst. The wandering life 
he led was, no doubt, partly responsible for this. Roscher 
writes: "Had MUller, who was thirty years old when the 
Elemente was published, subsequently developed in a normal 
fashion, had he devoted himself to making his knowledge more 
thorough and more practical, to rendering his notions clearer 
and more consistent, he would unquestionably have become 
one of the greatest economists of all time.» , 

Adam MUller actually was the greatest political economist 
of his own day. If his position in the history of our science 

I Die romatItUCM Schul. de.- NatUmal61umomie in Deutlchlarul. Unhinger 
Zeitocbrift fUr die gesamten Staatswissenschaften", 1870, p. 91 •• 
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does not correspond to his intellectual importance, this is 
because his thoughts were not adequately clarified and sys
tematised before being given to the world. As far as particular 
applications were concerned, his writings were confused, and 
often unworthy of the greatness of the fundamental principles 
that inspired them. A failure to carry things to an end was his 
foible. When he came to write his later books, his analytical 
powers had declined, and his ardour had cooled. None the less, 
there is still a wealth of unutilised treasure in his economic 
writings. It is easier to blame Adam Muller for his lack of 
precision than to do justice to the man's sterling worth. For 
the latter, we must realise how much insight and moral energy 
were needed in order to run counter to Smith's individualism. 
Even in our own day, Muller continues to be undervalued. He 
may have lacked sturdiness of character, but there flowered 
in him the supremest culture of his time. As economist, he 
possessed unrivalled discernment, and was able to detect the 
innermost vibrations of the social consciousness. Nevertheless, 
as yet few people seem to be aware that almost all the main 
ideas developed in his polemic against Smith have become 
parts of the general heritage of science.' 

Nor has it been generally recognised to how great an extent 
List (see below,pp. 199 etseq.) and subsequently the historical 
I Since the first edition of this book was published, a considerable literature 
relating to Adam MUller has come into existence. Cf. Friedrich Lenz, 
Agrar/W, und AgrarpoJitik tkr tkutsCMn Romantik, Berlin, 1913; Tokary· 
TokaHewsky-Karaszewicz, Adam H. MaUlli' """ Niltnsdorj aU 0._, Li._, Philotoph WId Krms.ltritikr. Gerold, Vienna, 1913 (useful .. intro
duction to the .tudy of Miiller', writings); Bruno Moll, Logik d. GtlJa, 
Munich 1916. second edition, JC)2-Z; BaD, Ein.fiJhru"ll in dis FtlmlnltUdu 
StlJatWliuenscluzj', Jena, %933. It. regards romanticism in relation to his. 
toriography, see Below', DU thutscla. GGcmclluchralJung. second edition. 
Munich. 1924i in relation to mythology, see BAumler', preface to Bachofen, 
D", Mlitlaw ""'" 0,; .... WId 0ccUkrr'. Munich, 1926. (But I must protest 
against the distinction between a Heidelberg romanticist circle and a lena 
circle, as made by BAumler in his otherwise ezcellent preface-Gtirret 
venus Schlegel). For an introduction 10 the 8rti.tic aide of romanticism, see 
R.I. Obenauer, H6Id.,lin WId N_M. lena, 1925. 
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school of political economy (see below, pp. 240 et seq.) drew 
upon Adam Miiller for their inspiration. However, Roscher's 
great esteem for him, and Hildebrand's highly appreciative 
account of him,' suffice to show that the founders of the earlier 
historical school were greatly indebted to Miiller. 

Considered as a whole, romanticist economics did not undergo 
any considerable evolution, and failed to exercise notable 
influence. It remained ineffective chiefly because, in the field 
of applied economics, Adam Miiller, Gentz, and Haller in 
especial, inclined towards an extremist and reactionary abso
lutism. In this they were swimming against the current of 
events, and Miiller was penalised by neglect-to the great 
detriment of our science. The political program of these 
economists was based on the unqualified rejection of all liberal 
reforms, the liberation of the serfs seeming to them no less 
undesirable than the freedom of industry. They wanted a 
simple return to medieval conditions. Here sound views and 
unsound ones were huddled together pell-mell. In lSI I, Miiller 
penned a memorial to Hardenberg, in which, while con
demning the reforms of Stein and Hardenberg, he urged 
the reestablishment of the provincial constitution and the 
convocation of a Landtag._Furthermore, in Austria, Gentz and 
Miiller were the political henchmen of Mettemich, the ultra
conservative. But whereas Haller, guided by a distorted view 
of the Middle Ages, wished to resolve the State into isolated 
patrimonial relationships of dependence and dominion, Adam 
Miiller had in mind a retrogression that was to be a reforma
tion, "a step back which was at the same time to be a step 
forward". He wrote: "The elements of all political life ••• are 
to be found in the Middle Ages. The union of these elements 
• . . was incomplete, because it was effected federatively rather 
than organically.'" Indubitably, words of wisdom! It is 
necessary to insist that this romantic "school" can only be 
regarded as having been an entity in the field of practical 
endeavour, for on the theoretical plane we can hardly say 
that these thinkers formed a school. Gentz was a man of 
unmetaphysical, unimaginative disposition; Haller was really 

, Die National61wnomio tI .. GtiI_ uruI Zukunfl, .1!.!8. p. 35. 
a Elemnrtl, ii, J34. I 



170 TYPES OF ECONOMIC THEORY 

of little moment, and he too (as already said) was essentially 
unimaginative.-On the other hand, the following writers 
had a true kinship with Adam MiiI1er: Novalis (pen-name 
of Friedrich von Hardenberg, 1772-1801); Johann Josef 
von Giirres I (1776--1848); Fichte (1762-1814), in his Der 
geschloss""" Handelsstaat (see below, p. 216); Felix Theodor 
von Bernhardi (1802-1885, see below, p. 202); and Franz 
von Baader (1765-1841). 

3. FRANZ VON BAADER 

Until recently, no one was aware that among the romanticists 
there was, in addition to Adam MiiI1er, another economist of 
first-class importance. It was left for Johannes Sauter to prove 
by his edition of Baaders Schri/ten :lUI' GeseZlsckajtsphilosophie • 
that, upon a philosophical and sociological foundation, Baader 
established an economic doctrine which, though it was never 
systematised, ranks with that of Adam Miiller. Independently 
of MUlier, Baader, taking his stand upon a genuinely organic 
conception of economic life, refuted the atomistic and indivi
dualist economics of Adam Smith.3 

As early as 1809, Baader wrote as follows in condemnation of 
Smith's mechanist conception of the division of labour: 
"However much economists have copied one another in writing 
about the division of productive labour, not a single one of 
them has traced i~ genesis in the idea of an organism; . . . 
and in like manner when describing the division of production, 
they have ignored the necessarily concomitant and contraposed 
consolidation of consumption; and just as little has it been clear 
to them that this division of production is not to be considered 
a separation or isolation of production, but rather ••• an 
association or articulation of production .• 

I S/Jm1lieM W ... k. zmJ Brie/., edited by Schellberg, 19a, et .. q. 
I Jena, I92S, in the collection "HerdBammen

• Sauter has thus revived the 
memory of the most utterly forgotten of all the romanticists. He hat been 
the fint to attempt a comprehensiw presentation of Baader', philosophy, 
Bociology, and economics, which haw hitherto been ignored by apecialiata. 

! Cf. Sauter, BtuUlm Schri/IIirI, Ole., pp. ,gcHl38. • Ibid., p. ,gao 
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Baader's principal economic work was the treatise Ueber das 
dermalige MisS'lJerhliltnis der Vermiigenslosen oder Proletairs 
%U den Vermagen besitzenden Klassen der Sozietiit (1835),' which 
contains a much more effective criticism of capitalism than 
Marx's. Sauter summarises its upshot as comprised in the 
following recommendations: (I) suitable renovation of the 
estates of the realm and the corporations; (2) enfranchisement 
and representation of the fourth estate (by compulsory enIol
ment of proletarians in trade unions with priests as leaders 
and the "right of advocacy"); (3) a modernised association 
of a monetary economy with a natural economy; (4) aboli
tion of the unconditional freedom of industry at home, and 
of the unconditional freedom of foreign commerce.' 

If the romantic school of sociology and economics decayed 
and fell into oblivion, this was only in part because these 
writers failed to elaborate their ideas properly. The main 
reason was that the trend of the time was unfavourable. The 
individualist notion, and Marxism (its reduction to absurdity), 
had first to gain the victory ,live out their life, and display their 
true visage to mankind. Not until then could a movement in 
the precisely opposite direction begin and gather strength. 
To-day we are in the midst of this historical process, and it 
is one which imposes a decisive responsibility upon our 
generation. 

B. HEINRICH VON THUNEN 

The two investigators from whom the comparative indepen
dence of German economics really dates are Thiinen and List. 
Although neither of these writers had a consciously thought out 
philosophical foundation for his teaching, they both of them 
turned away from the individualist conception of the State, 
and they were both dominated by an organic and universalist 
view. 
I Reprinted in Sauter's edition, pp. 319 et seq. See also pp. 838 et seq • 

• Ibid., p. 8SI. Sauter also adduces good reasons for believing thy Mars. 
drew from Baader without acknowledameot. 
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Q. EXPOSITION 

Johann Heinrich von Thiinen, born in 1783, was the son 
of an Oldenburg squire. Although for a short time he was at 
the University of Giittingen, he owed his scientific training, and 
his knowledge of the philosophy of German idealism, chiefly 
to self-tuition. In 1810 he bought the estate of Tellow near 
Rostock, and lived there till his death in 1850, farming it in 
exemplary fashion. His chief published work, Dcr isolierte 
Staat in Beziehrmg auf LandwiTtschaft und N ati01Ullokonomie, 
was published in 1826. (Second edition, Rostock, 1842-1863, 
reprinted, lena, 1921.) Cf. S. Schumacher, J. H. Thiinen, ein 
Forscherleben, second edition, Rostock, 1883. 

... Varleties of Agriculture in the Isolated State. The assump
tions made by Thiinen for his study of the.Iocalisation of the 
various systems of agricultural production are the following: 
"Let us suppose that there is a large town in the middle of a 
fertile plain. . • • The soil of this plain is everywhere of the 
same quality. . . . At a great distance from the town the 
plain ends in an uncultivated wild, by which the town is 
wholly cut off fron the rest of the world." 

The question now arises, how, under these conditions, 
agriculture would be carried on in various regions at different 
distances from the town, that is to say from the market. 
Thiinen's reply may be summarised thus: Since a greater dis
tance from the market involves heavier cost of freightage, the 
effect is equivalent to that of lower prices for produce (where 
the distance from the market remains the same). Consequently, 
as the distance from the market increases, there must be a 
transition to those methods of agriculture which, while less 
productive, demand less expenditure of capital and labour, 
inasmuch·1I9 they leave an increasing proportion of the process 
of production to nature's unaided activities. In short, as 
distance from the market increases, intensive agriculture gives 
place more and more to extensive. The upshot is, writes 
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Thiinen, "that, near the town, produce must be grown which 
is heavy in proportion to its value, _ . _ and which involves 
such high costs for transport that to grow it at a considerable 
distance from the market would no longer be a paying proposi
tion; and also produce which is so perishable that transport 
from any great distance is out of the question, must be grown 
near the town." Thus the various types of culture will be 
arranged in concentric zones around the city, a particular type 
of produce being the chief one in each zone, as shown in the 
diagram: 

In the innermost circle there must be grown such things 
as will not bear transport at all, or for which freight charges 
would be disproportionate to their value: green vegetables, 
dairy-farming (stall-fed cows), sale of hay and straw (com 
being only a by-product), clover, root-crops. Here, then, 
we have horticulture and market gardening, i.e. intensive 
culture carried on with the aid of manure from the town.-In 
the second zone there must be sylviculture, for the supply of 
the town with fuel and building timber; and in the region 
nearer the town the preference will be given to growing wood 
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for fuel whilst farther off there will be raised the timber needed 
for building, since big tree-trunks, being more valuable, can 
bear higher transport charges.-In the next zone there are 
three subdivisions; for, though grain is- the main product in 
them all, it is the outcome of a less and less intensive culture 
as we proceed outwards from the town. First of all, in the 
innermost subdivision we have the most intensive culture of 
the three, the one demanding the greatest expenditure of 
labour and capital, namely a fully developed system of rotation 
of the crops; next comes the alternate system of pasture
land and plough-land (see below, p. 185); and, last of all, in the 
outermost subdivision, the three-field system. (For details, see 
below, pp. 185 et seq.)-In the fourth zone, cattle-raising 
predominates. Here, in the regions nearest the town, beasts 
bred for the slaughterhouse are raised, and are fattened for 
the market in the grain-growing zone; whilst at a greater 
distance from the town are raised the more valuable animals 
used as beasts of burden and of draught, for these can better 
pay the cost of long-distance transport.-In the outermost 
zone, the only industry will be hunting; the valuable by
products of the chase, such as hides, horns, etc., being sent 
thence to the market. 

p. Other Teachings. Thiinen did not make any systematic 
advance upon Ricardo's theory of value, although he showed 
it to be inadequate. Nevertheless he explained interest and 
wages in ways which departed altogether from the Ricardian 
platform, and foreshadowed the subsequent theory of marginal 
utility, minus its errors. (See below, p. 175.) As regards both 
capital and labour, he distinguished clearly between the utili
ties that accrue from the first and the last item of expenditure 
respectively. In lifting potatoes, for instance, the labour and 
the pains must not be carried beyond the point at which the 
last increment of labour expended will be repaid by the addition 
it brings to the yield .• - The rate of interest "is determined 

I D" iIolUm S_ •• econd edition. ii/I. pp. II and 175. 



POLITICAL ECONOMY IN GERMANY 175 

by the utility of the last-utilised portion of capital". (Bohm
Bawerk has put forward the same theory of interest in our 
own day. See below, p. z7z.)-The relation between interest 
and wages, as two kinds of income, is as follows: "The decline 
in interest attendant on the accbmulation of capital [as an 
outcome of the working of the law of interest] is advantageous 
to the worker and increases wages"-a healthy contrast to 
Ricardo's law of distribution. 

Thiinen's theory of wages is likewise typical of his economic 
thought-trend. He regards the iron law of wages as "revolting". 
He tries to discover a formula for a wage which shall be simul
taneously natural and just. A wage can only be natural when 
the wage labour which furnishes use-goods (out of its products) 
is as highly paid as the labour which produces capital-goods. 
In this way we get the celebrated formula 

Vap 

in which a represents the "necessary demand", that is to say 
the cost of reproducing the labour expressed in quantities or in 
money, and p the product expressed in quantities or money. 
This wage is at the same time a maximal value, in which the 
excess (y) over the necessary demand is greatest.-Another 
law of wages that is entirely conformable to modem teaching 
was developed by Thiinen in connexion with his discussion of 
the size of enterprises. "Since it is to the entrepreneur's interest 
(no matter whether he be an agriculturist or a manufacturer) 
to go on increasing the number of the workers he employs so 

. long as this increase continues to be advantageous to him, the 
limit of increase is not reached until the supplementary pro
duction realised through the engagement of a supplementary 
worker ceases to exceed the amount this worker's wages add 
to the general wage-bill. Conversely, the wages of labour are 
equal to the product of the last worker engaged; I i.e. the 
wages of the last worker are normative in this sense,' that 
the extension of the enterprise finds its limit at a point whereof 
he is one of the determinants. 

Thus Thiinen introduced into the discussion of the appli
cation of capital and labour that idea of the margin which, 
in the subsequent theory of marginal utility, was erroneously 

I Dw uolieu Staat, second edition, ii/I. pp. 17' et seq . 
• Ibid., ii/I, p. 182. 
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formulated by Menger as "marginal utility" and by Wieser 
as "marginal productivity". Whereas Thiinen determined the 
margin of an economic enterprise with reference to its aggregate 
structure and its total functioning, on the other hand the 
champions of the doctrine of marginal utility want to define 
the enterprise with reference to its parts and their supposed 
"marginal value"-i.e. to delimit it from below upwards. 

Suranyi-Unger describes Thiinen as forerunner of 'the 
mathematical school. In a restricted sense only can this be 
said, for in Thiinen's writings the mathematical method is 
used only for illustration and for general guidance; and a non
mathematical investigation always holds precedence. 

y. Applied Economics. Originally, Thiinen was a free
trader. Later he attacked the Smith-Ricardo theory of free 
trade on grounds akin to those of List, though Thiinen did 
not elaborate them so fully. The main point was that he drew 
attention to the reciprocity of "industrial profit" and landrent. 
He was in favour of a protective tariff.' Thiinen also paid close 
attention to the social problem, as his theory of wages shows. 
He may be considered the first among German social poli
ticians to have an equal interest in theories and in their prac
tical applicatiori. 

h. VALUATION 

a. Inf/!TetlCu from Thiinen's Theory of Localisation (Law of 
Returns, Comparative Soundtuss of the Varieties of Agriculture, 
Theory of Landrent). From Thiinen's zonal theory of the 
localisation of the various types of agriculture there is deducible 
a confirmation of the laws of increasing and diminishing 
returns. The working of ,the law of diminishing returns is 
illustrated by the cereal zone, for only if a comparatively 
extensive culture (on the alternate system, for example) demands 
less expenditure per unit of product, is it able to meet the 
greater charge for transport, and only then can it be more 
rational when prices are lower; and, on the other hand, the 
law of increasing returns is illustrated by the passage from 
one zone to another (as transition to a new optimum). Further-

I Der ilOii.,,, S/aa/, oeccmd edition, vol. ii, part ii, p. 92 et leq. 
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more, when we pass from the poorly capitalised zone of 
sylviculture, either inward to the richly capitalised zone 
of market gardening or outward to the richly capitalised 

. zone of rotation of the crops, in both cases we are passing 
to a zone of more abundant output. 

In addition, Thiinen's zonal diagram shows us that the 
advantages possessed by one method of agriculture over another 
are relative merely, not absolute. As against Albrecht Thaer 
(1752-1828), who was at that date extolling the rotation of 
the crops and the stall-feeding of cattle as the only sound 
methods, Thiinen declared it untrue to say that, economically 
considered, the technically best and the most intensive system 
of agriculture and the one that produced the maximum output 
was always the most desirable. Which method of production 
was economically the most advantageous, depended on eco
nomic considerations-on the articulation of economic life in 
general and on prices. 

This applies to industrial technique as well as to agricultural, 
but in industry different conditions are decisive, and, above all, 
the size of the market. (See below, p. 228.) 

From the doctrine that the soundness of the various methods 
of agriculture is relative only, not absolute, there automatically 
follows a theory of landrent. Thiinen discusses mainly the 
rent of situation; but in addition the interrelated rent of the 
intensity of agriculture, whereas Ricardo was chiefly interested 
in the rent of the natural fertility of the soil. Situation nearer to 
the market gives land an advantage (rent), because (transport 
charges being lower) the producer pockets a larger proportion 
of the price, whilst for the producer whose land is farther from 
the market, there is a larger deduction from prices under that 
head. Besides this, land nearer the market draws an additional 
rent because more intensive culture is carried on there. At the 
margin of the isolated State, landrent falls to zero.-Rent 

M 
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of situation is to-day the fundamental item in the explanation of 
urban groundrents and houserents. 

ft. Empirical ValiJity of the Theory of Localisation. Thiinen's 
zonal theory is still the most outstanding theoretical founda
tion of agricultural practice. It is, of course, only true upon 
certain assumptions which can never be wholly realised-upon 
the assumption of a homogeneous soil and of homogeneous 
transport conditions. Still, actual experience often furnishes 
close approximations to Thiinen's imaginative picture. Any 
one who leaves a great city by train can see for himself the 
innermost zone of horticulture and market-gardening. Going 
back into history, we find that in the Middle Ages the great 
towns were encircles by zones showing Thiinen's succession 
of agricultural methods. We can trace this, for instance, in the 
environs of Berlin. The reason why such a schematisation no 
longer holds good, is that the growth of railways and the 
development of other means of cheap transport have brought 
remote places into close touch with the market. (South America 
supplies Germany with grain.) Consequently Thiinen's idea 
of zonal localisation no longer applies to the environs of par
ticu1ar towns; but it does apply in broad lines to the aggregate 
system of countries having intimate trade relations one with 
another. Thickly populated and predominantly industrial 
lands like England and Germany have become markets for 
distant, thinly populated, and mainly agricultural lands. The 
result is that, round the great towns of the present day, only 
the first, the proximate zone, is clearly recognisable. Take 
Vienna, for which this zone is comprised by the whole of Lower 
Austria, southern Moravia, and northern Styria, whence the 
Austrian capitsl is supplied with green vegetables, milk, etc. 
We may go so far as to say that nowadays the greater part of 
western and central Europe and the British Isles lie within 
the first zone, at any rate as regards areas with good railway 
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communication, and where soil and climate are satisfactory.
As far as particular places are concerned, in view of the 
extremely complicated conditions of transport (a place forty 
miles from a railway station and only a hundred miles from 
the market, may, economically speaking, be farther from the 
market than one close to a railway station and a thousand 
miles from the market), the "localities" are interspersed in the 
most confusing way by differences in soil, climate, etc. 

Knies has supplemented Thiinen's theory by formulating a 
law to the effect that in regions which have been far from the 
market and are then brought near to the market by improved 
communications, land rises in price, thanks to the possibility of 
inaugurating a system of more intensive culture; whereas in 
the regions already near to the market the price of land now 
faIls, owing to the fact that the aggregate output increases. 

In matters of detail, there is much to be said in the way of 
justifying and developing Thiinen's theory of localisation. 
First of all, it is necessary to point out that agriculture generates 
petty industriaI centres of its own (market towns), a fact to 
which Diihring drew attention (Kursus der Nationaliik01lomie, 
third edition, ]89Z, pp. ZSI et seq.). Zones.necessarily form 
around these markets.-There is another matter to which I 
should like to refer in this connexion. When distilleries, 
sugar mills, and other industriaI centres arise in association 
with agriculture, they furnish by-products which serve as 
food for stock; then stock-raising is introduced into the middle 
of the most intensive grain-growing zone, so that (quite apart 
from the circumstance that these industrial centres are markets) 
the zonal system undergoes transformation from within.
In other respects, too, a special explanation is needed as 
concerns the position of the stock-raising zone. In Germany 
for a long time we have had more stock-raising than can be 
accounted for in terms of Thiinen's theory of localisation. 
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This is explained by the wrong-headed tariff policy which 
protects stock more than grain, so that the cereal zone is driven 
outward while the stock-raising zone is drawn inward. It is im
portant to remember that stock-raising has less power of 
absorbing population tiuul. grain-growing has.-We find 
ThUDen's deductions justified when we come to consider the 
size of enterprises. Recent experience of attempts at homeland 
colonisation have shown that, under like conditions, different 
types of agricultural production vary in their effectiveness 
from product to product. Speaking generally, on any par
ticular area of land, peasant enterprise will be more successful 
in stock-raising, whereas large-scale agriculture will produce a 
larger quantity of grain per acre. The magnitude of an enter
prise, moreover, gives it only a relative superiority, not an 
absolute one. Large-scale enterprises and small-scale, respec
tively, will tend, according to circumstances, to promote the 
expansion of one zone or another to a greater extent than 
Thiinen foresaw. Large-scale enterprises will promote the 
growth of the cereal zone; small-scale enterprises, that of. the 
stock-raising zone.-Finally, owing to the discovery of novel 
modes of transport, many of Thiinen's deductions need 
reconsideration. Since milk, butter, meat, live stock, green 
vegetables, etc., thanks to accelerated transport and the use 
of modern methods of preservation, can now be successfully 
conveyed to market from even enormous distances (Siberian 
butter, Argentine meat, Australian and Californian fruit, 
vegetables carried on special freight-trains from Hungary to 

Berlin I), these goods need no longer be produced, as when 
Thiinen wrote, in close proximity to the great city where they 
are consumed. Dairy-farming, therefore, which of old, when 
carried on for the urban market, had to be associated with 
suburban market-gardening, can now be conducted at a dis
tance from the tf?wn, in conjunction with pasturage-farming. 
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Notwithstanding all this, Thiinen's deductions are, funda
mentally, incontrovertible. The only one with regard to which 
I feel a doubt is that which relates to sylviculture. Yet Thiinen 
was right in giving forestry the striking place he did, in the 
second zone, though Goltz criticised him for this (in Schon
berg's Handbueh der politischen Oek01lOmU, vol. ii, part x). 
Wood is less easily transportable than grain. If it is not our 
practice to have a zone of sylviculture immediately surrounding 
the zone of most intensive culture, this is because we have, 
here, there, and everywhere, areas of cheap and poor land 
fitted only for afforestation. That is why timber is grown in 
regions remote from the theoretically appropriate area for 
sylviculture. The Alps, the Carpathians, the Bohemian Forest, 
etc., are our natural sources of supply. But since wood as fuel 
is being replaced more and more by coal and gas, the zone of 
building timber is to-day of more importance than the zone 
of wood for burning.-It is noteworthy that in latter-day 
Hungary, deprived of its Carpathian forests in 1918, timber is 
being grown in the midst of the com lands. 

y. Thiinen and the Present-day Theory of Localisation-. Sub
sequent economists have paid little heed to Thiinen's theory 
of loca1isation, and they have failed to elaborate a kindled 
theory as regards manufacturing industry. The present author, 
in his criticism of Marx, has done his best to show that in the 
methods of industrial production (whether large-scale or small
scale) large enterprises are no more than comparatively sound, 
and do not possess a rigidly mechanical superiority; and he 
has pointed out that, among the conditions which decide 
whether a luge enterprise or a small one will be more successful, 
the most influential one is the size of the nuirket. (See below, 
p. z28; also Der wah,e Staat, second edition, pp. 149 et seq.) 

Moreover, people are apt to forget that in economics the 
idea of localisation can never be a spatial or geographical one, 
When Thiinen speaks of "distance from the market", he is not 
thinking of such and such a number of miles, but of cost of 
transport. What does this mean, in the last analysis? Not, 
once more, the mere magnitude of expenditure expressed in 
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numerical terms. When we look at the matter from the outlook 
of organic economics, it means a particular kind of articulation 
of the particular economic enterprise into the aggregate 
structure of institutiOIljl, into the entirety of the branches of 
agricultural production. The aggregate is, overtly or latently, 
always presupposed; and the individual enterprise has its 
method of articulation into the whole, determined with refer
ence to all the other economic elements of that whole-be 
those elements cost of transport or what you will. 

If, then, the cost of transport merely supplies a pointer 
as to the way in which a particular agricultural enterprise in 
the "isolated State" has to be articulated into the aggregate 
structure of agriculture (rotation of crops, it may be, or the 
alternate system)-this does not imply the determination of a 
particular situation, a geographical localisation, but that of a 
qualitative relationship of articulation, which can decide the 
specific locale only in a secondary and derivative way.-That 
is why Alfred Weber's I clever attempt to ascertain by mathe
matical calculation where particular industries will be located, 
to decide this in terms of the "orientation of raw materials, 
of articles of consumption, and of labour" (under the guidance 
of his "ultimate factors of localisation", namely "cost of 
transport and cost of labour") was foredoomed to failure. 
Although mathematics is certainly applicable to such investi
gations, it can never have in them the unimpeachable validity 

m'lml 

that, for example, Newton's formula -- has in mechanics. If 
T' 

we conceive these "orientations" to be particular articulations 
of enterprises, we shall easily recognise that there are supple
mentary factors which cannot be ""Pressed in mathematical 
terms: for instance, personal relations with those who can 
supply capital, and with business colleagues (whose place of 
residence may often determine the localisation of an enterprise); 
also and especially the abundant but not numerically estimable 
"capital of higher grade", which distinguishes national areas 
one from another, and local areas as well. More than alI, how
ever, Alfred Weber and his followers and critics, who use this 
mathematical method, fail to understand that "cost" of trans
port, etc., is not a mere mechanical item, but is dependent upon 
the nature of the enterprise and upon the articulated structure 

I Alfred Weber, fib .. d", 81I11III"" rhr 1l1li.,,,; ... ,_ 
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of agriculture in general. (It was very different with Thiinen, 
for whom the aggregate articulations of agriculture were 
primary data.) Values, like goods, are always reciprocal. The 
orientation of labour and the orientation of consumption have, 
therefore, no "weights" of their own, for they only acquire 
them in their articulate relationship to the economy as a whole 
-while the articulate structure which makes such a rela
tionship possible evolves only through the establishment and 
localisation of enterprises. That is likewise the signifi!=8llce 
of the much-talked-of "historical development" and "historical 
determination" of localisation. These conceptions must be 
free from all elements which conlIict with a sound theory; for 
they must-to be acceptable-explain the purely conditional 
and nof mathematicaIIy calculable validity of the factors of 
localisation. The "historical development" of the localisations 
does not signify that there has been any sort of "forcing out 
by material orientation" or some such process; it signifies that 
localisation is not a preexistent datum, but has to develop 
-through incorporation into the extant articulate structure of 
industry, or through the further development of some existent 
articulate part of economic life. . 

All these considerations point to the same conclusion. 
There is no tenable theory of the "local determination" of 
enterprises, or of geographical localisation; the only possible 
theory is one of factors of interarticulation, which work them
selves out (indirectly) as localising factors. Consequently, 
a purely mathematical or mechanical treatment of the theory 
of localisation is out of the question. 

8. ThelJl)l of the Just Wage.1 Thiinen was so strongly convinced 
of the importance of his formula for the ideal wage, V a p, 
that he actuaIly wanted to have it engraved on his tombstone. 
Modem economists reject it foolishly, without understanding 
it. Knies has shown it to be mathematically unsound,' but 
has failed to recognise the kernel of truth it contains-the 

I Among modem British writers who lay stress on the idea of the Cljust 
price" and the "just wage" (the latter being only a particular case of the 
fonner), especial mention may be made of Arthur J. Penty.-Various writ
ings, and above aU the chapter on "The Just and Fixed Price" in TOfJJQrtb 
G ClrrUlian Sociology, George Allen &; Unwin. Ltd., London, ,1923.-
TRANsLATORS' Nou. ' KT«lit, seam.d half, viii. 6. 
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important truth overlooked by Ricardo, and only to-day 
gaining acceptance, that wages increase with the increasing 
productivity of labour (p). (See above, the criticism of the iron 
law of wages, and below, pp. 264 et seq.) 

On this depends the possibility of profit-sharing; and so does 
the whole development of the modem wage system, which 
-in various kinds of piece-work rates, premium-systems, etc.
has worked out ways of paying labour (individual workers) 
according to productivity. In all these methods, and also in 
the sliding scale of wages (wages rising or faIling as the price 
of the product rises or falls), the value p is a constituent. 

E. Thiinen's Method. Whereas the method of Quesnay, Smith, 
and Ricardo is entirely atomistic and mechanical, using the 
solitary Robinson Crusoe abstracted from society, on his 
island as chief illustration, and regarding value as the main 
economic enigma to be elucidated-Thunen's method, while 
no less abstract (thanks be! for what would become of science 
without abstraction), is a world away. Thiinen's zones portray 
the whole cosmos of types of agriculture, the multiformity and 
copiousness of the ways of turning the land to man's account, 
the organic interconnexions among the various economic pro
cedures. Boldly as he uses the tool of abstraction, he keeps his 
feet firmly planked on realities, and shows a truly Shake
spearean grouJl of the actual world. In him, the universalist 
spirit is at work. The theory of economic calculation (the mere 
theory of value) is disregarded; and the organised, articulated 
structure and functioning of economic life become 'the essential 
objects of study. 

In Thiinen's method we already find full allowance for the 
distinction on which so much stress has been laid in recent I 
years between conservative (static) and progressive (dynamic) 
economy. (Cf. Der ;soliert, Staat, second edition, ii/I, pp. 153 
et seq.) 
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Although in certain respects Thiinen is obviously dependent 
upon Smith, and especially so in the matter of the theory of 
value, it may be said that Thiinen could never have written as 
he did, had not Adam Miiller preceded him. His principal 
achievement, the theory of agriculture, is really nothing 
more than a further development of the basic ideas of 
Adam Miiller. (See above, pp. 165 et seq.)-Regarding 
Thiinen and the theory of marginal utility, see above, 
pp. 174 et seq. 

c. BRIEF. ExPLANATION OF THE LEADING SYSTEMS OF 

AGRICULTURE' 

For the full understanding of Thiinen, the following ex
planations will be helpful: 

I. The Three-Field System. This was in use from the ninth 
century to the nineteenth. The plough-lands are divided into 
thIee parts, and in rotation one of the parts is left fallow for 
a year, the second part is sown with com in the autumn, 
the third in the spring. Beside the ploughs, there are per
manent pastures and meadows.-The ImprO'Ded Three-Field 
System. To facilitate the keeping of more live stock, and the 
provision of a larger quantity of manure, the plough-lands 
are subdivided into six, nine, or more fields. One third of these 
are sown with com in autumn, another third in spring, and the 
remainder, instead of being left fallow, is wholly or partly 
put under forage crops. (This system is still in use on many 
peasant farms.) 

II. The Alternate System.- The land of a farm is kept , 
J Cf. von der Goltz, fCAckerbausysteme" J Hfl1IIlm6r1#lnu:1J tier SlIZIZlIfJ1U,f!ft
.. /ral ..... third edition. lena. 1909; An:boe. AJIg ........ IamlrDimchaltIicM 
Betri6JlieMtJ, sinh edition, Berlin. 1923 . 

• '!be Gennan WIll is Ft/dgrturllirtschaft. or KoppeltJJirtschal', The latter 
, il by the dietionaries incorrectly translated ~'rottltiOD of crops". This last, 

described under iii below. is c:aIled by the Germans F~elwi.tscJral', 
The .')'Stem we are now considering is a sort of half-way house between 
the _·field aystem and a fully de""loped rotation of the crops. '!be 
_·field system is obsolete in Britain. What in the text we ha ... called the 
al_ 1)'1""" i. procrioed 00 • good mooy British farms, but IhCR doea 
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alternately under pasture and under com, for several years in 
each case, and with a succession of different grain crops for 
the part under com. We must distinguish between two varie
ties. There is the "unregulated alternate system" (du wiltk 
Fe/dgTanoirtschaft), when part of the land is planted with 
cereals year after year so long as the yield is sufficient, and 
then it is put under grass, while a corresponding area of what 
has for some years been pasture is ploughed up again for the 
sowing of com .. (In former days this method was practised 
side by side with the three-field system.) There is also. the 
"regulated alternate system" (die geregelte Fe/dgTOSfIJirtschaft), 
in which on the part of the farm used for the time being as 
arable there is an orderly succession of crops---(:ereals, legu
mens, root-crops. This is a combination of rotation of crops 
with the alternate system.-A variety of the alternate system is 
"fallow culture" (EgartenwiTtschaft), practised to-day in the 
Alps and in the mountain regions of South Germany. Mter 
being planted for several years in succession with cereals, etc., 
the land is left to the growth of natural grass (Egartemdese = 
fallow pasture). 

III. Rotation of Crops. In this there is an orderly succession 
of grain crops, legumens, roots, fodder-as contrasted with 
the alternation of cereals and grass. For example, in the Hoben
beimer rotation we have: (1) fallow; (2) rape-seed; (3) autumn
sown cereal; (+) roots; (5) spring-sown cereal; (6) clover; 
(7) autumn-sown cereal. In this system, the various crops 
are to dovetail into one another, as far as possible, in their 
demand for nutrients. (The use of leguminous plants in 
increasing the nitrogenous content of the soil comes under 
consideration here.) Rotation of the crops was first practised 
in England early in the nineteenth century. It is a method 
of intensive culture, for it necessitates a high expenditure 
of capital and labour (frequent ploughing, the liberal use of 
manure, etc.). 

IV. Pasturage Farming. For this, most of the land is under 
grass, the agriculturist's main concern being to raise stock 
(for dairy-farming or for the meat market). This must always 

not seem to be any name for it in general use among British farmers. Fream 
writes (EkImsntJ of Agriadtlln, tenth edition, 1918, p. 379): "Grass land 
is either temporary or permanent. In the former case, often .pokeD of 88 
a t"temporary ley', seeds of grasses and cloven are sown, and after a period 
of variable length the land is ploughed up again. "-'l'lw<sIATOlIS' NOTB. 
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rank as a form of extensive culture. It predominates in the 
Alps and other mountainous regions, because the conditions of 
soil and climate favour it there i but also in fenlands, where 
the opportunities for marketing the stock are often deter
minative in the choice of this method, over and above pecu
liarities of the soil. In the Alps, dairy-farming is the usual 
form i in the German fenlands, on the other hand, stock is 
fattened for the market. 

V. Free Culture (freie Wirtschaft).· The distinction between 
this form of culture and rotation of crops is that in free culture 
there is no fixed succession, but the crop chosen for a particular 
piece of land is selected year by year in accordance with the 
dictates of local market conditions. It is the most intensive 
form of culture, and can be best carried out on farms of medium 
size made up of areas on which the soil varies considerably from 
one area to another. 

C. FRIEDRICH LIST 

Q. ECONOMICO-HISTORICAL RETROSPECT 

In Germany there had now for a considerable time been a 
cleavage, a con1lict, between the practical need for the pro
tection of developing large-scale industry, on the one hand, 
and the dominant free-trade theory, on the other. 

Since the days of the Federal Act, adopted at the Congress of 
Vienna on June 8, I8IS, the individual States of the Germanic 
Federation had inagurated a high-tariff policy. Inasmuch, how
ever, as these States were too small to provide adequate markets 
for large-scale industries, the protection furnished by their 
tariffs was inadequate to foster the growth of such industries. 
As early as 1816, indeed, Prussia had abolished many of her 
.internal tolls, thus creating at least a comparatively free home 
market; and in 1818 she had introduced a very moderate tariff 
upon imports, the rate being from 10 to IS per cent ad valorem. 
But the other States formed detached markets of their own, and 

It The tenn Ufree culture", a literal translation of the German /reie Wi,.,.. 
Klwft, is not acclimatised in England. Freie Wiruchaft was practised in 
Thilnen's innermost zone (see above, p. 173), for the adjacent urbap market. 
This is what we know as "market gardening".-TRANsLATORS' NOTB. 
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even in Austria the various crown lands were cut off one from 
another by customs barriers. As early as 1819, the manufac
turers of central and southern Germany had signed a famous 
petition, drafted by Friedrich List, asking for "the abolition of 
the internal customs dues of Germany", and for "the estab
lishment of a universal German customs system, based on the 
principle of retaliatory duties"~o that the signatories of this 
petition were still actuated by a free-trade spirit. Thus List 
was the spiritual father of the German Customs Union, which, 
despite Metternich's opposition, came into being in the year 
1833 under the auspices of the Prussian statesmen Motz and 
Eichhorn, and upon the basis of the Prussian customs sys
tem. Austria remained outside the new Customs Union. This 
was in essentials a preparation for the subsequent exclusion 
of Austria from the German realm [when the new German 
empire came into being in 1871], though Austria in the eighteen
thirties was still politically preponderant over Prussia; and it 
marked the birth of the Little-German idea which is still the 
scourge of the German people. 

At the time when the German Customs Union was founded, 
Adam Smith's doctrines held almost undisputed sway in the 
economic world, and therewith the free-trade theory was 
dominant among German men of science and civil servants. 
But the moderate tariff, averaging 10 per cent ad valorem, 
though introduced by the Customs Union in the belief that 
it would be a prelude to free trade, tended more and more to 
develop automatically into a typical protective tariff, the 
original values being insisted on for the purpose of estimating 
duties during a period when commodities were being con
siderably cheapened. Thus arithmetically the duties were still 
reckoned at 10 per cent ad valorem when they had really 
become much higher. The free-traders, however, strongly 
objected to this, and the gulf between theory and actuality 
continued.~o widen. Then Friedrich List stepped forward, 
and endeavoured to solve the contradiction by formulating 
a new theory of commercial policy. 
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h. EXPOSITION 

Friedrich List, the son of a master tanner, was born at 
Reutlingen in 1789. He won a higher position for himself by 
self-tuition, and in 1817 was appointed professor of economics 
and political science at the University of Tiibingen. He had 
already become convinced that the Continental System, as 
practised dUIing the Napoleonic wars, had been favoUIable 
to the growth of German industry, for it had protected Ger
many from the competition of the more highly developed 
large-scale industry of Great Britain. "The remarkable results", 
says List, "were then too recent and too obvious for me to 
be able to overlook them." In 1819, his advocacy of the aboli
tion of internal customs dues made him suspect to the Wiirtem
berg government, and he had to resign his professorship. 
Three years later, owing to his advocacy of a customs union 
and other needful reforms, he was sentenced to ten months' 
imprisonment in a fortress. Released before the term was up on 
giving a promise to emigrate, in 1825 he removed with his 
family to the United States. 

In that country, as List was quick to realise, there was an 
even sharper contrast between commercio-political practice 
and the theory of free trade. In 1827, he wrote two pamphleta 
in which he attempted to formulate the theory of a protective 
tariff. In 1832, an ardent patriot, he returned to Germany, 
where he worked indefatigably on behalf of the idea of a 
customs union, and also to promote railway development.· 
Most of the pioneer German railway lines (the Dresden
Leipzig Railway among them) were built at his instigation. 

Ere long recognition came to List, more especially thanks to 
Nebenius, the Badenese privy councillor-though his economic 
colleagues were slow to admit his merita (Hildebrand [1848] 
and subsequently Eugen Diihring being notable exceptions). 
His chief work, Dos nationale System tIer politischen OeJumomu 
(Stuttgart and Tiibingen, 1841), speedily ran through several 
editions. Nevertheless his financial position was embarrassed, 

I In thi. matter List comes into line with Joseph von Baader (brother of 
Fnnz von Baader), whom recent investigations have shown to have been 
one of the doughtiest champions of railway construction in Germany. 
See Sauter, 'Bam/en Schriftm lnn" G".usc/uifuphihnophUJ, Jena, '9ZS, 
pp. 851-870 and 9ZS et seq.; also "Jahrbucher fUr National6konomie und 
Statistiku

• vol. czxiv, 1926, pp. 61 et aeq'f Hi" wrgasma Kapil#. QUI d. 
G"dJidJ", d., Eis~ 
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and prematurely his. health became undermined. In 1846, 
he shot himself at Kufstein in Tyrol, whither he had gone for 
change of air. The List Society founded in 1925 is now engaged 
in publishing a collected edition of his works in eight volumes
a belated expression of gratitude on the part of the author's 
fatherland. A collection of the lesser writings, Kleiner. Schriften, 
edited by Lenz, appeared at Jena in 1926 in the "Herdfuimme" 
collection.-There have been two English translations of Das 
nationals System: one (American) in 1856, by G. A. Matile, 
with a preface by S. Colwell, and the other by Sampson S. 
Lloyd, The National System of Political Economy, with a 
memoir of the author, Longmans, London, 1885. 

List animadverts agairist Smith's and Ricardo's conception of 
economics, and does so for reasons that are akin to those 
voiced by Adam MiiI1er. Smith, said List, had been content 
to study exchange-value, and nothing but the exchange-value 
of concrete goods; and had regarded bodily labour as the 
exclusive force of production. This "theory of values" must be 
supplemented by a theory of the productive forces that lie 
behind values. "The prosperity of a nation is great, not in 
proportion to the accumulation of wealth, but in proportion 
to the development of the productive forces." If we speak of 
a "theory of values", we mean nothing more than a theory 
or the value and the price of products that are already finished; 
but if we speak of a "theory of productive forces" we mean, 
in addition, a knowledge of the conditions of the origination 
and reproduction of national wealth. For assuredly the causes 
of wealth must be something very different from wealth 
itself I 

According to List, productive forces are: the laws of a State, 
its public institutions, science and the arts, religion, morality, 
intelligence and culture, the maintenance of public order, the 
political power of the State, and (above all) the harmonious 
cooperation of agriculture, manufacturing industry, and 
commerce. Again: "The Christian religion, monogamy, ••• 
hereditability of the throne, the discovery of the alphabetic 
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method of writing, the invention of printing, the postal system, 
. . . and the introduction of improved means of transport, 
are bountiful sources of productive force. . •• In order to 
estimate the influence of freedom of conscience upon the 
productive forces, .•. we need merely tum from the history 
of England to the history of Spain. The publicity of legal 
proceedings, parliamentary legislation, . . • ensure for the 
citizens, and for the State authority as well, an aggregate of 
energy and force which they could hardly expect to obtain 
in any other way. It is difficult to conceive ..• of a law which 
can fail either to increase or to diminish the forces of 
production." , 

We learn from .these considerations, declares List, that the 
free-trade doctrine is untenable. It is not true, he says, that 
a nation, like the private trader, ought to buy in the cheapest 
market; it is not true that protective duties serve only to 
establish a monopoly for the benefit of industrialists at the 
cost of the nation. First of alI, and above all, it is not true, 
because the infant industries that are fostered by such protec
tion become interarticulated parts of the mutuality of economic 
life, and promote the fructification of energy throughout the 
whole of the body economic. How does this come to pass? 
Thus: the protective duty does not protect one or another 
large-scale enterprise in particular, but the entire aggregate 
of the national industry. 

This great idea of List's regarding the fruitfulness of mutuality 
may be clarified as follows. The coalmines will thrive best when 
the coal from them can be marketed to smelting works situated 
close at hand; the smelting works, when there are affiliated 
or adjacent rolling mills to use the pig iron; the rolling mills, 
again, when they are sure of finding a market near by in 
machine-making works, railways in course of construction, 
building industries, etc.; the machine-making works, when 
they can place the machines in easily accessible factories which 
have a use for them; the factories, when they have no difficulty 
in finding consumers for their products. The upshot is that 

• Dtu fIlItiOlllJk By.""', etc., '1141, p. 209; L1oyd'SII'B1I8JatioD, p. "39. 
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no one of these enterprises can get on without all the rest. 
Those who supply raw materials, need those who elaborate 
raw materials a stage; these latter need those who elaborate 
still farther; and so on. Similar relations exist among all the 
enterprises that elaborate raw materials. If, for example, the 
manufacture of artificial dyes is rendered possible by a pro
tective duty on foreign dyes, then (though the dyes will be 
dearer), the textile industries of the homeland will find a new 
market among the workers in the new chemical works. In 
this way, since the market has expanded, the burden .Qf the 
increased cost of the dyes can readily be borne by the textile 
industry, though perhaps at the cost of a slight increase in 
the price of textiles.-There is a like interdependence between 
agriculture and large-scale industry. Large-scale industry is a 
customer for agriculture, and is the better customer the nearer 
the seat of industry is. In this matter List comes to the same 
conclusion as Thiinen, that the productiveness of agriculture 
increases as the market draws nearer. A large-scale enterprise 
close at hand is the most natural patron of agriculture, and 
that is why industrialists are apt to regard a protective tariff 
for agriculture as superfluous. Agriculture and industry are by 
nature predestined to live "in perpetual peace" each with 
the other. (This is in sharp contrast with the Ricardian doc
trine, according to which the prosperity of industry and that 
of agriculture are mutually antagonistic.)-In like manner, 
according to List, there is an internal connexion between 
industry and transport. Through a well-developed transport 
system with an abundance of ramifications, the market is 
expanded, and this fosters the growth of large-scale 
industry. 

Secondly, the free-trade principle that we should buy in the 
cheapest market, is not applicable to the body economic as a 
whole. As soon as the forces of production have been developed 
by protection, the protected industries produce more cheaply 
instead of more expensively. "In course of time, the products 
of a nation capable of developing integral manufacturing 
energies can be made at home more cheaply than they can 
be imported from abroad." The loss of exchange-values, 
which the country suffers at the outset owing to the protective 
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tariff, is to be regarded as capital invested upon the education 
of industry. By transient sacrifices, the country is endowed 
with permanent productive forces. The- customs dues are 
payments made for educational purposes. 

"Should England at this juncture undertake to supply Germany 
with a sufficiency of manufactured goods free, gratis, and for 
nothing, it would be inadvisable to accept the boon. If, 
thanks to new inventions, the English should become able 
to manufacture linen 40 per cent cheaper than the Germans 
(keeping to the old methods) could make it, and if the new 
methods were able to give them only a few years' start of the 
Germans, unless a protective tariff were promptly imposed 
the most important and oldest branch of German manufacturing 
industry would perish-the result being much the same as if a 
limb had been lopped from the German nation. Would a man 
be consoled for the loss of an arm by the assurance that thereby 
he had been enabled to buy his shirts 40 per cent cheaper?" x 

Even for List, free trade, in so far as it can be accounted a 
means for educating the forces of the nation, remains an ulti
mate ideal. But before a free-trade system can work in a 
natural way, the backward nations must advance in industrial 
development until they stand on an equal footing with the 
most forward ones. (At that time, England was far ahead in 
the race.) Thus the nation, the national economy, steps in 
between the individual and mankind at large. The full develop
ment of the division of labour has ,to begin in the nation. "That 
nation will have the maximum productive power, and will 
consequently be the richest, which has developed to the utmost 
within its own area all the forces of manufacture in all their 
ramifications, and whose territory and agricultural production 
are big enough to provide its manufacturing population with 
the bulk of the necessary raw materials and means of 
subsistence. U 

1 DiU Mtionak S;yskm,etc., 18 .... 1, pp. 218-2.19; Lloyd's translation,pp. 146-
147· 

N 
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Thus, as an advocate of protection, List only accepts the 
theoretical kernel of the free-trade doctrine, for he considers 
free trade attainable solely as a sequel of a protectionist era, 
and only realisable between nations on the same economic 
level and therefore able to compete on equal terms. An [un
protected] agricultural State surrounded by highly developed 
industrial States cannot possibly establish thriving industrial 
enterprises. The industries of long standing have very great 
advantages as compared with the aspiring new ones: experi
enced entrepreneurs, customary markets, trained workers, an 
abundance of capital seeking investment, and an excellent 
transport system. On the other hand, it is unquestionably an 
error to suppose that only exceptional nations, such as the 
English and the French, are predestined to undergo far
reaching industrial expansion. Every nation becomes capable 
of this as soon as it has a sufficiency of surplus capital and 
surplus population. 

If only for the reason that the nations pass through various 
phases of economic evolution, and pass through them at 
different times, it seemed to List absurd to suppose that one 

. and the same commercio-political principle could be applicable 
at all times and to all peoples. In this way he happened upon 
the doctrine of "economic phases". 

List distinguishes five phases or stages of economic develop
ment: (I) that of hunting tribes; (2) that of pastoral cC?m
munities; (3) that of the agricultural commonwealth; (4) that 
of the agricultural and manufacturing State; (5) that of the 
agricultural and manufacturing and commercial State. The 
last is the ideal, for it is the perfected economic State, wherein 
"native manufactured products are exchanged for native 
agricultural products". In each successive phase a new com
mercial policy will be needed. Free trade is suitable for all 
the first three. In the two most primitive stages, and also in the 
purely agricultural State (where the population is too thin and 
where surplus capital is too scanty for any hopeful prospect 



POLITICAL ECONOMY IN GERMANY 195 

of large-scale industrial developments), free trade signifies 
the advantageous exchange of home products for foreign 
manufactured articles. But as soon as agriculture has produced 
the necessary surplus of capital and population, the former 
can be invested and the latter set to work upon the establish
ment of an industry or industries. When, at long last, after 
a lengthy period of protection, the stage of a perfected economic 
State has been reached, protective measures will have become 
superfluous and perhaps even injurious, seeing that foreign 
competition will now be desirable as a spur to further advance. 
Free trade is the final aim, being the most expedient economic 
policy in the last phase, just as in the early phases, of economic 
development.-List said that in his day Italy, Spain, Portugal, 
Turkey, and Russia were in the agricultural phase. Germany 
and North America were in the agricultural and manufacturing 
phase; evidence of this as far as Germany was concerned being 
given by the great subdivision of farming land and by extensive 
emigration. Great Britain was in the last phase; and so, to a 
considerable extent, was France. Germany could not pass into 
the last phase without an enlargement of territory, and for 
this reason List advocated (in addition to protection) the 
expansion of the Customs Union to the sea-coast in the south 
and the north; also the passing of Navigation Acts, and the 
growth of German naval power. But his political aims were 
wider eVen than this. He dreamed of a united German realm 
stretching from Dunkirk to Riga and from the North' Sea to the 
Adriatic. 

List's theory of population is interconnected with the fore
going theory of social evolution. He considers that each 
economic order has its own peculiar faculty for absorbing 
population, the so-called "capacity for population", this latter 
increasing as economic development progresses. Consequently, 
and because it seems to him that there are no visible limits to 
the technical advances possible in agriculture and industry, 
List rejects the Malthusian theory of overpopulation. He 
writes in his opus magnum: "If in any nation population 
outstrips the production of the necessaries of life, and if 
capital accumulates to such an extent that it can no longer 
find investment at home, ..• this merely shows that nature 
no longer wishes industry, civilisation, wealth, and power to 
redound to the exclusive advantage of anyone nation, or that 
a great part of the cultivable land in the world shall be 
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inhabited .by animals alone." I Elsewhere he writes: "In our 
days, a nation which does not grow must perish, seeing that 
all other nations are growing from day to day." • 

c. VALUATION OF LIST, EsPECIALLY AS CONCERNS THE 

THEORIES OF. FREE TRADE AND PROTECTION 

We are helped to an appraisement of List's teachings by 
drawing a contrast between free trade and protection. 

The free-trade ideal is Ii most alluring one; the ideal of an 
international division of labour, thanks to which commodities 
will always be produced where the conditions for their pro
duction are most favourable, so that they can be made as 
cheaply as possible. (This is the basis of Smith's advocacy of 
free trade. As to Ricardo's reasons for supporting it, see above, 
p. 140.) Here we have the principle of industrial freedom trans
lated into the domain of the worldwide economy. National 
and international freedom of industry and division of labour 
are to mean exactly the same! List adduced, in answer to this 
notion, the reciprocal determinism of the various branches 
of production; and he insisted that the different forces of 
production must be educated before the regime of free com
petition could begin.-Contemporary economic science con
tinues to swing like a pendulum between the two theories, and 
is wont to content itself With the hazy formula that the question 
of free trade versus protection cannot be decided in general 
terms, but must be independently argued in each particular 
case. From the "organic" standpoint there can be no . doubt 
that the theory of protection contains a much larger measure 
of truth. The theory of free trade is an arid and artificial 
cons~ction, which sets out from the standpoint that goods 
are to be looked upon as arithmetically calculable data (List 

• DtU natiOf'fQh System, etc., ]841, p. 197; Lloyd's tranalation, p. la9 • 
• K/ej"", Sehri/tm, edited by F, L~m, vol. i, '926, p. SU. 

i, 
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calls this the "theory of values ") instead of as entities which 
come into being through reciprocity alone.-Furthermore, 
the free-trade doctrine is only applicable if we envisage the 
world-market as "intercourse", as the place where numerous 
individual economic agents are gathered together. But if we 
recognise, as the champions of every organic doctrine recog
nise, that the national economics are specialised subordinate 
aggregates of the world economic aggregate, then we shall 
agree, as a matter of principle, in the suitability for each of a 
protective tariff tending to develop the whole. (In the present 
writer's view, for each of them this also functions as a com
prehensive "capital of higher grade" peculiar to each.-See 
below, p. 279.) 

I demur, in especial, to the free-traders' contention that when 
two nations exchange goods, both derive equal benefit from 
the exchange. The varying amount of capitalised energy 
with which the respective nations work will always produce a 
difference in the national benefit, for the one endowed with 
more capitalised energy will have a natural advantage. More
over, just as the commercial profit differs in the two cases, so 
there must be a difference as regards the dependence of the 
two nations each on the other. (Hildebrand.) 

Incorrect, on the other hand, is List's assumption that, after 
customs dues have exercised their educative influence for a 
sufficient period, the return to free trade will be a simple and 
easy matter. With a protective tariff or without, there is always 
a gradation of enterprises (graded in accordance with the vary
ing .effects of conditions peculiar to each), and when there is 
a protective tariff the less favourably placed of these enter
prises are only enabled to keep going under the regis of that 
tariff. Its suppression will inevitably be followed by their ruin .. 
That is why the transition from protection to free trade is 
always a very difficult matterl-But apart from this, there 
will often be a danger that unqualified freedom of trade will 
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expose even vigorous and thoroughly healthy large-scale 
enterprises to grave dangers. In the struggles of international 
competition, the industries that have the greatest command of 
capital and the 'most considerable natural advantages have a 
privileged position, and for this reason under free trade pro
ductive forces which in a particular country have been notably 
expandect at the cost of great sacrifices may be threatened with 
destruction by rivalry in a more advantageously situated land. 

The seamy side of protection is that, inasmuch as it is 
impossible for all branches of production in a country to have 
equal advantages in respect of plant, situation, climate, and 
available capital, under a protective tariff, it is easy for large 
quantities of capital and labour power to be sterilised more or 
less by being devoted to "forcing-house industries", at the 
expense of more genuinely profitable kinds of enterprise. 
Before the war, Lujo Brentano drew special attention to this 
danger. The criticism, however, relates to the degree of pro
tection, and to the success of this or that item in a tariff; 
it does not bear upon the general question of the soundness 
of protectionist doctrine, or refute the teaching of List. The 
two most notable constituents of that teaching are List's 
insistence upon the evolution of productive prices and their 
education under a protective system, and his stressing of 
mutuality as the fundamental determinant in such cases. These 
two leading thoughts become a permanent part of economic 
science in proportion as. that science frees itself from atomistic 
conceptions, looks behind the superficial data of the hour, 
reaches out in universalist fashion to the reciprocities and 
living interconnexions that underlie these data; in proportion 
as it effects a genuine advance from an atomistic theory of 
values to a universalist theory of functions or achievements. 
Post-war conditions, which have made protection against 
imports as a supplement to the ordinary tariffs an elementary 
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necessity for the weakened national economies, give the best 
possible proof of the soundness of List's doctrine. 

Before all, List is of outstanding importance thanks to his 
method. He was little concerned with systematised investiga
tion rigidly confined to the theoretic plane; but by none of his 
predecessors except Adam Muller had he been excelled or 
equalled in respect of a vivid way of contemplating economics 
historically. By making his views on the exchange of goods 
between the various national economics dependent on the state 
of economic development in each-the abundance of capital, 
the experience of entrepreneurs, the skill of workers, etc.
he advanced beyond the abstract, atomistic outlook of Smith 
and Ricardo. Methodologically, this procedure is rounded off 
by the introduction of the concept of the concrete cultural 
community, the idea ·of the nation-as contrasted with the 
idea of unrestricted, cosmopolitan, intercourse . between 
individuals. 

Hildebrand goes so far as to write: "List pricked the econo
mists of Germany on to historical study." The affiliations of 
the historical school to Miiller and List are likewise illustrated 
by the following remark of Knies: "The writings of Adam 
Millier and Friedrich List had an unmistakable influence even 
on those who repudiated their teachings .... We may be 
well aware that some of Miiller's conclusions were erroneous, 
and none the less be willing to follow him in the endeavour, 
. . . when we are making calculations about concrete material 
goods, ... to avoid ignoring moral and political needs." I 

In actual fact, List produced a very powerful impression by 
the abundant supply of historical proofs (although in this 
respect he is hardly to be compared with Adam Miiller). By 
instances drawn from the history of Italy, England, France, 
and other countries, he tried to show how the growth of 
industry had been promoted by mercantile protection; and by 
the examples of Amalfi, Genoa, Venice, Pisa, and the German 
Hansa towns, that they had decayed owing to the \ack of 

I !\nits. Di. ~oIitircM Oekonomi., etc., second edition, p. 311. 
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national unity and of the full development of their productive 
forces.-It would, however, be going too far to ascribe to 
List a historical methodology in the study of economics. He 
did not practise this in the strict sense of the term. 

The kinship between the views of List and those of Adam 
MUller is, however, impaired by the fact that List never 
completely departed from a liberal standpoint, never fully 
abandoned the doctrine of, natural right, and had to the last 
an inclination towards centralist views. Nor did he adopt the 
philosophy of German idealism. His idea that what matters is, 
not exchange-values alone, but also (and more) the spiritual 
and moral forces that determine the processes of value, and 
furthermore the organic composition of the aggregate and the 
relations of the parts to the whole----all this is the, greatlyelabo
rated, thought of Adam MUller. In the latter's writings, too, 
we find passages closely resembling List's formulations. For 
instance, in the Versuche einer neuen Theori. des Celdes (Lieser's 
edition, p. 2) we read: "State property does not by any means 
consist exclusively of the returns from the land owned by the 
State, etc., or of the capitalised value of such incomes. All the 
defensive powers of human beings and of the land; armies, 
fortresses, weapons, the administrative art of the civilian State 
in its entirety; even the constitution, the laws, and the national 
memories-are constituents of State property." List would 
have said that these same things are parts of the forces of 
production. List and MUller were not merely at one in the use 
of such ideas to confute Smith, for they used them also con
structively in the formulation of their own doctrines. All that 
List did (apart from his deductions concerning the theory of 
foreign trade) was to carry out MUlier's leading notion in fuller 
detail, especially by showing how the various branches of 
industry were interconnected in a way which determined 
and intensified production, and further by demonstrating the 
links between agriculture and industry; these being matters in 
which the general theoretical connexion had already been 
pointed out by Ad8ll\ MUller. No doubt in Millier's writings 
the whole train of thought is directed towards a strictly organic 
(universalist) conception of the State, whereas in List we 
often note an inclination towards a liberating application of 
universalism. Certainly, too, we find that MUlier is always 
aiming at the establishment of corporative relations, based on 
personal elements, and giving a privileged position to the 
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landed gentry; whilst List is always working for the develop
ment of a modem monetary economy and of large-scale 
industry, of a system in which no preference would be given 
to the landowners, whose interests in existing circumstsnces 
would, he considered, be safeguarded by the establishment of 
large-scale industry as an adjacent market for agricultural 
produce. But the two economists are at one again in the stress 
they lay upon the principle of duration. 

Although- nowadays the cIose connexion between List and 
Muller is usually overlooked, shortly after their own time, 
when their influence was still strong, it was generally recog
nised. Thus Hildebrand wrote (NationaliiklJtW71lie der Gegenwart 
und Zukunft, 1848, p. 69): "List has been compared to 
Burke, and has even been termed the Luther of the economic 
world; on the other hand, some have described him as an 
ignoramus and a charlatan, asserting that what few good things 
there are in his writings were pilfered from Muller, and have 
been garbled in the reproduction." The detailed account (not 
wholly accurate) which Hildebrand (op. cit., pp. 59-62) gives 
of the relation between List and Muller, confirms me in my 
opinion.-Finally, List knew MUlier personally in Vienna, 
and must therefore have been acquainted with MUlier's writings. 
-As regards the affiliation of List to Franz von Baader, cf. 
Sauter, Baader. SeMiften ZUT Gesellschaftsphilosophie, Jena, , 
1925,PP·816-833· 

Not wholly correct is the general opinion that List's teaching 
amounts to nothing more than a neomercantilism. Agreed that 
there is an inner kinship between List and the mercantilists; 
but the doctrine of the productive forces and of the reciprocal 
interaction between all the branches of economic life is some
thing very different from a mere refurbishing of the mercantile 
theory of customs duties. Whereas the latter aims at promoting 
the import of money, at establishing a favourable balance of 
trade, and at getting rid of a natural economy, List's theories 
are based on the principle of industrial mutuality _ and the 
promotion of industry by education. Again, whilst for List, free 
trade was the ultimate goal, and protective tariffs were only 
means to that end, the mercantilists knew nothing of such a 
distinction. 

Regarding List's influence on Bernhardi, see immediately 
below; regarding his influence upon Carey, see below p. 205; 
and regarding his criticism of Malthus, see above, p. 128. 
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D. GERMANo-RuSSIAN ECONOMISTS 

It is desirable here to make a brief reference to the so-caIled 
"Germano-Russian Schoo!." This name is applied by Roscher 
to a group of early nineteenth-century economists, who do 
not really form a unified schoo!. The chief representatives of 
this trend are Storch, Kankrin, and Bemhardil (1802-1885). 
The last-named was the most notable of the three, and his 
chief published work, Versuch einer Kritik tIer GribuJe, welche 
fUr grossos und kleines Grrmdeigentum angt/iihrt werden (St. 
Petersburg, 1849), is the most notable product of the group.-

The name of the book nothwithstanding, the main content 
of the Versuch is a general critique of economic dogma. 
Bemhardi attacks the theories of Smith and Ricardo, and runs 
atilt against their individualism. He contraposes to this (§ 5 
et passim) a universalism of a somewhat confused character, 
for a genuine universalism does not consist in a sacrifice of 
the individual to the aggregate, but in a proper, that is to say 
an articulated, construction of the aggregate. He objects to 
the preference for large-scale landed proprietorship shown 
by the classical economists. Since large-scale, medium-scale, 
and small-scale landed proprietorship have their respective 
advantages, not one of these forms should receive an absolute 
preference, but all should as far as possible be supported and 
maintained to a suitable extent.-Bemhardi, whose mother 
was a sister of Ludwig Tieck, held views akin to those of the 
German idealists, and had unquestionable affiliations to Adam 
Miiller (anti-individualist standpoint, conception of duration), 
List (duties on grain, but Bemhardi did not favour a tariff on 
manufactured articles), and the earlier historical school (a juster 
distribution of income through economic ties). 

I Felix Theodor Bemhardi, the diplomatist and economist, must not be 
confused with his son, General Friedrich von Bernhardi (b. 1849), whose 
work Gernumy anti the Next War, published in 1913, attracted so much 
attention in England.-TRANsLATORS' NOTE. 

, Concerning Bemhardi, see K, Diehl, in the preface to dte reissue of 
the Versuch, LeipziS. 



CHAPTER NINE 

CAREY'S OPTIMISM AND ITS COUNTERPARTS 

ON THE CONTINENT OF EUROPE 

I. CAREY'S TEACHINGS 

NORTH AMERICA'S main contribution to economics is to be 
found in the system of Henry Charles Carey. 

Carey (1793-1879) was the son of an Irish immigrant, Matthew 
Carey, who in his transatlantic home attained note as a pub
lisher. H. C. Carey's chief works were the Principles of Political 
Ec01lO11lY, three voIs., 1837-1840 (when he penned this, he was 
still a free-trader), and Principles of Social Science, three vols., 
1858-1859}· 

His doctrine was permeated with the notion of harmony and 
the feeling of optimism. The authorised German translation of 
the Social Science bears as motto Kepler's dictum: "The 
world-edifice is a harmonious whole". 

Carey, like List, regards national wealth as consisting of the 
sum of all utilities-contl'aSted with the sum of all exchange
values. Utility is man's power over nature; value is nature's 
power over man, that is to say "the measure of the resistance to 
be overcome in obtaining things required for use". Value is, 
therefore, tantamount to the cost of reproduction. Man's 
power over nature is continually increasing; nature's resistance 
is decreasing. Hence, while wealth increases, values fall. Land 
has no special position among the means of production, for 
land, economically considered, is only a tool fashioned by 
human hands. Just as a steam-engine is Inade out of iron by 
labour, so the soil is transmuted into a means of production, is 
made cultivable. Since from this standpoint land is seen to be 
no more than one "artificially Inade" instrument among r;nany, 
landownership is merely the ownership of capital; is only the 
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possession of a particular kind of labour stored up in the soil. 
Landrent, therefore, is not as Ricardo declared, a plum falling 
from heaven into the landowner's mouth, but interest on 
capital. Agricultural production, consequently, is subject to the 
law that is valid throughout the domain of economics-the 
law that the usefulness of labour continually increases, while 
the exchange-v~ues of products continually fall. 

Carey attacks Malthus and Ricardo. It is not true, he declares, 
that owing to the increase of population man is forced to bring 
under cultivation land of steadily worsening quality, so that 
new and ever new landrents are originated. Observation of the 
actual process of cultivation proves the opposite. The first land 
to be tilled is not the best, but the worst; just as, in the case of 
the other means of production, men began with the use of the 
most inadequate. The stone axe was made long before the iron 
one. To begin with, people cultivate land at a considerable 
altitude, land that is dry and that has a light soil; the lower 
slopes of the mountains from which the water runs off of itself. 
Not until later do they see what they can make of the low-lying 
and marshy, though more fertile, regions, prone to inundation, 
and afflicted with an unhealthy climate. The history of the 
settling of new land, from Egypt to America, shows this clearly. 

Thus Carey finds it possible to escape from the pessimism 
inherent in the earlier view of the evolution of the individualist 
economic order and to substantiate an optimistic outlook. The 
trend of development, he thinks, is towards an increasingly 
favourable distribution of the aggregate product. Since, as 
previously explained, the power of man over nature is growing, 
the importance of the labour factor must increase. 

He arrives at the following law of distribution. In cOUrse of 
time, the interest of capital and the rent of land must fall lower 
and lower, while the part of the net product that accrues to 
labour will continually increase. In other words, Iandrent and 
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the rent payable to other kinds of capital will decline owing to 
a steady diminution in the cost of the produce of the soil. 
Nevertheless, the capitalist class will continue to play its part 
in promoting the course of economic development. The share 
of interest will be smaller, but the absolute . amount will 
increase, because of the great increase in productivity. Thus 
there will be a beautifully harmonious interadaptation of the 
various social interests. 

This harmony is consolidated by "the law of the relative 
increase in the numbers of mankind, and in the supply of food 
and other commodities required for their support". Malthus 
was wrong in assuming the reproductive function to be a con
stant quantity. In actual fact, "fecundity is in the inverse ratio 
of organisation", and the "cerebral and generative powers of 
man mature together".' Thanks to the increasing fruitfulness 
of capital, the means of subsistence increase faster than popu
lation. (For a fuller discussion of this question, see above, 

p. 129·) 
Oncken has not inaptly termed Carey "a List of the agrarian 

world", for, whilst the two men have kindred notions as to the 
nature of wealth, Carey gives the first place among the branches 
of production to agriculture, and holds that it is agriculture 
which needs protection by an inIport tariff. A steady and equable 
advance of all classes can, in his opinion, only be secured by 
ultimately returning to the soil all the mineral constituents 
that are taken from it in the crops, for in default of this it will 
in the end become hopelessly inIpoverished. He writes (echoing 
Liebig): "It is singular that modem political economy should 
have so entirely overlooked the fact that man is a mere borrower 
from the earth, and that when he does not pay his debts, she 
acts as do all other creditors, and expels him from his holding." 
This retum of mineral constituents to the soil can only be 
effected when producer and consumer live close togethen, when 

I Primipla qJ Social SeierIe_, vol. iii, p. il:. 
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agriculture and manufacturing industry are carried on side 
by side. That implies, moreover, the "decentra1isation of 
production", which at the same time reduces the intervention 
of middlemen in trade. 

From this follows, according to Carey, the need for "a pro
tective system as understood by Colbert"; and also the existence 
of a community of interests between landowners and manual 
workers, seeing that both land and labour command higher 
prices under a protective system; but it likewise follows that 
the interest of the trading class is divergent from that of the 
agriculturists and the workers. In other respects, Carey is 
strongly in favour of a system of natural freedom, is a supporter 
of laissez-faire.-He elaborated his own theories of money and 
credit. 

2. VALUATION OF CAREY 

Carey's teaching displays numerous flashes of insight, but 
lacks systematic elaboration. His optimism was accordant with 
the conditions prevailing at that date in a progressive country 
richly endowed with natural resources, but it cannot be re
garded as proof at all points against criticism. One of his basic 
ideas, that land is on all fours with every other kind of capital 
and is therefore increasingly fruitful, cannot be fully sustained. 
The other, that the power of man over nature is continually 
increasing, is sound as far as it goes; but it Underestimates the 
antagonistic influences inherent in the diminishing returns 
from land, in the increase of population, and in the unhappy 
consequences of the imperfect organisation of economic life 
(crises, proletarianisation). Hence there is inadequate justifica
tion for his generalising trend towards optimism and a faith in 
social harmony. In my opinion, the most effective refutation of 
Carey is to be drawn from Thiinen's ,zonal theory. Anyone 
who intelligently applies what was said in previous pages anent 
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that theory, will be able to distinguish easily between the grain 
and the chaff in Carey. That Carey should think of the "rela
tive utility of economic systems", rather than of equable 
intensification, speaks volumes. 

As to details, the following remarks may be made. Since all 
economic goods are but transformed natural materials, it is 
doubtless time that this applies as regards the land, no less than 
elsewhere. Carey insists on the point, following Liebig. But for 
practical purposes the multipliability of the soil is much less 
considerable than that of the majority of movable means of 
production, and is of a very different kind. (See above, pp. 122 
et seq., concerning the law of diminishing returns from land.) 
Inasmuch as, concurrently with the increase of population, it 
of tens becomes necessary to have recourse to more costly 
methods of agricultural production (whether because less 
fertile land has to be brought under cultivation, or because 
additional capital has to be less fruitfully utilised on land 
already cultivated), land occupies a peculiar position as com
pared with mobile capital. The law of diminishing returns 
applies more comprehensively to land than to mobile means of 
production. Carey makes much play with the notion that 
technical advances in agriculture suffice to compensate, and 
more, the working of the law of diminishing returns. (See 
above, p. 129.) But this is only true in certain labile historical 
periods, when great leaps to new systems are being made. 
(Consider Thiinen's zones!) Besides, the over-compensation 
referred to by Carey is soon outweighed, in its tum, by the 
increase of population. We may agree that there are sound 
elements in Carey's account of the historical development of 
agriculture. But this has little bearing on the theory of rent. 
Even when we look at the matter historically, we find that the 
land under cultivation at any particular time is always the best 
land available; and for that reason, in the extant technical 
conditions, recourse to technically less favourable land is 
continually becoming necessary. If we want to criticise the 
Ricardian theory of landrent to good effect, we must seek 
other grounds than Carey's. (See above, p. 143.) 

For the rest, however, Carey tried to look at economics, I\ot in 
abstract isolation, but as a living social reality. For this reason 
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his doctrine, in contrast with Ricardo's atomistic constructions, 
has a bountifulness, a vigour, and an organic coherence, which 
make it akin to that of Adam Miiller and List. Carey, indeed, 
often refers to List, and also to Thiinen and Liebig. But he 
fails, just as Diihring fails, to solve the contradiction between 
economico-political individualism and the universalist idea of 
protection. 

As concerns Carey's arguments against Malthus, which are 
chiefly based upon the effect of advances in the technique of 
agriculture, see above, pp. 129 et seq. 

3. COUNTERPARTS ON THE CONTINENT OF EUROPE 

Carey's doctrine was adopted in Germany-with important 
modifications, especially in the matter of practical application 
to social reform-by Eugen Diihring (1833-1921), an 
unattached scientist who, one-sided though he was, attained 
considerable note as mathematician, physicist, philosopher, 
and political economist. 

Diihring's economic works are: Careys Umwiilzung der Sozial
wissenschaft und Volkswirtschaftslehre, Munich, 1865; Kritische 
Grundlegungder Volkswirtschaftslehre, 1866; Kursusder National
und So .• ialokonomie, Berlin, 1873, fourth edition, edited by 
Ulrich Diihring, Leipzig, 1925. Diihring must be thanked for 
certain important services. He was the first to appreciate List 
duly, and was also first in the field as critic of Marxism. He had 
considerable originality; displayed keen insight; and was a 
man of pure and incorruptible aspirations who had to suffer 
much injustice at the hands of academic critics. Nevertheless, 
we cannot accept him at his own valuation as a pioneer. He was 
but a caricature of Schopenhauer. That philosopher's pungent 
censure often degenerated in Dlihring into embittered railing; 
and Schopenhauer's genius found a counterpart in Diihring 
only as talent, many-sided, indeed, but inharmonious, and 
fatally infected by the positivism of his day. 



CAREY'S OPTIMISM, ITS COUNTERPARTS 209 

In France, Frederic Bastiat (1801-185°) represented the same 
thought-trend as Carey, and influenced a wider public than 
Diihring was able to do. His chief work, Les harmonies econo
miques, 185°, was left unfinished at his death. 

Diihring and others have accused Bastiat of plagiarising from 
Carey. The opinion is now widely diffused, and there is a core 
of truth in it. (For the other side of the case, see Gide and Rist, 
Histoire des doctrines economiques, Paris, 1908.) 

Bastiat's teaching, eloquently phrased, exerted much polit
ical influence in Germany as well as France. In Germany, 
where in the meanwhile protectionism had become dominant, 
it gave impetus to the free-trade reaction. Under the leadership 
of Prince-Smith, the German translator of Bastiat, O. Michaelis, 
J. Faucher, Leon Faucher, Michel Chevalier, and others, 
there originated from 1846 onwards in France and Germany a 
powerful free-trade party, which had some striking successes 
in the campaign against protection (the Franco-British com
mercial treaty of 186o). There were some other economists 
who followed in the footsteps of Bastiat and Carey, but held 
aloof from the free-trade party. Max Wirth (1822-19°0) was 
one of these. 

To the same trend as that which found expression in the 
German romanticist movement belong two famous English
men, Thomas Carlyle and John Ruskin. Carlyle (1795-1881; 
Sartor Resartus, 1835; etc.) was, as a social reformer, a vigorous 
opponent of the individualism of the British school. Ruskin 
(1819-1900; Unto this Last, 1862; etc.) championed a moralist 
conception of economics, advocated an ennoblement of the 
conduct of life, and promoted a return to the artistic handi
crafts as against machine production. 

o 



CHAPTER TEN 

A SHORT ACCOUNT OF THE EVOLUTION 

OF SOCIALISM 

THIS section has perforce been extremely condensed. For 
its better understanding, the student should, before begin
ning it, reread the account of Ricardo (pp. 134 et seq.), and 
the fourth chapter, "Individualism versus Universalism", 
pp. S9 et seq. References to the literature of socialism 
will be found below, under Marx, and elsewhere throughout 
the chapter.' 

A. THE CONCEPT OF SOCIALISM 

The power to distinguish good 
from ill, 

And joy on earth where sadness 
lingers stiU, 

Give thou to those who aeek thee 
with good willi 

EICHENDORFP 

The history of socialism lies beyond the scope of this book. A 
cursory glance at its origins and connexions must suffice. 
Socialism is not, properly speaking, a theory of the economic 
process. It is, rather, a moral concept, a demand that economic 
life should have a particular trend. Only for that reason have 
socialists any use for economic doctrines-usually those of 
other theoreticiai"is, their own contributions to economic theory 
consisting almost exclusively of criticism of the existing order. 
In Somalismus tmd sanaa Bewegung im neunzelmtm JahTlnm

I On the general topic of the evolution of socialilm, the moat valuable 
WOIk now awilable in English i. Harry W. Laidler', A History of StJ<ia/U1 
Though,. Crowell, New York, 1937. Constable, London, 19Z7.-TRANa
LATOJW' NoTB. 
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dert, eighth edition, 1919, p. 25,' Sombart quotes a motto of 
Weitling's which might well be that of socialist literature in 
general: "We wish to be free as birds on the wing; to make our 
way thxough life as they through the air, untrammelled, cheer
ful, and harmonious." The basic idea of socialism is that of 
making all men happy. But the essential thing, according to 
the soCialists, is that this universal happiness can only be estab
lished thxough the economic process. The primary needs are 
community of property and equality of incomes. Private 
ownership (of the means of production) must be done away 
with; the right of inheritance and the right to receive an income 
without working for it must be abolished (no more landrent 
and no more interest on capital); and in this "'lay the "right to 
the full product of labour" will be established. An associated 
demand is that of the right to existence-to existence on the 
same terms for all. 

Can socialism be regarded as a purely universalist system? 
No, it cannot. The abolition of private property and the modi
fication of economic life on collectivist lines are, in a sense, 
universalistic; but the insistence upon the "right to the whole 
product of labour", taking the name of universalism in vain, is 
in truth wholly individualistic. The idea that every one is to 
have and to enjoy the fruit of his labour for himself alone, is 
individualistically conceived and presupposes an economic 
process so ordered as to render this possible. It involves the 
individualistic notion of economic activities that are detached, 
isolated, self-governing. The "right to equality". on the other 
hand, is a hybrid notion (pure individualists would demand 
arbitrary inequality; pure universalists, graduated inequality). 

I There have been two English translations of this book. both entitled 
Socialism and the Social Mowment i" the Nimteenth Centuty: one from 
the first edition, by A. P. Atterbury, Putnam, New York, 1898; the other 
from the sixth edition, by M. Epstein, Dent, London, 1909. (See also below, 
pp. 219; 035, and O .... )-'TRANsLATO .. • NOTB. 



212 TYPES OF ECONOMIC THEORY 

Demands for democracy and liberty are, once more, wholly 
individualistic. In general, socialism discloses itself as an 
unorganic hybrid form in which individualistic and univers
alistic ways of thinking are commingled. (See below, p. 23 I.) 
-Socialism can, however, also be regarded as existing in 
various grades. Land reform (see below, p. 237) and social 
reform might be termed lower grades of socialism, inasmuch 
as they both aim in one way or another at the organisation of 
economic life. 

B. SOCIALISM IN THE CLASSICAL WORLD 

Ancient socialism is not, as people are apt to declare to-day, 
fundamentally different from modern. In antiquity there 
already existed genuine capitalism, a social problem of the 
same character as the one we now have to solve, and a socialist 
theory closely resembling our own.' Even bolshevism had ita 
counterpart in those days. Ancient socialism came to its climax 
in the utopias of Euhemerus (:flourished about 300 B.C.) and 
Iambulus (Hellenistic period). The latter is extraordinarily 
"modem". I need not go into details.> It will be well, however, 
to allude to the converse error of supposing that Plato, in his 
Republic,3 was advocating socialism in the latter-day sense of 
the term. This "republic" was not properly speaking social
istic, for it was not democratic but authoritative, its rulers or 
"guardians" being the best and the wisest. The "best" decide, 
not the "will of the masses"; and there is no question of equality. 

C. THE CHIEF ExPONENTS OF SOCIALISM BEFORE RODBERTUS4 

In modem times, socialist movements have become more and 
more active in proportion as the individualist economic order 
I Cf. POhlmann. Gathichte tier ,osicJ. Frog. umJ da SOJfialimrw in d~ 
antiJcm Welt, two vols., third edition, Beck, Munich. 1925. See especially 
vol. ii, p. 410; vol. i, pp. 4Zs'etleq. a For these, see P6hhnann . 

• Engliah translations by Jowett, by Davies ODd Vaughan, and by H. S.,.... 
(in Everyman'. Library) • 

• Cf. Lorenz von Stein. G.,chithte der ,ozial". B~ i" FrtmltreU:Ja 
1M auf tnUere Tag., three vols., Leipzig, 11148, new edition. Munich, 1~lt 
S .. below, p, "'17. 
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has become established. Modem economico-scientific socialism 
first appeared in the days of the great French revolution, when 
the fourth estate began to voice its demands persistently. But 
even before the revolution, modem socialism had had its 
exponents. The socialist theoreticians Morelly (flourished in 
the middle of the eighteenth century) and Mably (1709-178S) 
had advocated the communistic equality of all; and Rousseau 
(1712-1778), as we have already leamed, taught that all had 
been equal in the state of nature to which he recommended a 
return. During the revolution, communist aspirations found 
practical expression under the leadership of Fran~ois· Noel 
("Gracchus") Babeuf (1764-1797), who aimed at the abolition 
of private property and the establishment of a community of 
goods. The "conspiracy of the equals" was, however, betrayed 
to the Directory, and the contemplated insurrection missed fire. 
When Babeuf and his friend Darthtl were sentenced to the 
guillotine, they stabbed one another.' 

As a critic of the extant social order, Bernard de Mandeville 
(1670-1733) may, in a sense, be considered a forerunner of the 
socialism of the Enlightenment. In his Fable of the Bees, or 
Private Vices Puhlic Benefits,' starting froni Hobbes' view that 
morality was based on self-interest, Mandeville inferred that 
vice was necessary to the prosperity of the commonwealth, and 
that the pinch of hunger for some redounded to the advantage 
of the whole. He maintained, further, that the interests of the 
individual and those of the community were incompatible, and 
therefore urged that wages should be kept down; There is no 
folly too extreme to find a place in the history of the social 
sciences I 

The first socialist systematist of note was Count Henri de 
Saint-Simon (1760-1825; Nouveau christitmisme, 1825; trans
lation by the Rev. J. E. Smith, London, 1834; Oeuvres chomes, 
three vols., Brussels, 1859). He was the first to insist that there 

r See Philippe Buonarroti, Cotupirati01l pour l'egalil.l tIit.e tU Babeuf. two 
vols., Brussels, 1928; J. Bronterre O'Brien, BwmtlT7oti's History 0/ BaheuJ'. 
Conspiracy, London, .836; E. Belfort Box, Th<! Last Episode of "'" French 
Revolution, London, IQII.-TRANSLATORS' NOTE. 

I Tbefirstdraftappearedin I?OSU The Grumbling HitJe, or Knaves Turrud 
Honut. As the Fabk, it appeared anonymously in 1714, and with the author's 
name in 17z3. It was primarily written as a political satire on the state of 
England in 1705. when the Tories were accusing Marlborough and the 
ministry of advocating the French war for personal reasons.-TRANSLATORS' 
NOT!!. 
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is an intrinsic opposition between capital and labour. He had a 
number of enthusiastic disciples, who developed the socialist 
aspects of his teaching. The most important among these 
disciples were Enfantin (1796-1864) and Bazard (1791-1832). 
The latter formulated Saint-Simon's leading thought in the 
following terms: "To every one according to his capacity, and 
to every capacity according to its achievement." (The right to 
the whole product of labour.) 

Charles Fourier (1772-1837), when working as a clerk at 
Marseilles in 1799, was told by his chief to arrange for the 
sinking of a ship-load of rice in the harbour, in order to keep 
up prices. This incident made a powerful impression on his 
mind. Like so many of the champions of the Enlightenment, he 
assumed that perfe~ harmony exists in nature and society. This 
latter is to be organised-without compUlsion-in cooperative 
groups of moderate size, numbering from 500 to 2,000 persons 
each, caIled "phalanxes". His principle was, "Les attractions 
90nt proportionelles aux destinc!es".What this means is that, 
for each kind of labour, persons must be found who are designed 
for it, are competent to perform it, and are willing to undertake 
it. Work must be a pleasure. As to the distribution of the 
product, according to Fourier, a just allotment would be: to 
labour, five-twelfths; to talent, four-twelfths; and to capital, 
three-twelfths.-Fourier's most notable disciple was Victor 
Considerant (1808-1893); 

Robert Owen (1771-1858) likewise expected to realise his 
socialist schemes through the establishment of smaIl coopera
tive commonwealths. (A New View of Society, 1813.) For him, 
as for Rousseau, human character was the outcome of education 
and econamic position. It followed that the governments, by 
judicious modifications of social circumstances, could make 
human beings perfectly happy, and could supply a superfluity 
of goods. Production should be organised on the basis of 
productive cooperatives.-Owen did yeoman '9 service by the 
transformation he effected in the working and living conditions 
of the operatives and their families at the cotton mill of New 
Lanark, where he was superintendent, and also by his 
promulgation of the idea of voluntary cooperatives, both for 
production and consumption .• -One of the best-known of 
his followers was William Thompson (1785-1833), An Inquiry 
• Li_ of Robert O ... n. by Joseph McCabe, 1900, Frank PocImon>, 1903. 
G. D. H. Col., I90S.-'l'IwIsLATOSS' NOTB. 
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into the Principus of the Distribution of Wealth most condueiv. to 
Human Happiness (1824). The producer was to receive the 
whole product of his labour. Thompson clearly fore
shadowed the notion of surplus value. (See below, under 
Marx, p. 220.) 

The Genevese Simonde de Sismondi (1773-1842; Nouveau 
prineipes d'uonomie politique, Paris, 1819; English translation, 
Political Economy, ond the Philosophy of Government, London, 
1847) must be numbered among the critics of individualist 
economics, rather than among the socialists proper. He 
adopted the system of Adam Smith, but was greatly 
influenced by German romanticism as well as by British 
utilitarianism, and this has an important bearing on the 
German origin of modern social reform. Sismondi demands 
systematic State action for the protection of the poor, but 
without collectivisation of production. ("System of regulative 
State intervention.") 

Louis Blanc (1813-1882; Organisation du travail, 1839; 
English translation, Th. Organisation of Labour, London, 1848) 
did not advocate a social revolution, but a gradual development 
of the extant social order into the new one, by the establishment 
of workers' associations for cooperative production. Like 
Marx subsequently, he considered history to be a succession 
of class struggles. He founded a labour party, and in 1848 
was a member of the provisional government, but was 
unable to carry his plans into effect, and had to take 
refuge in Belgium during the autumn of 1848. He was 
one of the few socialists who have accepted the Malthusian 
theory of population. 

Pierre Joseph Proudhon was born in 1809 and died in 1865. 
His principal writings were: SysthM des contradictions uonom
iques 011 philosophie de lo miser., 1846 (this was the book 
against which Karl Marx polemised in his La miser. d.lo philo
sophi., 1847); and Qu'.st-c. qm la propriete? 1840 (English 
translation by B.R. Tucker, What is Property?, two vols., 1898-
1902). In this earlier work, to his own question, "What is 
property I" Proudhon had answered, "Property is theft I" 
Proudhon considers that the root of all economic evil is to be 
found in the interest upon capital, and, more generally, in rent 
and money of every kind. Proudhon recommended as a remedy 
the establishment of a bank of exchange, which was to buy 
from every producer the goods he had made, giving him as 
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payment a note proportional to the amount of labour that had 
been expended; and the bank was to give credit without 
charging for the ~ccommodation. If there were such a bank, 
no one would borrow from the capitalists money for which 
interest would have to be paid, and the only thing left for the 
capitalists to do would be to set to work themselves. Free com
petition was to continue. In that matter, Proudhon aimed at a 
unification of liberalism and collectivism, and differed from all 
other socialists. 

In Germany it was at one time usual to class amOllg the 
socialists the philosopher Johann Gottlieb Fichte (1762-1814; 
Der geschlossene Handelsstaat, 1800; System der Rechtslelrre, 
181Z), whom we have to thank for the refutation of the doctrine 
of natural right (Grundlage des Naturrechts, 1796) and for the 
formulation of a consistentlv universalist idea of the State. 
But Fichte was not a socialist. He defined property, not as a 
right to things, but as an exclusive right to a particular activity. 
In Der geschlossene Handelsstaat, he was pioneer in recognising 
that any economic community i. necessarily to some degree 
secluded from the rest of the world, thus fortifying the idea 
that such a community should as far as possible supply its own 
needs instead of having recourse to foreign trade. From his 
conception of the State he tried to deduce the outlines of a just 
economic order. The State measures the economic activities of 
production and trade, and assigns them to the various organised 
estates in such a way that all the citizens are enabled to live 
according to much the same standard. Foreign commerce, 
which might tend to upset the balance of this organisation, is to 
be reduced to a minimum. (Cf. Baxa, EinfUhrung in d~ roman
ruche Staatswissenschaft, Jena, 1923.)-Karl Georg Winkelblech 
(1810-1865), who wrote under the pen-name of Karl Marlo, 
had economic ideas that stand midway between feudalism and 
socialism. His most notable book was Untersuchungen ii/Jer die 
Organisation der Arbeit oder das System der Weltokon~, four 
vol •. , 1850-1859. In this he recommended a federative system 
linking up craft-guilds.-Wilhelm Weitling was a journeyman 
tailor, born in Magdeburg, 1808, died in New York, 1871. 
He wrote Garantien der Harmonie und Freiheit, IB4z, putting 
forward a communistic doctrine which, though naive and 
confused, had a fairly solid philosophical foundation. He had a 
good deal to do with the organisation of the German labour 
movement. 
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D. RODBERTUS 

Building upon Ricardo, Proudhon, and Saint-Simon, the dis
tinguished theoretician Karl Johann Rodbertus-J agetzow (1805-
1875) was the real founder of scientic socialism in Germany. 

His chief writings were: Zur Erkenntnis unst1't1' staatswissm
sehaftlichen Zustiintle, 1842; Soziale Brief. an f)on Kirchmann, 
1850; Zur Erkliinmg und Abhiilfe dt1' heutigen Kreditnot des 
Grundbesitzes, 1869; Kleine Schriften, edited by Wirth, Berlin, 
1890 • 

Setting out from Ricardo's theories of value and of wages, 
Rodbertus discovers the fundamental defect of the capitalist 
system in what he calls the "law of the falling share of wages", 
according to which the absolute share of the working class in 
the national income remains constant at a time when the aggre
gate yield of the joint economic activities of the community 
is increasing, whereas the share of the landowners and the 
capitalists continues to increase. Thus the share of the workers 
grows continually smaller, that of the owners of land and 
capital grows ever larger. (For a criticism of this view, see 
above, pp. 147 et seq.) 

Rodbertus believes this to be the cause both of poverty and of 
crises. (Theory of under-consumption.) The only way of 
putting an end to such a regime of injustice is to make land and 
capital the property of the State, and to bring production under 
unified management. In this way rent and interest will be 
abolished, and the right to the whole product of labour will be 
assured.-But it will take a hundred years to realise this State
socialist ideal, and the realisation will be effected' through a 
socialist monarchy of the Hohenzollems. Meanwhile we should 
strive to bring about reforms, the most important of which will 
be the State regulation of wages. Instead of the present time
working-day, there must be a work-working-day, with a mini
mum wage, supplemented in proportion to productivity. Both 
wages and the prices of all commodities are to be fixed in terms 
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of normal working hours (labour money)-much as, to quote a 
modem instance, maximum prices were fixed for prime neces
saries during the late war. For the organisation of agriculture 
he formulates a "principle of rent", which culminates in a pro
posal to replace, mortgaging by irredeemable "Rentenbriefe" 
(rent letters or charters). The modem "Rentengut" (rent
estate)' has grown out of this. Unlike Marx, Rodbertus was 
opposed to free trade, and in politics was on the whole a 
conservative. Although he had much less influence than Marx, 
he was a more original thinker and a more outstanding 
investigator. Like Marx, however, Rodbertus considered 
labour to be the sole factor of production. See below, pp. 220 
and 226. 

E. KARL MARX 

The acme of scientific socialism was reached in the teaching of 
Karl Marx. 

Marx was born at Treves in 1818. His father was a Prussian 
K.C., a convert from Judaism to Christianity. When in Brussels 
at the close of the year 1847, and during the early months 
of 1848, in conjunction with Friedrjch Engels (18zo.-1895), 
Karl Marx wrote the famous Communist Mtmifesto. In Cologne, 
he edited the "Neue Rheinische Zeitung". When this was sup
pressed, he went in I 849 to Paris, and shortly afterwards to 
London, which became his permanent home, and where he died 
in 1883. His chief works were as follows: Das Kapital, Kritik 
tier politischen Oek01lomie, vol. i, 1867, vols. ii and ill being 
posthumously published by Friedrich Engels. (English trans
lations: from the third German edition of vol. i, by S. Moore 
and E. Aveling, London, 1887; from the second German 
edition of vol. ii, by E. Untermann, Chicago, 1907; from the 
first German edition .of vol. ill, by E. Untermann, Chicago, 
1909. Also a new translation of vol. i, from the fourth German 
edition, by Eden and Cedar Paul, London, 1928.) Zur Kritik 
tier politischm Oekonomie, 1859; English translation by N. I. 
Stone, A. Contribution to the Critiqw of Political Econmtty, 
I A uRentengutu• in West Prussia and Posen, is a holding leased out by the 
government to German colonists, or more usually sold to them against 
the payment of 8 fixed annual rent redeemable only with the consent of 
both the _trac!ing partieo.-'I'lwm.Aroas' NOTB. 
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New York and London, 1904; Thearien ;meT den MehrweTt, 
published posthumously by Karl Kautsky, Stuttgart, 1920. 
A collected edition of the works of Marx and Engels, edited 
by D. Ryazanoff of the Marx-Engels Institute in Moscow, is 
now in course of publication, the first volume having been issued 
at Frankfort-on-the-Main in 1925.-Marx's friend Friedrich 
Engels contributed a little to the elaboration of the former's 
doctrines, but his main work was as populariser. Among his 
independent writings may be mentioned, HeT7 Engen DUhrings 
Umwiilzung tkr Wissenschaft, 1877. [English translation of part 
of the foregoing, by E. Aveling, Socialism, Utopian and 
Scientific, 1892.] 

From among .the immense literature of Marxism, I can refer 
only to the following: 

I. Marxian in trend. Karl Kautsky, Karl Marx' 6konomisch. 
Lehren (Dietz, Stuttgart), an" "orthodox" work, and may well 
serve as a useful introduction to Marx, for it embodies the 
genuine Marxism of the old school which it is important to 
understand as contrasted with the arbitrary interpretations of 
the neo-Marxists. Hilferding, Das Finanzkapital, Vienna, 1911, 
second edition, 1920. [Translation of Otto Bauer's detailed 
review of this book published as appendix to Hilferding's 
Boehm-B_eTk's Criticism of Marx, Socialist Labour Press, 
Glasgow, 1920.] 

2. Critical, but still socialistic in trend. Anton Menger, Das 
Recht auf den flollen ArbeitseTtrag, third edition," Stuttgart, 
1906; English translation by M. E. Tanner, with an introduc
tion by H. S. Foxwell, The Right to the Whole Produce of 
Labour, London, 1899. 

3. Critical. A detailed criticism of Marxian teaching as a 
whole will be found in my DeT wahre Staat, first edition, 1921, 
second edition, 1923; also in Werner Sombart, DeT proletarische 
Sozialismus ("Marxismus"), two vols., Jena, 1924'; A. Voigt, 
Die sozialistische Utopien, Leipzig, 1906; Muhs, Anti-Marx, 
1927. 

1. EXPOSITION 

In Marx's teaching we must distinguish between his theory 
of economics and his economico-sociological interpretation 

• See above. p. 211; aIlo below. p. '35 and p •• "". 
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of history-the latter being what is known as "historical 
materialism". 

u. Tluory of Economics.-Marx's theory of economics is 
built almost entirely upon the foundation laid by Ricardo. 
His conception of wealth is as rigidly mechanical as Smith's 
and Ricardo's. Capital opens with the words: "The wealth of 
societies in which the capitalist method of production prevails, 
takes the form of an immense accumulation of commodities, 
wherein individual commodities are the elementary units." Only 
concrete objects are commodities (goods). In his theory of value 
there is no place for considerations of scarcity and utility (to 
which Ricardo still assigned a modest role), so that Man: puts 
the finishing touches to the mechanical outlook of the classical 
economists, Value is for him an objective substance. [See note, 
p. 239.] It is congealed labour. Here Marx has dug deeper than 
Ricardo. The value of commodities is determined, not simply 
by labour, but by the "average socially necessary labour" 
expended on their production. Human labour is the only factor 
in the production of goods. The value of labour power itself
wages-depends, for Marx as for Ricardo, upon the amount of 
labour needed for the production of the means of supporting 
and educating the worker. Now, if goods are exchanged in 
accordance with the quantities of labour they respectively 
embody (this being for Marx the only measure ofvalue), and if 
the workers receive out of the product of their (let us suppose) 
eight hours' labour only so much, or'its equivalent in wages, as 
is necessary for their maintenance, etc. (the "cost of repro
ducing the labour power"--say, the equivalent of four hours' 
labour), there is a difference amounting to the value produced 
in four hours' work, the "surplus value" which the capitalist 
puts in his pocket. It follows that the capitalist method of pro
duction is based on the appropriation of unpaid labour, on the 
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"exploitation'" of the worker. The workers and the entre
preneurs confront one another as producing class and exploiting 
class. 

This is strictly in line with the classical economists' view of 
productivity. Nothing but living labour is productive-not 
capital, not land, not the entrepreneur's organisational thought. 
If, for example, a commodity embodies 24 hours of labour, and 
if 12 of these represent substituted capital (i.e. in Marxian 
tenninology, labour-value transferred from the machinery, for 
instance, which is partly used up in the process of production), 
and 12 represent new labour, these llitter alone are productive, 
since they need for their replacement only, say, 4 hours of 
labour. The surplus of 8 hours' labour (the surplus value) con
sequently derives from the exclusive fertility of the living 
labour, which-since the only commodities, the only goods, 
are the concrete outcome of labour-annot be anything but 
manual labour. Thus manual labour is the only productive 
labour .-For Marx, the value of commodities is wholly com
prised of the substituted capital (previous labour embodied in 
the means of production) and the living labour added when 
these means of production are being used; it follows, therefore, 
that interest on capital, entrepreneur's profit, landrent, traders' 
work, etc., must all be paid out of surplus value. Every such 
incom~ is, in Marx's view, no more than a "phenomenal form 
of surplus value". 

The most important law of the capitalist method of produc
tion, one which is at the same time a law of evolution, is the 
law of the concentration of capital. In the stress of competition, 
the victory goes more and more to the wealthiest capitalists, to 
the enterprises which work with the best machinery, the most 
abundant resources, the most far-reaching division of labour. 
The course of this concentration is such that an increasingly 
large proportion of capital ("constant capital") is embodied in 
the machinery or the buildings used in production, or devoted 
to the purchase of raw materials, whilst an ever smaller pro
portion ("variable capital") is devoted to the payment of wages. 
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Owing to this decline in the proportion of variable capital, 
workers are continually being dismissed, and swell the ranks 
of the unemployed. The unemployed contingent is a relatively 
redundant population, and comprises what Marx calls the 
"industrial reserve army", but it is not, in his opinion, a true 
surplus population in the Malthusian sense. (See above, pp. n6 
et seq.) Owing to the steady increase of the industrial reserve 
army, exercising a perpetual pressure upon the wages of the 
employed workers, there occurs, as economic evolution con
tinues, a progressive impoverishment of the masses. Hand in 
hand with the "accumulation of capital" there marches an 
"accumulation of poverty". This is the famous "theory of 
increasing misery". Furthermore, the concentration of capital 
involves repeatedly renewed disturbances of the market, with 
consequent crises. 

At long last, however, the development of capitalist society 
will inevitably lead to the destruction of capitalism. The ulti
mate result of the concentration of capital will be that a mere 
handful of capitalists will confront the huge mass of impover
ished proletarians. The latter will not hesitate to make an end 
of the contradiction between the method of production, which 
is social and cooperative, and the method of appropriation and 
exchange, which is individualistic. The workers will take over 
the means of production, and will place them in the hands of 
the community. "The knell of capitalist private property 
sounds. The expropriators are expropriated." Then will follow 
the "dictatorship of the proletariat", as transition to a "free 
association of individuals", to a "classless society". Every pro
ducer will receive the full product of his labour, undiminished 
by any rent or revenue paid to idle non-producers. The final 
aim, however, is that from the superfluity of products every 
one shall receive according to his needs.-Marx deliberately 
refrained from attempting to give a detailed description of 
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the way in which production was to be transformed and a 
collectivist system brought into being. Nor did he tell us how 
distribution was to be effected, and the society of the future 
to be organised. 

p. Historical Materialism.-In his philosophy of history Marx 
built, not on Ricardo, but on Hegel. 

Hegel's fundamental notion was that the world-reason 
dominated history ("whatever is, is rational"); and that every 
historical phenomenon is to be comprehended as the necessary 
consequence of an inner automatic movement of the thought
content of an epoch (proceeding through the opposites of 
thesis and antithesis to a synthesis-this being the "dialectic 
method"). Marx, adopting the notion, and giving it a twist 
of his own, substituted a material mechanism for Hegel's 
metaphysical foundation of the universe, for the "idea" or 
world-reason. Such was the origin of his "materialist conception 
of history". 

According to this materialist conception (or interpretation) of 
history, the whole of historical evolution is determined, all the 
processes of history are determined, by the development 
of economic life. According to Marx, the action of men and 
their thoughts are wholly dependent upon economics; and 
are, speaking generally, to be regarded as a product of their 
environment. "It is not the consciousness of human beings 
that determines their existence, but, conversely, it is their social 
existence that determines their consciousness.'" Here we have 
a wholly "environmental" doctrine. This conception of history 
culminates in the proposition that the "production of the means 
of subsistences and, next to production, the exchange of the 
things which have been produced. are the bases of the whole 
social structure; that in every society which has appeared in 
history, the manner in which wealth is distributed and society 

• Man:, Zur KritiA tkr po/itischm Od"""';", ,859, preface. 
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divided into classes or estates, is dependent on what is 
produced, how it is produced, and how the products are 
exchanged. Consequently, the final causes of all social changes 
and political revolutions are to be sought, not in men's brains, 
not in men's better insight into eternal truth and justice, but 
in changes in the methods of production and exchange. They 
are to be sought, not in the philosophy, but in the economics of 
each particular epoch".' The spiritual content of a society is 
"ideology", self-deception. The extant economic order (the 
feudal system, or the capitalist system) determines the whole 
structure of society-political, legal, scientific, artistic, and 
religious! Furthermore, inasmuch as ever since the super
session of primitive communism the economic structUre of 
society has been determined by the class oppositions prevailing 
in any particular epoch (barons and serfs, capitalists and 
workers), the history of mankind has throughout this long 
period been at bottom the history of economic class 
struggles. 

It follows that present-day society will inevitably, under 
stress of the evolutionary trends inherent in its economic 
structure, transform itself into a socialist society. As previously 
explained, the concentration of capital must perforce (according 
to Marxian theory) automatically lead to a collectivist society. 
In this way Marx establishes socialism upon the unqualified 
necessitarianism of all social happenings, upon a mechanical 
succession of causes and effects; whereas in Hegel's scheme the 
metaphysical necessity of the idea was dominant. "For Hegel", 
wrote Marx in the preface to the ,second edition of the first 
volume of Capital, "the thought process [the world-reason] .•• 
is the demiurge [creator] of the real; and for him the real is 

• Friedrich Engels, SocUdinn, Utopian and Sdmtiji& (German original 'Bn, 
E. Aveling', translation. 1892), George Allen &: Unwin'. Social Science 
Seri .. , p. 45. 



THE EVOLUTION OF SOCIALISM 2z5 

only the outward manifestation of the idea. In my view, on 
the other hand, the ideal is nothing other than the material 
when it has been transposed and translated inside the human 
head." 

z. CRITIQUE 

Every one knows how immense has been the influence exercised 
by Marx on the workers throughout the world, the workers 
whom he assembled to fight against capitalism under the 
battle-cry "Proletarians of all lands, unite I" But what about the 
soundness of his teaching? 

Well, the remarkable thing is that every one of his theories 
is faulty. Marx's idea of wealth is open to the same criticism as 
Smith's. He, too, looked upon wealth as a mere aggregate of 
material commodities; looked upon wealth mechanically, 
atomistically, and therefore individualistically (see above, 
pp. 109 and 162): whereas Adam Muller, whom Marx despised, 
laid stress upon the organic composition and the spiritual 
elements of wealth. (See above, pp. 162 et seq.) Since Marx's 
theory of value is based on the notion that value has a 
substantial nature (see note p. 239), it is open to the same 
annihilating objection as Ricardo's theory (see above, pp. 133 
et seq., and below, p. a81); for there is no such "substance" 
of value, but value inheres in utility. The same criticism 
applies to the doctrine of surplus value, which is nothing 
other than the residual magnitude to which Ricardo gave 
the name of "profit". But the doctrine of surplus value is 
not only deprived of its theoretical foundation by the fact 
that Marx's theory of value is erroneous; it is also convicted 
of fallacy because wages are not determined by the "cost 
of reproducing the commodity labour power". In actuality. 
the aggregate amount paid in wages is an average share of 
the total output of the national labour. and the productivity 

p 
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of labour is therefore one of its co-determinants.-Y et there.! 
remains in the doctrine this kernel of truth, that the capitalis~ 
enjoys an income as leader of an enterprise, receiving tha~ 
income in the form of interest on capital and entrepreneur'sf, 
profit. In fine, though the economic notion of a "surplus value'of: 
is theoretically unsound, Marx nevertheless did good service( 
by drawing attention to the inequality of the treatment metedj 
out to worker and to entrepreneur respectively in the indivi-!! 
dualist order of society. J 

Marx's calculation of the- constituents of price-value of pro-i 
duct = substituted capital + expenditure of labour (the latter~ 
item consisting of wages + surplus value}-is childish. In, 
addition, Marx, like Rodbertus before him, and Ricardo beforel 
Rodbertus, maintains that labour is the exclusive factor of' 
production, and that only living labour (not capital, which is 
the stored product of previous labour, and is merely "substi
tuted" or "replaced" in the new labour process) is productive. 
-The constituents of price are far more numerous, being as 
follows: wages of labour; replacement of capital; interest; i 
entrepreneur's wages; salaried employees' wages, and expenses, 
of management (the unseen cooperation of the managerial and. 
bookkeeping staff in the work done by the manual operative
at the bench); the State's wages (taxes = replacement of the,. 
national productive capital, of the higher-grade capital repre-' 
sented by the various superposed aggregates); insurance 
against risk. In addition, out of the total yield of the enterprise 
there must still be paid: the educational capital for the increase 
of population ("wages" in the Marxian sense contain at most 
the costs of educating the population that will replace the 
present numbers, without 'provision for increase); productive 
capital (machinery, tools, etc.), for the increase of workers;· 
absolute increase of capital for economic advance (attainable. 
only by lengthening the detours of production [see below, '. 
p. 270], that is to say, by multiplying capital). Only what is left, 
over after the payment of all the foregoing, can constitute the 
real entrepreneur's profit, which is, fundamentally, secured note 
by exploitation but by preeminent achievement. The nationa11 
economy as a part of the world-wide economy, the particuJar. 
enterprise as a part of the national economy, the individual_ 



THE EVOLUTION OF SOCIALISM 227 

worker as a part of the particular enterprise-one and all of 
them get shares in the output of the higher aggregates, receive 
so-called rents. But these "rents" are not deducted from the 
yield of others' labour. (See above, pp. 143 et seq.}-When we 
bear in mind that the achievement of those who are led is only 
rendered possible by the leaders, and that the work of the 
latter often remains unpaid, we shall be inclined, rather, to 
speak of an inversion of what the doctrine of surplus value 
proclaims, and especially of a misappropriation of the fruit of 
unpaid mental work. Consider, for example, lapsed patents; 
recall how many inventors and artists have died in penury 
when others were enjoying the product of their labour .-In 
later years Marx had an inkling that his doctrine was untenable 
and spoke of "socially necessary surplus value". 

The Marxian theory of wages is only Ricardo's iron law of 
wages (the theory that wages represents the cost of repro
ducing the labour). In so far, however, as the pressure of the 
"industrial reserve army" comes into consideration, it would 
seem to be possible for wages to be forced permanently down 
below the level necessary for subsistence I Thus Marx actually 
outdoes the iron law of wages, which, in our study of Ricardo, we 
have already seen to be faIIacious. (See above, pp. 147 et seq.) 

The difficulties which this way of explaining value and profit 
(surplus value) has to face are, then, the very same that we dis
cussed in our study of Ricardo. (See above, pp. 142 et seq.) 
The only difference is that now they are intensified. For, since, 
by hypothesis, entrepreneurs live solely by exploiting the 
workers, the entrepreneur who engages only a few workers 
and uses a great deal of machinery (the owner of a rolling-mill, 
for instance) must get little surplus value, and the entrepreneur 
who employs many workers and uses little machinery (say, the 
owner of a dressmaking establishment) must get much. So 
paradoxical a result would certainly interfere with the concen
tration of capital. 

Marx in due course became aware of all these difficulties, and 
in the third volume of Capital he really let his theory of value 
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go by the board, for he admitted that only in exceptional cases 
does the price of commodities coincide with their "labour 
value". According to this later development of the Marxian 
theory of value, surplus value is contained in the mass of 
profit received by the capitalist class as a whole, and this mass 
of profit is equalised or averaged through competition among 
the various undertakings-an untenable figment.' 

The most important part of Marxian doctrine is the "law of 
the concentration of capital", which had already been formu
lated by Pecqueur and Louis Blanc. This "law" being based 
on an unsound generalisation, is true only to a limited exte~t. 
Thus we find that the development of large-scale industry 
creates a middle class anew; and not only a class of salaried 
employees, but also a middle class of industrialists, as when 
the growth of great factories in which sewing-machines and 
bicycles are made leads to the appearance of thousands of 
small independent workshops where sewing-machines and 
bicycles are repaired by hand. In fact, large-scale industry is 
not in all respects superior to small-scale. The latter has the 
advantage wherever small markets are. dominant, as in places 
with poor facilities for transport, in repairing industries, and 
in artistic crafts. A small enterprise can serve a small market 
best; a large enterprise, a large market. Furthermore, mechan
ical production on an extended scale is inapplicable to "fine 
industries", those whose products have to be exceptionally 
tasteful, or characterised by unusual durability. Finally, the 
small market is apt to dominate in agriculture, so that 
here, likewise, small-scale production is often more successful 
than large-scale.-Even when extreme concentration of an 
industry has occurred, the owners are still multitudinous, 
thanks to the way in which capitalists are accustomed to 
1 A detailed criticism of the Marxian theory of value will be found in 
B6bm-Bawerk'. c..chieht. rmd Krilik thr KGpiIlllmuIh<Orim, third edition, 
19'4. pp, 486 et •• q. IIId 501 et seq. 
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"generalise their interests". We see this in the great combines 
and trusts. 

There is a noteworthy contradiction between the theory of 
surplus value and the theory of the concentration of capital. 
Inasmuch as concentration lessens the ratio of variable capital 
to constant, the entrepreneurs who amalgamate several small 
factories into one great factory must (if the Marxian theory be 
sound) dry up some of the sources from which they have been 
drawing surplus value.-The theory of the concentration of 
capital likewise conflicts with the theory that only living labour 
is productive. If the latter contention were true, it would be 
impossible for a large-scale enterprise, using a comparatively 
large amount of machinery and employing a comparatively 
small number of workers, to have (as Marx himself says it has) 
the advantage over a small-scale enterprise. 

The effective importance of the theory of the concentration of 
capital has arisen from its assoCiation with the materialist con
ception of history, thanks to which the view has prevailed that 
the concentration of enterprises will bring about' a transforma
tion of our capitalist society into a socialist one. In this way 
the "law" has been transmogrijied from one merely descrip
tive of industrial forms into one enabling us to foretell the 
course of social evolution, and has become the main pillar of 
the Marxian edifice. But the flaw already pointed out is fatal. 
Seeing that the concentration of capital cannot be thorough
going (not even in the course of a whole century, inasmuch as 
ever and again the process of concentration is creating a new 
middle class), the collectivisation of production thus brought 
about cannot be thoroughgoing either. Another plain demon
stration of this is afforded by the difficulties of the latter-day 
"problem of socialisation". 

Utterly fallacious, therefore, is the theory of increasing misery, 
which came to outbid the Ricardian law of wages, and was 
based on the false premise of the unqualified concentration of 
capital. Yet another defect of this theory is that it ignore!} the 
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marked stratification within the working class, the cleavage 
between skilled workers and unskilled, and so on. 

Finally, it was a basic error on Marx's part to maintain .that 
in the matter of production, above all, the collective enterprise 
of the coming socialist society would excel that of the "plan
less" individualist economy of to-day. Only in the matter of a 
juster distribution could we expect a socialist society to show 
its superiority to our own; for as reg,.rds production, capitalist 
enterprise, despite its lack of centralised plan, must always be 
more effective than socialist. Capitalism has developed the 
forces of production to an extent unexampled in history. To
day, socialists grudgingly admit this, for they tell us that 
economic life, which was shattered during the Great War, 
must be reconstructed under capitalism before it can be 
socialised. 

Superadded to these errors in the domain of theory is the 
defiance of nature involved in the principle that there are to be 
no class segregations in the society of the future, and that all 
are to be equal (these demands being voiced in the same breath 
with the confiicting assertion of the right to the whole product 
of labour I). True universalism looks for an organic multiplicity, 
for inequality. A society characterised by the "total absence of 
authoritative governance", and by the "free association of indi
viduals",. is a utopia. Here "scientific socialism" has rounded 
the circle, and has got back to anarchist utopism I 

Implicit in the materialist conception of history is, indeed, 
the sublime Hegelian notion that all the processes of history 
and all the subdivisions of human society are organically inter
connected. Upon this depends its greatness as well as its method
ological significance. But its general content, and the spirit 
which animates it, make of it the most tragical doctrine of the 
century. Even sociologically considered, it is full of contra
dictions. Its ideal of the coming "society", as one in which the 
State will have "died out", and as one in which "no man will 
hold sway over another", is purely individualistic: and yet at 



THE EVOLUTION OF SOCIALISM 231 

the same time its champions preach a collective method of 
advance, a method typically universalistic; while its view of 
the general course of history is an expression of the orthodox 
collectivist opinion that the thoughts of men are determined by 
the externals of their existence, and are a mere reflex of that 
existence. (The environmental theory.) For the rest, this last 
is but a parroting of Rousseau, the b8!lality of the rationalist 
"Enlightenment", crude materialism. 

Still more important, however, seem to me the following 
considerations. The reader must clearly realise that the formu
lation of the materialist conception of history only became 
possible because Marx lapsed from the idealism of Kant, 
Fichte, and Hegel, into positivism, nay, into materialism. 
When we are reckoning up the debit side of Marx's balance
sheet, we are concerned, not so much with the economic mis
takes he made, as with the stamp he gave these errors, the 
barbaric spirit which made him degrade the ideal to "ideology", 
the spiritual content of society to a mere "superstructure" 
resting upon an economic groundwork-while exalting the 
economic process into an independent mechanism, which 
ticked out its predestined movement like a huge clock, and 
contained within itself the mainspring that moved the whole. 
Marx failed to see that economics exists only as spiritual usage, 
only as a means towards the achievement of man's ends. What 
desolation has been wrought by this way of regarding socialism. 
(How different a way from that of Plato, Fichte, even Lassalle I) 
Instead of comprehending civilisation and culture as outward 
expressions of an essential core of truth, the apostles of his
torical materialism teach that ~ science is in the last resort only 
'the science of a class, that religion is but priestcraft, that 
morality and law are nothing but a hotchpotch of class interests, 
and that even art must be subdivided into "bourgeois" and 
"proletarian" I When we have grasped all this, we shall have 
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become aware of the utter barbarism of such a hideous carica
ture of the eternal verities that underlie the great ideas of all 
ages; and we shall be .able to appraise the cleavage which the 
doctrine of the "class struggle" must make in the life of a 
nation. Into how dread a vacuum, too, are proletarians thrust 
by this dreary doctrine; into a world where all that we regard 
as right, and truth, and beauty has become non-existent, and 
where life, tom from its roots, can no longer find arty ideal 
purpose. Marx himself had gone hopelessly astray, turning to 
the crass naturalism of Feuerbach,l and abandoning the 
idealism of Hegel. In truth, Marx learned nothing from Hegel, 
remaining a mechanist, a champion of the Enlightenment, an 
individualist. His intellectual (purely intellectual) gifts must not 
blind his readers, who should never forget what Aristotle said 
long ago, that not thought simply as thought is the sublimest 
thing in the world, but only thought as thought of the best,' 

As Wilbrandt has rightly insisted, Marx's personality was to a 
very large extent the expression of his sympathies. But if these 
led him, from being an idealist, to become a revolutionist, that 
did not suffice to make him a genius. Sympathy determines, 
but genius creates. Marx was not the original producer of a 
single one of the main elements of his teaching. He merely 
huddled together whatever his predecessors had excogitated in 
the way of criticism of the existing order. In his dissection of 
the economic process he was but a follower of Ricardo; and as 
regards the doctrine of surplus value, Anton Menger points 
out that the true discoverers of this were "Godwin, Hall, and 
especially Thompson".3 In my view, however, Ricardo, with 

1 Ludwig Feuerbach'. Dra Wlten des ClrrUtnJttmu was published in IS.I. 
English translation by Marian Evans (George Eliot). The &sene. of CIrris-
tia,,;ty, 18S3. a Aristotle, Metoplr.ysia; zii. 

3 William Godwin. 1756-1836, Shelley's father-in-law, author of E,... 
quiry wtU:emi"ll Politiad Justk •• '793; Charles Hall. M.D •• 11745-111125. 
author of TIN EJ/«u 0/ CiviJ:Uation jn ErmJP«m Stata, ISoS; William 
Thompson, lee above. p. 3]4. The quotation from Menger is from Dos 
Roehl auf d ... rJOlkttArbeitnr"'t1f. thlrd edition. 19"6. p. IOO.-'I'Jwm.ATOlOS' 
Nora. 
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his concept of "profit", is the true spiritual father of the notion 
of surplus value. (See above, p. Il3 and 143.) The theory of 
the concentration of capital was formulated before MIU'lt by 
PecqueUI. Even Rodbertus complains of having his thoughts 
plagiarised by Marx.' We have seen that historical materialism 
ultimately derives from Hegel; the Enlightenment, with its 
environmental theory, and Feuerbach, with his philosophical 
materialism, having been the two corruptors of Hegel's magni
ficent basic idea. As for the notion of the class struggle, this 
had already been enunciated by Adam Smith, and still more 
emphatically by Lorenz von Stein; also by PecqueUI. 

MlU'lt's leading doctrines, therefore, were not original. Let 
us tum to examine their inner nature. As to this, there can be 
but one opinion. They are platitudes born out of hatred!
True genius sees into the inner heart of reality, discerns the 
spiritual factors of history and society. But MIU'lt declared all 
spirituality to be a function of economics, to be class illusion, 
to be "ideology". In answer, hear Meister Eckehart: "The 
first thing one should know is that the sage and wisdom, .•. 
the good man and goodness, •.. are closely akin", this mean
ing that wisdom and goodness have their o~ essence inde
pendent of all economic considerations.- Thus speaks the 
true genius, who discerns the perdurability of spiritual and 
moral values. 

If we ask how it has come to pass that so faulty a doctrine 
has had so tremendous an effect, and has indeed achieved a 
momentous historical task in promoting unanimity throughout 
the working class of all nations, we shall find the ultimate 
reason in the grave defects of the prevailing individualist order 
of society and in the oppositional or negative attitude of Marx 
-for destructive criticism is always much easier than con
structive activity. Where the malady of liberal [individualist] 
economics prevails there also shall we find the suppurative 
inflammation of Marxism; and both of them are diseases of the 
soul. The flaws we can discover in Marx's economic doctrines 
invalidate his arguments doubtless, and yet they do not touch 
the root of the trouble. The poverty of the workers and their 
lack of a firm stsnding-ground in society the [conditions which 

1 Menger. op. cit., p. 8z. • 
~ Buch der g6ttliclren Tr6strmg, I (Bernhardt's modernised version, in the 

KOsel c:oUection, Lehmann, G6ttingen, 1924) . 
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aroused Marx's sympathies, and determined his revolutionary 
trendl still remain. The longing to bring redemption was more 
potent than logical criticism. The individualist economic order 
automatically and all too easily conjured up against itself the 
no less individualist spectre of revolution. Furthermore-and 
this mainly accounts for the success of Marxism-individualist 
society was too aimless, too disintegrated, and too hopelessly 
materialistic, to present an unbroken front against so compact 
a doctrine. Had not such men as Feuerbach, Biichner, Mole
schott, and their successors the positivists (the narrow-minded 
charlatans who still flourish among us), expelled our idealist 
philosophy from the domain of German culture, Marxian 
teaching would never have become dominant, and capitalism 
would not have undergone so far-reaching a degeneration. It 
was only owing to the reasons here analysed that Marxism was 
able, despite its alliance with sensualism and materialism, to 
cut as bold a figure in the field of social science as Darwinism 
in the field of biological. 

After he has taken the foregoing criticism to heart, the reader's 
main concern will doubtless be with the question, what is to 
replace the untenable doctrines of Marxism? That question, 
unfortunately, cannot be discussed here. Suffice it to say that 
the organisation of economic life, an organisation now in the 
making, will not be, as Marx assumed, the outcome of the 
concentration of capital. It will arise because untrammelled, 
individualist economic activities conflict \\ith the very nature 
of economic life. That is why individualistic economy must be 
replaced by organised economy'. Enough indications have 
already been given in the present work to show that this 
organisation cannot take the form of a straightforward, unified, 
and thoroughgoing collectivisation. Owing to the spiritual 
multiformity of society, it will necessarily be a mobile and 
restricted collectivisation-one endowed with a corporative 
character .' 

• cr. Spann, D" _ StaJJt, V .. /mnwm ob" A.bbnlth IIIId NIUb .... d ... 
G .. rlJscluJ/l, Leipzig, 1933. See also below, p. 247. 
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3. POLITICAL DEVELOPMENT OF MARXISM 

The labour parties in most countries adopted Marx's teaching, 
and thenceforward called themselves social democratic parties. 
Nothing but bitter need, however, in conjunction with their 
situation as parties continually in sharp opposition to their 
respective governments, made it possible for them to ignore 
the numerous contradictions inherent in the doctrine they 
professed. Nor were these contradictions everywhere ignored. 
In Germany, even before the war, there emerged a school of 
socialists who stressed the evolutionary [as contrasted with the 
revolutionary] aspects of Marxism, that part of the system 
which is a deduction from the theory of the concentration of 
capital. The followers of this trend came to form a group having 
the characteristics of a radical-socialist party, and were styled 
"revisionists" /I In the general view, revisionism was given its 
first impetus in 1899 by the publication of Eduard Bernstein's 
book, Die Voraussetzungen des So:dalismus (English translation 
by Edith C. Harvey, Evolutionary Socialism, LL.P. Socialist 
Library, 1909). But an indispensable preliminary' had been 
Werner Sombart's critique of Marxism.' (See also under 
DUhring, above, p. a09.)-In France at about the same time 
there originated a trend of the opposite kind, a revolutionary 
movement appealing to the ideas of a reign of terror and a 
general strike. This was known as "syndicalism". The war, 
unfortunately, interfered with the revisionist movement in the 
German Social Democratic Party.-When, after the war, the 
social democrats obtained political power, it was inevitable 
that the internal contradictions of Marxism should become 
conspicuous once more. There now came to the front a group 
of moderates (the "majority socialists"), convinced democrats 
who did not propose to bring about any sudden overthrow of 
the extant order but were prepared to work along evolutionary 
lines. These were faced by the "spartacists", socialists who 
were seriously determined to effect the speedy establishment 

• z ... Kritik d .. ~k.""",ucloert Sy.tmu "." Karl Mono, "Archiv fUr Sozio!
wiaaenachaftu

• 1894; So1l'i4litmru rm4 ItJ:Iiak BewtgUng, first edition 1896 .. 
ninth edition, IgZ2. (See pp. :au, 219. and 242.) This latter work baa 
been translated into twenty .. four languages. It made a powerful impression 
upon Marxists everywhere, especially on the Russian but allo on the 
German Manilla. 
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of a communist society through the instrumentality of the 
dictatorship of the proletariat, and who therefore adopted 
bolshevism as their creed, and repudiated democracy. A middle 
position was occupied by the "independents", who, however, 
soon ceased to exist as a political party.' 

F. LASSALLE 

In Germany, meanwhile, an independent labour PartY had 
come into existence, thanks mainly to the activities, not of 
Marx and Engels, but of another socialist, Ferdinand LassaIle. 

Lassalle (1825-1864), of Jewish extraction, was son of a Breslau 
merchant. He studied philosophy and literature at various 
universities. In 1863, in his famous Offenes AntwOTtschreiben, 
he sketched a political progIamme for the workers, and flung 
himself into the career of an agitator. He founded Der Allge
meine Deutsche Arbeiter Verein (General Union of German 
Workers), the forerunner of the German Social Democratic 
Party. In August 1864, while in the fuIl swing of his multi
farious activities, he was killed in a duel. His chief writings 
were: System der erfI)OTbenen Rechte (System of Acquired Rights), 
1861; Herr Bastiat-Schulz. '/Jon Deiitzsch, der okonomisr.he 
Julian, 1864. A complete edition of his works in twelve volumes, 
edited by Eduard Bernstein, was published in Berlin, 1919, and 
subsequent years. 

Lassalle's views on economics are centred in the Ricardian 
law of wages-alled by LassaIle the "iron law of wages"
according to which the average wage of labour can never rise 
above what is necessary for the worker's bare subsistance. (See 
above, p. 147.) There is only one way in which the workers 
can escape that law; they must combine to form productive 
associations, and this. should be made possible for them by 
I Recent books on Man: and Marxism, available in English translation by 
E. and C. Paul are: Achille Loria, Karl Man, George Allen & Unwin, 
Ltd., London, 1920 (semi-Marxian, but critical); Karl Man, Malt, Think_. 
tmd RttfJOlutionist, a lymPQSium, edited. by D. Ryazanofi'; Henry de Man, 
Tho PlJlclwIol/Y 01 SociaIim, George Allen & Unwin, Lid., London, ,ga8 
(A" d61d du Mar=smB, II Beyond Marxism", is the title of the French ~I"" 
lion); and Otto RUhle, Karl Mrmo, his Lil. otUI Work, George Allen & Unwin, 
Ltd., London, ICP9 (containa extensive quotations from Man's writings). 
The two las"named works .... areatly inftuenc:ed by the New Psycltology.
TltANst.ATORS' NOTB. 
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the provision of State credit. In order to force the State to 
make them the necessary advances, the workers must form an 
independent political party of the working-class, and must 
make it their first aim to secure the establishment of universal 
[manhood] suffrage. 

As the reader will have seen for himself, Lassa1le had adopted 
Louis Blanc's leading tenet. He was temperamentally averse 
from Marxism, for not only was his notion of the community 
universalistic on the whole, but it was sustained by. a high 
appreciation of the functions of the State; and, besides, his 
sentiments were nationalist, and he did not accept the economic 
interpretation of history. In philosophical matters, Lassalle was 
better trained than Marx, and he had adopted the standpoint 
of the Fichtean and post-Kantian philosophy. He was a man 
bubbliog over with energy, and a brilliant orator. His impor
tance in the history of socialism depends rather on his political 
activities, and his connexion with the founding of the German 
labour party, than upon his contributions to socialist theory. t 

G. LAND REFORM 

The American writer Henry George (Progress and Povwty, 
1879), accepting as gospel Ricardo's theory of landrent, sees in 
landrent the source of all social miseries, and especially of low 
wages and commercial crises. Consequently, the absorption of 
landrent by taxation (the "single tax") would put an end to 
poverty. Similar opinions were voiced by Fliirscheim(Dw einzige 
RettungSflJeg, 1890), Stamm, Samter, Hertzka (Freiland, 1890; 
English translation by A. Ransom, Freeland, 1891), and others. 

In Germany, since the torn of the century, Adolf Damaschke 
has been presenting George's views in such a way as to bring 
them within the domain of practical politics. (Die Bodmre/orm, 
nineteenth edition, Jena, 19Z2; Au/gohen der Gemeindepolitik, 
tenth edition, Jena, 1922.) He rejects the "single tax", distin
guishing between "landrent of yesterday" and "landrent of 
to-day". The former is to be regarded as an accepted datum; 
the latter, being a "Zuwachsrente" f'augmentation rent", 

I Concerning Lassalle·. life and writings, see Amo Schirokauer. L:uHJh 
die Madt.t del' lllusio7I, die IUusirm tkr Macht, Paul List. Leipzig: upS; 
Engli.h ttamlation by Eden and Cedar Paul, Laualh, tn. P_ of IUruWti 
tmtl dut IUusiOfl oj POVH!r, George Allen • Unwin. Ltd., LondOD, 1930.
TRANsi.ATOIS' NOT!!. 
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equivalent to what British reformers speak of as "unearned 
increment"] should accrue to the community. This is to be 
achieved (especially as regards urban groundrents) by the 
taxation of unearned increments, by the taxation of land values, 
by the extension of the municipal ownership of land, by national 
and municipal housing schemes, and so on. 

Damaschke has done good service by familiarising the idea 
of such practical reforms wherever the German tongue is 
spoken. But on the theoretical side, his teaching is no less 
untenahle than that of Henry George. "Landrent is social 
property." Thus saith Damaschke; and he goes on to tell us: 
"If only the community were to take possession of it" in all its 
forms, "there would be an end to unmerited poverty (I), for 
all the children of· man could develop their capacities to 
the uttermost" (Bodenreform, 1922, p. 60).-We see that 
Damaschke clings to the fundamental notion that landrent is 
the essential cause of poverty. I should like, therefore, to adduce 
the following considerations. (1) In point of theory, there is no 
ground whatever for the belief that the appropriation of land
rent by the community would abolish poverty. (2) There is no 
sound reason for drawing a sharp distinction between rent of 
land and rent of capital; the attempt to do so is based on a 
mistake of Ricardo's; "rents" originate everywhere, rents of 
capital and labour just as much as rent of land. (See above, 
critique of the notion of rent, PP.143 and 226.) (3) The taxation 
proposed by these land reformers is, therefore, one-sided. It 
ignores the rent of capital (which a graduated taxation of 
capital would annex); and it makes the great mistake of being 
directed towards things instead of persons, so that it would 
often tend to be graduated in the wrong direction, i.e. to 
burden small incomes more heavily than large. Every one 
knows that percentage taxes on houserent and on the neces
saries of life bear more heavily on small incomes than on 
large ones. (Cf. p. 252.-Concerning the nature of urban 
groundrents and houserents, see Pohle, Die Wohnungsfrace, 
second edition, 1920, in Gaschen's collection.) 

H. NATIONAL SOCIALISM 

The economic idea underlying national socialism (I say nothing 
here of the political content of the doctrine) is outlined by 



THE EVOLUTION OF SOCIALISM 2.39 

Gottfried Feder in Der aeutscM Staat auf nationaler und 
wzialer Gnmtllage. third edition. Munich. 1924. Feder con
siders the dominance of financial capital to be the chief cause 
of the economic and social distresses of central Europe. As 
remedies he advocates: (I) the nationaJisation of the currency 
system and the note-issuing- banks; and (2) the avoidance of 
the issue of government loans. The State is to finance its under
takings (railways. etc.) by the issue of non-interest-bearing 
certificates. Feder does not regard this as coming within the 
category of inflation. seeing that the certificates will be redeemed 
out of the profits of the enterprises.-Bold as the idea may 
seem, every economist except those who have taken their stand 
upon metallism (see above, p. 40, and below, p. 288) or upon 
the quantity theory (see below, p. 2.88), will be prepared to 
recognise that it has a sound kernel so far as theory goes.-If 
we assume that, to ensure correct book-keeping, a proper dis
count is charged up to the productive undertakings with which 
we are concerned (in actual practice, additional restrictions 
would be needed), we can compare the core of Feder's theory 
with the "bank theory" or "banking principle" (see below, 
p. 291), which rightly states that a bank-note covered by the 
exchange of goods has no such infIational effect as a note that 
is not covered by any substantial economic values. Certainly 
the purpose for which a new note is put into circulation is not 
an indifferent matter. The vital question is. whether the crea
tion of new money is or is not based upon an economic 
expansion. (See above, under John Law, p. 74, and below, 
under theory of the channels of outflow or paths of inflation, 
P· 289·) 
[TRANsLATORS' NOTS to pp. 220 and 225. The translators demurred 
to the author'a contention that Marxian uvalue" ia an Uobjec:tive substance" 
(p. 220). or baa ua substantial nature" (p. 225). quoting from Gapitlll 
(part One, section 3) Man's own worda: HNot an atom of matter enters 
into the reality of value", Dr. Spann replied: (OJ cannot agree_with your 
criticism. I consider Marxian value 'substantial', Nowhere do I say that it 
baa a physical or material substantiality. But it is plain enough that we are 
concerned. with. -labour-time substance'. Not a Bubstanc:e that is palpable, 
like crude matter; but nevertheless a substance which, because it is com .. 
posed of labour-time, is mathematically calculable. Compare Man'. own 
phrase that value iI 'congealed labour'. Please append this explanation ia 
• footnote.'J 



CHAP'l'JU\ ~L~V~N 

THE HISTORICAL SCHOOL, SOCIAL REFORM, 
THE THEORY OF MARGINAL UTILITY 

A. THE RISE OF nil! HISTORICAL SCHOOLS, AND nil! 

DISPUTI!S ABOUT MI!THOD 

a. The Historical Schools.-As we have learned, in the classical 
political economy the deductive method prevailed. The econo
mists of the classical school, regarding economic individuals 
atomistically, and conceiving them to be actuated exclusively 
by self-interest, were able on this presupposition to formulate 
for themselves a unified general picture of economic life. 
It would be more correct, however, to style this method 
of the classical economists "abstractly isolative" rather than 
"deductive", for the crucial element in their procedure was the 
endeavour to contemplate economic processes undiluted, that 
is to say, abstracted from their setting, and completely isolated. 
That is the important point here, and not any question as to 
the preponderance Qf inductive or deductive constituents. 

The body of doctrines excogitated by Quesnay, Smith, and 
Ricardo, was subsequerttly enriched and improved in various 
ways; but it still contained a number of arid, devitalised, and 
artificial ingredients, which made it contrast pitifully with 
the stormtossed evolutioJ;1 Qf reality, and (above all) rendered 
it inadequate to cope with the social and political needs of 
the time. 

Furthermore, the causes which had led to the appearance of 
the romantic school-causes rooted in the philosophical and 
conservative trends of the day-continued to operate, though. 
in modified forms, giving a powerful impetus towards a depar
ture from individualist classicism and its appropriate method. 



THE HISTORICAL SCHOOL 

These considerations account for the origin of the historical 
school in Germany. 

After the brilliant speculations of Germim idealist philo
sophy, and in particular after the triumph of Hegel and his 
school, there came a reaction that was hostile to every kind of 
metaphysics. Interest in natural science, a materialist outlook, 
became dominant. The nation turned away from inner culture 
to the performance of objective tasks, In ethics and philosophy, 
the crude empiricism of the British schools made headway. 
But it was a decisive matter for German science that the uni
versalist spirit !:If romanticism and of the philosophy of Schel
ling and Hegel had struck deep roots in the method known as 
historism. Thence, in the fields of jurisprudence and of social 
and political science, there originated, early in the nineteenth 
century, under the leadership of Savigny, Eichhorn, and 
Puchta (see above, p. 156), the "historical seliool of jUIis
prudence", which rejected the idea of rationalistic and abstract 
natural right, and took actual, positive law, as historically 
recorded, for its topic of study. In economics, too, there came 
a kindred endeavour to substitute a historical induction for the 
purely abstract and arbitrary constructions of the classical 
theory.-Wilhelm Roscher (1817-1894)1, Karl Knies (1821-
1898),. and Bruno Hildebrand3 were the three economists who, 
in the middle of the nineteenth century, under the stimulus of 
the historical school of jurisprudence, and influenced likewise 
by the teaching of Adam Muller, Baader, and List, first took 

I Grundriss :ru V 011uu'WM abw dill Sta4tswirtschaft 1fIlCh geschidatlicher 
Mdhode, 1843. and Syst~ der Volkswirtschaft, vol. i, first edition, 1854, 
twenty~sixth edition, IC)2Z; English translation by J. J. Lalor, Principlu 
oj Political Economy, two vola., New York, 1878. 

S DU politirche OekonrmrU !/Om' Statrdpunkt der gucmcht1ichen MethodJJ, 
Brunswick, 1853; second edition, "entitled Die politische Oekonomie t.tom 
Starrdp.M. tier G",chieh •• , 1883. 

, Di. N.Iionalo.ko""';' tier Gq_' wul Z.krmjt, Frankfort .... n·the· 
Main,IB48. 

Q 
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this line, and attempted to return to the evolutionary laws of 
economics, to the historical actualities of economic life. They 
were the founders of what is known as the "older historical 
school" of political economy. 

In the eighteen-seventies came a further development, with 
the appearance of the "younger historical school" of political 
economy, which aimed at an even more objectively historical 
and statistically realistic method of research, and had, further, 
a predominantly sociological trend. The chief members of this 
school are Gustav Schmoller (1838--1917)', Lujo Brentano', 
Knapp3, Schonberg, Biicher, Held, Gothein, and Max Weber.4 
-Among recent economists of note, Werner Sombart occupies 
a position peculiar to himself. He is die author of D~ flWdmu 
Kapitalismus, third edition, four voIs., 1919"'"1927. Originally a 
Marxian socialist, in D~ proletarische SoJtiaJismw (Marxismus), 
two vols., Jena, 1924-, he takes up a position definitely opposed 
to Marxism.s His achiev~mep.t is synthetic, and passes 
beyond the scope of the Schmollerian, or younger historical, 
school. He differentiates between a number of historically 
extant economic systems, each having its own economic dis
position or complexion ("Wirtschaftsgesinnung"). For him, 
"political economy is the study of economic systems". (See 
below, p. 278.) 

The older historical school was mainly concerned with 
theoretical questions, as contrasted with the trend of the 

I Grrmtbiu u, VolJenoirtseJJajtrWrre, wi. i, 1900. \"01. ii, 1904. 
:I Di. Arbeit6gildm del" GegmuHlf'I. two voIs., z871-187Z. 
3 Dio B_efrei_ and tW Unjmn//J d<r LandarlJei'<r ... tim iiI,.", 

Teilm heuss"", two vol •. , 1887. 
4 h014slmltirclro Etirik and 0.;.. da KapiIaIimau, "Archlv fUr Sozial

wisaenschaftlJ I 1905. 
, The gradual development of Sombart', vi .... in • direction ad"""" II> 

Maniam may be intereltingly traced in the auccessi:ve edition. of Suialinmls 
and ...we BtfI/_ im _elrIr"'J'*'lwrokr., of which Dor proklm'isCM 
S~!:mtt a final redrafting. See footnote, p. an, and footDote-, 
p. 03S.- ____ ,\TOIIS' Non. 

'. 
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younger school. It aimed at effecting some sort of synthesis 
between the regulative tendencies of mercantilism and the 
principle of laissez-faire. The investigations of the younger 
school, on the other hand, related more and· more to the history 
of economics and took the form of descriptive monographs. 
This went so far that among the last generation of German 
economists interest in the traditional theories of political 
economy seemed to have evaporated. At the same time, the 
study of philosophical fundamentals was neglected. This lack 
of an adequate attention to economic theory was largely respon
sible for the defencelessness of academic political economy in 
face of so amateurish a doctrine as Marxism. In like manner, 
the younger historical school had only a feeble resistance to 
put up against the new theories emanating from Austria, and it 
is now in a state of utter decay. But it did good and lasting 
service in one respect i it initiated a vigorous and wisely planned 
social-reform movement:(See below, p. 247.) Unfortunately, 
however, the universalist and sociological factors of that 
movement remained in great measure unconscious, and were 
therefore not cultivated as they should have be\'ll. If the 
historical school is to-day ceasing to exist, this is due, not so 
much to the want of strong personalities among its members, 

. to their lack of philosophical training and of an all-round 
knowledge of economic theory, to their narrow-minded 
devotion to "hard fact"-as to the essential weakness of their 
position. 

b. The Abstract School.-The younger historical school was 
soon confronted by a new trend, generally spoken of as "deduc
tive", but which it would be better to term "abstract", for its 
champions regarded economics as fundamentally an abstractly 
isolative science. The initiator of this movement was Karl 
Menger, who, in 1883, strenuously attacked the historical 
school. Thus was founded what is known as the "Austrian 
school", to which (with reserves in varying degrees) belong the 
writers mentioned on p. Z62 in the first sentence under the 
heading "Literature of the Doctrine of Marginal Utility". To 
begin with, Alfred Amann and the author of the present work 
were more or less in sympathy with this school as far as the 
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theory of value was concerned. (See below, p. 279.)-Theoreti
cians who do not belong to the Austrian school, but whose 
writings give expression to the same abstract trend, are 
H. Dietzel, Adolf Wagner, Wilhelm Pohle,· Andreas Voigt, 
Gustav Cassel. 

c. Tiu Problem of Method.-Considerations of space make it 
impossible here to undertake a full discussion of the problem 
of method. Still, something must be said in supplement to the 
remarks made upon this topic in the account of Quesnay(above, 
p. 7S), Smith (p. II3), Ricardo (p. 146, and pp. ISO et seq.), 
and Adam MUlier (pp. IS4 et seq.). 

Economics is only a province, a department, of society, 
existing side by side with State, law, religion, etc. This brings 
us up against the basic problem of method. The question, in 
what way economics should be studied, is not an idle one, for 
it involves the even more vital question as to the very nature 
of economics. What we have to ask ourselves is this. Can the 
laws of the internal structure and the evolution of political 
economy be studied as if they existed "by themselves", as if 
they formed a closed and self-determining system, originating 
out of purely economic causation (individual self-interest); or 
should we, rather, regard economics as inseparably inter
connected with the other provinces of society, and therefore 
not subject to laws peculiar to itself, but participating in the 
historically conditioned structure and development of society 
as a whole-which, for the very reason that they are historically 
conditioned, are in~ividual, and therefore not in strict con
formity with law 1 If we adopt the former alternative, if (as did 
Ricardo and Karl Menger) we assume economics to exist apart, 
pure, and disconnected from the historical process, we shall 
choose a method which ignores social and historical configura
tions. It will be isolative or abstract; it will be one which, 
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setting out from the self-regarding activities of individuals, 
expects to demonstrate that economic processes occur in strict 
accordance with law. (The method will be predominantly 
deductive, but it will not reject induction.) If we adopt the 
latter alternative, after the manner of the historical school, 
which is concerned only with concrete historical realities, we 
shall choose a method directed towards the study of these .. It 
will not only be historical, statistical, and realist, but it will 
endeavour to understand the present as an outcome of the past. 
Necessarily it will ~enounce any attempt to comprehend eco" 
nomics in terms of theory. Those who adopt it will consider 
that, strictly speaking, there can be no laws of value, price, and 
wages. Whatever regulative principles of this kind it is possible 
to observe, will merge into evolutionary trends or other uniform 
successions. 

According to the younger historical school, the question of 
method was a question of the relative extent to which induction 
and deduction were used. This way of looking at the matter is 
erroneous, for any method must use a fair amount of both. 
Karl Menger had a much sounder way of formulating the basic 
problem of method. The important question, according to 
him, was, whether the object of economic study was to be the 
whole body economic, empirically extant, as the outcome of 
historical and social modification-or a purely abstract and 
partial element of society. 

• Still, even this formulation does not yet touch the root of the 
matter. In my view another relationship, that of economics to 
society, that of the part to the whole, is ultimately decisive 
as to method. In the last analysis, the question is one of a 
universalist as against an individualist conception of society. 
If we probe to the bottom of this relationship, we see: (x) that 
according to the individualist conception of economics and 
society, the individual economic agent is to be regarded as a 
self-governing, atom-like force, which appears in the market. 
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is independent, exists for itself alone, and is therefore to be 
studied by the abstract, isolative method. (For a purely abstract, 
self-existent economic force will continue to work in a purely 
economic environment, in an economic domain set apart from 
society at large.) (2) However, such an isolative contemplation 
of the individual economic agent becomes impossible when we 
have come to consider that he does not really exist as an indi
vidual apart,when we cannot conceive him as individualisti
cally self-governing, but as indissolubly interconnected with 
other social manifestations-when we can only conceive him 
universalistically. Then the individual, the commodity, demand, 
value, and so on, will no longer appear to us as things simply 
extant in the market, as self-governing, self-existent entities; 
we shall see them only in their places in the interconnected 
aggregate of economic means, aims, and productive forces I It 
is a mere assumption, made for the purposes of the investiga
tion, that commodities, values, etc., exist per se. Consequently, 
Menger's abstract method subsists only in virtue of an in
dividualist postulate, upon the supposition that all economic 
forces are self-governing, like atoms self-moving in the void. The 
historical method, conversely, rests upon the supposition that 
there is a universalistic interconnexion between all apparently 
discrete economic forces, and that all are historically condi
tioned. The weakness of the historical method is chiefly upon 
the theoretical side. The weakness of the abstract method lies 
in this, that it can explain the exchange of extant supplies and 
demands, but cannot explain the origin of demand; that it 
cannot explain production; and that it cannot explain a cir
cumscribed economic system in which exchange does not occur • 
(See above, under Smith.)-Logically, both ways of regarding 
economic phenomena are indispensable; but the essential thing 
is to bring them into mutual organic interconnexion. (See 
below, p. 279.) 

If, therefore, the problem of method is ultimately one of an 
individualist versus a ·universalist explanation, the key to its 
solution is to be found in sociology. A sociological attitude, a 
sociological method, must be substituted for a purely abstract 
or a purely historical method.-In respect of their historical 
outlook, the two historical schools of economics embodied a 
powerful and healthy reaction against the atomistic aridity of 
the individualism of the Manchester school. But the economists 
of the younger historical school neglected conceptual thought 
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80 grievously that economics in contemporary Germany has 
sunk to a deplorably low ebb. 

As regards the literature of economic method, I may refer 
to: Karl Menger, Untersuchungen ;;ber die Methode der Sozial
wissl!1ISchaften und der politischen Oekonomie insbesondere, 1883; 
Schmoller, "Volkswirtschaftslehre" in Handworterbuch der 
Staatswissl!1ISchaften; Spann, Wirtschaft und Gesellschaft, 
Dresden, 1907. There is a detailed account of the matter in my 
Fundament der Volkswirtschaftslehre, fourth edition, J ena, 1929; 
and in Baxa, EinfUhrung in die romantische Staatswissl!1lSchaft, 
Jena, 1923. As to the writings of GottI, Amonn, and others, see 
below, p. 278. 

B. THE SOCIAL-REFORM MOVEMENT I 

a. Origin and Nature.-The movement for social reform is the 
grandchild of the romantic school and the child of the younger 
historical school. 

The "social harmony" which the individualists had looked for 
as the outcome of free competition had failed to make its 
appearance. "Instead of the expected equality of the classes", 
writes Lorenz von Stein, "competition had evoked an ever
increasing inequality". The introduction of machinery, the 
development of large-scale industry, the growth of the towns, 
the unlooked-for expansion of the labour of women and 
children, had atomised the workers and ground them down. 
Formerly they had been united, incorporated in the guilds: now 
they were a vast and often terribly impoverished proletariat. 
Some remedy must be found. 

We know (see above, pp. 15+ etseq.) that the repudiation of 
the individualist conception of society was consummated in the 
German idealist philosophy; that Fichte, Schelling, Baader, 
Schleiermacher, the romanticists generally, and Hegel, had 
elaborated a universalistic notion of the State; that romanticist 
political economy involved a criticism of the economics of the 
individualist schools; and that, under these auspices, with the 
I Philippovich, DiU Eindri",tm dn ,tmialpolititchm lthen in. dk Literatur 
(in Entwicklrmg d... d ... uchm VolIuwiruchalul.lrr. 1m fteutUr.hn .... Jahr
InmtIm, 1908). & to the history of the social-reform movement, sec 
Gehrig, Di, BtgrtJruI.", d .. Pri",,;p, d .. S.Mrel_, lena, 19'4. 
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development towards historism there was necessarily associated 
a trend towards universalism in political and social science. The 
historical school of jurisprudence, which had broken away from 
the doctrine of natural right, exercised a persistent influence. 
Juristic philosophy (Stahl, Ahrens, Roder) had since the days 
of Hegel and Schleiermacher been devising a system for the 
promotion of State activity to regulate the workings of society. 
Even before this, Adam Muller, Baader, and Friedrich List had 
taken up the cudgels against individualist economics. 

The French socialists' criticisms of extant social conditions 
were also making a profound impression. Saint-Simon, Sis
mondi, Fourier, and Proudhon had been the most notable 
spokesmen, in the French tongue, of a movement which in 
Germany was shortly thereafter to find its advocates in Rod
bertus and (paradoxically enough upon the basis of the Hegelian 
philosophy) in Marx and Engels. 

Superadded, in the practical field, was the influence of 
the cooperative movement. Initiated by Robert Owen, and 
fostered in Germany by Victor Aim6 Huber, Schulze-Delitzsch, 
and Raiffeisen, it assumed a more or less anti-individualist 
character. 

As a primary offshoot of German philosophical development 
has to be considered the "Gesellschaftslehre" (social theory) of 
Stein and Mohl (not to be confounded with modem "sociology", 
also known in German as "Gesellschaftslehre"). This "social 
theory" was founded in the eighteen-forties by Lorenz von 
Stein', and was further developed by Robert von Mohl and 
others. This "social theory" posits, between the body economic 
and the State, "society", which is the sum of relationships of 
dependence and other personal relationships between indivi
duals, as conditioned by property, mode of work, and family. 
Further, according to Mohl, this science must include a 
"theory of social purposiveness" or "policy of social reform". 
Philippovich has righdy pointed out that this introduction of 
the concept of society was of great moment for the furtherance 
of practical political demands, and thus for the inauguration of 
the social-reform movement. Stein's "social theory" is really 

I Der Sozialimuu urul Kommuninmu du heutignr. Frankl'eiclu, lap; In. 
Gathiehte dn- lOZialen Ber.otgrmg in FrankTeich biI IIU! UJUwe'Tage. three 
vols .• 1848 j System der StQQtnDf.s,.,t:ha/,. vol. ii, Guellschaftslelw., J856. 
Concerning Stein, ... E. Grt\nfeld. LOT .... """ ~rri>!1'I'ti 4- Gq<lhchaf .... 
le/tTe. Jena. 1910, 
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much the same as Hegel's philosophy of the State, with its 
doctrine of the "objective spirit," which in the third stage 
(that of morality) discloses itself as "family", "civil society", 
and the "State". This "civil society" of Hegel's, this and 
nothing else, is the subject matter of the "social theory" of 
Stein and Mohl-a doctrine foredoomed to sterility despite its 
inner unity .-Herbart, Krause, and Schleiermacher have like
wise; in their several fashions, expounded the theory of society. 

Philippovich and others have expressed the view that the 
above described beginnings of the movement towards social 
reform were the effect of pre-Marxian socialism. This con
tention must be rejected. Though it may be true that the study 
of French socialism was a contributory factor in inducing Stein 
to formulate his "social theory", that theory did not (as 
Philippovich declares) introduce a new element into German 
social and political science. Stein drew his spiritual sustenance 
from Hegel. The real source of the German movement on 
behalf of social reform is to be found in the ideas of the State 
and the community that are inherent in German idealist 
philosophy. 

Nevertheless, the doctrines of Smith and Ricardo were still 
dominant in economics. At length, however, thanks to the 
growth of the historical school, a change ensued, not only in 
respect of method, but also in the political applications of 
economics. Now that a description of living economic reality 
and of its evolution had come to be considered of supreme 
importance, it was inevitable that an individualist and abstract 
outlook upon the application of economics to politics should 
seem inadequate. To abstract economics there had been super
added concrete economics and the living processes of society 
and history as objects of study. "In this way, political econo
mists were led to contemplate the individual, not merely as an 
individual, but also as part of an organised community; and 
they were induced to do justice to his role in economic life" 
(Philippovich, op. cit.). Thus an organic and universalist way 
of looking at these matters, as contrasted with an individualist 
and abstract one, came into vogue, with the result that people 
soon became inclined to make society as a whole responsible 
for evils prevailing in its parts, and to substitute ideas of soli
darity and justice for the idea of unrestricted individual liberty . 
"At the same time, the individual must not be regarded as a 
\leil\g who pursues his private il\terest !llone, but as a persop-
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ality subject to the moral law". (Philippovich, op. cit.). The 
younger· historical school laid especial stress on this ethical 
side. As a result there originated the trend towards social 
reform (sometimes mockingly styled "Kathedersozialismus"
socialism of the professorial chair), a movement to which 
economists not directly associated with the historical school 
such mI SchiUlle, and those who were in other respects indivi
dualist, like Adolf Wagner, adhered. In 1873, under the 
leadership of a number of German professors, headed by 
Schmoller, this movement culminated in the foundation of 
the Verein fiir Sozialpolitik (Social Reform League). Ever since 
then, nearly the whole body of professorial economists has been 
associated with ~e League.' 

The foregoing historical survey throws light on the nature of 
social reform. It is a reaction on the part of the community 
against the pressure of unfortunate social conditions upon 
some of its individual members or upon certain groups; and 
whereas, according to the liberal conception of the State, for 
the relief of these troubles we must look only to "self-help", 
the social reformers insist that help must also come from the 
State and from various organisations (municipalities, corpora
tions, etc.). It is essential to realise that such a demand was 
only rendered possible by a considerable change in peoples' 
ideas regarding the nature of the State. They had become 
animated by the conception of a higher solidarity among the 
members of the State, by the notion of a moral community 
among us all, one not existing for business purposes exclu
sively, and one which makes the aggregate responsible for the 
welfare of the individual. Thus, as previously explained, the 
movement for social reform originated primarily out of a 
victory of the universalist idea of the State over the indivi
dualist idea, the former having itself sprung from the German 
classical philosophy. 

But the mere fact that a measure is born out of the notion 

, cr, Boea./ Der YITeinfllr S..wpolilik, 187a-l\lZa, Munich, l\lZa. 
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that the State is a solidarised unity of all classes--such a 
measure, let us say, as an import tariff for the protection of 
agriculture-does not suffice to bring it within the category of 
social refonn. In the proper sense of the term, when we speak 
of social refonn we imply that the community is deliberately 
intervening on behalf of those of its constituent groups or 
members that are being fundamentally and pennanently injured 
in the economic struggle. Propertyless urban operatives, the 
ruck of landworkers, lower-grade employees in shops and 
offices, home workers, semi-independent persons engaged in 
petty industries, these and their congeners appear to be per
manently handicapped in life's race as compared with the 
capitalists and the well-to-do. A further decisive criterion of 
what we tenn social refonn is that measures which come under 
this head are not, like poor relief and charity, directed towards 
helping individuals as such, but are designed to ensure that 
people shall receive the aid of society while they are themselves 
exercising their social functions. They are aided and protected 
when entering into labour contracts, or as consumers (housing 
refonn, etc.), or when engaged in the task of bringing up their 
children (government schools, family help), or what not. But 
here we reach as it were the "dead point", the margin where 
social-reform measures and poor relief shade into one another. 
Well-planned poor relief aims always at overstepping this 
margin, at surpassing this "dead point", in the direction of 
social refonn, by the avoidance of giving mere monetary help 
to indigent persons, who should rather be wisely assisted 
towards the perfonnance of some useful activity (e.g. by pro
viding a poor sempstress with a sewing-machine, etc.). 

h. Classification.-These considerations give us pointers for a 
classification of social refonn under various heads. (I) Social re
fonn concerned with labour contracts and working conditions. 
This includes legal regulation of the length of the working 
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day, of mealtimes, regulation week-end rests, child labour, 
night work, period of notice before discharge, also compulsory 
insurance of the workers against sickness, accident, permanent 
disablement, old age, death of bread-winners, unemployment, 
motherhood, etc. (Bismarck introduced compulsory insurance 
in the eighteen-eighties. This comprehensive and far-reaching 
reform measure would have been impossible unless public 
opinion had first been influenced by the "professorial social
ists"). (2) Social reform which aims at increasing the value of 
labour power (technical education, scholarships, etc.). (3) Social 
reform concerned with the family and with the upbringing of 
children (vocational training, health visiting, children's courts).' 
(4) Social reform concerned with consumption, i.e. with the use 
of the output of labour (housing reform, building schemes, the 
establishment of consumers' cooperatives, public gardens and 
playgrounds, instruction in domestic economy and personal 
hygiene, e.g. the temperance and teetotal movements). Neither 
this branch of social reform nor yet the previous one (that 
which concerns the family) has hitherto been adequately 
developed. (5) Social reform which operates through the 
adjustment of taxation so that it will bear less hardly on those 
citizens who are less well-to-do (specification of a subsistence 
income which shall be exempt from taxation, graduated taxa
tion of income and property, taxation of groundrents and other 
forms of unearned increment, in the case of indirect taxation 
heed to its relative incidence on the respective budgets of rich 
and poor with due' regard also to the "law of Engel and 
Schwabe" according to which the wealthy expend a lesser 
proportion of their incomes upon food and housing than do 
the poor. (6) Social reform that helps handicapped groups to 
have their interests properly represented and to practise self
help, through the instrumentality of workers' councils and 
factory committees, through the legalisation of trade unions 
and strikes, and through the establishment of conciliation and 
arbitration boards. (7) Social reform in the shape of welfare 
work, and poor relief and rescue work for acute and hopeless 
cases (hospitals, cripples' homes; etc.}-these activities being, 
as already said, in the borderland where rationally devised 
social reform merges into personal aid and simple humani
tarianism . 
• Cf. Spann, In. E""';tmmg dn S..wp.iitik dunh die B ... f_1IIlsehaft, 
Tabinpn, '9'" 
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c. Developmental Trends of the Modern Social-Reform Mooe
ment.-The modem tendency is to pass beyond the remedying 
of individual instances of hardship in order to establish general 
ties, which gradually acquire a corporative form, so that (un
consciously) an endeavour is being made to move towards a 
quasi-feudalist ordering of society deemed to consist of a 
number of associated estates. Thus at the outset of the social
reform movement there was legislation in the form of detailed 
special enactments relating to hours of labour, week-end rests, 
etc.; whereas in later years great self-governing organisations 
came into being to carry out the provisions of the compulsory 
insurance acts. In earlier days, the truck system was prohibited 
by legislation; but now we leave it to the trade unions to enter 
into collective bargains with the employers' associations. (Cf. 
Spann, Der roahre StQlJt, second edition, 1923, pp. 95 et seq., 
pp. 257 et seq., p. 272, et passim. 

d_ Theoretical Possibility of Social Reform and of Applied Eco
nomics.-From the outlook of individualist economics the ques
tion arises, in what sense social reform and applied economics 
are possible. According to the doctrine of the old classical 
school, and also according to that of the neo-c1assical school 
(Karl Menger, Gustav Cassel, etc.), prices are determined by 
mechanical laws. Distribution, and, above all, the rates of 
wages (with which social reform is especially concerned), are 
supposed to be conditioned by these "natural laws" of the 
formation of prices. This problem of theory has been sum
marised by Bohm-Bawerk under the catchword, "force, or 
economic law 1'" 

According to this line of reasoning, the old liberal school and 
the neo-liberal school are agreed in believing that no measure 
of social reform or applied economics can have a lasting effect 
on prices or on distribution. That was why the individualists 
enunciated the doctrine that social reform established a "vicious 

• Mtoeht od ... OekOflomUcJ.a Ga,,,, is the title of an article by B6hm-Bawerk . 
in the Viennese "Zeitschrift fUr VolkswirtschaftU• 1914- For the first prin .. 
ciplea of the matter, consult Karl Menger, Unursuclnmg_ tlber dU Methode 
d., SolliaJwiunuchaJIIIII. ,883. 
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circle". It made commodities dearer, and in this way used up 
any supplementary purchasing power it might have given to 
the workers. They taught, too, that if unearned increment were 
to be taxed, the cost would ultimately be borne by the con
sumer; and so on. An Englisb writer recently declared that to 
fight against the law of supply and demand was to "bay the 
moon".' Biihm-Bawerk says that force can only make its influ
ence felt within the limits imposed by the economic laws of 
prices (op. cit.). 

The economists of the historical school, on the other hand, 
those who were the main protagonists of social reform, failed 
to give serious attention to this theoretical problem. As prac
tical workers, they were content with the assumption that 
public institutions (such as labour-protection laws, building 
regulations, etc.) would of themselves have the power to bring 
about the desired changes in price and distribution. Although 
in the field of practice they excelled their rivals of the liberal 
school, in the domain of theory they were weaponless, and 
de\"oid of a firm scientific platform.-

According to the universalist doctrine advocated by the 
author of the present work, social reform and applied economics 
are, on principle, thoroughly practicable. The body economic 
is an articulated structure of interlinked means to economic 
ends, and has its internal connected purpose, its rationale, just 
as the links in a chain of argument have an unambiguous inter
connexion. But for that very reason the body economic can be 
modified by a process of rearticulation. A badly articulated 
economy can be transformed into a well articulated one; and, 
by a change of aims, invalid means can be made valid. If, for 
example, as a sequel of the temperance movement, the State 
should, by ta. .. ation, compel the transformation of breweries 
into jam factories, by changing production it will have also 
brought about a change in the distribution of the total product. 
A similar thing happens when, through the introduction of a 
system of compulsory insurance, a part of the aggregate income 
which has hitherto been devoted to the formation of capital is 
devoted to consumption. The economic community in which 
this occurs will build fewer new factories, but will spend more 
upon hospitals, Upoli' feeding the unemployed, etc.-The 

I Hubert D. Henderson, Supply and Denumd, Nisbet, London, 1933, p. 19. 
I Cf. Andreas Voigt'. polemic, KleinJunu cd. Mi.tkM""., 1905; also 

pohle, Di, WohllU1lf'I"04', in tho G/Iochen collection, 
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fundamental error of the liberal school is that it regards eco
nomics from the standpoint of the formation of prices, and 
holds that the regulation of prices is effected by the working 
of the natural laws of mechanical causation: Price, however, 
is only an expression of the articulation of economic means; is 
only an indicator, not a primary phenomenon. Besides, we are 
not concerned with the absolute net product (with its money 
price), but with the purposiveness of the net product, that is 
with its relationship to the aims of the Stste and of civilisation. 
The apostles of the doctrine of self-interest forget this I 

Alike in theory and in practice, therefore, the body economic 
can be influenced by social reform and by applied economics 
in all sorts of ways that are in harmony with its articulated 
structure and with its developmental possibilities (the possi
bilities of rearticulation). An unsatisfactory type of articulation 
can be transformed into a satisfactory one, and an unsound 
price expression into a sound one. The sound price expression 
and the satisfactory articulation are-the just price I' 

C. THB EARLIER GERMAN SCHOOL OF USE-VALUE, 
AND THE THBORY OF MARGINAL UTILITY 

J. EXPOSITION 

In Germany the earlier school of economists who in general 
accepted the teaching of Adam Smith, did not adopt the mech
anicallabour-cost theory of value, but formulated a use-value 
theory of its own. This applies to Jakob, Soden, Lotz, Hufe
land, Storch, Adam Miiller, Rau, and Hermann. Similarly with 
the historical school; with Hildebrand, Roscher, and Knies.
This use-value theory. set out from the importance of the 
various kinds of wants (want of food, want of luxuries, and so 
I CE., in this connenon,myarticle Gkichwiehtigkeit g«en G1'eunu,tsm, fCJahr_ 
bileher fUr Nationaltskonomie und Statistik'", vol. cxxili, Fischer, Jena, 
1925, p. z89i alao Tote rmd lebendige WisstmSchaf', third edition, lena, 
19%9. p. 68. See below, p. 281. See also above, p. 183, footnote on writings 
of A. J. Penty. 

I Concerning the works of these various authon, Bee above, pp. 109. IS8, 
and 241. • 
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on), and from the specific utilities of goods (for instance, essen
tial foodstuffs are more important than luxuries), but was I 

unable thence to find an explanation of the ratios between the 
values of certain goods obtainable in definite quantities, and 
those of other goods likewise obtainable in definite quantities 
(food and water had always the same specific utilities). It was 

. inevitable that a theory of use-value should break down so long 
as the disharmony between utility and price remained unex
plained; and so long as the difficult problem of finding a 
measure for utility had not been solved, so that there was no 
explanation of Smith's paradox that bread was useful but 
cheap whereas diamonds were useless but dear.-Nevertheless, 
Hildebrand, Knies', and Hermann> came to the conclusion 
that, whilst the total value of any kind of commodity (such as 
water) was constant, th~ value was variously allotted to the 
fractions of the whole. But this doctrine, according to which 
the use-value of a commodity was'inversely proportional to its 
quantity, was too general. The theory of marginal utility was 
needed. 

The fundamental idea of the theory of marginal utility was 
conceived almost simultaneously by three different economists. 
One of them was the German, Karl Menger, professor of eco
nomics in Vienna, who died on February 26, 1921.3 The 
second was the Englishman, W. Stanley Jevons.4 The third 
was the Swiss, Walras.S But earlier than any of these, the Ger
man, Gossen, had developed similar ideas, in a work 'which 
remained practically unnoticed, until Jevons rescued it from 
oblivion.6 So, even earlier, had, to a degree, the mathematician 
• DU ""IioMlOkorwmisck Lehr. ""'" Werlhe, "TQbinger Zei .. chrift fUr 
die gesamten StaatswissenschaftenU

, 18SS . 
• StaaUWiruchaftJidJe Ufttl1nuc~ngm. first edition, 183a. 
S Author of Gnmdstit:i. d<r VollutlMtsehaftskhTe, vol. i (the only one), 

Vienna, 1871, second edition (posthumous), 1923. 
4 Theory of Political Economy. London, 18,1, third edition, 1888. 
I EUPIMfIU d'icorromiepolitiqu plD'lI,Lausanne, 1874-]877; Thiorie JIUllIrJ .. 

matip. de hi riches,. soeiak, Lausanne, 1883. 
6 Enttoiddu"ll u, GtsetJIlI dG IMftIchJiehm YerluJtn, Brunawic:k. 18S4. 

republilbed, Berlin, ,88g.-see below, p. 2'4. 
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Daniel Bernoulli (Commentarii, 1738). Notable foreshadowings 
of the doctrine are found also in Bruno Hildebrand (Du 
Nationalok0n0mi8 tier Gegenweut tmd Zukunft, Frankfort-on
the-Main, 1848, pp. 318 et seq.); and, indeed, Ricardo's theory 
of landrent and Thiinen's theory of wages and the interest 
on capital depend on kindred notions. (See also below, under 
"The Mathematical School", pp. 274 et seq.) . 

a. KARL MENGER'S FUNDAMENTAL NOTION 

According to Menger, economic goods are to be regarded as 
things that satisfy human wants, and the importance they thus 
acquire constitutes their economic value. What underlies the 
concept of value is, therefore, this concrete dependence on the 
satisfaction of a want, and not a merely potential utility (Smith's 
"use-value"), nor yet an objective substance (such as the quan
tity of labour a commodity has incorporated). Menger classifies 
goods in two grades, those of a lower grade (goods of con
sumption or enjoyment) and those of a higher grade (goods of 
production); and these latter, if they are to possess full utility, 
must be present in complementary quantities-bricks for the 
building of a house cannot develop their full utility unless there 
be also available sufficient quantities of sand, lime, etc. (this 
Menger terms the "complementary quality of goods").
Underlying Menger's theory of value is the "law of the satis
faction of wants" which Wieser subsequently (reviving the 
memory of a forgotten doctrine) christened "Gossen's law". 
According to this law, within a period of want (such as the 
period during which a meal is being eaten) successive portions 
of a quantity of goods develop varying utilities-for the pro
gressive satisfaction of the want is continually reducing its 
intensity. "Within any period of wan~ each successive act of 
satisfaction will be esteemed less highly than the previous one" 
(Wieser). The utility developed by that portion of the quantity 
of goods that is last consumed in the series, is therefore termed 
a margirul1 utility. (The expression "marginal utility" is 
Wieser's. Menger did not coin a special name for it.) To 
illustrate, let us suppose that the utility of the first part of the 
satisfaction of a want (the first glass of water drunk by a thirsty 
man) is estimated at 10, the second at 9, the third at 8, and 
following ones at 7, 6, 5, and so on. The greater the available 

R 
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quantity of a good, the less is the last or "marginal" utility. 
This formulation of the doctrine of marginal utility must be 
completed by the statement of the "law of the equivalence of 
marginal utilities". What happens in actual practice is, not that 
particular wants are fully satisfied while other wants are left 
entirely unsatisfied, but that at a certain point the satisfaction of 
the primary or more important wants is interrupted in order 
that other wants may have a tum. Let us suppose certain essen
tial wants ranged in order of importance thus, food I, clothing 
II, shelter III, and amusement IV, we shall get the following 
numerical table of utilities, in which each series ends with the 
marginal utility 7:' 

I 
10 

9 
8 
7 

II 

9 
8 
7 

III 
8 
7 

IV 
7 

In accordance with these basic phenomena, Menger declares 
marginal utility to be decisive in our estimate of the value of 
goods. When we renounce the consumption of the remainder 
of a quantity of goods, we are only renouncing the utility that 
is of least importance to us, the marginal utility. Hence we 
estimate the value of goods according to their marginal utilities. 

There you have the marginal utility theory of value as con
trasted with the cost of production theory of value put forward 
by Smith, Ricardo, and the socialists. We should note that the 
marginal utility theory is also a "subjective" theory of value, 
for the satisfaction of wants is a subjective canon: whereas the 
contrasted theory of value is an "objective" theory, for the 
costs on which it is based have as it were a substantial nature 
(quantity of labour, for instance); and it is furthermore a psy
chological canon, inasmuch as it is founded upon the course of 
the mental process of satisfaction. 

The economists who promulgated the theory of marginal 
utility did not round it off into a complete body of doctrine, 
for Menger despaired of the continuance of his school, and his 
pupils were content to develop fragments of his teaching. 
(Wieser's attempt lacked clarity.) The main elements of this 
teaching will now be presented • 

• Cf. Menger, a..nrdtiLI., aecond edition, pp. 120.1 seq. 
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b. THEORY OF PRICES 

Under free competition and in an ideal market, price is 
determined upon the basis of the various subjective valuations 
which the different would-be purchasers form of the desired 
goods, and of the various subjective valuations which the 
different would-be sellers have formed of the goods they offer 
for sale. Suppose that ten equally good horses are brought to 
market by ten potential sellers, and that there are ten potential 
buyers, then, according to Bohm-Bawerk and Philippovich 
(who in this matter follow Menger closely) we may have: 

Buyers' estimates of value 10 9 8 7 6 5 4 3 2 I 

Sellers' estimates of value J 2 3 4 5 6 7 8 9 10 

In that case only five purchases will take place, the five most 
effective buyers (those who put the highest estimates on the 
value of the goods, because perhaps money is less essential to 
them than to the others) buying from the five most effective 
sellers (those who will sell cheapest); and the market price will 
be between 5 and 6. To explain this in fuller detail: if the price 
were to fall below 5, there would be six effective purchasers 
but only four effective sellers, and the purchasers would out
bid one another until the price had risen above 5; and if it were 
to rise above 6, there would be only 4 effective purchasers, 
though there would be 6 effective sellers, who would therefore 
underbid one another until the price fell to somewhere between 
6 and s.-Bohm-Bawerk formulates as follows this law of the 
formation of prices: the market price lies between the sub
jective estimates of the marginal pairs of buyers and sellers. 
(Law of the marginal pairs.) 

c. REu.TIONSHIP TO COST 

The first deduction from the idea of marginal utility is the 
proposition: cost goods or productive goods [Menger's "higher
grade goods or goods of production] derive their value from 
their fruits; and, inasmuch as a productive good can produce 
numerous commodities with various marginal utilities, the 
marginal utility of the marginal product (that is to say, of the 
least useful productive group) will decide the value and the 
price of the productive goods. (The formulation is Wieser's, 
but the idea comes from Menger. See Grundsiitze, second 
edition, p. 157.) Costs, therefore, are not causes but effects of 
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the price of the fruits. They must always be determined con
comitantly with the marginal utilities of the fruits. To illustrate 
this: before a farmer buys a threshing machine, he considers 
whether its usefulness will repay its cost. 

d. AGGREGATE VALUE 

A separate question is that of the value of the total available 
supply of a commodity. Here Wieser's view and Bohm
Bawerk's are opposed. According to Wieser, all the units (or 
fractional quantities) of a total supply are to be endowed with 
the marginal-utility value, so that the aggregate value wilI be 
obtained when we multiply the marginal-utility value by the 
number of pieces or of fractional parts. (But here a difficulty I 

arises, in that when the supply is very large, the marginal 
utility will sink so low that the aggregate value will work out 
at less than if the supply were much smalIer I}-According 
to Bohm-Bawerk, we shall get the aggregate value by adding 
together the marginal-utility values of alI the individual speci
mens of the supply, which, in virtue of Gossen's law, must vary 
one from another.-Jevons, WaIras, Pareto, and Schumpeter. 
adopt a standpoint identical with Bohm-Bawerk's, and also 
in harmony with Menger's differential method; whereas 
Zuckerkandl, Clark, and F. A. Fetter, are at one with Wieser. 
The last-named bases his contention mainly on the fact that 
in actual business affairs the individual parts of a supply (such 
as each sack out of ten sacks of flour) are deemed to be of 
equal value. 

B. ACCOUNTING 

The extent to which the theory of marginal utility is appli
cable to the theory of distribution, depends in the last resort 
upon whether the value pf the fruit (the output) can be assigned 
to, can be "charged up" to, the productive goods individualIy. 
The question of charging up the output was first considered in 
recent times (leaving Thiinen, Say, etc., out of consideration) 
by Karl Menger; but;,we owe to Wieser the use of the term 
accounting ("Zurechnung") and the detailed consideration of 
the problem. Menger set out from the idea that the putting of 
one of the instruments of production out of action could never 
result in stopping the whole output of an enterprise, for the 
complementary instruments of production would continue to 



THE HISTORICAL SCHOOL 261 

tum out their part of the yield. The part of the output assign
able to a particular instrument was the difference between the 
total output when all the instruments were working, and the 
lessened output when the particular instrument was out of 
action.'-To this Wieser objects that the accounting must 
be based, not on the variations of a reduced productivity, 
but always and exclusively on what is, in actual fact, the most 
productive utilisation. In his Theorie der gesellschaftlichen Wirt
schaft, he has recently drawn a distinction between "general" 
and "particular" accounting. "General accounting" applies 
to the cost elements of production, and generally therefore to 
capital and laboUl. If, for example, labour and wood can be 
utilised for making either a table or a cupboard from the vary
ing results (assessed in money or in utility) the economic share 
of each in the output is calculable. If the applicabilities x + Y 
= 100; 2X + 3::= 290; 4Y + 5:: = 590: then we calculate the 
value of x to be 40, that of Y to be 60, and that of :: to be 70. 
"Particular accounting" applies to particular elements of pro
duction, and as a rule to the land. The agriculturist calculates 
the landrent in this way, that from the aggregate yield of his 
land he deducts the cost value, and in doing so he charges up 
the cost factors at only the value which is assignable to them on 
the basis of their marginal utility in the national economy and 
the world economy, whilst the whole of the remainder of the 
product is accounted to the land. In like manner, every other 
preferential rent is calculated by deducting costs from yield.
In essentials, Bohm-Bawerk agrees with the foregoing, but 
Schumpeter and Clark do not. In connexion with this problem 
of accounting, Clark develops the following law: "To each 
agent a distinguishable share in production, and to each a 
corresponding reward-iluch is the natural law of distribution.'" 

f. THEORY OF DISTRIBUTION 

This school of economists did not succeed in elaborating a 
systematised theory of distribution. Their leading notion, the 
one with whose aid they endeavoured to throw light on the 
nature of wages, landrent, and entrepreneur's profit, was 
the idea of the "marginal productivity" of labour, land, and the 
particular enterprise. As regards' their views concerning 
I Menger, op. cit., p. IS7. 

, John Bates Clark, TM Distl'ihutiOll of Wealth,a Theory oj Wagu,Inter-ut. 
and Profits. MaanillBn, New York and London. ,899. p. 3. 
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interest, see below, pp. 269 et seq. But, apart from the fact 
that Menger's disciples took divergent paths here, "marginal 
productivity" is not competent to explain the distribution of 
income. 

Substantially, this theory of distribution is identical with 
Ricardo's. But whereas Ricardo discerned rent only in the case 
of areas of land (differing degrees of utility in accordance with 
relative scarcity), these later economists look upon Ricardian 
rent as no more than a special instance of the general formation 
of prices. Rents arise everywhere. Price is not determined solely 
by the last (i.e. the least effective) of the purchasers who must 
be invoked to absorb the product (thus endowing the more 
effective purchasers with a rent-"consumers' rent"). Co
determinants of price are also the qualitatively least effective, 
least productive, and therefore most expensive, worker; the 
least effective, and therefore most costly, machine; the most 
costly method of production, among all the methods used; the 
least effective enterprise among all those engaged in· a branch 
of production; and so on. All of these endow the more effective 
workers, capitals, enterprises, etc., with a preferential rent.' 

iz. LITERATURE OF THE DOCTRINE OF MARGINAL 
UTILITY 

Germany and Austria: Wieser (ob. 1926), U,spnmg U1Ul 
Hauptgesetze des wirtschaftlichen Wntes, Vienna, 1884; Dn 
natiirlicht Wnt, Vienna, 1889; Theorie dtr gesellschaftlichen 
Wirtschaft, 1914, second edition, 1924; Zuckerkandl (ob. 1926), 
Zur Thtorie des Preises mit besondern Bniicksichtigung dn 
geschichtlichen Entwick/ung dtr Lehre, Leipzig, 1889; Philip
povich (ob. 1917), Allgemeine Volkswirtschaftslehre, fifteenth 
edition, TUbingen, 1920; the writings of Eugen von Bohm
Bawerk (see below, p. 269); the writings of Sax, Lehr, Schum
peter (see below, p. 274); L. Schonfeld, G,enznutzen und 
Wirtschaftsrechnung, Vienna, 1924 (this work h'!S an "organic" 
trend on the basis of its author's general conceptions, but it is 
I Among writers in the English language who have sedulously developed 
economic theory along these lines. and have done so with exceptional 
clarity, the moat familiar name will be that of the American economist, 
General Francia Amas. Walker (.&!o-.897). Chiefworka: PoIiti<aJ &.-.", 
New York. z883; Mont:Y. London, 1878. Th# Wogu Quuti01f. New York, 
1876; Fin' Lastnu i1t Politkal Economy, New York, 1889.-'I'IlANsLATOu' 
Non. 
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one which, carried to its logical conclusion,liquidates marginal 
utility).-Holland: N. G. Pierson.-Italy: Pantaleoni, Ricca
Salerno, and Gra2iani.-France: Aftalion, Les trois noti07l$ 
de la productivite et les revenWi, "Revue d'Economie Poli
tique", 19II.-Sweden: Wicksell (volumes of lectures upon the 
foundations of the principle of marginal utility).-Great Britain 
and the United States of America: Marshall, Principles of 
Economics, fifth edition, 1907; Edgeworth; Hobson; Wicksteed; 
John Bates Clark, The Distribution of Wealth, etc., New York, 
1899, Essentials of Economic Theory, New York, 1907; Selig
mann; Patten.1-Hungary: Wolfgang Heller, Theoretische 
Volkswi,tschaftslehre, Leipzig, 1926, Die Grundprobleme der 
volkswirtschaftlichen Theorie, third edition, Leipzig, 1928. 
{Heller's attitude towards the marginal-utility theory is 
somewhat sceptical, and he is inclined to regard it as out 
of date.)-Regarding Gossen, Walras, and Jevons, see above, 
p. 2S6.-Additionalliterature is referred to under the Mathe
matical School (below, p. 274). 

The British and American theoreticians of marginal utility 
are inclined, in some degree, to revert to the principle of cost as 
a factor of value, in that they try to amalgamate the unpleasant
ness of labour as cost-factor instead of,like Ricardo, the quan
tity of labour as cost-factor with the marginal-utility factor. 
This is the line taken already by J evans. Marshall and Clark 
have tried to formulate a law to the effect that the value of 
goods fixes itself at the intersection between their· utility and the 
disagreeables attendant upon the labour of producing them.
But this "disutility theory" is logically untenable. If, as a 
general principle, we regard utility as determinative of value, 
then labour (with the associated agreeable or disagreeable 
sensations) only comes into consideration as a means for creating 
utility, and cannot rank as a primary factor of value side by 
side with utility. 

Among outspoken opponents of the theory of marginal 
utility, the first to appear on the scene was J. von Komor
czynski, whose Der Wert in der isolierten Wirtschaft was 
published at Vienria in 1889. He did not, indeed, expressly 
repudiate the idea of marginal utility, but as concerned the 
application of that idea in the theory of value he made the 
sound objection that, fundamentally, all goods are to be looked 
I As to the replacement of the marginal-utility school in the United Statw 
by the uirastitutionaiachool''. Ste ~lo'W. p. 277. 
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upon as complementary, and that for this reason we cannot 
properly speak of the individual value of a good; further, that 
if thete should be a lack of any particular commodity, some 
substitute-commodity or other would take its place, and that 
for this reason the original utility would not be nullified (as the 
theory of marginal utility assumes), and all that would happen 
would be that the utility of remoter substitute-commodities 
of comparatively little 4nportsnce would be restricted.-Simi1ar 
views have been expressed by . Dietzel (see below, p. 279), 
Diehl, and Cassel (Das Recht auf dm vollm ArbeitsertTag, 
Gottingen, 1900), Lexis (the article "Grenznutzen", in the 
WiiTterbuch der Volkswiss/!7JSchajtm, third edition, lena, 19U), 
Mohrmann (Dogmengeschichte cier Zurechnungslehre, 1914), and 
Otto Neurath (Nationalokonomie und Wertlehre, "Zeitschxift 
fur Volkswirtschaft", Vienna, vol. xx). 

Wieser is forcibly criticised by Amonn, Wiesers Theone der 
gesellschaftlichm Wirtschaft, in the "Archlv fiir Sozialwissen
schaft", vol. liii, 1925. Amonn's criticism is all the more 
importsnt in that, to begin with, he took his stand on the theory 
of marginal utility. See also Amonn, Der Stand der reinen 
Thwrie, in Festgabe fUr L. Brmtano, two vols., 1925. 

Some of the Marxists have tried to effect a compromise 
between the marginal-utility theory and the labour-cost theory 
of value; for instance, Tugan-Baranowsky, Gelesnoff, and 
F. Oppenheimer (Wert und Kapitalprofit, 1916). Liefmann, 
whose criticism in Grundsiitze der Volkswirtschaftslehre, Stutt
gart, 1917, third edition, 1923, is vaguely expressed, makes 
the further mistake of thinking that his basic ideas are original. 
For a criticism of Liefmann himself, see Amonn, "Archiv fiir 
Sozialwissenschaft," vol. xlvi, pp. 367 et seq., and vol. xlvii, 
pp. 523 et seq. 

3. CRITIQUE OF THE DOCTRINE OF MARGINAL 
UTILITY-

a. GosSEN'S LAW 

The fundamental notions upon which the doctrine of 
marginal utility has been built up are untenable. This becomes 
1 In amplification of this brief critique, see the present writer', article, 
GI,;e!nxJiehtigkeit gtg ... Gr............. "JahrbUcher fUr Nariona1Gkonomie 
undlStati,tik'" vol. cxxiii, lena, 1925. p. 289. and the third and fourth 
~".)'I in hi. Tpt. uwll"'~. WiI,_eM/t. seeond ".urian, 192$. 
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especially plain as soon as we make a careful study of "Gossen's 
law" -which at the first glance seems so plausible. 

This law is approximately valid only when we are contemplating 
individual or isolated wants-and not always even then. But 
in actual fact there can be no such thing as the isolated satis
faction of a particular want. In the example given to illustrate 
the law(supra, p. 257), the first glass of water saves the traveller's 
life, whilst the tenth glass is practically valueless because by 
the ninth his thirst has already been fully quenched. Such is the 
assumption of the marginal-utility theory. But surely if our 
friend were unexpectedly to find yet another couple of glasses 
(making up the doun), he would still have a use for them, since 
they could provide him with other enjoyments. For instance, 
he might like to have a waah; or to water his mule (gratifying a 
want of his own, in a sense, if he is fond of the beaat); or to 
make some soup, thus using the water as a factor in the prepara
tion of another enjoyable good. In like manner, a musically 
gifted young man who has to earn his livelihood as a clerk, and 
is deeply grieved because he has no chance of fostering his 
musical talent, may be lifted into the seventh heaven of delight 
by a modest legacy that will enable him, at a pinch, to study 
music for three or four years-though all that time he will have 
to live on short Commons instead of living (we may suppose) 
pretty comfortably as a clerk. The windfall may seem to bring 
him the very crown of life, although thanks to it and the use he 
makes of it his elementary material needs are less adequately 
satisfied than they were before. The examples show that 
supplementary quantities of a commodity may be turned to 
account for the production of more utility than could be 
provided by the earlier quantities of the same commodity, in 
so far as they can be utilised in new ways, for the attainment of 
new ends.-Like considerations apply to the means of produc
tion. When the traveller uses the supplementary water to water 
his mule, this may save all his possessions. Or let us suppose 
that there is a forest difficult of access, but sufficiently supplied 
with water by a brook; now let the brook suddenly swell to 
become a navigable stream, and thereby the value of the 
timber will be increased many times over, since its transport 
will be greatly facilitated and consequently its utilisability 
intensified. Speaking generally we may say that, pending the 
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attainment of the optimum, each additional increase in supply 
increases the utility of a commodity by furnishing fresh oppor .. : 
tunities for its use. Besides, even optima as a rule are no~ 
absolute but merely relative. (See above, pp. 122 et seq.) ,: 

If Gossen's law is invalid, the "law of the equivalence 04 
marginal utilities" must likewise be invalid, and therewith the! 
whole notion of "marginality" falls to the ground. For now; 
the magnitude of the last or marginal utility can no longer b~ 
decisive as to the value of the aggregate supply, and the values! 
of commodities cannot be estimated in terms of marginal! 
utilities. If the series of figures representing the successiv~ 
degrees of utility be not a progressively declining one, but one; 
liable to irregular increments; if it be not 10, 9, 8, 7, etc., bu~ 
(assuming for the sake of argument that a numerical estimate~ 
of utilities is at all possible) 10, 9, 8, 12, etc.-then we must; 
obviously be debarred from reckoning the aggregate utility on 
the basis of 12, the last figure in our hypothetical series. 

h. ATOMISTIC NATURE OF THE THEORY OF WANTS, MARKET,; 
AND PRICE 

It is true that the notion of marginal utility contains an: 
"organic" element within it, to this extent, that the doctrine: 
implies the values of goods to be mutually interdependent ;,' 
but the idea of this interdependence is not turned to account 
as it should be. Menger assumes, rather, as his starting-point,., 
the atomistic nature of the wants of individual economic agents,· 
and considers the economy as a whole to be a composite that 
results from the aggregation of their individual estimates and, 
dealings. To all his arguments, therefore, the criticisms that, 
have already een applied to the doctrine of the "ordre naturel" : 
and to the d, ctrine of self-interest are equally applicable." 
I See ahow under Quesnayand Smith (pp. log et seq .• p. 146. and pp. ISO 
et seq.); also my Ii icle "Eigennutz" in the HtmdVJ6rttrlntdJ d". Sklats· 
!NUI_eha/lm, four! edition, voL iii. p. 323. 
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Unsound, likewise, is the atomistic notion of the market as 
nothing but a place where individual economic agents are 
gathered together; and the "law of the marginal pairs" is also 
fallacious. 

Price is not a composite product of the SUbjective estimates of 
individuals, and more especially it does not fix itself as a "price 
of equilibrium"-e.g. between 5 and 6 in the instance given 
above on p. 259. Were the considerations upon which that 
instance is based really valid, the price would equilibrate itself 
between 0 and I. For the sellers and the buyers are not atomised 
masses, but fonn an interarticulated whole. The buyers are the 
predominant partners; and, in an economy based on the division 
oflabour, sellers have as a rule an estimate of the value of their 
goods which tends towards zero. (What, for example, is the 
owner of a stud-farm to do with his horses if he cannot sell 
them?)' 

c. THEORY 011 DISTRIBUTION 

Since the theory of marginal utility sets out from premises 
which are unsound both methodologically and in respect of 
their content, we are not surprised to find that it leads to 
erroneous conclusions in the matter of the theory of distribution. 

The idea of "marginal productivity" cannot stand when the 
idea of marginal value (Gossen's law) falls, and the theory of 
wages must share the fate of both.-Moreover, we conceive 
the problem wrongly if we speak of "aggregate value". The 
total available supply of a commodity does not acquire its value 
through the summation of the individual utilities (the fractional 
quantities), nor yet through our multiplying the marginal
utility value by the number of pieces or of fractional parts: it 
acquires its value only as an effluent from the more exalted 
wholes of which it is a member. Values and prices cannot be 
explained from below upwards by summation, but only from 
above downwards by disarticulation or dissection, by an analysis 
of the extant higher economic aggregates-the national economy 
and finally the world economy.-An attempt at "accounting" 
I A criticism of B6hm~BawerkJs formula of prices will be found in § 19 of 
my F.rtda1nmt dw Volluwi,tscha!tsl.h ... 
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has likewise been made atomistically from below upwards. 
Wieser was right in objecting to Menger's method of account
ing by reckoning up the diminution in output when a particular 
instrument of production is put out of action; but his own 
solution of the difficulty amounts in the end to nothing more 
than an ordinary calculation of costs, like those made by 
every man of business. A calculation of costs is not an explana
tion of value I Apart from this, Wieser's method ignores the 
fact that when one element of unknown magnitude in. a com
posite is changed, the change involves a simultaneous and 
proportional change in all the other elements. In economics, no 
magnitude is an atomistic datum, for all of them mutually 
condition one another. "Accounting" (if we retain the name) can 
only be worked out from above; the individual "magnitudes" 
must all be contemplated as parts of a whole. In that case (as I 
have shown elsewhere), we are concerned, not with the idea of a 
specifically different "productive contribution" furnished by 
each individual functioning factor (a purely technical factor), but 
with the idea of equilibrium or equivalence.' Further, a gulf 
yawns between "accounting" and the theory of the market price, 
seeing that the latter depends upon the gathering together of 
subjective estimates of value, whereas the former is always 
concerned with aggregates, such as supplies, industries, etc. 

Whilst the classical economists' theory of distribution acquires 
a unity through the objective idea of cost (labour content), 
Menger's school, regarding the national income as a summation 
of individual incomes produced by the gathering together of 
subjective estimates of value, cannot achieve a like unity. 

It is no doubt owing to the atomism and individualism of the 
theory of marginal utility that its champions have followed Smith . 
and Ricardo in making the doctrine of value and of price the 
central pillar of economic theory. The worst of this way oflook
ing at the subject is that it becomes impossible to formulate any 
theory of achievement, seeing that price is made primary while 
achievement remains secondary. From the organic standpoint, i 
on the other hand, achievement is primary, price secondary •. i 
The concrete interarticulation of the means to an end comes 
first; magnitude of achievement (that is to say, value) and! 
price are only deducible from achievement and its articulation I 
(that is to say, distribution). 1 
I ct. my article Gleichwichtigeit g~m G,.tmmIltzm in uJahrbQcher rur:
Nationaltikonomien 

t vol. cuiii. See also below, p. 28a. 
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For all these reasons, the theory of marginal utility has led only 
to the formulation of sterile pseudo-problems and to empty 
sophistications. Karl Menger, the founder of the school, 
despaired of the survival of his doctrine, and failed to follow 
up the first volume of his Gnmtisiitze (1871) with a second
even refusing to have the first volume reprinted. Still more 
significant is it that Menger was antipathetic towards the 
further development of his doctrine by Wieser and Bohm
Bawerk. We know this, not merely from traditional talk in 
Vienna, but from what Menger had to say of Bohm-Bawerk 
after the latter's death,' and from the additions to the post
humous reissue of Menger's own book (Vienna, 1923). Apart 
from a handful of immediate disciples in Vienna, Menger 
had practically no supporters in German-speaking lands.-In 
England, it was from Jevons and not from Menger that the· 
school of economists who espoused the doctrine of marginal 
utility took its rise.-In Teutonic countries to-day, the doctrine 
may almost be regarded as extinct.-In the United States of 
America, the school of its supporters has given place to the 
"institutional school". (See below, p. 277.) 

None the less, the theory of marginal utility did one good 
service. In Germany, thanks to it and to it alone, during a 
peripd when attention to matters theoretical was at a low ebb, . 
the tradition of theoretical thinking was maintained. 

D. BOHM-BAWERK'S TEACHING 

Bohm-Bawerk> (professor at the University of Vienna, ob. 
1915), a man highly respected by foreign economists, was the 
most widely read representative of the Austrian school. 

I Karl Menger, Eugen von B4hm-BQfUerk, reprint from the uAlmanach 
der Kaiaerlichen Akademie der Wiasenschaften", Vienna, 1915. 

I B6hm-Bawerk's most important book is Kapital urul Kapitalfti"" Inns .. 
bruck, ,8114-.889, translated by W. Smart in two parts as Capital and 
In""15', ,890, and The Poritiv. Theory oj CapilDl, ,8g'. 
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a. EXPOSITION 

Biihm-Bawerk insists that in estimating the values of goods 
we must take into account prospective utility as well as present 
utility. The majority of goods, indeed, have it as their only 
purpose to produce other goods for future consumption; in a 
word, they are capital. Within this category of capital are 
subsumed all the intermediate products which come into 
being in the conrse of the aggregate process of production. 
Thus the extant capital of a national economy is an expression 
of the "devious paths of production", of the detours along 
which goods have to be made. For instance, men may draw 
water for themselves in the hollow of the hand; or, using a 
circuitous method, they may build an aqueduct to bring it 
whithersoever they please. By entering upon these devious 
paths of production, we gain the advantage of getting more 
extensive results for the same expenditure of energy, or the 
power of producing a good which could not be produced at 
all by a less circuitous method. (This is the "law of the superior 
productivity of the devious paths of production".) 

The value of a capital is an anticipation of the value of the 
goods which will be brought into being by its aid. This leads 
us to the most important of Bohm-Bawerk's notions (formu
lated in connexion with an observation of Menger's, which 
has, however, been deleted from the second edition of the 
G,wuJsiitze), the one on which he bases his explanation of 
interest. Present goods, he says, have subjectively a higher 
valne than future goods, and consequently command a higher 
price. There are three reasons for this. First of all, there comes 
into play present scarcity, thanks to which present goods are 
always preferable to prospective ones, and thanks to which 
the demand for present goods always exceeds the supply. 
Secondly, there is an invariable tendency to underestimate 
future demand. Thirdly and lastly, there is a technical reason, 
inasmuch as the most fruitful methods of production are those 
which have to be carried out along time-expending devious 
paths, so that present goods have a productive superiority. 
Consequently the command of present goods gains enhanced 
importance, inasmuch as only one who enjoys that command 
over a sufficiency of them can enter the devious paths on which 
production can most advantageously be effected. Future goods, 
prospective goods, are of no use here. 
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Of these three reasons for valuing present goods more highly 
than prospective goods, sometimes one is more powerfully 
operative, sometimes another. But in any case the result is 
that the present goods attain higher prices than the prospective 
ones, and the tension that ensues upon the establishment of 
this difference, the premium payable upon the present goods, is 
the interest of capital. One who has present goods at his 
command, can secure in exchange for them the promise, not 
merely of an equivalent amount of prospective goods, but of a 
supplementary quantity, which is interest. 

Where are the exchanges between present goods and 
prospective goods effected? What mainly happens is that 
entrepreneurs, through their money capital, have the disposal 
over articles of consumption, and supply to the workers as 
wages, to the landowners as landrent, and to the providers of 
raw materials and machinery as purchase prices, the means for 
buying the articles of consumption which these respectively 
need to keep themselves going. The economic process of 
production is unceasingly associated with acts of exchange as 
between articles of consumption and articles of production
or, in other words, as between present goods and prospective 
goods. The entrepreneur offers present goods in order to get 
prospective ones, and has therefore necessarily to take into 
account the premium or agio payable upon present goods
i.e. the market rate of interest. The capitalist is a merchant who 
has present commodities for sale; the worker is a merchant 
who has future commodities for sale. 

As with production, so with loans. According to Biihm
Bawerk, loans for consumptive and loans for productive 
purposes consist of an exchange of present goods for prospective 
ones, and not (as is usually held) of the temporary relinquish
ment of assignable goods-a surrender taking the form of a 
pact or a deed of hire. Just as, in production, interest arises as 
profit on capital, so here we have interest on the loan.-The 
entrepreneur has present commodities for sale, and with them 
he buys the means of producing future commodities (labour 
power, machinery, etc.). But these means of producing com
modities that will be consumed in days to come, are worth only 
what the commodities of the morrow are worth to-day. If, for 
example, the means of production of an area of land will be 
able to produce 100 bushels of wheat in a year, the value of the 
means of production is the value of next year's Wheat, but that 
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value is only the value of 95 bushels of extant wheat. In the 
course of the process of production, however, the prospective 
commodity gradually ripens into an extant commodity, and 
ultimately therefore attains its full value. The increase is the 
profit on capital (interest). A like growth in value from present 
commodities to future commodities occurs in the case of 
credit. A 100 pounds sterling to-day will have grown a year 
hence into 105 pounds sterling. The £5 interest is the increase, 
is the difference in values that will have ensued when goods 
that are now prospective shall have become actual. Every kind 
of interest is the premium, the agio, payable upon extant goods. 

The rate of interest therefore (it is impossible here to sum
marise the whole train of reasoning) is subject to the following 
law: "Interest will be higher in proportion as the stored-up 
supplies of articles of consumption in a national economy are 
smaller, so that only the less devious and consequently less 
productive paths of production are practicable, and the greater 
therefore the supplementary yield that will attach to a lengthen
ing of the detours. Conversely, interest will be lower when 
there is a bountiful store of articles of consumption, rendering 
more devious and consequently more productive paths of 
production practicable, so that a less extensive supplementary 
yield will be obtainable by any possible further lengthening of 
the detours. In brief, the rate of interest depends upon the 
supplementary yield of the last lengthening of the process of 
production," or in other words upon the marginal productivity 
of capital. (Thiinen conveyed the same idea by saying that the 
rate of interest was "determined by the utility of the last
utilised portion of capital". (See above, p. 175.) 

b. VALUATION OF BOHM-BAWERK'S THEORY OF INTEREST 

In this brilliantly elaborated theory, we have the first system
atic study of the gradations in value as between prospective 
and extant goods. Herein lies its merit. But the fundaT.1ental 
notion of the theory, the idea that prospective goods ~re less 
valuable than present ones, is unsound. In a trustworthy 
economic calculation, the value of prospective commodities is 
precisely estimated in accordance with the prospecLive possi
bilities of their utilisation. A sound economist likew:se foresees 
that prospective goods will be just as scarce as present goods 
are. (Consider the foresight of a farmer who divides his crop 
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into three parts, one for seed, a second for personal consumption, 
and a third for the market; and the manufacturer or the domes
tic economist looks ahead in just the same way.) It appertains 
to the very nature of economic planning, that there should be 
no underestimate of the value of future goods I Such an under
estimate is made only by the bad economist, by the heedless, by 
the spendthrift.-A second difficulty lies in this, that the basic 
idea of the underestimate of the value of the prospective com
modity could apply only in the case of interest upon a loan for 
consumptive purposes (a loan in which present articles of con
sumption are exchanged for future articles of consumption). 
As regards the interest payable on a loan for productive pur
poses, when we look into the matter closely we see that in such 
a loan no extant good (no article of immediate consumption) 
has been lent, but only a prospective good (that is to say an 
unripe extant good, such as a machine); and that therefore what 
is lent must itself, ex hypothesi, have its value underestimated, 
above all, when, as in the case of machine-making machinery, 
it is used to make, not actual, but prospective goods !-In the 
"three reasons" (see above, p. 370), ripe present goods and 
unripe present goods (really, future goods) are huddled together 
promiscuously. 

Apart from the agio theory, the most important theories of 
interest are; the productivity theory; the utility theory, accord
ing to which usufruct must be taken into account as well as 
productivity (Menger and others); the exploitation theory of 
Marx, who regards interest as only one of the forms assumed 
by surplus value; and the "dynamic theory" of Schumpeter 
who considers that interest and entrepreneur's profit are the 
outcome of economic progress. The productivity theory has 
8<ICIlred the most widespread acceptance, and among the classical 
economists Thiinen elaborated it with especial thoroughness 
and insight. The central notion of this theory is that, by the 
aid of capital, labour becomes enabled to obtain or produce a 
larger quantity of goods. Thus a hunter with bow and arrows 
will kill more game than one not provided with such weapons. 
Bohm-Bawerk, however. raises the following objection. The 
theory, he says, can account for the increase in material pro
ductivity that results from the use of capital; but it does not 
explain the supplementary production of values, nor yet the 
8upplementary value of the products, in which alone interest 

s 
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inheres. "Why is not the portion of capital worth as much as 
the expected product itself," JlSks Biihm-Bawerk, "seeing that 
according to the theory of marginal utility capital (cost goods or . 
productive goods) derives its value from its fruits (see above, 
p. 259); why should it be worth less, so that the product of 
capital has enhanced value, and consequently interest accrues? 

This objection is invalid because Menger's idea of cost, . 
according to which costs cannot be regarded as independent . 
elements, is itself unsound. But these questions cannot be fol
lowed up here, where nothing more has been possible than to . 
trace -the most recent developments of the concepts under . 
consideration. 

E. THE MATHEMATICAL SCHOOL 

The mathematical school is not identical with the marginal
utility school, but is closely akin. Many of the exponents of the 
theory of marginal utility have tried to present the notion 
mathematically. The following have been the most notable' 
representatives of the mathematical school: its founder,. 
Coumot (ISOI-IS77, Recherches sur les principes mathbnatiques '. 
de la tMarie des richessts, IS3S); Gossen (ISlo-ISSS, Entwicklung 
tier Gesetz. des Menschlichen Verkehrs, 1854); Jevons and 
Walras (works enumerated above, p. 256); Launhart (Mathe
matische Begriindung tier Volkswirtschaftslehre, 18SS); Auspit2 
and Lieben (Untersuchungen ;;ber die Theone des Preises, 
Leipzig, ISS9); Schumpeter (Wesen und HauPh'nholt der 
theoretischen Nationaliikonamie, Leipzig, 1908); Pareto (Manuel 
d'iconamie politique, Paris, 1909) ;Barone; Irving Fisher (Mathe- . 
matical Investigations in the Theory of Value and Prices, Yale 
University Press, 1925). 

The mathematical school must be commended for having 
emphasised more clearly than any previous school of economists 
the distinction between an immutable and a mutable, or as we . 
now phrase it between a "static" and a "dynamic" economy- i 
a distinction to which I alluded on p. S6.' since there is. 
no such thing as a completely immutable, a perfectly static' 
economy, the differentiation is nothing more than a hypothesis '. 
I Regarding thi, matter. flee especially John Bates Clark, TIw DirI.'l'ibulUnl ; 
., WMIIh. New York. ,899. In German. consult Schumpeter (op. cit.); 
whoa. leading formulae are deri""d from WaJrao. . 
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which has practical value for methodological purposes, and it is 
·one which has at times misled those who have accepted it. In 
other respects the mathematical method in economics is barren, 
and can serve only for the vivid demonstration of results 
obtained in other ways. The main fallacy which invalidates it 
is the assumption that the magnitudes with which it deals are 
separately and individually variable. This is not the case in an 
organic aggregate, such as economic life, whose magnitudes, 
moreover, are not primary, but derivative. If, e.g., a double 
supply of iron appears in the market, this occurrence must have 
been preceded by more mining of ores, more smelting, more 
transport, the payment of more wages, and so on. There has 
not been an isolated "variable". All the factors of the problem 
have varied simultaneously; the whole economy has been 
modified. (It is otherwise in physics, where, for instance, 
volumes alone can be altered, with consequent mathematically 
calculable changes in pressure and temperature.) Besides, 
there are achievements that are not susceptible of quantitative 
statement and are inexhaustible, such as a commercial treaty 
or an invention. Cf. K. Faigl, Ganzheit WId Zahl, Jena, 1926, 
p. IIO, also pp. 95 et seq. (The application of mathematics to 
biology.) 



CHAPTER TWELVE 

PRESENT-DAY ECONOMIC SCIENCE 

A. CERTAIN NEW TRENDS' 

1. THE REALIST-DESCRIPTIVE SCHOOL 

THE realist-descriptive school may be regarded as an out
growth from the younger historical school (the school of 
SchmoIIer). The realist-descriptive school works, in fact, upon 
the same methodological principles as the historical school, 
but devotes more attention to the economic problems of the 
present day. Among investigators attached to this school who 
belonged to a somewhat earlier generation than our own, I 
may mention Albert ScUffle (ob. 1904, Bau una Leben tie. 
so2fiaien KOrptrS, second edition, 1896), and Lexis (ob. 1914, 
Volkswirtschaftslehre, second edition, 1915. Of contemporary 
representatives of the realist-descriptive school, I will enumerate 
in alphabetical order: B, Haims; H. Herkner (Die Arbeiter
froge, eighth edition, Berlin, 1923); Passow (editor of Beitrage 
zur Lehre von aen Untenuhmungen, Jena, 1925); J Pesch, S.J. 
(Lehrbuch tier Nationaliikonomie, five vols., Freiburg, 1904-
1925); Schumacher (Weltwirtschaftliche Stru/ien, 1911, and 
other works); Adolf Weber (Der Kampf zwischen Kapital rmJ 
Arbeit, fourth edition, 1921); K. Wiedenfeld (Das Persiinliche 
im motlernen Untenuhtnn'tum, Leipzig, 1911, second edition, 
1920); Zwiedineck-Sildenhorst (ULohntheorie und Lohn
politik" in Hanaworterbuch aer Staatswissensckaften, fourth 
edition, Jena, 1923), who is also of note as a theoretician. 

, 0. in !hi. oonnexion, Salin, Di. d",lJcM "oll,JWiJ.lJchaftlichl ThIorUJ 
im Jlf.DaUigftm Jahrhrmdwt, "Schweizerische Zeiachri!t fUr Statistiku• 1931 ; 
Surinyi-Unger, G.,chi<h .. d .. VoJIrswirllchojllkhr. ;". .. , .... Vilrul da 
JrtINJfUigllm J.hrlu",dtrll, lena, 1926; Honegger, VoJIrswirllClrdltlichl 
God."""""IImI, elc., 1926. , 
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Pesch, a disciple of Adolf Wagner, hopes for a "solidarity" 
that shall be an effective compromise between individualism 
and socialism, but is essentially individualist in the groundwork 
of his ideas. He seems to be acquainted only with the teachings 
of the classical economists and the socialists, for he ignores the 
views of the romanticists and the scholastics.-Nevertheless he 
has penned the most comprehensive economic treatise ever 
produced in the German language-a work instinct with true 
scholarship. 

In the United States, since the war, as in Scandinavia, the 
marginal-utility school has been replaced by the "institutional 
school".' 

The economists of this group are persons who have been 
disillusioned by the failure of every kind of neo-Ricardianism 
since the outbreak of the war. Like the members of the older 
historical school in Germany (Roscher and Knies), while still 
endeavouring to keep in touch with theory, they consider that 
economic investigation must centre in the study of "institutions" 
and of "human behaviour" (the theory of motivation), so that 
their method becomes historical, statistical, and psychological. 
The crucial question for this school will be, as it was in the case 
of the older and the younger historical schools in Germany, 
whether its representatives can keep in touch with economic 
theory, and avoid lapsing into positivism. 

2. THE EpISTEMOLOGICAL GROUP 

Since the tum of the century, or shortly before, there has 
gradually been developing a system of methodological writings 
in which (with clarified arguments) an attempt has been made 
to carry a stage further the old dispute about method between 
Menger and Schmoller, and to broaden the philosophical, 
social, and scientific foundations of economics. ' 
I CE. R. G. TugweU, T~ T,end 0/ Economies. New York, 1924. This is a 
symposium with contributions from many of the younger American pro
fesson of economics. See also the account of the institutional school by 
Allyn A. Young in the "Quarterly Journal of Economics" J 11)25; and 
Surinyi.Unger,.p. al., pp. 33 etlell. 
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To this school belong: Rudolf Stammler (Wirtschaft und 
Recht, first edition, 1896, sixth edition, 1923), the first writer 
to apply neo-Kantian ideas to jurisprudence, and indirectly 
to economics; Max Weber (U Archiv fiir Sozialwissenschaft", 
1902 and subsequent years, also 1920); Gottl (uArchiv fUr 
Sozialwissenschaft", 1906 and subsequent years); Andreas 
Voigt (UZeitschrift fiir Sozialwissenschaft", 1 906 and subsequent 
years, Technische Oekonomik, 19II, article uVoIkswirtschafts
lehIe" in Handwiirterbuch tier Staatswissenschaften, fourth 
edition, Jena, 1923); Alfred Amonn (Objekt und Grundbegriffe, 
Vienna, 19II; important critical articles in UArchiv fiir Sozial
wissenschaft"; also Volksroohlstandslehre, vol. i, 1926, see 
below, p. 279); Werner Sombart, Die Ordnllng des Wirtschafts
lebens, second edition, 1927. This book contains an elaborate 
study of economic systems. See also above, p. 242; also Karl 
Diehl (Theoretische Nationalokonomie, vol. i, second edition, 
1916); also W. Mitscherlich (see below, p. 283). 

3. THE NBO-LIBERAL TREND 

The very existence of a neo-liberal trend to-day (when all the 
Ricardian schools have proved 'so sterile in the field of theory), 
and still more the fact that this school should recently have 
become dominant, are manifest indications that our science is 
stilI talking the language of the eighteenth century. 

As leaders of the neo-liberal school (apart from the marginal
utility school, which is likewise neo-liberal) must be mentioned 
first of all the Swede, Gustav Cassel (Theoretische SOZl'al
okonomik, first edition, 1918, fourth edition, 1927), whose 
textbook has had great influence in Germany, and who has 
endeavoured to give a mathematical explanation of the formation 
of prices, and of distribution, in terms of the uprinciple of 
scarcity", without having recourse to any theory of value. But 
Cassel's equations do not provide us with any fresh knowledge; 
they merely serve to express the general connexion between 
supply and demand, on the one hand, and price, on the other, 
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which was presupposed. In fact, they are tautological.-Franz 
Oppenheimer tries to take up an intermediate position, pro
fessing a "liberal socialism" (Grundrisr tier theoremchen 
Oekonomie, 1926).1 EaIlier economists belonging to this trend 
are Adolf Wagner (see above, p. 244) and Heinrich Dietzel 
(Theoremche Sozialoktnwmik, 1925). Alfred Amonn's attitude 
towards Ricardo is ambiguous. On the one hand, he sharply 
criticises Ricardo (Ricardo au Begriinder der theoremchen 
Nationaliikonomie, Jena, 1924, also in Volkswohlstantlslehre, 
1926); on the other, he advocates a return to RicaIdo. The 
explanation of this appaIent inconsistency is that in the domain 
of "national economics" (the universalist economy of the social 
aggregate) Amonn renounces Ricardianism, but still accepts 
it in the naIrower domain of "economics" _ (individualist 
economics). In his brilliant book Volkswohlstantlskhre (1926), 
Amonn is still trying to rescue the old formal theory of ~change, 
and wants to keep it afoot side by side with the universalist 
doctrine of the interconnexion between means and ends. 

4. UNIVERSALIST ECONOMICS 

a. The doctrine of the author of the present work starts from 
the assumption that first of all the sociological presuppositions 
of economic science must be safeguarded. These sociological. 
postulates were briefly expounded in the fourth chapter of 
the present work, the chapter entitled "An Introduction to 
the Basic Problem of Sociology-Individualism versus Uni
versalism". (See above, pp. 59 et seq.) 

The doctrine of universalism, originally developed by myself, 
derives, moreover, from the principles that underlie the idealist 
philosophy, as formulated in my Kategarlenlehre. 

1 See Amonn's criticism of Oppenheimer in the UZeitschrift fur Volkswirt
schaftn

, vol. v, 1925. 
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b •. According to the universalist view, "economics" objectively 
considered is an interarticulation of means fqr ends (being 
subjectively the estimation of means, and the consecration of 
means to ends). From this outlook, all economic phenomena 
are, by their very nature, an interarticulated structure of achieve
ments (seeing that the means achieve something on behalf of 
the ends). The land effects something; factory buildings, 
machines, raw materials, effect something; the activities of the 
workers effect something.-These achievements may be classed 
under three heads: direct achievements, those which directly 
result in the pleasures of consumption, as when we pluck a 
fruit; indirect achievements, as when we instal the instruments 
that will enable us to pluck fruit, i.e. instal capital; and achieve
ments which, though still indirect, have a higher grade of 
intermediate effect (constitute capital of a higher grade), e.g. 
a commercial treaty which will help every one doing business 
with a foreign land.-But this idea of achievement must not 
be conceived in a technically causal sense; we must keep our 
minds fixed upon the quality of the achievement which makes 
of it the fulfilment of an aim, the quality which makes of it an 
interarticulated part of a larger whole; we must look at the 
matter structurally. The achievement is always a member of a 
more exalted and an articulated aggregate. Contraposed to the 
totality of all the ends is the totality or the articulated structure 
of all the achievements.-Hence there must be superadded to 
the idea of achievement the idea of the articulated ordination 
of the economic aggregates as the second fundamental notion. 
This articulated ordination is characterised by the partial 
aggregates and the ~des. Things preparatory to ripeness 
(inventions and theones); things ripening through production 
(subdivisible into the materially ripe, the locally ripe, things 
ripe for the market, and things ripe for consumption); things 
communal that promote ripening (capital of a higher grader-
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these are the "partial aggregates" of all economies, whereof 
the world economy, the national economy, and its subordinate 
parts down to the individual enterprise and the domestic 
economy, are the "stages". As between the partial aggregates 
and the stages, there are relations of superiority and inferiority. 
Consider, for instance, what was said on p. 48, that "the total 
balance takes precedence of the individual balance"; and on 
p. 70, 'that "financial capital takes precedence of industrial 
capital".-AIl these concepts, for whose fuller elucidation I 
must refer the reader to my other works, are designed to make an 
end of the atomistic and mechanical way of regarding economic 
processes. For the first time they enable us to grasp alike the 
form and the substance, to understand both the anatomy and 
the physiology, of the economic life of all historical epochs. 

The doctrine of achievement (in the traditional terminology 
it might better be called the doctrine of production) holds the 
premier place in the development of the system; and, just as 
"achievement takes precedence of price", so likewise "the 
doctrine of achievement takes precedence of the doctrine of 
price". For, in f;!Ct, "price" is only the expression of the 
articulation of achievements. Prices attach to goods in accord
ance with the grade of articulation of achievements. When 
precedence is thus given to achievement, and then only, we get 
quite beyond the economic system of Smith and Ricardo. 
{See above, pp. 109 et seq., and p. 268.)-Thenceforward, the 
leading principle in the formation of value and of price is, not 
marginal utility (though achievement in the widest sense is 
identical with utility in the widest sense), but equilibrium or 
equivalence. For price does not arise out of the encounter of , 
subjective estimates of value in the market, nor yet out of the 
encounter of supply and demand (Menger, Cassel), but out of 
the relations of magnitude in the articulated structure of an 
economy, price being the expression of these relations in 
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accordance with the principle of equilibrium. (Cf. pp. 91 and 
z68; also '~just price", p. 255.) 

From the methodological standpoint, these concepts embody 
the universalist outlook, and take us right away from the 
atomistic and individualist outlook of the classical economists 
and the champions of the doctrine of marginal utility. No one 
denies the comparative independence and individuality of the 
particular economic agent, but the primary reality is always 
that of the totality of the economy as an invariably antecedent 
datum. (See above pp. lIS et seq., "reason for articulation 
versus self-interest".) 

Although the realm of means has its own laws (laws of ideal 
universalist articulation, not laws of mechanical causality), this 
theory is not abstractly isolative like the theory of Ricardo and 
Menger, for it does not set out from the "motives" of the 
individual, nor yet from the subjective at all; it sets out from 
the extant articulated objective totality of the body econo"mic. 
Neither is it an unhistorical doctrine, seeing that the ends are 
always implicit in the articulated structure of the means, and 
that in these ends the whole living abundance of historical 
society finds expression. 

c. Theory of Money. (See below, pp. 285 et seq.) 

d. Doctrine of Crises. (See below, pp. 293 et seq.) 
For further details, I refer to my other writings, which can 
best be read in the following order: V 0111 Geist. der Volk
swirt..ehaftslehr., Jena, 1919 (now printed as appendix to the 
fourth edition of the Fundament); Tot. und lehendig. Wissen
sehaft, third edition, Jena, 1929 (read the second and third 
sections first); Fundament der Volkswirtsehaftsleh,e, fourth . 
edition, Jena, 1929.-To the foregoing economic works, a 
methodological foundation is supplied by my Kategorimlehr., 
Jena, 1924; a sociological, by my ~sellsehoftslehr., second 
edition, Leipzig, 1923; a socio-political, by Der WIlhr. Staat, 
second edition, Leipzig, 1923; and a philosophical, by my 
Der Sehlipfungsgang des Geist .. , part i, Jena, 1928.-Concerning 
the collections edited by me, "Herdfiamme" and "Deutsche 
Beitrlige zur Wirtschafts- und Gesellschaftslehre", see below, 
P·301 • 

There exists to-day quite an imposing number of younger 
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investigators who are voicing the "organic" idea of economics. 
Collectively they make up what is now usually termed the 
"neo-romantic" or "universalist" school. Among them I may 
mention: W. Andreae, of Graz (translations of Plato in the 
collection "Herdflamme", vols. v, vi, and xiii; Bausteine zu 
einer universalistischen Steuerlehre, Jena, 1927); J. Baxa, of 
Vienna (Geschichte tier Produktivitatstheorie, Jena, 1926; 
editions of the works of Adam Miiller and the other romanti
cists in the collection "Herdflamme", vols. i, viii, and xviii); 
Karl Faigl, of Znaim (Ganzheit WId Zahl, Jena, 1926); Walter 
Heinrich, of Vienna (Grundlagen einer universaiistischen Krisen
lehre, Jena, 1928); Hans Riehl, of Graz (editor of Fichtes 
Schriften ZUT Gesellschaftsphilosophie, in the collection "Herd
flamme", vol. xv, Jena, 1928); G. Seidler-Schmid, of Prague 
(Systemgedanken der sogenannten klassischen VolkswiTtschafts
lehre, Jena, 1926); J. Sauter, of Vienna (editor of the writings 
of Baader, in the collection "Herdflamme", vol. xiv; Baatier 
unirKant, Jena, 1928); H. Wagenfiihr, of Jena-(Die neuTOmatl
tische Schule,Jena, 1928). Besides the foregoing, there are many 
economists who in general accept the organic-universalist idea, 
though with certain reservations. Among these I may mention: 
Alfred Amonn (see above, p. 278); Below (Zum Streit um 
das Wesen tier Sozrologie, "Jahrbiicher fiir Nationalokonomie, 
vol. cxxiv, 1926; OthmaT Spann, "Deutschland. Emeuerung", 
1924); J. Dunkmann (Der Kampf um Otkmar Spann, Leipzig, 
1928); Wolfgang Heller (Theoretische Volkswirtschaftslehre, 
Leipzig, 1926); Friedrich Lenz (Aufriss tier politischen Oeko
nomie, 1927); Waldemar Mitscherlich (Wirtschaftswissenschaft, 
"Schmollers Jahrbuch", 1926; Der wirtschaftliche Fortschritt, 
second edition, 1923; Moderne Arheiterpolitik, 1927); E. Salin 
(Geschichte tier Volkswirtschaftslehre,Berlin, 1923); Sartorius von 
Waltershausen (Die Weltwirtschaft, Leipzig, 1926; Weltwirt
schaft WId Weltanschauung, Jena, 1927); Egon Scheffer (Oester
,ticks wirtschaftliche Sendung, Vienna, 1927); Suranyi-Unger 
(see above, p. 276,and below, p. 301); Andreas Voigt ("Volks
wirtschaft und Volkswirtschaftslehre", Handwiirterhuch tier 
Staatswissenschaften, fourth edition); Weddigen, of Breslau 
(Theone des Ertrages, J ena, 1927; Ertragstheorie und Verteilungs
theorie, "Jahrbiicher fiir Nationalokonomie", vol.cxxviii, 1928). 

I have not, so far, come across any seriou~ criticisms of my 
doctrines, and I have no intention of replying at any length 
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to unworthy (if not positively morbid) onslaughts such as those 
of Mr. Liefmann and Mr. Sander. Liefmann has understood 
my teaching so little that he actually describes as "nonsense" 
the proposition "the whole comes before the part"-which 
derives from Aristotle. Being utterly mcapable of even beginning 
to grasp the idea of totality, he inevitably finds my theory of 
exchange, of achievement, of the ordination of articulation, of 
partial aggregates, etc., a book with seven seals. It is the same 
with Sander, who, since my doctrine of the categories is beyond 
his comprehension, finds it easy to despise it. But I am sorry 
for the periodicals which descend to so Iowa level. 

Other opponents, more well-meaning, have tried to find a 
"middle course" between individualism and universalism. 
They should, however, begin by proving that these oppositions 
are not mutually exclusive, for then only can any sort of 
compromise be possible. Otherwise their attempts will be 
shattered against the elementary logical rule, "Inter duo 
contradictoria non est medium", they will vainly try to evade 
the law of excluded middle. I have dealt with these and other 
criticisms at sufficient length in my article Em Wort an meint 
Gegntr aUf dem Wiener Soziologentag, which appeared in 
the "Kiilner Vierteljahresschrift", sixth year of issue, 1927, 
pp. 3II et seq. 

Finally, I have little taste for discussing the question of 
priority raised by Stolzmann (DU Krisis in der heutigen National-
6ko1llJ1tli., Jena, 1925), though in other respects I am glad to 
recognise the value of this author's writings. Mler all, the main 
thing is that the ideas in question should live and work, and it 
does not matter very much who first voiced them. But Stolz
mann overlooks the immense difference between his "ethical 
purposive concept" (which is incapable of serving as foundation 
for the general notions of economic science) and my idea of 
achievement and totality. A further vital distinction between my 
views and Stolzmann's is that the forcible severance of the 
basic notions of our science into "natural" or purely economic 
categories, on the one hand, and "social" categories on the 
other-a severance which Stolzmann and Adolf Wagner 
attempt-is incompatible with my postulates and cannot be 
deduced from them; for according to my understanding of 
economics the "social" ends are already implicit in the means. 
Such a severance of the purely economic from the social is 
liberalism.-Furthermore, anyone can sscertain for himself 
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the dates of our respective publications. My enunciation of the 
idea of achievement goes back to 1904. (See Kategorienlehr., 
pp. 6 et seq.) -

B. SOME OF THE MOST RECENT DOCTRINES 

I. THEORY OF MoNEY 

For Ricardo, the essential nature of money seemed to inhere 
in its commodity character, in its value as a metal. But his 
attitude towaxds the problem was inconsistent. On ~he one 
hand, he regaxded the value of money as the expression of the 
labour that had been incorporated in it (cost of mining plus 
cost of transport), the money being thus looked upon simply 
as so much metal, as a commodity on a similax footing to 
commodities in general; on the other hand, like Hume before 
him, he considered that the value of money must vary 
inversely as the quantity of it at any time available, so that if 
(for instance) the quantity money were doubled, its value 
would be halved, and prices would consequently be doubled
the "quantity theory" of money .. But in this latter way of 
regaxding the question, money is thought of only as medium 
of exchange, and not as commodity at all; for if the objective 
doctrine of value be accepted without reserve, the value of a 
commodity cannot change enduringly because its quantity 
changes.-Nor was John Stuart Mill,' who restated the theories 
'of the classical economists in a clarified and systematised way, 
able to escape this contradiction.-To those who held the quan
tity theory of money, and believed that prices necessaxily rise 
when the quantity of money increases, the mercantilist doctrine 
of the balance of trade seemed absurd. An influx of money due 
to a "favourable balance of trade" would, they said, lead to a 
rise in prices; this would result in more imports being made, 
with a consequent outflow of money. 

Here we come to the crux of the theory of money-to the 
fact that money is not simply a commodity like any other, but 
a commodity distinguished from all others by its function as 
medium of exchange. This quality of being a commodity which 
functions only as an intermediary between others makes it open 

I CE. Ricardo's PrincipIa; also The High Price 01 BulliOfl, X809 • 
• Prirteipl .. 0/ Political EC01I07IQi. London, 1848. . 
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to question whether and how far the commodity-quality of 
ordinary metals still attaches to metals when used as money, 
The view that the metallic commodity-quality still persists is 
termed "metallism"; the view that it has been lost is termed 
"chartalism", but has also (somewhat infelicitously) been termed 
monetary "nominalism". 

By the classical economists, and by many economists on into 
our own day, money was mainly regarded as still possessing the 
ordinary commodity-quality; but Knapp has recently advocated 
an uncompromising charta1ism, which has secured wide accep
tance. According to this form of chartalism, money is State
made.' Already a hundred years ago and more, in Elemente der 
Staatskunst, 1809, and Versuche einer nellm The~ des Geldes, 
1816,- Adam Millier had formulated a non-metallist theory of 
money, and the canonists had long ere this expressed similar 
ideas. Adam MUller dissented from the view of the classical 
economists that money had developed out of the adoption of 
the most marketable commodity as a medium of exchange, 
declaring money to be a "primary need of economic life". 
Miiller's theory, inasmuch as it regards money as "preeminently 
the sociable material" (for a further explanation see above, 
p. 164), centres in the trustworthiness of economic cooperation, 
in the relationship of money to the community. Nevertheless, 
Miiller does not regard metallic money from an exclusively 
chartalist outlook, does not look upon it as something endowed 
with a purely symbolic value that is quite independent of its 
material value; for him, it is money endowed with an all-round 
validity, is "preeminently the sociable material". On the other 
hand, Knapp, taking a much narrower view than MUlier, says 
that money is a "creation of the extant juridical order", and 
nothing more. The essence of money, according to this author
ity, inheres in its form, and has no concern with its substance. 
(Think, for instance, of paper money, which according to 
Knapp is not a "useful good" at all.) Nor has this essence of 
money anything to do with custom. What makes up the essence 
of money, says Knapp, is simply and solely the decree of the 
State that this, that, or the other shall be valid as means of 
payment.-Following Knapp, Bendixen3 (ob. 1920) regards 

I Knapp, StsatlicM Thtoris d" Geltks, Leipzig, 1905. fourth edition, Iga3 . 
• Both books republished. Jena. 11}22. 
J Wa". d" Cflldll. IgoS. third edition, Munich, 1911; DIu 1~ 

"obi ... , Stuttgart, '9". 
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money as legally nothing more than a means of payment, but 
economically it is "that which entitles one who has previously 
done something for another, or for others, to have something 
done for him in return". On this view, money is a lien upon 
goods, a lien whose nature resembles that of a bill of exchange. 
The same idea was given an "pter economic phra~ing at an 
earlier date by Adolf Wagner (ob. 1920), and earlier still by 
Adam MUller, for they considered that the origin of money 
was connected with the production of goods, was connected with 
the economic process itself; and it follows from this that the 
nature of the substance out of which money is made is a matter 
of little moment. (But Adam MUller transcends this notion by 
introducing the factor of mutuality into his conception of 
money).-Schumpeter's outlook resembles Bendixen's.'
According to the present author, money is "capital of higher 
grade", and is therefore a guiding, and organising, economic 
instrument, whose essence is not necessarily associated with 
the commodity-quality of the substance out of which money 
happens to be made. Only when this is understood, does the 
position of money in the body economic become comprehensible. 
Whereas hitherto it has been customary to distinguish between 
"means of production, means of consumption, and means of 
exchange",' so that money was considered apart from the 
world of commodities properly speaking, in the new light the 
productive role of money grows clear. Money is not productive 
capital in the sense in which (e.g.) a machine is productive 
capital; it is productive in a higher sense, seeing that (like a 
commercial treaty or other capital of higher grade) it cooperates 
in the production of machinery as well as in that of articles of 
consumption-that it is at work in this process as an invisible 
agent, so to say.3 See also, above, what was said under Law, 
regarding the creation of money, pp. 73 et seq.; also, below, 
pp. 289 et seq. 

Midway between the metalIistview and the chartallst is the 
outlook of Friedrich von Wieser4, who ascribes only a historical 
• Schumpeter, Dtu S.:rialp,oduk. WIll dio &chenp/emrig., "Archiv filr 
Sozialwissenschaftll

, 1918, vol. xliv. I 

I Knies, DiU GJtl, ICcond edition. 1885. p. 20; and other writers. 
S Cf.myFrmdatttetu der VolIurDirtsMajukMtI,tlUrd editioD. pp.181 etaeq., 

et passim. 
4 Der GJd,"" turd .tine Vertf1ulm4rrgen, u5chriften des Vereins fQr 

Sozialpolitikn
• Leipzig, 1910. vol. cs:uii; TMori • ., guelUchaftlichtm 

Wirllelra/., "Grundriaa cIer NationaJOkonomik", Tilbingen, 1914. 
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role to the material or substantial nature of money, but con
siders that paper money owes its entity to "mass custom" 
(and not, therefore, to the juridical order)--<m idea which 
likewise found earlier expression in the writings of Adolf 
Wagner.' The same opinion is voiced by Mises."-When we 
take a general survey of the modern development of the theory 
of money, we see that this theory has been fruitful only in so 
far as (unconsciously, hitherto!) it has followed Adam Miiller. 

The champions of metallism consider that the essence of 
money is to be found in its commodity-nature. There can be 
no doubt that uncompromising metallism contains atomistic 
and individualist elements, since its supporters hold that the 
qualities of money are an offshoot of those of the particular 
commodity gold. But there are very few metallists in this 
rigid sense of the term. AIl the noted "metallists" have looked 
upon metallic money (coined money) as a sort of "credit 
instrument" (the phrase is used from time to time by Diihring, 
though he is one of the strictest of the metallists), as symbolic 
money. This means that money is only the most intensified 
form of wealth, and a form in which wealth is guaranteed by 
the possession of the commodity-quality-an idea already 
implicit in Ricardo's and Menger's notion of money as the 
"most marketable" of commodities. In the sense that for them 
the essence of money is anchored in the qualities of the precious 
metals, the following are, with more or fewer reserves, to be 
reckoned 8S metallist..: Knies (Geld rmd Kredit, I, Das Geld, 
second edition, 1885); Eugen Diihring (Kursus der NatioJltlI
WId SozialiikonomU, fourth edition, 1925; see above, p. 209); 
Richard Hildebrand, Theorie ties Geldes, Jena, 1883; Wesm ties 
Geldes, Jena, 1914); Karl Menger ("Geld", in Handwiirterbud. 
tier Staatswissmschaftm, third edition); Karl Helfferich (Das 
Geld, Leipzig, sixth edition, 1923); Jevons; Laughlin; Pareto; 
and others. As to Walras, see above, p. 256. 

The main theories concerning the value of money are: the 
cost-of-production theory (Senior, Helfferich); the quantity 
theory (see above, p. 140, and immediately below on the 
present and ensuing pages); a subjective modification of the 
foregoing, known as the income theory (Zwiedineck, Wieser), 
according to which the value of money is deducible from its 
• Di • ...,,vw PapimJJiihrrmg, Riga. ,868; Dio GIld- ..... Kredi.tJuwri<J 
dw P,d',clum Bankaku, Vienna, 1862 . 

• TIIMJrN a.. GokI ....... dII Uml4llfmriuM, second edition, Leipois, 19040 
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quality as income, that is to say from its use in income; and, 
finally, the organic theory of the value of money (Adam Miiller; 
my own theory concerning the channels of inflation, see below, 
p. 290).-The most famous among the earlier exponents of the 
quantity theory of money were Hume, Ricardo, and John 
Stuart Mill. Among more recent economists who have 
espoused it, though critically, may be mentioned: the writers 
on the "banking principle" (see below, p. 291); Sombart (Der 
modeme Kapitalismus, sixth edition, Munich, 1924, vol. i); 
Wicksell (Geldzins and Giiterpreise, Jena, 1898); Gide (Principes 
d'ec01fOmU politique, 1884, and many subsequent editions; 
English translation from the twenty-third edition, by Ernest F. 
Row, Principles of Political Economy, Harrap, London, 1924); 
Marshall; Levasseur (Le coiU de fa vie, "Revue Economique 
Internationale", vol. iv, 1910); Kemmerer (Money and Credit 
/1IStruments in their Relation to General Prices, New York, 1907); 
Cassel; Mises; Irving Fisher (The Purchasing Pawer of Money, 
New York, 19II; Stabilizing the Dollar, New· York, 1920); 
Keynes (A Tract on Monetary Reform, Macmillan, London, 
1923); Hawtrey (Monetary Reconstruction, London, 1923 ; 
Currenry and Credit, London, 1919).-Among the before
mentioned, Irving Fisher, Cassel, Keynes, and Hawtrey advo
cate the stabilisation of the domestic purchasing power of 
money and of the course of exchange. 

Irving Fisher's doctrine forms the climax of the "critical" 
quantity theory. Fisher improves on the old quantity theory, 
in that he wishes also to take into account the velocity of the 
circulation of money (as shown by the average annual number 
of exchanges of goods for money) and the "volume of trade" 
(this meaning the quantity of goods bought with money). He 
says that the main tenet of the quantity theory, that prices rise 
and fall in direct ratio with the quantity of money in circulation, 
is sound, assuming the velocity of the circulation of money and 
the volume of trade to remain constant. Consequently we get 
the equation 

MV=XpQ 

this meaning that the product of the quantity of money, M, 
and the velocity of circulation, V, is equal to the product of 
the sum of prices, Xp, and the volume of trade, Q.-From this 
equation it follows that prices vary directly as the quantity of 
money, M, and as the velocity of circulation, V; and inversely 

T 
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as the volume of trade, Q. In M, Fisher includes the bank 
deposits, M', and their turnover, V'.-The formula will not 
hold water, fortheright-handterm,EpQ,is a pure tautology. In 
pQ there is implicit an assumption of what has to be explained, 
for p (price) is not put forward as a mathematical function of 
the quantity of money, M, nor yet of the velocity of circula
tion, V.' 

For the rest, the general fallacy inherent in any quantity 
theory of money is the assumption that when the quantity of 
money doubles, there will necessarily be a doubling of the 
demand for all commodities. What really happens is a manifold 
increase in the demand for certain goods, accompanied by a 
notable decline in the demand for others; this will mean a 
transformation of demand and production, with a resulting, 
change in price relations. The transformation will vary as the 
kind or quality of increase in the quantity of money varies (as 
the channels of outflow vary): taking either the form of a 
broadening of the basis of production, as happened in the case 
of inflation during the war; or else the form of an increase in 
consumption, as happened in Germany, in the case of inflation 
after the defeat. In the former instance there is an excess of 
ready money available for production, with consequent slack
ening of credit and reduction in the velocity of the circulation 
of money; in the latter, there is a scarcity of ready money for 
production, with a resulting extension of demands for credit 
and an increase in the velocity of the circulation of moriey.
What really matters is, not the quantity of money per se, but 
the power of money to effect tile reorganisation of economic 
life. Here, too, the principle applies, "achievement takes pre
cedence of price". (See above, p. 281.) The channel of outflow 
determines the function assigned to money; only in an indirect 
fashion does the quantity of money concern us. (Theory of the 
channels of outflow.) These considerations enable us to 
transcend the mechanics of the quantity theory, and to recognise 
that there is a qualitative factor at work to decide the value of 
money.' 

I need mention the names of only a few of the opponents of 

r See Fisher, TIM Pureluuing PtJfJJ" oj Money, New York. 1911. pp. 24. 
et aeq. i and for further details, see my article BemeTkurtgen ft Irving 
Filhnl GelJlJw •• uSclunollers Jahrbuch tl

, vol. xli, 1917. pp. 443 et seq . . 
• Further details in my Futrtlam6ntd" VoIJuwir",hajtslW.,fourtheditiOD .. 

Jena, '9>9, pp. a9> o •• eq. 
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the quantity theory of money: Jevons, Richard Hildebrand, 
Lexis', Lotz, and Spiethoff. 

Historically there is a close connexion between metallism and 
the quantity theory of money. Hence we find the quantity 
theory developing into the "currency theory"-known also as 
the "currency doctrine" or "currency principle"-(Ricardo; 
Samuel Jones Loyd, subsequently Baron Overstone, 1840; 
Peel's Bank Act of 1844), according to which the issue of bank
notes must be fully covered by a reserve of metallic money, 
since an increase in the former has just the same effect as an 
increase in the latter. In criticism of and in opposition to the 
foregoing we have the so-called "bank theory" or "banking 
principle",. according to which an increase in bank-notes 
secured by bills of exchange does not raise prices as does an 
increase in the amount of coined money in circulation, seeing 
that the economic process (the handing over of commodities) 
has preceded the issue of the notes. The champions of this 
principle are therefore content that only a fraction of the note 
issue should be covered by specie, the rest being secured by 
negotiable paper.--On principle, those who have espoused the 
"nominalist" theory of money are entitled to repudiate the 
need for a coined monetary reserve, so that their doctrine 
becomes unqualified chartalism. 

2. THEORY OF THE RATE OF EXCHANGE 

A contentious point in coruiexion with all the theories of money 
is the explanation of the price of any particular country's 
money in foreign markets-the rate of e.'l:change. At the 
present time, two theories are current. 

Q. THE BALANCB OF PAYMENTS THEORYl 

The metallists, regarding money as simply a commodity, 
consider that the price of money must be closely' associated 
with the balance of payments; that is to say it must regulate 

1 AllgemeiM YolluwiTuchaftslJw~J Leipzig, 1913; third edition, 1926: 
I See Fullarton, On 1M Regulation oj Ctm'tneia, third edition, London, 

1845; Thomas Tooke, An Inquiry into the CU"mty Principle, London, 
1844; Adolf Wagner, Syrtem dn Zettelbankpolitik, second edition, 1873. 

S See Goschen, The TIwJry oj 1M Fmeign Excha",u, London, 1861; also 
Thomas Tooke and W. Newmarch, A HisttJry 0/ Prices, etc., six vola " 
London, 1836-1857. 
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itself strictly in accordance with supply and demand on the 
monetary exchange. The condition of the balance of payments 
finds expression in the international ratio of exchange. The 
main process runs as follows. Let us suppose that a Berlin 
merchant has delivered goods to a Viennese merchant. He then 
draws upon the latter a bill of exchange. and. before it is due 
for payment. tries to sell it on the Berlin bourse. hoping to 
find there some one who will "discount" it (buy it at a little less 
than its face value) in order to make payments in Vienna. 
because it is easier and cheaper to send a bill of exchange than 
to send specie. In like manner. a Viennese merchant who sends 
goods to Berlin draws on Berlin and sells the bill of exchange 
to some one in Vienna who has a payment to make in Berlin. 
If now. as a result of deliveries of goods from Berlin to Vienna 
(or of services rendered. or what not) there are so many bills 
on Vienna offered for sale on the Berlin bourse that the aggre
gate amount is more than the total of the sum which Berlin 
debtors wish to pay to Viennese creditors. the demand for 
these instruments of payment lags behind the supply. and the 
rate of exchange falls. Correspondingly. Vienna will have more 
payments to make to Berlin than can be made by the bills of 
exchange drawn on Berlin that are at this time available in 
Vienna. and the price of these bills in Vienna will rise. In such 
a case. therefore. the balance of payments is unfavourable to 
Vienna. Since Vienna has more to pay (more bills of exchange 
to meet) than Berlin. specie will flow from Vienna to Berlin. 
Specie must be moved from one city to the other. for as soon 
as the rate of exchange exceeds the cost of sending specie. a 
merchant will naturally find it expedient to have recourse to 
the Iatter.-But if (as is necessarily the case when a country has 
only a paper currency) no coined gold is available for this pur
pose. the rate of exchange may go on rising indefinitely. Then 
the currency is disturbed. It becomes necessary to pay for 
bills drawn on foreign countries (and therewith for all other 
means of making payments abroad. and above all for gold) 
more than corresponds to the metallic ratios between the 
respective currencies.-During the recent war. all the bel
ligerent countries (wishing to keep a sufficient gold reserve) 
found it necessary to prohibit the export of gold. and thus their 
currencies became paper ones. (Incidentally. the Swedish 
currency likewise became a paper currency; Sweden had to 
suspend free coinage-for an opposite reason. because there 
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was a menace of gold inflation.) In all these countries, foreign 
currencies were at a premium corresponding to the "balan'iC' 
of payments." 

h. THE PURCHASING-POWER THEORY 

The purchasing-power theory was formulated by the 
Swedish economist Cassel, building upon a Ricardian founda
tion.' The price of a country's money in foreign money markets 
cannot (says Cassel) depend, like the price of other commod
ities, upon supply and demand. Money is not, like other com
modities, used by being consumed; it is used in the purchase 
of other commodities, to make payments. The decisive factor 
in determining the price of money in a foreign market is, 
therefore, the ratio between the purchasing power of foreign 
money in the foreign country and native money in the native 
country. On this view, the home value of money determines 
the foreign value, and takes precedence of the balance of 
payments. 

The purchasing-power theory of the rate of exchange, which 
is necessarily associated with the quantity theory of money, is 
not, however, competent to explain the whole matter-though 
in many respects it certainly marks an advance when compared 
with the mechanical balance-of-payments theory. Even before 
the war, the rate of exchange between Vienna and Berlin could 
never be completely expressed in a purchasing-power equa
tion; nor has the world ever been one undivided monetary 
exchange. The level of prices as between the various national 
economies is perforce and permanently. diversified. This is 
because each national economy occupies its own particular 
organic position in the aggregate world economy. An organic 
theory of the value of money upon foreign exchanges must 
start from the peculiarities of the articulation of the distinct 
national economies into the world economy as a whole, and 
from the fact that prices are not perfectly commensurable. 

3. THEORY OF CRISES' 

No economy remains always the same in its articulation ~ none 
is perfectly "static". A rearticulation, a "dynamic" change, is 
• ea.sel, D"dsc1Uarrdt "rtschaftlicIuJ Widenumdskraft, Berlin, '9.6.-Sub
lequently Keynes expressed similar views. 

I See W. Heinrich. GnmdJogm einn amiWl'IalUtUchen Krilmiwe. Jena, 
'908. 
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continually going on, thanks to increase of population, changes 
in technique, in the supply of raw materials, in capital of 
higher grade, in wants, etc.; also thanks to changes in the way 
in which various subordinate parts of economic structure are 
articulated into superordinate parts. In every such process of 
rearticulation two factors are at work: on the one hand; the 
development and the increasing importance of the new con
stituents of the economy; and, on the other, the retrogression; 
the diminishing importance, and in certain cases the disap
pearance, of some of the old constituents. When retrogressive 
features are predominant, we have a "crisis" or a "slump"; 
when developing features are predominant, we have a period of 
"good trade", or a "boom".-It follows from these considera
tions: (I) that there can be no crisis affecting all branches of 
industry simultaneously, and that crises can be classified as 
agricultural, industrial, monetary (money market), speculative 
(stock market), etc., according to the nature of the predominant 
element in the disturbance; but (2) that certain rearticulations 
of the body economic may have extensive repercussions upon 
numerous and important provinces of economic life-these 
constituting "crises" in the narrower sense of that term. A 
widespread crisis will be especially apt to occur in a national 
economy when its articulation into the world economy is sud
denly altered. Notably does this happen after great wars. It 
happened after the Napoleonic wars; also after the war of 
1870--1871; and we are now, above all in Germany, Austria, 
and Great Britain, passing through a lengthy period of crisis 
as a sequel to the war of 1914-1918. 

As regards the theories of crises hitherto formulated, it is 
usual to classify them as follows: 

a. Say's "theorie des debouches" (theory of openings for 
trade), which is fundamentally sound, but not sufficiently 
comprehensive. (See above, p. 108.) 

b. The theory of over-production (Sismondi, Malthus). The 
leading thought here is that the increase of capitalist production 
is not attended by a corresponding increase in the purchasing 
power of the workers, and that, for this reason, difficulty arises 
in disposing of the surplus. (But, as previously shown, general 
over-production is impossible.) 

c. The theory of under-consumption. This develops the 
same notion as the theory of over-production, but looks at the 
matter chiefly from the consumer's standpoint, and lays the 
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chief stress on defective distribution. (See under Rodbertus. 
p. 217. "law of the falling share of wages"; also under Marx. 
p.220.) 

d. The quantity-theory explanation of crises (the el<planation 
of the "currency school"). according to which unfavourable 
conditions in the market and the occurrence of crises depend 
upon changes in the quantity of money in circulation-for 
instance. upon inflation. and upon too Iowa bank-rate. 

e. The theory of over-capitalisation. which has been 
developed above all by Cassel. According to this theory. the 
main cause of crises is an unduly rapid increase in fured capital 
during periods of "good trade".-The theory of over-capitali
sation is masked MarJ<ism. (See above. p. 222. the theory of 
the concentration of capital.) It suffices to el<plain certain 
"market crises". but is not an all-round explanation of crises. 
Indeed. under-capitalisation is just as potent a cause of these as 
over-capitalisation. Often enough. a crisis can only be liqui
dated by a plentiful supply of new capital. as we 1earn from the 
history of crises. and from a study of what is to-day termed 
"rationalisation" in Germany. 

f. The explanation of crises as due to a cyclical movement. 
to an alternation of "booms" and "slumps" in the market. was 
given a good while ago by. among others. Jevons. The periodi
city of crises was supposed to harmonise with the periodicity of 
sun-spots. the intermediate link being the quality of the har
vests I Recently the cyclical theory has been revived by Spiet
hoff. Pohle'. Sombart'. E. Vogel. etc. In a capitalist economy 
with a free market. over-production has hitherto always been 
the destiny lying in wait for "good trade". and has usually led 
to a sudden collapse. to a crisis.3-The kernel of Spietho/f's 
doctrine is over-capitalisation in the domain of "goods of 
indirect consumption" (iron. coal. bricks. cement. timber). 
which Spiethoff classifies apart from "producing goods" 
(mines. brickfields, factories where machinery is made. and· 
the like) and from goods for direct consumption, with the raw 
materials from which they are derived. 

• B .. "rlk'""'ll,b",,'11"'1!1 KapillJlbild • .., rmd I>eritxlische Wi,ueha/ukris .... 
1902 • 

I Vmuch after SYltematill der WirtschajukriJen, IIArchiv fUr Sozial
wissenschaft'", vol. Dlt, 1904. p. 25. 

, Spiethoff. "Krise", Handw6rterhuch tkr StaatswisSt1UChaJten, fourth 
edition, vol. vi. 
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All the foregoing theories of crises are more or less indivi
dualistic. But the phenomena of crises really lie beyond the 
conceptual range of individualism. Self-interest, supply and 
demand, and over-capitalisation (supposed to be the outcome 
of self-seeking, Marx in especial taking this view-see above, 
p. 222), are concepts in which the collectivist nature of the 
phenomena of crises is ignored. (The monetsry theory of 
crises, considered under d, is to some extent an exception here.) 
Furthermore, the individualists are mistaken in regarding the 
processes of crises as merely mechanical. The outcome of such 
a way of looking at the matter is the modem "market baro
meter" .'-Those who hold the "organic" theory of economic 
life look upon a crisis as something which, at the very outset, 
derives from and concerns the social aggregate. Their concepts 
of the partial aggregates, gradation, achievement, ordination, 
articulation (sound or unsound, as the case may be), etc., 
enable them to grasp the essence of the whole process. 

g. The organic theory, the one held by the author of the 
present work, involves a repUdiation of the idea of a quasi
automatic recurrence of "booms" and "slumps". As previously 
explained in connexion with any economic rearticulation, there 
must be correlated movements in both these directions. For 
instance, when one thing "comes into fashion", another must 
"go out". If a boom is followed by a slump, this is not because 
of over-capitalisation, but because of other flaws in the process 
-such flaws as I have myself analysed in my Theone tier 
Prmverschiebung au Grwuilage ZUT Erkliinmg deT Teuerungetl, 
Vienna, 1913, in which I discuss the way in which a cyclical 
rise in prices is brou~ht about by progressive changes in pro
duction and modifications of price.-

The distinction usually drawn between endogenous and 
exogenous crises is likewise untenable, for the aims or ends that 
must be described as "exogenous" are always "endogenous" 
too, in so far as they are reflected in the choice of means. Such 
subdivisions as market crises, credit crises, stock-exchange 
crises, money-market crises, industrial crises, are not without 
value, but the classification keeps to the surface of things.-If 
the body economic is an articulated structure of means to an 
end, then a crisis must be regarded as a disturbance of this 
I Further detail. in Heinrich, 0/). cit., pp. 144 et seq. 

, Further detaill regarding this matter will be found in Heinrich, op. cit., 
pp. alO et .eq., 293 et .eq., and 330 et seq. 
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articulated structure; and an analysis, a dissection, of thearticu
lated structure must furnish'the basis of a classification of 
crises, We have therefore to distinguish between: a. disturb
ances that arise from a change of aim (as when teetotalism and 
vegetarianism lead to a crisis in the vine-growing industry, and 
encourage the cultivation of edible plants to the detriment of 
stock-raising); and b. disturbances that arise from a change in 
the way in which the means are articulated. 

Considering the latter in fuller detail, if in the articulated 
structure of means we distinguish "grades" and "partial 
aggregates" (see above, pp. 280-28I), we get: 

a. A group of crises which arise mainly out of a disturbance 
of the gradational structure of the body economic (these being 
the most important crises of which we have any record). For the 
most part they are due to a modification of the way in which 
the national economics are graded in and articulated into the 
world economy. Of this nature are our contemporary crises, by 
which some of the national economies alwayS gain, though 
others lose. 

p. Within the partial aggregates of the body economic, 
crises arise because of inventions; because of the discovery of 
new deposits of ore and new sources of other raw materials 
(the opening of new coa1mines-the enduring crisis in the 
Austrian smelting industry-the replacement of coal by 
petroleum and by water-power as a motive force); because of 
changes in methods of transport and in trade routes; and so on. 
-Then there are changes in the partial domains of "com
merce", "financial capital", etc., which are just as well able as 
are technical changes to cause a boom in one field and a slump 
in the next. Changes in credit and speculation (inflation, for 
example) are extremely conspicuous, and their importance in 
this connexion is for that reason apt to be overrated to-day. 
In actual fact they are more often effects of crises than causes, 
for the root of thl: trouble generally lies elsewhere, in the 
gradational structure, in the partial aggregate, or in'the aims.
Especial reference must be made here to the crises that result 
from changes in capital of higher grade (new taxes~ new 
laws to regulate economic life, administrative measures, com
mercial treaties, etc.)--changes which help or hinder this or 
that technical method, this or that branch of industry. In the 
world economy, the effect of commercial treaties in the cause 
or cure of crises is plain to all men's eyes. 
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The most important ways of preventing and curing crises 
will be: on the one hand, to ensure a certain fixity of aims, and 
to consolidate these aims; and, on the other hand, to ensure a 
certain. fixity of means, and to coordinate these means. But 
if the means are to acquire the qualities of constancy and 
coordination, they must be interarticulated into a fairly' well
rounded structure, this implying, above all, that in the main a 
country shall produce for itself and shall be able to satisfy its 
consumers' needs by home productions. Such a strengthening 
of the independence of the national economy does not signify a 
repudiation of the ultimate supremacy of the world economy; 
all that it means is that the articulated position of the national 
economy in the world economy must be as constant. and as 
stable as possible. . 



CONCLUSION 

A SURVEY OF THE COMPARATIVE VALIDITY OF 

THE VARIOUS SCHOOLS AND TRENDS 

WHEN we take a general. survey of all the trends of economic 
science that have been expounded in the present work; ranging 
through the individualists from Quesnay to Ricardo, with their 
successors, including the champions of the doctrine of mar
ginal utility; through the universalists from Adam Muller to 
the historical school, not forgetting the mercantilists; and, 
finally, through the socialists who are partly individualist and 
partly universalist in their outlook-we are led to the general 
conclusion that, from the historical standpoint, there is no 
unified body of economic doctrine, but that the trends must be 
classified as individualist and universalist, respectively, accord
ing as the attitude to the fundamental problem of individualism 
versus universalism may vary. Nay more, as our whole study 
of the subject has shown, a modem critic's own attitude 
towards the mercantilists, the physiocrats, the classical 
economists, Adam Muller, List, and Carey, will be modified 
according as he himself is an individualist or a universalist. 

Nevertheless, there are certain economic doctrines common 
to all schools. For instance, the law of diminishing returns, and 
Thunen's theory of localisation, have a place in every one of 
them. The doctrines which can thus find acceptance in all the 
schools are those which imply, more or less, the operation of 
self-determining or self-governing economic forces. This is 
possible as regards the theories of value, price, money, and 
output. But the individualists see such atomistic forces at work 
everywhere and without reserve. For them, the actions of the 
particular economic agent are the result of the automatic force 
of self-interest: commodities are self-determining concrete 
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portions of value, each of them representing so much congealed 
labour; money is the embodiment of metallic value; supply 
and demand behave as self-governing entities, each having a 
given magnitude at any particular time. For the universalists 
this idea of automatic or self-governing forces has only a 
restricted applicability in economics; it is but a working hypo
thesis for use on appropriate occasions, and does not cover the 
whole of economic life. Necessarily, therefore, in many matters 
the universalists reach conclusions differing from those reached 
by the individualists. That is why the individualists start their 
concatenation of economic reasoning from value and price, 
whereas the universalists set out from achievement and from 
the articulated structure of the aggregate of all achievements.
Common to all trends, likewise, are those doctrines which 
entail the recognition of the mutual organic interdependence of 
means and ends. This applies to Thiinen's law, to Gresham's 
law (that bad money drives good money out of circulation), to 
Fullarton's law of the reflux of banknotes, to the doctrine of 
fruitfulness or theory of productivity (supra, pp. 88 and 163), 
and to the theory of the functions of money-though in these 
cases, too, the point from which an economist starts his analysis 
will greatly influence 'his views on such particulars. 

Nevertheless, the recognition that hitherto there has not 
existed any uniform system of economic doctrine, must not 
lead us to doubt the possibility of a science of economics. The 
controversy between the individualists and the universalists 
must be conducted upon Ii purely scientific, a purely analytical 
plane. To us universalists it seems unquestionable, after our 
critical survey of the whole field, that truth lies on the side of 
universalism, and that the universalist doctrine will ultimately 
prevail. 
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LITERATURE 

WORKS ON THE HISTORY OF ECONOMICS 

THE two following are of primary. importance: August Oncken, 
Gesckiekte der Nationalokonomie, vol. i, Leipzig, 1902, reprinted 
1922 (extends only to Adam Smith); and Roscher, Geschichle 
der Nationaliikonomik in Deutschland, Munich, 1874.-Among 
other recent works, the most notable are: Gide and Rist, His
toire des doctrines economiques, Paris, 1909, third edition, 1920 
(English translation from the second edition, 1913, by R. 
Richards, A History of Economie Doctrines from the Time of the 
Physiocrats to the Present Day, Harrap, London, 1915); John 
Kells Ingzam, A History of Political Economy, first edition, 
1888, second, 1907, third, 1915; Eugen Dtihring, Kritische 
Geschiehte tier Nationalokonomie und des Sozialismus, Berlin, 
1871, fourth edition, 1900; Bohm-Bawerk, Geschiehte und 
Kritik tier Kapitalzinstheorien, fourth edition, Innsbruck, 1921 
Die Entwicklrmg tier deutschen Volkswirtschaftslehre im 
neunzehnten Jakrhundert, two parts, Leipzig, 1908 (a 
'symposium in honour of Gustav Schmoller); E. Salin, 
Geschicht. tier Volkswirtschaftslehre, Berlin, 1923.-Mombert, 
Geschiehte tier Nationalokonomie, Jena, 1927.-Suranyi-Unger, 
Philosophie in tier Volkswirtschaftslehre, vol. i, Jena, 1923, vol. 
ii, Jena, 1926.-Volumes on the history of economics will also 
be found in the Deutsche Beitriig. zur Wirtschafts- und Gesell
schaftslehu, Jena, 1926 and subsequent years (edited by Spann, 
Below, H. Dorn, H. Freyer, F. Lenz, and W. Andreae).-Of 
earlier works on the history of our science, I may mention: 
Contzen, Geschiehte tier volkswirtschaftliehen Literatur im 
Mittelalter, second edition, Berlin, 1872; Eisenhart, Geschiehte 
tier Nationalokonomik, Jena, 1881, reprinted, Jena, 1910. 

WORKS OF THE CLASSICAL ECONOMISTS 

I earnestly commend the study of these to all who wish to 
gain any real insight into economic science. In Germany there 
are two outstanding collections. The universalist writers viill 
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be found in the "Herdflamme" collection, edited by myself 
and published by Gustav Fischer of Jena. Notably it contains 
the works of Adam Muller, List, Baader, Fichte, Hegel, Plato, 
Augustine, and Thomas Aquinas. The individualist writers 
will be found in the "Sammlung sozialwissenschaftlicher 
Meister", edited by Waentig and likewise published by Gustav 
Fischer. It contains the works (among others) of Quesnay, 
Adam Smith, and Ricardo; also those of Thiinen and List.
Other collections are: "Sammlung i1terer und neuerer staats
wissenschaftlicher Schriftsteller", edited by Brentano and 
Leser, Leipzig, 1893 and subsequent years; "Bibliothek der 
VoIkswirtschaftslehre und Gesellschaftswissenschaft", origin
ated by Nikolas Stopel and carried on by R. Prager (contains 
about twenty volumes); and, finally, the "Hauptwerke des 
Sozialismus und der Sozialpolitik", originated by the late 
Georg Adler, carried on by C. Grunberg, and published by 
Hirschfeld, Leipzig, 1904 and subsequent years.-Good ex
tracts from the classical economists will be fOlllld in Diehl and 
Mombert, Ausgewiihlt. Lesesliick. ZUI1I Stum"um deT politisehen 
Oekonomie, Karlsruhe, 1912 and subsequent years. 

TExTBOOKS 

The leading [German] textbooks are (authors' names in alpha
betical order): Amonn, Grunthiige tier Volkswohlsltmdslehr., 
vol. i, Jena, 1926; Cassel, Theoretisehe Sozialiikonomik, fourth 
edition, 1927 (English translation by Joseph McCabe, The 
Theory of Social Economy, two vols., Fisher Unwin, London, 
1923), written from the individualist outlook, and in accordance 
with the mathematical method; Wolfgang Heller, Theoretisehe 
VolkswiTtsehaftslehr., Leipzig, 1926; Philippovich, Gnmdriss 
deT polilisehen Oekonomie, vol. i, Allgemein. Volkswirtsehafts
lehr., fifteenth edition, 1920 (eclectic); Roscher, Grundlagen tier 
Nationaliikonomie, twenty-sixth edition, edited by Pohlmann, 
1922 (English translation by J. J. Lalor, from thirteenth Ger
man edition, Principles of Political Economy, New York, 1878), 
in some respects out of date, but extremely readable, and on 
many topics still admirable; Schmoller, Allgemein. Volkswirt
sehaflslehre, two vols., third edition, 1919 (the most important 
work produced by the historical school, and the ripe fruit of a 
scholar's life); Spann, Flmdament tIer Volkswirtschaftslehr" 
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third edition, jena, 1923.-Works penned from the univers
alist outlook are reissued in the before-mentioned collection, 
"Deutsche Beitrlige, etc." 

DICTIONARIES 

HandwOrterbuch tIer StOlltswissmschaftm, fourth edition, edited 
by Elster, Weber, and Wieser. jena, .1922 and subsequent 
years; Schonberg's Hand/mch tIer politischm Oekonmnie, fourth 
edition, Tilbingen, 1896 and subsequent years; HandwOrter
buch des Kaufmanns, five vols., Hamburg, 1925 and subsequent 
years; Grundms der SozialOkonomik, Tilbingen, 1914 and sub
sequent years (six vols. issued so far); Palgrave's Dictionary of 
Political Economy, new edition. edited by Henry Higgs, three 
vols., Macmillan, London, 1925-1926; Politisches HandwOrter
buch, edited by P. Herre, 2 vols., Leipzig, 1923. 

HISTORY OF ECONOMIC DEVELOPMENT 

Hapke, Wirtschaftsgeschichte, Leipzig, 1922 (a good introduc
tion to the study); Below, Probleme tIer Wirtschaftsgeschichte, 
third edition, 1925; Sombart, Der mt)tierne Kapitalismus, four 
vols., sixth edition, Munich, 1924-1927 (a monumental product 
of German science); Dopsch, Die wirtsehaftliche und $Oziale 
Entwicklung Europas, two vols., second edition, Vienna, 1923-
1924; Brodnitz, Englische Wi,tschaftsgeschichte, jena, 1918; Sar
torius von Waltershausen, Deutsche Wirtschaftsgeschichte, 1815-
1914, second edition, 1923; same author, Zeittafel Zltr Wi,t
schaftsgesehichte, third edition. Halberstadt, 1928; Wilhelm 
Bauer, EinfWtrung in das Studium tIer Geschichte, second edition, 
Tilbingen, 1928. [For England, read Charlotte M. Waters; An 
Economic History of England, 1066-1874, with 221 illustrations, 
Oxford University Press, 1920.] 
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HOW TO STUDY ECONOMICS 

"Not again shall I rest until nothing 
is to me any longer word and tra .. 
dition, until everything has become 
living Q)ncept. U 

GOETHE 
at Rome, June 27, 1787 

IN view of the cleavage of our science into conflicting trends 
(a cleavage which makes it impossible to be content with 
simpCy following the lead of this or that standard textbook), 
it is desirable to give the student of economics certain counsels 
regarding the course of his studies. 

This advice must be divided into two sections, for it is neces
sary to distinguish between those who want nothing more 
than an elementary general grasp of the principles of economics, 
and those who aim at a profound and exhaustive study of the 
subject. 

I. THE ACQUIREMENT OF A GENERAL GRASP 

One who desires to get a general grasp of the elements of eco
nomic doctrine, should pass from the study of the present 
volume to that of a little book in the Goschen collection, Fuchs' 
Volkswirtschaftslehre, fourth edition, Berlin, 1922. A student 
who wishes to proceed from this to an understanding of the 
domain where economics passes into politics (that is to say, 
applied economics) should read Conrad's Volkswirtschafts
politik, tenth edition, edited by Hesse, published by Fischer, 

Jena, 1924. 
Should he then wish to go a step farther, and to gain an 

insight into the opposition of the two main trends and methods, 
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he will do well to read my inaugural address at Vienna, Vom 
Geist tier Volksrdrtschaftskhre, Jena, 1919, reprinted as an 
appendix to the third edition (1923) of my Fundament der Volks
wirtschaftskhre; and also my little book entitled Tote und 

lebendige Wissenschaft, Jena, 1925, of which the second and 
third sections are the most important. Should he now wish to 
study one of the easier classical economists, let him turn to 
List's Das nationak System der politischen Oekonomie (two Eng
lish translations, as The National System of Political Economy, 
see above, p. ~90).-The reader who wants to understand 
economic reports in the newspapers will find much help in 
R. Wagner's Der Handels- and Wirtschaftsteil tier Tageszeitung, 
Hamburg, 192Z.-A very useful work is W. Heller's Wlirter
buch der Nationaliikonomie, 1926. 

The first seventy pages of my book Der wahre Staat, second 
edition, Leipzig, 1923, contain a summary of the main doctrines 
of sociology. 

II. SYSTEMATIC STUDY 

German university students to-day are prone, after attending 
a general course of lectures, to use a subject-index for the 
selection of works that will enable them to compile a disserta
tion upon some special topic. This method is not to be com
mended. It will enable one who has acquired a mere smattering 
of the subject to make a sterile assemblage of facts-about as 
valuable as a postag~-stamp collection! 

Whoever wishes to gain a profound and systematic know
ledge of economic science, and aspires to something more 
thorough than the crude information deemed sufficient for 
immediate "practical purposes", will need to undertake the 
following accessory studies in addition to the general economic 
course: (I) a methodological, philosophical, and sociological 
course of reading, that he may acquaint himself with the 

U 
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spiritual and social nature of the field of enquiry; (2) a statisti
cal and economico-historical course; and (3) a course that will 
enlighten him regarding everyday business life and technology, 
that he may acquire a sound knowledge of the facts and thus 
become enabled to walk confidently among them. As regards 
the specialised study of economics, that must certainly be built 
upon a general scientific knowledge of economic theory. In 
support of this contention, I may venture the folIowing remarks. 

It is utterly wrongheaded (though usual nowadays) to make 
applied economics the foundation of economic study. As 
regards the economics of agriculture, for instance, what the 
student first needs to know is, not the sort of things that will be 
of especial value. to the managing official of an agricultural 
cooperative, but such general principles as Thiinen's theory of 
localisation, the theory of landrent, the theory of protection, 
and the like. These theories must be mastered from start to 
finish. If nothing more than "practice" were required, the 
student could be apprenticed to the aforesaid managing official, 
and could dispense with a university course. The university 
must not try to compete with the practising ""pert, nor the 
student to vie with the apprentice. Practice can only be learned 
by practice, and for that all the after years of life are open; but 
the time for learning theory is usually short, is in most cases 
restricted to the undergraduate years. (Besides, in the vacations 
the student can, if he likes, devote himself to gaining the 
practical knowledge he will never learn from books.) The study 
of economics, therefore, must centre in the theory, the philo
sophy, and the history of the subject. One who thinks other
wise need aspire no more than to become a book-keeper, and 
would be better at a commercial school than at a university. 
Above all, however, one who lacks grounding in the theoretical 
concepts of a science, can never be more than a rule-of-thumb 
practitioner, a mere empiric. I wish to utter a most emphati\: 
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protest against the modern tendency to set "practice" above 
theory. Conceptual knowledge, theoretical knowledge, is essen
tial, if the mind is to raise itself above the matter it contem
plates. But to-day the historical and realistic trend has been so 
sucCessful in economics, as to lead right away from theory, away 
from science. with the paradoxical result that those who wished 
to escape from Marxism and individualism find themselves 
more defenceless than ever against these types of economic 
theory. Economics, aware of its own poverty and perplexity, 
is degenerating into jurisprudence or even mere book
keeping, having little more to offer than useful descriptions 
of economic fact. In such circumstances, zealous students 
must pluck up courage for themselves, and spontaneously devote 
themselves to theory. Let them choose as topics for their 
graduating theses, not the "condition" of this or that branch 
of industry, but questions of pure theory. Now, the appro
priate method of theoretical study is the historical. Whatever 
subject you select, you should broaden the basis of investiga
tion by an exhaustive study of its history. 

The main difficulty at the present time attaching to the 
study of economic theory is that it is so hard to transcend the 
narrow individualist Anglo-French doctrine which dominates 
the textbooks and economic literature in general. The essential 
thing is that the student should make himself acquainted with 
universalist theory no less than with individualist I 

When entering upon the systematic study of economic 
theory, the student should begin by reading an introductory 
book like the present one. Then let him work through my 
Tote und lebendige Wissenschaft (beginning with the second and 
third sections), and from that go on to my Futldament der 
Volkswirtschaftslehre, fourth edition, Jena, 1929. Next he should 
devote himself to a systematic textbook, and cannot do better 
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than read Amonn's Volkswohlstandslehre (1926) or W. Heller's 
Volkswirtschaftslehre (1927), both of these works being written, 
in part at least, from the universalist" standpoint. As to other 
textbooks, see above, p. 302. 

Now should come the study of the classical economists, for 
only with this does the real entry into the science begin. At 
least List's Natitmale System should be read, followed by 
Adam Mtiller's Element. and Abhatullungen, and then by 
Adam Smith's Wealth of Natitms or Ricardo's Principles oj 
Political Ectmomy and Taxatitm. It will next be useful to read 
John Stuart'MiII's Principles of Political Economy, for Mill, 
the last in the line of succession of the individualist classical 
economists, gives a comprehensive general exposition of their 
views. But beyond question the writings of List and Adam 
MUlier demand close attention.-Now, if time permits, the 
student should read Thiinen (see above, p. 171) and the 
romanticists, and he will find the requisite material in J. Baxa's 
Staat und Ges.llschaft im SpUgel tier deutschen Romantik, Jena, 
1923.-Nor should Marx's chief socialist work, Das Kapital 1 

(vol. i), be forgotten, for this author's theories-though their 
fallaciousness is obvious enough to anyone who has thoroughly 
mastered the principles of economics-still playa great part in 
the world to-day. (That this has been possible and is still 
possible, the Germans owe, above all, to the aridity of ec0-

nomic theory as expounded by the historical and realistic 
schools of yesterday and to-day.) 

Among British and American textbooks, I should like to recom
mend: Marshall's Principles of Economics and John Bates 
Clark's The Distributitm of Wealth (see above, p. 261); Selig
mann's Principles of Ectmomics, eleventh edition, New York, 
1926; Tugwell's The Trend of Ectmomics (see above, p. 277) . 

• Capital, newly translated 1;>y Eden and Cedar Paul, George Allen 8: 
Unwin, Ltd" London, 1928. 
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In French, read Leroy-Beaulieu's Traiti thiorique et pratique 
d'iconomie politique, fifth edition, Paris, 1909. 

From the very first, philosophical, historical, and then 
methodological economic study should be associated with the 
study of pure theory. 

[In the German original there now follow seven pages devoted 
to the study of special economic disciplines: applied economics, 
the science of finance, method, philosophy, sociology, history, 
statistics. business affairs, jurisprudence, etc. Under each head, 
the author gives the student copious advice as to the books he 
should read. Since these books are almost exclusively German, 
and since very few of them have been translated, it would be a 
waste of space to reproduce the lists here. Advice as to suitable 
literature under any or all of these heads will be found in 
Palgrave's Dictionary of Political Economy and other standard 
English works of reference. It seems expedient, however, to 
reproduce from the suppressed pages all the _passages which 
embody Othmar Spann's specific views. 

Under Method, the author writes: "As soon as the student's 
mastery of economic theory has gone far enough, he should 
devote himself to the study of method •. He cannot possibly 
attain to an independent standpoint until he has gained an 
insight into methodological problems. (The failure to recognise 
this was the most grievous fault of the historical school, 'md has 
been the main cause of the present decay of economic science.)" 

Under Philosophy, Spann writes: "But methodological study 
is impossible to one who has failed to master the logical and 
philosophical foundations of economics. Were it only for this 
reason (though the fact that political economy is one of the 
abstract sciences must also be taken into the reckoning), philo
sophical study must from the first go hand in hand with eco
nomic. Indeed, it is best that economics should be taught under 
the auspices of the philosophical faculty." 

Again, under the same head: "The history of philosophy is 
no mere jumble of opinions, as people are apt to think to-day, 
but a magnificently unified aggregate of a restricted number of 
thought-trends. (From this generalisation I except the empiri
cists, who are not philosophers in the true sense of the term, but 
ignoramuses in philosophy.) Fundamentally, there are but two 
closely interconnected thought-trends, upon a thorough know
ledge of which everything turns, the trend of Plato and Aris
totle, and the trend of German idealism from Kant to Hegel." 
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Further (still under the same head): "I must expressly warn 
the beginner against Haeckel, Ostwald, BUchner, and similar 
vagrant philosophers. Masters in their own field, in philosophy 
they are tyros, and must not be taken seriously. The student 
should also be on his guard against Schopenhauer and 
Nietzsche. They were both of them men of outstanding 
genius, but were morbid and eccentric, so that their works 
are not appropriate reading for one who has still his way to 
make in philosophy." 

Under Sociology: "Mter he has gained a sufficient grasp of 
economic theory and of philosophy (not before I), the student 
must without fail begin to acquire a knowledge of sociology, 
for this is essential to the full understanding of economics." 

Under Statistics: "A thorough grounding in statistics is 
indispensable to the modem political economist. Though he 
may never completely master the historical method, statistics 
form the inductive means proper to his subject. Statistics are 
not necessarily dry, being very much alive for one who con
templates them with insight. In many instances, figures well 
chosen and well arranged afford the only way of obtaining a 
precise and, still more important, a plastic knowledge of 
reality. Of course, in the right use of statistics, everything 
depends on method, and the statistics of population are 
especially instructive in this respect." . 

Under Business Affairs: "Another essential aid to the study 
of economics is a knowledge of business affairs and technology. 
One who does not know what a bill of exchange is or the 
meaning of such terms as 'arbitrage' and 'discount', one who 
does not know how to read a balance sheet or the signification 
of rates of exchange, will remain in the dark about credit and 
banking, currency and the money market, and he will therefore 
be incompetent to understand the mechanism of modern 
business life. This does not mean that we mmt fall into the 
mistake of regarding the theory of business as a science. Book
keeping and the conduct of enterprises are not sciences but 
arts .... Nevertheless, the student will do well to take a course 
in practical book-keeping; .•• to learn book-keeping by double 
entry, the keeping of business accounts, the methods of com
merce, etc •..• The regular reading of the market reports and 
the commercial articles in a great daily newspaper is desirable 
to give knowledge in these fields a practical turn." 

Concluding this section on Systematic Study, Spann writes: 
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"The guiding principle must be to pass from the general to 
the particular, and not conversely. It is of the first importance 
that the study of applied economics should follow, not precede. 
the study of theory. 

"Moreover, alike in his theoretical and in his practical work, 
the student should always seek the great interconnexions of 
things, should keep his gaze fixed upon the whole and upon 
the living-in accordance with Eckehart's saying: 

"A master of life is more worthy of commendation than a 
thousand masters of books.'1 
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