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PREFACE TO THE REVISED EDITION. 

THIS new and enlarged edition of The Evoltfl/oll of llfuJerll 

Capilcllism contains additions and ;11tcratiuns SJ great as La 

constitute it in effect a new book. 

The chapters dealing with the concentrative forces in 

modern industry, the growth of industrial Con~binations, 

Trusts, Cartels, etc., arc entirely fe-written. I.arge use h:1S 

been made of recent Englisb and American material, and 

much attention is giv<.::.l to llew developments of capitalislll 

in the transport and manufacturing industries of the United 

States. 

In Chapter X. all analysis of the position occupied by 

the fmancier in modern industry is presented, with illustra

tions from recent developments in South Africa alld 

.. \01crica. 

While most of the maHer or the earlier historif' 1 clwpters 

in the first edition is retained, numeruus emendations :.1I1U 

:.1dditions h:.1\,(; ueen made, :.1ntI :.111 intraductol), ch:.1pter on 

the Origin of i\Iodcrn C:.1piUdism, b:.1sed 1:.1l'g<:l)' upon the 

researches ill Professor Saillbart's great work, jJo' .l/(ItIO"Il( 

A"apilalislIIus, hlS been inserted. 

For material relating: to c<1pit.:-tlistic combin:.1Lions ill 
Great Britain I desire to express my deep indclJtcdness to 

the writings of Mr. W. H. l\Iacrosty, \\ hc.se collection :lllU 
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analysis of instances form the best single fund of informa

tion. For recent American material relating to Trusts, I 

have made large use of the reports of the Industrial Com~ 

mission and of the writings of frofessor Richard Ely and 

Professor Jeremiah Jenks. 

J. A. HOBSON. 

O"o!>cr 1906. 

!'REFACE TO NEW A:-:D REVISED EDITION. 

III preparing this new edition of tbe E""O!UtiOll oJ lIIoderu 
(:,IPII,r/isl1: I ha\"e added a long supp.!ementary chapter. The 
first palt deals \\"ith mo\"emenls of industry and commerce 
during the decade that preceded the war. 

The year 1914 will mark a definite break in economic, as in 
other history. For the extended area of warfare, the number 
and importance of the belligerent nations, and the duration 
<tnt! destructiveness of the military and naval operations, have 
affected in important and innumerable ways the industry and 
commerce of the entire world. Never has any previous war 
exercised such disturbing intlllence upon the economic position 
of neutral nations, incll1ding not only the immediate neighboUl's 
of the belligerents but the most remote countries of America. 
Shippin.~, finance, and the world commerce of which these are 
the necessary instruments, have e\'erywhere been subjected to 
damage and interference. partly by the actual processes of war, 
partly by the new strains made by the war upon the economic 
resources of the world, and the special arrangements made by 
CO\'el nmCl1ts to meet them. 

It has therefore heen found con\'enient in this supplementary 
chapter first to summarise the economic movement of this 
opening period of the t\\'entieth century, and then to set forth 
~ome of the new economic facts and forces revealed by the 
experiences of the \\'ar, the problell1s they contain, and the 
tendencies they exhibit, as a contribution towards a speculati\'e 
forecast of capitalism in the eilrl~' futUl'e . 

• .J 1I,~'lIjt 1916. 
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THE EVOLUTION 

OF MODERN CAPITALISM. 

CHAPTER I. 

THE ORIGIN OF l>JODERN C:\PITALIS~r. 

§ I. Tile first conditions (If Capitalism. 
§ 2. Afediceval repositories oj rVea!/!t. 
S 3 Rents the origin of ear!.)' Cap/tal. 
§ 4. "Treasure" as the monetar)' basis. 
§ 5- Nobles, /Jurghers, and oj/icials the }irst "Business 

1I£en." 
§ 6. TI,e beginnings oj Colonial EX/,/oilation and "'.Forml 

Labour." 
§ 7. Tile rise of 11 Rril/sh prolclariat 0/ dispossessed ml-

li'['alors. 
~ S. Similar mO'i!emen/ in Conlinen/a! Eu)"o/e. 
§ 9. Slow growth (1/ use (If Afac!t:'l/el)'. 
§ 10. Jjie ~p;"it oj Economic Rationalism. 
S I J. Causes of Eng/and's prioril)' in Cap./alism. 

§ I. CapitJ.lism nwy provisionally be defined as tile 
organisation C'f business upon a brg~le by an employer 
or company of emll[oycrs possessing an -'\Cculll_ulate~SlQ.ck 
of wealth wherewith to ;lcquire raw materials :U1d tools, and 
hire labour, so as to produce an iwreased quantity of wealth 
which shall constitute profit. ~lCrC\ler in the course of 
history a conjunction of certain essential economic and 
moral forces has appeared, capitalist industry in some form 
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and size has existed. These essential conditions may he 
lhus enumerated:-

First, a production of wealth not required to satisfy the 
current wants of its -o;;;ers, and therefore s,n'ed. 

Second, the existence of a proletariat or IabQ,Urjng c1a% 
deprived of the means~earning arlTndependetit 
livelihood by putting their productive labour-pow(·[ 
into materials which the)' can freely appropriate, 
purchase, or hire, consuming or selling the product 
for their own adv~ntage. 

Third, such a_deve)6prnen.t.2.f.JJl.~u.:'jtrial arts as enable<; 
indirect mt:rhods of production to--:rt'l"Clrd profitahh.: 
employment tn organised group-labour u<;ing tonls 
or machinery. 

Fourth, the existence of large, acces?19!~ __ markets with 
populations willing and -eCO]"lolllically abTe- to COIl

sume the products of capitalist industry_ 

Fifth, the capit.?li§.tspjrit, or tile desire and the capacity 
to appW-accunlubtcd wealth to proflt-making h)' the 
organisation of industrial enterprise_ 

These arc, of course, 110 series of wholly independent 
conditions. On tbe contr:lry, they axe closely inter·rebted. 
The causes which favour In Juunluiation of wealth in one 
class of a nation, or other sorial aggregate, will commonly 
assist the formatiun of ::l rroldariat labour class. Tht> 
existenrc of.n pOJlulation capahle of generating new W:lnts 
will help 1I0t 0111y to stimubte ar{'uilluiatioll, by offering tlh' 
possibility of large profit:!hlc s:lll's, lnz! will,.also arou<;c th~ 
development of-lRJu'S!r1al-£t.t*~, which ill their Ulm will re·act 
upon the-consuming public hy provoking neWW.111ts. Silch 
an atmosphere of technic:!l progress, alike in the arts nl 
proollction and of consllmption, will educate the desire 31ld 
the cap.1city of c.1pitalist org:!nisatioll, 

~ ~. The forms which rapitali:,t enterprise take,> differ 
widely according to the J(;\atiH' d<"\'c'lopmcllt of these CO!I
stituent forces or conditions. 

UI!1(SS we n:.gilIcLa~ rJpitalist ~:!llelprises tnt:_!llilitary and 
naral expeditions for piTlag;:':, to ,,-hich St) largr a share 01 
the acCumniatibl)S in the ancien! world and throughout tllf' 
:i\liddlc Age~ was :1pplicd, th~ ;U,'3 of nldcf capit:1lism was 

~ -----
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virtually confined to cert~in puillic or <;emi-public works, 
such as palaces, temples, tombs, castles, and other edifices 
for ostentation or defence; the maki1lg of roads, water, 
courses, and other permanent improvement of transport; 
mining, chiefly for .preciolls metals; anJ certain expensiye 
and hazardous branches of commerce with' distant parts. 
Slave or serf labour applied to the culti,-ation nf the soil 
may also be nccounted a species of capitalism in ancient 
times, Of the most charactf'ristic branch of mod"r!l c:1pital 
ism, large-scale manllbctnre, the :1I1cient world r:ont:1ins [1-'\\ 

traces, . 
Dillil the close of wb.1t \n~ call the ?\fiddle Ages Ilone (If 

the conditions we have named .1S essenti:1I to a \\-idt' general 
development of capitalism was present, :lnd two :.It It'ac;t did 
!lot assume __ ~onsiderable dimemiQl1s tliltil the eighteenth 
c~nt.\lTy, 
, As we briefly trace the emergenre of these forces ill the 

modern world, we shall bring into prominence the distin('ti\'~ 
features of modern as distingllisherl from ancient c.1pitalism, 
as well as furnish an expbn:ltinn of the rapid growth Olf the 
capitalist economy. 

In his elaborate rf'.search into the sources of accllmulation 
in the Middle Ages, Somlxnt finds fl,'e prinrip~ rf'rositOl'if'-s 
of accnTfllllatecrwealth-::.:..:::. ---.--' - .. -

r. The p~paUre::J.sl1lY. at I~O!He, feu hy tilt: cOlltrilmtiol1s 
of the faithful, and enormollsly 1'llilalH'eci elming th(~ 
periou of the Cnlsacks. 

2, The kllightly~ _Qr9!!rs, forclllo<;t :l!l1()lIg them tht.' 
'J'empbis, whose f''lt.1hlishlllenH e,\1t'llued o\'f'r tlH' 
entire known world, froll} (;rce(',' t\) Portllgal, (rom 
Sicily to Scotland. 

3. The ropl .t.r£:a~uries of I-'r:1I1('': and England. 

4. The higher grades of thf' f(~lldal nobility. 

5 The city fllnds of the il11port:lIH COtnmerf"'i:d ('tlltrc<;. 
Venice, !\Iiian, Naple:.;, ranking first, followed by 
Bologna ~1nd Florencl' in Italy, P:ui", London, 
Barcelo!):l, Se"ille, Lisbon, Eru:!c'i, Ghent (later 
Ar.twerp), Niirnberg, ::md Knln I -

, Der mode,.,/(. A'-apitrllis'lIus, Zwritrs Bl1ch.· !chnl~; K:"Ip. 
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/" If we seek the .1ctual origins of these early accumulations 
we run them "to earth" in rents of agricultuwl and city 
bnds, in the working of mines, and the discovery or pillage of 
ancient treasures of the E.1st. III the l\Iiddle Ages the home 
tr.1de and the industrial crafts were never anything else 
than me:ms of "lh"elihood,)) their scale and the conditions 
under which they were conducted furnishing no scope for 
considerable accumulations. Though in the later period" 
of the :\fiddle Ages large profits were made out of Colonial 
trade and money-lellding, these processes implied the pre
existence of large .1CClll11l1btions which were essential to their 
uperations: 1l10reov('r, fllrther an~:tIysi'i of Colonbl trade 
.1!lrl money lE'nding f1]'in~ dowil to bbour on the bnd ~'5 
the prime SOIHce of their profits. 

~ 3. The historical fOllndrt~i-Dl.l-f-I..f--..8.P~s.m is rent, the 
prodnct of bbollT llpon l:lllU over ~l1d above wh:.1t is requisite 
to maint~ill the bbourers; lhis snrplils :1ccrues by political 
nr economic forrE' to tile king, ft:lld~l sllperior, or bndowner, 
:1lld C:1n be ('ollsllmecl or stored br him. 

By t:1'1,'es and tnlls, fines, rents, or even by voluntary contri 
Inltiol1s, the kin;..';, the Church, the bndlord, was able to 
draw from tbe ('l~ti\'ation of the LInd the surplus product of 
thr:- m0rr' f"lti]!' soil, ::mrl most of the increment of the 
prnc1H( !i\'ity of :lgri('nltLln~ dut' to il1lprm'ed methods of 
C"lllti":1tinl]. .'-;Y<.,[,'J1lS of t:1X:1tioll and of bod tenure Wf're 
cvoh-ed ill nrdpr to ('xtrJ('t JS much as possible of t.hese 
natllral o,lll)1llhC"" r,l]" tIlt: helll:rlt of the political or ecollomiC' 
<;llpenol'. This p()\\'er, however, to draw from the c1l1tivatnrs 
a brge amolll1t uf Ilw prodllce, though ('onferring on lhe 
bnurn"IH'1" ()f fend.)1 snpt"rior a Luge conlln::ll1d over surplus 
\\'E'alth f.))" hi" person:1.1 COIlSlllllptioll and thJt of J. hody of 
J(lle lI.::t.litWb, wOlild not ill itself {'llaIJle him to accumulate, 
i"<Jr till: wc.::.lth hr; Ihn" r,ycivcd wOllld consist J]most wholly 
of [lerish:t\d,' gnorls; even the forced boour he sometimes 
extorted in lie\! of produce W:lS of necessity applied chieBy 
to the prndurtinn of bllildings, roJds, bridges, etc., which, 
though of marc pcrnunent utility, could contribute little to 
sllch accullluht;on :lS is reqllired for capitalism. 

To the SurpltlS prnduct of agriculture must be Jddcd the 
:::-. rents of town bn(h. ThOllgh the small town trader 01 

CI:lft"m:m uncler plillliti\'c conditioi]s was scloom able to 
IJl:l.ke sufficient s:"J.vinss (Out of his prnlits to become even :l 
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local usurer, the growth of the sl11allest sorl of town yielded 
to the owner of the ground on which It stoud a numLer of 
little rents whose growth Lecame a considt:raLle source of 
wealth. As from his country cstatc~ the kudal noLle was 
able to squeeze from the peasants the fruits of improved 
agriculture and more settled gm'Cllllllell\,:'O flom his town 
lands he could take tbe value of illllHovelllcllts of the in· t 
dustrial arts. ~··the beginnings of the ,yealth of rities are 
accumulated ground rents.l >"' 

Investigations into the records of the early hIStory of 
rising cities show that in nearly all CbeS the early capitalists 
are representatives of the families urigil1ally ill possession uf 

_ tile ground on which the town i'i Guilt. Tbc landowllers 
necessaniy controlled the laying out of slice\::; , the mill, the 
smithy, the markets were made or controlled by tllell1, 
houses, booths, and workshop'i Wl:rc often L~lilt tJ)' them. 
The increments of city values GilllC tu thelll in hereditary or 
life leases, or in time Jcase~i ",bile .,:dt:s of these town lalld~ 
and redemptions put large S\11113 in!,o the hands of the \ 
territorial aristocracy, who as early as the thirteenth century 
in Ital>.: and Flanders are found in the po::;itiol1 of large 
" capitalists.') 

"It was a ~lg":·.t_S!ad_u;11} and for the worki21g popubtion 
an unobserved drainIng or q-IlJll paltJcies (Jf laLuur whIch III 

course of time was destined tu !>L,rve a::; the fUUlldation of 
the capitallSt-e'ccnoll))".":! Tile in]portant poin.t to recu;';lll':Jt: 
is that whetbeLthf: industry WllU::;C sUf[!TLj; i)iotits (the e}"CcS::; 
O\'er the subsisten-ce-or the wOlkl:l) i~_agliculture, 0r tOWIl 
handicrafts allu~tradi~lg, the rust ilh\ltllll"llt (,f dj'1'.I('I!ri.ltinll 
is tll<O\~-Ui=.t.:;hip Qf h1.n.(L ~ .... - - ~ 

S 4· But we 1I1U::;\ luuk tn .l11!Jtilcl .,ult ,·1 1,IL"JlIl (.11 till 

land to furnish thl' tcchni ... al LOlldltHll1 ,If ere ... , \1\<..: ,to'· 

cumulation. l'aYllll.:nl of Ic::nls rL'1" coulllrv ur tm\11 blld~ III 
kind could !lot found capitali.c,lll Tile Jisco,"uyand ;Jp. 
propriation of the precious metals arc eS':Jt::llti:d tu tllis 
achit!Yement. It is necessary th.1t tile ori;,:;iI1:11 p!IWL'r of 
drawing rents should Ge mondiseu lh_JurC tilt: jlo~:-il·~..,i()ll of 
capital can become itself a hasis of prohL until "tl"L'J.'>lIre" 
could DC obtained and n::t1il1l:d in Western FUlup\..' 1l1Odern 
capitalism could make no really (on~id(:rJ.lJlc slart. The 

2 }')I,;., \01. i. V. ~6S. 
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earlier trGlsure,hou~es were ill the East, alld Juring the 
early l\l,Jdlc Ages \\'e~tefl1 intcrcQurse with these older 
civilisations meant a COllstant suckage of the precious 
metals eastwards to pay for the goods which came into 
Europe through the Lerallt trade. Though Germany and 
Austro-Hungary turtled out considerable quantities of gold 
and silYcr, tbese passed through the bands of the Italian 
merchants into the East. Not until the collapse of the 
Hyz~n!ille empire ()pe1.!~g tl~-1~K.eailE.!ld the AS[<l:Uccoast 
tc.t"- the plunder anil exploitation of fGliJ.ll rulers and 
11Icrcilallts'- did tile: tid~ begin to tl:1fI1 ;mLi 'V6stern Europe 
obtain the supply of money required as a vasis of 
t.apitalislll. 

Econollllc hi:-.torians oftt:'11 mislcpresellt the part played 
hy lIloney. The developtllent of milles and a brge output 
of the precious Illct:1ls assj~t the risc of copit:.1lism ill that 
they gi\T to the Jlo~se:;sors of t!Jt;SC precious metals a power 
to divert illtu ckllllleis of indirect production the sur[)lus i'n
umtrial cnert;y drawn from the producers in taxes, toils, rents, 
etc. A ~ufticit.."nt development of agriculture and of other 
indmtrial arts to furnish sucll a surplus is a pre-requisite. 
The exi~tl"llCe of tbe precious metals in a community ell
aLles the t}"]ll known as "the Lusiucss llla~I~Q....;;t_rise and 
fUl"lctioll Ly Jir·eding ·"the-lIDw of "bupetffuous industrial 
l'llergy" fmlll the ploductiollor-ri'lltllcdlatefoth:ifOT mediate 
guudsi 01 in uthcr wurds, frum thc direct producti.o]] of CO]]

::;UIl1t::'IS' wcalth to the IHuJtll lioll of industrial and COIU

llldcial clpital·gouds. Tbis does llot jHcccssarily occur as 
a If'SUlt af tbl' JiSCUVl'l)" of golJ :11113 silvcr even ill a fairly 
\'lnlised ~tatc. TIle U\\"I](.:rs uf wealth got from Illincs 
IIJ.ly, often tI{l, llo,C it dliclly for ostelltation and for decora· 
tIlL' CUll:-Ullljltlall. f:ul Lh.'lllle\l with this usc is the re
ll'gllitiull of :u'othcr lbL' ur pl<XiallS Illctals and jewels as 
~ store of \:l.luc \1 Ilich Oil on'asia]] may give the owner a 
LumlllallJ oyer otbcr fal]}):; uf wC:1lth alld over the energy of 
lllen. 

This stnr;lgt:: of treasure In thc hands of kings, nobles, alld 
of cities is illst COIICcivl'd with the deSign of providing for 
ddcnsi,'c or oi(cnsive \varfare. For defence or attack it is 
necessary to ll1aill~aill and cquip quickly large bodies of 
men, to furnish weapons, shiJl~, and other expcnsive ap
I'JI:ttllS af \\";1f, ano the cJ.rlicc,t forms of large ellterprise 
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which resemble capitali"t industry are the equipment of lano 
and sea expeditions for conquest and plund(Cr. The early 
funds hot only of mon~uchs but of the Italian cities in the 
Middle Ages were chiefly designed and used for war. 

So long as the surplus-product of labour passcd, in forms 
of tax, toll, and rent, into the hands of kings and nobles, 
the Church, the orders, and city funds, whether to be COIl

sumed ill luxury or to be accumulated as treasure, it could 
!lot give rise to capitalism. 

§ .~. It ,,"as essential that mass(Cs of this surplus wcalth 
should pass into the hands of" busill(cSS men," who sbould 
seck to make it a basis of "prorltabl~" usc. Now, records 
scem to point to two c_~~j.£.lm.ig.ius of s.uch a class. -

The rise of (he_g~~at n1(;r~_~.lltil~_ P9wer. 9f the Italian cities 
clearly indlf_~les one. origin-the entrance of members of the 
lallde~istocrac~o_Gity -lJ.[e ancr burgher occupations. 
With the growth of marc setlled order in the country, and 
of a softer, more luxurious habit of life, some of the landed 
nobility came to settle in the citic!:l, Lringing with them 
their rent-rolls and buying Illore city lands. Especially the 
younger brallches of tbe nobility, no longer wholly occupied 
with war, callie into tOWIJ life. This merging of the landed 
nobility with city life was earlier and freC'r in the Italian and 
Flemish staks than in France or Gt:rlllallY, and the larger 
quantity of motley thus \)lought into tbe cities by the 
"lllo~oQ"..of .l11C (~l)~S . .pf their estates contributed not 
a little to the earlier dt:vcloplllent of !argc cOll1ll1crci:1,.! 
undertakings Ly)talian and Flt":.IlIish .. 4uercha.l.l~-hous-es~ -111 
Englanll"?ttso from the tWtt:ellth century the lower IHJbks 
began to mix more easily \\"ith l)urgher life, and "the 
younger sons of the COllntl), kllight suught wife, occupatiull, 
and estate in the tow tis. "1 "A large pruportiol1 of the 
Londoll. apprentices were drawn frOlll the bOllses of rural 
gentry t)~ in the time of Elizabeth, the cka\'age between the 
lallded and the mOllcyed iJltell!sts 110t h.IVillg yet begun to 
dispby itself. So, too, in (;ertllany the (',HI), commercial 
prosperity of such tOWllS as Augshurg, Niirnberg, Basel, and 
Koln was fcd from a similar source. Ullfo~ullatelrJ the 
history of Germany- ill the later Middle Ages tended more 

I Stubbs, '97. 
2 Cunningham, Growth of EII,r,'/·.h Inl'wtl)', \"01. i. r. 126 (8\'0, 

1903)· 
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and more to _ estU!.0.gLthe lal)d~ohilitf_f[QIP-1-.~.yeaceful 
life aJld pursuits of towns, a fact which greatly contributed 
to ret~ud thecom.m.ercb.l and -il1dustriaf~development of 
lhat country. 

While many of the great business mell of the l\Jiddle Ages 
in Italy,' Flanders, Germany thus sprang from the landed 
aristocracy, pqssessing agricultural rents, tolls, and fines as 
their commercial nest·egg, the smaller owners of city-grounds, 
the original burgher-families, played an equally important" 
part in cases where the town-lands were not closely held by 
noble or by church. These original settlers, small fanners 
at the start, extending their holdings, often encroaching on 
or dividing by agreement common lands, formed strong 
local oligarchies, sucking the rising land values to form the 
capital which they afterwards employed in commerce. 

To these nobles or slllall land-holder:; who passed into 
commerce with accumulations directly derived from ground
rents, must be adt..led the officials who, under the feudal 
system, were quartered upon the public resources ill 
lucr~ti\'e offices of state, or wcre entrusted with the collec· 
tiOl' and farming of taxes and tolls. Not only were the 
s;lbries Of chnncelJoTs, marshals, and other high officers 
eXlrer,l,ly lnrgc, out all otiicials connected with the raising 
and CXIJr.:~ dilllrC of public moneys had opportunilies for 
pecuL,tio.J which were freely exercised. The ruling 
f;lmilies in the cities could thus add to their private ground. 
rents a share of the city funds. So large shares of lhe 
original accumui:ltions of royal and papal treasuries, and of 
tile rents and endO\vLl1ents of monasteries and cities passed 
into the hands of the business men, who were agents fer 
these great public sources of income. l 

The management of the estates and the finances of the 
private land· owners, lay and spiritual, was largely entrusted 
to a class of business officials, who, as rent collectors, 
steward:;, bailiffs, reeves, intclidants, came to share the 
riches of the landlords. But it l11ust be rClllcfubcred that 
in whatever form incomcs calllc to tbc:,c public or private 
oftlcers and agents, ~iS s~darics, fcLS, profit, or peculation, 
land rents were the aiLuost exclusive origin. 

! So the Spini, SpigiJa\i, l.lardi, Cerchi. l'uici, AHani, and tatet thf! 
!Vl~dicj, becan,e the great bankers of the Papacy. (S()nl1'~r:, vol. i. 
p. 251.) 
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Given a cla5s of business men with such sources of 
accumulation in their hands, it is not dlnicult to perceive 
the chief profitable use to which they could put this 
"capitaL" The most important branch of primitive 
capitalism is "usury'l or "money-lending," and tbe part 
this played in converting feudal into burgher wealth was 
noteworthy.l The great spiritual lalldlords ,rere driyen to 
borrowing money ill order to forward to Rome the in
creasing monetary contributiolls \rhieb the" age of faith JJ 

called forth; the temporal lords, embarmssed by the grow
ing expenses of war and of building (the t\,·o chief uses of 
money), were drawn more and more into deut to the 
Ie banking-houses" in Italy, Flanders, and Germany. The 
Crusades form a chief landmark in this growillg power of 
the new business class, compelling the Crusadt:rs to borrow 
for their expenses of equipment and tra\'el, gi,-ing incfI.:ased 
power to their stewards and agents, 31ld brillging back a 
new influx of luxurious habits of life from the E;lst which 
led them into fUlther extrDxagances. In Ita})' and else
where increasing qp_antities of lalld were ~hus alienated- frorn
theu-aristocratic owne~ forfe_i.ts;d.Jor deli. \\'hen the 
perioGoTtneRetl"aissancc brou;.;ht the fuller influence of the 
East to bear upon" barbarous" Europe, and cities Legan to 
assume an air of luxury and to excrci~~ influcnce as "social 
centres," the counlry nobility and gentry .J~j~l~ing to enter 
this new life, fO~I..Ld_!.h_nnsel\"e~ short of mom:)' and COIll· 

pelled to b5IT"O\v from the rich bur;;,hcrs. Deg,illning in 
Italy as early as the thirteenth century, this movement 
reached Germany in the flrtcentb, 311d England in EliLJ.· 
beth's reign showed that the "Hloney·lcnding" busincss 
was so large and profitable as to tempt !lot only Continental 
capital but Dutch settlers from AmsterJ.1111 .111(1 elsewhere 
to compt:..te with the Jewish and Lombard houses III 

London. l
/ 

Extravagance of dress was itself a considcralJl~ b,tm III 

the borrowing habits wbicb built the wealth of the (ily 
financiers. 2) 

§ 6. Hut aH,..tbese 1ll0t)GS by which cal'il,d has pas,ed 
from the oWlJership of landlords into that of Lll"'lllC~S men 
fur"i)]s6--an- madequate e),vlalDI~Otl of -the ral,id inutase of 

1 Cf. SonlLart, ..-ul. i p 255. ~ CUllllinglnm, v(J\. i. p. 324. 
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wealth III Western Europe. Without far larger access to 
monetary treasures as instruments of concentrated accumu
lation, wit bout larger opportunities of gathering the various 
material resources for the development of the industrial arts, 
modern c.lpitalis!?:.~,;ould have been impossible in its exist
ing dimensioll:>. ~\'cstern Europe supplied no adequate 
output ur preci()us Illet;lis from tbe milles: her agricultural 
p()j.JUlatiull afforch;J IlU increase of production in the form of 
rents large enough to fUlnish a great stream of accumulating 
wealth, !lor could the proullcti\'elless of the industrial arts of 
the tOWIIS yield a 1:lpiJ growtll of profit. The economy 
of Illcdi~cvaI Eurupe did I10t expose a large landless pro
letariall population to the frce exploitation of profit-seeking 
Illasters. The blJUllf basis of modcrn capi!ali~~~ __ ~~as 
bckill..g.. ---

- T(IC c:\piuiLltioll of other portiolls of thc world through 
military 1,lulHlcr, Ulltqu(l1 trade, and forced labour has been 
aile great il)(lispell~aule couditioll of the growth of European 
cliJitalislll. "The riches of the Italian cities is quite incon
ct:i .... ahlc ap;Ht (rom tht: c:\ploitatiotl of the rest of the 
i\ieditclr:1n<..!;]'ll; just as the pro~perity of POl'tugaJ, Spain, 
1101Jal)(j, France, and Ellgland is unthinkable apart from the 
previous deslrucliull of the Alab civilisation, the plundering 
(If Arrie:"!, the impoH'ri.:;hlllent and desolation of Southern 
j\s~a, and its island world, the fruitful East Indies, and the 
tllli\-iJl[.,; slaLes of the Tncas ;'llld AstcCS."1 

The Italian repul,lics \rcrc the first to take this work ill 
iI.I'd. Tile dose uf the CrL1s;'ldcs saw thclll in virtual COIl
lr(ll or llLll11t:ruU5 (-itics ill Syri:l, Palestine, the iEgean, and 
the llL1Ck ~ca. Frunl tile lwginning of the twelfth centlll)" 
(;Cll();l, l'is:l, anti YCllin; f:t"lt.;llul their econol1lic fangs into 
the tuwns (If ;\rsuf, LCSal"L';\, ACrE\ Sidon, Tyre, etc. The 
I'rcak UjI ur the E:lstcrn elJlpirc g;'l\"e Venice a vast colonial 
power, !lut less than three-eighths of that empire falling 
llnder her single 5\\"a) , while: her riva!, Genoa, abo acquired 
\;uge possessions amollg tIle I()llj~lIl i~lallds and 011 the main
bnd. i\sia Millor alld the ;Egc;'ln islallds \vere full of rich 
natllral resources, with brge civilised populations illheriting 
:nts uf skilled industry as yet unknown to the \Vestern 
world. The Tt;'l\ian cities did not pretend to colonise in any 

1 SUlllt'AJI, \'()!. i. p. Jlfi. 



I I 

modeln sense this vast empire, but cstalJllshed trd.dlllJ,.: 
centres ill the chief towns ami took ricll lull of the lllJ.llli 

factures. They found in .\ntiuch, Tripolis, Tyre, a tlourishin; 
silk industry j cotton in Armenia; ;,;b.c.s and pottC] y in Syria; 

. and considerable minillh operations ill PhrJCis and l'hc\\"bcrc. 
Their mode of exploitatiun seems to l18.\'c uecll al1 adaptation 
of tbe feud,d SystClll, by whicll as orcilords th'~y exaLteu ;t 

large portion, usually olle thinI, of the tot.:-tl PIOUlICC of thl' 
soil, mines, and industry. This furm of infcuuatloll, which 
later on the Spaniards illtl0duccd into .'\mcricI uL1d~'r til'; 
title of Encomiendas, existed 1011;; bcfulC in tbc~c It:t1i,lIl 
colonies of the Levant. Later 011 the feudal fornl druPl'cd 
off, giving place to the sway of privile;cd COtlll);:lllleS 
wielding a royal or state mOllopoly, 

The real significance of this carly !< colollis;:ltioll" for the 
rise of modern capitalism was that It afforded tIle [If,,t 
opportunity of profit on a large "c.de, Ily placing at the di:=;
posal of the Italian Illa~[ers ;l lal'f;c SlIl)!!I), of bkillcJ SCI f 
labour. Not only was the ploperty of whole pro\ 111\..t."5 

confisc<,teJ to the conquerors, oul the ('(JliUlti01l of Luge 
lIlasses of the illhabitatlt~ \yaj, fl um old us~;:;e, one of Ylrtu::ll 
slavery, "all lig)115 and pussc..:ssiulls ill I ilt." 11 , \\0111(;11, anu 
childrell" passing lu the llew fl"ud.ll supcriols. Tbe It.:lliJll 
conquerors found also ZI llla"t IlHJfltahk· inhl'litalll.e ill tIlt." 

slave-trade, which Byolltincs :-tnu Alalls Iud (:-tninl 1111 

Irom ancient titll!:s. TIm s1.n'c-tlaue they gl<..';tlly e .. ~tc]ldcd 
by m~:lllS of a pre1llilllll sy"tem, llrill~illg ill great IHlIllI'll.-> 
of captive T'.iussulmalls, so [Iut, for C.\.lIllplc, the illcrca.,e 01 
pop\llation in Crete alo\le tllldcl their rule was frolll 5°,°0,) 
to 11)2,725. 

Thus early W,lS bid the i'oulld,((l(Jll of the pJ(ditabl,.·~ tl.h!e 
wbich fUl'l1ishcd to \\'C:,tr..'lll EUII.'PC the :t1·l.IJ1l1ubtiolh ,)f 
wealth req11ircd for thc l,ltel den . .'luI'IJl!.llt of ClpiulL:iIIC 
methods of pTl)cluct1Dll ;1t hOIllt'. :\ 111I:":C "[llol, 1.111:t1,·' 

slave or n0Il1I11:tlly flec, \\';1S lir,,( Id8.(uJ ;\t tlle tll.-pu,S.ll of 
Europe in the llCZlr East. The tLcaSUL('S of tliC Ll,l, Its 
hoarded gold anu slaves, its rich tc\tiks, Its ."pic.c.) Jwl other 
cOllcenLratltd w{:;1lth, poured into \\'estern Eurupe through 
the hands of the It~lIian tr.'Hlcrs and ual1hl's. The lesson 
tallght by this c:lrly experiment \\8,5 that Ih(' ('hief ;1(h':l1lLlge 
uf conquest lies, not ill the uiscol"C'ry ~llJ ~ei/lll'e of hidJen 
aeeun1l1btcu treasure, illl]lOlt,l'1t :t~ that was in the cJ.sc of 
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early Eastern emvire, but ill the continuous exploitation of 
large quantities of forced labour. 

The Portuguese and Sp:mish learned this lesson well, 
recognising th:lt "the true riches of new-discovered lands 
Ofe their inh:'tbitants." The Spaniards in Mexico and Peru, 
the Portuguese in West and East Africa, the Dutch ill 
i\Iabcca, Java, and Ceyloll, bettered their early instructions, 
founding their economic dominion upon an even stronger 
basis of" forced ,. and" slave" labour with a fuller organisa
tion of the slave supply. The black population of Africa 
was, of course, the great reservoir for the new tropical 
economy of the European colonial system which spread 
through Central America, Brazil, and the \Vest Indies, 
taking root later 011 in North America. The dimensions of 
this trade from tbe beginnillgs of its development at the 
opening of tbe si:-'lecnth century by the Portuguese wcre 
enormous: the actual llumber of slaves ill use at any given 
time presents but a slight idea of its bulk, for the waste of 
life involved in it W;J.~ so large and the duration of the 
economic life of the sbses so short. ]n 1830 the European 
colonies contained only about two and a half Ulillion slaves; 
but during three centuries a stream of countless millions had 
]leell flowing in to be used up as "raw material l' ill the 
coloni;l\ products which built the early fortunes of Spanish, 
Portuguese, Dutch, and Briti:-.h merchants. 

Tbl.: profits of the European companies embarking in 
early colonial trade \yere very large, for slave economy is 
!lot in itself and unuer all circumstances bad. l\1erivale 
l"le;nly points out the l!1:lill condition of its profitable usc. 
"Wben the pre::.sure of population induces the freeman to 
offer his services, as he does ill all old countries, for little 
lllore tban the natural minimulll of wages, those services 
are very certain to be more proJuctive and less expeusi\·c 
than those of bondsmen. Tbis being the case, it is 
obvious that the limit of the profitable duration of slavery 
is atLlillcd \\ hCllever the population has become so 
lknse that it is cheaper to employ the free labuur for 
hire. "I 

In other woras, Western Europe until the nineteenth 
century did not present the large supply of landless 
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labourers required as Olle condition of great profitable 
capitalism. It is for this reason tho.t colonial economy 
must be regarded as one of the necessary conditions 
of modern capitalism. lts trade, largely compulsory, 
was in large measure little other than a system of veiled 
robbery, and was in no sense an equal exchange of 
commodities. Trading profits were supplemented by 
the industrial profits representing the "surplus-value" of 
slave or forced labour, and by the yield of taxation and 
plunder. 

"The particular significance of the colonial economy i') 
that it affords undertaker's profits bdore the condition,,; (Ir 

true capitalism are ripe, before the required aCClllll111atinii 
of money has taken place, before there is J. proletari:tt, :11;'. 

before free land has disappeared,"l 
§ 7. The growth of a large proletariat in Western Europe 

was an essential condition for capitalist industry, That 
meant an increase of rural population beyond the mealls of 
subsistence on the soil, according to current modes of 
agriculture and land tenure, and all increase of town 
population incapable of earning a livelihood as independent 
artificers or craftsmen. Now this condition wa<; long de
layed by the slow growth of population in the European 
nations. Famine, plague, :md war kept down the popllb
tion through the Middle Ages: the death-rate of children 
was enormous, and the effective life for the mass of the 
people was very short. Though no really reliahle st:ltistic<; 
are available, it is pretty well established that up to the 
eighteenth century the rate of increase of populalion for 
Europe as a whole was very slow, and even during tht~ 
eighteenth century showed no great exp:lll<;ion. 111 Ccrmany 
for a long time after the Thilt)' Years' W3f th,~ popubtioll 
actually fell off, recoverill,l{ only in the eighteenth ('('ntmy. 
France about the middte of the t:ighteellth ('entury rcached 
again the numbers she h:1(1 attained in the first half of the 
fourteenth century, and "till stood below the I3,000,ooo 
she had attained aftcr the dC;1th of Louis XT\', Holland 
and Belgium seem hardly to ha\'e incrca:;erl for tbree cen
turies. From tht! bst half of the sixteenth ccntnry to the 
beginning of the eighteenth century Italy was stagnant at 

1 5omh.ul, vol. i. p. 35,'.;, 
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about 11,000,000. In Spain the population showed all 

extraordinary decline during the sixteenth and seventeenth 
centuries. 

The English population estimated at nearly 2,000,000 at 
the time of Doomsday, seems to have grown very slightly for 
three centuries, reaching not more than two and a half 
millions by 1377, in the last year of Edward III. During 
the following two centuries .:Ind a quarter the p:lce of 
growth was more rapid, for at the end of Elizabeth's reign 
it is estinuted at some 5,000,000. From this time the rate 
of growth again declined, and 0,000,000 was not attained 
ulltil nearly the middle of the eighteenth century.l 

::\Iere growth of population, however, in lands, large parts 
of which were uncultivated or poorly cultivated, does not in 
itself expbin the formation of a proletariat. As we traced 
the beginnings of "capital" to the accumulated ground
rent'>, so we must trace the beginnings of a mobile wage
earning cbss to agricultural and industrial changes which 
detadwd brge !lumbers of the rural population from their 
earlier status ::ts sm::tll owners or holders of land, or as 
labourer'> with some st::tke in the profits of the farm they 
helped to work. ,\gricultur:t1 reforms, involving more pro
ductive lltili'i3tion of land and better husiness methods, 
were the rhid instruments of rh:lllge. In Great Britain 
and uJlon thl~ Cun:illent thl' primiti\-c agriculture of feudal 

1 :'Ilr. Cl111nin~llJ.lll giv{"~ tIle f"llnwing selected estimates of the 
J>opubtinn or J-:ngbnd nlld \\'.lll'~ frflill 16SS onwards ({;r,;,olh of 
l~'llg-!HII h.il/:il,)', vol. iii. p. 0,5):-
IGSS 5,50o,s.:!Cl t~, I~in!~, in £),l1'fllallt I/'o,-l:s, vol. ii. p. IS.J. 
17cY) 5.475,000' 
171<) 5,:Q",ooo 
l]::!fl ;.5!'.;'000 
17,i) '\.7qfJ,OOO 
17-f1) tJ,nG4,OOO 
J 7 So 
17°" 
177 0 

17S0 
1790 
1::)01 

1::)1 J 

(),4 67,000 I' <;I":I;!I.".' jJuuli!l, vol. xliii. p. 462. 
b,736 ,000 

7,4:!S,oOO 
7,(PS,OOO 
::),675,000 

~,S91'5Y"l 
10,114,226 

12.000,237, A,'-JIIJ/I, (III! ['''len, IS52'53, lxxxv. )(Xxiii. 
",S96.79SJ 
1 5,914, 146 
17,927,609 
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society required lit~le "r::lpit~t1," and afforded no ph)' for 
the "business tI Splflt. The" bndowner" was not much 
concerned to exact money rents or to get consideralJle 
profits out of the land; his tenant" and the cottagers or 
other workers on the farm f'njoyt'd fixity of tenure and of 
status, tilled the soil according to custom for their li,-eli
~ood, sharing the produce and living a ne:Hly self-5uffiring 
existence. 

Trade in agricultural produce, IJringillg an increased use 
of money into the 3grirultur.:d erollomy and stimuhling 
owners and tenants to a more rareful anJ illtensi\-e culti,-;].
tion, SO:lS to e3111 money rents elild profits, Wei;; the ('hief 
channel of the illllOYeltillg current. It W;1.<., the 1;I('llli~h 

demand for wool, which, r.oming 111'011 England in the 
Tudor age when politic:ll and sor i;11 ('onditions were 
favourable, afforded a large proflta\Jle me of IXl.sture, lead
ing to the enclosure of great quantities of common bnJs 
and wastes, and the form:ltion of large p;1.sture farms under 
new proprietors who, f'llterill~ int() tile est~tes of the elf'
cayed baronial families and the confiscated church and gllild 
lands, administered thelli by their .:1gcnts in the spirit Of:1 
modern rent-receiver. This frm.:ibll Ilwrkd for wool, <lilt! 

the growing market for gr:lin ;lfforderl by the illcr(-,:l<;(~ of 
London and other cCl1tr~s of pnplll:1ti()lI :11\d hY:1 ('crUIIl 
sporadic export trade, bc;.-;;1.]) that l)f()"e~s of cOllvcrting tllL~ 
small yeoman and ('ott:1gcr into the Ill(~re wage-carller 
which reached its fullest p:1.(,E' in the clwloc;mes at th,' ('n,\ 
of the eighteenth and the IJeg;nnill~ of tlH~ nineteenth ('I'll 

turies. Whereas in the e:ulicr jJl-I io-\ of lhis nW\','llH'1l1 It 

W:1.S enclosure for pasture that \\':"'1.<; tIl(: ('\tief prop,-ll'-I, 111 

the later period it wac; t:111:10,\II',: for tilbg(', 
Though the earlier el1closure's ill\'I)\;-"u 1l111ch injll'iti(,' lil 

Jepriving: small brnwrs and bIJ(lul"'rs (If their legal (II' 

customary rights in the I)';,' of the \;.111(\, ;1.lld ~et :ttl!);1t 
a considerable I1llmlwr (Jr 1:111(I\C<;<; folk who lived a'i 
"rog:Jes anu vagahond:-;," (I!' f(lund eI ~;cttlemellt in the 
towns, the mass of the \'ill;l~crs all'\ll1L.11 WOrkf'fS Sf'CIll to 
have retained until the ~igh[eellth (',"ntllry some stake, 
however sknder, in thl' soil, tlu[ differelltiate,> them from 
the pure prOlf!;11'iat which moderll f";ll'ilJlistn ll-r]uircs a;:; 
a condition. 'I'll,; siI11U1t;1I)('OU;'; i1l1pr()\'cmc1it<; in tiILl~'_', 
cattle~breeding, and shcep-fartnin,Q; ()f the eighteenth century 
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found an England one-third of which still remained in 
common fields with the slovenly and wasteful cultivation 
involved in this system. A large part of the country was 
in the hands of small yeomen, farming their own land, 
cottagers or crofters, renting small holdings and enjoying 
not only a share in the common fields, but other rights of 
pasture, forest, and waste. The wage, work for farmers was 
partly performed by these, partly by farm-labourers who, 
if single, "lived in," and, if married, were supplied witlra 
cottage on the farm, and were allowed certain small rights 
of past1lr:1ge for a ('ow, etr. Again, farmers in many parts 
('If the country let palC'hp.s of land to sub-tenants, who WEre 

primarily engagp.d in weaving or other domestic industry, and 
\vorked on the bnd in their spare time. 

The conditions of enclosure and the new farming changed 
oil this. Scientific rot:1tiol1 of crops, deep culti\'ation, the 
use 'of artifici:11 manures, the increasing employment of 
machinery, invoh-ed a capital olltlay and a business adminis
tration with which the small farmer could not cope. 

The yeomen and other small owners or holders were 
unable to keep their grip upon the land: the legal and other 
expenses of acts of enclosure, the cost of fencing and other 
adjustments mined m::my of them, and they were unable to 
stand up ag3inst the 13rge landowners in the defence of 
dOllutfll1 leg;t1 or customary rights. The speculative busi
ness of growing for markets, with fluctuating prices, was un· 
suited alike to their meons and their intelligence. 1 ... 1anyof 
this rlass, thlls failing to maintain an independent footing, 
C:1mp to rerrnit the new industrial army of the towns. 

The cottagers, crofters, :1nd other labourers were still less 
able to retain \\"hate\'cr ri~hts cllstom yielded them in the 
beneficial 11se of the land. The old patriarchal farm life, 
which preser"ed elements of a profit-sharing character, ga\'e 
W:1)' beforf! the new husiness pressure, the supplementa,y 
\\,:1ges in kind dis~ppe;lrcd or ,'-ere commuted into a trifling 
addition to a moncy-,Yagc which the Poor Law in the btt.'r 
eightecnth century redllr:cd to a degraded level. 

The new whe3t-farming ecollomy had the further effect 
of diminishing winter employmcnt. An e\'en more serious 
considcr:1tion was the effect of the introduction of ma
chinery in destroying the supplementary industries which 
helped the small peasants to p:1)' their money rents, and 
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made even the labourers greatly independent of the farmer. 
Though it cannot be supposed that the increased quantity 
and improved tillage which followed the enclosures, the 
increase of agricultural land by drainage and occupation of 
wastes, and the other agricultural improvements, diminish 
the aggregate demand for labour, they do not seem to have 
increased it sufficiently to absorb the rapid increase of the 
rural population; for alre.1dy in the last decade of the 
eighteenth century there aros(~ numerous complaints of o,'er
population in rural parts as well CIS in towns, and this con
dition notoriously prevailed thrnllgh the first half of the 
following century. 

The new economy of large f.1rmillg which had shaken 
from all mvnership or stake in the bnd the great mass of the 
rural population, did not then hecome sufficiently intensive 
to absorb them as mere wag(>e.1rners in the llew system. 
On the other hand, the fOT/--es drawing the superfluous 
labour into the towns or into foreign emigration were not 
yet fully operati\'e. The Napoleonic war had retarded for 
a while the development of machine industry and the 
demand for labour in the industrial towns; transport was 
too feeble and too expensive for any large stream of emi
gration to the colonies or to America; the shackles of the 
Poor Law and the Law of Settlement greatly impaired the 
mobility of the working poplllation. 

It is, however, to this growth of a large rural-poplllation 
deprived of any ownership or security of tenure in the 
soil, that we m11st look for the chief explanation of the 
"proletariat" required for modern capitalism. This clnss, 
gradually loosened from its economic and leg.1l settlement 
upon the soil, was drawn faster and faster into the new 
industrialism of the factory, the mine, the city shop, and 
warehouse. There it fused with :l town-bred, wnge-earnillg 
population, representing the jourrwyrncn who frolll the 

.fifteenth century on hnd been ex('ludcd more and morc 
persistently (rom the guild organis:ltions, and formed a tow II 
proletaliat which was later reinforced Ily small 1lI:1~tt'r->1 
unable to hold their independence again'lt the clo->ing 
monopoly of the crafq~uilds, and by skilted workmen (rolll 

I Unwin, fudl/st,-ial ureal/ifalioll /.>1 th.e Si.J;/un!I, aliI ."·a-tlllantlz 
CI,lfll"itS, ch. viii. , 
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the Continent, religious or political refugees, and in the 
earlier era of the industri8.! revolution by large migrations of 
unskilled labourers from Ireland. 

§ 8. In Germany the same origin of an industrial prole
tariat is plainly traceable. The same survival of the patri
arch::tl farm-family, in which the labourers held a small legal 
or customary share in the land, cattle, and product of the 
farm, receiving part of their payment in a share of the 
harvest, broken up, p:utl)' by the agrarian reform of lSI 1-16, 

partly by the Schlesian Law of 18--1-5, the enclosure of the 
common fields, the restriction and gradual disappearance of 
the labourers' rights, and the subsequent conversion of a class 
of little profit-sharing farmers into hired labourers. ThE' 
same compelling forces were operative here as half-a-ccntury 
earlier in England-the growth of more intensive cultivation, 
use of machinery, diminished winter employment in agri
culture or in supplementary industries. l 

In Italy, France, Belgium, Switzerland, in fact throughout 
Western Europe, the same general movement has been dis
cerniLle, its pace determined partly by the gr.owth of popula
tion, partly by the size of thc estates, and partly by the 
condition of agricultur.11 .1rt">. The rapid rise of bnd \'alues 
in Belgium from the middle of the nineteenth century, 
together with the decay of yilbge industries, broke up the 
economy of a distinctively peasant tenure; the same holds 
alike of the small pC.1sant districts of Central Italy and the 
brger estates of South It.11y. The prevalence of small hold
ings in these countries and in France, though douhtles<; 
retarding the adoption of c:tpit:tlistic agriculture and the 
displacement of rural popubtion, has not prevented the 
constantly increasing flow of a redundant labouring prole
tariat into town industrial life. Everywhere a farm-boom
ing class, sh.1ken from its earlier hold upon the land, has 
been accolllplnied in lts town ward trend by the children 
of the small peasant proprietors who, finding the economic 
conditions of the old pJ.tri:uchal f.1rm-farnily 110 longer 
tolerable, seek the bettcr livelihood and l;nger independence 
of industrial life. 

1 More work f.,]' summer, le~s f,)]' winter, r,:slIlted frOIll (a) ill("rC:l~l'll 
arable, dilllini ... hed plstme, cspec'i .. dly reuuc!iuns of sheep and 11:1,
growing: (/:l) maciline-!ilr.-,,\,ing ill I,bce of the hand·Ali!; (./) 
dimini,l)<;~J w .. "k in {ore~lIY. (Cf. ~()IllI':Ht, ii. 126.) 
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§ 9. The existence of accumulated wealth, and of a large 
population dependent on the sale of their bbour power 
could not, however, genl:'ratf' the system of modern ill
dustrial capitalism unless the industrial arts Iud attained 
a high development. The r::q,itaiism of the ancient, and 
even of the medice\'al world, (>'\hihiting J [,·w rare instance"; 
of large organisation of workers under a si ngle control, 
working on wages for the profit of tileir employers, differed 
in one important respect from modern industrial capitalism. 
\Vhether in the great serf agric\Jlture of the early I{oman 
Empire, or in the mines of Thrace or Sicily, or still earlier 
in the great building operatio)1<; of Egypt, IbuY\OIl, or 
India, the element of "fixed" c~pital \\'a5 vcry small, COll

sisting of simple tools or rd.1ti\'cly slight ::l.IlO unimport.1nt 
<lmachinery": the capital by whi"h employment wac; 
n.fforded consisted of fooel and raw IlJaterials, which wert..! 
"advanced" to the labourers. 

Early accumulations of "capit:d" con:-:>j:;lf'd in (l) tre:tsnre, 
(fJ) raw materials anrl a store of fooJ; or from the standpoi Ilt 
of tbe individual capitalist, in either" or /1, 

Though the financial capit.:-J!isll1 {If th,: money-lender or 
iJallker making loans or advances to f:umers and artific.:]"", 
and the commercial capitalism of lllerchants girillg out raw 
materials to workers, collecting, )lllrch:1sill'g. and marketing 
their manubctured products, are, :1<; we shall see, illlport:lllt 
stages in the evolution of the rapitalist strllcture, the 
business organis:1tion they imply differs essentially from the 
structure of the great f.:letory, ironworks, railro:ltl, millc, 01 
shipping firm in which modern illdus!ri:]1 c:1pit:1li:-;11l find.;; it,> 
typical expression. 

The concrete hasis of modern illdustr'i;1l c:1pit:r.li-.;m i.;; it'; 
large complex structllre of « fixed" brtar::;, "bnt and 
machinery, the mass of L·xpE-llsirt' in<;trUIllt'llts to as'ii~t 
labour in furthf'ring P[oCI'5.'1(,5 of produl'[ilJll, Th,~ 
economy of expensive machinery, and the dey(~loplllellt of 
indirect or "roundabout" methods of production w,'r,' tht; 
chief instruments in the industrial revullltinl1 nf lll~Ulll· 
factures. ]t is strange bow slmr thi;; di,>cil\'C'ry and 
application of m:tchinery wa';, and how Ii [tIe pmgrC's<; WJ~ 
made from allcient times up to [he middle of lire eight"I.'nth 
century_ To those who reg:nd evolutioll as ,-ssclltially the 
product of "a('~idcntal v::ni3tioll";," the ilwenti'Jn.,; uf ill 
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dust rial machinery may appear attributable to the "chance" 
which assigns to some ages and countries a large crop of 
in\'entive geniuses, and denies it to other ages and countries. 
A more scientific view of history explains the slow growth 
of mechanical invention by the presence of factors 11ll

favourable to, and the absence of factors favourable to, the 
application of human intelligence to definite points of 
mechanical progress. Th(> ,"ested interests and conservative 
methods of c'\isting ind1lStri~l ('.1<;te5 and their guild 0[

ganisations rendered the lllcdixva\ city poor soil for the 
introduction of I' lahour s.'\ving" machinery or other re\'olu 
tionary experiments: the snull dimensions of markets, 
confined partly by politic31, partly by natural restriction~, 
presented no opportunities for the profitable disposal of 
brge outputs. No great" free" labour market existed in 
the medi;c,'al town; the ambition and the trained capacity 
of the business organiser had little opportunity of dis 
covering and asserting thetnsel\'es in an age when education 
",as almost wholly ('onfitled to classes who regarded with 
disdain tlw llSc:f1l1 :.uts and crafts. In times when the early 
thirst for gold and thr zest of physical inquiry absorbed 
men of "science" and intel1t!('tual ingenuity in "alchemy" 
and prohlt~ms of perpetual motion, there· was no 
"conduction" of intelligence along the humbler p3th\ of 
detailed mechanic.'ll improvement in the useful arts, 

The force' of these unfavourable factors is 1l1ade Tllore 
manifest by the bn that single examples of successful 
capitalist organisation upon a tolerably large scale did 
act1l3l1y oCCur in tIlt' later f'.liddle Ages in a few instances, 
where machinery had come into play. The printing trade 
showed an e.:nly tendency to ~'uncentration in large capitalist 
llllsinessc'S, attributable to the expensi\·e "fixed)) capital in 
presses, At the end of the tlfteenth cc:ntury we find in 
Niirnberg a !urge printing business with twenty-four presses 
and a hllndrl'(l employees-typc-setters, printers, correctors, 
LJintiers, etc. So likc,\-ise in the fourteenth and fifteenth 
centuries we find paper-mills ill Ntirnberg and Basel on a 
capit:11istic hasis. In Hologna, as early as 1341, we lInd 
accounts of large spinning-mills worked by water-power, and 
L',·en where no non-human power was ayailable, the COlll

Jlaratiw expensiveness of the dist:lffs and 1001115 helped tu 
estahlish mills in which large hodies of workers wert:' 
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employed in Genoa and other Italian cities.} A large 
capitalist silk manufacture was formed in Ulm, in which the 
loom played a distinctive part. In the earl)' development 
of capitalism in the met:ll industries, the importance of 
plant and tools is discernible, and the introduction of the 
blast-furnaces in the first half of the fifteenth century with 
the use of coal and of water· power to work stamps, hammers, 
etc" was a conspicuous advance towalds modern C011-

ditions. 
Difficulties of transport and the slight irregular structure 

of markets were brgely respollsib~e for tbe retardation of 
mechanical inventions and capitalistic enterprise in the 
manufactures. The early beginnings noted above are con· 
fined to articles at once costly, portaLle, and duraLlc; and 
even for such commodities as books, silk and woollen cloth, 
and hardware, the narrow limits of a distant market, in 
which packmen and annual fairs were important links be
tween producer and consumer, offered little encoUTagenwnt 
to enterprise. 

§ 10. Under such conditions the e\·olution of the business 
man, and in particular the application of tbe organising 
mind to manufacture, was necessarily slow. It is difficult to 
realise how modern is the capitalist spirit, the disposition to 
employ accumulated wealth in furthering production for the 
sake of profit. The early accumulations .of money were 
animated by no such motive. King) nohles) knightly orders, 
church, sought wealth in order to spend it on war, personal 
display, and !J.rgesse or almsgiving. NeLther to the getting 
nor the spending of money were allY steJdy rational moti\·e 
and method applied. The quick attainment nf treasure by 
rapine, extortion, and adventure, its quick squandering Lll 
the "unproductive consumption" whidJ surb a 11fe involved, 
marked the spirit of tbe powerful r lasses in the !\llddle Ages. 
Even when the craving for money spread marc widely by 
the introduction of luxuries into city life, the idea of indu~try 
or trade as a regular instruL1lent for obtaining money was 
slow to nlJke its way. Frecbootillg) the sl111eezing of 
peasants or townsmen by rents, aids, or ta;..:(·", or the morc 
romantic, though less productive adventure::. of treasure· 
diggin;;;: and alchemy. bad earlier vogue. Only as the lu~t of 

I Cf. Somb.:lrt, \"01. i. p. 405. 
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accumulation spread among Imver and more peaceful sorts 
of men did money-lendi1lg and commerce begin to be 
recognised as meaIlS to get money by the usc of money. 
"Econolllic Eatiollalism" is tiJe suggestive !lame which 
Somb<irt gives to the ch;mgc of bpirit from the romantic, ad
YCIItUroU5 Illotlc},·iltmting of the Middle Ages to the pursuits 
of modern cOll1l1lel'cialistll. III this process he aSbigns a very 
signifIcant p<lrt to the JiSC()\TfY and lise of technical busi
ness 11lethous in account-kcc(Jillg, the application of exact 
calculation to IlIdmtry. Two names lllark the carly ad
vances towarus 11lodcrll l>uok-keepillg·-Leonardo Pisano, 
,,-hose Iibrr .. -IN'I/' I, published ill 1202, may be said to indi
(-,He the ocgitilling uf lnoderll industry, coinciding as it did 
with the \'cneti;:m assault upon Constantinople; and Fra 
Luea, whose compldcd system uf double entry was essential 
to capltJlistic acc(Junt-lecpillo. Thc development of book
keeping, accompanied as it was by a wide general applic.1-
lion of rational and Iliatilcillatical sp,tCI1l throughout COIll
Ilierec, 111 the shape of oact measuremcnt of time and place, 
forllls of contract, land .'-.u[vcying, modern. ·methods of 
\H:ights alld lIleaSU1CS, !.·Ity plans, public accounts, was at 
once all lIH.1ispcll;;;)/Jlc tuol Jnd at! aspect of modern 
Industry. It _fatiollaliscu busilless, releasing it from caprice 
,\t1J CklllCC, and .t,:iYlTlg it:1 lilllJ objective character from the 
profit makillg "talldpoillt. This WZlS the most definite and 
dlrcl t cuntribution to indl1stry of tliC Renaissance, wiLb its 
emphasis on indi\·iduJlllltelests, personal responsibility, anti 
tlce cOlllpetitioll the :<1111(; >-pint which wrought in art, 
hteratme, religioll, and politlL'<;. 

~uch ,,·ere the techni,I'a.ll..'unJILiulIs for the uevelopment of 
the l1lodcrlJ business "'llll"it, the I'Zltionalc of thc t'1!/npnIlCllr 
approxilliating to tlie type known as" the economic mall." 
Such a Illal) was first found in th<.: banking and merclJ:.n·H 
class of the Italiall and (;c[J]lan cities uf the later Middle 
.\gcs. Of the grc.)t JacoL Fug-ger it was told tbat, \\"hcll .1 

rich COlllpctitor, wishful to rctir(! frolll businl.:ss in ad\·ZlnCill;; 
)"(,J.r~, approached the old b:lllhr with the suggestion --" Let 
liS hoth retire, now we haye kd a Ion;,: career of protit-
111:1I'ing. ;tlld .o.;i\·c otbers ;t Ch:l1lL"L',·' his reply was tll;t1 "he 
hJ.d qllite;t different lllind. J Ie \\'J.llted to go on making 
plorlt:1.', long as he could." 

This s~iTlt, then Hew, al1d conrl1lcd to a few merch:lI1t· 
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bankers, was destined to spread until it became the life of 
mojern industry, absorbing the greater part uf the intelli
gence and will-power of the directing classes in the modern 
world. The warrior-noble, the sportsm:l.lI, the churchman, 
the landed-gentlemall, who gave example and direction to 
the feelings, thoughts, and activities of our ancestors in 
the Middle Ages, ha.d no feeling for" profit," and gave no 
regular accumulative impulse to the production of wealth. 
The mental and moral equipment of the entrepreneur, 
required for the conduct of modern capitalist industry, 
demands a special valuation and outlook upon life, possible 
to very few even in the more del'eloped industrial cities of the 
fourteenth and fifteenth centuries. Not ulltil tile eighteenth 
century was his character sufficiently evolved to enable hi'!l 
to take full advantage of the new industrial conditions: I not 
until that period did there arise in all ad\'anced industrial 
countries large numbers of men who sct themselves to ad, 
minister commercial and manufacturing businesses on a basis 
of large capital, and to employ large masses of labour for 
profit. 

§ I r. This brief stat<:lIIent of the maiu conditions eS5entiai 
to modern capitali~m c1Iaules us to understand Englallll's 
pricrity in the adoption of new industrial methods, and the 
letardatioll of the Industrial Rcvolution upon the COlltincllt 
of Etropc and in America; for 1110st of the c01lditions we 
have narped wcre belter fuHilkd for Grcat Britain than for 
allY other nation by the middle of thc eightcenth ccntury, 

At that time Crcat Britlin was indccd second to Holland 
ill the existing dnclopmcnt of industrial and commercial 
resources. Adam Smith accoulltcd 1 [ulland, "in proportion 
to the extent of the land and the nUlllul'r of its inhahitants, 
by far the richest country in Europc," and he ascribed to 
her" thc greatcst share of the carrying tradc of Europe. "2 

I Thllne, ESSIl)'J, I'l'!. ii. p. 57, gil":s a clear'Cltt im:q:::e of the I1!!W 
tll//'cjrtllcur:-" If lhe ClllplO}ll1el1l you gil'c hil1l I,c lucralll'e, 
especially if the plOtil be atlac1Jed to nCfY l'articuLu exertioll of 
inJustry, he has gains ~o uflcn ill his cye, that hc acqllire~ by 
tl~grees a passion fur ii, and knows no slich pkasurc as tllat of sf.'t:inJ..: 
Ihe daily increase of his fUllllne. And that is Ihe reason why trade 
increases frugality, and why, among merchants, there is the same over, 
"Jus of misers over proJigals as among the possessors of land there is the 
contrary." 

'I JVia/tn 'i//l'a/iom, Boc.k II .. chap. v. 
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Her command of capital was attested by the 10\,,' rate of 
interest for public and private borrowing, and her wage
level was said to be higher than in England.} But Great 
Britain, larger in land and population, and already gaining 
upon Holland in the possession of capital, the control of 
colonies and of the carrying trade, was in other respects 
best fitted for industri.tl development upon ne\v lines. The 
absolute amount of capital and of labour available for new 
industrial enterprise in England was greater than elSE-where. 
The rise of land-\'ulues alike in country and in town, the 
profits from colonial trade, the beginnings of large busi
nesses at home in banking, brewing, mining, and the woollen 
trade, etc., afforded larger accumulated funds than \\'ere to 
be found elsewhere. The great capacity of growtb exhibited 
by the working-class population of Great Britain was assisted 
by freer immigr;t,tion from Ireland and the Continent, while 
the earlier and more complete reforms of the agricultural 
sptClll drtlye larger numbers into the new industrial centres. 
This laq;er supply of capital and labour available for new 
industries coincided with a great development of the in
dustrial arb, which indeed they served to stimulate, and the 
discovery of rich deposits of coal and iron in various parts 
of the country furnished a solid material basis for the new 
machine economy. 

Finally, the minds of British business men were directed 
more 5.harply ,:l.11d continuou:-;ly to the cultivaLion of business 
methods in the org.1nisation of c.1pital and labour and the 
development of markets, amI the opportunity of taking a 
profitable part ill this enterprise WJ.S open to a larger pro· 
portion of the popubtion th:l1l \\as the case else\ .. ·here. 

! IIOm:the {If ,Yr-:i()lIs. Book I., chnp. i.Y.. 



CHAPTER II. 

THE lNSTRUJ\.IENTS OF CAPUALISM. 

§ J. Scientific invent/oIlS and economic direction. 
§ 2. The meaninl: of tlte term Capl'tal. 
§ 3. Place of Mac!tt'llery in Capitahsm. 
§ 4. The financial aspect 0/ Capitahsm. 

§ I. \Vhile the conditions laid down in our introductory 
chapter offer a variety of approaches to the study of 
capitalism, the efficient causation of the evolutionary pro
cess may be found in the application of scientific inventions 
to the industrial arts, and in the new art of economic direc
tion as expressed in the methods of the modem entrepreneur. 
From these two standpoints we may most profitably study 
the evolution of the structure and functions of capitalist 
business. Following the history of the application of new 
scientific methods, we shall be kept in close touch with tbe 
changes of productive processes which give increased im
portance to jj fixed" capital in tile form of machinery 
and power, involving radical cbanges ill the use of 
labour-power and indirectly in the structure of lllarkds anu 
the life of industrial communities. Following the otber 
route, our study of the changing rationale of business enter
prise will yield its primary re~ults in a fuller understanding 
of the shifting relations between the per50ns whose ;nt(:lIl
gences and voluntary efforts contribute-as employers, 
capitalists,l labourers to the several IJrocesses of production, 
and of the capitalist business regarded ::IS an org:lIlic co
operation of humanly ordered activities. The latter study 
would also keep us in closer contact with the financial or 
account-keeping side of business, til at exad register of 

1 InciudinJ: b.ndownc:rs. 



THE EVOLUTION OF 

buying and selling in whicb all economic processes mirror 
and record themselves in terms of quantity. 

The close rebtion between what, without serious mis
underst:lnding, lll:ly ue called the objective and the sub
jective aspects of the industrial order is obvious. A 
complete study of modern capitalism will be continually 
engaged in PJssing from olle aspect to the other, and dwell
ing upon the constant interaction between tbe concrete 
illuustrial c!langes and the cbanges of m~lItal direction and 
disposition which (tIT involved. A lIew invention of ma
chinery or ;1. llew applicatio1l (If chemistry, displacing a 
dOltlcstic S)':-,tCIII of simple tool labour by a· factory system, 
altels not only the moue of productioll but the direction 
of producillt:; pOWl'l: tile 'Iuanlitics, qualities, and the com
positioll uf the hUllUil l'ffurls involved in the industry arc 
"hangul. 

Evcry «'illllpliJi,'ati,'1l Id lilc ~tlldy of this complex inter· 
;Il tioll illyuh'l's WIll(' :-',loitlcc of accuracy. but in e\'ery 
deilwiltary treatise SOllH' ~uch sacrifice i3 required. It is 
hCll~ JllPJII )sed tu PUt SilL: as OIlT main line of inquiry tbe 
l'UIl~ ret\' dc' .. cloplllc])t oj c;lpitalislll as exprcs'sed in the 
grOWill;'; 1',lIt Liken hy tbe material forms of capital ill 
the P1JC]:!t!!)IIS pf IllOdcl1I business, contenting ourseh'es 
With a !lIU1C ,~l'llcral cOlisiLlcl":l.tioll of the subjective aspects 
ul business CI1\cqll"lSC as affeded hy cnpitalist control. 

~ .c, \\'rikls tlpllll l'ollti(';11 Ecullomy have brought much 
llH'taphysi,'al aelllllC!I til hear lIpon definitions of Capital, <lnll 
h,\n: rC:1ehni ,"elY widely divelgcllt conclusions as to what 
tile tClm ought to IllL::l.ll, igllOllllg thc cle~u and fairly con· 
~l~klll lIlC.'lllillg the term ;lctu;tlly possesses ill the business 
worlLl :1l'tllllld thctn. Tile business world has illuc.:ed two 
\'lew~ ot Clpital, but they arc cOllsistellt with OBe another. 
:\II"tractly, mOllCY Dr the control of mOlley, sometimes called 
(']'cdit, is Capitnl. Concretely, capital consists of all forms 
of Hlarkctablc matter \\'hieh embody labour. Land or 
llature is excluded except for illlprovelllcnts: human powers 
,Ire excluded as !lot heing matter: cOllllllodities ill the hands 
llf COllSUlllcrS are exduded becnwic they are ]]0 longer 
lllarketable. Thus the actual concrete forms of capital are 
the raw materials of productioll, including the finished stage 
of shop good,,; and the plant and implements used in the 
sc\'eral processes of iudustry, including the llIonetary i1llplc-
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ments of exchange. Concrete busine~s capital is composed 
of these and of nothing but these.} rn taking modern ill
dustrial phenomena :1.S the suJ)ject uf ~('iClltifjc inquiry it is 
better to accept such terminology as is generally and con
sistently received uy business IIlcn, tklll eithu to in .... ent 
new terms or to gi .... e a pri .... atc significance to some acccptcu 
term which shall be dlffercnt frol11 that gircll by other 
scientitic students! and, if \ye may judge hom past expcriencc, 
probably inferior inlogicaJ c).actitude to the current meaning 
ill the business world. 

§ 3. The chiefmatcrial bctor III the evulutioll of Capital 
ism is machinery. The growing quantity and complex:ty of 
machincry applied to purposes of manuLlcture and cOlwey
ance, and to the extractive industries, is the gre<1t spcLizd 
fact in the narrative of the expansion a! modem industry. 

It is therefore to the developmellt ~\Ild influence uf 
machinery upon industry that we shall Lhiefly direct our 
attention, adopting the following method of study. It IS 

first essential to obtain a clear undelstalldin,; of the structulc 
of industry or "the illdustl ial org;\ll is III " as J. whole, and of 
its constituent parts, before the IlCW i!ldustri:-d forces had 
begun to operate. We lIlust thell scek to ascertain tile bws 
of the development and applicltioll of tile Ill'W fOlces to the 
different departments of indl1~lly :1.nJ the different (l.1ltS of 
the industrial world, CX.1tllillil1~ in Lcrtaill typiCll Illacilillc 
indllstries the order and P;1lT of the application of the Ilew 

machinery and molOi to the s('vcL11 )Jrocc~ses. Tl1rlling 
our attention again to the illd\lstria~ urgallislll, wc sh;dl 
strive to ascertaill tlie chief Ch;lll;CS that lla\"C IJcCIl lJrolighl 
about in the size and structural character of industl)" ill the 
relations of the ~evcral part~ of the industrial world, of the 
several trades which constitute illdustry, of tile processes 
within these trades, of the busincsscs or units wilich rom· 
prise a trade or a market, and of tllc uilits of clpital ;lwi 
labour comprising a uusiness. It wil! thell Icmain to until'l' 
take closer stlldies of cellain important special Otitcoilies of 

I ProCessor Marshall lcgallh Ihi,; lestlicled \he (If fa[lH:'d a, "Illi~· 
leading," Tightly urging that "thcre ale 11l:lny plllf'T thinc:' "hirh tllllr 
perfOlm the seT\'ice~ commonly alllil>uted 10 c<1l'il:t1·, (/"/11<1/,/0, I:k, 
IL, chap. i,·.). Hllt if we en1.ugc our dcfinili"l1 ~!I a~ to include all 
the~e "other lhing~" we ~hall Le drircll to :l l1ulillC:ll economy which 
shall widely tramccnd In,jnstry :\.~ ,\C now \JtI<I·:r~\and thc letm, and 
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machinery and factory production. These studies will fall 
into three classes. (I) The influences of machine-produc
tion upon the size of the units of capital, the intensification 
and limitation of competition, the natural formation of 
Trusts and other forms of economic monopoly of capital; 
trade depressions and grave industrial disorders due to dis
r:rcpancies betwecn individual and social interests in the 
working of modern methods of production. (2) Effects of 
Illachinery upon labour, the quantity and regularity of 
employment, the character and remuneration of work. (3) 
Effects upon thc industrial claso;es in the capacity of con
sumers, the growth of the brge industrial town and its 
influences upon the physical, intellectual, moral life of the 
community. Lastly, all attempt will be made to summarise 
the net influences of modern capitalist production in their 
relation to other social progressi\-e forces, and to indicate 
the rebtions between these which seem most conducive to 
the welfare of a community measured by generally accepted 
stanclanls of character or happiness. 

S 4· Sillce every industrial act in a modern community 
has its monetary counterpart, and its importance is com
monly estimated in terms of malley, it will be evident that 
the growth of capitalism might be studied with gr.eat advan
tage ill its monetary aspect. Corresponding to the changes 
in productive methods under mechanical machinery we 
should lind the rapid growth of a complex monetary system 
reflecting in its international and national character, in its 
elaborate structure of credir~ the leading characteristics 
which we lind in modern productive and distributi\"e in· 
dustry. The whole industrial movement might be regarded 
from the financial or monetary point of view. But though 
such a study would be capable of throwing a flood of ligbt 
upon the movements of concrete industrial factors at many 
points, the intdlcctual difficulties involved in simultaneously 
following the double study, in constantly passing from the 

shall comprehend the whole science and art of life 50 far as it i,; can· 
cnned \~i!h h,lman effort and salisfactiun. If it is coO\"enient and 
jU~ljjiahle to retain for certain purposes of study the reslricted canna la
lion of Indll;;try now in \"oguc. tbe confinement of Capital as auove to 
Tr:llle C:lpil:ll is logic:llly justified" For a fuller treatment of the qUeS
tiUll of the use of the term C:lpital in fornllllg a terminology descriptive 
of the p:lrts of Industry the reader is referred to Chapter \"11. 
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more concrete to the more alhtr.1ct contemplation of indus
trial phenomena, would I::IX Illf" ment.1l agilily of student.;; 
too severely, and would gre.1tly dilllillish the chance of ::I 
substantially 3.ccur3.te understanding of either aspect of 
modern industry. \\'t. sh.111 therefore ill this ~tud}' devote 
our attention chieH), to tht.:: con('rett.:: .1spt"d of capitalism, 
describing in a single ('hapkr the main uutlil1es of tilt' 
recent developlllenl of Iht' financial Illt:'rhanism and thr. 
place it occupies in the structure and \\'orking of mOc\c'11l 

capitalism. 
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CHAPTER Ill. 

TilE STRUCTURE OF INDUSTRY BEFORE MACHINERV. 

§ I. j Jime1lsi(}lls oj Interllallimal Commerce in early El/,:I1· 
teen/II. Cenlur)', 

§ 2. l\'lltltra/ Barri~rs 10 Internaliona! Trade. 
S 3. J~)/"t"ra!, Fseudo-emllOmtC, and Econom/c h'arr-z"ers-

Fr(!/ecli'l'e Tlzwr)! and Practice. 
~ --t. l\-a/uJ"e Of Internalional Trade. 
S 5· S,"=:(', Sln(c/urf, RdatlOl/S oj Ilu several Industries. 
S (), S!,:>;lil E.yte!!! oj Loral ,-'!peonlisa/ioll. 
~ 7. J\~ll1fre and C(llItiilioJts (If SIN/a/;sed Industr),. 
§ 8. Structllre oj the J((rrkd. 
~ ~. ComNnl'd A/;n(uitlll"e lInd JJflllJujadure. 
~ l·U. Ndillio!ls bdwfm Processes /'" a ilfiwujaclurt. 
~ J J. Stmrlure (!! Ihe lJ,JJJlfslic j)'usillt'ss: Earl.Jl Slaxes oj 

TransitioJ!. 
~ 12. R<::iJlJlin,!;s 0/ COl!(r'JI!rtlkd Industry and tIle FadO/)'. 
~ 13. j./mitl1/i(l1l5 /1l .':"i:,c IIn'/ ApplicatioJJ of Capita/

Alerrllllll/ CaPi/lli/sIII, 

~ l. 111 onIn to gd some ck::1r understanding of the laws of 
tlw operation of the new indllstrial forces which prevail under 
machine-prnrIlictioll it is first essential to know rightly 
the st\'llcture and functional character of the "industrial 
organism" upon which they were destined to act. In order to 
build up a clear conception of industry it is possible to take 
either of two modes of inquiry, Taking as the primary cell or 
unit that combin:1tion of labour and capital llndL:r a single 
control for a single industri:ti purpose which is termed a 
Business, \Vt; m:1y eX:1mine the structure and life of the 
l:\Isilless, t}H'n prn('t'<"'d to di,,('()\'('r how it stands rebtt'd to 
(1lht;r husin~ss(·s so 3<; to fnrlH a ~farl;d, and, finally, how tht> 
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several Markets are related locally, natiollally, internationally 
so as to yield the complex structure of Indu<;try as a whole. 
Or re\'ersely, we may take IndustrY::ls a whole, the Indus
trial Organism as it exists at ::lny gil'en time, consider thl' 
nature and extent of the cohesion e\isting bdwcen it,; 
severjl parts, and, further, rt!soh'iilg lllt~St, palls into tht'ir 
constituent elements, g;J.in a close IlIlJcr:-;talHhllg (,f tht' 
extent to which differentiation of illdllstrial fLlII( ti('IlS liB 
been carried in the several divisiulls, 

Although in any sociological inquiry tht:se two Illdilod-; 

are equally valid, or, more strictly spc;J.king, an; c<]lI:lll) 
balanced in virtues alld deft'cts, tIll! btkr Illctliod is Ili'I .... : 
to be prefcrred, bec.:l1Isc by the onkr of its de<;CI'llt from 
the whole to the constituent Jl.1rts il hrings (Jilt I11nr~' 

definitely the slight cohesiveness and integration of illclnstl), 
beyond the national limits, and scryes to el11phasis(' tho..,,~ 
qualities of nationalism and I1:HJ'OW localism which Ill:lrk 
the character of earlier eightcenth celltm), indllstry. \\'(, aI',· 
thlls enabled better to n'cognjSt~ tllP. llJ.tlJl',: and ')f'olw Ilf 
the work wrought by the modeI'll illdll::;trl;J.1 fI)]"CI'::; \\'hieb 
an.: the central ooject of study, 

While the Market or the Tr.1d,~ is less :lIlt! kss lktt'l 
mined or conrmed by llJ.tirmal II\" other politic:l1 LOIIIHLII"i{''i 
in modern times, and ll:ltion:t1islll is then.fmt: a f.1rt"r 
of diminishing importancc III llle Illfllkrn scienf',; (1/ 

economics, the p:lw!llount dOlllinatioll (Jf politi,'s O\C"!" 

large commerce in the bst c,'nlmy, :ll tillg III co DI'l'l 
atinn with other raci:ll and Il:ltiollai f'I!"l'(~S, uhlig,'s :lll)' 
just analysis of eightl"'nth ('('ntu!"), illdustly to gil" 
clear and early empl1.1sis tl) tIlt: sligllt ch.1l:lckr of th,' 
commercial interdq)cndl'llc), alll(Jllg Ilatilms, 'I'll,: d"~I"" 
of importance \\'hich statt-smt'n an,l t'I'IJlll)mi~ts :ltla, hell t(' 
this foreign commerce as cnmp;lI'('d with III 1m,; tr:ld(', :1.11<1 

the large part it phyed in thc dis('II';~i')1l :lllrl ddcflllill:ll;'11l 
of public conduct, h:l\'e gi\'(~n it a \II'OlllilH'Ili'C in wrilkll 
history far beyond its rl.':11 value, I 

It is true that through the ,\Iicilile .\,..;<..:s :l :-;WI'I·""j,'ll or 
European nations rOSe to cl11int:llct' I))" lhl' c1t'\'cl"I,IIWllt Ill' 
na .... igation and intem:lIilll1:l1 t],:ltit', luI)" PI)ltll,:..';.II, ~pajll, 
France, Holland, :Inri I·:ngblld; I,"t 111'itll"1 in "II<' 11<'1 in 

I A. Slllilh. lI'f~{th 4 JI,',I(;"I", Hi. iv, ,iLlI" I. 
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character was this trade of the first importance. Even in 
the case of those n.1tions where it was most developed it 
formed a ycry small proportion of the total industry of the 
conn try, and it was chiefly confined to spicery, bullion, 
ornamental cloths, and bther objects of art and luxury, 

It is important to recognise that in the first half of 
the eighteenth century international trade still largely 
partook of this char3rter. Not ollly did it bear a far 
smaller proportion to the total industry of the several 
(ollntrit,s than does foreign tlade to·day, but it was still 
t'ngaged to a comparatively small extent with the transport 
(If nccessalics or prime cOllvenit'nces of life. Each nation, 
as regards tht' more important coristituents of its consump
tion, its staple foolls, articles of clothing, household furni
ture, anel the chief implements of industry, was almost 

(sdf~suffir:illg, producing little that.it did not consume, 
consuming littlt:' it did not produce. 

In T 7 T:! the t'\port trade of England is officially estimated 
at .£0,6-14-.10.1, I or considcrably less than one-sixth of the 
home trade of that date as calculated by Smith in his 
Aft'lJIoirs ,,-I It Tuol. Such an estimate, however, gives an ex 
aggeratcd impression of thL' rt·btion of foreign to home trade, 
hecallse under the latter no account is taken of the large: 
domestic prodllction of goods and services which figure in 
no slati-..tics. A more instrucliYe estimate is that which 
\'alues the total ('()nsllmptiol) of the English people in 
17' 3 at rUfty-ninc or rlfty millions, out of which about 
fmll millions covc'rs the consumption of foreign goods. 2 

III '7-10 imports :unOlll1il'd to £6,703,778, exports to 
;:S,197,7SS. In 1750 they had risen respectively to 
1.:7,77:'.,330 and £~12,699,oSI,:1 and ten years later 
to £9,832,302 and £q,()9-1,070. !\[acphersol1, whose 
AnNals {?I Comml'l'{r! arc a mine of wealth upon the 
history of fU]'t:"ign commerce in the eighteenth century, 
after c()llllnr'nting llpon' the impossibility of obtaining :1 

I i'obcl'hl'L,,,n, Alllhd,' u.! (~u!lll/"'r,-e, vul. ii. p. 72$. 
~ Smith, J/nlh1il"J, vol. ii., chap. iii. As the approximate calcula· 

lion of a ycry competent hllsines~ man these figures are more reliahle 
than the r,rticial figures of imports ami export..;, the \'alne of which 
thwughollt the eightt"enth centmy i~ seJiol1~ly impaired hy the bel tha: 
Ihpy continued to be e~limated hy tIlt' st::tnd:ud of values of 1694. 

~ \\'b;l worth'..; State fjuotf"J, ~lJ.cpberwn. voL iii. p. 23.1. 
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just estimate of the value of home trade, alludes. to a 
calculation which places it at thirty-two times the size of 
the export trade. Macpherson contents himself with con
cluding that it is "a vast deal greater in value than the 
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~'hole' of the foreign trade."l There is ('vcry ]"easol1 to 
believe that in the c.'l.se of Holbnd and Fran,\.', the only 
two other European 11:1lions with a cOllsiticral,ie fnrcign 
trade, the same geller:1i conclusion will .1pply. 

I Amw!.r, v,,]. iii p. ,140 
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The smallness of the part which foreign trade played in 
industry signifies that in the- earlier part of the eighteenth 
century the industrial organism as a whole must be regarded 
as a number of tolerably self-sufficing and therefore homo
geneous national forms attached to one another by bonds 
which are few and feeble. As yet there was little special
isation in national industry, and therefore little integration 
of national parts of the world-industry_ 

S z. Since the brc.1.king-down of international barriers and 
the strengthening of the industrial bonds of attachment 
between nations will be seen to be one of the most 
important effects of the development of machine-industry, 
some statement of the nature of these barriers and their 
effect upon the size and' cha'rader' of international trade 
is required. 

Though considerable advances had been mad.e by 
England and Holland :It the beginning of the eighteenth 
century in the improvement of harbours, the establishment 
of lighthouses, and the development of marine insurance,l 
navigation was still subject to considerable risks of the loss! 
of life and of investments, while these "natural" dangers 

~ were increased by the prevalence of piracy. Voyages were 
-J slow and expensive, commerce between distant nations being 

necessarily confmed to goods of a less perishable character 
which would stand the YO)'.1.ge. Trade in fresh foods, 
which forms so large a part of modern commerce, would 
have been impossible except along the coasts of adjoining 
nations, \Vith these natural barriers to commerce may be 
reckoned the defective knowledge of the position, resources, 
and requirements of large parts of the earth which now fill 
an important place in commerce, The new world was but 
slightly opened up, nor coulu its known resources be largely 
utilised uefore the developmenr of mare adequate machinery 
of transport. \\'e can scarcely realise the inconveniences, 
costs) and risks entailed by the mare distant branches of 
foreign trade at a time when the captain of a merchant
ship still freighted his vcssel at his own expense, and when 
cach voyage Was a separat~ spc:culation. Even in the early 
nineteenth century the manufacturer commonly shipped 
his surplus produce at his own risk, employing the merchant 

1 AIII/a/r, vol. iii. p. 340. For estinl:ltes of import :111,] e:..port 
valut"S LeIwe..:!) t61} and 1S32, see Cunnint,!ila'm, Growth oj English 
in.lusby, p. 931, Appendix F, 
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upon commission, and in the trade with the Indies, China, 
or South America he had frequently to lie out of his money 
or his return freight of indigo, coffce, tea, etc., for as long 
as eighteen months or two years, and to bear the expense 
of warehousing as well as the damage \vhich time and tide 
inflicted on his goods. 

§ 3. Next come a series of barriers, partly political, partly 
pseudo-economic, in which thc antagonism of nations took 
shape, the formation of political and industrial theories 
which directed the commercial intercourse of nations into 
certain narrow and definite channels. 

Two economic doctrines, separate in the world of false 
ideas, though their joint application in the world of practirc 
has led many to confuse them, exercised a dominant 
influence in diminishing the quantity, and determining the 
quality of international trade in the eighteenth century. 
These doctrines had reference respectively to the construc
tion and maintenance of home industries and the balance 
of trade. The former doctrine, which was not so much a 
consciously-evolved theory as a short-slghted, intellectual 
assumption driven by the urgcnt impulse of vested interests 
into practical effect, taught tl1.1.t, on the one h.:ll1d, import 
trade should be restricted to commodities which were nut V 
and could not with advant.1ge ue produced .1t home, anu to 
the provision of cheap Ol.1terials for existing manufactures; 
while export trade, Oil the othcr hand, should be generally 
encouraged by a system of uountics and drawl)Jcks. This 
doctrine was first rigidly applied uy thc French minister, 
Colbert, but the policy of Fr.1nce was faithfully copicd uy 
England and other commercial nations al1(1 ranked as an 
orthodox theory of international trade. 

The Balance of Trade doctrinc t;~ti11lJ.tcd tht; worth of a 
nation's intercourse with another by the excess of tl1,· 
export over the import trade, which [n'ought a quantity (,f 
bullion into the exporting country. Tliis theory was ;1I:-'l) 

widely spread, though ouviously its general :1ppliC:ltioll 
would h.1ve ueen destructiYe of all international commerCl'. 
The more liberal interpretation of thc ductrine was satisficd 
with a favourable ualance of the aggregate export ovcr th!.! 
aggregate import trau!.! of thc country, but the stricter 
interpretation, generally dominant in practice, )<-,qllired that 
in the case of each p.1rticubr nation tht.; balance should bt., 
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favourable. In regarding England's commerce with a 
foreign nation, any excess in import values over export was 
spoken of as "a loss to England." England deliberately 
cut off all trade with France during the period I 702 to 
1763 by a system of prohibitive tariffs urged by a double 
dread lest the balance should be against us, and lest French 
textile goods might successfully compete with English 
goods in the home markets. On the other hand, we 
cultivated trade with Portugal because "we gain a greater 
balance from Portugal than from any other country what
ever." The practical policy prevalent in I7 I 3 is thus 
summarised by one of its enthusiastic upholders-II 'Ve 
suffer the goods and merchandises of Holland, Germany, 
Portugal, and Italy to be imported and consumed among us; 
and it is well we do, for we expect a much greater value of 
our own to those countries than we take from them. So 
that the consumption of those nations pays much greater 
sums to the rents of our bnds and the labour of our people 
than ours does to theirs. But we keep out as much as 
possible the goods and merchandises of France, because our 
consumption of theirs would very much hinder the con
sllmption of our own, and abate a great part of forty-two 
millions which it now pays to the rents of our bnds and 
the labour of our people."l Thus our policy was to confine 
our import trade to foreign luxuries and raw materia-Is of 
manufacture which could not be here produced, drawn 
exclllsively from countries where such trade would not turn 
the balance against us, and, on the other hand, to force our 
export trade on any country that would receive it Since 
every Europea.n nation was largely influenced by similar 
ideas and motives, and enforced upon their colonies and 
dependencies a like line of conduct, many mutually profit
able excb:mges were prcYented, and commerce was confined 
to certain narrow and artificial grooves, while the nationa.l 
industrial energy was wa~ted in the production of many 
things at home which could have been more cheaply 
obtained from foreign countries through exchange. 

The following example may suffice to illustrate the in
tricacy of the legislation passed in pursuance of this policy. 
It describes a change of detailed policy in support and 
regulation of textile trade;-

) Smith, Jfolloirr oj ll'ool, vol. ii. p. 113· 
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"A tax was laid on foreign linens in order to provide a 
fund for raising hemp and flax at home; while bounties 
were given on these necessary articles from our colonies, 
the bounty on the exportation of hemp was withdrawn. 
The imposts on foreign linen yarn were withdrawn. 
Bounties were given on British linen cloth exported j while 
the making of earn bricks was promoted, partly by pro
hibiting the foreign and partly by giving fresh incentives, 
though without success, to the manufacture of cam bricks 
within our island. Indigo, cochineal, and logwood, the 
necessaries of dyes, were allowed to be freely imported." I 

The encouragement of English shipping (partly for COIll

mercial, partly for political reasolls) touk dabowte shape in 
the Navigation Acts, designed to securt! for English vessels 
a monopoly of the carrying tro.uc between England and all 
other countries which sent goods to English or to colonial 
shores. This policy was supported by a Iletwork of minor 
measures giving bounties to our colonies for the exporto.tioll 
of shipping materials, pitch, tar, hemp, turpentine, ma~ts, 
and spars, and giving bounties at home for the constructioll 
of defensible ships. This Navigation policy gave a stroll~ 
foundational support to the whole protective policy. Pro I). 
ably the actuating motives of this policy were more 
political than industrial. lIolhnd, the first to apply this 
method systematically, had illllllelisely strengthened her 
maritime power. Frallcc, though less successfully, had 
followed in her wake. Doubtless there were many clear
thinking English-tnen who, though aware or the danla~e 
dOlle to commerce by our restrictivc regulations abont 
shipping, held that Ole nlailltcnancc of a [lowClful IJaV}' 

for the defence of the kingdom and its foreign possessions 
was an advantage which out1\"(;igiled the damage. 2 

The selfish and short-sighted policy of this protectivc 
system found its culminating point ill the treatmcnt ,!f 
Ireland and the Amcricall plantations. The f,mner was 
forbidden all manufacture which l1Iit;lit either directly or 
indirectly compete with English industry, alld was COTll

pelled to deal cxclusively with England j the l\lIIcrican 
colonies wcre forbidden to weavc cloth, to Illakc hats! or to 

1 Chalmcr~, Estimatc,', p. qS. 
2 ce. Cunnin~ham, Growth of EII,f,"iish III ,'u;/I)', \"oL Ii. Ii 21)2. 
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forge a bolt, and ",,"ere compelled to take all the manu
factured goods required for their consumption from England. 

The freedom and expansion of international commerce 
\vas further hampered by the policy of assigning monopolies 
of colonial and foreign trade to close Chartered Companies. 
This policy, hmvever, defensible as an encouragement of 
early mercantile ::td,'enture, was carried far beyond these 
legitimate limits in the eighteenth century. In England 
the East Indian \ras the most powerful and successful of 
these companies, but the assignment of the trade with 
Turkey, Russia, :md other countries to chartered companies 
was a distinct hindrance to the development of foreign 
trade. 

Our foreign trade at that period might indeed be classed 
or graded in accordance with the degree of encouragement 
or discouragement offered by the State. 

lml'orts would fall into four classes. 

1. Imports forbidden either (a) by legislative pro-
hibition, or (b) by prohib.itive taxation. 

~. Imports admitted but taxed. 
3. Free imports. 
4. Imports encouraged by bounties. 

E~IHJrts might be graded in similar fashion. 

f. Prohibited exports (e.g., sheep and wool, raw 
hides, tanned leather, woollen yarn, textile im
plements,l certain forms of skilled labour). 

z. Exports upon which duties are levied (e.g., 
cnals 2 ). 

3. F rec expo rts. 
4. Exports encouraged by bounties, or by draw

backs. 

The unllatural and injurious ch.:uacter of most of this 
legislation is best proved by the notable inability to 
effectively enforce its application. The chartered COlll

panies were continually complaining of the infringement of 
their monopolies by private adventurers, and more than one 
of them failed through inability to cru\h out this illegal 
competition. A striking condemn.1tion of our policy to· 

2 Jbid. 
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wards France consisted in the growth of an enormous 
illicit trade which, in spilt: of the difficulties which beset it, 
made a considerable part of our agciregate foreign trade 
during the whole of the century. The lack of any clear 
perception of the mutuality of advantage in foreign and 
colonial trade was the root fallacy which underlay these 
restrictions. Professor Cunningham rightly says of the 
colonial policy of England, that it "implied that each dis
tinct member should strengthen the head, and not at all 
that these members should mutually strengthen each 
other." J 

So, as we tried to get the better of our colonJes, still morc 
rigorously did we apply the same methods to foreign 
countries, regarding each gain \\"hich accrued to us as an 
advantage which would have wholly gone to the foreigner if 
we had not by firmness and enterprise secured it for our
selves, 

The slight extent of foreign intercourse \yas, hmye\'cr, 
partly due to causes which arc to be regarded as genuinely 
economic. The life and experiellce of the great mass of the 
population of all countries was extremely restricted j they 
were a scattered and rur:-tl folk whose wants and tastes were 
simple, few, home-bred, and customary. The customary 
standard of consumption, slowly built up in conformity with 
local production) gave little encouragement to foreign trade. 
Moreover, to meet the new tastes and the more varied con
sumption which gradually found its way over this country, 
it was in conformity with the economic theory and practice 
of the day to prefer the establishment of new home in
dustries, equipped if nccessary with imported foreign labour, 
to the importation of the products of such labour from 
abroad_ So f:u as England, in particul.1.r, is concerned, the 
attitude was favoured by thc politic:l1 and religious opprcs
sian of the French ;::;o\-ernmcnt which supplied Engl:ll1d in
the earlier eighteenth century ",it'll a const:lnt flo\\' of skilk·d 
artis:ln labour. ;'b.ny English malluractun:rs prolited by 
this flow. Our textile indllstries ill sdk, wool, and linen, 
calico· printing, gbss, p:lper, :lnd pottery are specially lJc
holden to the new arts thus introduced. 

Among the economic h:uriers must be reckoned the 
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slight development of international credit, and of the 
machinery of exchange. 

§ 4· These barriers, natural, political, social, economic~ 
against free international intercourse, throw important light 
upon the general structure of world-industry in the eigh
teenth century. 

In this application they determined and strictly limited not 
only the quantity but the nature of the international trade. 
The export trade of England, for example, in 1730 was 
practically confined tu woollen goods and other textile 
materials, a small quantity of lCqther, iroll, lead, silver, and 
gold plate, and a certain number of re-exported foreign 
products, such as tubacco and Indian calicoes. The import 
trade consisted of wine and spirits, .foreign foods, such as 
ricC', sugar, coffee, oil, furs, and some quantity of foreign 
wool, hemp, silk, and linen-yam, as material for our specially 
favourcll manufactures. Having regard to the proportion 
of the several commodities, it would not be much exaggera
tion to summarise our foreign trade by saying that ,ve sent 
out woollen goods and receiveu foreign food~. These 
formed the great bulk of our foreign trade.1 Excepting the 
woollen goods and a small trade in metals, leather is the 
only manufactured article which figured to any appreciable 
extent in our export of 1730. At that time it is clear' that 
ill the main English lll::tI1uf3.cture, as well as English agri
culture, was for the supply of English wants. The same was 
tmc of other il1Justri.:d countries. Holland and .France, 
\\'ho di"id~d with England the shipping _ supremacy, had 2-

foreign trade which, though then deemed considerable, bore 
no greater proportion to the total industry of these countries 
than in the case of England. Germany. Italy, Russia, 
Spain, and ev~n Portugal were almost wholly self-sustained. 

Regarding, then, the known and related world of that time 
in the light of an industri::d organism, we must consider it as 
olle in which th~ processes of integration and of differentia
tion of parts ho.s advanced but a little way, consisting as 
yet of a numbl'r of homogeneous and incoherent national 
celts. 

This homog~neity is of course qualified by differences in 
production and consumption due to climate, natural pro-
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ducts, national character and illstitutions, and the dcyclop· 
ment of industrial arts in the several nations. 

§ 5. This consideration of the approximate homogeneity 
of the national units of world-industry giyes a higher 
scientific value to the analysis of a single typical 'ndus
trial nation such as England than would be the case in 
modem times, \vhen the work of differentiation of industrial 
functions amo,ng the several nations has adyanccd much 
further. 

Taking, therefore, the national industry.of England as the 
special subject of analysis, we may seck to obtZlin a clear 
conception of the size, structure, and cOllllections of the 
several branches of industry, paying special reg: rd to the 
manufactures upon which the new industrial forces were 
chiefly to operate. 

It is not possihle to form a yc'ry accurate estil1late 
of the relative importance of til(! differellt industries as 
measured either by the moncy yaluc of their products, 
or by the amount of labour engaged in producing thClll. 
Eighteenth century statistics, as we S;!W, furnished no 
close estimate of the total income of the nation or of 
the value of horne industries. Since no direct census 
of the English population was taken before 1805, the 
numbers were never exactly knowll, and eighteenth century 
economists spent much time and ingenuity in trying to 
ascertain the growth of population by calculations based 
upon the number of occupied houses, or by gcneralising 
from slender and unreliable local statistics, without in the 
end arriving at any close agrecmellt. Still less reliable will 
be the estimates of the relative size and importance of tile 
different industries. 

Two such attempts, however, one slightly prior to the 
special period we are investigating, and one a little later, 
may be taken as general indications of the comparatin.! im
portance of the great divisions of industry, agriculturc~ 
manufacture, distribution or commerCe. 

The first is that of Gregory King in the year 16,'\3. 
King's calculation, howeyer, can oilly be reg:ud(·d as roughly 
approximate. The quantity of combincd agriculture and 
manufacture, and the amount of domestic industry for 
domestic consumptioll} renders the m::lIlubcturing figures, 
however carefully they might have Leen collected, vcry 
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deceptive. The same criticism, though to a less degree, 
applies to the estimate of Arthur Young for 1769. 
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If to Young's estimate of the popuhtion dependent 
upon agriculture we add tl1l' class of landlords and their 
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direct dependents and a proper proportion of the 11011-

industrious poor, who, though not to be so classed III a 
direct measurement of occupations, are sup[Jorted out of 
the produce of agriculture, we shall see that in J 769 we are 
justified in believing that agriculture was in its productive
ness almost equivalent to the whole of manufactures and 
commerce. 

In turning to the s~veral branches of lIlanufacture, the 
abnormal development of one of them, viz. the woollen, 
for purposes of foreign trade, marks the first and only can I . 
siderable specialisation of English industry before the athent/~ 
of steam machinery. With the single exception of woollen 
goods almost the whole of English manufactures were for 

. home consumption. At the opcning of the eighteenth 
century, and even as late as 1 i 70, no other single manu
facture played any comparable part in the composition of 
our export trade. 

According to Chalmers, I in the period 1699-1701, the 
annual value of woollen exports was over two and a half 
million pounds, or about two-fifths of the total export trade, 
while in 1769-7 I it still amounted to nearly one-third of 
the whole, giving entire or partial employment to no fewer 
than "a million and a half of people," or half of the total 
number assigned by Young to manufacture. 

Next to the woollen, Lut far behind in size and import· 
ance, came the iron trade. In 1/20 England seems to 
have d~veloped her lTIming resources so imperfectly as to 
be in the condition of importing from foreign countries 
20,000 out of the 30,000 tons required for her hardware 
manufactures. 2 Almost all this iron \Vas destined to home 
consumption with the exception of hardware forced upon 
the American colonies, who were foriJidden to manufac
ture for themselves. In 1720 it is calculated that milling 
and manufacture of iron and hardware employed 200,000 
persons.S 

Copper and brass manufactures employed some 30,000 
persons in :1720.4 

Silk was the only other highly developed and cOl1siJcr· 

1 Chalmef's, EJlim<llt, p. 20S. See, however, Daines, who gives 3 

sli\jhtly smaller estimate, lli.,(,)I)' oj flu COt(/J1l .1/,lI/uju((lI}"e, p. 112. 
a r-.l~cpherso~.,. Anl/o.ls, '"01. iii. p. ! 14:. ". 

/fJ..i,. vol. III. p. 73. IN,I., vol. ILL. p. i 3· 
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able manufacture. It hau, however, to contend with 
Indian competition, introduced by the East India Com· 
pany, and also with imported calicoes. l In 1750 there 
were about 13,000 looms in England, the product of which 
was almost entirely used for home consumption. Cotton 
and linen were vcry small manufactures during the first 
half of the eighteenth century. At the beginning of the 
century the linen trade was chiefly in the hands of Russia 
and Germany, although it had taken root in Ireland as 
carly as the close of tha seventeenth century, and was 
worked to some extent in Lancashire, Leiccstershire, and 
roulld Darlington in Yorkshire, which districts supplied the 
lineIH\"arp to thl! cotton weuycrs.2 As for cotton, eyen in 
1700 [Jot more thJ.tl 40,000 persons were engaged in the 
1)1<1tJlIfacturc, and in 1764 the cotton exports were but one
twentieth of th~ value of the woollen exports,S The small 
value of the cotton trade and an anticipatory glance at its 
portentous after-growth is conveyed in the following 
figures :-

)lumE! :'>larket. 

1766 £379,:'41 
ISI9 21 13,044,000 
18:::9-31 13,35 1,000 

gl[flort Trade. 

lno,759 (Postletwayte) 
1 ~'740,OOO}(Ellison4) 
18,074,000 

The tll:llly other liltle lll<lIlUfactlln..:s which had sprung up, 
such as glass, paper, till-plate, produced entirely for 
bOllle consumptioll, and elllployed but a small number of 
\\"orkcrs. 

~ tl. If we tum frolll the consideratioll of the size of English 
industry and the seyeral departments to the analysis of its 
'\'tructure and the relation to the se..-eral trades, we shall find 
the same signs of imperfect organic development which we 
found in the world-industry, though not so strongly marked. 
Just as we foullJ ("ach country in the main self-sufficing, so we 
find each district of England (with a few significant excep
tions) engaged chiefly in producing for its own consumption. 
There was far less local specialisation in industry than we 

I Smith, Jlolloiu Oil 11'001, Vell. ii. pro 19,45. 
2 Smith, ibid., vul. ii. 1'. 270; cf. ::ti-;<) Cllllningham, Growth oj 

EII~~'!is'l 11/i/lIStry, vol. ii. p. 300. 
a Tu)"nhtc, InJuJ/rial R("I'O'-lIlloll, p. SO. 
4 Schu1/e.C;acvclllil/. 110' C1onil(/nd" p. 77. The estimates uflhe 

J'll1l1a] illlr"Il:tlioll vI C"(\'1I1 \\uui durin>: Iht.' cigl](t.'cnth century, cf. 
C"ullllingh.lm, \'01 ii. p. 624. 
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find to-day. The staple industries, tillage, stock-raising, 
and those connected with the supply of the common 
articles of clothing, furniture, fuel, and other necessaries 
were widespread over the whole country. 

Though far more advanced than foreign intercourse, the 
internal trade betv ... een more distant parts of England was 
extremely slight. Defective facilities of communication 
and transport were of course in large measure responsible 
for this. . 

The physical obstructions to such fn:edoll1 of commerce 
as now subsists were very considerable in the eighteenth 
century. The condition orthe main roads in the country at 
the opening of the century was such as to make the carriage 
of goods long and expensive. Agricultural produce was 
almost entirely for local consumption, with the exception of 
cattle and poultry, \ .... hich were driven on foot from the 
neighbouring counties into London and other large markets. l 

In the winter, even round London, bad roads were a great 
obstacle to trade. The impossibility of driving cattle to 
London later than October often led to a monopoly of winter 
supply and high prices. 2 The growth or turnpike roads, 
which proceeded apace in the first half of tht.: century, led 
to the large substitution uf carts for pack horses, but eYel1 

these roads were found" execrable" by Arthur Young, and 
off the posting routes and the neighbourhood of London 
the communication was extremely difficult. "The great 
roads of England remained almost in this ancient condition 
even as late as I75z and 1754, when the travellcr seldom 
saw a turnpike for two hundred miles after leaving the 
vicinity of London."3 

Rivers rather than roads were the highways of COTnmcrce, 
and many Acts were passed in the earlier eighteenth 
century for improving the navigability of rivers, as the Trent, 
Ouse, and Merse)" partly in order to facilitate intL'rnal 
trade and partly to enable towns like Leeds and Derby to 
engage directly in trade by SC.1.,4 and to connect :1djnilling 
towns such as Liverpool and ~f:1ncheskr. III I iSS tht' 
first canal W:lS constructed, ::mJ in the biter p.1.rt of tilt: 
century the part played by Gln:lls in the dc\·e!0plm·nt of the 

1 Defoe, Tour, vol. ii. p. 371. 
~ Ibid., vol. ii. p. 370. 

3 Cilalillfrs, 1'\', l:q, 125. 
• Defoe, J"our, \"v\. iii. p. 9, etc. 
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new factory system was considerable. But in spite of these 
efforts to improve methods of transport in the earlier 
eighteenth century, it is evident that the bulk of industry 
was engaged in providing articles for local consumption, 
and that the :lrea of the market for most products was 
extremely narrow. 

The facile transport of both capital and labour, which is 
essential to highly specialised local industry, was retarded 
not merely by lack of knowledge of the opportunities of 
remunerative investment, but also by legal restrictions which 
had the influence of checking the free application and 
migration of labour. The Statute of Apprentices by requir
ing a seven years' apprenticeship 1 in many trades, and the 
Law of Settlement by impairing mobility of labour, are 
to be regarded as essentially protective measures caleu· 
lated to prevent that concentrated application of capital and 
labour required for specialisation of industry. 

\Vithin the nation we had for the most part a number of 
self-sufficing communities, or, in other words, there 'vas 
little specialisation of function in the several parts, and 
little integration in the national industry. \Vith the single 
exception of Holbnd, whose admirable natural and artificial 
water communication seemed to give unity to its commerce, 
the other countries of Europe, France, Germany, Italy, 
Sp.:!.in, Russia, were still more disintegrated in their industry. 

§ 7. In regarding those districts of England in which 
strong indications of growing industrial specialisation 
showed themselves, it is important to obser\'e the degree 
anu character of that specialisation. 

\\'e flnd yariolls branches of the woollen, silk, cotton, 
iron, hardware, and other manufactures allocated to certain 
districts. But if we compare this specialisation with that 
which obtains to-day we sh;}ll observe wide differences. 

In the first place, it 'vas far less advanced. The woollen 
industry of Engbnd, though conveniently divided into three 
districts-one in the Eastern Counties, with Norwich, Col
chester, Sandwich, Canterbury, lIaidstone, for principal 
centres; one in the \\'est, with TaurHon, Devizes, Bradford 
(in Wilts), Frome, Trowbriuge, Stroud, and Exeter j and 
the third, in the West Riding, is in reality distributed oyer 

I Smith, FT'r'a.'th 0/ /l,T,zti()1If, V(,r. i., chap. x., part 2. 
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almost the whole of England south of the Thames, and OVl'r 
a hnge part of Yorkshire, to say nothing of the widespreaJ 

INDUSTRIAL ENGLAND IN r 730, 

I,.AU;E 1'tnIL~ DtS"RIO~.mwJJ I ,,(}~ CHH£5 • 
TEXTILE CE.!nRU. l!:XYlLE AND IRON DISTRICTSfil' 
l.ARGE IRON DISTRICTS, !~~ 

production, either for private consumption or for til .... lIlarket, 
in 'VestmorL'bnd, Cumbcrl:1I1d, :md indeed all the i\flrth of 
England, W!Jere the land was richer ill pasture or with 



THE EVOLUTION OF 

easier access to large supplies of \yool, the clothing manu
factures were more flourishing and gave more employment, 
but over all the southern and most of the northern counties 
some form of woollen manufacture was carried on. 

The only part of England which Defoe regarded as 
definitely specialised in manufacture is part of the 'Vest 
Riding, for though agriculture is carried on here to some 
extent, the chief manufacturing district is dependent upon 
snrfotlnding districts for its main supply of food,l 

Iron, the inJustry of next, though of far inferior import
ancC', was of necessity less widely distributed. But in 1737 
the fifty-nine furnaces in Ilse were distributed over no fewer 
than fifteen counties, Sussex, Glollcester, Shropshire, York
shire, and Northumberbnd taking the lead.:! So too the 
industries engaged in manllfacturing metal goods were far 
kss concentrated than in the present day. Though Sheffield 
and Birmingham tven in Defoe's time were the great centres 
of the trade, of the total consumption of the country the 
gre:l.tcr part was made in snull workshops scattererl over the 
bnd. 

Nottingham and Leicester were beginning to specialise in 
cotton and woollen hosiery, bllt a good deal was made round 
London, :llld generally in the woullen counties of the south. 
Silk was more specialised owing to the importation of 
special skill and special machinery to Spitalsfic1d, Stockport, 
Derby, and a few other towns. In Coventry it was only the 
second trade in q"."!.7. 3 

The scattered crafts of the wheelwright, the smith, car
penter, turner, carried on many of the subsidiary processes 
of building, manufacture of vehicles and furniture, which 
are now for the most part highly centralised industries. 

When we come presently to consider the structure of the 
several industries we sh:"tll see that even those trades which 
::ue allocated to certain local areas are much less concen
trated within thL'sc areas th:.m is now tbe casc. 

But though strL'SS is here laid upon the imperfect differen
tiation of localities in industry, it is not to be supposed that 
the eightf'cnth century shows England a simple industria.! 
commllnity with no consillcr~ille speciali::-ation. 

I nefoe, 7'1111, \·ul. iii. r. S.j. 
2 Scriwner, ilistory oj tIlt /I-.:JI/ Tra.le. 
s Defoe, 701('·' ... .-.1. ii. p. 32"). 
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Three conditions of slJetialised industry are clearly 
discernible in the early eighteenth century - conditions 
which always are among the chief determinants. 

I. Plz)lsical aplillldes oj suii-e.,g"., since timber was still 
used almost entirely fa]' smelting, iron works are found 
where timber is plentiful or where rin:r cOllllllunicatioll 
makes it easily procurable. So the more [vllile meadows 
of Gloucester and Somerset led these districts to specialise 
in the finer branches of the woollen trade. A still more 
striking example is that of South LanGIShire. Dy nature it 
was ill-suited for agriculture, and therefore its inhabitants 
employed themselves largely in the cotton and woollC!n 
trades. The numerous little streams which flowed from 
the hills to the neighbouring sea ga\'e plenty of water
power, and thus made this district the home of the earlier 
mills and the cradle of machine-industry,l The" grit" of 
the local grimlstones secured the supremacy of SheffielJ 
cutlery, while the heavy clay required for the" seggars," or 
boxes in which pottery is fircd, helped to determine the 
specialisation of Staffordshire in this industry,2 

2, Fadiily of Alarkel.-Tile cOlilltry round London, 
Bristol, and otber larger towns lu.;camc more specialised 
than the less accessible anu more (5el1l), Jlopulated parts, 
because the needs of a large t01l'1l {JoPUlatiUll compelled 
the specialisation in agriculture of much of the surrounding 
country j cottagers could morc <..:asily dispose of their manu
factures i improved roads and other facilities for cOlln.;r
ance induced a specialisation impossible in the purely mral 
parl!:i.. 

3. Tile Nature of Ihe Commodii),.-\\'hcll all modes of 
conveyance were slow the degree of specialisation depended 
largely upon the keeping (]t1.1lit)' of the goods. From this 
point of view haruware anu textilL:s are obviously morc 
amenable to local specialisation tha.1l the more perish:1ble 
forms of food. Where cOlweyallce is difticult and expcll ... in.! 
a commodity Lulky for its vallie is less suita.ble fur 10c.d 

1 Schlllze,Gac\'elnill, Do' Gross!,el,-id" I" S:!. 
2 Cf. M:ushall, l'''ill''I~'''!tS) 1" 32S. In th .. C.1"C ,,/ :-;LlI"((lrd~hire, 

howe\'er, thcre c)\i.~\e(l ;'In ertrl}' If;'l,!..' in \\""')CI1 1,J.llkr~ dq)('nucnl 
on qurtlity of limber .1nd \r:ldili()n;ll ~kili. Whcn the Mis (\1 pollcry 
came in, the new Iralie laken lip in tht: ame ]uc:tlity ollsted the ulJ, 
though there was no p;lrlicllbr ]"ca] I'.d, .lIl!:1.g~ in mal<.·ri:ds. 

.; 
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specialisation III production than one containing a high 
value in small weight and bulk. So cloth is more suitable 
for trade than corn; 1 and coal, save where navigation is 
possible, could not be profitably taken any distance,lt 

The common commodities consumed, as food, fuel, and 
shelter, "vere thus excluded from anv considerable amount 
of specialisation in tlwir production. J 

§ S. Turning from consideration of the attributes of 
goods and of the meD.ns of transport which served to limit 
the ch.:uactcr of internal trade and determine the size of 
the market, let us now regard the structure of the market, 
the central olljcct in the mechanism of internal commerce. 

The market, llot the industry, is the true term which 
c).press('s tlw group of org.1nic.11Iy related businesses. 
How f;]r did En,c.;bnd present a nation;]] lTI.1rket? How 
far was the typical m;]rket a district or purely local 
olle? 

The one grl'.1t national l11.1rket town was London. It 
.1lonc Ill:l)' he said to h:ne drawn supplies from the whole 
of Engbnrl, and there alone was it possible to purchase at 
any season of the year every kind of produce, agricultural 
or rn.1.nufac:tured, m:Hk :tnywhere in Engbnd or imported 
from abroad. This flow to :lno from the gre.1t centre of 
pOpul:Hion \\'.1.S incess.1.nt, ;:lnd extended to the furthermost 
p::uts of thp Lwd. Other brge towns, such as Bristol, Leeds, 
Norwich, l1l:1intaincd close and constant relations with the 
neighbouring counties, but exchanged their produce for 
the most part only indirpctly with that of more distant parts 
of the country. 

The improving commllnicl.tion of the eighteenth century 
enabled the clothiers and other lc:lding manufacturers to 
distrihute morE: of their wares c\'e.n in the remotest parts of 
the country, but the \'aluc p:1id for their wares reached the 
"cnders by slow and indircct ch.1nnels of trade, passing for 
the most p~Ht through the metropolis. 

But while London was the one constant national 
". market-place, l1.1tional trade was largely assisted by fairs 

held for sc,"cr:li wceks c.1ch YC.1r .1.t Stourbridge, "rinchester, 
and other cOlwenient C'('ntre.'>. At the most important of 

I Smith, JV~,l!th (}/J\',J.tiollJ, Honk Ill., eli:tp. iii. 
2 \V .. ~lrnoreland coal dicl not compete ill the Newcastle market.-

H'i,J.!th 0/ /v,l//(JI/r, Book I., ch"p.)i fl. :;I. 
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these the large llltTCbants and manufacturers met their 
customers, and business was transacted between distant 
parts of the country, including all kind;.; of wares, English 
?nd foreign. Thus we had one constant and two or three 
mtermIttent avenues of free national trade. The great 
hulk of markets, however, were confined within far smaller 
areas. 

In the more highly developed and specialised textile 
trades certain regular market-places were c:stablished of 
wide local importance. The largest of these specialised 
district markets were at Leeds, Halifax, Norwich, and 
Exeter. Here the chief local manufacturers of cloth, 
worsted, or crape met the merchants and factors and 
disposed of their wares to these distributillg middle
men. 

It was, however, in the gener::il Illarket-places of tile 
county town or sn13lh~r ccntr<.;s of popUlation t11:1t the 
mass of the business of ~xchange was transacted_ There 
the mass of the small \Yorkers in ::Igriculture and manl\
facture brought the product of their l::tbour ::Ind sold it, 
buying what they needed for conslimption and for the 
pursuance of their craft. Only in considcr::lule tOWI1S wert' 
there to be found in the earlier eigbtecllth century allY 
number of permanent shops where all sorts of wares could 
be bought at any time. The wcekly market in the market
town was the chief medium of commercc for the great mass 
of the population_ 

Regarding the gencral structure of Industry we see that 
not only are international bonds slight and unessential, 
but that within the nation the elements of nation8-l cohesioll 
are feeble as compared with those which suhsist 1I0W. \\'(~ 
have a number of small local communities whose relations, 
though tolerably strong with other communities in their 
immediate neighbollfhood, become greatly we::lkcncd by 
distance. For the most p:1rt these sn1::111 communities ale 
:;elf·sufficing for work and \ire, producing most of their own 
necessaries, and only dependellt on dist3nt 3nd unknown 
producers for their comforts 3nd luxuries. 

~ '{rade is for the most part conducted on 3 s1ll31110C3l basis 
with known regul3r customers; marhts are kss flllctll.1ting ill 
quantities of supply and in prices th::ln in 1ll0dt:fIl d::lYs. 

Outside of agriculture the elements or ~pecub.tion anrl 
fluctuation are :J.!most entirely confined to (',rt.·;~·.rl tT:J.,ic. 
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Capital and labour are fixed to a particular locality and a 
particular business,l 

§ 9. Turning to the structure of the several industries we 
find that different employments are not sharply separated 
from one another. In the first place, agriculture and manu
facture are not only carried on in the same locality but by 
the same people. This combined agriculture and manu
facture took several forms. 

The textile industries \vere largely combined with agri
culture. 'Vhere spinning was carried on in agricultural 
parts there was, for the most part, a division of labour 
within the family. The women and children spun while 
the men attended to their work in the fields. 2 Every 
woman and child above the age of five found full employ
ment in the spinning and weaving trades of Somerset and 
the West Ridin,r 3 

This methol·prevailcd more generally in the spinning 
than ill the weaving trades, for before the introduction of the 
spinning-jenny the weaving trade was far more centralised 
than the other. For example, a large quantity of weaving 
was done in the town of Norwich while the earlier process 
was executed in the scattered cottages over a wide district. 
But even these town workers were not specialised in manu
facture to the extent which prevails to-day. Large numbers 
of them had allotments in the country to which they gave 
their spare time, and many had pasture rights and kept 
their cattle on the common lands. This applied not merely 
to the textile but to other industries. At \Vest Bromwich, 
a chief centre of the metal trade, agriculture was still carried 
on as a subsidiary pursuit by the metal workers:' So too 
the cutlers of Sheffield living in the ontskirts of the tOWll 
had their plot of land and carried 011 agriculture to a small 
extent, a practice which h:15 lasted almost up to the present 
day. The combined agriculture and manufacture often 

I Adal!) Smith, writing- bter in the century, observes with some 
exaggeralion, "A merchant, it h:lS been said \'ery properly, is not 
necessarily the citilen of a particubr country. It is in a great measure 
indifferent to him from wh~t place he carries on his trade, and a very 
trifling (lisgust will make him remove his capital, and together with it 
all the illdu~tr)' whirh it support'>. from one country to another."
Hook IlL, chap. iv. 

1 Ddne, vol. ii. p. 37. ~ /bi.l., vol. ii. p. 17 . 
.; AIIJ[,dJ of A.;'"i,u.':lIrt, chJ.p. iv. p. 157. 
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took the form of a division of labour according to season. 
'Vhere the weaving "'as not concentrated in tOWIlS it 
furnished a winter occupation to mallY men who ga,'e the 
bulk of their summer time to agriculture. Generally speak
ing, we may take as fairly representative of the manu
facturing parts of England the picture which Defoe gave of 
the condition of affairs in the neighuourhQod of Halifax. 
He found" the land divided into small enclosures from two 
acres to six or seven acres each, seldom more; eyery three 
or four pieces of land had a house belonging to it~olle 
continued village, hardly a hOllse standing out of speaking 
distance from another-at every house a tenter, and 011 

almost every tenter a piece of cloth or kersie or shalloon
every clothier keeps a horse-so every OTle generally keeps 
a cow or two for his family."} 

Not only were agricu1ture and lIlallY forms of manufacture 
conjoined, but the divisiolJ of labour and differentiation of 
processes within the sC"cral industries ""~s not very far 
advanced. The primitive tillage of the cOlll1l10n-llelds 
which still prevailed in the carly eis:htcenth century, thougll 
the rapid enclosure of commons was effecting a considerable, 
and from the wealth.pmducing point of view, a "cry 
salutary change, did not favour the specialisation of land 
for pasture or fat some particular grain crops. Each little 
hamlet was engaged in providing crops of hay, wheat, bdrlcy, 
oats, beans, and had to fulfil the other purposes required by 
a self-subsisting community. This :JF):-.e p:ntly from the 
necessity of tbe system of land tell\1!"l', p:utly frotll igllol":ll1ce 
of how to t:lke ~l.lh·:lnt:lgc of spcci:ll qll:llitics :lnd jl()sitiolls 
of soil, and partly from the self-sutllciclll"Y ill1)lOSl'd IJ)' 

difficulties of conveyance. As tlw ccntury ;:t(l\-.1I1ccd, the 
enclosure of commOllS, the increase of brge hrms, th(~ 
application of new science and ncw capital led to a 1".1[1iJ 
differentiation in the llse of Ialld fm agricultural Jlurposes. 
But in the earlier p:lrt of the CClltury there was little 
specialisation of land except in the \\'est Riding :llld fOllnd 
the chief centres of thc wuollen tradc, and to a less extent 
in the portions of the counties round LOlldon whose position 
forced them to specialise for some particular market of the 
metropolis. 

I Dt:foc, vol. iii. pp. is, i9. 
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§ 10. As the small agriculturist on a self-sufficing farm 
must perform many differellt processes, so the manufacturer 
was not narrowed down to a single process of manufacture. 
A large part of the ruder manufactures were home produc
tions for home consumption, and the same hands tended 
the sheep which furnished the wool, and spun and wove the 
wool for family use. The smith was in a far fuller sense 

. the maker of the horse-shoe or the nail or bolt than he is 
to-day; the wheelwright, the carlJenter, and other handi
craftsmen performed a hr Luger number of different pro
cesses than tht:y do now. l\Ioreover, each household, in 
addition to its principal employments of agriculture and 
manufacture, carried all many minor productive occupations, 
such as b~king, brewing, butter-making, dressmaking, wash
ing, which are now for tile most part special and inde
pendent hr~nches of employment. 

In the more highly-developed hranches of the textile 
al\el mctal trades the division of processes appears at first 
si.~bt more sharply marked than to-day. The carder, 
spinner, weavcr, flllJer in the doth trade worked in the 
sr..:veral pro~esses of converting raw wool into finished cloth, 
rr..:btcd to Olle another only by a series of middlemen who 
supplied them with the material required for their work and 
received it back with the impress of their labour attached, 
to band it out O1lce mOre to ulldcrgo the next process.! 
nut tho:lgh modcrn maclJinc-production will show us these 
,"arious processcs dr.:nvn together into close local proximity, 
sometimes performed under the same roof and often making 
use of the same steam power, wc shall find that a chief 
object and effect of this closer local co-ordination of the 
sc\"Cr3.1 proccsses is to define and narrow more precisely 
the bbour of L'3.ch woJl~er and to make the spinner and the 
Wca\-cr confille himself to the perfollllallce of a fractional 
p:1~t of the full process of Spillilill;; or weaving, Thus we 
find that Englisb industry in the early eighteenth century is 
marked on tile one hand by a lack of clear differentiation 
as regards illdustries, ~lld Oil the other hand by a lack of 

I mi1lute differenrt.atioll of pl'Ocesses \\'ithin the industry. 
~ 11. U jlUIl the :UC:l and structcrc or the market depends 

the size and ch:lracter of the unit or Industry-the Business. 
I Cf. l;ulllle}", IVoJ! and IIU,;;l-'-JlIlbil1,!,', p. 4'7. 
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"Thus the handicraft or guild system is associated with the 
tOWll tcollomYJ the domestic or commission system with the 
national economy, and the factory system w)th the world 
economy," 1 

In the study of the composition of capital, labour, and 
direction in a business, the following are points of dominant 
importance ;-

{

n. 

eopita!. p. 
y. 

The ownership of the raw material. 
" " tooL, (and sources of 11011-

human power), 

" 
workplace, 

0, The !auour-power, 

£, The work of superintendence ar.d managt.::mellt. 

t The work uf l11arketill~, 

In other words, in the operation of 0-n industrial Business, 
an cmployer organises and directs the application of labour, 
power \yorking with tools upon raw l1laterials in a workshop 
or factory, and sells the product. Now all thcsc 51" func
tions may be combined in a ~insle person or fanlily, or 
they may be divided in various ways J.lllOllt; t\\'o or many 
persons. The simplest fortn of manufacturil1; busillCSS 
would be- one in which all industrial family, growing nr 
buying the materials and tools, and working with tbe powcr 
of their own bodies in thcir own l10111C, under the direc
tion of the head of thc houschold, produce commodities, 
partly for their own consumptionJ partly for a small local 
market. 

Omitting all eonsidcratioll of the virtually self-sufficing 
economy of the farmcrs and cotta;;crs who, producing food, 
clothing, etc" for their OWl) COllSlllllptioll, cannot rank as 
ousiness·units for our purposes, we tind (:\'Cll ill cightccllth
century England a large Ilumucr of tUWIl alld rural inull::,trics 
in which the differenliatiun frollI the primitin.: type has only 
just oegun, 

The simplcst struclurc of "JO!llCstl('" 1l1.11l11bdUre IS that 
in which the brmcr-manufanurcr is found IllllTlla:;ing bis 

J b.duJlria/ Orgt.l./list.l.!u)/J III u:(. Slxlull;;l .lIlJ ,), ~Ol_, end C~Jl:IP-/(J, 
Unwin, 1-" 10. 
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own material, the r<tw woo] or flax if he is a spinner, the· 
warp and weft if be is a ,Yc;lver, and, working with his 
family, produces yarn or cloth which he sells himself, either 
in the local market or to regular master-clothiers or 
mercbants. The mixed cotton weaving trade was in this 
condition in the earlier years of the eighteenth century_ 
"The workshop of the weayer was a rural cottage, from 
,,,,hich, when he was tired of scdent3.ry labour, he could 
fOally forth into his little g:ndcn, and with the spade or the 
hoe tend its culinary productions. The cotton-wool which 
was to form his weft was picked clean by the fingers of his 
younger cbildren, nnd wa~ carded and spun by the elder 
girls, assisted by his wife, and the rarn ,vas woven by 
himself, assisted by his sons." 1 

The weak point in this economy by in the trouble and 
uncertainty of marketillp; the product. It was here that the 
nlercballt, who represents the e.1rJiest form of industrial 
capitalism, presse-; in upon the self-employing artisan
capitalist. Taking from the small producer his product, 
Inying him for it, nnu undcrt;-tking the trouble, delay, 
:md risk of finding ('onSUtllcrs to purchase it at a 
price ,vhich will yield him a profit. the merchant relieves 
him of the ft1nction which he is least competent to per
form. 

FrOlIl the habit of selling ilis product to a specialist 
rniddlcma.n, it is a small step to recei\'ing "orders" from 
the latter. But where, <1S is usual, the raw material, or some 
of it, i1;1S to he bought by the producer, the htter is apt to 
find that this huying is almost as trouhlesome as selling, and 
so he is c:lsily induced to receive his warp and woof, or 
other nwterials, from the same merchant who takes from 
him hi" product. 

S() the owncrsllip of the T.:tW 111:l\crial often p:1os:s from 
the" independent' small workman into the h:mds of the 
organising merchant or middleman, who, as early as the 
seventeenth century, in the clothing trade is found usurping 
the titk "manufacturer." 

This st<1ge, where the workman reccin's his" orders ,! and 
his ,. m:Jkrials" from another, while ret;:lining the di"posal 
of his labour-power and working with his own too)s in his 
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own home or workplace, prcy~ilcd widely in the textile 
industries of rural England. 

The condition of the cotton-trade ill Lancashire about 
1750 illustrates most clearly the transition from the inde
pendent weJ.ver to the dependent weaver. So far as the 
linen warp of his fabric was concerned he had long been in 
the habit of receiving it from the larger ,I mall\lfacturer" in 
Bolton or in l\bnchestcr, but the cotton yarn he had 
hitherto supplied himself, using the yarn S]Jlll1 by his own 
family or purchased by himself in the neighbourhoud. The 
difficulty of obtaining a steady. adequate supply, and the 
waste of time involved in trudgillg about in search of tltis 
necessary material, operated more strongly as the market 
for cotton goods expanded and the pressure of work made 
itself felt.} It was this pressure which we shall see acting 
as chief stimulus to the nppjicntioll of ncw invcntions in 
the spinning2 trade. In the interilll, howeycr, the haLit 
grew of receiving not only linen warp hut cotton weft from 
the merchant or middleman. Thus the owne]sbip of the 
raw material entirely pa'>scd out of the wcaver's hands 
though he continued to ply his domestic craft as for
merly.3 This had grown into the normal condition of 
the tr.1de by 1750. The stocking-tradc ijlus~rates one 
further encronchment of the c.lpitalist systcm UpUIi 

domestic industry. In this trade not only was the nl,1.terial 
given out by merchants, but the "frallles" uscu (or 
weaving were likewise owned by thcm, alld were rC]lteu 
out to the workers, wbo continued, howcver, to work ill 
their own bornes. 

Bllt this stage of busincss orgal1is;11ion. where the rnatcri:11 
is provided and the product takell by an outsider, a Illcr
cliant or other customer, is by 110 llwans con titled to tilt.: 
country weaver. It is freC]uently to be traced as .1. st:1,c:\.' il] 

the decline of a town trade-guild. Whc]l, for e\.1.l11p'(', the 
proce'>ses of the cloth manufacture became spcci:ll]s~J, thc 
weaver, fuller, hureller, finisher, and dyer becoming scp:ua\t' 
trained handicrafts, it hnppened sOLlletime:; tll;]t olle or other 
of these related crafts became strong enough to sct up as 

I Baines, Hist01J' of Ilu e{ltil/I)' Fu.la!i,u ol lall.a,1I1t, \-,,]. ii. 
p. 4 13-

~ Ure, Hislor)' 0/ Colton .1lamda.tIlN. '-01. i. p. 2Z~, etc. 
3 Dr. Aikin, History of .lhllch"J.'tr (quoted lhinc~. 1'. 406). 
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employers of the others, and gave out work for them ~o do. 
So it seems th::tt in the later thirteenth century a number of 
the burellers in London gave out work to the weavers, 
while among the weavers themselves large masters sprang 
up, who gave out yarn to the poorer masters, and employed 
fullers and dyers. 1 

Wilell the TRW material is gi"en out to an artisan by a 
merchant or another manufacturer there is a clear loss of 
independence, especially when this step is followed by the 
letting Qut of tools or machines. In London, as early as the 
thirteenth C8lltury, big master-weavers seem to have hired 
out looms to small \\"eaven. 2 Similarly ill tbe stocking
tr.:ldc, at a much bter period, "(rames" as well as material 
were let out by merchants to the workers, who continued to 
work ill their own homes. 3 

~ J 2. Two further skps remained to be taken in the 
transition from the "domestic" to the "factory" system, the 
Olle relating to the ownership of "power," the other to the 
,,·orkrlacc. (a) Tbe substitution of extra-human power 
o'Yllcd hv the employer for the physical power of the 
worke]": .(/1) tllt.: ,\·ithdrawal of the workers from their 
homes, anu the concentration of them in factories and 
workplaces owned by the capitalists. 

Althou~h these steps were not completely taken until the 
age of ste:llll bad well set in, before the middle of the 
eighteenth century there were foulid examples of the factory, 
cumpletc in its essential character, side by side and in 
acttJ:l.l competition with the earlier shapes of domestic 
indu~tr\'. 

Capitalist ownership of extra·human industrial "power" 
wac, of course n;mowly restricted before the age of stearn. 
'\·ater.powcr, horse-power, and to a much smaller extent, 
wind-power, ,yere utilised. But the most important services 
water rendered to industry prior to Lhe great inventions 
were in facilitating the transport of goods, and in certain 
~t1 bsitliary processes of manufacture such as dyeing. 
Though a cunsiderable llumbcr of watu"mills existed early 
in the century, they pbyed no brge part in manufacture. 
A natural force so stricliy confined in quantity and in local 
application, and subject to such great waste from the back-

1 Unwin, ,.p. 27, 29. ' Ibid., p. 29. 
3 Co(,ke T;"I.r1or, jlu 11J(),i",-u Fa,·:.',)' _'}'Jlem, 1>. 69. 
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ward condition of mecilatlical arts, was not able to serve to 
any great extent as a substitute for or aid to the muscular 
activity of man. 

But although the economy of mechanical power was not 
yet operative to any appreciable extent in concentrating 
labour, certain other notable cconolHies of large-scale pro
duction were beginning to assert themselvcs ill all the 
leading manufactures. Indeed so powerful arc some of the 
economies of division of labour and co-opcr<ltion evcn in a 
primitive condition of the industrial arts, that Professor 
Ashley considers it not improbable that the grc:lt l1lanU
factory might have become an important or even a domillant 
feature of the woollen trade as early as the sixteenth century, 
if legislative enactments had not stood in the way_l As 1l 
was, these earlier centralising forces, while they drove the 
workers to work and live in closer and compacter masses, 
did not at first dispose them in factories to .1:1y great extellt. 
They continued for the most part to work ill their OWl) 
houses, though for material and sometimes for the illl· 
plements of their cmft they were dependent upon SOllie 
merchant or large master-manufacturer. This W;l.S the COll

dition of industry in the neighbourhood of Leeds in 1725. 
"The houses are not scattered and dispersed as ill the 
vicarage of Halifax, onc by one, but ill villages, and those 
houses thronged with people <lnd the whole country ill
fmitely populous."2 In the: morc highly·dcn:lo(lcd branches 
of the cloth trade, however, where thc best looms were a 
relatively costly form of c;lpit;ll, the foulld;ltion of the 
factory system was clearly bid. III l\orwiciJ, FrOOlt, 
Taunton, Devizcs, Stourbridge, and uthcr clothing centres, 
Defoe found the weaving industry higldy conccntrated, and 
rich employers m ... ning considerahlt..: Ilumbers of IOOll1s. 
Some of this work 'vas put out by tile master-manufacturers, 
but other work was done in brge sheds or other premises 
owned by the master. Thi,; bq.!,c or!-!."alli~('d "b\lsine~s," half 
factory, half domestic, continued tu pre,·ail in tile illllJort.:l!lt 
\Vest of England clothinp; industry up to the close: of tl10 
eighteenth century. "The master clothier of the \\-csUJf 
England buys his wool from the im(lorter, ii it lit..: foreibll, 
or in the fleece if it be of domestic growth j ~dter which, in 

1 E(OIlOmlr 111".(101)" \"01. ii. 1'. 237. 
I Defue, Tour, vol. iii. p. 89. 
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all the different processes through which it passes, he is 
under the necessity of employing as many distinct classes of 
persons j sometimes working in their own houses, some
times in that of the master clothier, but none of them going 
out of their proper line. Each class of workman, however, 
acquires great skill in performing its particular operation, 
and hence may have arisen the acknowledged excellence, 
and, till of late, the superiority of the cloths of the 'Vest of 
Ellgblld." 1 

So again, in the cotton industry of Lancashire, the hold 
which the I1lcrclnnts had got orer the weavers by supplying 
them with warp and weft led in some cases, before the 
middle of the century, to the establishment of small 
faclories containing a score or two of looms, in which hired 
men were employed to weave. A little later, though long 
before stC3.lll power, Arthur Young finds a factory at 
fhrlington witb over fifty loom~, a factory at Boynton with 
ISO workers, and a silk mill at Sheffield with 152 workers. 
In the more developed branches of the textile industry this 
transformation of business structure was tolerably complete 
by the end of the eighteenth century. Improved means of 
communication were bep.inning to expand the area of the 
market, enlarged businesses enabled labour to be profitably 
divided, and required a more effective control over the 
workers than ('QuId be obtaineu over a scattered population 
of agricultural manufacturers. 

Thus hy a series of ecollnmic changes the several func· 
tions of the indepelldent craftsman have been taken from 
him, until he is left in possession of his labour-power 
alone, which he must sell to an employer who furnishes 
tm.terials, tool~ and llw.cilincry, workplace, and superintend
ence, and who own:; and markets the production of his 
blJlluT. From .1 free cransman he has passed into a " hired 
hand_" 

111 this grmvth of c:1pit:1listic structure there have, of 
coms.;." ueel) \-arious hJ.tlitlt;: places, temporary OT lasting. 
The small cra "ISmail or oth~r producer working in his own 
prcillises with his olYn tools and machinery, somdimes with 
hi-; own power, using his own labour or that of a rew hired 
workers, has smvi\-ed ill many departillents of industry_ 

.J R,~r,),·:.;/ ,lie: C~';;/I,,;ssi,;n /JJl the f j ~'Jl.'ill J/alllljac/ur£ 0/ Englalld 
(11-.06). 
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From early times many sorts of craftsmen ha\'e recci'red 
their" orders" and material directly from the consumer. 
In the country the weaver, miller, baker. cobbler, tailor, 
smith, were mostly engaged in working at materials supplied 
by customers. Even till quite recent (hys in many parts of 
Cermany and Switzerland cobhlers, tailors, cooper~, some
times saddlers, carpenters, wheelwright", were .:J. nOlllad folk, 
Ilot only working on material supplied by others, out 
working in the houses of their customers. In medi::eval 
times it was chiefly where some sort of fixed plant or 
machinery were required, such as mills, oYens, forges, 
looms, that customers gave out tbe material to be made up 
in the ~vorkplace of the artisan.l 

Even in the most advanced countries, where tools or 
machines are easily clpable of transport, the itinerant 
craftsman still survives-e.g. tinkers and coopers, and 
among women's work that of the dressmaker and 
seamstress. In the less advanced European cOllntril's 
a great deal of work renuins in this stage. "In Russia 
and the southern Slav countrivs tlwre are hundreds 
of thousands of wage-workers, belonging esperially to the 
building and clothing tr.1des, \\'ho lead a contilluous 
migratory life, and who, on account of the grtlt dist.1l1ctS 
travelled, often remain away from home half a )ear or 
more,"2 

While the receipt of raw materials and" orders" from 
merchants or other producers has commonly heen the first 
stage in the breakdown of an independent business, thi~ 
is by no means univers:dly the case. There arc man)' 
instances where all the factors of an independent bllSil1e~s 
survive except the ownership of the raw makrial. In the 
textile trades great capilali~t Lusine~ses, engagl'J ill 
dyeing, bleaching, printing, etc., survive in this sta:::e, 
while in shipping yards :md in the mct::t1 and machine 
manufactures large numbers of rt'pJ.iring traeles stand on 
this (ooting. 

A fur her variety is furnished in the food and drink 
trades. The maltster, brewer, miller was in nH~dixl'.'l1 times 
the owner of kilns, brcwing.llOtJSl', or mill, to whiLh the 
customer not only brought his OWIl materials, but whne he 

1 Cf. BUcher, ;",ilu/ria/ EVO."4.',·Jn, 1'. 6J. 
7 Di.icl:n, p. 10.1. 
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personally sup(~rintendecl their manufacture, the owner of 
the plant and premises looking to the working of his 
machinery, and supplying the power and other technical 
conditions of the process. 

~ 13- Regarding the Business as a combination of Labour 
and Capital, we perceive that one strongly distinctive charac
teristic of the pre-machinery age is the small proportion 
which capital bCJrs to labour in the industrial unit. It is 
this bet that enabled the "domestic" worker to hold his 
own so long in so many industries as the owner of a sepa
nte business. So long as the mechanical arts are slightly 
cleve-loped and to\)]5 are simple, the proportion of "fixed 
capital" to the business is small and falls within the means 
of the artisan who plies hi.;; craft in his home. So long as 
tools :1rc simple, the processes of manufacture are slow, 
therefore the gU:l.!1tityof raw material and other" circulat
ing capital" is snuB and can also be owned by the worker. 
The growing diYorcement in the ownership of capital and 
labour in the industri:1.1 unit will be found to be a direct 
and most important result of those improvements in 
llll'chanical arts \rhirh, by continually increasing the 
proportion of c:1pit:ll to labour in a business, placed 
t':1pital morc and lIlOfe beyond the possession of those 
who sUP1~liccl the latiOur power required to co-operate in 
productinn. 

In the middle of last celltury there were very fe\\' 
instances of a manufacturing business in which a large 
c:1.pital was engaged, or in which the capital stood to 
the labour in allY thing like modern proportion. It was 
indeed the merch:lnt and not the manufacturer who 
represented th~ most adyanced form of Capitalism in the 
eighteenth century. Long before Dr. Johnson's discoyery 
that" an En~lish merchant is a new species of gentleman," 
Defoe Iud noted the rise of merchant-princes in the 
\Vestem clothing tracies, observing that" many of the great 
f:lInilies who now p:1.SS for gentry in these counties ha,'c 
been origina.lly r:1.ised from and built out of this truly noble 
ma.nufacture."} These wealthy entrepreneurs were some
times spoken of .1.S "m:1t1ufaeturcrs," though they had no 
claim either upon the old or th~ new signification of that 
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name. They neither wrought with their hands nor did 
they own machinery and supervise the labour which worked 
with it. They were, as has been shown above, merchant
middlemen. The clothing trade beillg the most highly 
developed, evolved several species of middlemen, including 
under that term all collectors and distributors of the raw 
material or finished goods. 

(a) One important class of H factors" engaged thenlsc]"es 
in buying wool from farmers and selling it to clothiers, 
and appear to have sometimes exercised an undue and 
tyrannous control over the latter by ZIn unscrupulous 
manipUlation of the credit system which ,vas growing lip 
in trade. l 

(b) The "clothiers " themselves must he regarded III 

large measure as middleman-collectors, analogous in func
tion to the distributors, who still rank as one of the grades 
of middlemen in the chc:lj) clothing trade of Londoll 
to-day.2 

(c) After the cloth W:lS made three cbsscs of rniddlenwn 
were engaged in forwarding it to the rt:t:liler-(r) tr:l\"l'l
ling merchants or whDlesak deakrs who atlcndt'cl the big 
fairs or the markets at Leeds, l-lalif:n:, Exeter, etc., :lnD 
made large purchascs, com'eying the goods on jl:lck.llOrsl'" 
over the country to the retail trader j (::!) middlemen wllu 
sold on commission through London ~actors and war,·
housemen, who in their turn disposed of the goods tn 
shopkeepers or to exportlTs j C') mcrcklllts directly en
gaged in the export traDe. 

\Vith the exception of shipping and canal tr.111Spnrt 
(which became important after the middle of the Cel1t11I)') 
there were no consider:lLle industries related to m:lIlll
facture where large capit:1ls were bid down in fixed plant. 
Even the capital sunk in permanent impro\·cI11ents of 
land, which played so illlport:111t a part in the dcn:loJlmel1t 
of agriculture, belonged chicfly to the latter years of tilt! 
eighteenth century. Almost the only persons who wichkd 
large capitals within the country were those merchants, 
dealers, or middlemen \\·hosc capitJ.l :1t any given time 
consisted of a brge stock of raw material or finished 

I For an interesting account of the cunning de\"ice~ (Of " (:tctors" ~ee 
Smith's Af~mo;rsof IVool, vol. ii. 1" ]11, etc. 

g Cf, Booth, Lab(t~iJ' (md b!t 0/ oil Plo/lt, w,l. i. p. 486, etc, 
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goods. Even the latter were considerably restricted in the 
magnitude of their transactions by the imperfect develop
ment of the machinery of finance and the credit system. 
In 1750 there were not more than twelve bankers' shops out 
of London.} Until 1759 the Bank of England issued no 
notes of less value than £20. 

Joint-ownership of capital and effective combination of 
the: labour units in a business were only beginning to make 
progress. The Funded Debt, the Bank of England, the 
E:1st India Company were the only examples of really 
brge and safe investinents at the opening of the eighteenth 
century. Joint-ownership of large capitals for business 
purposes made no great progress before the middle of the 
eighteenth century, except in the case of chartered com
panies for foreign trade, such as the East India Company, 
the Hudson's Bay Company, the Turkish, Russian, East
land, and African companies. Insurance business became a 
favourite form of joint-stock speculation in the reign of 
George I. The extraordinary burst of joint-stock enterprise 
culminating in the downfall of the South Sea Company 
shows clearly the narrow limitations for sound capitalist 
co operation. Even foreign trade on joint-stock lines could 
only be maintained successfully on condition that the 
competition of private adventurers was precluded. 

] oint-capital had yet made no inroad into manufacture, 
Olle of the earli~st instances being a company formed in 
'76-l with a capital of £100,000 for manufacturing fine 
cambrics. 2 

The limits of co-operative capitalism at the opening of 
the period of Industrial Revolution are indicated by Adam 
Smith in a passage of striking significance :_H The only 
trades which it seems possible for a joint-stock: company 
to carryon sllccessfully, \vithout an exclusive privilege, are 
those of which all the operations are capable of being 
reduced to what is called a romine, or to such a uniformity 
of method as admits of little or no variation. Of this kind 
is, first, the banking trade; secondly, the trade of insurance 
from fire and from sea risk and capture in time of \\'ar; 
thirdly, the trade of making and maintaining a navigJ.ble 

I Toynbee, illdlls!ri,ll Rt'vo!lIti,m, p. 55. 
l Cunningha:ll, vol. 'I. p. 350. 
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cut or canal; and fourthly, the similar trade of bringing 
water for the supply of a great city,HI 

In other words, tl)e businesses amenable to joint-~tock 
enterprise are those where skilled management Can be 
reduced to a minimum, and where the scale of the business 
or the possession of a natural monopoly limits or prohibits 
competition from outside. 

1 Wealth of iVationJ, Bk. V., chap. i., part 3. 
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CHAPTER IV. 

TH E ORDER OF DEVELOPMENT OF MACHINE INDUSTRY 

§ 1. A Afach/ne d~llere!1tiated/rom a Tool. 
§ 2. Jlfaclliner..l' ill Relation to the Character oj Human' 

§ 3· 
§ 4· 
§ 5· 
3 6. 
S 7· 
§ 8. 
§ 9· 

§ 10. 

Labour. 
Contributions of Afachino)' to Productive Power. 
Alain Factors in Development o/lI:!achine Indus!lJ', 
Imjortance oj Colton-trade in j}{achine Development, 
flistory refutes the" Heroic)J Tlleor)1 of IllVentz"Ofl. 
Applicatioll of lIfachinery to other Textile TYork. 
Reverse order of Development in Iron Trades. 
Leading Determinants in tIle General Application 0/ 

jJfachinery and Steam-Ad%r. 
Order of Develojment o/modern Illdustrial Methods 

/lz the sez1era! COUll tries-Natural, Racial, Political, 
EcoJlomir. 

§ 1. It appears that in the earlier eighteenth century, while 
there existed examples of various types of industrial structure, 
the domestic system in its several phases may be regarded 
as the representative industrial form. The object of this 
chapter is to examine the nature of those changes in the 
mechanical arts which brought about the substitution of 
machine-industry conducted in factories or large workshops 
for the handicrafts conducted within the home or in small 
workshops, ,vith the view of discovering the economic bear
ing of these changes . 

.-\ full inductive treatment would perhaps require this 
inquiry to be prefaced by a full history of the inventions 
which in the several industries mark the rise of the factory 
Sy:-tCOl and the auoption of c:1pitalist methods. This, how
ever, is beyond the scope of the present work, nor does it 
~trictly Gelong to our scientific purpose, which is not to 
write the n:uratin' of tl1(' indllstrial I"t..:\'olutioll, but to bring 
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such analysis to bear upon the records of industrial changes 
as shall enable us clearly to discern the laws of those 
changes. 

The central position occupied by machinery as the chief 
material factor in the moder,n evolution of industry requires 
that a distinct answer should !::Ie given to the question, 
'What is machinery? 

In distinguishing a machine from a mere tool or handi· 
craft implement it is desirable to pay special attention to 
two points, complexity of structure and the activity of man 
in relation to the machine. 1Iodern machinery in its most 
developed shape consists, as Karl Marx points Qut, of three 
parts, which, though mechanically connected, are essentially 
distinct, the motor mechanism, the transmitting mechanism, 
and the tool or working machine, 

"The motor mechanism is that which puts the whole in 
motion, It either generates its own motive power, like 
the steam-engine, the caloric engine, the electro-magnetic 
machine, etc" or it receives its impulse from some already 
existing natural force, like the water-wheel from a head 
of water, the windmill from wind, etc. The transmitting 
mechanism, composed of fly-wheels, shafting, toothed wheels, 
pullies, straps, ropes, bands, pinions, and gearing of the 
most varied kind, regulates the motion, changes its form 
where 'necessary, as, for instance, from linear to circular, 
and divides and distributes it among the working machines. 
These two first parts of the whole mechanism are there 
solely for putting the working machines in motion, by 
means of which motion the subject of labour is seized upon 
and modified as desired."l 

Although the development of modern m.1chinery is 
largely concerned with motor and transmitting mechanisms, 
it is to the working machine we must look in order to get 
a clear idea of the diITcrences between mar.bines and tools. 
A tool may be quite simple in form and action as a knife, 
a needle, a saw, a roller, a hammer, or it may embody 
more complex thought in its construction, more variety 
in its movement, and call for the play of higher human 
skill. Such tools or implements are the hand-loom, the 
lathe, the pottcr's-wheel. To thesc tools Bun stand" 
III a double relation. He is handicraft<;man in that 
he guides and directs them IJ)' hi<; skill within t!w 
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scope of activity to which they are designed. He also 
furnishes by his muscular activity the motive force with 
which the tool is worked. It is the former of these two 
relations which differentiates the tool from ,the machine. 
'Vhen the tool is removed from the direct and individual 
guidance of the handicraftsman and placed in a mechanism 
which governs its action by the prearranged motion of some 
other tool or mechanical implement, it ceases to be a tool 
and becomes part of a machine, The economic advantage 
of the early machines consisted chiefly in the economy of 
working in combined action a number of similar tools by 
the agency of a single motor. In the early machine the 
former tool takes its place as a central part, but its move· 
ments are no longer regulated by the human touch. l The 
more highly evolved modern machinery generally represents 
an orderly sequence of processes by which mechanical 
unity is given to the labour once performed by a number 
of separate individuals, or groups of individuals with differ· 
ent sorts of tools. But the economy of the earlier machines 
was generally of a different character. For the most part 
it consisted not in the harmonious relation of a number 
of different processes, but rather in a multiplication of the 
same process raised sometimes to a higher size and speed 
by mechanical contrivances. So the chief economic value 
of the earlier machinery applied to spinning consisted in 
the fact that it enabled each spinner to work an increased 
number of spindles, performing with each the same simple 
process as that which he formerly performed with one. In 
other cases, however, the element of multiplication was not 
present, and the prime economy of the machine consisted 
in the superior skill, regularity, pace, or economy of power 
obtained by substituting mechanical direction of the tool 
for close and constant human direction. In modern 
machinery the sewing-machine illustrates the latter, as 
the knife-cleaning machine illustrates the former. 

The machine is inherently a more complex structure 
than the tool, bcc:1Use it must contain within itself the 
mecktnic:ll mC:lns for working a tool, or even for the 
combined working of many tools, which formerly received 
their direction from man. In using a tool man is the 
direct agent, in using a working machine the transmitting 

1 Marx pnints oul how in many of the 11\(1<;[ highly eroh'ed machines 
the oric:il~~l Innl stlf\'il'l'", il1\\~lr:ltjnb [hi" from the origin:ll power· 
loom. -I C'J/'ital, vol. ii. p. 368.) 
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mechanism is the direct agent, so far as the character 
of the several acts of production is not stamped upon 
the form of the working machine itself. The man placed 
in charge of a machine determira.:s whether it shall act, 
but only within very narro\v limits how it shall act. The 
two characteristics here brought out in the machine, 
complexity of action and self-direction or automatic 
character, are in reality the objective and subjective 
expression of the same factor~namely, the changed rela
tion of man towards the work in which he co-operates. 

Some of the directing or mental effort, skill, art, thought, 
must be taken over, that is to say, some of the processes 
must be guided not directly by man but by other processes, 
in order to constitute a machine. A machine thus becomes 
a complex tool in which some of the processes are re
latively fixed, and are 110t the direct expression of human 
activity. A machinist who feeds a machine with material 
may be considered to have some control over the pace and 
character of the first process, but only indirectly over the 
later processes, , .. hich are regulated by f.xed laws of their 
construction that make them absolutely dependent all tht~ 
earlier processes. . \ Illachine is in the nature of its work 
largely independent of the individual control of the 
"tender," because it is in its construction the exprcssion 
of the individual control and skill of the inventor. A 
machine, then, may be described as a complex tool with a 
fixed relation of processes performed by its parts. Even 
here we cannot profess to have reached a detinilion which 
enables u.s in all cases to nicely discriminate machine from 
too1. It is easy to admit that a spade is a tool and not a 
machine, but if a pair of scissors, a lever, or a crane art! 
tools, and are considered as performing single silllple 
processes, and not anum ber of organically relative processes, 
we may by a skilfully arranged gradation be led on to 
include the whole of machinery under tools. This diffi
culty is of course one which besets all work of def'llition. 

But while it is not easy by attention to complexity of 
structure always to distinguish a tool from a machine, 
nothing is gained by making the differentia of a machine to 
consist in the use of stcam or other non-human motor. 

A vast amount of modern machinery is of cOU;-Sc directed 
not to combining tools or series of proJucti\"c processes 
upon which the proJucti\'c "kill of mall i~ clos(;ly cllf;ag(;J, 
but to substituting other l11utors for the muscular power of 
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man. But though certain tools as well as certain forms of 
human effort are here replaced by machines, these tools are 
not commonly embodied in the machinery for generating 
and transmitting the new force, so that the mere considera
tion of the different part played by the worker in generating 
productive force does not assist us to distinguish a machine 
from a tool. A type-writer, .1 piano, which receive their 
impulse from the human muscles, must evidently be included 
among machines. It is indeed true that these, like others 
of the same order, are exceptional machines, not merely in 
that the motive power is derived more essentially from 
human muscles, but in that the raiSon d'Ctre of the mechanism 
has been to provide scope for human skill and not to destroy 
it. But though it is true that a high degree of skill may be 
imparted to the first process of the working of a piano or type
writer, it is none the less true that the" tool," the implement 
\vhich strikes the sound or makes the written mark, is not 
under immediate control of human touch. The skill is con
fined to an early process, and the mechanism as a whole must 
he classed under machinery. Nothing would indeed be 
gained in logical distinctness if we were to abandon our 
earlier differentia of the machine and confine that term to 
such mechanical appliances as derived their power from non
human sources-the fact which commonly marks off modern 
from earlier forms of machine production. For we should 
lind that this substitution of non-human for human power 
was also a matter of degree, and that the most complex 
steam-driven machinery of to-day cannot entirely dispense 
with some directing impulse of human muscular activity, 
such as the shovelling of coal into a furnace, though the 
tendency is ever to reduce the human effort to a minimum 
in the attainment of a given output. 

This consideration of the difficulties attending exact 
definitions of machinery is not idle, for it leads to a clearer 
recognition of the nicely graded evolution which has 
changed the character of modern industry, not by a cata
s:rophic substitution of radically different methods, but by 
the continuous steady development of certain elements, 
common to all sorts of industrial activity, and a correspond
ing continuous degeneration of certain otber elements. 

8 2. The growth of m:lchine-industry then may be measured 
uy the increased number nnd complexity of the processes 
related to one another in the mechanical unit or machine, 
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and by a corresponding shrinkage of the dependence of the 
product upon the skill and volition of the human beillg 
who tends or co-operates with the machine. 1 l Eyery product 
made by tool or machine is quli industrial product or com
modity the expression of the thought and will of man j 

but as machine-production becomes more hitihly de"el
oped, more and more of the thought and will of the 
inventor, less and less of that of the immediate human 
agent or machine-tender is expressed in the producq 
But it is evidently not enough to say that the lahour 
saving machine has merely substituted the stored and con
centrated effort of the inventor fur that buour of tll(: 
handicraftsman which is saved. This Irould be to ignore 
the saving of muscular power due to the substitution of 
forces of nature-water, steam, electricity, etc., for the 
painful effort of man.' It is the thought of the inventor, 
plus the action of various mechanical and other physical 
forces, which has saved the labour of man in the produc
tion of a commodity.) The further question-how far this 
saving of labour in respect of a given commodity is COIll

pensated by the increased number of commodities to ,,,hich 
human labour is applied-is a consideration which belongs 
to a later chapter. 

In tracing the effect of the application of Illockrn 
machinery to English industry there appear two promillent 
factors, which for certain purposes require separate treat
ment-the growth of improved mechanical apparatus, and 
the evolution of extra-llIlman motor p0II'er. 

We speak of the industry which has prevailed since the 
middle of the eighteellth century as machine-production, 
not because there were no lllachillcS udure that time, but 
firstly, because a vast acceleration ill the illvcntion of com
plex machinery applied to almost all industrial arts U3lcs 

1 Tlli~ does not imply a C()rr''.~I)()ndil;g gl'Jwlh in tllc m<:c\I;lllical 
c'Jmplcxity of the machine ihdl, I<a, a~ Adalll Smith <1\!,nycd. "c\11 
machines arc generally, when ti!~t il\\'cnl<::<I, eXlremdy cOlllpkx HI 
their principles, and there i~ often a p:Hticular principle of mutj"l1 for 
every particular movcment which it 15 intended they ~h()\lld pcrform. 
Succeeding impro\'ers ob.-cn·c Ihal Ihe principle mar 1,c so apl>licd as 
to produce se\'era\ of these lllo\'cments, and lh!l' the rn.lchinc l)ccoll1c~ 
gr:tdually more and more ~implc, anrl p10 luccs il~ eft""cts \\ilh fewu 
wheels and fewer principle~ of 1ll<)ti<)n." .1"i/,J/ SOI.'illl(,lIls, 'Iunt'.-.] 
lIirst, "Auam SlIlith," p. 64. 
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from that period, and secondly, because the application 
upon an extensive scale of non-human motor powers mani
fested itself then for the first time. 

One important external effect and indication of the 
momentous character of these changes is to be found in 
the quickening of that operation, the beginning of which 
\ras observable before the great inventions, the substitution 
of the Factory System for the Domestic System. 

The peculiar relation of Machinery to the Factory 
System consists in the fact that the size, expensiveness, 
and complexity of machinery on the one hand, and the 
usc of non-human power on the other hand, were forces 
wbich united to drive labour from the home workshop to 
the large specialised workshop-the Factory. 

II The water frame, tLe carding engine, and the other 
machines which Arkwright brought out in a finished state, 
required both more space than could be found in a cottage, 
and more power than could be applied by the human arm. 
Thcir weight also rendered it necessary to place them in 
strongly-built walls, and they also could not be advantage
ously turned by any power then known. but that of water. 
Further, the use of machinery was accompanied by a greater 
division of labour, and therefore a greater co-operation 
was requisite to bring all the processes of production into 
harmony and under a central superintendence."l Hence 
the Srowth of machine-production is to a large extent 
synonymous with the growth of the modern Factory 
Syst£~1. 

§ 31 ::\lan does his work by moving matter. ,Hence 
Inachll1ery can only aid him by increasing the motive 
power at his disposal. 

(I) Machinery enables forces of man or nature to be 
more effectively applied by various mechanical contrivances 
composed of levers, pulleys, wedges, screws, etc. 

1< 2) l1achinery enables man to obtain the use of various 
motor forces outside his body-wind, ,vater, steam, elec
tricity, chemical action, etc. 2 

Thus by the provision of ne,v productive forces, and by 
tne more economical application of all productive forces, 
machint:ry improves the industrial arts. 

I Cooke Taylor, HistorJ' of the Factory S)'Sltm, p. 4:2. 
~ Cf. Bal,l'aJ.:e, 1'. 15· 
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I Machinery can increase the scope of man's productive 
ability in two ways. \ The difficulty of concentrating a large 
mass of human force upon a given point at the same 
time provides certain quantitative limits to the productive 
efficiency of the human body.J The steam-hammer can 
perform certain work which is quantitatively outside the limit 
of the physical power of any number of men working with 
simple tools and drawing their motor power from their own 
bodies. The other limit to the productive power of man 
arises from the imperfect continuity of human effort and 
the imperfect command of its direction. The difficulty of 
maintaining a small, even, accurate pressure, or a precise 
repetition of the same moYement, is rather a qualitative 
than a purely quantitati"e limit. The superior certainty and 
regularity of machinery enables certain work to be done 
which man alone could not do or could do less perfectly. 
The work of the printing machine could not be achie\'cd by 
man. Machinery has improved the texture and quality of 
certain woollen goods;l recent improyements in milling 
result in improved quality of Hour and so on. Macbinery 
can also do work which is too fine or delicate for human 
fingers, or which would require abnormal skill if executed 
by hand. Economy of time, which Babbage::? accounts a 
separate economy, is rightly included in the economies just 
named. The greater rapidity with which certain manufactur
ing processes-e.g., dyeing-can be achieved arises from the 
superior concentration and continuity of force possible 
under machinery. All advantages arising from rapid trans
port are assignable to the same c:luscs. 

The continuity and regularity of machine work are :tbo 
reflected in certain economics of measurement. The faculty 
of self-registering, which belongs potentially to all lll:lchi n(:1 Y, 
and which is more utilised cv(:ry day, performs sen.:r;t\ 
services which may be summl!d up by saying that they 
enable us to know exactly what is goint; on. When to sclt
registration is applied the faculty of tic1f-rcgubtion, within 
certain limits a new economy of force and knowledge is 
added. But machinery can also register and rcgulat(: the 
expenditure of human power. Babklgc wdl S:lYs :-" One 
of the most singular advantages we derive from machinery 

) Burnley, /I'oolalld II'ool-(ombl'/lI,:, p. 1[7. 
2 £(0110111)' of Jlla(hllleYy, \'. 6 
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is in the check which it affords against the inattention, the 
idleness, or the knavery of human agents." 1 This control of 
the machine over man has certain results which belong to 
another aspect of machine economy.2 

These are the sources of all the improvements of 
economies imputed to machine-production. All improve
ments in machinery, as applied to industrial arts, take 
therefore one of the following forms:-

(I) Re-arrangement or imprm'ement of machinery so as 
to utilise more fully the productive power of nature or man. 
Improvements enabling one man to tend more spindles, or 
enabling the same engine at the same boiler-pressure to 
turn more wheels, helong to this order of improvement. 

(2) Economics in the source of power. These will fall 
under four heads-

I. Substitution of chf:'aper for dearer kinds of human 
power. Displacement of men's labour by women's 
or children's. 

2. Substitution ()f mechanical power for human power. 
1\1ost great improvements in the II labour-saving" 
character of machinery properly corne under this 
head. 

3. Economies in fuel or in steam. The most momentous 
illustration is the adoption of the hot blast and the 
substitution of raw coal for coke in the iron trade. 3 

4. The substitution of a new mechanical motor for an 
old one derived from the same or from differellt 
stores of energy--e.g., steam for water power, natural 
gas for steam. 

(3) Extellded application of machinery. New industrial 
arts owing their origin to scientific inventions and their 
practice to machinery arise for utilising waste products. 
Under "waste products" we may include (a) natural materials, 
the services of which were not recognised or could not be 
utilised without machinery-e.g" nitrates and other II waste" 
products of the soil; (b) the refuse of manufacturing pro
cesses which flgured as "waste" until some unsuspected use 
"'as found for it. Conspicuous examples of this economy are 
found in many trades. During the interval between great 

l Ea>llolJl)' of Jt.l{/ti!lery, p. 39. 
? ['ide infra, p. 3.\"· 
d Scrivener, History of 11u: fron 7;ade, pp. 296, 297. 
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new inventions in machinery or in the application of power 
many of the principal improvements are of this order. Gas 
tar, formerly thrown into rivers so as to pollute them, or 
mixed with coal and burnt as fuel, is now" raw material for 
producing beautiful dyes, some of our most valued medi
cines, a saccharine substance three hundred times sweeter 
than sugar, and the best disinfectants for the destruction of 
germs of disease." "The whole of the great industries of 
dyeing and calico-printing have been revolutionised by the 
new colouring matters obtained from the old waste material 
gas tar,"1 These economies both in fuel and in the utilisa
tion of waste material are largely due to the increased s('ale 
of production which comes with the deydopml:l1t of 
machine industry. Many waste products can only be 
utilised where they exist in large quantities. 

§ 4. If we trace historically the growth of modern capitalist 
economies in the several industries we shall find that they 
fall generally into three periods-

1. The period of earlier mechanical inventions, markillg 
the displacement of domestic by factory industry. 

z. The evolution of the new motor in manufacture. The 
application of steam to the manufacturing processes. 

3. The evolution of steam locomotion, with its bearing 
on industry. 

As these periods are 110t materially exclusive, so also 
there are close economic relations subsisting between the 
development of machinery and motor, and between the 
improvements in manufacture and in the transport industry. 
But in order to understand the nature of the Irregularity 
which is discernible in the history of the developmcnt of 
machinery, it is essential to consider these factors both 
separately and in the historical and economic rclation they 
stand to each other. For this purpose we will examine two 
large staple industries, the textile and the iron industries 
of England, in order that we may trace in the chief steps 
of their progress the laws of the evolution of modern 
machinery. 

The textile industry offers special facilities to such a study. 
The strongest and most widespread of Engli!3h manufac
tures, it furnishes in the carly eighteenth century the 
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clearest examples of the several forms of industry. To the 
several branches of this industry the earliest among the 
great inventions were applied. This start in industrial 
development has been maintained, so that the most advanced 
forms of the modern factory are found in textile industry. 
Moreover, the close attention which has been given to, 
and the careful records which have been kept of certain 
branches of this work, in particular the Lancashire cotton 
industry, enable us to trace the operation of the new 
industrial forces here with greater precision than is the 
case with any other industry. As Schulze-Gaevernitz, 
in his masterly study, says of the cotton industry-
"The English cotton industry is not only the oldest, but 
is in many respects that modern industry which manifests 
most clearly the characteristics of modern industrial methods, 
both in their economic and their social relations." 1 

The iron industry has been selected on the ground of 
its close connection with the application of steam-driven 
machinery to the several industries. It is in a sense the 
most fundamental industry of modern times, inasmuch 
as it furnishes the material environment of the great 
modern economic forces. :Moreover, we have the ad\·.:lll· 

tage of tracing the growth of the iron manufacture ab O'iJO, 

for, as we have seen, before the industrial revolution it 
played a most insignificant part in English commerce. 

Lastly, a study of the relations between the growth of the 
iron and the textile industries will be of special service in 
assisting us to realise the character of the interaction of the 
several manufactures under the growing integration of 
modern industry.2 

8 5· In observing the order of inventions applied to 
textile industries, the first point of significance is that 
cotton, a small industry confined to a part of Lancashire, 
and up to 1763 dependent upon linen in order to furnish 
a complete cloth, should take the lead. 

The woollen trades, in the first half of the eighteenth 

I Der Grossbetrieb, p. 85. 
2 The important part which the cotton and iron industries play in 

the export tr:tde of England entitles them to special consider:1tion :1S 

l~IJre~Cn\:llives of worl(l·indu~tr}'. Out of £2S3,000,OOO value of 
English exports in J903, cotton compriscd £72,000,000; iron and 
,'cel, L35,ooo,ooo. \ 
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century, as we saw, engaged the attention of a vastly large! 
number of persons, and played a much more important 
part in our commerce, The silk trade had received new 
life from the flow of intelligent French workers, and the 
first modern factory with elaborate machinery was that S(,t 

up for silk throwing by Lombe. Yet by far the larger 
number of the important textile inventions of the eighteenth 
century were either applied in the first instance to th,· 
cotton manufacture and transferred, sometimes after a laps!: 
of many years, to the woollen, worsted, and other textile 
trades, or being invented for woollen trades, proved unsuc
cessful until applied to cotton.1 

Although the origin and application of im'entin~ genius 
is largely independent of known laws, and may pro\'ision
ally be relegated to the domain of II accident," there are 
certain reasons which favoured the cotton industry in the 
industrial race. Its concentration in South Lancashire and 
Staffordshire, as compared with the wide diffusion of the 
woollen industries, facilitated the rapid acceptance of m:w 
methods and discoveries. ~J arcover, the cotton industry 
being of later origin, and settling itself in unimportD.llt 
villages and towns, had esc:1ped the influence of official 
regulations and customs which prevailed in the woollell 
centres and proved serious obstacles to the introductioll 
of new industrial methods.:! Even in Lancashire itself 
official inspectors regulated the woollen trade at 1\1 an
chester, Rochdale, Blackburn, and BLH),.3 

The cotton industry had from the beginning been fref' 
from all these fetters. The shrewd, practical husincss 
character which marks Lancashire to-day is pro":!\)ly a 
cause as well as a result of the great indll~trial den:lopmellt 
of the last hundred years. 

Moreover, it was recognised, cv(;n before the llirth or 
the great inventions, that cotton goods, when brought into 
free competition with woollen goods, could CD.sily under
sell them and supplant them in popular rOllSllll1ptioll. 
This knowledge held out a prospect of untold fortune til 
inventors who should, by the application of machinery, 
break through the limit:!tions imposed upnn production 

I Cunningham, ch:lp. ii. p. 450. 
2 Schulle-Glevernill, D"y Cron!,d,.ld,. p 34-
~ Un:, TIlt CottOll .l!,ulIljactu/"c, p. 187 
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by the restricted number of efficient workers in some 
of the processes through which the cotton yarn must 
pass. 

But the stimulus which one invention afforded to another 
gave an accumulative power to the application of new 
methods. This is especially seen in the alternation of 
inventions in the two chief processes of spinning and 
weaving. 

Even before the invention of John Kay's Fly Shuttle, 
which doubled the quantity of work a weaver could do in a 
day, we found that spinners had great difficulties in supply
ing sufficient yarn to the weavers. This seems to have 
applied both to the Lancashire cotton and to the Yorkshire 
woollen manufactures. , After the fly-shuttle had come into 
common use this pressure of demand upon the spinners 
was obviously increased, and the most skilful organisation 
of middlcman·clothiers \vas unable to supply sufficient 
qunntities of yarn. This economic consideration directed 
more and more attention to experiments in spinning 
machinery, and so we find that, long before the invention 
of the jenny and the water·frame, ingenious men like John 
Kay of Bury, \V)'att, Paul, and others had tried many 
patents for improved spinning. The great itH'entions of 
Hargreaves, Ar-kwright, and Crompton enabled spinning 
to overtake and outstrlP weaving, and when, about 1790, 
steam began to be applied to considerable numbers of 
spinning mills, it was no longer spinning but weaving that 
was the limiting process in the manufacture of woollen and 
cotton cloths. 

This strain upon weaving, which had been tightening 
through the period of the great spinning improvements, 
acted as a special incentive to Cartwright, Horrocks, and 
others to perfect the power·!oom in its application, first to 
woollen, then to cotton industries. Not until well into 
the nineteenth century, when steam power had been fully 
applied by many minor improvements, were the arts of 
spinning and weaving brought fully into line .. The com
plete factory, wbere the several processes of carding, spin· 
ning, weaving (and even dyeing and finishing), are conducted 
under the same roof and worked in correspondence with 
one another, marks the full transition from the earlier form 
of domestic industry, where the family performed with 
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simple tools their several processes under the domestic 
roof.! 

§ 6. The history of these textile inventions does ,a good 
deal to dispel the "heroic" theory of invention~that of 
an idea flashing suddenly from the brain of a single genius 
and effecting a rapid revolution in a trade. No onc of the 
inventions which weTe greatest in their effect, the jenny, 
the water·frame, the mule, the power-100m, was in the main 
attnbutable to the effort or abiltty of a single man j each 
represented in its successful shape the addition of many 
successive increments of discovery i in most cas(!s the 
successful invention was the slightly superior survivor of 
many similar attempts. If The present spinning machinery 
which we now use is supposed to be a compound of about 
eight hundred inventions. The present cardmg machinery 
is a compound of about sixty patents."2 This is the 
history of most inventions. The pressure of industrial 
circumstances direct the intelligence of many minds towards 
the comprehension of some single central point of difficulty, 
the common kno,ylcdge of the age induces many to reach 
similar solutions: that solution which is slightly better 
adapted to the facts or "grasps the skirts of happy chanc('" 
comes out victorious, and the inventor, purn~yor, or, in 
some cases, the robber is crowned as a great inventive genius. 
It is the neglect of these considerations which gives a 
false interpretation to the annals of industrial invention by 
giving an irregular and catastrophic appearance to the work
ing of a force which is in its inner pressure much more 
regular than in its outward expression. The earlier incre
ments of a great industrial invention make no figure in 

i Modern economy now favours the speci::disation of a factory and 
• often of a business in a single group of proccs~es-e .. ~., spinning or 

weaving: or dyeing, hath in the cotton and v;oo!len indu~tries. This, 
however, is applicable chiefly to the main branches of textile work. 
In minor branches, such as cotton thread, the tende11cy is still toward;; 
an aggregation of all the dilYerent processes under a sing-Ie roof, both 
in England and in the United Slates. 

~ P. R. Hodge, civil engineer-e\-ic!cnce before lJou~~ of Lords 
Committee in 1857. 

In Germany :l spinning-whet.:! h:ui heen long in U$(" (:.or lbx-spinning-, 
which in effect was an anlicip:ltion of the throqit! (d. Karmarch, 
l'erlmolo",cri(, vol. ii. p. S.H, (pmtcd Schulze-(;ae\'c[t,ilz, p. 30), and 
rnachine-weavin!; i~ said I" 11.,\· .... been rli~co\'er('d in Ihnzig- 3~ <!:uly 
as 1579. 
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the annals of history because they do not pay, and the 
final increment which reaches the paying·point gets all 
the credit, though the inherent importa!1ce and the 
inventive genius of the earlier attempts may have been 
as great or greater. 

There is nothing fortuitous or mysterious in inventive 
energy. Necessity is its mother, which simply means that 
it moves along the line of least resistance. Men like Kay, 
Hargreaves, Arkwright, Cartwright, set their intelligence 
and industry to meet the several difficulties as they arose. 
Nearly all the great textile inventors were practical men, 
most of them operatives immersed in the details of their 
craft, brought face to face continually with some definite 
difficulty to be overcome, some particular economy desirable 
to make. Brooding upon these concrete facts, trying first 
one thing then another, learning from the attempts and 
failures made by other practical men, and improving upon 
these attempts, they have at length hit UPOJl some con
trivance that will get over the definite difficulty and secure 
the particular economy. If we take any definite invention 
and closely investigate it, we shall find in nearly every case 
it has thus grmvn by small increments towards feasibility. 
Scientific men, strictly so called, have had very little to 
do with these great discoveries. Among the great textile 
inventors, Cartwright alone was a man leading a life of 
thought.! \Vhen the spinning machinery was crippled in 
its efficiency by the crude methods of carding, Lees and 
Arkwright set themselves to apply improvements suggested 
by common sense and experience; when Cartwright'S power
loom had been successfully applied to wool, Horrocks and 
his friends thought out precisely those improvements \vhich 
would render it remunerative in the cotton trade. 

Thus in a given trade where there are several important 
processes, an improyement in one process which places it 
in front of the others stimulates invention in the latter, and 
each in its turn draws sHch inventive intelligence as is 
required to bring it into line with the most highly-developed 
process. Since the later inventions, with new knowledge 
and new power hehind them, often overshoot the earlier 
ones, we have :1 ccrt:1in law of dscillation in the several 

I Cf. Brentano, l '/>u the Una, he'l dtr luulige1l Jocia/a: ,Vol; 
iJn- G1ossbttritb, p. 30. 
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processes which maintains progress by means of the stimulus 
constantly applied by the most advanced process which 
"makes the pace." There is nothing mysterious in this. 
H one process remains behind in development each incre
ment of inventive effort successfully applied there brings a 
higher remuneration than if applied to any of the more 
forward processes. So the movement is amenable to the 
ordinary law of II Supply and Demand" enforced Ly the 
usual economic motives. As the invention of the fly-shuttle 
gave weaving the advantage, more and more attention was 
concentrated upon the spinning processes and the jenny 
was evolved; the deficiency of the jenny in spinning warp 
evolved the water-frame, which for the rlrst time liberated 
the cotton industry from' dependence upon linen warp: 
the demand for finer and more uniform yarns stimulated 
the invention of the mule. These notable improvements 
in spinning machinery, with their minor appendages, placo;:d 
spinning ahead of weaving, and stimulated the series ()f 

inventions embodied in the power-loom. The power-loom 
was found to be of comparativcily little service until tbe 
earlier processes of dressing and sizing had been placed Oil 

a level of machine de\'elopment by the efforts of Horrocks 
and others. Not until after r841 was an equilibrium reached 
in the development of the leading processes. So likewise 
each notable advance in the machinery for the Illain pI(l

cesses has had the effect of bringing an increase of iOYt'lltin' 

energy to bear upon the minor and the subsidiary pro('{'-;"(:s 
-bleaching, dyeing, printing, etc. Even now the {·;uly 
process of "ginning" has not been Lrought fully into line itl 

spite of the prodigious efforts, made especially ill the United 
States, to overcome the difficulties inyolyed ill this prqura
tory stage of the cotton industry. 

The following schedule will S~T\'e to show the rebtiun of 
the growth of the cotton industry as measured by consump
tion ofraw cotton to the leading improycmcnts of machinery. 

Cut ton Jmportell. 
Ib~, 

1730 I,S-t5,·t7:! 1730 

1738 
17,P 1,645,031 1748 

\Vyatt's roller-spinlltllg' (P:ltcilted 
1738). 

Kay's fly-~hlltlle. 
Paul's carding-mar:hine (usele'i'i until 

improved by Lees, Arkwright, 
\Vood. 1772 74), 

(, 
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Cotton lm}lortt'li. In\'entionll, ltc, 
ltlH, 

17('4 3,87°,39:! 

'77'} to 4,764.5 89 
'775 

1781 5,198,775 
1785 18,400,384 

1792 34,90 7,497 
181 3 5',000,000 
1830 261,200,000 

IS]::! 287,800,000 
1841 489,900,000 

17G., 

'7G4 

'768 

177' 

'775 

1779 

17 85 

179:?-
181 3 
1830 

1332 
1341 

IJ:lrgTeave's spinning-jenny (patented 
1770), for weft only. 

Calico-printing introduced into Lanca
shire. 

Arkwright perfects \Vyates spinning
frame (patented 1769), liberating 
cotton from dependence on linen 
warp: 

Arkwright's mill built at Crornford. 

Arkwright takes patents for carding, 
dra\ving, roving, spinning. 

Crompton's mule completed (combin
ing jenny and water-frame, pro
ducing finer and more even 
yam). 

Cartwright's power-loom. 
Watt and Boulton's first engine for 

cotton~mills. 
Whitney's saw~gin. 
Horrocks' dressing-machine. 
Tile H Throstle II (almost exclusively 

llsed in England for spinning 
warp). 

Roberts' self~acting mule perfected. 
Bullough's improved power~loom. 
Ring spinning (largely used in U.S.A., 

recently introduced into Lanca
shire). 

From this schedule it is e\'ident that the history of this 
trade may be divided with tolerable accuracy into four 
periods. 

(I) The preparatory period of experimental inventions of 
'Vyatt, Paul, etc.) to the year 1770. 

(2) InO to 1792 (dNa), tlw age of the great mechanical 
inventions. 

(3) 1792 to 1830, the application of steam power 
to manufacture and improvements of the great inven~ 
lions. 

(.t) 1830 011\\"a1"l1, th,." (·(feet of steam locomotion upon 
tIle industry (1830, the openillg of tht: Liverpool and 
l\1aochester railway). 
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If we measure the operation of these several industrial 
(orces within these several periods, as they are reflected 
on the growing size of the cotton industry, we shall 
realise the accumulative character of the great indus
trial movement, and form some approximately accurate 
conception of the relative importance of the develop· 
ment of mechanical inventions and of the new motor· 
power. 

§ 7. The history of the cotton industry is in its main out
lint!s also the history of other textile industries. \Ve do not 
possess the same means of measuring statistically the 
growth of the woollen industries in the period of re\'olution ; 
but since, on the one hand, many of the spinning and weav
ing inventions were speedily adapted into the woollen from 
the cotton industry, while the application of steam to 
manufacture and the effects of steam locomotion were 
shared by the older manufacture, the growth of the trade 
in the main conforms to the same divisions of time. The 
figures of imported wool are not so valuable a register as in 
the case of cotton, because no account is taken of home
produce, but the following statistics of foreign and colonial 
wool imported into England serve to throw light lipan the 
growth of our woollen manufactures. 

STATISTICS OF WOOl. IMPORT!;I) INI0 F.NGLAND. 

Ih~. 
Ibs. 

1830 32,30 :;,000 
1766 1,1)26,000 ,340 49,436,000 
1771 T ,829,000 1850 7-+,326,000 
1780 323,000 ISOO 15 1,213,000 
1790 "2,582,000 1870 263,"250,000 
1800 8,609,000 1880 463,309,000 
1810 10,914,000 '0()0 635,3-t0,110 1820 9,775,000 1<)02 ()-I;,,20.~,.1j(' 

In the silk industry the mftucncc of Ill:lchincry is compli
cated by several considerations espccially afTecting this 
manufacture. Although the ingenuity and cnterprise of 
the Lombes had introduced complex machinery into silk 
throwing many years before it 'was successfully applied to 
any other Lranch of textile industry, the tr.1d~ dill not grow 
as might have Leen expected, and the successive increillcilts 
of great mechanical invention were slowly and slightly 
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applied to the silk industry. There are special reasons for 
this, some of them connected with the intrinsic value of 
the commodity, others with the social regulation of the 
trade. 

The inherent delicacy of many of the processes, the 
capricious character of the market for the commodities, the 
expensive production of which renders them a luxury and 
especially amenable to the shifts of taste and fashion, have 
preserved for artistic handicraft the production of many of 
the finer silk fabrics, or have permitted the application of 
machinery in a far less degree than in the cotton and 
woollen industries. 

Moreover, the heavy duties imposed upon raw and 
thrown silk, which accompanied the strict prohibition of 
the importation of manufactured silk goods in 1765, by 
aggra vating the expenses of production and limiting the 
market at the "cry epoch of the great mechanical inven
tions, prevented any notable expansion of consumption of 
silk goods, and rendered them quite unable to resist the 
competition of the younger and more enterprising cotton 
industry, which, after the introduction of colour-printing 
early in the nineteenth century, was enabled to out-compete 
silk in many markets. 

Even in the coarser silk fabrics where weaving machinery 
was successfully applied at an early date, the slow progress 
in "throwillg" greatly retarded the expansion of the trade, 
and after the repeal of the duty on imported silk in 1826 
the number of throwing mills was still quite inadequate to 
keep pace \'lith the demands of the \'leavers.l Subsequent 
improvements in throwing mills, and the application of the 
ingenious weaving machinery of Jacquard and later im
provers, have given a great expansion to many branches of 
the trade in the last fifty years. 

But the follm'ling statistics of the consumption of raw 
and thrown silk from q65 to ,344 indicate how slight and 
irregular was the expansion of the trade in England during 
the era of the great inventions and the application of 
the steam-motor, and how disastrously the duties upon 
raw and thrmm silks weighed upon this branch or 
manufacture. 

1 I'Ul1fr, PI"I.l.I{IOf (Ifill( ' .... <lII(lIJ, p. 2f9, 
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AVERAGE hfPORTATlON. 1 

Ibs. Ibs. 

1765l 1823 2,468,12 T 
1766 J 7 I 5,000 18 24 4,011,0482 

1767 18::5 3,60 4,°5 8 

1785 } 1826 2,253,5 13 
1786 881,000 1827 4,21 3,153 
1787 1828 4,547,812 
1801 } 1829 2,89 2,201 

to J, I 10,000 1830 4,693,5 1 7 
1812 183 1 4,3 12,330 

ISq 2,119,974 1832 4,373,247 
181 5 1,475,389 1833 4,761 ,543 
1816 1,088,334 1834 4,5 22,45 1 

1817 1,686,659 1835 5,788,458 
1818 1,922,987 1836 6,058,42 3 
1819 1,848,553 1837 4,598,859 
18zo 2,027,635 1838 4,790,256 
1821 2,329,808 1839 4,665,9H 
I8zz 2,44 1,563 1840 4,819,262 

In the linen industry the artificial encouragement given to 
the Irish trade, which, bounty-fed and endowed with a mOIl

opoly of the British markets, was naturally slow to adopt 
new methods of production, and the uncertain condition 
of the English trade, owing to the strong rivalry of cattail, 
prevented the early adoption of the new machine methods. 
Although Adam Smith regarded linen as a promising ill
dustry, it was still in a primitive condition. Not until the 
very end of the eighteenth century were flax spinning mills 
established in England and Scotland, and not until after 
1830 was power-loom weaving introduced, while the intro
duction of spinning machinery into Ireland upon a scale 
adequate to supply the looms of that country took place a 
good deal later. 

'Ve see that the early experimental period in the cattail 
industry produced no very palpable effect upon the YOlUlll'~ 
of the trade. Between 1700 and 1750 the manufacture was 

1 Selected (rom Porter, p. 21S. 
'In 1824 Mr. I1uskissnn introJuced the princi!ole of frcc tradc, 

securing a retluction of the dllties on raw and thrown silks, and in IS;!5, 
1826, considerable further reductions were made. (Cf. Ure, l'hi/os(l/,hy 
of 1Ilamifadure, p. 454, etc.) But pr,J!('Clinn of Engli~h ~ilk m,mu· 
factured goods was maintaineu until the bench Treaty of 1560. 
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stagnant. 1 The woollen manufacture, owing largely to 
the stimulus of the fly-shuttle, showed considerable expan
sion. The great increase of cotton production in 1770-90 
measures the force of the mechanical inventions without the 
aid of the new lllotOr. The full effects of the introduction 
of steam power were retard~d by the strain of the French 
war. Though 1800 marks the beginning of a large con
tinuous expansion in Goth cotton and woollen manufactures, 
it was not until about 1817, when the new motor had estab
lished itself generally in the large centres of industry and 
the energy of the nation was called back to the arts of 
peace, that the new forces began to fully manifest their 
power. The period 18,-1-0 onwards marks the effect of the 
revolution in commerce due to the application of the new 
motor to transport purposes, the consequent cheapening of 
raw material, especially of cotton, the opening up Qf new 
markets for the purchase of raw material and for the sale of 
manufactured goods. The effect of this diminished cost of 
production and increased demand for manufactured goods 
upon the textile trades is measured hy the rapid pace of the 
expansion which followed the opening of the early English 
railv.-ays and the first establishment of steam-ship traffic. 

§ 8. The development of the textile trades, and that of 
cotton in particular, arose from the invention of new 
machinery. Thts machinery waS quickened and rendered 
etTective by the new motor. The iron trade in its develop
ment presents the reverse order. The discovery of a new 
motor was the force which first gave it importance. The 
mechanical inventions applied to producing iron were 
stimulated by the requirements of the new motor. 

In 1740 the difticultyof obtaining adequate supplies of 
timber, and the failure of attempts to utilise pit-coal, had 
hrought the iron trade to a yery low condition, Accordin;::: 
to Scrivener, at this time" the iron trade seemed dwindling 
illto insignificance and contempt. ":! 

The earlier steps in its rise from this degradation are 
11lcasured by the increased application of pit-coal and the 
diminished use of charcoal. 

The progress may be marked as follows :-

1 Cf. Ure, History a/the Cofton AlalluJacture, voL i. p. 223. 
~ Scri~'ener, History a/the Iron Trade, p. 56. 
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(I) The application of \Vatt's earlier improvements upon 
Newcomen's engines, patented 1769, was followed by a rise 
in the average output for furnaces worked with charcoal. 
The average output of Z9.f tons in 1750 was increased to 
545 tons in 1788. 

(2) The substitution of coke for charcoal proceeding 
pari passu ""ith improved methods of smelting yielded an 
average output for coke-fed furnaces of 903 tons in 1788. 
To this epoch belong also Cort's inventions for puddling 
and rolling (patented 1783-84), which revolutionised the 
production of bar-iron. 

(3) The introduction of \Vatt's dQuble-power engine 
in 1788-9°. In 1796 the production of pig-iron was double 
that of q88, and the ayeragc output per furnace raised to 
r048 tons. 

(4) The substitution of hot for cold blas.t in 182,). 
('ffeeting an economy of coal to the extent of 2 tons I:=; 

cwt. per ton of cast-iron. 
(5) The adoption of raw coal instead of coke in [833. 

effecting a further reduction of expenditure of coal from 
5 tons 3;Yz cwt. to 2 tons 55.:( cwt. in producing a tall of 
cast-iron. 

These were the leading events in the establishment of 
the iron industry of this country. The following table 
indicates the growth of the production of English iron from 
1740 to r840:-

Year. No. of l<'llruacl'~. Average Output. Total Produce. 
Ton~. Ton~. 

1740 59 29-1- 17,350 

1)88 77 g09 coke } 61,]00 545 charcoal 
1796 121 1048 l"2j,079 
1806 133 '546 25 8,206 
182 5 364 2"228 703,18-1-

(261 in bbst) 
1828 .365 

(277 III blast) 
2530 

1839 378 3592 1,3·17,790 

Here we see tllJ.t economy of power rather th3.n i 1ll1lrOved 
111achinery is the efficient cause of the llevdopmcnt of 
industry, or more properly, th3.t economy of power pn;
cedes and stimulates the several steps in improvement of 
machinery. 
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The substitution of coke for charcoal and the application 
of steam power not merely increased enormously the 
volume of the trade, but materially affected its localisation. 
Sussex and Gloucester, two of the chief iron-producing 
counties when timber ,vas the source of power, had shrunk 
into insignificance by 1796, when facilities of obtaining coal 
were a chief determinant. By 1796, it is notevwrthy that 
the four districts of Stafford, Yorkshire, South \Vales, and 
Salop were to the front. 

The discovery of the hot blast and substitution of raw 
coal for coke occurring contemporaneously with the opening 
of railway enterprise mark the new interdependence of 
industries in the age of machinery. 

Iron has become a foundation upon which every machine
industry alike is built. The metal manufactures, so small 
in the eighteenth century, attained an unprecedented growth 
and a paramount importance in the nineteenth. 

The application of machinery to the metal industries has 
led to an output of inventive genius not less remarkable in 
this celltury than the textile inventions of the eighteenth 
cC'ntury. 

"In textile manufacture it was improved machinery that 
tirst c:ll1ed for a new motor; in metal manufacture it was 
the new motor which rendered necessary improved 
machinery .... For all modern purposes the old handi
craft implements were clearly obsolete. The immediate 
result of this requirement was the bringing to the front a 
number of remarkable men, Brindley, Smeaton, 1laudsley, 
CknlCllts, Bramah, Nas1:nyth, etc., to supply mechanism of 
a proportionate capacity and nicety for the new motive
power to act upon and with, and the ultimate result was 
thl' adoption of the modern factory system in the larger 
tool·making and engineering workshops, as well as in metal 
manufactories propcr. Thus there gradually grew up," 
say~ ]c\'ons, "a system of machine·tool labour, the substi
tution of iron hands for human hands, without whieh the 
f:xccution of engines und machines ill their present perfee
ti('l\ would be impossible."l 

J 11 the later era of machine development an accumulative 

1 Cnuke Taylor, Jfv.io·1l Factory .System, p. IU4; cf. al50 Karl r-.larx, 
C.l/i.'a:, p. 3S1. 
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importance is attached to the improvements in the machine
making industries. The great inventions associated with 
the names of Maudsley and Nasmyth, the cheapening of 
steel by the Bessemer process, and the various steps by 
which machines are substituted for hands in the making 
of machinery, have indirect but rapid and important effects 
upon each and every machine-industry engaged in produc
ing commodities directly adapted to human use. The 
economy of effort for industrial purposes requires that a 
larger and larger proportion of inventive genius and enter
prise shall be directed to an interminable displacement of 
handicraft by machinery in the construction of machinery, 
and a smaller proportion to the relatively unimportant work 
of perfecting manufacturing machinery in the detailed pro
cesses of each manufacture engaged in the direct satisfaction 
of some human want. 

A general survey of the growth of new industrial methods 
in the textile and iron industries marks out three periods of 
abnormal activity in the evolution of modern industry. The 
first is 1780 to 1795, when the fruits of early inventions are 
ripened by the effective appliration of stcam to the ffiachine
industries. The second is 1830 to 1845, when industry, 
reviving after the European strife, utilised more widely tbe 
new inventions, and expanded under the new stimulus of 
steam locomotion: The third is 1356 to IS()(i (circa), when 
the construction of machinery hy lI1achinery became the 
settled rule of industry. 

§ 9. Bearing il1 mind how the ·invention of new SIH . .:cilic 
forms of machinery in the several processes of 111:1!lUfacturc 
proceeds simultaneously with the application of the new 
motor-power, we find ourselvcs quite unable to mC:1Surc the 
aillount of industrial progress due to each rcspectin.dy. But 
seeing that the whole of modern industry has thus been 
set upon a new foundation of coal and iron, it is oln·ious 
that the bonds connecting sHch industries as tbe tcxtile and 
the iron must be continually growing closer and stronger. 
In earlier times the interdependency of trades was sligi1t and 
indirf!ctJ and the progress in any given trade was allllost 
whoUy derl\·ed from improvements in specific skill or ill 
the application of speciflc meci1anical illYcntion. TIlt' 
earlip.r eighteenth century did indeed display an ahnormal 
activity in these specific forms of invention. For examples 
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of these it is only necessary to allude to Lombe's silk 
mill at Derby, the pin factory made famous by Adam 
Smith, Boulton's hardware factory at Soho, and the 
renowned discoveries of Wedgwood. But all increased 
productivity due to these specific improvements was but 
slight compared with that , .... hich followed th(i'! discovery of 
steam as a motor and the mechanical inventions rendering 
it generally applicable, which marked the period 1790 to 
184-0. By this means the several specific industries WeTI!'! 
dra\VD into closer unity, and found a common basis or 
foundation in the arts of mining, iron-working, and engin
eering which they lacked before. 

From these considerations it ,yill follow that the order in 
which the several industrics has fallen under the sway of 
modern industrial methods will largely depend upon the 
facility they afford to the application of stearn·driven 
machinery. The following are some of the principal charac
teristics of an industry which determine the order, extent, 
and pace of its progress 3.S a machine industry:~ 

(a) Si:;e lIlld amplexit)' of Strllcture.-The· importance of 
the several leading textile manufactures, the fact that some 
\.If them werc highly centr:llised and already falling under 
a factory system, tbe control of wealthy and intelligent 
employcrs, were among the chief causes which enabled the 
new m:lchinery and the new motor to be more quickly and 
successfully applied than in smaller, more scattered, and 
less developed industries. 

(b) Fixity in tJuanfdy and dlilrader of demand.-Perfec
tion of routine-work is the special faculty of machine-
1,roduction. "There there is a steady demand for the same 
class of goods, machinery can be profitably applied. \Vhere 
fashion fluctuates, or the individual taste of the consumer is 
a potent factor, machinery cannot so readily undertake the 
work. In the textile industries there are many departments 
which machinery has not successfully invaded. Much lace
making, embroidery, certain finer weaving is still done 
by human power, with or without the aid of complex 
machinery. In the more skilled branches of tailoring, 
shoe-making, and other clothing trades, the individual 
charar:ter of the demand~l:e., the element of irregularity~ 
has limited the use of machinery. A similar cause retains 
human motor-power in certain cases to co-operate with 
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and control complex machinery, as in the use of the ::;ewmg
niachine. 

Uniformity of demand is a first essential of that 
"standardisation" which enables a process to be performed 
by machinery. In many industries where mechanical 
methods have made great advance, complete standardisa
tion remains impracticable. "There is some doubt as to 
the possibility of standardising ships, at least to such an 
extent as we have already attained in building bridges, 
railway engines, and stationary engines. A modern 
steamship is a much more complex agency than a bridge 
or a locomotive engine, and while standardising may apply 
much more largely than is at present the case in the pro
duction of certain features, it is certain that a present 
practice of standardising does not generally prevail in the 
manufacture of hull and ship-machinery, except as ships 
are built to a standard for record and to come under low 
rates of insurance.! 

(c) Uniformity of materia! and of tile proasses of trodl({
tion.-Inherent irregularity in the material of labour is 
adverse to machinery. For this reason the agricultural 
processes have been slow to pass under steam-power, 
especially those directly concerned with work on the soil, 
and even where steam-driven machines arc applied their 
economy, as compared with hand labour, is less marked 
than in manufacturing procl'~ses. To the getting of coal 
and other minerals steam and other extra-bum:.111 power has 
been more slowly and less effectively applied than in dealing 
with the matter when it is detached from the earth. The 
displacement of a less uniform material, wood, by the more 
uniform steel for building-structures, railroad cars, barges, 
ships, furniture, etc., marks a great advance for machine
production. 

(d) Durabt'lity oj valuable properties,-The production 
of quickly perishable articles being of necessity loc;].1 and 
immediate demands a large amount of human service 
which cannot economically be replaced or largely aided by 
machinery. The work of the butcher and the baker have 
been slow to pass under machinery. Where butchering has 
become a machine-induslry to some extent, the direct cause 

1 Cbapman, Foretln Cornial/ion, p, 106. 
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has been the discorery of preservative processes which 
have diminished the perishability of meat. So with other 
food industries, the facility of modern means of transport 
has alone enabled them gradually to pass under the con
trol of machinery. Until quite recently cakes and the 
finer forms of bakery were a purely local and handicraft 
product. 

(e) Ease or simplicily 0/ labour involved.-Where abund
ance of cheap labour adequate to the work can be obtainedJ 

and particularly in trades where women and children are 
largely engaged, the development of machinery has been 
generally slower. This condition often unites with (b) or 
(c) to rctain an industry in the "domestic 11 class. A large 
mass of essentially "irregular" work requiring a certain 
delicacy of manipulation, which by reason of its narrowness 
of scope is yet easily attained, and which makes but slight 
demands upon muscular force or intelligence, has remained 
outside machine-production. Important industries contain
ingseveral processes of this nature have been slo\ver to fall 
into the complete form of the factory system. The slow 
progress of the power-loom in cotton and wool until after 
1830 is explained by these considerations. The stocking
frame held out against machinery still longer, and hand 
work still plays an important part in several processes of 
silk manufacture. Even now, in the very centre of the 
factory system, Bolton, the old hand-weaving is represented 
by a few belated survivors.l 

(I) Skilled IVurkmanslup.-High skill in manipUlation 
or treatment of material, the element of art infused into 
handicraft, gives the latter an advantage over the most 
skilful machinery, or over such macilillery as can economic
ally be brought into competition with it. In some of 
t he metal trades, in pottery and glass-making there are 
Illany processes which have not been able to dispense 
with human skill. III tbese manufactures, moreover, 
llIorc progress is attributable to specific inventions than 
to the adoption of the comlllon machinery and motor
power which are not largely available in the most important 
processes. 

§ 10. The new industrial forces first applied to the cotton 

1 Schu!ze.(;acvelllitz, p.. [40. 
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splOnJng of South Lancashire, and rapidl¥ forcing their 
way mto other branches of the textile manufactures, then 
more gradually transforming the industrial methods of 
the machinery, hardware, and other staple English mal1U~ 
factures, passed into the Western Continent of Europe 
and America,l destroying the old domestic industry and 
establishing in every civilised country the reign of steam· 
driven macbinery. The factors determining the order and 
pace of the new movement in the several countries are 
numerous and complex. In considering the order of 
machine-development, it Olllst be remembered that the 
different nations did not start from an equal footing at 
the opening of the age of great inventions. By the begin
ning of the eighteenth century England had established 
a certain supremacy in commerce. The growth of her 
colonial possessions since the Revolution and the drastic 
and successful character of her maritime policy had enabled 
her to outstrip Holland. Although, as we have seen, the 
actual amount of foreign trade done in the eighteenth 
century by the most advanced commercial nations bore a 
very small proportion to their domestic trade, the expansion 
of England's export trade in textiles was so rapid as to play 
an important part in stimulating not only the new machine 
processes in these trades, but indirectly the development 
of iron and shipbuilding. In, F9 by (aT the greater part 
of the Swedish iron c:\ported from (;ntlH:nl,urg wellt to 
England for shipbuilding purposes.:.! ;\t the c1o_;e of the 
seventeenth century Cregar), King placed England, 1101-
land, J.nd France at the head 01 l It: industrial nations with 
regard to the productivity of their labotlr.:J It:1ly :1lld 

1 "It was not until :lbout 1840 t11:11 thc f:lctnry mcthod of 11lantl
faclurc extended itself widely to ntiscdl:1neUils illdus(IJC~, and Ileg:!ll 
rapidly to force from the markets the hand·made products II ilh 
which cvery community had hitlltrlo chidly ~\lpl"'lied il~l'lf. II 
seems probable Ih:!! unlil ahout Ihe ycar [SS0, tile hulk of gcneral 
manufacturing done in tIle United SI:1[es \l'a~ carried on III the 
shop and the househol(l, by [he bUI)ur of till' faillily or individual 
proprietors, with apprentice a~sist.1nce." (Ta"'):,11 C,·mll.t, vol. \'ii. 
p. 51·) 

~ Yeats, Tilt Grow/II mul Vt'riHillldcs of COfllIl/O'd, 1" :,-S4. 
3 The average income for Engbnd in I(J~~ he- puts al 1..7 IS~.: 

for Holland, i:S IS. 4J.; France, £6-1" 47. Such an eS[illlalL. 
bowcver, ha.~ little value. 
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Germany were little uehind in the exercise of manufacturing 
arts, though the naval superiority and foreign possessions 
(·Jf the alwve-namecl nations ga\'e them the commercial 
superiority. By 1760 England had strengthened her posi. 
tion as regards foreign commerce, and her woollen industry 
was the largest and most highly-developed industry in the 
world. But so far as the arts of manufacture themselves 
were concerned there was no such superiority in England 
as to justify the expectation of the position she held at the 
opening of the nineteenth century. In many branches of 
the textile arts, especially in silk spinning and in dyeing, in 
pottery, printing, and other manufactures, mOTe inventive 
genius and more skill were shown on the Continent, and 
there seemed J priori no rcason why England should out
strip so signally her competitors. 

The chief factors in determining the order of the develop
ment of modern industrial methods in the se\'eral countries 
lllay be classified as natural, political, economic. 

((I) N,\'rUI~" L. ( J) Tit" s/rnc/ur,' and position of tIle several 
(ountri,·s.-The insular character of Great Britain, her 
natural facilities for procuring raw materials of manufacture 
and supplies of foreign food to enable her population to 
specialise in manufacture, the number and variety of easily 
accessible markets for her manufactures, gave her an immense 
advantage. Add to this a temperate climate, excellent in
ternal communication by river (or canal), and an absence 
of mountain barriers between the several districts. These 
advantages were of greater relative importance before steam 
transport, but they played a large part in facilitating the 
establishment of effective steam transport in England. 
Extent of sea-board and good harbourage have in no small 
measure directed the course of modern industry, giving to 
England, Holland; France, Italy an advantage which the 
levelling tendency of modern machinery has not yet been 
able to counteract. The slow progress of Germany until 
recent years, and the still slow progress of Russia, is 
attributable more to these physical barriers of free communi
cation, internal and external, than to any other single cause 
th:lt can he adduced. Inherent resources of the soil, 
quality of b11(l for agricultnrc, the proximity of large sup
pli('s or (:0;11 and in))} and other requisites of the production 
uf machillt'Ty and power rank as important determinants 
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9f progress. The machine development of Fr:mce ill 
particular has been retarded by the slow discon~r}' of her 
natural areas of manufacture, the districts \ri1ere coal and 
iron lie near to one another in easily accessible supply. 
The same remark applies to Germany and to the United 
States. At the close of last century, when the iron trade of 
England was rapidly advancing, the iron trade of France 
wa," quite insignificant, and during the earlier years of the 
nineteenth century the progress was extremely slight.l 

(2) Race and Ptatlema! Cltaracler.-Closely related to 
climate and soil, these qualities of race are a powerful 
directing influence in industry. Muscular strength and 
endurance, yielding in a temperate climate an even con
tinuity of vigorous effort; keen zest of material comfort 
stimulating invention and enterprise; acquisitiveness, and 
the IO\'e of external display; the moral capacities of industry, 
truth, orderly co-operation; all these are leading factors de
termining the ability and inclination of the several natioll~ 
to adopt new industrial methods. 110ral qualities in 
English workmanship have indisputably played a brge 
part in securing her supremacy. "A British trade· mark 
was accepted as a guarantee of excellence, while the pro
ducts of other countries werc viewed with a suspicion 
justified by experience of their comparative inferiority.":.l 
The more highly civilised nations howe thus gained by this 
civilisation, and have widened the distance which separates 
them from the less civilised. England, France, German)" 
Holland, and the United States are in wealth and in 
industrial methods far more widely removed from Spain and 
Russia than W<lS the case a hundred years ago. 

(b) POLITIC.-\L.-Statecraft has played an important part 
in determining the order and pace of industrial pro9:rcss. 
The possession of numerous colonies and other politic.1.i 
attachments in different parts of the world. c011lprisin~ a lalge 
variety of material resources, gave to England, and in :J. Ie:':> 
measure to France, HolbnJ, Spain, a ;,!:rt':1t .1dvantagt.:. 
The tyrannical lise thcs~ l1:J.tions made of their colunies rnr 

I In 1:S10 lhc tUlall,roducew,h 140,000 ((llh. 
,,181S ,. 114.000 " 
" IS2.~ " " "nq,ooo" 
(Scrivcner, iJiJ/tJl).({r/u II'MI lu,/<" ~,. lSI') 

I Yellls, Growth (/1/.(/ V/ciui(ud(j oj C{}lIImn-,(, I" 2S.'i' 
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the purpose of building up horne manufactures enabled 
them to specialise more widely and safely in those indus
tries to which the new methods of production were first 
applied. Even after the North American colonies broke 
loose, the policy of repression England had applied to 
their budding manufactures enabled her to retain to a 
large extent the markets thus created for her manufactured 
goods. 

The large annexations England made during the eigh
teenth and early nineteenth centuries gave her a monopoly of 
many of the finest markets for the purchase of raw materials 
and for the sale of manufactured goods. The large demand 
thus established for her textile and metal wares served not 
only to stimulate fresh inventions, but enabled her to 
utilise many improvements which could only be profitably 
:1pplied in the case of large industries with secure and 
expanding markets. 

But the most important factor determining the priority of 
Engl:1nd was the political condition of continental Europe 
at the very period when the new machinery and motor
power were beginning to establish confidence in the new 
industrial order. When Crompton's mule, Cartwright's 
power-loom, Watt's engines were transforming the industry 
of England, her continental rivals had all their energies 
absorbed in wars and political revolutions. The United 
States and Swctkn were the only commercial nations of any 
significance wilo, being neutral, obtained a large direct 
gain [rom the European strifc. Yet England, in spite of 
the immense drain of blood and money she sustained, under 
the momentum of the new motor-power far outstripped the 
riv:J.lry of such states. Though she had to pay a heavy 
price for her immunity from invasion, she thereby secured 
an immense start in the race of modern machine-produc
tion. Until 1820 Shl~ had the game in her own hands. In 
European tradt.: she had a practical monopoly of the rapidly 
advancing cotton industry. Jt was this monopoly which, 
ruthlessly applied to m:J.intain prices at a highly remunera· 
tive rate, and to keep down wages to starvation point, built 
lIjl, in an ~\ge of supreme and almost universal misery for 
the masses, the rapid and colossal fortunes of the cotton kings. 
Not until peace was established did the textile and other 
factories begin to take shape llpon the Continent, and many 
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years elapsed before they \rere able to compete ::-ffecth'ely 
with England. SwitzerbIld was the tirst continental country 
to acti\'elyadopt the new methods. The large supply of 
water-power stood her in good stead, 31ld the people took 
more willingly to the factory system thJn in other countrics. 1 

France \vas slower in her development, in spite of the strong 
protective system by which she btro\'e, though not very 
successfully, to exclude English cotton goods. The fall of 
English prices and profits in the cotton trade betw~en 1820 

and 1830 marks clearly the brcakdown of the Ell;,o;lish 
monopoly before the cheap labour of Alsace and th~ cheap 
raw material of the United States, now organised in the 
factory system with the new machinery.'2 In this, the mo~t 
advanced trade, the world-competition which now is opcrati\'e 
in a thousand different industrics, mC:1.'mring :lnd le\'t:lling 
economic advantages, first clearly shO\\'s jtse~lf, and in rS3G 
Ure finds the continental nations and America cOIllJlding 
successfully with Englanci in m:lrkets which had hitherto 
been entirely her own. 

(c) ECONO~lIC Co::-wrrToNs.-The transformation of Ellg
lish :lgriculture, the growth of large fJrms, drove great 
numbers of English peasants into the towns, and furnish..:d 
a large supply of cheap labour for the new machinery. 

This movement was acceleratc(l \)), th~ \'ices of our lalhl 
tenure. In France .1n(1 G~rm.1ny, where the a~riCl:ltunl 
workers had a stronger interest .1nd property in their bnd, 
they were less eaSily detached for hctory purposes. l:ut 
in England, where the labourer had Ill) property in the 1:111<1, 

reformed methods of agricultnre .1nd the o(.leration or the 
Poor Law combined to incite the large prnlJlidor:; .11lt! 

farmers to rid themseh'cs of all superfluous flUjllllatioll in 
the rural parts and .1cccit:ratl·o the migration into the tOWIlS. 

I Schu\ze.Gac\'crnilz, IJtr GroH!>tlllf'!>, p. 4S, 
2 Ellison, lfistoryojr/u COttOIl Tradf, pr"'t'nl~lh<! r,)lI.-,wing in!erL'.'\· 

ing: tahle (yarn, 40 h:\nh 10 Ihe lh.) :-

I ;;~l li.-l. 17.':) I-I:' 1-':01 I "~ 
<. " ,\. ~. ,I " " " Selling: pricc 16 0 In " 7 " " .2: 0 I" ~ 

Cost 0f CoU"1l 
(IS M.) , 0 , 0 ; , 

" " " i~ 

!.:1.hOlir 8.: Capital " 0 S " 4 , I 0 " 61 0 IJ 
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Here the population bred with a rapidity hitherto unknown. 
The increase of popUlation in England and 'Vales during 
the thirty years from 1770 to 1800 is placed at I,959,590, 
or 27T\'" per cent., while during the next thirty years, 1800 
to 1830, it amounted to 5,024,207, or 56! per cent.l This 
large supply of cheap labour in the towns enabled the 
Lancashire and Yorkshire factories to grow with startling 
rapidity. The exhaustion left by the Napoleonic wars, the 
political disorder and insecurity which prevailed on the 

-Continent, ret~rded until much later the effective competi
tion of other European nations who were behind England 
in skill, knovdedge, and the possession of markets. The 
American manufactures which had sprung up after the 
revolution had made considerable strides, but the conquest 
and settlement of \'ast new areas of land, and the immense 
facilities afforded for the production of raw material, retarded 
their rate of growth until long after the opening of this 
century. It was, indeed, not until about 1845 that the 
cotton manufacture made rapid strides in the United States. 
During the twenty yeaTS previous the progress had been 
very slight, but between ]8';'5 and 1859 a very substantial 
and, m:1king allowance for fluctuations in the cotton crops, 
a very steady growth took place. 2 

Another great economic advantage which assisted Eng. 
land was the fact th:lt she, more than any other European 
nation, had broken down the old industrial order, with its 
guilds, its elaborate restrictions, and conservative methods. 
Personal freedom, security of property, liberty to work and 
live where and how one liked, existed in England to an 
extent unknown on the Continent before the French Revo
lution. The follmving account of the condition of the 
cotton manufacture in Germany in the eighteenth century 
will sen'c to indicate the obstacles to the reformed methods 
of industry:-" Everything was done by rule. Spinning 
came under public inspection, and the yarn was collected 
by officials. The priyilege of we:.wing was confined to the 
confr:1ternity of the guild. Methods of production were 
-"trietly prescribed; p~lb)ic inspectors exercised control. 
Defects in weaving were visitvlI with punishment. l\1oreover, 

1 Pnrtt'r, l'n',f..,-"rs oj (ll<' .\~I.';,"I, \'. I]. Eighteenth century ligures 
are, however, not trustworthy. The tir~t cen5US was in 1801. 

~ Ure, Philosophy oj lI/alllt/actuycs, p. 53!. 
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the right of dealing in cotton goods was confined to the 
confraternity of the merchant guild: to be a master-wea,'er 
had almost the significance of a public office. Besides 
other qualifications, there was the condition of a formal 
examination. The sale also was under strict super
ylSlon; for a long time a fixed price preyai1cd, and a 
maximum sale was officially prescribed for each dealer, 
The dealer had to dispose of his wares to the weaver, 
because the latter had guaranteed to him a monopoly of 
the export trade." 1 

Under such conditions the new machine-industry could 
make little advance. Excepting in the case of the woollen 
industries, England had for the most part already shaken 
off the old regulations before '770, In particular, the 
cotton trade, which was in the vanguard of the movement, 
being of recent growth and settling outside the guild towns, 
had never known such restrictions, and therefore lent itself 
to the new order with a far greater facility than the older 
trades. Moreover, England was free from the innumerable 
and vexatious local taxes and restrictions pre"alent ill 
France and in the petty governments of Germany, 
Although the major part of these foolish .1lld pernicious 
regulations has been long swept away from Cerm:1nY and 
other continental nations, the rdarciing influcnce thcy 
exercised, in common with the wider n:1.tional system of 
protection which still 5un'i\'cs, kept back the cotton 
industry, so that in Germany it still stand" far behind its 
place in Englanrl. 2 

The following figurcs show how sub'5tantial was the lead 
held by England ill the cotton manufacture a little bdore 
the middle of the century, 

I Schulze-Gaevernitz, [)u- (;ro((f,((ricb, p, .14. 
~ In 18824:2 per cent. of tlll'~ (:,'rnl.1n It'xtile industlY W.1S ~till C.ln

ducted in lhe home or domestic w()rk~ll()p, while only 3S I"'r cent. \\",10; 
carried on in factories employing more lh.1n 50 per~on<;. .\I"re \\"':1H'h 
were still engaged with h:1nli·lonnls Ih:lll with p()Wer-I'lOl1\~, :In,l the 
lalter was so little del'eloped 111:lt the h:mcl·loom cmdd <;\iil h<)l<I i\~ol\'n 
in many articles. Knilting-, l.1ce.11l.1king, :lnd othn lIlinor kxti1e illllu~· 
tries .1re still in the m:lin home in,lustries.~(S,'{i<11 J't'lff, p. 113.) 
",Vhile in Enghnd in ISSS e:lcli spinning or \\l':Jsing mill h,1,1 :m 
avcrage of 191 opemli\'cs, each "pinning 1l1ill ill (;NIIl.1IlY in ISS2 
employed an aveT.1ge of 10 persons onlr." -(Drent.1.no, Hou"s, H"llf(l, 
and Production, p. 64.) 
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NUMBER OF SPINDLES WORKING IN COTTON MILLS IN 1846.1 

England and Wales 
Scotland 
Ireland. 
Austria and Italy 
France. 
Belgium 
Switzerland 
Russia . 
United States 
States of the Zollverein 

::;pindles. 

15,554,61 9 
1,727,87 1 

21 5,50 3 
1,500,000 
3,500,000 

420,000 

650,~ 
7,585,000 
3,500,000 

81 5,000 

35,467,993 

Making du~ allowance for the necessary inexactitude of 
such a table, it remains reasonable to suppose that Great 
Britain in the middle of the century was doing half the 
cotton spinning for the civilised world. 

Lastly, the national trade policy of England was of 
signal advantage in her machine development. Her early 
protective system had, by the enlargement of her carrying 
trade and the increase of her colonial possessions, laid the 
foundation of a large complex trade with the more distant 
parts of the world, though for a time it crippled our 
European commerce. While we doubtless sacrificed other 
interests by this course of policy, it must be generally 
admitted that" English industries would not have advanced 
so rapidly without Protection.!12 But as we built up our 
manufacturing industries by Protection, so we undoubtedly 
conserved and strengthened them by Free Trade-first, by 
the remission oftariffs upon the raw materials of manufacture 
and machine-making, and later on by the free admission 
of food stu frs, which were a prime essential to a nation 
destined to specialise in manufacture. France, our chief 
national competitor, weakened her position by a double 
protective policy, not merely refusing admittance to foreign 
manufactures in her markets, but retaining heavy duties 
upon the importation of foreign coal and iron, the founda
tional constituents of machine-production. This protective 
!:Juliey, adopted by nations whose skill, industry, and natural 
H::suurces would han: rendered them formidable competitors 

lUre, f'11i/O.iOpIIY oj.1laulljadllrrJ, p. 515. 
~ Toynl>ee. fndilltria/ Rn'o/ulio!l, p. 79. 



MODERN CAPITALISM. 101 

to English manufacturers, has hindered considerably the 
operation of those economic forces which impel old and 
thickly-peopled countries to specialise ill manufacture and 
trade, and so has retarded the general development of 
modern machine-production. But while protcctin.: tariffs 
indisputably operate in this way, it is not possible to 
determine the extent of their influence. In a large 
country of rich resources a high degree of specialisation 
in manufacture is possible in spite of a protective policy. 
The pressure of high wages is an economic force more 
powerfully operative than any other ill stimulating the 
adoption of elaborate machinery" IJoth ill the textile alld 
the iron industries the United St<\tes prest.:llt examples of 
factory development more advanced eyen than those of 
England_ Certain processes of warpillg alld winding are 
done by machinery in America which are still done by hand 
labour in England.:! The ciH\ill and nail-making trades, 
which employ large numbers of women in South St~ffnrd
shire ~Uld WOTcestershire, arc t:onductcd morc cherl[dy_ 
by machinery in America.s Moreover, the high standard 
of living and the greater skill of the American operativ('s 
enables them to tend more machines. In German 
factories a weaver tends two, or rarely three looms; ill 
Lancashire women weavers undertake four, and in Massa
chusetts often six looms, and sometimes cight. 4 

Thus we see how the new industrial forces were deter
mined in the order of their operation by the character .:l.lld 
conditions of the several countries, their geographical po . ..,i
tion and physical resources, the clements of racial character, 
political and industrial institutions, deliberate economic 
policies, and, above all, by the absorbing nature of the 
military and political C\"Cllts contemporary with the outLurst 
of inventive ingenuity. The compositioll of these forces 
determined the several lines of less resistance alnng wbich 
the new industry moved. 

The exact measurement of so multiform .'l force is 

1 The highly elaborate Americ~n malillile industl}" uf \\J.lrh-lIlaklll:::
is a slriking example of lhis influence ot high \\'.\ge~. Cf. Schllhr:
Gaevernitz, Soda! Peace, p. 125. 

2 Schoenhof, Economy 0/ High IVa/,'ts, p. 279. 
8 Ibid., pp. 225, 226. 
" Schulze-Gaevernilz, p. 66 (note). This six and eighl-Ioom weayinc 

is, however, at a lower speed. 
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impossible. ] t seems desirable, however, to make some com
parative statement of the level of modern industrial develop
ment attained by the chief ciyiiised nations of the world. 
\Vith this object cert3in criteria of material progress have 
been selected, the principal branches of the mining industry, 
the iron and steel trade, and the most important of the 
textile trades; transport is best represented by the statistics 
of railroads and shipping. ]n regard to the true industrial 
de .... ·elopment of a country, consumption is, however, in 
reality morc instructi ..... e than production; we have therefore 
added certain figures measuring the comparath-e consump
tion of certain staple commodities by the chief industrial 
nations. Finally, a selection has been made of comparative 
statistics of occupations made from recent official publications 
of the Board of Trade. The appended tables and dia
gr3lllS, however, will serve to indicate (r) the comparative 
de\-eloj.'ment of the chief industrial nations in certain 
leading brand1es of industry and of consumption; (2) the 
absolute size of certain national industries ;-

COMPARATIVE TABLE, PRODUCTION AND CONSUMPTION. 1 

(Pe,- taput of 11u nspedive populations_) 

U nitecl Kingdo1ll 
Hussia 
U.S.A. 
Austria·H ungat), 
France 
Italy 
Germany 
Bdgium 

I 
(6.S 

0.6 
.').9 
L7 ,. , 
L7 
3·9 

10·5 

" ~ ~ '"" ~~..-:. ~..-:. ,,-::;.;: ,,~ K g 
~~g 3-g~ ~~& .s.~~ _3 81 
c:::"o. -<Ju ;;~5 UI"'-U 8i!! ,,2 
~1S I ~1~ ~!~ O:j~ ~ ~~ 

S~S I i~~, f;~ -~~~ ;~i . 3j-
:::';.';1 i d. 17 274 0.20 3-30 26 

4.(,6 'O.OJ 2:'] 0.03 0.40 6 
7.46 0.04 4i3 0.06 1.15 10 
-- -- 283 - 0.15 9 

6·4 0.11 200 0.14 2.jO 13 
6.03 0.10 418 0.13 2.79 II 

1 Selected from Tal,le in Cd. 1761, xxviii. 



COMPARATIVE TAIlLE, PRODUCTION AND CONSUMPTION 
PER CAPUT OF THE RESPECTIVE POPULATIONS. 

EXPORTS, DOtlIEST!C :'IIERCHANDlSE, PER CAPUT. 

U KingcWm 0 8 [I ===============:=1 
.RU.$sia 0 6 0 

'U SA J.9! r -------, 

Austria.£ll£l7§w)' I 7 [I ==:J 
~~ance ~ J [I:::::::::::::::::::::::J 
fla{c" .1 7 [I =~ 

(Jermany;S .9 rl---------, 

Belgiwn. '10.5 [I =====================:::J 
o 
"" 



RAILWAYS lIlILL\GE, l'ER 10,000 POPULATION, 

U llingrh:mt- 5 ·28 C------j ~ 

"' 
'USA. 2552 c:::=----===================================:JI::! 

o 
Auslriaffungcuy 1'6G I S .., 

france. 7 1'6 I (3 
z 

GepTI1Jy.ny6 l' I f;l 

Belgiu.m60J rl -----_--,_~ 



STEEL PRODUCTIONS, TONS PER CAPUT. 

17. Klfigdom 0,12 [I ===============:::J 
it 

.Russia 00l1' c:=:J g 
'" '" 17. S.A. 0171 L. ___________________ -"-....jl z 
() 

> 
Alj.5triaflwigaIYOOa <-I ___ J .., 

. ::; 
> 

.france O·O:f. r= :::J t:: 
uo 

Germany 0·1/ LI ______________ -'11 f:: 

Belgiu= 0 ·10 C··---=--==-::-.::_· ________ ---' 



WHEAT CONSUMPTION, LBS. PER CAPUT. 

V.~dOm~oC======================~J 
PII.l.')Sla N5 rl-------· 

l1. S.A. 274 ,-I ___ _ 

AlJ.5lrwHunga;y223 ,-I _________ _ 

France 473 rl---------------------~ :oJ 
Ila{y 283 rl ------------: 

Germany200 ri ----------, 

Belgiwn 418 rl --------------------, 

.., 
'" 
'" ." 
0 

~ 
o-l 
(3 
z 
0 

"' 



PIG IRON CONSUMPTION, TONS PER CAPUT, 

U,J(inqcWmOoJ8 [I ================:J 
Ru.ssla OO~ c:::J 
ifS.A 020~[ ________________________________ ~ 

AUS1n4Hungary00.3 ~[ --' 

Franc8 0 08~[ ____ -' 

Gel"many 01~L[ ______________ ---' 

Belgium 0. 13[ L ________ _ 



COAL, TONS PER Cl\PUT. 

U hmgrlorn5 89 LI _________________ ~ 

RlLssia 01.5 0 
USA:> 30 ..... 1 _____________ ---' 

.!ustriaJlungaryO'lorl ----, 

./iyvu;el 15 [I ====:::J 
ftaly 0 ISO 

Germcvz.y2 70 [I ===========:::J 
B17Lgium 279 [I ===========:::::J 

-o 
00 

,.., 
::r: 

'" 
'" "" o 
t"' 
C ,.., 
o 
z 
o 
'" 
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TABLE OF OCCUPATIO::'S,l (000 O~IITTED.) 

! Cvlton. \\'0011",",. 
, I 

Mining:. S!eel, Er.- Leather. Paper. Glass. P,ricks, Chemicals. Iron. I I I 
gi~werin~" Pott~ry. 

-----.. - -------------------
Gleat Britain, I!)OJ. 

U.S .. -\., 1900 .... 
I 

! 

I 

Bcl:and, 1S99 ....... ,I 
i 

p'eJgium, lS9G, ... 

1 Switzerland, 1901 

Austria, 1900 

Sweden, 19.or 

It11y, 1901 

Japan, 19°2. 

India, 1903 
·······1 

! 

GoG 

33 1 

'55 I 

20 

26 

'7' 
7' 

'78 I 

135 

214 

s 

23 

4 

53 

3 

87' 
(lg03) 

5 1S '< 

(H}02) 

609 
(1902) 
,8, 

(Igo,) 

377 
(lgV_') 

1,1!)S I 
',' 50 I 
1,llS 

573 

"9 

35 

37° 

60 

I 
3" 

, 33 
l(imP.:fect) 

329 

555 

32 3 

37 

40 

58 

9 

238 

6 

1 Compiled from Memorandum XVII. in Cd. 2337. 

74 

72 

85 

5' 

47 

4 

9 

7 

'7 

20 

7 

5 

33 

6, 

58 

39 

36 

3 

'3 

6 

8 

223 

80 

88 

7 

23 

7 

70 

70 

'3 

37 

2 Coal only. 

58 

97 

43 

32 

3 

IZ 

, 

,6 

Population 
(000 

omitted). 

41,455 

77,647 

57.086 

38.962 

135,000 

5, 263 

6,800 

3,335 

44,7 10 

o 
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GROWTH OF WORLD'S PRODUCTiON OF CO.\L.I 

Average Annual Increase of 
Coal Production. 

Short tons of,uoo ILs. 
(ooo omilled). 

Puc<=nt; .. g~ R al~ of 
Innea~c. 

-~I ~~~o--I~~f~O 
1830 ,B90 1900 

AClual 
TOlal 

(~uanlilr 
10 ")00. 1;:0 I '~~O \ '~~O 

IfBu I 1890 '900 
---- ~----

U.S.A. 3,,68 8,6'3 11,19 1 269, 683 9' 121 7 I 
GreM Hril:lin 4,092 3,8So 4,879 _25 2,203 33 " ' I Germany~ 2,767 3,122 6,641 1/)4, 805 " 51 67 
France GS2 741 S06 36 ,812 '7 35 2S 
Austria 711 1,':;01 1, 26 9 43,011 77 86 4' 
Belgium 352 .1 S4 3,0 25,856 " 21 I;; ., 
Russia 283 306 1,117 17,799 3SS Ss I()S 

Japan '9' 526 S,IS7 180 
Spain 1,336 13' 2,947 120 
Ilaly 9 ,6 II 53° 137 17° '7 
India 1,000l I;; 2-1-1 6,853 IH 189 
Canacla 1,4 2 53 143 3 12 5,]22 

69 ! 
Il<) 71 

New S. Wales 67 179 '7' 6,16S loq So 
N. Zealand. 33 63 33 51 1,22S I.p 7;: 
Queenslar.d. 4 31 IS S57 160 4S3 47 
( Hher . 1. 176 .1 89 422 ':;,052 ] 2 I S rountnes J 

,----- -----.~-~ 

COAl .-Quantity of tom pmduccd in 19°0 :- --

Great Briudn 25 2 )000,000 

U.S.A. 2 iO)ooo,ooo 
Germany 16 5,000,000 

France 37,000,000 

Austria 43,000,000 

Belgium 26,000,000 

Japan 8,000,000 

STEEL.-Quantity of tOllS prudllced in 1901 : --

Great Britain .1,9 0 4,000 

U.S.A ] 3d 7 !,OOO 

Germany (1,3<)·1,000 

France 1,.p~,ooo 

,Austria 1,5 00,000 

Belgiulll (1.:;3. 000 

I HII·tir/l ludllr/";(; 1I'l.ifl" FIN Ildit k,11:"'! 1).11,,\,1 r",), 1'. 351. 
Fi~her Unwin. ·1 IIl':I\I,ling lignile. 

3 Total production in IS90; not increase over lhe de-e~.do:. 
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SHIPBUILDING.-Tonnage of vessels of 100 tons and over, 
built 1900, as recorded in Lloyd1s Register Book:-

U.K. 1,459,407 
U.S.A. 29),931 
Germany 211,850 

France IOIdI8 

Austria 14,945 
Belgium and Holland 39,793 
Japan 13,335 

MERCHANT NAVIES OF THE CIIIEF MARITUIE NATIONS. 

In millions oj Im]s (steam and sallin§{ tOltS togetlter). 

Y~aT I U.K. I Bri,!. 
I Poss ns 
I 

IS50-1~~ -:-; 
,S6o I 4. 6 1.0 
IS70' 5·7 1.4 
,S80 (!.Ii 1.9 
IS90 S.o 1.7 
1900 9.3 1.-1 
IgOI ').6 I.5 
1902 10.0 1.S 

Ger. 
many 

0·9 
1.2 

L4 
1.9 
2.1 

1.6 
2·5 
1.5 
1.3 
0·9 
o.S 
0·9 

0·9 

D.) 
1.0 

1.1 

0·9 
0·9 
1.0 
I. I 

0·3 
0·5 
1.0 

1.5 

I.7 
1.5 
1.5 

1.0 

1.0 
0.8 
0·9 
1.0 

0.1 

0.1 
o.S 
0·9 

f\1ERCHA~T STEA~ISHIPS OF CHIEF NATIONS IN 1901. 

U.K. 
British Possessions 
t;enl1any 
U.S.A. 
France 
Norway 
Italy 
Japan 

Tons. 

7,61 7,793 
571,836 

1,506,659 
42 9,72 2 
546,54 1 

53 1,142 
424,71 I 
583,067 

(Chiozza·!I1oney, Ehm~llts of the Fiscal Qu(stio", pp. 166, 167.] 
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CHAPTER Y. 

SIZE AND STRUCTURE OF THE MODERN RU5INESS. 

I. 

2. 

3· 
4· 
5· 
6. 
7· 
8. 
9· 

'0. 
II. 

12. 

'3· 
'4· 
'5· 

Cenera! measure oj/:rou'tJz of flu.rilless-strudUJc. 
EVlaence oj the uillti-Z'e E(ol1oJJl)' oj !ar.~t (lnd .1')1/(1', 

Bus/nessI's in Unilr'd Siaies. 
Testimony from Grcal Brilain, German)', al/J I'r<!n,",. 
COllcwllation l'n lronsport In.l1l5lr)I, 
COllcentration il1 Bankin,!; and fnsurtUlCt'. 
Concentration in Distri/llil/'l'e FroCfssc'J", 
COl/centralion in Agricu/lurl'. 
Sun'i'val of small Farms. 
Summary of mechanirollendeJlcies. 
Economies of Productiz:e Power ill large nUSillfH!"S. 

Economies of Comprtilt"Vf POINY. 
Survi7.:a! of small Businesses. 
The morbid survival oj smal! SweatillK Businesses. 
General Summary oj the oJ/osed /endClld(~'. 
Jilt ,)pical ma!:,'llifude of a Rusiness. 

§ I. How far can we trace in modern industry a gCI1l'ral 
tendency to the form,'ltioll of brger busine~s·units ill which 
capital plays a relati .... ely more important part than bLour. 
and which tend to displace cOlllpdition Ly various forms (ll 
trade agreement or by anl:llg:lnlatioll? 

Of the growth in the size of husinl..'s' CS, the incrt'a<;il':-'. 
importance of capital, and the uiminishing number of 
businesses in a tr:l(k, we have statistic:!1 c\'ickllC<.: rel.:1tin~ 
to certain fields of industry. 

The largest mass of cvidence is presented ill the Com
parative Summary Llkcn of the 'I wclfth Cc 11::,\1 S (l( the 
United States rf'bting to manu(,'lcturcs, We k"lye there a 
comparison o( the general condi ' ions of mallll:acturing 
deyelopment during recent decades and o( the sneral 
departmental and local divisions o( n13nu(;lcture. Although 

8 
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certain changes in modes of enumemtion on the one hand, 
and difficulties of accurnte ascertainment on the other hand, 
impair the eX:1ctitude of the figures,l these errors are not 
large enough to invalidate the general results of the investi
gation. 

Vear. Number of Capital. Number of Value of 
E~t"bli5hments. \\'age-earncrs.. Products. 

1900 512,1<)1 $9,813,334,310 5,306,143 $13,000,149,159 
1890 355,",0; 6,5 25,050,759 -1,25 1,535 9,372,378,8-13 
1880 253,852 2,790,272,606 2,732,595 5,36<),579,191 

From this taLle it appears that in the United States the 
average size of a omilless .1like in capi:al and labour is 
growing, that the factor of c.1pital is growing fJ.ster than 
that of labour) \yhile the value of the product though larger 
per business unit 2 barely keeps p.lce with the growth of 
labour and falls far short of the growth of capital. 

It is quite evident that these figures do not support any 
general judgment of the rapid concentration of capital 
throughout the manufacturing industries of America. 
Bearing in mind the growth of industrial combination 
which bas ~jvel1 a few huge busine.':>ses command of a 
large proportion of the market in many n1.111ufactures, we 
must recognise.: in this grOlnh of the number of separate 
establishments, a growth twice as fast as that of the 
Amcric:m population,3 a striking proof of the increase of 
small nw.nufacturing est:1blishments. 

S 2. If in the group an:1lysis of manufactures 4 we turn to 
the groups wherc capitalist methods have made most 
advance, the textile, food, iron, steel and lllNal industries, 

I Comparisons hetween the Cemuses of 1890 and I900 are more 
valid than those between IS80 and 1S90, espccialiy 0.5 regards capital. 
A new method of computing the number of employees in 1900 results 
in some variation of the avelage nUlllbers as between the Iwo censuses. 
Moreover, classes of "overseers and foremen" included in [890 are 
excluded from" wage-earners" in 11)00. 

Z The tulal nllmher of manufactliling establisbments increased by 
101.8 per cent. hetwcen ,SSo and ](]OO, while the total value of the 
product inCl"eased I.p.2 per cent. 

S .PEkCRSTAG1( OF I~'CRICA<;E . 

1"'1",1.<1;. . \tan"facluring 
Husinesse~. 

1S90 to 11)00 20.7 -14.1 
188010 1890 ::q.q 40.0 

4 Ahstract oflhe Twelfth Census T:lble 156. 
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leather, paper and printing, chemicals and vehicles, we 
still find that, while the amount of capital per business is 
considerably greater, and the amount of labour somewhat 
greater, the aggregate increase of establishments grows at 
least as fast as the population (except in the leather trades), 
while the growth of the value of the product, though some
what greater than the growth in the number of businesses, 
fails in every such group to keep pace ,\lith the gro\yth (If 
capital. 

In these pre-eminently capitalistic industries lhere is 
overwhelming testimony to a strong survival and growth 
of small plants as a counter-tendency to concentrative 
capitalism. The textile industries, to which machine
industry and capitalist methods were earliest applied, 
exhibit in a marked degree these cross-tendencies, as the 
following statistics indicate :--

Es~~~s~~:~ts. Capital. "~~k;;f5. ~';~<~~c~~ 
1900 30,048 $I,366,f)0~,05S 1,o::!9,9IO S:!,273,SSo,877 
1890 16,847 1,003,050,268 824,138 1,636,197,191 
1880 14,137 594,92:::,734 7[0,493 1,171,165,325 

If instead of taking the entire area of the United States 
we confine ourselves to the North Atlantic division, which 
contains the largest proportion of developed manufactures, 
there is no marked difference in the tendencies. 

Number of 
E,t"L[isIoIllCll\S. Capita!. :':0. of 

Workcrs 
Value of 
Product. 

1900 204,265 $5,299,725,076 2,772,117 $6,41)8,058,774 
1890 162,796 3,548,288,553 2,3[7,736 4,896,743,650 

1880 112,680 1,719,212,222 1,692,016 3,106,°53,500 

Narrowing our inquiry yet further to the most manu-
facturing of all the States, Massachusetts, we still find that, 
in spite of the large growth of capital per business, the 
number of establishment,) grows ap:tce, increasing in (act 
faster th:tn the numher or employees, and exhibiting 3. 

smaller awrage value of product per business-unit. 

Es~bti~~~c"~s. C~p;I~1. \\~~kc~~. ~·r~:I\~'.~~ 
1900 29,180 $82J,26.pS7 499,·Q:) $1,035,[90,939 
1390 26,923 630,032,3.P 447,270 S:)8,[00,403 
1880 14,352 303,80(\105 352,255 ()31,135,204 

Finally, i( we accept Mr. EUlYar,j Atkinson's analysis of 
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the Census results relating to the typical manufactures of 
textiles) boots and shoes, in Massachusetts, we have a 
measure of the relative status of large and small establish
ments, which is certainly unfavourable to the economy of 
the former, indicating as it does the superior economy both 
of capital and labour in the smaller plants. 

TEXTILES, BOOTS AND SHOES. 

No. of establishments ... 
l\1achinery and tools (per estab-

Collective. 

1,078 

IndividuaL 

28,102 

lishment) $76,400 $4,200 
Average number of workers 186 10.37 
Average earnings $393 $503 
Average product per person $1,528 $2,500 

Taking the manufacturing industries of the United States 
as a whole, there seems overwhelming proof that no general 
tendency exists favourable to the substitution of great 
bctories for small workshops and home industry. 

In nnny particub.r'industries, or branches of industries, 
the law of tbe economy of large establishments is doubtless 
plainly uperativc nllt in the textile and shoe trades, flS in 
many others where the factory system has been fully de
,·eloped, this system only absorbs a certain section of the 
trade, le:lving to smaller workshops or individual workers 
much of the best and the worst work, the former consisting 
in special orders or finishing processes where individual 
skill and C:lrc are required, the latter in low-grade routine 
work where "sweated" labour can undersell factory 
products. 

If from such industries we tum to those which are en
tirely confined to factories we find st.rong testimony to the 
supl!rior economy of large-scale production. Agricultural 
implements, a typical American machine-industry, will serve 
as an example. Here with an increasing capital and labour 
and a corresponding increase in value of product we find a 
diminishing number of establishments. 

AGl<ICULTURAL IMPLEMENTS. 
N,) of 

C~p;tal. No. of \" alue of 
E,t.1),Ii·;)lnl<'"t~ Workers. Product. 

'900 7' S $157,707,95 1 46,5 82 $101,::!07.4 2S 
1890 ')10 145,3 13,997 38,0:2] 81,27 1,651 
)880 1,943 62, 109,668 39, SSo 65,640,486 
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In almost all the industries connected with iron and steel, 
the metal and machine-making, manufactures, the same 
tendencies are visible; the number of establishments does 
not show any considerable increase, sometimes declines, 
while both capital and product are much larger than 
before. 

The single great instance of iron and steel must suffice to 
illustrate this truth. 

IRON AND STEEl.. 

No. of Capital. No. of Valu" of 
E,tabli~h!Jlents. Work ... , 5. Product. 

1900 668 $573,391,663 22::,490 1S03,965,273 
1890 645 372 ,678,Ola 148,715 430,954,348 
1880 1,005 230,971,884 14°,978 296,557,685 

Almost all departments of brass work, cutler}', foundry 
supplies, hardware, the special iron and steel trades, jewellery, 
musical instruments, sewing machines, fire-arms, shipbuild
ing, come under this economy of large production j other 
trades conforming in a very marked degree to the same law 
are boots and shoes (factory products), bricks and tiles, 
carriages and cars, chemicals, clocks, cooperage, leather, 
saddlery, malt liquors, pJ.per and wood pulp, pottery, soap 
and candles, smoking tobacco, umbrellas . 
. § 3. In Great Britain, 1 hou;h 110 such large volume of 

ordered testimony is available, a blgt.; variety of evidence 
attests the operation of the same forces in the staple 1l1anu~ 
factures. In the fundamental textile and metal industries, 
in milling, brewing, chemicals, the leather, glass, pottery, 
paper an·d other machine industries, the size of a single 
plant and ~till more the size of a busine:o;s has been growing, 
while the growth of the capital (actor in the business 
exceeds that of the labour factor. Under domestic textile 
manufacture the value of the tools was, as a rule, equi\·alcnt 
only to a few months' wages. In ,845 McCulloch estimated 
that the fixed capital in well·appuinted English cotton mills 
amounted to about two years' wages of an operative. l In 
1890 Professor 11arshall assigns a capital in plant amount
ing to about £200, or five years' wages, for every mall, 
woman, or child engaged in a fully-equipped spinning mil\.2 

The actual growth in the capital-size of a mill in the 

J Porter, rrl.lgrtfS ojl/I( Nalil.lJl, p. 216. 
2 p,.indp/o I.Ij E'onomics (second edili',nj, p. 282. 
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typical modern industry, the cotton trade, is illustrated by 
the following estimate of the increase of the a\'erage number 
of spindles and looms to a sillgle factory between 1850 and 
1885, though these figures take no account of the increased 
speed and efficiency of the machines:-

18 50 
188; 

Spindles. 

10,858 
'5,227 

Looms. 

155 
213 

Even these statistics do not fully represent the facts, for 
they include a considerable number of mills of the older 
sort, where spinning and weaving are carried on together. 
Taking the more highly specialised spinning mills in the 
Oldham district, Dr. Schulze-Gae\'ernitz found (1892) an 
average of 65,000 spindles per mill, while the largest con
tained as many as 135,000. So also the avcr(l.ge number of 
power looms per mill in North Lancashire is placed at 600, 
the largest numoer ill a single mill being 4,500. 

The growth of joint-stock enterprise here as elsewhere 
has caused the size of the business to grow at a far faster 
pace than that of the single plant. 

The bre\ving trade, which within the last two generations 
has passed almost entirely into the" company" business, 
exhibits the concentrative tendellq' in a remarkable degree, 

The following figures show the number of common 
brewers, or "brewers for sale/, as they are calledJ since 
185°;-

18~0 
1860 
]S70 
1830 
1890 
1900 

1903 

44,300 

39,948 
32 ,682 
21,346 
11,364 
6,447 
5,6g:! 

In Germany the orewing industry exhibits a similar 
tendency to concentr:1lion, the numLer of breweries de
creasing from I AOO in] 87:1 to 1,050 in ISS 5, though a 
l;l1ge increase in productioll took place during this period. l 

The comparative stati"tics \.If the Industrial Censuses of 
(;ermany in 1882 and 1895 throw light upon the broad 

I Cf. Ely, Jlcmojolics and 7,UJIs, p. 188. 
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tendencies in manubcturc, showing that while the larger 
businesses grow at a faster pace the small businesses by no 
means tend to disappear, but 011 the contrary occupy an in~ 
creasing prpportion of the population. 

While the growth of the popubtioll in this period 
amounted to 13.5 per cent. the comparative increase of 
small, moderate, and large establishments \vas as follows:-

, af~ ,895, 
Inn~.,,· 

Small establishments (I to I"~I ee: , 
5 persons) ". ::,.157,9,') 3,Oj(',3] 8 ~...j·3 

~toderate· sized establish-
ments (6 to IO persons), .. ;oo,oi9 1533,4°9 66.6 

Large establishments (10 
to 50 persons) S()6·::'3O !)6~o)8-1-S 81.8 

While no figures mc~"uring recent tclluencies ill FrallCc 
are available, the Industrial Census of 1896 shows th..ll "Ia 
grande industrie)' has not made allY great ad\'uncc ill 
general manufacture. Out of a total of 575,531 establish· 
ments, 461,354, or four-fifths of th~ whole nUIllI>er, com
prised not more than three employees, while tbc mimucr 
of great establishments with more than 500 employees 
amounted to no more than 446. 

The distribution over tbe three main br:mchcs of em 
ployment runs as follows:-

1 to 4 wage·earners 
5 to 50 

50 to 500 
Over 500 " 

" 

A~ri~ul!ur" Industr)" COlllm<:rc~ 
l'ellcntJ.gc. I'Crcell!ag-!!. l'~r~el\t";:;" 

9:·~0 
, .S() 

0.0:! 

lao 

85. 0 3 
13.68 

L::!I 

0.08 

loa 

9 000 

').S::! 
0.18 

loa 

§ 4. Tt is, however, not to Illanuracture but to trallsport 
industry that we must look for the most conspicuous results 
of the concentrative influence of machinery_ The substitute 
of the railroad for the pack-wagon and the sta8"c-coach, of the 
steamship for the sailing-vessel, exhibits the largest advance 
of modern capilalislll. "The cost uf a steamship is perbaps 
equivalent to the lal)ollf or ten ycals or Illorc or those who 
work her, while a capital or abollt ;:':900,000,000 illvcstcu 
in railways in England and Wale~ is cqui\'alellt to the wurk 
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of about twenty years of the 400,000 people employed on 
them."l The fact that all privately-managed railroads, 
"team or electric, are joint stock enterprises, and that all 
sea-transport, with the exception of a diminishing proportion 
of the coast and river trade, has adopted the same typically 
capitalist form, testifies to the concentrative tendency in 
this dep.:lftment of industry. 

§ 5. Next to transport the department of business where 
the concentrative forces are in strongest and most general 
operation is finJnce, using that term to cover banking and 
insurance, stockbrokin~, bill-braking, and money-lending 
of f'very kind. 

These monetary businesses formed the cradle of 
lllodl'fIl capitalism: they w:re the earliest to adopt the 
form of joint stock enterprise, and to assume an inter
!lJ.tional arc.:t of oper.:ttion, capital expands in them out of 
all relation to labour, and the advantage of a large capital 
oyer a small capital is normally greater than in any other 
Lusiness operation. 

The spread of .:tn cla\Jorate credit-system throughout the 
vusilless world is in such close connection with improved 
macbinery of communication that the whole of modern 
finance may be considered to rest upon a mechanical basis. 
In the creation and mobilisation of credit, by which the 
.~rcat mass of modern business transactions is conducted, 
the large financial business enjoys an obvious superiority. 
r .aq;e financial operations for governments and for in
dustrial corporations c.:tn only be undertaken by great 
fill.J.llCi.J.l houses, and though detailed local or trJ.de know· 
lcd.~c may form the oasis !or the survival of the small 
lllolley-lender and the small broking·firm, the amount of 
tlllallcial independence enjoyed by smaller firms is always 
dimlnishillg, so that they pass into the form of agencies or 
hranches of some grc:1t nn.:lI1cc company. 

Bagehot, writillg a generation ago, emphasised this 
klloency: "A large bank always tends to become larger, 
:\Ild .:t slll:111 bank to become smal!er." Since he wrote, the 
private bank Ius largely disappeared in Great Britain before 
the great joint stuck IxUlks, wbuse branches spread all over 
tht: cuunt:),. The dcpusits ill British banks are estimated to 
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have increased from £350,000,000 in 1875 to £859.000,000 
in 1903. an increase of 147 per cent. in 27 years.} Be
tween 1858 and 1903 the tlumucr of bank offices has grown 
from 2,008 to 6,592, entirely due to tbe extension of branch 
banking. Scotland, the earliest COUll try to develop .:1. general 
use of banking facilities, exhihits the closest concentration 
of banking industry. In )883 ~he had tell banks with 912 
branches, in 1896 ten banks with I,ars branches. In 
England amalgamation is rapidly exterminatint; private and 
proprietory banks. Barclay's Bank has taken over 2+ other 
businesses, Parr's as many, while Lloyd's has absorLed 38 
other banking-houses. 

A similar concentration of insurance business is every
where discernible_ Nowhere is the economic advantage of 
:l large over a small capital gO ouvious as in the ill~urance 
business. The number of American life insurance offices 
has been steadily diminishing during the last quarter of a 
century, the smaller numher doing an immensely larger 
business. In 1873 the number was 56, with an income of 
$118,396,502; and in 1897 the number was 35, with an 
income of $30 J ,268, 179. 

§ 6. The concentrative forces in commerce arc les::; easily 
ascertained j but, as regards wholesale operations, there can 
be no doubt that an increasing proportion of the distributive 
business is passing into the hands of large and growing 
firms. Over a considerable area of wholesale tradl! the 
separate mercantile stage has been elimi1lated, especially 
where the goods in question are raw materials or ullfllli~bcd 
manufactures. Either the manufacturer purchases his 
materials direct from the producers uy I'l'gubr procl'ss of 
contract, or sets up producing plants of his OW II, as where 
jam manufacturers own fruit plaJltatiul1s or irol!Wolks 
acquire collieries. In many other Gl.ses the producl'r 
supplies the retailer direct, as ill the case of lIlost patt.:llt 
or packet goods and over a large part of the clothing 
businesses; or undertakes the: c:ntire wholcs:lIl' and retail 
distributiDll, as do certain shoe factoril!s, collieries, etc. 
Most ordinary articles of lllanufacture arc supplied to·day 
directly from the factories to the retailers. \\"here the 
wholesale merchant still leOlains'ac; a di.,tilll:t distriLutive 

I B,.':,i,11 III,ills/ritl, p. 1)1. 
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stage, he i3 usually either an importer of foreign produce or 
a collector of foods and other perishable home produce. 
Such businesses partake more and more of a speculative 
character, involving more largely the element of credIt and 
becoming in most instances an appanage of finance. For 
successful business upon these lines, large capital is essential, 
and while the enormous growth of the commercial classes 
in all counlries attests the mass of business done, this in
crease is in clerks, agents, commercial travellers, etc., not in 
the number of employers. 

The application of joint stock enterprise to retail trading 
goes on apace. Gigantic stores, tending to become "uni
versal providers/' like \\"hitele/s and Barker's, or covering 
a wide area of wants, like r-,Iaple's or Spiers & Pond, 
.')pring up in the large cities, taking an increasing proportion 
of retail business. Other cOlllp:mies, more specialised, 
extend their business through numerous branches, as in the 
grocery and provision trades, milk, restaurants, fish, and 
game trades. ]11 some of these cases the retail companies 
strengthen themselves by entering the productive processes 
of farming and manufacture; more frequently the manu
facturers tbemselves acquire retail stores or operate through 
"tied" shops, as in the shoe, jewellery, and tobacco trades. 

§ 7. All general measurements of the concentrative forces 
of capitalism as applied to agriculture are extremely difficult 
to compass. 

III such countries, however, as the United States, where 
agricultural machinery has been \·ery fully applied, it is 
clearly established that the size and value of farms increa6e 
in those departments of agriculture where machinery can 
be mo!>t largely utilised, and that the capital value of these 
f:ums as well as the value of the product increases marc 
r:1pidly th:1n the increase of labour employed upon them. 

A careful monograph upon American agriculture recently 
published 1 shows that in the North Central States, which 
are most largely devoted to field crops, in the cultivation of 
which machinery is most developed, a considerable incre.1se 
in the size of farms (including improved land only) has 
resulted, amounting to 20.4 per cent. for the decenniullI 

1 Tire Inj1uma of ;';/un J/,U/II!10), 011 l',oiudioll and Labour, by 
11. W. Quaintance. No\,. 1904. 
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1880-90, and 41.8 per cent. for the two decenniR J880-190o. 
In other divisions of the United States, where either a large 
multiplication of negro farming, ensuant on the breaking of 
plantations, has taken place, as in the South r\ tbntic and 
South Central States, or where market-gardening and orchard 
products form important and growing features, as in parts 
of the North Atlantic and 'Vestern divisions, the tendency 
of machinery to increase the area of the farm is either 
entirely or partially counterbalanced by these forces making 
for small culture. 

But while these tendencies have kept the improved area 
of an average farm for the United States as a whole from 
increasing,l the capital value of an American farm and the 
value per acre of its product are increasing tolerably fast. 
The following table indicates this growth, and makes it 
quite evident that American agriculture as a whole is being 
brought by machinery into a form where capital performs a 
more important and labour a relativcly less important 
part:-' 

"~sr.. ,SO[]. J!!'l[], ''l<V;'. 

Average value of all farlll 
property $3,5 1 5 IOU 138. ~ I S5.8 

Average value offarms (land 
and improvements) . $',835 

Average value of implements 
100 138.6 ISf).O 

and machines $136 
Farmers, planters, and over-

IOU II t.O 15 2 .9 

seers 8:!8,8oo 100 L?7·4 
Agricultural labourers. 35 2,765 100 173. 6 

Thi fact that thc cmployed or dependent class has ill· 
creased 73.6 per cent. during the period 1880.]900, while 
the employing or inrlependent class has increased only 27.4 
per cent., is a strong corroborative testimony to the growth 
of the concentrative process. 

I The actual size of farms (including unimproved lands) shows :t 

marked increase since 1880 as compared with a decline in the several 
preceding decades. 

~ This decline in the importance of laLour is made clc;"llcr hy the 
following figures from lhe Census:-

Agricultural labourers. . . 
F:um¢rs, planters, anrJ overseers. 

""'" 612,4 10 
1 ,056,237 

J ,663,655 

,89'"" 
3:;<) ~<ll 

1,0<jI,::'tlj 

,Sf". 
33 2, ~I'.i 
ti2S,~uO 
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Though much of the improvements in agriculture is due 
to better methods of cultivation, the use of fertilisers, irriga
tion, improved rotation, better seeds, etc., most of tbese are 
closely related to the usc of modern machinery, which must 
be regarded as the representative agency of capitalism. 1 

The following table contains an estimate of the economy 
achieved in producing the crops where machinery is most 
largely used, expressed in units of time of man-labour:-

Unit Name and quantity of 
No. ClOp produced, a.nd de. 

scripLionof work done. 

YO:o!lT of P d <0 uctlOn. 

Iland. 

3 Balley: 30 Lushcb 
(I acre) harley ~~2')'30 

9 Corn: 40 hu~hels (J 
acre) yellow corll, 
hu~ked; stalks left 
in lickl . ,85.1 

10 Colton: By hand, 
750 pounds; by 
machine, )000 

pounds (I acre) 
seed colton IS.p 

I:! Hay: Harvesting: 1 
ton (I acre) timo-
thy hay 1850 

(3 Q.lls: 40 hnshcl5 (I 
arlc) (>als I~"O 

16 I'vla\ucs: 220 bush· 
els{lacre)pvlalocs 1,)66 

17 l~ice: 2,6-10 p()un,h 
(I acre) rough ricc IS70 

18 H.ye: 25 oll~hcls (I 
ane) rye 1:)-17--18 

"2() \\"l!e;ll: 20 Lll'.hcls 
(I acre) wheaL 1529.,,0 

I ;\1achine. 

,895.96 

,894 

1895 

t895 

1893 

(895 

I 

1.)95 

IS,)-I·95 

1895 96 

1 Quaintance, p. 20. 

, 

Time Worked. 

Hand. Machine. 
-----
II rs. Mill. Hrs. Min. -- ----

63 35. 0 2 42.8 

38 45. 0 !j 7.8 

167 4 8 .0 78 4 2 .0 

21 5·0 3 56.5 

66 '5·0 7 5· S 

lOS 5.')·0 38 -

62 5·0 17 Z·5 

{i.z SS·9 '; 10.0 

61 5>0 3 19. 2 
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"The increased effectivenes'5 of labour thus indicated 
varies from 150 per cent. in the case of rye to 2,244 per 
cent. in the case of barley, yieJding an average increased 
productivity of about 500 per cent. l 

§ 8. But while this concentrative force of machinery has 
been so strong jn certain kinds of agriculture as to raise the 
average size of the farm as a unit of value and of produc
tivity, it by no means follows that small farming everywhere 
tends to disappear. The reduced area of improved land 
per farm in every division except the North Central shows 
at any rate that capitalism in American agriculture does not 
generally imply large farms. In fact intensive and scientific 
as distingllished from merely mechanical cultivation every
where makes for small farms, though involving in man)' 
cases an increased use of capital per acre. Uniform shape 
and character of land, a soil not so rich or so well-situated 
with regard to markets as to repay garden-culture, and yet 
sufficiently good and accessible to be worth cultivation by 
machinery, such are the conditions most favouwble to large 
farming. In proportion as markets for the tiner fruits, 
flowers, poultry, and other farm products which involve 
minute individual·care and skill become relatively more im
portant than the markets for staple crops and ordinary 
cattle, the forces making for large hrms, or even for brgt~ 
capitalism in farming, will probably be diminished. Indeed, 
though in almost every branch of agricu Itural work machinery 
and other labour-saving contrivances are used to an increas
ing extent, this docs not involve the elimination of the small, 
independent farmer. Though the great grain farm or 
rancile, worked with machinery and hired labour, is growing 
at such a pace as to weight the JI a,·crage" for ~griclllturc as 
a whole in this direction, this is quite consistC"nt with a l:1rgc 
growth of small fanners. 

Recent evidence from Belgium throws :In intert·sting light 
upon the conflicting tendencies in agriculture. While large 
estates h,lYe increased in number and in the proJlortion of 
the whole area of the country which they CIll hracC', the 
number and the proportion of ,"cry small cst:lll's kl'·C grown 
still faster: the diminution has occurred in tile intermediJ.le 
sizes of property.lI Thcse snw.l1 plots, however, it is main-

I Quaintance, p. ~3. 2 E. Vande\"eldc, lI/edtl1: S",ialisfJI) p. 204. 
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tained, are not farms of small peasants, but strips of land 
cultivated by industrial proletarians, who work them as 
supplementary means of livelihood, either varying summer 
,vark in agriculture with town wage-work in winter, or using 
the land for allotments to be cultivated after a day's wrrk 
in the town. 

'Vhile machinery favours the large as compared with the 
middling farms, taken along with modern means of trans_ 
port in a small, thickly-populated country like Belgium, it 
drives the small peasant more and more into town industries. 
The movement is thus summarised by M. Vandevelde:
"What cannot be disputed is the progressive intensification 
of agriculture, the development of the use of machinery-in 
a word, the increase of fixed capital in comparison with 
circulating (i.e., in comparison with capital for paying manual 
labour); agriculture is becoming industrialised j arable land 
is turned into pasture; we see the multiplication of agricul
tur.:l.! indll~tries-distilling, sugar-making, the manufacture 
of chicory, of syrups, etc.; and in consequence of this trans
formation, more and more of the population of the rural 
districts is splitting into two quite distinct classes. You see 
there a growing prolet:1riat, made up of agricultural labourers, 
who are the minority; industrial labourers, who go off daily 
to work elsewhere; and what may be called half-and-half 
labourers, half agricultural, half industrial, working in the 
sugar factories at certain periods, harvesting at others, going 
to the cnllie:ries in winter, to resume work in the fields in 
the spring."l 

§ 9. It is thus quite evident that economies of machinery 
and power are operating in many fields of industry-

(I) To increase the size of the individual Ilplant" and 
"establishment," employing a larger co-operative 
unit of capital and labour to produce a larger 
" output." 

(2) To increase the size and importance of Gl.pital in 
comparison with labour. 

(3) To produce greater differentiation and specialisation 
of capital and labour, so as to give increased com
plexity to the business-unit. 

This {;conomy of machinery is furth(-'st advanced in the 

1 j1foJ.,n So,iali'NI, p. 213. 
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staple manufactures where a large, regular demand for the 
same products exists, and where materials and methods are 
most capable of standardisation. A brge and increasing 
share of the transport trades, where steam and electric 
power are utilised, comes under this same ecollomy. The 
same tendency, less advanced, is operative over large parts 
of the mining industries, and over certain portions of 
agriculture. Wholesale trade is less amenable to the con· 
centrati\'e force of machine-economy, except so far as it 
involves the physical handling of large quantitie~ of goods, 
while retail trade makes the smallest llse of mechanical 
methoJs. 

But this merely mechanical economy does not carry 
us very far in interpreting the concentrative tendencr 
of capitalism. The increased size and complexity and 
"capitalist" nature of a single "pbnl" is represented by 
the growing cost and productivity of a modern textile or 
flour mill, as compared with the more prilllitin: mill it 
displaces, or the ~!]perior r.::nryillg caparity of a 1l1odem 
railway train or steamship as compared with primiti\'i~ 
vehicles. NO\v the true economic unit of capitalism is not 
the technical unit of .1 "pbnt," but the industrial and 
financial unit of the" business." 

Except in a few instances, merely mechanical economy 
does not go very far towards cxpbining the largcr develop
ment of the II business." Upon this mcchanic:d economy 
is superimposed a series of other industrial, commercial, 
and financial economies favourable to the big busillC~S. 
Where and in proportion as these are operatin.: we find a 
number of technically complete plants or estahlishmcnts 
bound by a common control and ownership, and worked 
as a single business. 

The great and growing size of many commercial, financbl, 
and even retail distributive businesses makes it quite evident 
that machine-economy is not essential to the concentrative 
tendency of capit~l1ism. Not only do vast businesses spring 
up, destitute of this foundation, but, as we have seen, in 
some manufactures a tolerably complex Illachine-plant 
forms the oa.sis of small businesses. 

While therefore it is important to enter upon all analysis 
of the economy of the large busincss uy way of :1 ~tlld)' of 
mechanical efficiency, we must treat this .15 line dement in 
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a complex of economies favouring the large business. It is 
now necessary to make a formal statement of these elements, 
and to set against them other elements favouring the main
tenance or increase of small businesses. 

§ 10. The forces which are operating to drive capital, to 
group itself in larger and larger masses, and the consequent 
growth of the business-unit, require special study in relation 
to changes effected in the character of competition in the 
market and tbe establishment of monopolies. The eCOIl

omies which gi\'c to the large business an advantage over 
the small business may be divided into two classes
economies of productive power, and economies of com
petitive power. 

In the first class will be placed those economies which 
arise from increased subdivision of labour and increased 
efficiency of productive energy, and which represent a net 
saving in the output of human energy in the production of 
a given quantity of commodities, from the standpoint of the 
whole productive community. These include-

(a) The effort saved in the purchase and transport of 
raw materials in large quantities as compared with small 
quantities, and a corresponding saving in the sale and 
transport of the goods, manufactured or other. Under this 
head would come the discovery and opening up of new 
markets for purchase of raw materi;,.ls and sale of finished 
goods, and everything which increases the area of effective 
competition and co-operation in industry. 

(b) The adoption of the best modern machinery. Much 
expensi\'e machinery will only "save labour" when it is 
used to assist in producing a large output which can find a 
tolerably steady market. The number of known or dis· 
coverable inventions for saving labour which are waiting 
either for an increase in the scale of production or for a rise 
in the wages of the b:)our they might supersede, in order to 
become economically avaibblc, may be considered infmitc. 
With every rise in the scale of production some of these 
pass from the "nonpaying" into the "paying" class and 
represent a net productive gam in saved labour of the 
community. 

«-) The performance of minor or subsidiary processes 
upon the S.1me premisses or in close organic connection 
with the main process, the establishment of a special work· 



MODERN CAPITALT'M. 129 

shop for repairs, variolls economies in storage, which ;lttpnd 
large-scale production. 

(d) Economies consisting in saved labour from increased 
efficiency of management, superintendence, clerical and 
other non-manual work, which follow each increase of size 
in a normally constructed business. These are often closely 
related to (b), as where clericai work is economised by the 
introduction of type-writers or telephonic communication, 
and to (c), as by the establishment of more numerous and 
convenient centres of distribution. 

(t') Economy of place. and space. The ability of a br;:::;t_
business to utilise a given ground·::uea adv;lntngcotlsly 1'0] 

productive work and for storage is often a great practic:ll 
economy, measured financially by the smaller part rent 
occupies in establishment expenses. In rct.lil trade where 
superficial" display" of goods, storagc, and elhow-room arc 
of prime importance, this is one of the c.hid factors f.::tvourill)..: 
the large" store." 

(f) The utilisation of waste-products, one of thc lll(1st 
important practical economics ill lar~e-scalc production. 

(g) The capacity to make trial of new experimcnts ill 
machinery and in industrial o,ganisation. 

§ 1 I. To the class Economies in CompetitiYe Pmn'r 
belong those adYant.1gcs which a brge business enjoys in 
competing with smaller bu~inesses, enabling it either to 
take trade away from the latter, or to obtain a higher r~lI(' 
of profits without in any way incrc:l.sing the net prodllctin'
ness of the community. This inc1L1d~s-

(I) A large portion of the economy in ad\'ertising, tra\·e\· 
ling, local agents, and the superiority of display and tout in;,!. 
which a largc business is ahle to afford. III most cases by 
far the greater part of this puhlicit}' and se1f-recomnwnda
tion is no economy from the standpoint of the trad(' or tfh: 

community, but simply repn·sents a ;.::ain to OIl\' rilill rom 
pensatec1 by' a loss to others. III not a few cases tile 
"trade" may be ad,·alltagcc1 to the damage of other tr.:ld('~ 
or of the consumer, a<; when a class of useless or deleteriolls 
drugs is forced into consumption by persistent method.:; nf 
sc1ktppraisal which dcceive the puh!ic. 

(2) The power of a large busincss to seclll'C and maintain 
the sole use of somc patent or trade seClct in marhil1cry or 
method of manufacture which would otht.!rwisc have g011f' 

9 



130 THE EVOLUTION OF 

to another nrm, or would have become public property in 
the trade, represents no public economy, and sometimes a 
public loss. "'here, however, such improvement is due 
solely to the skill and enterprise of a business man, and 
would not have passed into use unless the sole right were 
secured to his business, this economy belongs to the pro
ductive class. 

(3) The superior ability of a large business to depress 
wages by the possession of a total or partial monopoly of 
local employment, the corresponding power to obtain raw 
material at low prices, or to extort higher prices from CO[1-

sumers than would obtain under the pressure of free 
competition, represent individual business economies which 
may enable a large business to obtain higher profits. 

The better facilities of credit enjoyed as a rule by large 
firms must be accounted a separate economy. This 
economy is partly a productive ad\'antage, implying a 
greater facility of expansion in business operations, partly a 
competitive advantage imparting greater freedom in pro
ces:::es of buying and sellillg and greater power in tiding 
oyer difficulties. 

This particular economy is, of course, most important in 
fll1ancial businesst.!S, next in large commercial businesses, 
playing however a considerable part in mining and manu
facturing businecises, in proportion as the "speculative" 
factor is inherent in their conduct. 

S l::!o "'hen, as we perceive to be the case over large areas 
of industry, COl11melce, and other employments, the small 
business survives, this survi\Oal may be traced partly to the 
absence of some of these leading tendencies towards COIl

centration, partly to the action of countervailing tendencies, 
positi\Oely favourable to the sm~li! form of business. 

In considering the physical and economic limitations to 
the effectiye .1pplic.1tion of machinery we have already indi
cated certain economies of the sma\! businesso (I) Where 
the nature of the raw materi.:ll or of the process of hand· 
ling it is incalculably and greatly irregular this irregularity 
renders the fnll applic.1tion of m;tchinery and routine labour 
impos,-;ibleo The kind or degree of this irregularity may be 
such as to make success in the business dependent so 
largely upon lhe skill, genius, character of the operatorJ or 
lIpon chance, as to preclude the use of machinery or of any 



MODERN CAPITALISM. 

sort of II routine" economy. The irregularity of material, if 
it relates to cheap products, may not suffice to defeat the 
net economy of the large business, though precluding the 
full use of machine methods. The irregularity in the shape, 
texture, etc., of hides does not prevent tanning from becoming 
an industry of big-businesses; nor docs the irregular shape 
and quality of fruit keep the "canning" and" jam >1 trades 
in small businesses. But jewel cutting and setting, the 
most artistic grades of the r:lothing or dressmaking trades, 
of watchmaking and many other luxury trades where the 
choice and careful manipulation of fine qualities of expen. 
sive materials are concerned, tend to remain in small 
businesses. The most striking instance is in gold-mining, 
where individual digging remains for alluvial deposits while 
"banket" gold is mined by great companies. 

The largest application of this principle is of course in 
agriculture. Small farms tend to survive in proportion to 
(a) the irregularity of soil, seed, climate, etc., and the con
sequent amount of detailed care and skill involved in the 
agricultural processes; (fJ) the absolute m;:trket value of the 
products, vegetable or animal, raised under such conditions. 

Bonanza farms for growing great quantities of some single 
crop and applying machine methods may afford to disregard 
minor irregularities of soil, etc.; large cattle ranches, or e\'en 
fruit farms, may for similar reasons be made to pay. But in 
raising the more delicate and costly plants or fruits, or in 
breeding the finest types of birds and animals, the factor of 
individual skill and interest is so important as commonly to 
outweigh all economies of large production. 

(2) When the individuality of the' consumer impresses 
himself upon an industry through dell13nd for the satisfac
tion of particular needs, an "art" economy is substituted 
for a "routine nor" machine" economy. It is this forct"' 
which, in large measure, gives importance to differences of 
materials, and evokes skill in dealing \\"ith them. But C\'CIl 

where complete standardisation or rcgul:uity of materials 
exists) the demand of consumers for goods cxactly :1.CC0111-

modated to their individual fit or fancy invol\"cs skil!ct! 
workmanship, and prohibits tile usc of machinery or routinc 
method. This does not necessarily imply the execution of 
such orders by small businesses. A large I"lottery company 
often employs a number of designers and skilled craftsmen 
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in order to stimulate and supply the more refined demands 
of high~grade customers, just as a large firm of tailors or 
drapers may keep a special order department and a "fancy 
goods I> department. But where the skill of some final 
process of production forms the chief element of use and of 
cost in a commodity, and especially when this output of 
skill approaches the nature of close personal service, the 
small unit of business is apt to survive. Though the 
ordinary work of photography may be passing to large 
comp:mies, the more artistic work remains in the hands of 
independent artists. In London the best part of the clock
making, the saddlery and cabinetmaking trades remains in 
small businesses. Even when it is the "particular" demands 
not of consumers but of producers that are in question, the 
sm::lll business ortrn holds its own, as in many of the minor 
metal trades of Birmingham. 

Though the standardisation of machinery releases much 
\vork of repair from dependence on skilled engineers and 
smiths, while many large businc5ses keep repairing shops of 
their own, this essentially irregular work forms the basis of 
many small independent workshops in large manufacturing 
centres. Though the building and the printing trades are 
in the main large capitalist undertakings, johbing builders, 
carpenters, plumbers, and printers exist in considerable 
numbers for special and emergency work. 

In retail trade, ao; we have seen, the survival of the 
personal rehtion with" customers," the adhesion of some 
final productive process to the art of retail distribution, 
sometimes the importance of mere proximity, enable the 
small storekeeper to hold his own. 

It is natural that the productive energy which functions 
for the production and distribution of material and im
material wealth ill the profession" the finer .1rts, and in the 
recreative and pC'r.:;onal services, should be least amenable 
to the concentro'lti\'l~ forces of capitalism. Though there is 
a sense in which the; schools of law) medicine, theology, and 
ped:lgogy in our universities lll~}' be regarded as large 
c[lpitalist enterpri3cs -factory-plants for turning out and 
distributin~ legal, mediCo'll, religious, and other services
while the trade-organisations of the bar, the churches, the 
medical councils, etc., limit the liberty of professional men 
in their" practices," these (,onsiderations do not materially 
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impair the" business" independence of the ordinary clergy
man or physician. The tendency towards tht: large 
capitalist structure, though discernible in the teaching, the 
legal, the medical, and especially the dental professions, does 
not cover any large proportion of these professions and 
reaches within a modcr:1tc compass a maximum economy. 
In the recreative arts large capitalism has obtained a 
stronger hold over some departments which involve a l::trge 
outlay of capital and a high order of business management. 
Perhaps the intellectual art or profession in which the 
centralising force is most rowerful is journalism, though 
even there the large capitalistic machinery of the press is 
fed by an increasing number of small jobbers not closely 
attached to any particular press. 

All these small businesses in agriculture, the mecrlanical 
trades, mining, retail trade, the arts and professions survive 
because of certain features in the materials or processes 
involved which give importance to those personal qualities 
of skill, care, judgment, and character incapable of being 
e\'oked, controlled, and applied effectiyely ullder the routine 
economy of the largc uusiness. To these inherent advan
tages of the small busille~~ in the pruductiun and distributioll 
of certain high qualities of nutcrial and immaterial wealth, 
must be added t]IC independent spirit of the genuine artist 
or craftsman, which, even in such IJrgely routine work as 
carpentry, shoemaking. or retail shopkeeping, is oftcn 
strong enough. to induce a mall to remain a Stlu\l inde· 
pendent producer with a pr~c;triolls ulilucrativc lJUS1IIC:,S 

rather than become a Illerc cog in the (,Jpitalist machine. 
S 13· From these gelluine ecolloillic survivals of the small 

business-unit must Lc distinguished the numerous fmllls of 
small sweat·shop and sweating hOllle industry wllir:h arc 
found everywhere in the indm,lri:11 lowbnds. The charac
kri:'LJc uf :"uch ~lllall ~\\L:,ILJ])~ bU~llIL'~~ell I::; the pruduLLlul1 
01 luw-grade rOlltinc gauds by :luuJividt:d blJour under 
condi~ions of low wages, low rellt, and eYJsiul1 1.): :':\1l1t:11 r 
and other industrial restrictiolls which llIak~ this ltlu(h~ 
of production cbeaper than productioll ill a buory IJY 
machiller{ or by properly accommodated :1nJ protected 
hand labour. Much of the productiull of the sweat-shop 
consists of ill-made or shoddy goods w1lir'l1 would Jlot be 
made at all except for the" dr..:1113IHb" uf the ]luorcst (lass, 
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kept in poverty by the same economic maladies which furnish 
to these sweating trades their supply of cheap, inefficient 
labour j much of it would otherwise be done oy machinery 
in factories, where the pay is higher, the hours shorter, and 
all the terms of employment better. This is the case, for 
instance, with most of the clothing and shoe manufactures 
of the sweat-shops. The rest, which though simple and not 
bigh skilled elude tht.: full application of the machine by 
certain irregubrities of detail-e.g., ftowennaking, fur-pulling, 
packing, etc.-would oecome subsidiary departments of the 
major trades to whicb the)' belong. Though these sweating 
trades are lightly spoken of as "morbid " survivals of small 
businesses, as "parasitic" growths, they are natural products 
of the present stage of capitalism j for all the economic 
supports of these "low organisms"-the existence of a large 
margin of low-skilled" unemployed/' the high rents which 
form a leading element of economy and the market for the 
debased products of the sweat-shop-can be traced to the 
unregulated operation of capitalist forces_ 

With the gradual development of a sounder social policy, 
expressed through public opinion and legislative action, 
these morbid growths may be excised from the industrial 
body. In this work of extirpation economic considerations 
are eVCll more potent than philanthropic or sanitary ones, 
alld it is probable that in England and America the pro
portion of these morbid to the healthy survivals of small 
businesses is diminishing, especially in the clothing trades, 
where machinery bas madt..: such large recent advances. At 
the same time, so long as cheap labour in considerable 
quantities is a\·ailable, these parasitic trades will continue 
to appt:ar anew, p:uticularly ill those industries to which 
~~aSOll and fashion impart irregularity and where one 
economy of the sweat· shop consists in saving the waste 
incurred in factories Gy keeping Illachinery idle or half
used oVer considerable periods. 

~ q. But assuming that the sweating trades be left out 
of consideration, wbat general conclusion are we justified in 
forming as to the relative ~trcngth of the centripetal and 
celltrifugal forces making respectively large and small 
husinesses? 

The industrial departllH.?Ilt ill wbicb tbe large capitalist 
uu::.iness is lIlust prevah:!lt atld \\ bere a growing tendency 
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to concentration is most general is Transport. In all 
J.d\'anced industrial nations the carriage of persons l goods, 
news by railroads, steamships, pipe lines, telegraphic and 
telephonic services, has passed Into the control of large 
companies: as the horse is more 8.nd more displaced by 
electric or oil traction for the subsidiary Transport services 
in town and country, this further mechanisation of transport 
favours the displacement of the small carrier ana the private 
tradesman by the large company, Moreover, the relative 
importance of the transport trades, as indicated both by the 
quantity of capital and the quantity of labour employed, is 
growing rapidly and generally, 

Among the extractive industries mining has become 
almost entirely a great capitalist business, and the ill creased 
use of machinery upon the one iland, the development of 
corporation finance upon the other, favour tbe absorption 
of this branch of indu:.try by large company enterprise, 
The survival of small bllSinesses in agriculture is wide
spread and persistent wherever slllall ownership or security 
of tenure prevails. The permanence of the smail holding 
must, however, depend morc and more upon the aLandon
ment of certain clements of self-"uniciellcy, or otherwise 
u?on the' grafting of proccs!:.es of large co-operative or 
corporate business upon the small farming economy, III 
Denmark, Sw:tzeriand, Del:;iutll, Ireland, co-operation for 
dairying and other collecting anJ lllanufJ.cturing processes, 
for the use of machinery, marketing, mutual credit, and 
education, are seen to be essential to the lllaint.ellance of 
small holditlgs, Without this co,operation th(! ec{)nomic 
strength of the small hulder or the tenant farmer is under
mined by the carrying comp:ll1ies, tile merchant-middlemen. 
and the money,lender, and in time he either is displaced by 
some iarge,farm system or bcconH.!s the mere dependent ot 
one or other of the capitalist classes just named, 

The fishing industry still continues to sOlne considerable 
extent in st1l~1i1 shapes l though the steam trawler and the 
large fish-merchant arc bringing it morc J.lld more under 
large capitalism, 

Most of the manufactures engaged upon the processes of 
making the foods, clothes, houses) and other prime neces
saries and conveniences of life 11.1,'''; Jl:1ssed or are passing 
illto Lig capitalist businesses, \\'hik lhese s!aple manu, 
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Llcturcs employ an increasing propottion of capital, they do 
not, save in the less advanced nations, engage an increasing 
proportion of bbour. Attached to each of them is a large 
quantity of manuf:1cturing industries which remain in small 
iJusinesses, and thou~h the npplication of mechanical and 
uther sciences continually displaces old handicrafts by large 
machine industries, while new industries arise capitalistic 
from their start, a large quantity of new irregular and highly 
skilled trades corne into being, employing a large quantity 
of labour. It is by no means proved that an increasing 
proportion of manufacturing labour is employed in large 
businE'sses, _ or that the "labour-saving" economy of 
machinery is attended by so lo.rge a general expansion of 
manufacturing inJustry as to provide employment for all 
lhe labour that is "sayed."l 

"·bile the concentrative forces are strong in wholesale 
COllltllt:rce, the sm:lll dealer survives and even multiplies in 
1l1Ost countries, though his economic independence is sapped 
in nuny trades by dependence on some large manufacturing 
vr "furnishing" firm. Bearing in mind the growth of 
rt:tail trading companies with mJ.ny branches anti the 
v.nious forms of "tied" houses, it seems probable that a 
larger share Loth of the c:lpital and the labour engaged is 
passing utlder Iar;,;e capitalism. 

Banking, insurance, and other fUlancial business is seen 
tu be peculiarly adapted to the play of concentrative forces. 
III the civil ans, professions, ami services which are growing 
so t.lpidly in the proportion of employment they afford, the 
",null business \·ery generally holds its own. The increase 
of labour and of capital employed ill public services must] 
hOI\"eYler, be accreJitcd to the side of the large business. 

It may then be concluded:-

\ I) That an incrcJ.sing proportion of the aggregate weJ.lth 
(goods and services) in modern communities is pro
duced in large and expanding businc'Sses. 

(2) That this concentrative tendency is particularly 
operative in the making and carrying of the goods 
which constitute the necessaries and prime con
\·cnienccs of life of the people. 

(3) That in the aggregate production of wealth capital 

1 On lhis l'uint sec Ch:1ptcr XI 
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plays'a part of increasing importance as compared 
with labour. 

(4) That the increasing importance of capital is greatest 
in the production or the most fundamental and 
essential forms of malerial wealth. 

(5) That it is probable that an increasing proportion of 
the number of persons employed is employed in 
large or expanding business·forms, though the con
centrative forces arc less powerful in the case of 
labour than in the case of capit.:d. 

§ IS, But while a larger number of processes and inJus
tries are constantly brought under the operation of the COil· 

centrative forces \\"l1icl1 make for large business-units, there is 
no reason to regard the economy of large-scale production, 
as unlimited in any oranch of production or transport. 

Reverting to the recognised economic formula, there is 
no industry where the law of increasing returns perma
nently and absolutely overrides tbe bw of dirninisbill,S 
rNurns. In any country in any gi,'en condition of industrial 
development there is for each industry a size of business 
wbere the maximum net econolllY is reachcd, and beyond 
which, unless supported by a legal or a rlaturai I,asis of 
monopoly, it cannot grow. 

In many manufacturing processes which 1I:\\"c attained a 
high degree of mechanical developmcnt the maximuLll 
economy is soon .reached, thc unit of cheapes.t production 
representing a comparatively sInal! annual output in tOilS, 
gallons, or other standard: the mere advantages of llla· 
chinery and division of labour are soon exhausted, This 
limitation of the size of an individual plant is generally 
recognised. Of course wherc ollwr economies besides 
those of the n13.nufacturiJl~ process arc taken into accorltlt, 
economies of purchase and of sale, of rent, estalJ1ishmelll 
expenses, administration, advertising. dC., the profit:1IJ1e 
size of such a business may be considerably raised. l;ut 
even the aggregate of these economies does not e\'adc the 
law of diminishing returns. Not only for mcchallic::d pro
duction but for administration of a ousiness there is a 
point of maximum growth,l 

J An experienccd a·cc0unlant in a large Enl,;lish midland Il'."ln'lf.lcrur· 
ing lown writes to me as follows:-

.. So far as I am able to jud!;e {wm lJUsinc$se< 1 ),:lVC l,ccLi C,)!JIlcctcli 
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Throughout industry businesses may be regarded as 
~ravitating toward:; II a typical magnitude," which yields for 
the time being the maximum economy. 

The final limits of this growth are described by a recent 
;;conomist I as functions of: 

(I) The illternal complexity of arrangements. 
(2) The importance of quality in the output. 
(3) The expensiveness of the machinery used. 
(4) External relations depending on the nature of the 

markets tuuched. . 
(5) Stability in the demand for the output. 
(6) The stationary character of the industry in relation to 

methods or otherwise. 
(7) The extent of the economies to be secured by pro

ducing on a large scale.~ 

If, however, ,\'e examine more closely the limits upon the 
.:conomy of the large business, thus indicated, we shall 
percei,'e that they ultimately rest upon a law of diminishing 
returns, applied not to the mechanics but to the administra
tion of business. Although there must be conceived to 
be al1 ultinutc limit to the ecollomy of large production 
dependent on the l~ece~sity of having recourse to inferior 
or more cx]lcllsiYe sources of faw materials or power, this, 
~;1VC in rare instances, is not all actual limit. So, likewise, 
though the practical limits set upon the elaboration of 
machinery 31ld the division of labour may fix the maximum 
size of an illdividual pbnt, it does not limit the size of a 

Ililh fur ),<:HS, and which all' ~y~tematicall}' increasing their output, 
far frum lis heing possilJle La fUlllllllate a general rule that standing 
cxren~es diminish plUprJrtiunalcly in relation to the output, I am 
Inclined tu tl.ink dllt 1l1'~y increase. I think there is a certain size 
(quickly atlained in mallY businesscs) at which everything is done most 
cheaply, and that, as the pwduct goes on increasing, there is a slight 
relative increase in expcnsc, dll!:: to Ihe fact that mere size necessitates 
the doing of ererything by rule, and the formation of separate depart. 
ments, allll a cOlllplic.1lell system of checking and accounting generally, 
which tClld~ to counterbalance, and 1\ hich does in fact more than 
counterktbncc, the advantage gained by size. There is also the in
t:mgib1e loss C.111sed by the remo\'al of direct [c~pol1siuility, and this, I 
think, must aC(Qllnt for a good deal." 

1 Professor S. J. Ch:ljlm.m, 7/u 1.IlIUdshir( Cot(,m llldustry, p. 169. 
~ This Iltst e..:<momy is !lot separate from the rest, uut aPP(':1IS to 

~1]\\lmar,isc thelli. 
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business, which may contain a number of such plants, and 
will tend to increase this number so long as the net 
economy of business administration is subcn'ed thereby. 
This being so, the only substantial linlit to the growth of a 
business, from the standpoint of economy of supply, has 
reference to the application of administrative power; in 
other words, of the factors that constitute the business-unit 
ability of control and management must be regarded as a 
constant factor. The chief cause of the survival of ~mall 
forms of business in many highly-skilled trades was foulld to 
be the necessity of oinet detailcu attention on the part 
of a responsible interesterJ workmall or employer. Any 
expansion of the business, implying delegation of this 
control and .the adoption of routine methods, wuuld react 
injuriously upon the quality of the work. 'Vhen the 
industry is highly susceptibie of routine IlH.:thods this 
economy of \I the ma:ster's eye" is rdatively unimportant; 
the managing ability is be::,t occupied in the more general 
acts of organisation and control, a discretionary power of 
detailed managemellt being delegated to d,:,partmentai 
managers, overseers, and inspectors. nut tbere must 
always be some limit to the economy of tbe managing or 
directing milld: every txpansion brillgs larger intricacy, and 
the machinery of administration IJcconH.!s mon:: cumber
some, involving larger wa~te from imperfect co-ordin:.1tiol1, 
dislocation, friction, anu other di.':.turbanccs. 

When the financial economy of modern l)u~illC.';,S intro
duces more division of labour il1[O the ad!\lillisttation, 
dividing the interest, responsibility, and control among a 
number of directors, a managing director and a number of 
salaried officers, difficulties of policy alld of dose co-ordina
tiOll arc apt so to incrc:1sc as to outweigh tile aclYalHagcs of 
substituting many administrative minds for ont..'. The well
recognised failure of joint-stock cOIll(J:lllies to compete suc
cessfully with primtc firms in SOl1le classes of ulisinl!ss is a 
clear testimony to the limits of this economy. While, 
therefore, differences of personal ability, {:sjJcci:lIly evinced 
in the larger policy of organisation and ill the sek:ctioll of 
subordinates, impart great elasticity to the maximum size of 
a business, it is nOllC the les,; true that there is always" a 
typical magnitudc" to which each class of busillcss tends 
to conform, and which yields the cllC;lpest ullit of supply. 
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Tbis tendency for every business to grow to the limit 
of cheapest production is howeyer qualified by another 
tendency from the demand side. When the number of 
growing businesses in a competiti\'e trade is such that the 
aggregate output is continually increasing, the fall of the 
selling price may be such as to preclude any of these 
businesses from :lttaining the "typical magnitude l! which 
yields the greater ChE'apllt!ss of supply. In other words, 
the direct determinant of the size of a business will be the 
net maximum of profit, and this will depend upon the 
relation of growing cheapness of supply to elasticity of 
demand. 

The real limits to concentration of capital and labour in 
single businesses, as distinct from single pl;lllts, are not to 
allY large extent considerations of technical production, 
but of admjni~tl ation nnd of market. For this reason a 
larger proportion of the highest intellect engaged in business 
Ide is being directed to experimer.t and invention of ad
Illinistrative methods, including business organisation and 
lillal1cc, with the double object of effecting large economies 
d supply-co~t and of so monopolising or controlling 
markets as to preyent these gains passing to the consumer 
\1)' com:..-:tition of pwdllccrs. 
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§ I. In those indmtries where the business-unit grows in 
size it generally grows also in complexity of structure. This 
increased complexi:}' is due partly to a process of differen· 
tiation within the business-unit, partly to a process of 
integration by which productive a<.tivities which formerly 
constituted separate hllSinesses l)ccome departments of a 
single busi ness. 

The increasing differentiation or division of capital and 
labour due to the greater size and technical impro\'C'ment'i 
of modern businc:sses is easily recognised, In a modern 
shoe factoTY there are about sixty distinct processes. 
Grain, in the elaborate machinery of the nlGuern flour· 
mill, passes through .1 score of different stages, cleaning, 
winnowi]~g, grinding, dc, The American l113chine-made 
watch is said to be the product of 370 sq)ara:e actions. 
In an up-to-date textile factory a dozen diftcrcilt rroces~e~ 
contribute to the spinning or wCJxint; of cott,)!1 m silk, and 
new improvements or refinements of cleaning or finishing 
are always being added. 
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This process of differentiation is continually fed by the 
increased variety of demand due to an expanding market, 
involving larger variety in size, quality, and character of 
goods. Special classes of goods must be manufactured for 
Australia, Egypt, or Burma. New customers in China or 
Persia insist upon their cloth or hardware goods being 
made-up or packed in some fo.miliar form long after the lise 
or convenience of this (olm has passed away. The exi
gencies of keen competition requires constant experimenta
tion in ne.,,, Jines of goods to touch the fancy of a newly 
opened market or to get away the trade of a competitor. 

This differentiation of a business from within is often 
accompanied by a double course of integration, involving 
the absorption of YariOllS minor or subsidiary processes by 
some business performing .1 major process of production; 
or the c'\)l.1IlSilll1 of SOllle manufacturing or inercJ.ntiie 
business laking on the production or sale of new kinds of 
goods which lay previously outside the limits of its business 
activity. 

S z. Every industry is connected with a number of other 
industries eng:1ged upon processes anterior to, subsequent 
to, or subsidiary to, the operation with which it is itself 
concerned: this creates J. st.:1ble bond of common interest 
which form." a basis of integration. The most strongly 
organi"ed and best developed of a series of business 
processes thus related tends frequently to absorb the 
others. SO:1. modern steel-mill will often own its own 
smelting work'> and its own supply of iron-ore and coal, 
together Wilh its own railway or line of boats for carrying 
the raw m.J.telial. A co('oa or jam manufactory will own its 
own fruit pbntations. In other C.:1ses the wholesale or the 
retail merchant takes the initi.J.tive, as when the English 
Co·operative Wholesale Society sets up cloth and shoe 
bctories and imports ils groceries on its own ships; or 
when a retail store like \vhitcley'~ supplies fruits and dairy 
produce from its own farms. A railroad, as for instance 
the London and North Wes'ern, sometimes expands so as 
to be almost entirely sdf-5uf!i.cing, manufacturing its rails, 
rolling ;.,tack, etc., from its own stocks of materials, 
and making almost all the articles required for its ser
vice down to the wooden legs for the use of, its crippled 
employel.'s. 
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In the textile industries this integration is widely visible, 
In the woollen manufactures the preliminary processes of 
sorting and cleansing, carding or combing, as well as the 
main processes of spinning and weaving, fulling, dyeing, and 
finishing, each of which was at one time committed to a 
separate and independent group of workers, aTt: frequently 
found going on simultaneously in a single factory.l This 
integration is, however, often Cju::tlillcd or crossed by a 
tendency to differentiation so strong as to detach a par, 
ticular process and to set it up in business for itself. So in 
the Yorkshire woollen trade, \vhereas spinning and weaving 
are usually under the same roof, combing and fulling 
are often distinct, and "finishing JJ tS usually d01W 
separately. The same conflicting tendencies are seen in 
the Lancashire cotton industry: all processes up to spinning 
are always united; twining is sometimes separate; spinning 
and weaving are sometimes united, sometimes not; dyeing 
is sometimes lInoer the same management as spinning and 
manufacturing, sometimes committed to a dyer. Calico 
printing forms'a separate busincss. 2 

In fact throughout the textile and metal manufactures Wl' 

see clear signs of a dquble process of Lusiness differentiatio1l 
opposing the process of integr:1tion in one direction, whilc 
assisting its advance in another. In the woollen tr:1ul", 
where strong differences of quality occur, there arises much 
specialisation, many businesses confining themselyes to a 
particular class of goods, and absorbing :111 the proccs<.;c:-; 
involved in this special trade. Opposed to this specialisa
tion of quality is the specialisation of processes exbihit('d in 
the" fulling" or "finishingn businesses. which take work fot 
a large number of the specialiscci mills. The cotton tr:1dl', 
as we shall sec, develops in similar fashion by lo('~d di(fcrcil 
tiation of firms and coarser "count:-;" and various gr:1des :1l1d 
types of manufacture. 

The modern bicyde trade exhiLits th~ conflict (jf till! tw,l 
tendencies most clearly in the struggle between the techni 

1 A gooJ deal of the clc;lnsing an'] cumbing in (he cloth anJ \VoI.qed 
tmdes is, however, done sepuately on commission hy brge flTtns such 
as Lister's (d. Burnley, p. 4t7). In GellllUny .' tini<hing" qill 
remains a separale business process (cf. Chapman, F ... " ,·i, 11 COIJlPlIitil)ll, 
p. 197)· 

, Chapman, The [aNalJ!:i,·<' Cott,m It/dust,)", IJ. 165. 
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cally complete factory turning out a whole machine of a 
particular type, and the factory confined to the production 
of a single part, suited for the structure of many types of 
machine. 

So far as minor subsidiary processes are concerned, much 
integration is visible in all large manufactures. Wherever 
the demand is large and regular there is a tendency for 
packing, printing, box-making, etc.) to be done on the 
premises; ,,,,hile engineering shops, carpenters' shops, 
chemical laboratories, are frequent appendages to a large 
modern factory. 

Thus a number of small, relatively simple business-units, 
representing the various stages in the production and dis
tribution of a commodity, come to group themselves into a 
large, complex business-unit. 

8 3- Though, as we see, there is in many trades a tendency 
to specialisation in quttlity of manufacture, a business confin
ing itself to the many processes contributory to a single sort 
of commodity, in others the integration proceeds horizontally 
~" well as lttter:1llr, a m:1nllf:1cturcr or rnerch::tnt extending 
the number of commodities in which he deals_ This of tell 
happens where some community of raw material or of 
method of manufacture connects two different commodities. 
lIence a biscuit manufactory, like Messrs. Huntley & 
Palmer, exp:1nds its activity until it has absorbed a great 
v:uiety of other food products, while a watchmaking busi· 
ness takes up electrical or surgical apparatus. 

J n retail trade this integrative tendency is widely opera· 
tive. The modern grocer sells tinned meats, cakes, wine, 
teapots, and Christmas cards; the draper sells all sorts of 
ornamental wares; the stationer, oil-man, and china store set 
out an increasing miscellaneous lot of wares, advancing 
tow~Hds the position of "general dealer." The" Stores" 
and the Univcrs::ll i'rovider represent the culmination of 
this movement in th..: retail business, returning to a more 
enlarged and complex form of the primitive "general shop"of 
the village.] Here, howeyer, as elsewhere, the difrerenti:Jtill2: 

. p. similo.r reversion 10 a benera] primitive lyre is observed in some 
Tn~TIllfo.cturing [;1ls.ine5ses, t_;.:. cotton. "TIle weaver's -cottage with 
il~ l\lde :lpl':lr:ltlls of jng-warping, hand-cards, hand-wheels, and im
perfect looms, was the sl~am-lnOIl1 faclory in mini:l.lure." (Gut'!lt, 
fhrtory ofrht lO{(Oll ,Vllllu}1.-tr.,-t, p. 47. J 
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tendency is sometimes dominant: fashionable shops devote 
themselves to special grades of gloves, hats, cigars or furs, 
while manufacturing or mercantile COllllKl.llies set up 
numerous branch shops for selling sOllle single com-_ 
tllodity, such as watches, bicycles, shirts, readr-made 
clothing, coffee, etc. 

\Vherever we turn in the industrial world we find the 
business-unit changing its form under the pressure of the 
integrating and the differentiating forces, sometimes taking 
on a wider range of activities, sometimes a narrower. As 
in manufacture and commerce, so in banking al1d finance. 
A modern bank has added ,'arious processes of money
lending and discounting \vhich were alien to its early 
functions, while the modern bill-broker tends continually to 
hecome more highly specialised in the kind of bills which 
he discounts. 

\Vhile, then, over a large field of business enterprise there 
e.xists a strong tendency towards increasing complexity of 
business structure, it is clear that this tendency is Ilot of 
universal application even in distinctively capitalistic fields. 
Increasing size generally implies further division of labour 
and other increased differentiation even where no ncw lincs 
of work are taken on. If a growing business, on the olle 
hand, expands the variety of its products, and, on thc othcr, 
takes on various antecedent or subsidiary processes hitherto 
independent, it may easily reach a stage of complexity 
which introduces larger risks of dislocation and waste (rolll 
defective central control. We must therefore conclude 
that as for every class of business there exists at any gi\·cn 
time a normal size of maximum efficiency, so there exists a 
normal degree of complexity. 

Increased complexity generally proceeds with incrcasillg 
size: \."here the capitalist forces arc making for the produc
tion of routine goods and services upon a large-scale there 
we find the business-unit more heterogeneolls and Illon~ 
highly integrated, partly as the result of diITercnti."ltion from 
within, partly through t."lking 011 new lines of bu<;iness 
activity from outside. 

§ 4. Ascending from the business-Ilnit to the brger 
u~lit in the structure of industry, the 1\f."Irkct, or groups of 
dlfectly competing businesses, wc find simibr changes ha'·c 
taken place_ In considering these ch."lnges the rebtioll 

10 
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between Ivlarket and Trade should be clearly grasped. The 
mere fact that two persons or groups of persons in different 
places are engaged in similar processes of production, that 
is to say, belong to the same trade, has no significance 
for us, The trade or aggregate of productive units of a 
particular sort receives industrial unity only in so far as 
there is competition of the units in buying the raw materials, 
tools, and labour for carrying on their trade, and in selling 
the results of their activity. Weavers of cotton goods in 
Central China belong to the same trade as weavers in 
Lancashire, and conduct their craft with similar imple· 
Illents to those which still prevail in the cottage industries 
of France and Germany, but such competition as may exist 
between them is so indirect and slight that it may be 
neglected in considering industrial structure. It is in the. 
competition of a market that businesses meet and are 
vitally related. In a trade there may be several markets 
whose connection is distant and indirect. Market is the 
llame given to a number of directly competing businesses. 
"Economists understand by the term market not any 
particular market-place in which things are bought and 
sold, but the whole of any region in which buyers and 
sellers are in such free intercourse with one another that 
the prices of the same goods tend to equalise easily and 
quicidy,UI 

A single competitive price is then the essential feature 
and the test of a market. Businesses in such close relation 
with one another that the prices at which they buy and sell 
arc the same, or differ only by reason of and in correspond· 
ence with certain local advantages or disadvantages, are 
members of a single m:1fket. The money market is a 
single market throughout the world. The price of money 
in London, Rome, Rio de Janeiro, may differ, but this 
difference will correspond to certain differences of risk. 
There will be a tendency towards a single price, or, putting 
the case in other words, \vbereyer in the world £100 of 
money represents the S;1me commodity the same price will 
be paid for its use, wbile any difference in its value as a 
co.mmodity will be acclIT:11cly reflected in the difference of 
prwe. 

l Cournot, RtclU!rdl~s sur II'S l'rin.:ipes jl/,ltldmatiqlles de fa Th(or;,' 
des Rir/usus (quoted Marshall, Prinriples qj E(onomio, p. 384). 



l-o-rODERN CAPITALISM. 147 

Absolute freedom of intercourse is not essential to the 
establishment of a common market. ::\[arket tariffs and 
other advantages and disad\'antages may place the competi
tors on an unequal footing. Moreover, in order to form part 
of a market as helping to determine the price, a business 
need not actively enter the field of competition. Fe::ll' of 
the potential competition of outsiders often keeps down 
prices to a level above which they would rise were it not 
for the belief that such a rise would bring into active, e[fectin~ 
competition the outsider. England had until recently a 
monopoly of the market for cotton goods in certain Eastern 
countries, but the price at which she sold was determined 
by the possibility of rival French or German merchants, as 
well as by the direct competition of the several English 
firms. In certain conmlOdities the market is conterminous 
with the trade, that is, we have a world-market. This is 
the case with many of the forms of money, the most 
abstract form of wealth, ancI the most highly competitin'. 

Dealers in Stock Exchange securities and in tbe preciotls 
metals, arc in actiYe, constant competition at all the great 
commercial centres of the world. Other staple commodities, 
whose value is great, durable, and port:1ble, sllch as jewels, 
wheat, cotton, wool, have to all intt:llts and purposes a 
single market. 

This world-market represents the fullest expansion due 
to modern machinery of transport and exchange, the rail
way, steamship, newspaper, telegraph, and the systcm of 
credit built up and maintained I)y th~ assistanc(' of these 
material agents. 

The market-area for various commodities varies with tht.; 
character of thcse commodities, from the world-market for 
stock exchange securities down to the minimum market 
consisting of a few neighbouring farmers competing to 
sell their over-ripe plums or their skim-milk. The 'cbief 
qualities \vhich determine the market-area arc~ 

(a) Exlelll oj demand. ~ Things ill ulliYersal or "ery 
wide demand, which arc at the same time durable, stlch as 
money, wool, wheat, compete on~r very wide areas, Things 
specially accommod;tted to the taste or use of a particular 
locality or a SI1l.11l class of individuals \\·ill ha,'c a narrow 
market. This is the case ,,,ith clothes of a p::uticular cut, 
and with many kinds of fahrics out of wbich clothes ;Ht~ 
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made. The market for certain classes of topographical 
books will be confined to the limits of a county, though the 
book market for some books is a world-market. 

(b) Portability. - Even where the demand is far from 
a general one, the market-area may be very wide ,,,here 
high value is stored in small bulk. Smoking tobacco and 
more highly valued wines and liqueurs are examples of 
this order. The market for common bricks is local, though 
Portland marble finds a national market. 

(c) Durability.-Durable objects and objects which can 
easily be brought within reach of modern means of rapid 
transport have a wide market. Perishable goods, as, for 
example, many fruits and vegetables, have for these reasons 
a narrOw market. 

~ 5. 1Todern machinery has in almost all cases raised 
the size of the market. The space-area of competition has 
been immensely widened, especially for the more durable 
classes of goods. It is machinery of transport-the 
transport· of goods and news-that is chiefly responsible for 
this expansion. Cheaper, quicker, safer, and more calcul
able journeys have shrunk space for competing purposes. 
Improved means of rapid and reliable information about 
methods of production, markets, changes in price and 
trade have practically annihilated the element of dis
tance . 

. Nlachincry of manufacture as well as of transport has a 
levelling tendency which makes directly for expansion of 
the area of competition. As the spread of knowledge places 
each part of the industrial world more closely en rapport 
with the rest, the newest and best methods of manufacture 
are more rapidly and effectively adopted. Thus in all 
production where less and less depends on the skill of the 
workers, and more and more upon the character of the 
machinery) every change which gives more prominence to 
the latter tends to equalise the cost of production in 
different countries) and thus to facilitate effective competi
tion. 

~ 6 . .:vlodern methods of {Jroduction have also brought 
about a great expansion in the time-area of the market. 
Competition covers a ,vider range of time as well as of space. 
Production is no longer directed by the quantity and quality 
of present needs alone, hut is more and more dependent 
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upon calculation of future consumption. A larger propor· 
tion of the brain power of the business mall is devoted to 
forecasting future conditions of the mark,~t, and a larger 
proportion of the mechanical 3nd hUlllan labour to pro
viding future goods to meet calculated demands. This 
expansion of the time-market, or growth of speculatiye 
production, is partly cause, partly effect of the improved 
mechanical appliances in manufacture and in transport. 
The multiplication of productive power under the new 
machinery has in many branches of industry far outstripped 
the requirements of present known consumption at remuner
ative prices, while increased knowledge of the wid~l1illg 
market has given a basis of c3lclllatioll which leads manu
facturers to utilise their spare productive power in providing 
against future wants. So long as industry was limited by 
the labour of the human hody, assisted but slightly by 
natural forces and working with simple tools, the output of 
productive energy could seldom outstrip the present demand 
for consumable goods. 

But machinery has changed all this. !\lodcrn industrial 
nations are able to producc cOllsumabks far faster than 
those who have the power to consume them are willing to 
exercise it. Hence there is an ever-increasing margin of 
productive power redundant so far as the production of 
present consumptive goods is concerned. This excess of 
productive power is saved. It can only be saved by bcing 
stored up in some material forms which are required not for 
direct consumption but for assistin~ to increase the rate at 
which consumables may be produccd in the future. III 
ordcr to make a place for these new (orms of saving it is 
necessary to interpose a constantly incrcasinf; Ilumber of 
mechanical processes hetwccn the earliest extLlctivc process 
which removes the raw material from the' earth and the final 
or retailing process which pbces it ill tbe consumer's hands. 
New machinery, marc cbborate and eo:-;tlr, is applied; 
special workshops, with machines to lllake thi,; machinery
other machincry to make tbese IlJacilincs; there is an 
expansion of the mechallism of credit, the sy~tt'Jll of a~cllts 
and representatives is expanded, new modes of ach·crtisillg 
are adopted. Thus all c\"l'r·widcniJl~ fwld o( invcstlllent is 
provided for the spare eller~r of nuchine·production. Tht! 
change is cOIllIllonly dcscrilH;u lly S:lyillg that LlJoduction is 
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more" roundabout."l A larger number of steps are inserted 
in the ladder of production. This increased complexity in 
the mechanism of production is not, however, the central 
point of importance. We must realise that the change is 
one which is essentially an increase in the "speculative" 
character of commerce. The" roundabout n method of 
production signifies a continual increase in the proportion 
of productiye forces devoted to making" future goods n as 
compared with those devoted to making "present goods." 
Now future goods, plant, machinery, raw material of com
modities, are essentially "contingent goods": their worth 
or waste depends largely upon conditions yet unborn: their 
~ocial utility and the value based upon it depend entirely 
npon the future powers and desires of those unknown 
persons who arc expccted to purchase and consume the 
commodities which shall come into existence as results of 
the existence and activity of these future goods. 

The actu~d time which elapses between the extractive 
~tage and the final retail stage of a commodity may not be 
greater and is in many cases far less under the new methods 
of industry. The raw cotton of South Carolina gets on the 
wcarer's back more quickly than it did a century and a half 
ago. But when we add in the time-elements involved in 
the provision of the various forms of intricate plant and 
machinery whose utility entirely consists in forwarding 
these cotton goods, and whose existence in the industrial 
lIlech.:l.Ili~m depends upon tbem, we shall perceive that the 
" roundabout" method signifies a great extension of the 
~!'ccubtive or time-dement in the market. z 

S 7· The growing interdependency of trades and markets, 
the e\'l.~r closer sympathy which exists between them, the 
Il1cll'ased r,lpidity with which a mO\'ement affecting one 
I'ommunicates itself to other:;, arc other ~trikillg character
h:lc" uf IlwJl'rll tr.ldc. Tlli:; tntt:rdep<.:ndencyL is in large 
llll..'a:,ure Olll: of ~l ()\I"lllc.: ~Lructural ~1ttach mcnt between trades 

I It ought, howel'er, to be kept in mind that the applica.tion of the 
"rounda.bout" IIlcth.od is nnly economically justified by a continual 
IOCrea,.e In cOll,,"umpllon. So Ln a~ a g-iven quantity of consumptioll is 
,-r;ncerned Ihe result of the" II,.HJndabOUl" method is to diminish Ihe 
q\l.~ntit}" of capital which assists 10 produce it. 

- Professor B?hm Hawerl,. :-.how.$ thi.s il.lcrcased time of production 
10 he the e%entl::d characten~lJc ut carltalt~t J'ruduction. Cf. FOJitivc 
i"iuc'l)' 'f Col/It,ll. 
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and markets formerly in faillt alld distant sympathetic rela
tionship. Formerly~ agriculture was the one important 
foundational industry, and from the feebleness of the 
transport system the vital connections and the unity it 
supplied was local rather than national or international. 
Now the agricultural industries no longer occupy this 
position of prominence. The coal and iron industries 
engaged in furnishing the Taw material of machinery and 
steam·motor, the machine manufacture, and the transport 
services, are the common feeders and regulators of all 
industries, including that 01 agriculture, They form a 
system corresponding to the alimentary system of the 
human body, any quickcning or slackening of whose func
tional activities is directly and speedily communicated 
to the several parts. Any disturbance of price, of efficiency, 
or regularity of production in these foundational industries 
is reflected at once and automatically in the sever..'ll 
industries which are engaged in the production and dis
tribution of the several commodities. The mining and 
metal industries, shipbuilding, and the railway services arc 
recognised more and more as furnishing the true measure 
and test of modern trade; their labour enters in ever 
larger proportion into the production of all the consumptive 
goods. 

Besides the general integration or unification of industry 
implied by the common dependenc)' of the specifIC 
trades upon these great industries, there are other forces 
engaged in integrating groups of trades. Foremost is the 
"roundabout" method of production, to which our attell
tion has been already directed. Not merdy does this 
capitalist system bring a number of trades and processes 
under the control of :1 sillsle cuplt:1l, as a sillgle complex 
business, but it estaLli~hc::; close idelltity of trade-life and 
interests among businesses, trades, and markets which 
remain distinct so far as ownership and management are 
concerned. 

§ 8. If we take the mass of capita! and lauour composing 
one of our staple productive industries, we shall find that it 
is related in four diff(;Tent ways to a nUI1l~er of other 
industries. 

(I) It has a number of trade.'. which are directly co
ordinate-i.t'., engaged in the earlier or later processes uf 
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producing the same consumptive goods. Thus the manu
facture of shoes is related co-ordinatel), to the import 
trades of hides and bark, to tanning, to the export trade 
in shoes, and to the retail shoe trade. A common stream 
of prouuce is flowing through these several processes, and 
though from the point of view of ovmership and manage
ment there may be no connection, there is a close identity 
of trade interest and a quick sympathy of commercial life 
at tllese several points. 

(2) Each important manufacturing industry has a number 
of industries which in their relation to it are secondary, 
;:llthough in some cases, having similar relations to a number 
of other trades, they may in themselves be large and import
ant. In the large textile centres are found a number of 
minor industries, planers, sawyers, turners, fitters, smiths, 
engaged in irregular work of alteration and repairs upon the 
plant and machinery of the textile factories. The same 
holds of all important manufactures, especially those which 
are closely localised. 

A somewhat similar relation appertains between those 
manufactures engaged in producing the main hody of any 
product and.the minor industries, which supply some slighter 
and essentially subsidiary part. In relation to the main 
textile and clothing industries, the manufacture of buttons, 
of tape, feathers, and other elements of ornament or 
trimmings may be regarded as subsidiary. In the same 
way the manufacture of wall-p.J.pers or house paint may be 
considered subsidiary to the building trades, that of black
ing to the shoe manufacture. These subsidiary trades are 
rl.'blcd to ·the primary onc more or less closely, and are 
affL.:cted hy the condition of the btter more or less power
fully in proportion as the subsidiary elements they furnish are 
more or less indispensable in character. The fur and feather 

. :rades are far more dependent upon direct forces of fashion 
than upon any changes of price or character in the main 
hrallche!'; of the clothing trade. On the other h:tnd, any 
c;1USC whi('h ;tfTected ronsidl"r:1h!y the price of sugar would 
han' ,l .t:,IC';ll :lIld dirl'ct intllll'IlCC 011 the jalll l1Ianufarlure, 
,,·hile the list' ill price of tin UlIL: to the l\l'Killley tariff 
Gl.mcd seTious apprehension to the Chicago manufacturer;:; 
and e:xporters of preserved meats. 

(.1) The relations between Olle of the great arterial 
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industries, such as coal-mining, railway transport, or machine
making, and a specific mallufacture may Le regarded as 
auxiliary. The extent to which the price of coal, railway 
rates, etc., enters into the price of the goods alld affects the 
condition of profits in the trade measures the closeness of 
this auxiliary connection. In the case of tbe smelting 
industries or in the steam transport trades, even in the 
pottery trades, the part played by coal is so illlPortant that 
the relation is rather that of a primary than an auxiliary 
connection-i.e., coal.mining must be ranked as co-ordinate 
to smelting. But where heat is not the direct agellt of 
manufacture, but is required to furnish steam-lll\Jtor alone, 
as in the textile factories, thc connection may be termed 
auxiliary. 

(4) The relationship between some industries is " symp,l
the tic " in the sense that the commodities the)' produce 
appeal to closely related tastes, or are members of a group 
whose consumption is related harmoniously. III foods "'c 
have the relations between bread, butter, and cheese j the 
relation in which sugar alld salt stand to a large number of 
cons urn abIes. Some of these are natural relations in the 
sense that one supplies a corrective to some defect of the 
other, or that the combination enhances the satisfaction or 
advantage which would accrue frolll the consumption of 
each severally. 1n other cases the connection is morc 
conventional, as that between alcohol and tobacco. The 
sporting tastes of man supply a strong sympathetic bond 
between many trades. The same is true of literary, artistic, 
or other tastes, which hy the simultaneous dem:llld which 
they make upon several industries, in sOllle proportion 
determined by the harmonious satisfaction of their desires, 
throw these industries into sympatbetic groups'! These four 
bonds mark an identity of interest between different 
illdustries. 

The relationship is sometimes one of divcrgency or conI
petition of trades. 'Vhere the same service may be supplied 
by two or more different commodities the trades arc rdated 
by direct competition. Oil, gas, electricity, as illutllin;1llts, are 
a familiar example of this rebtiotlship. i\bll)" trades which 

J Fur a full ami valuahle treatment of the.c h.1r1Il"nio\l~ relations. 
from the point of \·iew of cUllsumptiull and pruductiun, sec Pat len's 
ECllllillllid 0/ a ll}'IIQlIIi .. Slld',·/y. 
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produce commodities that are similar, but far from iden
tical in character, feel this relationship very closely. The 
competition between various kind::; of food, which with 
different kinds and degrees of satisfaction may produce 
the same substantial effects, between fish and meat, 
between various kinds of vegetables and drinks, enables 
us to realise something of the intricacy of the relations 
of this killLi. In clothing we have antagonism of interests 
between the various fabrics which has led to great industrial 
cbanges. The most si£nal example is the rise of cotton, 
its triumph Q\'er woollen clothes by the earlier application 
of tlJe new machinery, and over silk by the early superiority 
of its dyeing and printillg processes. l So in recent years 
ill the conflict amollg beverages, tea, and in a less measure 
cocoa, havc materially damaged the growth of the coffee 
industry so far as English consumption is cel1cerned. 
Where ~uch rivalry exists, an industry llIay be as power
fully and immediately affected by a force which raises or 
depresses its competitor as by a force which directly affects 
itself. 

~ 9. The growth of numerous and strongly-built structural 
attachments between different trades and markets related to 
different localities implies the existence of a large system 
of channels of communication throughout our industrial 
society. By the increased number and complexity of these 
channels connecting different markets and businesses, and 
relating the most distant classes of consumers, we can 
measure the e\'olution of the industrial organism. Through 
thcse channels flow the currents of modern industrial life, 
\\'hos(' pace, len.:::;th, and regularity contrast with the feeble, 
short, and spasmodic flow of commerce in earlier time~ 
This advance in functional activity of distribution is thus 
expres!:>ed by l\Ir. Spencer :-" In early English times the 
great fairs, annual and other, formed the chief means of dis
tribution, and remained import.1nt down to the seventeenth 
century, when not only villages, but even small towns, devoid 
uf shops, were irregularly supplied by hawkers who had 
obtained their stocks at thesl' gatherings. Along with 
increased jJopulatiun, larger industrial centres, and improved 
challnels of communic:ltion, loc:ll supply became easier; 
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;lnd so frequent markets more and more fulfillt:d the lJurIJose 
of infrequent fairs. Afterwards, in chief places and for chief 
commodities, markets themselves multiplied, becoming in 
some cases daily. Finally came a constant distribution, 
such that of some foods tbere is to each town an influx 
every morning; and of milk even more than once in the 
day. The transition from times when the movements of 
people and goods between places were private, slow, and 
infrequent, to times when there began to run at intcrvals 
of several days public vehicles moving at four miles an 
hour, and then to times when these shortened their intervals 
and increased their speed, while their lines of movement 
multiplied, ending in our own times, \vhen along each line 
of rails there go at full speed a dozt..:n waves daily that arc 
relatively vast, sufficiently show us how the social circula
tion progresses from feeble, slow, irregular movcments to a 
rapid, regular, and powerful pulse."1 

The differentiation of function in the several parts of the 
industrial organism finds a partial expression in the localisa- ' 
tion of certain industries_ As there is growing division of 
labour among individuals and groups of individuals, so the 
expansion of the area of competition has brought auout a 
larger and larger amount of local specialisation_ 

Roughly speaking) the \Vest of Europe and of America 
has specialised in manufacturlC, drawing an ever larger 
proportion of their food sllplJlies from the :L\'orth-West Statc:~ 
of America) from Russia, the Baltic Provinces, Australia, 
Egypt, India, etc., and their raw Ill;lt, .. ri,:tis of manufacture 
from the southern United States, South Amt..:rica, India, etc., 

'- while these latter countril:s arc suhjl'cted to a correspondent 
specialisation in agriculture and othl:r extra(li\"(.~ a:'t.~, If Wt..: 
take Europe alone, we fino cl:rtain largt..: cb:u<lckri'Jtics 
which mark out the Baltic trade, the Black Sca tracil:, the 
Danube trade, thc Norwegian and Whitt.: Sea tr::lde. So tIll:: 
Asiatic trJ.de falls into ct..:rtain tolera]JI\, d,,!ill1cd di\-jsions of 
area, as the Levant trade, the Red Sca'tradtc, the Indian, the 
Straits, and East Indian, the China trade, dc. The whole 
trade of the world is thus di.,.ided for commlCTcial I,urposes_~ 
Thoubh these trade Ji.,.isiolls are prinnrily suggested by 

I Principles of SO[/%.E{)', '·01. i. p. 500 (jrd cdil.l. 
i For a Jetailed 3ccounl of the national traJc Jiyi,inllo. d. lJr. Yeat~. 

11:i GoMOI Ga/n (>/ Trade. 
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considerations of transport T;J.tber than of the character of 
production, the geographical, climatic, and other natural 
factors which determine convenient lines of transport are 
found to have an important bearing on the character of the 
production, and convenience of transport itself assists largely 
to determine the kind of work which each part of the world 
sets itself to do. 

The establishment of a world-market for a larger and 
larger number of commodities is transforming with mar
vellous rapidity the industrial face of the globe. This does 
not now appear so plainly in the more highly-developed 
countries of Europe, which, under the influence of half a 
century's moderately free competition for a European 
market, have already established themselves in tolerably 
settled conditions of specialised industry. But in the new 
world, and ill those older countries which are now fast 
yielding to the incursions of manufacturing and transport 
machinery, the specialising process is making rapid strides. 

Improved knowledge of the world, facile communication, 
an immense increase in the fluidity of capital, and a con
siderable increase in tlut of lahour, are busily engaged in 
di::;tnblltil1~ the produt.:~IUll uf the world in accordance 
with certaill dominant natural conditions. Those in
dustrial forces which have during the last century and a 
half been operativc in England, draining the population 
and industry from the Southern and Eastern counties, and 
cOllccntrating 1t in larger proportions in Lancashire, the 
West Riding, Staffordshire, and round the Northumbrian 
:1nd South \Vales coal-fields, specialising each town or 
locality upon some single branch of the textile, metal, or 
other industries for which its soil, position, or other natural 
advantages made it suitable, are now beginning to extend 
the area of their control over the whole surface of the known 
and inhabited globe. 

As large areas of Asia, South and Central Africa, 
A ustralia, and South America fall under the control of 
European commercial nations, are opened up by steamships, 
railways, telegraphs, and arc made free receptacles for the 
increased quantity of c:1pital which is unable to find a safe 
remunerative investment nearer home, we are brought 
nearer to a condition in which the whole surface of the 
world will be disposed for industrial purposes by these same 
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forces which have long been confined in their direct and 
potent influence to a small portion of Western Europe and 
America. This vast expansion of the area of effective COlll

petition is beginning to specialise industry on the basis of a 
world-market, which was formerly specialised on the more 
confined basis of a national or provincial market. So in 
England, where the early specialisation of machine-industry 
was but slightly affected by outside competition, great 
changes are taking place. Portions of our textile and metal 
industries, which naturally settled in districts of Lancashire, 
Yorkshire, and Staffordshire, while the area of competition 
was a national one,l seem likely to pass to India, to Germany, 
or elsewhere, now that a tolerably free competition on the 
basis of world-industry has set in. It is inevitable that with 
every expansion of the area of competition under which 
a locality falls the character of its specialisation will change. 
A piece of English ground which 'vas devoted to corn
growing when the market was a district one centred in the 
county town, becomes the little factory to,'m when com
petition is established on a national basis j it may become 
the pleasure-ground of a retired millionaire speculator 
if under the pressure of world-competition it has becn 
found that the manufacture which now thrives there can be 
carried on more economically in Bombay or Nankin, where 
each unit of labour power can be bought at the cheapest 
rate, or where some slight saving in the transport of raw 
material may be effected. 

§ 10. The question how industry would be located, 
assuming the whole surface of the globe was brought into 
a single market or area of competition, with an equal 
development of transport facilities in all its parts; or in 
other words, ""'hat is the ideal disposition of industry III 

a world-society making its chief end the att:linment of 
industrial wealth estimated at present yalu('s?" is one to 
which of course no very exact answer can be gin:n. ];ut 
since this ideal represents the goal of modern industrial pro-

1 Foreign competition with English textiles, thuugh conlJ';u:'Ilil"l'ly 
mudcLn so f:'lr 3S tile more highly developed m:1chinc·L1I:1,\e f:tJ,Li<.:~ :Ut: 
concerned, was keenly felt early in the cenl\lry in hand· made gnnd~. 
Schulze-Gaevernitz points out th;'tt the depression in work and wages 
of the hand·loom workers in IS20 was due more to fureign compelltiuu 
tban to the new machinery. (D(y GnJSlbd,.ifO. f.l. 41.) 
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gress, it is worth while to call attention to the chief deter
minants of the localisation of industries under free world~ 
competition. The influences may be placed in three 
groups, which are, however, interrelated at many points. 

(I) The first group may be called Climatic, the chief 
influences of which are astronomical position, surface con~ 
tour, prevalent winds, ocean currents, etc. Climatic zones 
have their own flora and fauna, and so far as these enter 
into industry as agricultural and pastoral produce, as faw 
materials of manufacture, as sustenance of labour, they are 
natural determinants of the localisation of industry. In 
vegetable products the climatic zones are very clearly 
marked. II The boreal zone has its special vegetation of 
mosses, lichens, saxifrages, berries, oats, barley, and rye i 
the temperate zone its peas, ue;tns, roots, hops, oats, barley, 
rye, and wheat; this zone, characterised by its extent of 
pastures, hop gardens, and barley fields, has also a dis
tinctive title in the 'beer and butter region.' The warm 
temperate zone, or region of 'wine and oil,' is characterised 
by the growth of the vine, olive, orange, lemon, citron, 
pomegranate, tea, wheat, maize, and rice; the sub-tropical 
zone, by daks, fi~s, the vine, sugar-cJ.ne, wheat, and maize j 
the tropical zone is characterised by coffee, cocoa-nut, 
cocoa, sago, palm, figs, arrowroot, and spices i and the 
equatorial by b.:manas, plantains, cocoa-nut, etc."l 

(2) The second group is geographical and geological. 
The shape and position of a country, its relation in space 
to Gther countries, the character of the soil and sub-soil, its 
water-supply, though closely related to climatic influences, 
h.1'.'e independent bc:uings. The character of the soil, which 
provides for crops tbt'ir mineral food, has an important bear
ing upon thc raw materials of industry, The shape and 
position of the land, especially the configuration of its coast, 
have a social as well as climatic significance, directing the 
intercourse with other bnds and the migrations of people and 
civilisations \yhich play so large a part in industrial history. 

(3) Largely determined by the two groups of influences 
named above are the forces which represent the national 
character at any giycn time, the outcome of primitive race 
char.:tcteristics, food snpply, spl'cd and direction of industrial 

1 \'t':\ts, TIlt (~'oldm G,ltN "./ Tnld,', p. 12. (Philip & Son.) 
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development, density of population, and the various other 
causes which enter in to determine efficiency of labour. 
The play of these natural and human forces in world-com
petition leads to such a settlement of different industries in 
different localities as yields the greatest net productiveness 
of labour in each part. 

§ ; I. But this world-competition, however free it may 
become, can lead to no finality. no settled appointment of 
industrial activity to the several parts of the earth. Setting 
aside all political and other non-economic motives, there are 
three reasons which render sllch local stability of industry 
impossible. 

There is first the disturbance and actual loss sustained by 
nature in working up the mineral wealth of the soil, and the 
flora and fauna sustained by it, into commodities which arl! 
consumed, and an exact equivalent of which cannot lw 
replaced. The working out of a coal-field, the destruction 
of forests which reacts upon the elementary climatic 
influences, are examples of this disturbance. 

Secondly, there is the progress of industrial arts, n8W 

scientific discoveries applicable to industry. There is !If) 
reason to believe that human knowledge can reach :lny fi!1J.l 
goal: there is infinity alike in the resources of nature and 
in the ,,:apacity of the development of human skill. 

Lastly, as human life continuc:s, the art of living must 
continually change, and each ckmge alters the ,,~lut' 
attached to the several forms of consumption, and so to the 
industrial processes engaged in the stlpply of differC:!lt 
utilities. New wants stimulate new arts, ncw arts alter the 
disposition of productive industry, gi\'ing value to new 
Jlortions of the earth. Ignoring those L1CW Lll~krial want'> 
which require 'new kinds of raw material to I)~ worked up 
for their satisfaction, the grO\\'ing appreciation of certain 
kinds of sport, the love of fme scenery, a risillg \'~!uc sd 
upon healthy atmosphere, ~rc beginning to cXL'L'cise a IllO/"(' 

and more perceptible influence upon the 10calis:1tioll of 
certain classes of population and indmtry in the more 
progressive nations of the world. 

§ 12. The same la\\'s and the same lilllitatinns whicb are 
operative in determining the ch:uacter and lkgrl'l' of special
isation of countries or large arc:as arc a\<;o Sf'r~ll t(} apply 
to smaller districts, towns, ;.tnd slrt"'~s IndlLstries engaged 
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in producing valuable, durable material objects in wide 
demand are locally specialised j those engaged in providing 
bulky perishable non-material goods, or goods in narrow 
demand, are unspecialised. England, where internal inter· 
course has been most highly developed, and where internal 
competition has been freest and keenest, 5ho\.,.5 the most 
advanced specialisation in several of its itaple industries. 
The concentration of cotton spinning in South Lancashire 
is an example, the full significance of which often escapes 
notice. From the beginning South Lancashire was the 
chief seat of the industry, but it is now far more concen· 
trated than was the case a century ago. Several of the 
most valuable inventions in spinning were first applied in 
Derbyshire, in Nottingham, at Birmingham, and in Scotland. 
Scotland then competed closely in weaving with Lancashire. 
Now the Scotch industry is confined to certain specialities. 
In spite of the enormous growth of the manufacture, the 
10('.1.1 area it covers is even narrower than in last century. 
Within J ,allcashirc ihel! the actual area of production has 
shrunk to some 25 square miles in the extreme south, while 
the twO great cities are further specialised-Liverpool as the 
market for cotton, Manchester for yarn and cotton cloths. 

~J oreover, the localisation of various departments of the 
trade within Lancashire is still more remarkable. Not only 
have the old mills in which spinning and weaving were 
carried on together given way before division of labour, but 
the two processes are mostly conducted in different districts, 
the former in the towns immediately around Manchester, 
the latter in the more distant northern circuit. Nor is the 
specialisation confined to this. Spinning is again divided 
according to the coarser and fmer qualities of yarn. The 
Oldham district, with Ashton, Middleton, and other towns 
south of Manchester, is chiefly confined to the medium 
numbers. Bolton, Chorley, Preston, and other northern 
towns undertake the finer numbers. In weaving there 
is even more intricate division of labour, each town or 
district specialising npon some particular line of goods. l 

I\Jor~over, it must be horne in mind that the substitu· 
tion of the factory for the domestic system and the 

I ('f. SchuJze·G:lt"verni!z's minuk invt"stif:.1tinn of this whole subject, 
1)0' i,'n)!H/JNritb. pp. ,)S, 99, dr:. AI~(l d. (1,,101 in h'ri:isll III'/uIIrin, 
.·.lilcd 1»), l'r"rf'S~or \V . .1. A~hlcv. 
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continual enlargement of the aver~ge factory indic<ttes 
an important progressive concentratIOn. So the cotton 
industry does not in fact cover nearly so large a local 
area as when it was one-hundredth the size. The same 
is true of the other chief branches of the textile and 
metal industries. Nor is it only in the manufactures that 
towns and districts are closely specialised. The enormous 
increase of commerce due to machinery of manufacture and 
of transport requires the speci~lisation of certain towns for 
purely commercial purposes. London, Liverpool, Glasgow, 
and Hull aTe more and more devoted to the functions 
of storage and convey:uice. Manchester itself is rapidly 
losing its manufacturing character and devoting itscl{ almost 
exclusively to import and export trade. The railway service 
has made for itself large towns, such as Crewe, Derby, 
Normanton, and Swindon. Cardiff is a portentous example 
of a new mining centre created when the machine develop
ment of England was already ripe. 

The specialisation of function in a large town is, hmvever, 
qualified in two ways. The strong local organisation of a 
staple trade requires the grouping rOHnd it of a number of 
secondary or auxiliary trades. In large textile towns the 
manufactures of textile machinery, and of subsidiary 
materials, are found. The machine-making of Mallchester 
is one of its most important industries, furnishing the 
neighbouring textile towns. Leeds is similarly equipped 
for the woollen trade. This is one of the respects in which 
the superior development of the English cotton industry 
over the continental ones is indicated. In Alsacc alone of 
the continental centres has the concentration of industry 
advanced so far as to furnish a local machine industry 
specially devoted to cotton machinery. Germany is still 
largely dependent upon England for her nl:lcilines. 1 So 
likewise with regard to co-ordinate trades, thL:rc is all 
advantage in the leading processes being grouped in loul 
proximity, though they arc not united in the same bu:;illcss. 
Thus we find dye-works and the various hralll:hcs of the 
clothing trade largely settled in tht~ brge textile [owns, 
such as Leeds, Bradford, ~rancbester, Boltol1. The unit 
of local specialisation is thus seen to be not a single 

I Schulle-{ ;'!'CVt:l'Ili!l, p. 1[0. 
11 
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trade, but a group of closely allied trades, co-ordinate, 
dependent, and derivative. 

Round some large industries in which men find employ· 
ment minor parasitic industries spring up stimulated by the 
supply of cheap abundant labour of women and children. 
In metal and machine towns such as Birmingham, Dudley, 
Walsall, in Newcastle-on- Tyne, and other shipbuilding 
towns, \vhere the staple industries are a masculine mono
poly, textile factories have been planted. The same holds 
of various mining villages and of agricultural villages in the 
neighbourhood of brge textile centres. There is in the 
midland counties a growing disposition to place textile 
factories in rural villages where cheap female labour can be 
got, and where the independence of workers is qualified by 
stronger local attachments and inferior capacity of effective 
trade union organisation, As textile work passes more and 
more into the hands of women,l this tendency to make it 
a parasitic trade thriving upon the low wages for which 
women's labour can be got where strong and well-paid 
male work is established, will probably be more strongly 
operative. 

§ 13. ·The specialisation of certai 11 districts within the town, 
though far less rigid than in the medirevJ.I town, is very 
noticeable in the larger centres of industry. Natural causes 
often determine this division of localities, as in the case of 
the riverside industries, brick-making and market-gardening 
in the OLlter suburbs. ROllnd the central station in every 

1 The following labl!;''' ~hows lhe proportions of females in 1000 

occupied persons in the chief texlile industries of England and Wales. 

Cotton 567 59S 6'0 609 628 
\\'001 and Worstell 46 , 5'3 56, 557 58, 
Silk 64 2 676 69' 667 702 
IIemp, Jllle, elc. 265 30 4 374 393 492 
Hosiery 

I 

4GB 463 533 629 , '3 
Lace 829 826 '43 625 653 
Carpels, etc. 183 3" 362 440 51? 

C(JUral Re/,oll oj Cmsus, p. S6. 
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large town, for convenience of work and life, settle a 
number of industries related to the carrying trade. Every 
trade, market, or exchange is a centre of attraction. So 
the broking, banking, and the general financing businesses 
are grouped closely round the Royal Exchange. ~fark Lane 
and Mincing Lane are centres of the COIl1 and tea trades. 
In all town industries not directly engaged in retail distribu
tion there are certain obvious economies and conveniences 
in this gregariousness. Agents, travellers, collectors, and 
others who have relations of sale or purchase with a number 
of businesses in a trade find a variety of disadvantages in 
dealing with a firm locally detached from the main bod)', .so 
that when a district is once recognised as a trade centre, it 
becomes increasingly important to each new competitor to 
settle there. The larger the city the stronger this force ,.If 
trade centralisation. Hence in London, untrammelled Ly 
guild or city regulations, we find a strong localisation of 
most \\'holesale and some retail businesses. In retail trade, 
however, the economic gain is less universal. Since retail 
commodities are chiefly for lise in the home, and homes 
are widely distributed, the convenience of being near one's 
customers and away from trade competitors is often a pre
dominating motive. Shops which sell oread, meat, fish, 
fruit, groceries, articles which are bought frequently and 
mostly in small quantities, shops selling cheaper articles of 
ordinary consumption, such as tobacco, millinery, stationery, 
and generally shops selling articles for domestic use, the 
purchase of which falls to women, are widely dispersed. On 
the other hand, where the articles are of a rarer and more 
expensive order, when it is likely that the purchaser will 
seek to compare price and character of wares, and will pre
sumably be willing to make a special journey for the purpose, 
the centralising tendency prevails in retail trade. So we 
find the vendors of carriages, pianos, bicycles, thf' IH"avier 
articles of furniture, jewellery, second-hand books, furs, and 
the more expensive tailors and milliners clustering together 
in a special street or neighbourhood. 

Effective competition in retail trade sometimes requires 
concentration, sometimes disper.sion of business. But the 
most characteristic modern movement in retail trade is a 
combination of the centralising and dispersive tendencies, 
and is related to tbe enlargement of the business-unit 
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which we found proceeding everywhere in industry. The 
large distributing company, with a number of local branch 
agents 'who call regularly at the house of the con
sumer for orders, is the most highly organised form of 
retail trade. In all the departments of regular and general 
consumption the movemet:1t is towards this, constant house
to-house supply. The wealthier classes in towns have 
already learned to purchase all the more perishable forms of 
food and many other articles of house consumption in this 
way, while the growing facilities of postage and conyeyance 
of goods enahle them to purchase from a large central store 
by means of 3. price-list all other consumables into which 
the element of indi\·idual taste or caprice does not largely 
enter. This habit is spreading in the smaller towns among 
the middle classes, so that the small dispersed retail 
businesses are becoming more and more dependent upon 
the supply of the needs of the working classes, and of such 
articles of comrort and luxury a!i may appeal to the less 
regular and calculable tastes of the moneyed classes. Just 
as in towns we have a constant automatic supply of water 
and gas instead of an intermittent supply dependent on a 
number of individual acts of purchase, so it seems likely 
that all the routine wants of the consumer will be 
supplied. 

How far mechanical inventions may be applied to increase 
the facility and cheapen the cost of this distribution it is 
difficult to say. The automatic machine for distributing 
matches and sweetmeats is adaptable to many forms of 
routine consumption. In the lar~er stores many kinds of 
labour-saving machinery are already applied. As steam or 
electric power is adopted nl\=lre widely in the local transport 
selvices the retail distribution of goods from a large single 
centre is likely to proceed apace, and a displacement of 
human labour by machinery similar to that which is taking 
place in manufacture will take place in distribution. So far 
as the wants of large classes of the public become regular 
and their consumption measurable in quantity, machinery 
will unquestionably lake orer the labour of distribution, 
especially in the large towns which ar~ absorbing in a way 
convenient for meclwnic:-d distribution a larger proportion 
of the consuming public. With each new encroachment of 
machinery into the domain of the distributinp: trades thf' 
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characteristics of machine-industry, enlarged mass of the 
business, increased area of the I11Jrkct, increased complexity 
of relations to other trades, increased specialisation of local 
activity will be clearly discernible, 

• -r 

/ 

We thus see in the several departments of industry, under 
the pressure of the same economic forces, all expansion of 
size, a growing complexity of structule and functional 
activity, and an increased cohesion of highly differentiated 
parts in the business, the market, and in that aggregation of 

j 

I 
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related trades and markets which forms the world-industry. 
The physical instrument by which these economic forces, 
making for increased size, heterogeneity, and cohesive
ness,l have been able to operate is machinery applied to 
manufacture and transport. 1Ioreover, each new encroach
ment of machinery upon the extractive and the distributing 
industries brings into prominence within these processes 
the same structural and functional characteristics. 

1 In a free application of Spencer's formula of evolution to modern 
industry I have not included the quality of" definiteness," which close 
reflection shows to possess no property which is not included under 
heterogeneity and cobesivenel>s. 



CHAPTER VII. 

COi.IBINATIONS 01' CAPITAL. 

~ J. Competition intensifies 10;/11 .lfodern Cari/tllism. 
R 2. Experiments in Combil/ot/ulI, The Biyminshall! .-11-

fiance . 
~ 3. "Pools" /1/ Americatl A/dal Tradl!s. 
S 4· Conferenres ill Railroads alld .9lljpillg. Insuran{e 

Pools. 
§ S. "Corners)! ill lJ/ar/.:els. 

§ I. The increased size and complexity of the business
unit in those industries where the concentrative force of 
capitalism has operated cause changes in the relations 
between businesses contributing to the same market. 
When the growth in the normal size of the business is 
attended hy a correspondinG e;.;p.:msioll of the market, the 
total number of competitors may remain as large as before, 
and the terms of th~ir competition may remain unchanged. 
But in most branches of capitalist indu<;try the market docs 
not continue to expand as fast as the size of an cffecti\"(! 
business, so that the numGer of effecti\·e competitors in a 
market tends to be smaller. So long as the compet;tion 
among the smaller number of large competitors rem:1ins as 
II free" as formerly among a brgcr number of small COlll

petitors, no radical alteration in the structure of tht.: market 
takes place. All the productive economics tend as bt.:iore 
to pass into tbe hands of the cOllsumer in reduced prices of 
cOllll11oditic<;. ~ay, morc than thi::;, a cOl11peting finll cannot 
even keep to itself the advantages OfSOlllC pri\':lte individual 
economy if its competitor p05~t.'S~CS SOI1lI.! otller pri,·ate 
economy of equal importance. If A and 1\ are two closely 
competing firms, A owing a speci;).l machine capable of 
earning for him :2 per cent. above the normal trade profit, 
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and B possessing an equal advantage in a supply of cheaper 
labour, these private advantages are cancelled by com
petition, and pass into the pocket of the consuming public 
through reduced prices. 

There is every reason to believe that with a diminution 
in the number of competitors and an increase of their size. 
competition grows keener and keener. Under old business 
conditions custom held considerable sway; the personal 
element played a larger part alike in determining quality of 
goods and good faith; purchasers did not so closely com
pare prices; they were not guided exclusively by figures, 
they did not systematically beat down prices, nor did they 
devote so large a proportion of their time, thought, and 
money to devices for taking away one another's customers.} 
From the new business this personal element and these 
customary scruples have almost entirely vanished, and as 
the net advantages of large·scale production grow, more 
and more attention is devoted to the direct work of com
petition. Hence we lind that it is precisely in those trades 
which arc most highly organised, provided with the most 
advanced machinery, and composed of the largest units of 
capital, that the fiercest and most unscrupulous competition 
has shown itself. The exact part which machinery, with 
its incalculable tendency to over·production, has played in 
this competition remains for later consideration. Here it 
is enough to place in evidence the acknowledged fact that 
the growing scale of the bllsiness has intensified and not 
diminished competition. In the great machine industries 
trade fluctuations arc most severely felt j the smaller 
businesses are unab!e to stand before the tide of depression 
anll collapse, or arc driven in self·defcnce to coalesce. The 
borrowing of capitaJ, the formation of joint-stock enterprise 
and every fonn 01 co·ul,eration ill clpltal h;!\'{: procecdcd wost 
rapidly in the tc:-...tik, Illd~ll, tranS[lolt, shipping, and macbine· 
!1l:"lking industries, and in those minor manufactures, such as 
Lrewing and chemicals, \vhich require large quantities of ex
pensive plant. This joining together of small capitals to 
make a sil1gle large capital, this swallowing up of small by 

) Thelt' still Sllrvin' III certain old-fashioned trades firms which do 
hll.'illC~' \Iilhout [ornl;l! written conlraClS, and which would be ashamed 
t() (.\ke a hJwcr price than lhey had at first a~b=d, ur to seek to beat 
llu\~n ;motht;'r's price. 
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large businesses, mean first and foremost an elldr.::avour to 
escape the risks and dangers attending small-scale production 
in the tide of modern industrial changes. But since all are 
moving in the same direction, no one gains upon the other. 
Certain common economies are shared uy the monster com
petitors, but more and more energy must be given to the 
work of competition, and the productive economies are 
partly squandered in the friction of fierce competition, and 
partly pass over to the body of consumers in lowered prices. 
Thus the endeavour to secure safety and high profits by the 
economies of large-scale production is rendered futile by 
the growjng severity of the competitive process. Each 
big firm finds itself competent to undertake more busi
ness than it already possesses, and underbids its neigh
bour until the cutting of prices has sunk the weaker and 
driven profits to a bare subsistence point for the stronger 
competitors. 

§ z. The intensity of competition thus generated unde-r 
developed capitalism, when a fcw large businesses find all 
increasing difficulty in disposing of their full output regu
larly and at a profitable price, drives the competitors to 
seek some arrangement with one another which shall 
mitigate the severity of the struggle. 

These arrangements are primarily directed to restrain 
underselling by fixing price-lists, and when necessary and 
feasible, by regulating output: firms do not cease to corn
pete, but endeavour to limit the terms of their competition. 
There is of course nothing new in this: in local industries, 
especially where goods are sold directly to consumers, prices 
never have been fixed by "free" competition; the regula· 
tions of Guilds and of Assizes have always beell succeeded 
~)y conspiracies among local vendors to hold up prices. I II 
the case of l;.trge capitalist illd!L.':>tries the nccessary 
mechanism of the market fur buying raw 1113lt.:rial and for 
selling their product, the Corn or Cotton Exch:lllge, tbe 
Clearing House for Railroads or Banks, the Jlccc~sary 
organisatioll of the trade for obtainillg quick and sure 
intelligence all matters of common trade interest. the 
growth of \Vage Boards and other machil1ery for dealing 
with labour,-ali these form a basis of association which 
'can be utilised for regulating competition. 

The earliest stage is one of informal agreement, starting 
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first among competing firm5 of a particular locality, and 
gradually extending so as to cover the entire trade, or a 
sufficient proportion to give the required control of price. 
This has been the typical movement in the British iron, 
steel, and engineering trades during recent years. 

The statement of a representative trade journal in 1898 
accurately conveys the :::.tate of those trades. .1 \Ve have 
now in operation agreements or understandings as to prices 
in the rail, ship-plate, boiler-plate, bar iron, and other 
branches of the iron and steel trades of this country by 
means of which prices are fairly well maintained and 
cutting is largely prevented."1 

Amid other schemes of com hi nation or amalgamation 
,vhich are in progress in the metal, textile, and other staple 
manufacturing and commercial industries in Britain these 
experiments for regulating prices by informal agreements 
are everywhere rife. Their success or failure depends in 
the main upon two conditions-first, the proportion of the 
total traoe commanded by a few great competing firms; 
second, the state of the market as regards supply. When, 
.:lS in most departments of the British metal and engineering 
trades, a few gig.:lntic businesses dominate the market, the 
existence of a brge number of small firms doing for the 
most part a purely local business, need not prevent the 
tn8.intenance of a successful price list. On the other hand, 
an overstocking of the market, due to a large improvement 
of productive plant or a collapse in demand, may easily 
knock the bottom out of such an "agreement" and lead to 
secret or even open underselling. 

The r.:lpid changes, alike in capacity of production and 
in volume of dem.:lnd, which are characteristic of modern 
markets, afford little security to {, agreements JJ of competing 
firms unless accompanied by some effective guarantees or 
pen.:llties for infringement of the conditions of the agree
ment In order that agreements to maintain profitable 
prices may bave any chance of enduring success it is per
ceived that they must be accompanied by provisions for the 
regulation of output, or for the proportionate distribution of 
"orders." In mining and manufacturing businesses limita
tion of I< output" is in some countries the basis of an effective 
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agreement. In England, however, little recourse has yet been 
had to this method of maintaining prices. When, as recently 
in the Lancashire cotton industry, competing firms have 
agreed to work short time, the policy has been adopted not 
in order to hold up prices, but to deal with a passing 
emergency due to a short supply of material. Although 
more than once in the South \Vales coal trade the proposal 
has been made to limit the output and to distribute the 
orders among the various collieries, no experiment upon 
these lines has been tried. 

But while most of the important British manufacturing 
industries are experimenting upon" informal agreements," 
a number of smaller trades, especially in metal industries, 
have been seeking a firmer basis of association. "The 
Birmingham Alliance" is the name given to a species of 
combination, which, starting in the iron bedstead trade in 
1890, was adopted by various minor branches of metal 
manufacture in the l\Iidlands, and later by the dyeing trade 
of the \Vest Riding and a fe",' other industries of the second 
rank. Its prime basis ,,,as a formal agreement :lmong the 
members of the Employers' Association to adopt a scientific 
system of "cost-taking," to add an agreed portion of profit 
to the true cost, and thus to reach a price-list to which 
every member should uind himself to auhere, The novel 
portion of the scheme lay in the extension of the combina
tion so as to include labour. The Employers' Association 
entered into an alliat1ce with the Trade Uniolls, signing a 
formal agreement whereby each employer bound himself to 
employ union members only, while the Trade Union bound 
itself only to stJpply men to employers who were members 
of the Association. On the basis of 3. certain permanent 
addition to existing wages a sliding scale was fixed, whereby 
future wages rose and fell in direct proportion to profits. 
The whole scheme was clinched by :l Conciliation Hoard 
upon which employers J.lld wOl'kc:rs were cCiu:dly repre
sented, with provision, when ntccssary, for lt1lp:1rtial 
aTbitration. Ir an employer uroj.:e away from the Alliance 
or violated his pledges, the Board" c:lller! out " hi:; work
men. The outside competitor \\':15 to be met "by well
arranged, careful, judicious, and s},stellutic uncierselling, 
until he is compelled either to retire or to come to terms." 
A fighting fund \":15 raised to dC.:l1 with such cases, and J, 
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system of· "rebates" was added in order to detach customers 
from foreign makers. 

For several years the plan was successful in the bedstead 
and several other trades: prices were raised, profits were 
high, and large bonuses were added to wages. But the 
high profits were found in time to overstrain the economic 
strengtb of the Alliance, disloyal members of the Associa
tion began to practise under-selling by false invoices or 
secret commissions, \'lhile outside competition began to 
assume too formidable dimensions. As a result of this 
demoralisation, in 1900 the Bedstead Alliance broke down, 
followed or preceded in its fall by most of its imitators. 

§ 3. This experiment serves to show that not even a 
formal agreement among fm1ls as to selling prices is capable 
of being maintained unless the Association possesses some 
direct control over the output of the several firms, and can 
casily detect and adequately punish infractions of the agree
ment. A number of interesting experiments in Industrial 
Poolini-! in the United States are expressly directed to 
Jiscover and test the best methods of maintaining such 
8greements. 

"~lanufacturers desiring: to form a pool usually create 
an unincorporated organisation, such as the Bessemer 
Steel Association, the Merchants' Ore Association, or the 
Steel Rail Association. All agree to maintain a schedule 
of prices fixed by the Associ:ltion and to limit their pro
duction accordingly. Each manufacturer is allowed to 
produce (or sell) only a certain percentage of the whole 

'output, depending upon thr.: capacity and advantages of his 
plant. To prevent violatio1l of the agreement, a money 
deposit is often required from each, forfeitable to the 
Association,"l 

Expert accountants are employed: fines are imposed 
upon firllls producing more than the allowed percentage, 
a concspolldint; bonus being paid to those producing less. 
I'rices and allotments of output arc anallgcd each November 
or l)cceillher for tile followillg year. A territorial division 
of the lllarkct is frequently praclised. As a rule, locaJ 
prices are arrangeu, by first fixing a ulli(orm factory price, 

I \\", E. l:elclic, In all allicle on ., In(ilblrial Pooling" (Quarterly 
!..Jupldl "l E,Nlomiu, Nov. 1~)o4), from which the f~'llowing: particulars 
alC also taken. 
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and then adding a freightage from factory to the place of 
sale. 

Several variations from this general type are extant. 
H Several pools have omitted the feature of percentage allot
ments, and have placed a tax upon all manufacturing." 
Another device is the joint sales agent. The combining 
firms agree to use a single party for their sole sales agent, 
he contracting ,,,,ith each of them separately, but fixing a 
uniform selling price. "Another form of pool is based on 
patents essential to the manufacture of the article. The 
patentee sells the rights of use, for a uniform royalty, to all 
who apply. He also limits the quota to be produced by 
each firm, above which amount the royalty increases 
rapidly,l 

The steel and iron trades in the United States are honey· 
combed by such pools. The are \ ... hen dug is handled oy 
an Association, claiming to fix prices and regulate output. 
In the manufacture of pig-iron an Association arranges prices 
among furnace men. Steel billets were pooled in 1896, and 
again since 1900; so also with heavy materials such as steel 
rails, beams, angles, bars, etc., and light materials such as 
chains, bolts, pipes, and tubing. 

Few, if any, of these pools can be regarded as stabk 
organisations. Their frequent collapse is regarded by Mr. 
Belcher as the natural result of early attempts at overgrasp· 
ing by rises of prices. The chief interest which attaches to 
them is due to the fact that, like the English "Alliances," 
they represent endeavours of manufacturers engaged in 
capitalist industry to secure an element of monopoly profits 
without abandoning the independent oWllership and control 
of their several businesses. 

§ 4. The largely developed capitalism of the transport 
trades by rail and water has led to the adoption of methods 
of agreement in regulation or restraint of competition more 
enduring and successful than those agreements of nunufa('· 
turers just described. In Great Britain and the United 
States, the two chief nations where railroads have been left 
to "private enterprise," railroad companies exposeu to keen 
competition have organised common systems of rates for 

I The ConsoliJakJ Seedless Raisin Co_ and the Natiunal Harrow 
Co. art: named as (If this order of "pool." 
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freight and also for passenger traffic. In Great Britain 
these at;TCements to regulate "competition" are openly 
recognised; ill America they are illicit, but operative all the 
same. The English method is by Conferences, of which 
there .are two principal ones-" The English and Scotch 
Traffic Rates Conference" and liThe Normanton Confer
ence." "The English and Scotch Conference is composed 
of representatives (who are usually the chief goods managers) 
of all the companies, both English and Scotch, who are in
terested in the c.:uriage of goods between places in England 
and places in Scotland by the various routes. These repre
sentatives meet once a month, and deal with all questions 
arising in connection with the nlaking of new rates or the 
alteration of existing rates for competitive places between 
which more than one company can carry. The Normanton 
Conference, which was originallr established to control the 
rate for a certain district of which NormantonJ where its 
meetings were formerly held, was a convenient centre, has 
gradually so much extended its scope that it is now com
posed of representatives of nearly every company of any 
importance in England, and governs almost the whole of 
the competitive rates which are not dealt with by the 
English and Scotch Conference."l 

The fixing of rates is sometimes supplemented by a further 
plan, which brings the :tgreement into closer resemblance 
to the industrial pool above described. This is known as 
the" Percentage Division of Traffic." "Supposing that 
there is a certain traffic to be conveyed bet\veen two towns 
or districts, and tbat there are two or more railway com
panies, each haying a route o( its own by which it is enabled 
to compete for the traffic. An agreement is come to that 
the receipts derived from the whole of the traffic carried by 
all routes shall be thrown into a common fund, and that 
each company shall be entitled to a certain percentage of 
the whole.. . The percentages are usually adjusted on 
the basis of past actual earnings, but in settling the terms of 
the agreement due weight is accorded to any prospective 
advantage which may entitle one company to claim a larger 
proportion than it has carried in the past."2 

) Sir G. Findby, T/u rI'ar,t,:illg and Ma1UJ,fflnml of an EngHsh 
Railway, p. 265, 

~ Findby, 1" :::6;-. 
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In America, where all positive rate-o.greements between 
competing railroad corporalions ace il!egJ.\, the machinery 
for such regulation is more informal and bidden (rom the 
public eye, but there can be no doubt that recourse is 
continually had to rate-fixing, and even to the pooling of 
business among competing roads. 

II It is idle to say that where such a condition exists, 
where, for example, everyone of the numerous lines trans
porting grain from Chicago, St. Louis, and kindred points 
to the Atlantic seaboard advance their rates upon the same 
day and by precisely the same amount, there has been no 
understanding between thost: companies. Nor do the 
carriers, as a rule, deny such concert of action, but they 
insist that it does not proceed to tile point of an unlawful 
agreement."1 

The term Conference is also 1,lsed to describe the organi
sation by which competing shipping companies maintain 
fixed rates, and preclude outsiders from entering their trade. 
A Conference is an arrangcment among the leading lines of 
steamships, plying 011 a particular sea route, to charge a 
fixed If fair" rate for freight and passenger traflic. Such all 
arrangement can only be effective on condition tbat all or 
nearly all the regul.1r lines come into the Conferencc. For 
the power of a Conference is exercised directly on the 
shippers by mcans of a "rebate" system, which operaks 
partly as' a bribe, partly as a menace, inducing shippers to 
do business exclusively with members of the Conference. 
The system appears to havc hegun ill tile Cbina trade, and 
the following circulars illustrate its working :1S early :l~; 
,884:-

"To those exporters who confine their shipments of lea 
and general cargo from China to Europe (not including tht: 
Mediterranean and Black Sea ports) to the Peninsular and 
Oriental Steam Navigation Company's, l\fessageries :;\1ari
time Company's, Ocean Steamship Company's, Glen, Castle, 
Shire, and Ben lines, and to the Steamships Oopack and 
Ningchow, we shall be happy to allow a rebate of 5 per cent. 
on the freight charged." Another circular issued by the same 
Conference in 1885 states that "shipments for London by 
non-Conference steamers, at any of the ports in China or 

1 Report 0/ bzttr.Sta!t Commene CommiHio,j for U}Oj, p. IS. 
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Hong·Kong, will exclude the firm making such shipment 
.from participation in the return during the whole six
monthly period within which they have been made, even 
although the firm elsewhere may have given exclusive 
support to the Conference lines. "l The object and effect of 
this method is to confine traffic to Conference lines with 
agreed rates, and to preclude" tramp" steamers or sailing 
vessels from calling in and taking business either at the 
Conference rates or at reduced rates. 

The u~u:ll melhod has been for the steamship lines to 
charge, in addition to the freight rate, a II primage" of 10 

per cent., v,"ith the understanding that after a stated time 
(say six: months) they would refund the "primage" to 
shippers who had r.ot shipped by "outside n steamers. 

Since ocean routes are international highroads, such Con· 
ferences have naturally expanded beyond the limits of a 
single nation, and English, French, German, Dlltch, and 
American companies have been drawn into the system, 
which has been extended from the Far East trade to the 
Cape, West Indian, Australian, North American, and South 
American trades. In the case of the stronger Confer-ences 
the "monopolies" thus established rest, not merely upon 
the system of rebates, but upon Post Office and other 
public subsidies, and upon port facilities which give them 
an advantage over outside companies. 

The substantial identity of this method of limiting com
petition with that employeJ by railroads is admitted by the 
Chairman of the P. and 0. Company in the following 
terms :_11 It was not possible profitably to carryon ship
ping business tlnless there was uniformity of tariffs settled 
by a 'conference' of the shipping companies. These 
conferences might be compared to the agreements which 
existed between the various railway companies of the 
United Kingdom. Railways charged identical rates when 
running between the same points, although they competed 
in speed, tr:lin accommodation, and general facilities. This 
was exactly wl1.1t the steamship companies did." 2 

The form of combination in which competition is most 
rigorously limited, and business independence reduced to 

J QU(J[ed ;\hrro~ly, p. , 57. 
~ Annu;\! !llf'din<.; (qlloted ~facr(lst}', r ISS). 
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its lowest terms, is found in certain branches of the insur
ance business, notably in British Fire InSUftlllce. The 
entire trade is in the hands of a ,'cry small number of 
companies, who organise a strict set of rates with heavy 
penalties for proved infractions, and agree to share the 
business which comes into each company, distributing it in 
a fixed proportion among the various companies. This 
system of re-investment, designed primarily to equalise 
risks, serves likewise to equalise business, leaving to the 
several companies a competition virtually confined to 
economies of collection and office administration. There 
is only one price offered to the insurer, though slight varia
tions in the form of policy and mode of payment are 
doubtless utilised by the agents of the se\'eral companies to 
secure for their firm the initial handling of business. 

§ 5. All the forms of combination in restraint of competi
tion hitherto examined fall short in some measure or respect 
of an entire amalgamation or identification of interest 
among the combining businesses. 

We must now proceed to consider cases where restr;1int 
of competition is pushed to an amalgamation ",hich either 
merges the hitherto independent busincss('s or identifies 
their profitable interests. Such amalgamation or identifica
tion may be temporary, for the purposes of a single busincss 
coup or a series of coups, in which case no merger of 
economic or legal structure takes places; or it may be per
manent, involving a disappearance of the economic and 
sometimes of the legal entity of the several businesses. 

A temporary "combine" of normally competing busi
nesses in order to "ri~ the market," "corner" the supply, 
hold up prices and take monopoly profits, though a frequent 
phenomenon in modern business enterprise, need not (\ct:1in 
us long. Such "corners" are commonly contrived b,. 
securing in the transport or mcrc~lnti1c stages through which 
some commodity IXl.sse!; from the farm, mine, or mill, to the 
\ .... holesale or retail market, a control of the whole sl1pply, 
or a sufficiently large proportion of the supply. to gi\"C a 
mastery over selling prices. 

The typical corner is a financial mo\'ement on one of tbe 
produce markets by which the wheat or cotton nops, or 
some other impor;ant supply of fQod or law matcri:11, is 
held up for a time hy speculators wh() hope by monopolis-

12 
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ing the supply to compel merchants or other spec.ulators, 
who have bound themselves to deliver quantities of this 
commodity at a given date, to buy it from them at a greatly 
enhanced price. 

The following description of a corner in wheat will serve 
for an example:-

"The man who forms a corner in wheat, first purchases 
or secures the control of the whole available supply of 
wheat, or as ncar the whole supply as he can. In addition 
to this he purchases more than is really within reach of the 
market by buying 'futures,' or making conlracts with 
others who agree to deliver him wheat at some future time. 
Of course he aims to secure the greater part of his wheat 
quietly, at low figures; but after he deems that the whole 
supply is nearly in his control, he spreads the news that 
there is a I corner' in the market, and buys openly all the 
wheat he c~m, offering higher and higher prices, until he 
raises the price sufficiently high to suit him. Now the men 
who have contracted to deliver wheat to him at this date 
are at his mercy. They must buy their wheat of him at 
whatever price he chooses to ask, and deliver it as soon as 
purchased, in order to fulfil their contracts. Meanwhile 
mills must be kept in operation, and the millers have to pay 
an increased price for wheat; they charge the bakers higher 
prices for flour, and the bakers raise the price of bread. 
Thus is told by the hungry mOllths in the poor man's home 
the last act in the tragedy of the corner."l 

'Vhile most of these corners organised by financiers are 
short-lived deals, it sometimes happens that a more durable 
"combine" is attempted, more nearly resembling the "in
dustrial pools" already described. A single illustration of 
this method will suffice from the" Copper Syndicate'" which 
for some time traded as "La Societe Industrielle Commer
dale de Metaux." ]ts history in brief was this: A body of 
French capitalists, for the most part not owners of mines 
or metals, but speculators pure and simple, placed in a 
common fund a sum of money with the intention of corner
ing the supply of tin. Before completing this design they 
were diverted into a larger speculation in the copper 

I There need, of course, be no actual diversion of goods into the 
pussession of the Ring: the essence of the monopoly consists in the 
conttul, not in the posseision of c:oods. 
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market. In ]887 they entered into contracts with the 
largest copper-producing c-ompanies in various countries, 
agreeing to buy all the copper produced for the next three 
years at an agreed price, with an added bonus equivalent to 
half the profit from the sale of the same. In 1888 the 
Syndicate sought to extend its contracts with the chief 
mining companies to cover a period of twelve years, 
arranging with them also to limit the output of copper. 
For some time they held the market in their grip, and 
prices advanced considerably. But, partly owing to a 
failure to complete their contracts securing a reduction in 
output, and partly from inability to meet current liabilities, 
the corner was broken down in 1889, and the artificially 
inflated prices fell. 

Other more durable If corners" or .. combines" formed 
not by outside speculators but by merchants and manu 
facturers, resemble more nearly the Industrial Pools already 
described. Such, for example, was the famous "Big Four 
Cattle Combine" in Chicago, by which Messrs. Armour, 
Swift, Morris, and Hammond controlled the cattle and meat 
trade over a large part of the United States, fixing alike the 
prices paid to farmers for cattle and the retail prices for 
beef paid by consumers. 

These early experiments in temporary or partial corn 
bination among firms independent in ownership and profit
able interests, though they are disturbing clements of 
considerable magnitude at the present time, ha .... e no great 
or enduring importance as forms of capitalist association. 
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CHAPTER VIII. 

CARTELS AND TRUSTS. 

Growth oJ slaMa j1r/ns of CombilJaltim 
Stmcture of the German Cartel. 
Thf: economic nature 0/ (J Tnut. 
Classification and spread r:! TnlS/J. 
Afonopo~y power of Trusts. 
Econom}1 of large capital 110 Sl~[jirien! basis JIH 

monopoly, 
Tile chief economic origills and supports of mOll%/ies. 
Tariff as the foster-mother of TntS/s. 
Tllf: railroads as supports oj Trusts. 
Transport conjoined wt"th sources of natural supply. 
Business gmills as a basis of TnlSfs. 
Iforizontai and lateral e:tjaJlsion of the Trust. 
Circumstancesjavouring Trllsts ill U.SA. 
Origin 0/ Combines ill Great Britain. 
Trusts ill Great Britain. 
Afonopolies il1 the Arts and ProjeJSiom. 
Internatiolla! Trusts. 
General summary oj th( f.xlml oj Ilu Trusl power. 

§ I. The economic object of all the "agreements," 
"alliances" "combines" (' pools" and "corners" de
scribed in' the last chapter, is to' establish some form or 
degree or "monopoly," the owners of the supply agreeing 
upon a selling price, and refusing to compete by under
selling one another. In most cases, where a lasting control 
of the market is sought, the agreement between the busi
nesses seeks to impose some regulations upon output, 
implying a certain amount of control over the conduct of 
the several businesses by the (( combine." 

From the standpoint of economic structure and function 
the: difference between these U combines" and the com
plete amalgamation uf a Trust is only one of degree, alike 
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as regards (a) control oi selling price, and (f3) loss of inde
pendence in business control. Legally the difference no 
doubt is large, for whereas the Trust generally assumes the 
form of a publicly authorised corporate body (though the 
legality of particular forms lJlay be contested), the partial or 
temporal combinations are in almost every instance extra
legal or actually illegal. 

A half-way house between the informal combinations we 
have been considering and the 1\ Trust/' or other complete 
amalgamation, is the "Cartel," as found in Germany, 
Austria, Belgium, and other Continental European coun
tries. Though their progeners may be traced far back in 
Dutch and German industrial history, their present shape 
and importance are quite modern. Extending the idea of 
the Industrial Pool, the businesses adopting the Cartel have 
formed themselves into pu blic corporations for the purpose 
of fixing uniform selling prices and regulating output, but 
without assuming a direct control management over the 
syndicated businesses or a uniform rate of profit. 

§ 2. The best organised of these Cartels are in the coal 
and coke industries, and in the pig-iron, steel, and manu
factured metal trades of Germany and Austria. The 
structure of the Cartel and its mode of operation is besl 
illustrated in the important Coal Cartel of the Ruhr in 
Rhenish Westphalia. . 

The mineowners of the district form a selling company 
(with a nominal capital, the shares of which they hold), 
designed to act as their sole agent for the sale of their coal. 
This company, or syndic-ate, is organised in statutory form, 
as a corporation (ActicJ!!;tsdlschaj/). Its duly appointed 
executive committee (Von/allti) is el1lJlowered to make 
contracts with the mineowilers severally, bindinf; itself to 
take from them and sell the output of the mines under 
certain arrangements as to price and payment, they in their 
turn undertaking to sell all their coal, coke, etc., to the 
syndicate, with the exception of certain portions allotted to 
their own use in their mining works, to their private use, 
and for certain purposes of purely local supply. 

The rnineowners also agree with the Syndicate and 
with one another to form an organi:.ation or Association 
(Versammlung) in order to appoint a representative Council 
to fix the general price norms, assc~slllents towards the 
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upkeep of the Selling Syndicate, penalties for breaches of 
agreement, etc., and to make other arrangements for 
enforcing the common policy. The most important func
tion of the association, however, is the appointment of a 
commission to determine the "participation "-i.e. the 
proportion of output to be allowed to each mine. 

The committee of the Selling Syndicate, thus receiving 
from the Association its general regulations as to (a) pro
portionate output of the several mines, (f3) general price 
norms, proceeds to apply and enforce the common policy 
-( I) buying and selling the coal, coke, and brickets pro
duced by the syndicate mines; (2) fixing the actual selling 
price or prices in the competitive and non-competitive 
markets j (3) proposing to the association the assessments 
for the expenses of the syndicate j (4) examining the books 
I)f the individual mines; (5) proposing fines for breaches of 
agreement. 

The effect of this somewhat complicated machinery is to 
establish a common selling agent and a single minimum 
price, and to regulate the general and the several outputs. 
The minimum selling price is that at which the syndicate 
takes the coal from the mineowilers. Where the syndicate 
sells in competitive districts, it may sell as low as at this 
minimum. In non·competitive regions it often sells at a 
premium, in which case the surplus price is commonly, 
though not always, paid over to the mine which supplies it. 

The syndicate itself is not worked as a profit-making 
company, all its expenses are covered by assessments on the 
mineowners; it is merely the selling instrument of a number 
of profit-seeking mineowners who seek to maintain high 
prices and to regulate output. Tht:re is no pooling of 
capital interests, no guarantee of a uniform rate of profit, or 
even of a unirorm price paid !o the several mineowners.l 

The weak points of the Cartel appear to be two. First, 
the refusal of certain producers to enter the syndicate, 
preferring to keep their liberty and to pursue an alternative 
policy of selling at the higher prices secured by the 
~.;)'ndicate where it is strong, or underselling it where it is 
weak. Second, the complaints of smaller and weaker mine-

1 This description of the Ruhr Cartel is condensed from the valuable 
nlOllograph on "Monopolistic" Combinations in the German Coal 
lndu~try, Ly Frallcis "·alker (Amel'iean Economic Association, 190-1)' 



MODERN CAPIT ALIS~f. 

owners cr manufacturers that the rate of participation 
(output) is fixed to their disadvantage as compared with 
the larger and stronger producers. 

The fundamental defect appears, however, to lie in the 
fact that continuous employment cannot be guaranteed to 
the members of the Cartel. In order to meet or abate this 
defect a careful export policy forms a part of the working of 
the Cartel. 

II \Ve find that the 1ron Kartell agreement fixes the 
quantity of manufactured iron which each establishment is 
allowed to produce, but 'in the contract are not reckoned 
products which are exported, either by being sent directly 
into the foreign country, or through being sold to manu
facturing establishments (for example manufacturers of 
wagons or of locomotives), aDd by them used for export.' 
The result of arrangements of this nature would seem to be 
that a certain impulse is gi\"CIl to the export trade, more or 
less irrespective of the prices at which the goods can be 
sold in foreign countries. Bul 'the Kartell endea\'ours to 
avoid a volume of production cxceeding the requiremcnts of 
the home market; alld its practice accordingly is not to 
encourage the export trade-a trade carried on at a lower 
rate of profit than the home trade, or even at a 10SS.'lll 

Most Cartels, however reluctant to encourage export trade 
at unprofitable rates, appear from time to tillle to bc dri\·cn 
to this method of keeping their mines and works running. 
Not merely do they sanction and organise export trade at 
lower prices, out in many cases they encouwge it by means 
of bounties. Indeed the development of the export tDde 
was one of the earliest reasons for a$sociation among the 
mining interests,:! and the modcrn development uf eX]"lOit 
trade in German manufactured and semi-nwnuLlctured 
goods is largely the direct result of a Carkl policy. While 
the Cartels would like to regulate output and IJrices without 
encouraging a kss profitaole export wIde, the tendency to 
over-production in modern manufactures is so sLrong that 
an aosolutc limit.:Hion of output to the needs of a regulated 
home market is often found impr.1cticable, and some foreign 
outlet is allowed or encouraged as a concession to the 
urgency of the case. 

I Gnilllel, ['(bel' kclrl(/lt, I'. 2]7, quater! Cd. 1761, p. 328, 
2 Walker, p. 209. 
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The Coal and Iron Syndicates have during recent years 
adopted a general system of bounties or premiums paid, 
not to exporters of these raw materials, but to exporters of 
metal goods into which coal enters as a chief cost of pro
duction. As early as 188z the iron interests of Westphalia 
and Siegenland appear to have given price· rebates to certain 
group::; of roliing-m;lIs,l but the regular system of bounties 
in the mining and metallurgical industries seems to have 
begun about 1891.2 As time went on this export policy of 
Cartels assumed a more highly organised shape, and in 1902 

the coal, coke, pig-iron and "half-finished" iron, and steel 
industries of Rhenish Westphalia established at Dusseldorf 
a "Clearing-house for Export" in order to deal with 
premiums on export trade. 3 This clearing-house was 
cmpow~red to fix bounties all the various goods, and the 
following were the figures fixed for the last quarter of 
19°2:-

1.50 m. per ton for coal. 
2.50 m. " " raw iron (excl. coal bounty). 

10.00 Ill. " )I Halbzeug (incl. coal and iron 
bou1lty). 

Willie this Cartel system appears most prominent in the 
coal, iron, and metal industries, German and Austrian Cartels 
ha n:: handled sugar, petroleum, twine, cotton, worsted and 
woollen yam, a large variety of chemicals, besides a llumber 
nf llli'icellaneous articles such as pencils, paper, cement, 
porcelain, glass, le3.ther, rubber goods, electrical apparatus.4 

The spread of Cartels in Germany has indeed advanced 
with great rapidity since the beginning of her modern era 
of illJustry. Whereas in 1870 there existed only five 
syndicates, the numher ill 1897 was placed at 345, covering 
yirLually the entire field of manufacture and commerce. 
Durin:.;; the last few years comhination among sy'ndicates 
has reduced their l1uJllb..:r alld incrcased their effective 
power . 

. ~ :;. Tb(lll~h I :;lrteb arc qften classed with Trusts, there is 
a tulelably wide dlfferellce betwecll them ill economic struc
ture allJ ill fUllctlon. The AmLrican term II Trust" is here 
adojJlcd .1.'; the most LOllvenient lerll1 to describe a con-

1 Walker, p. 220. 
'l Raffaloyich, p. 23. 

3 Cd. tj61, p. 313. 
4 Cd. 1761, p. 358. 
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solidation of capital ,within a traue that is large enough and 
strong enough to control to an appreciable extent the supply 
and the selling price of the articles with which it deals, 

The Cartel and the Industrial Pool, in which a number 
of separately-owned busillesses participate, fall short, alike 
in control of production and of price, of the organic con
solidation of interests comprised in a Trust. Unity in the 
organisation of an industry commanding a market is the 
essential feature of the Trust, which is thus identified with 
a Monopoly in that the real ownership of the whole or the 
bulk of a supply is vested in it. 

This definition is at once narrower and wid~r than cer
tain common uses of" Trust." For instance, in the United 
States the word is often applied to any large corporation, 
especially if it is formed by the amalgamation of a number 
of formerly independent businesses. Now in almost every 
field of capitalist enterprise, especially in ballking, railroads 
and other transport, mining and metal-working industries, 
amalgamation and the absorption of weaker by stronger 
businesses has been rapidly proceeding in every advanced 
industrial community_ But there is no reason to distin
guish these amalgamations or combines from other large 
companies or private businesses for present purposes unless 
their construction has the object and the result of gi\·ing 
them a substantial power of monopoly. 

If a business possesses this power, it matters not whether 
it has come into being by amalgamation of a number of 
competing equals, by the forciLle absorption of weaker 
firms by a stronger, or by the creation of a single new 
corporation or private business in a new department of 
industry. 

Still less are we concerned with tile special legal origin 
and meaning of the term "Trust" in our economic treat
ment of monopolies, except in so far as it bears important 
testimony to the instability and weakness of the" industrial 
pool" or other formal or informal agreement alllong com
peting husinesscs. The inahility of c()mpctitnr~ III the 011, 
sugar, whisky, and other inuu::.tries to secure faithful amI 
effective co-operation, as regards output and prices, by any 
method short of a ~urrender of their SqJ31,ltC ~t{)ck to a 
body of Trustees empowered to exercise all ausolute control 
over the conduct uf their bu~ille:,sc~, may ilO:,~il,Jy il!-
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dicate that Cartels, Pools, and other If agreements /I are 
merely transitory phases in the deyelopment of capitalist 
enterprise towards a higher and more perfect structure. l 

§ 4. The Trusts with which we are concerned comprise 
J.ll combinations of capital which are operated as business 
units and which exercise a substantial control of a market. 
The fOfms of combination may be classed as [01l0W5:-

a. "Trusts proper," where the whole or the majority of 
the stock of the different combining businesses is trans
ferred to trustees \\'ho exercise full control, and issue 
certificates to the several owners, the latter retaining in 
some cases mortgages to the extent of the valuation of their 
factories. 

'I'hl..! Standard Oil Trust III its uriginal fOrIll was the 
leading case of absolute :-,urrender to trustees, the Whisky 
Tnist of conclitional surrender. 

j-J. Consolidations other than "Trusts proper," where 
practical unity of operation is secured with the retention of 
formed independence. 

This may be a temporary arrangement, as when a rail· 
road leases or rents anotber road, a policy sometimes 
adopted in other lines of business. 

Or it may be a permanent arrangement, as when a rail· 
rO:ld or other corporation purchases a controlling share of 
other corporations, operating them as parts of its single 
system. 

When a sep:uate corporation is forllled for the purpose of 
securing a controlling sbare of a corporation or a number of 
competing companies in oruer to operate them as a single 
system, we have the so·called "holding Trust JJ or a "voting 
Trust" whose economic form nearly resembles the" Trust 
proper,'1 though its jegal or illegal status is somewhat 
different. 

The bolders of a nujority of the stock in a company or a 
number of comvanies put the \·oting power of their stock 

I The \yhi~ky Trust be~t exemplifies the development from a weaker 
form oj pool. For milny yens :Igreements had been made among the 
competing Ji"tillers, sometime" fixing an output, sometimes lc\'yin:; an 
as!Se!Sslllent llpon the quantity of corn mashed, in order to subsiJist! the 
ex!,ort traue, so as, by relit!ving- the pre~,,\lre on the home m,lfket, 
to kt!t!p up remunerative prices. These pools were continually being 
l,roken, and the bilure to maillt:lin such a:::;reements led to the forma· 
tlOll of the TrIlSt. Cf. Jenks, TIl( 7, It;! j'/'('/>ltm, p. lOS. 
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into the hands of a body of trustees or a Trust company, 
empowering the latter to carryon the affairs of the company 
or companies in accordance with some general line of policy 
previously determined. 

"The individual shareholders may then pledge or sell or 
dispose of their stock in whatever way seems to them best, 

'but the voting power remains in the hands of the trustees. 
The purpose of such a voting Trust is, of course, to pre
serve continuity of the policy which, for whatever reason, 
the shareholders prefer. In some cases it may be that the 
majority of the stockholders of the original corporation 
think it desirable to devote all the earnings for a specific 
period to the improvement of the property instead of to the 
payment of dividends. It might be impossible to continue 
such a policy with a shifting body of shareholders, many of 
whom might wish to receive annual dividt:nds. If, how
ever, the stock can be transferred, but the voting power 
remains in a few hands, the policy call be carried out 
consistently for a fixed period of yeafs."l 

The Illost notorious eX.\I11p]C of a holding trllst was tbat 
known as the Northern Securities CompJ.ny, (Of III cd fur th'" 
purpose of placing in common hands a controlling sharf'. 
of the stock of four great railroads in order to restraill 
competition and to operate them as a single system. The 
legality of this form of trust in railroads has been success
fully called in question, but modern financial develop
ment gives increasing prominence to tbis method of 
uniting multiform ownership of stock with concentnted 
control. 

1. Amalgamation, in which a complete "merger 'J of 
competing businesses is efTected, as in the fusion of the 
New York Central and Hudson Railroad, or the fusion of 
the Union and the Castle Steamship lines in EngL1nd, 

This process of complete amalgamation, either by agree
ment of equals or by coercion and forcible absorption on 
the part of a stronger competitor, is of course the most 
general process of concentration of capital in c\'ery brge 
iine of big illdustry, Where such amalgamation yields a 
basis of monopoly, it is entitled to rank as :1 "Trust)J 
within the meaning of the word bere taken, :1lld probably 

I Jt:nb, Th" jiu.I Pn)h""ftn, !Jp. liS. 116. 
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the majority of effective "monopolies" in manufacture, 
transport, and finance are built up in this way_ 

0. Absorption of a number of competing businesses by a 
new company established for this purpose. The United 
States Steel Corporation and the Atlantic Shipping Combine 
are two conspicuous examples of this mode of establishing 
a Trust.1 

§ 5. Many of these methods of combination have been 
followed for the purpose of securing economies of operation 
or of restraining a cut-throat competition, and not with a view 
to exercising any substantial powers of monopoly. Although 
such combinations are frequently classed as Trusts, they do 
not differ essentially as economic entities from other large 
companies which are not the products of combination, and 
they do not concern us in our study of Trusts as here 
identified with monopolies. 

The monopoly power of Trusts is of course entirely a 
question of degree. No Trust is the sale source' of supply 
throughout the whole of its market; no Trust is without 
actual or potential competition which limits its control of 
prices. 

The lists of trusts and combinations which purport to 
show how large a proportion of the aggregate industry of 
the United States or other nations has definitely passed 
out of the competition stage into a stage of private mono
poly are not reliable as sources of accurate· measurement, 
though they are serviceable as indicating the extent of 
progress in concentrated capitalism in the several industrial 
departments. From this standpoint it is significant to find 
that in 1899 the Plew York Journal 0/ COJllmerce published 
a list of 350 trusts and combinations in existence that 
year. 

Large American corporations (mostly formed by com
bination) practically control the entire industry of land and 
water transport by steam and electricity, banking, insurance, 
and fmance in general, the local services of water, gas, etc., 
hesides the local and nJ.tional telegraph and telephone 
!>},stems, tbe industries of mining and of irrigation, the 
publication of books and newspapers, the great bulk of the 
wholesale and retail distribution in the cities, a ialge, prob-

I This classification folluws clostly the analysis of Yon IIalle in his 
TruJ's, cb ... p. iii. 
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ably increasing, ownership of lands and agriculture, a 
complete control over theatres and many other recreative 
industries, besides the control of almost all the large 
manufactures engaged in supplying the prime necessaries 
and conveniences of the people. 

The summary of Industrial Combinations presented by 
the Census Report of the United States for 1900 gives an 
interesting indication of the classes of manufacture which 
have been most exposed to the growth of combination. 

No. of ;';0. of Wage. 
In<.lu<;try Group. Combin:l.· C.'p;I,.I, 

lion>. Plants carn~rs 

I. I ron, steel, and pro- S 
ducts <0 -t-t7 34 1,779,954 145,609 

2. Food and kindred 
products ... ", ,s, '<),9H,6)5 33, 16 5 

3· Chemicals and :lllied 
products , ; 2;0 176,5 12,835 28,401 

4· 11etals other than 
iron and steel " 89 118,5 19,4°1 20,52 2 

5· Liquors 28 219 118,459,15 8 7,624 
6. Vehicles 6 6; 85,965,683 34.422 
). Tobacco < 4' 16,19 1,810 17,661 
8. Textiles S )' 92,.+68,606 37!7:23 
9· Leather, etc. 100 62,737,011 9,S98 

10. Paper and printinri 7 ,,6 59,27 1,69 1 16,706 
II. Clay, glass, etc. IS ISO <6,8)8,9,8 20,29'+ 
12. Lumber, etc. 8 61 24.470,28 I 10,718 
13· Miscellaneous 16 lIS 45,408,869 17,243 

Total IS:; 2,040 $1,436,62 5,9 10 400,0.+6 

The followingl is a list of the articles manufactured or 
sold in 1900 by large corporation'> -i.t. with a nominal 
capital of over 10,000,000 daIs :~Fertilisers, alkali, beet 
sugar, brick, brass, bicycles, railroad cars, cotton oil, electric
heating apparatus, fish (packed), window-glass, gas and 
electric-lighting fixture.::, hides and leather, ice, linseed oil, 
lithograph productions, sewing machines, malt, school 
furniture, ships, silk thread, whisky, wire, skel-hoo(ls, 
sugar (cane sugar), thread, tinplfite, touacco, woollen 
goods, writing paper, copper, snufr, bolts and nuts, borax, 
steel, lumber, pharmaceutical products, beer anJ ale (there 

J ce_ W. \L Collier, 7'11, TfI~!(I, p. 15. 
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being combinations of breweries in the following cities: 
Chicago, San Francisco, Pittsburg, Boston, Cleveland and 
Sandusky, Baltimore; also Milwaukee and Chicago); coal 
and iron (industries of Colorado, also of Tennessee), 
electric-car lighting apparatus, steel cars, cement, plug 
tobacco, cotton yarn, matches, electric boats, electric 
storage batteries, sewer pipe, chemicals, general electrical 
apparatus, glucose sugar, granite ware, Cuban tobacco, 
paper (news and printing), silver-plate, smokeless powder 
and dynamite, steam pumps, "Bourbon" whisky (Ken
tucky distilleries), iron (Lake Superior mines), cellulose, 
biscuits, crackers and bread-stuffs, carbon, carpets, enamel
ling and stamping, white lead, salt, screws, starch, 'tubes, 
wall-paper, pine timber, passenger elevators, plate-glass, 
print cloth, iron and steel, baking powder, rubber goods, 
coal, window, sashes and doors, flour, p~troleum and its by
products, whisky, rope and twine, steel beams, steel rails, 
beef, coal and iron, paper bags, typewriters, fruit, shoe 
machinery, cast-iron pipe, dye-wood, flour, glue, leather. 
ruhber boots and shoes, varnish, writing paper, etc, 

In what degree, over what market-area, and for how long, 
these various corporations have been able to exercise a 
power of "monopoly" is incapable of approximate 
determination, Most of them have probably held some 
measure of monopoly, but few have attained the large and 
durable control of a market possessed for long periods of 
time by the Standard Oil Trust or the Sugar Trust, If in 
all these markets a single corporation controlled (say) 80. 
per cent. of the output, the security which competition 
affords to the consuming public would have virtually dis
appeared. The percentage required to give a large limit of 
effective control over prices will of course vary with the 
class of commodity handled and with various conditions of 
the market, hut it may be safely asserted that the degree 
and extent of monopoly-power exercised by most of the 
above-named corpor.1tions falls far short of that exercised 
by the classical examples just named. 

Regarding the single large corporation as the instrument 
of monopoly, there is no evidence to show that these 
industrial corporations have yet de\'elopcd sufficient strength 
e\'en in America to limit output or to hold up prices for any 
considerable time except in the case of a small number of 
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commodities'! If we add to these Tru:=;ts the industria! 
pools and other combines, the durable monopoly exercised 
through industrial combination does not affect any large 
number of commodities. Regarded as a solid instrument 
of capitalist control the industrial trust i') as ret feebly 
developed. Local combinations in retail' trade in all 
probability exercise a larger and a more widespread 
influence upon the prices paid by consumers. 

\Vith a few exceptions the proved power of capitalist 
"monopoly II in America is vested, not in the industrial 
trusts, but, as we shall see, in transport and financial cor
porations and in corporations handling local services under 
charters or other privileges. The aggregate influence of th~ 
disturbances of price exercised by industrial trusts is doubt
less considerable, but their power to hold IIp prices has 
hitherto been weak, irregular, and short-lived, so far as tb~ 
great majority of the commodities they handle are con· 
cerned. It is very doubtful where a comhination of mere 
manufacturers can maintain an effective monopoly e\·en in 
a national market for which they obtain tariff protection. 
The real strength of a manufacturing or industrial truSl 
is commonly, jf not universally, derived from non-m:mu 
facturing processes with which it is connected. 

\VhileJ therefore, there is ample evidence to show that 
industrial corporations, largE'ly the result of combination 
of formerly competing firms, are everywhere engaged in 
trying to regulate output and to raise price:; so as to earn 

I "In many of the most import.1nt lines of industry combinations 
have secured control of a large perccntage of the country's production. 
In other industries, although the perCenl:lge of the entire output con· 
trolled by combinations is flat so large, still there arc organisations 
with very brge capital. In the raising or Ji,tributing of agricultural 
products, such combinations, though not unknown-e.g. the United 
Fruits Company-arc still rare. Whilc a beginning has been made 
towards the combination oi mercantile industries, not m~rely in 
department stores, but also in tllC union of several large e';l:lblishments 
along several lines, such as the combination organised by II. B. 
Claplin, yet by far the largest proporlion of otlr mercantile bu,ine~s 
is owned an (I mana~cd by relatively ~Illall concern~. ro.fany m:Jnu· 
facturing industries, such as clothing, dre~smaking, millinery, ~mall 
tools, electrical specialities, house·fllrni~hing malerjal~, the textilt'~, and 
numerous other articles are sllbstantially free from comiJin:l\ions. Th .. 
manufacture of cotton is perhaps the fIl()sl important in which no com 
bination of great she exisl!i."-Repcrl cf du /nJulIrtil/ Cemmillic". 
vol. xix. p. 604. 
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high profits, only a small minority have been able to main
tain a successful career upon these lines. 

The present stage, even in America where the movement 
has gone fastest, is rather one of multiform experiment than 
of achievement. A certain amount of regulation of prices 
is doubtless operative in most large staple industries, but it 
is mainly the result of temporary agreements among com
peting firms rather than the dictation of any single corpora
tion that can be called a trust. 

The fields of economic energy in America, where [{ cor
porations," "combinations," or trusts are strongly operative, 
lie outside the manufacturing processes, and where a manu
facturing trust is powerful its power is usually derived from 
these non-manufacturing sources. 

§ 6. Investigation of the origins and supports of success
ful II trusts" in America and elsewhere fails to show any 
cases where the economy of the concentration of capital 
establishes a monopoly in manufacture, at any rate over a 
national or international market. 

The point is one of great theoretical and practical im
portance. The economy of large-scale production is, as we 
have seen, operative in most fields of machine production, 
and experience seems to attest the fact that this economy 
proceeds in different industries up to a different point, 
establishing in each industry a maximum type of business: 
if this maximum were exceeded certain wastes of business 
management and other disadvantages would out\veigh the 
technical economies of larger-scale production. Now, if in 
any industry the net economy of large-scale production con
tinues up to or beyond the point in which the large business 
can supply the entire market, a monopoly can clearly be 
established upon this economy alone. A simple and widely 
prevalent doctrine of economic evolution of industrial 
society is based upon the assumption of the wide or general 
operation of this tendency. This general operation is, in
deed, rendered highly improbable by the wide expansion 
of markets which comes with improved transport and 
mechanism of se]iing. But there is 110 a priori reason why 
a monopoly of a local, national, or even a world-market 
should not be reached before the progressive economy of 
large-scale production in a particular manufacturing in
dustry has run Ollt. In beal markets it is indeed o[ten the 
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case that a big man, possessing no other superiority than 
size, can crush a sm~ lIer competitor and establish a 
monopoly absolute within its limits, though even in such 
cases it is always open to argue that personal ability or 
energy is a factor in success. 

When, however, we consider national or world-markets, it 
is more likely to be the case that the economy of large-scale 
production will be exhausted before a size of business 
adequate to monopoly is reached. While it is impossible 
to prove that a strong national Trust could not be formed 
out of the mere economy of large-scale production :l<; 

operated by a man of normal business ability, there is no 
instance of any large industrial Trust seen to stand on this 
economy alone. 

If any instances of effective Trusts standing upon the 
economy of concentrated capital alone exist, they must br
sought in the region of finance rather than of ordinary 
industry, for it is in banking, insurdnce, and general financl! 
that the essential force of modern capitalism is found; in 
finance mere size of credit appears to assign a progressive 
advantage without limit to the competitor for profitable 
business, or the manipulator of profitable coups. 

§ 7. If we examine the actual rise and structure of trusts 
we shall always find the economy of large·scale production 
supported by some more certain basis of monopoly. 

These supports may be provisionally classified 1 as 
follows ;-

I. Superior access to law materials. 
2. Superior control of means of transport and distribution. 
3. Differential advantages in production or marketing 

due to patents, trade m::uks, special processes. 
4. Public franchises, licences, or other privileges l,e~tow 

ing monopoly or restricting competition. 
5. Tariff legislation. 

Reflection will shnw tklt these supprll!:-i arc llot III every 
case mutually exclusive. Supcliority IIf a,·ccs.; to ral\" 
materials and to r:liiJ'o:ld tl":lnSpolt, fur eX:llllplt', .:ue ill 
part attributable to puhlic rranchises, \\"hik' tali(! legj,.1atioll 
confers a differen!ial adrantage ill markd~. 

I A fullef and OWfe scientific c1."Is\i(lcation (,f ~1"l\ul'"li~'s is tl) I·e 
found in Ely','; AfMO/O/ies and r'U!/J, chap. ii. 

'3 
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But for our purpose this classification will suffice. No 
American trust, industrial or other, seems destitute of one 
or more of these supporls. So intricately interwoven are 
the conditions of industrial life that it is difficult to assign 
the relative importance which attaches to these various 
supports. 

l\Iany monopolies evidently draw their strength from ad
vantages comprised in classes 3 and 4. Special inventions, 
secured by patents or secrecy, may be a single and sufficient 
basis of monopoly for a manufacturing firm of type-setters 
or electrical machinery or chemicals. 

In the growth of the Sugar Trust, the Havemeyer and 
Spreckel's refineries gained their early predominance largely 
by the possession of patents securing to them economies of 
production. The same has been true of the Carnegie Steel 
Company and of other businesses which have acquired in 
their trade a position of sufficient eminence to enable them 
to force a combine upon businesses of inferior equipment. 

Copyrights may furnish a similar power of monopoly to a 
newspaper or other publishing business. Largely based on 
these differential ~dvantages of production are the uses of 
trade marks attesting reputation. In certain lines of manu
facture-e.g. engineering, chemicals, scientific instruments, 
o.gricultural machines- all the most prolninent firms have 
embedded in the capital ,'alue of the business some patents 
or other private methods of production, and not a few of 
the most successful trusts enjoy advantages of this class. 

Other corporations possess powers of monopoly derived 
from legal grants of franchises or charters, conferring on 
them exclusive rights over profitable markets. The local 
service franchises, assigned to water, lighting, street railways, 
and othcr companies belong to this order. The amalgama
tion of these comp;'lnics, formed upon purely local mono
polies, into national or e\'en international corporations, 
handling electric tmction or telephone services, is an im
portant development of recent capitalism. In the United 
States the railroads :ll1d telegraph companies, in Great 
Britain the railroads, derive :1 large part of the power of 
monopoly which they exercise oyer large areas of non
competiti,'e tmffic from public charters, the rest being due 
to natural ad";:l.lltages of mute, which drive down to private 
ownership of land. 1n the United States the growing 
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amalgamation of competing railroads into a ft;w large 
systems pooling rates is by far the most formidaLle a"pect 
of the Trust question. The enormous grants of land can· 
ferred upon railroad corporations by charters emIJbasises 
the public character of the monopol y~power they wield. 

Among monopolies affected or supported by public policy 
must be included restraints upon effecti,'e competition due 
to a public limitation upon licences to sell certain com· 
modities. The brewing industry in England, and to a less 
extent in other countries, presents the most conspicuouo; 
instance of a growth of strong corporations enjoying mono
poly profits derived from the limitation or practical extinc
tion of local competition, based upon restrictions in the 
number of liquor-sellers impo:::ed by public authority, 

The banking system in many cuuntries contains clell1ents 
of publicly-bestowed monopoly ill the sense of special rights 
to issue notes, or the enjoyment of special govefl)mental 
aids, conferred upon a restricted number of banks, 

§ 8. The most general support offered to Trusts by public 
policy is derived from the protective system of the Tariff. 
To what extent the Tariff is in reality "the mother of 
Trusts J) is difficult to determine. There have Leen cases of 
trusts arising directly behind t:uiff walls erected in order to 
support them. The organ of the New York Reform Club 
a few years ago named a hundred instances of manufactur
ing trusts which it imputed to protection.} Tile list, ho\\,
ever, contained many articles, such as electric supply, sted 
rails, anthracite coal, school books, cotton-seed oil, which 
enjoy other economic or public aids besides the tariff: 

It must, however, be borne ill mind that the concentratiull 
of industry must have gone already very far in a trade befon' 
the Tariff call be operative in creating a trust. The United 
States is itself a huge free-trade area, and unless, owing tu 
the operation of other forces, the number of effective com 
petitors in that market is already vcry small, the idc:l of 
amalgamation in :1 single corporation, so as to raise prices 
within the limits of the protective area) would not be feasible. 
The existence of a protective duty, or the probability of 
procuring one, is certainly a strong inducement for a busi
ness or a group of businesses already comm~lnding a Luge 

, Sec: Vull Jhlk, p. 50. 
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sllare of the home market to complete its combination with, 
or absorption of, its rivals. l 

But a protective tariff can only create or facilitate a trust 
in cases where the conditions for an effective combination 
on a national scale have already been ripened by other 
forces making for monopoly. Upon the whole it would be 
safer to describe the Tariff as the foster-mother than the 
mother of Trusts. By feeding them at the expense of the 
body of consumers, and protecting them against invasion of 
the home market by foreign competition, it enables them to 
maintain their monopoly and to render it more profitable. 2 

The same sort of assistance is also rendered the industrial 
pools and other combinations which in structure fall short 
of the completed Trust. It is probable that the net 
economy of large-scale production, apart from the supports 
of patents, railroad aid, and superior access to materials, 
may suffice in certain cases to raise the size and restrict the 
number of effective businesses so as to make tariff support 
the final determin:l.nt of a trust. 

S 9· But the actual history of the great representative 
American trusts seems to indicate that superior access to 
transport accommodation, and to supplies of raw materials, 
are the most important supports for an enduring trust. 
Among the" monopolies" or trusts of the first rank in size 
and in control of markets, the Standard Oil Trust, the 
Anthracite Coal Trust, and the United States Steel Cor-

I An illustration of thi" i<; given by Von Halle in the extension of the 
great Cordage Com\)ill:llion prep:l.!cd in l890 in anticipation of the 
McKinley Act. (?'r/frts, p. 51.) 

~ Professor 1. \V. Jenks (JIlt Tlln! Pr{)blem, 40'41) does not think 
Iha! in many j'nqances the rem(l\'nl of the tariff would restore competi· 
tion. 

"The remu\'.d l)f thc tariff, whether the industry were dependent 
lIpan it or no!, would certainly destroy the riv:tls of the Trust before 
the Trust itself wOIlld go out of e"i~tence. In either case, however, 
the consumers wO)llid, lle} l,nd fll1e~tj(>nJ for (he lime being enjoy lower 
priccs. 

"It is also t!lle that the lemoval of the tariff in many instances, Ly 
~trcllgthe!ling the competition frolll foreigners, would simply bring 
about an international comllination." 

The formation and mainlen:ulce of an international trust are, how
evCT, not "simple" PfOC<.:5sCS, as even the hislory of the Stannard Oil 
Tr\1~t testifies: the succc~~fl1l experiments are extremely few, and are 
confined to small trades or trades where the hest 50urces of law 
materials are so few as to 1 e capahle of heing cornered, 
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poration stand out as the most representative. In each case 
the origin of the combination is traceable to special facilities 
of transport, and to a command over the best sources of 
supply of raw materials. 

The early formation of the Standard Oil Company upon 
a basis of illicit rebates obtained by arrangement with the 
railroads passing through the oil district is a matter of 
ordinary knowledge. Tbe rise of the Carnegie Steel COlll
pany (the nucleus of the present Steel Trust) upon a similar 
arrangement of preferential rates with the Pennsylvania 
Railroad is equally signifir:ant, though less notorious. The 
absolute control of the anthracite coal industry by a pooling 
of the interests of tbe seven railroads which traverse the coal 
district belongs to the same order of industrial facts. In 
each of these cases the control exercised through railway 
transport was flanked by a superior acccss to supplies of 
material. If the early oil wells had been scattered over 
various parts of the country instead of bcing concentrated 
in a limited region of Ohio, effective monopoly through 
transport could not have been organised. The narrow 
limitation of anthracite supply is essential to the compact 
organisation which operates these mines. The fundamental 
strength of the Steel Trust, the condition of its permanence, 
resides in its control of the Lake Superior ores and the 
facilities of handling and carrying them. 

It is not, of course, necessary for a powerful manufactur
ing trust always to own and work the best supplies of raw 
mJ.terials, though, as wc slJall see, it is commonly a sound 
t1 list policy to acquire a direct cOlltrol of these sourccs, A 
strong enough control O\'er the means of transport by rail, 
steamship, or pipe line commonly yields sufficient command 
over the domestic or imported supplies to control the market. 
The Standard Oil Tru~t did not begin to aCQuire allY 
amount of dIrect ownership of oil wells until well ad\'anced 
in its career: it was able to buy the crude oil from producers 
upon its own terms, and still in large measure maintains 
this policy, So, too, the Steel Trust was already in exist· 
ence before it acquired direct possession of the richest 
sources of iron are. 

In America the centr.]l factor ill the organised control of 
industry by Trusts is the power of the railroads, dominating 
the rich natural sources of supply in mining and agriculture, 
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and carrying raw material to the manufacturing centres and 
finished products to the great markets of the country. 

In America the railroads have been the only effective 
high roads over the chief part of the country, the sole means 
of communication between East and ,"Vest. So far as in
ternal trade is concerned, the Mississippi, and during a 
portion of the year the nortbern chain of lakes, afford the 
only check upon the control of the railroads over the grain 
and meat traffic from the West and 11iddle States to the 
crowrled East, the distribution of manufactured goods from 
the N crth-Eastern States over the whole continent, and the 
carriage of coal, iron, and other minerals from the mining 
districts to the manufacturing centres. 

In the early days of railroad development a great number 
of small independent lines competed with one another for 
the work of transport. "As the systems grew agreements 
of various kinds were resorted to, beginning with rate agree· 
ments, continuing through pools, 1870 to 1887, transformed 
iuto traffic associations, 1387 to 1897 and 1898, and cui· 
minating in the community of interest principle, of which 
the Northern Securities Company is the most conspicuous 
example."l 

So far as the most illlportant traffic is concerned, that 
between the middle-west and the eastern states, this con· 
centration has gone so f:tr already that these groups, fairly 
stable in their composition, control nearly all the roads 
between Chicago alld the coast, and stretch out their 
tentacles from Chicago through those great mining and 
agricultural states \vhich are destined in the near future to 
uecome the chief homes of industf}' and population in the 
United States. 

The actual nature of the bonds which associate the rail
wads with other business enterprise will appear when we 
discuss the 1inancial aspect of modern capitalism. At 
present it suffices to point out that many of these railways 
own, control, and sometimes operate, mines, ironworks, 
irrigation works, canals, grain elevators, stockyards, and a 
great variety of businesses which have no essential connee· 
tion with the railroad business, and from participation in 

1 IJlllfes~or 1Ieyer, Anl(.ri,an E,{)II{)ntl'C AUo,iatitJfJ R(lort, 1904, 

p. 11::1. 
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'9,-'hich they 3.re often prohibited by the terms of their 
charters. But still more important are the indirect and 
often secret arrangements by which they bind themselres to 
favour trusts and combinations with which they are not 
organically connected. SpecialJaciiities of transport are the 
chief instrument of favour, and these facilities are classed 
as follows, by Professor Ely: 

"(a) General facilities, as supplying cms to one COIll

petitor more promptly than to ~\11ulher j (f3) rllshing through 
the freight of the favoured shipper, while that of another is 
side tracked; ()') furnishing better terminal facilities to olle 
person than to another; (8) maintenance of such rebtions 
between various modes of shipment-asl for eX::Implel be
tween tank-cars and barrels, and between rail l water, and 
pipe line transportation-that advantages come to some 
which others do not enjoy j (€) cbssificatiolls of freight 
made and changed to tbe adv;lntage of favoured c1assesj 
(() making discriminations in favour of geographical sec
Lions in the interest of classes of shippers,":' 

A common business interest cmhodicd in an Zlgreementl 
or a mutually profitable understanding, between a trust and 
a railroad enables the trust to safeguclld ::Ind utilise any 
other advantages it nl::l)' possess (rom size, superior com
mand of materials or of market, by indLlcill~ the railroad to 
afford assistance by all these various forms of diffcrenti:ll 
treatment. 

§ 10, The importance which railroad tl:1!lsport ::ISSUllleS 
in the working of industrial monopolies, especially in tile 
United States, is easily intelligible. If we follow the flow 
of raw materials of industry from the prim:lry utracti\'c 
industries through the various nlallufaeturing and mercan
tile processes which shape and place them at the di:,posal of 
consumers, we shall find that in most inst::lnces this stream 
of production is narrowcst in the transport stage: the pro
ducers of the raw material arc numerous and widespread, 
their product, left to competition, would tend to P.'1SS into 
the hands of a numbcr of competing 11ianufactlllclS II ho, 
in their turn, II'ould pass on the fInished goods to man)' 
wholesale merchants and retailers. But the colleclion and 
conveyance of raw materials, coal, grain, cotton, cattle, 

) Fly, hi'o/I/Iion 0/ hl,ius/rial SO(id)" 1'. 110. 
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from the prime producers to the manufacturers or to the 
wholesale market forces the current into a narrow channel 
of transport, where competition, normally and necessarily 
checked, can easily be eliminated: hence it arises that 
a group of manufacturers or merchants, or of produce 
gamblers, can most effectively organise a monopoly or 
control of output and of market through the instrumentality 
of the railroad system, Where the railroads do not choose, 
or are unable, themselves to organise the monopoly, as they 
kwe done in the case of anthracite coal, they are open to 
enter a profitable compact with an independent corporation 
or pool, placing at the disposal of the latter the monopolistic 
pO\\'cr attaching to the transport stage . 

. Armed with such powers, the cattle trust organised by 
Armour, Swift, :J\Iorris, and Hammond, was able to fix the 
pricl! which they would pay for cattle to the farmers who 
l'ould find no other buyer than the trust, and to fix the 
price wbich consumers ~hould pay for meat. Discrimina· 
tion of freight rates, and otber transport and terminal 
facilities, procured by the favour of railroads, were the 
actual economic force they exercised. 

I n other countries where the railroad factor is less domi· 
Ilallt, as in Germany or England, special rates or facilities, 
procured either by political influence (where state railroads 
are illYolvcd) or by private arrangements, form a leading 
econoll1Y of trusts or other large organisations of capital. 
""!Jere lower rates ale accorded by railroads for long 
b:1Ulagc in bulk, such discrimination, though sometimes 
Illegal, cannot be re~arded as unreasonable, for the lower 
rates correspond to the lower costs of carriage: there is no 
nJOre reason why short haulage of small quantities should 
command the same rates as long haulage of bulk, than that 
.111)' other retail prices should be as low as wholesale 
prices. 

J;Ui II herc, as is common, rehates or other :;pecial 
t;J.cilltlC::' ale al"u)I"dcd to ~hippers, irrespective o( or in 
('v'ess uf the~e cunsiderations of ecollolllY of haulage, the 
1.1ihoaJs alC ueJinilcly Illakers of mOilopoly. 

TIle t1amll{11t f;;!.\u! ill mouopuly Call1!ot, however, be 
\\t))\.;'-.tl with full effect unless III connect lOll with some 
natural limitation of the supply of some raw material, or of 
the market for commodities. 
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If the raw material is procurable in IlIJ.llY quarter"" and of 
eqlfal quality, its mallufacturl:! is less likely to be concen
trated, and its flow will be less Ilarrowed ill the transport 
stage. A lasting corner of wheat, or ev(;n of cotton, is far 
more difficult than a corner of anthracite coal or even oil. Oil 
the other hand, where the best or most accessible supply 
of material is narrowly confined in localit)', an cffectire 
monopoly may be established without railroad support. 

For example, the paper trust which for a time controlled 
prices in the United States lived upon the monopoly which 
it possessed of the water power and lumber tracts so situated 
as to be available for the cheap production of paper. 

The actual supports of the American trusts may be thus 
summarised: Control of railroad rates, control or limited 
sources of coal, iron, and other natural supplies, control of 
patents, protection against world competition by the tariff. 
and finally, the escape from such a ratio or taxation to the 
market value of their property as is borne by the smaller 
business man.} 

§ I I. One other possible origin and support of a Trust 
requires recognition. We iJave seen that the ecollomy of 
capitalist production makes for the establishment in eyery 
industry of a business whose size represellts a maximulll 
economy. Now in determining the norma! limit of this 
business we recognised that economy of administration was 
a factor of prime importance. After a certain size anu 
complexity is reached waste ensues from lack of central 
business control. But here and there a business nUll of 
abnormal energy and capacity may emerge, whose mind 
may carry the economy of large-scale administration far 
beyond the ordinary. introducing qualities of insight or (If 
organisation that postpone the applicatioll of the IJ IV of 
diminishing returns, which otherwise prohibits an increase 
of the business beyond the normal limit. 

\Vhere the normal economies of large-scale production 
arc exhausted before the nusiness has grown to the size 
required to establish a nation:ll trust or lIlollop,)ly. thi" rarc 
business ability m,lY suffi.:e to lift it to the relJuncu level. 
Where c.omparatiyely few men get the opportunity to dis
cover, train, and exercise a natural genius for business 

1 E. W. Bemis. Ami,·icoll ECOJI. ASJj)(iatiCif1 J...'r/CiI"I, 1904. p. 121. 
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organisation in a sufficiently large field of activity, it seems 
possible that here and there a business mind may be found 
so superior to his competitors that he crushes them and 
builds a monopoly upon their ruins. 

Professor H. C. Adams thus propounds this view that a 
trust may arise from a monopoly of natural abilily, as well 
as from a monopoly of raw materials, or of some other 
requisite ;-

II A survey of the past hundred years of industrial change 
makes evident the fact that industry on its mechanical side 
has developed more rapidly than on the side of manage
ment and administration, and in any final explanation of 
congested competition, a phrase which appears to me to 
suggest a f.:1irly accurate di.:1gnosis of the industrial ills of our 
time l the scarcity of business talent holds an important 
pbce .... In as br as the centralisation of industrial 
power is traceable to failure in the supply of business 
ability, no perlll:1nent relief from the evils of Trusts may be 
expected until the highest grade of business inte1Ji.gence 
l)t.::comes the common possession of the business world. 
The Trust Illay ue regarded as a corner in business insight, 
\Jusiness talent, and business courage."1 

That rare busine~s ability imparts great elasticity to the 
\~oncept;on of:1 normal maximum size of business, and that 
in point oi fact a successful Trust owes its success largely 
to the administrative and strategic genius of its chief 
organiser, must assuredly be admitted. Tbere is, how· 
ever, no evidence of the formation of a Trust resting upon 
business capacity alone: one or more of the other supports 
is present in every case. 2 

§ 12. Turtling now to the slructure of the Trust, we shall 
Le prepared oy tile foregoing analysis to expect an ex
tension of functions. 111 our general examination of 
the brgc modern busilll'SS we saw that it extended both 

I .-llllerirall £roll. An., ")O-l, p. 10,\ 
, So far a_~ lJll-;ine5~ .~ellin_~ is a factor in a success(ul Trust, it imparts 

an clement of ill~laLilily. For IhOlIg-h "hereditary control" is far 
kss u~I\:11 in lhe United Slates than in England, the capacity to sdect 
and tlain a compelent sucee~sor cannot be consideled a normal part of 
tIl<' eqnil'ment o( a great Tr\l~t·makcr. 

On lhi" pcr~onal f:1ctor In uusine~s success see some interesting 
relllJ.rks hy l'r0fessor S. J. Cll.1]llll:tn, !.aJl':':lJhire C()/IMI Indus")" 
r. 170 . 
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longitudinally, to take in earlier and later processes, and 
latitudinally, adding new classes of products and by
products to its original line of production. 

A Trust seeking to secure and strengthen its monopoly 
is impelled by consider:l.tiol1s of more than ordinary force 
to a similar enlargement of its structure. Beginning by 
organising a p:nticular process of manufacture, it is naturally 
driven to seek control or possession of tbe market of its 
chief raw rnatenals, on the one hand, and of the markets 
for disposal of its manufactured goods upon the other. To 
secure not merely superior facilities of transport, but actual 
possession of the best sources of supply; to supply its 
goods directly to retail stores under its c0l1tro1 and bound 
by agreement to sell only its goods and at prescribed prices, 
belong to the ordinary methods of Trust economy. Or
ganising transport of raw materials and of finished goods :11 
its own cars, tanks, or pipe lines, ships or barges, it proceeds 
to own and control the· (,Iltire chain of productive and 
distributive processes. To this is commonly added the 
control of manufacturing and other processes subsidiary to 
the main operations, tbe possession of coal or electric 
supplies, the manufacture of machinery and other plant 
required to give self-sufficiency to a Trust. The latitudinal 
expansion takes the shape partly of n~w products and by
products, partly of the acquisition of interests in other 
kinds of products which, otherwise, competing with the 
product of the Trust, would limit its monopoly. This bst 
extension is illustrated by the :lClluisition of gas companies 
by the Standard Oil Tmst and uf canals hy the various 
]{ailroads. 

The typical form taken by :l Trust whose nucleus is a 
single manufacturing process is OIIC which ll1.1kcs it co
terminous with a complcte section of illdllstry cOnl]llisillg 
all the processes which directly or illdirec.tly contribute to 
the supply of a consumer's need fur a givcn cbss of 
commodities. 

This is best illustrated hy the objects n:llllL'd ill .1 cbusc 
of the charter of The L1llitcu State:; Stccl CorpurJ.tioll, 
which read as follows :_t' To construct briJg(.:!~, shipc;, 
boats, engines, C.1rs and other equiplllent, railra.lus, docks, 
slips, elevators, waterworks, gasworks, anu cltctric works, 
viaducts, canals .1nd other waterwa}'.~, :wu :111}' uthcr means 
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of transportation, and to sell the same and otherwise to 
dispose of, or to maintain and operate the same." 

Most of the industries above named are subsidiary or 
instrumental to the final objects of the Corporation, viz., 
the production and sale of various commodities of which 
steel is the chief material. 

The double process of this Trust expansion may be thus 
illustrated :-

UNITED STATES STEEL CORPORATION. 

. ( Rolling Iron Ore, Railroads. M'II 
Coal I'IIines, 1 Ships, 1. Blast Flu:. 5, 
Coke, J Docks, J Furnaces·1 naces, 
Natural Gas. etc. t etc. 

{

Hoops, 
Steel R<l:iis, 

\Vlre, 
Tube, 

Tin Plate, 
Bridges, 
Cars, 
Elevators, 
Engines, 
Electric 

\Vorks, 
etc. 

The properties owned are described officially in a 
general way as [0110w5:-"78 blast furnaces, with a capacity 
of upwards of 6,500,000 tons of pig iron yearly, or half 
that of the United States in IgOOj 149 steel works and 
six finishing plants, including bar mills, standard steel and 
plate mills, with an annual capacity of about 9,000,000 

tollS of finished Ill;)terial; 18,300 coke O\'ens; about 70 per 
cent. of the ore mines of the Lake Superior region, pro
ducing in 1900 12,724,9ootons; 70,830 acres of coal lands, 
about 30,000 acres of surface lands in the coke region, and 
125 lake vessels, etc." 

~ 13. There are four principal reasons why the Trust or 
close combination, with monopoly, assumes greater promi
nence in the Unikd States than in England and elsewhere. 
First: tile railroad as an economic factor is more important 
than elsewhere, and is able to render more assistance 
to mining, manufacturing, or commercial combinations. 
Secondly: the tariff, by securing to American producers 
the home market, renders profitable combinations more 
feasible than in a country of free imports. Moreoyer, in 
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none of the protective countries of Europe have the great 
manufacturing interests obtained 50 exclusive a control over 
the tariff policy as in the United States. Thirdly: the 
corrupt domination of politics by business interests, stronger 
in the United States than in any great industrial nation of 
"Europe, enables the great railroad and business corporations 
to procure municipal and state charters and other profitable 
privileges, to override many laws with impunity, and to 
avoid their fair share of contribution to the public purse. 
Fourthly: the greater absorption of the national energy 
in business operations, the greater field of selection for 
ability, the greater equality of opportunity to rise, the 
sanguine and audacious temperament of the American IJllsi
ness man) coupled with freedom from many of the' legal or 
customary restraints which hamper the" logical" evolution 
of capitalistic enterprise in Europe, haye evoh'ed a type of 
industrial and financial "hustler" with bigger ideas and 
more rapid and unscrupulous modes of realising them th:tll 

is found in Europe. 
§ 14. But while in this favouring atOlusph{;re Trusts bave 

grown bigger and more numerous, none of the conditions 
thus peculiar to America is essential to the formation of :t 

Trust. 
\Vithout any assistance from a Tariff or from rail

roads we saw that in many br:wcbcs of the metal and 
other manufacturing industries of Creat Britain comuina
tions, of a less rigorons order than a Trust, existed and 
were able to exercise a certain considerable control of 
prices. 

There exist, indeed, in Britain lllallY inst:1llces of mam
moth businesses, formed by amalgamation, occupying so 
large and firm a place in domestic and foreign markets for 
particular classes or grades of gOOds, that in America they 
would assuredly rank as Trusts. The" monopoly" or 
superior competing power enjoyed is due in most cases 
largely to "good-will" or reputation, b:\sed l':1rtly UjlOIl 

patents and secret processes, upon long ~kill uf 11lan:1gt"· 
ment anu workm::tnship. or in other words UPOIl thL: 
"character of the work." In Lll:J.llY of these C:1"t.:S the sC:l.le 
of the operations required for a successful UtHJl'lt:1king im· 
plies enormous capit:\l, inducing anlJ.lgamatioll and pre 
eluding any easy setting up of new competition. .Recent 
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amalgamations in the iron, steel, and. engineering industries 
furnish a number of instances of firms which, though by no 
means outside competition, enjoy a degree of practical 
monopoly over certain 'market-areas and for certain sorts of 
governmental or private contracts. 

To such an order would belong Platts of Oldham in 
cotton machinery, the Elswick 'Yorks (including Armstrong's 
and \\,hjtworth'~, etc.) in engineering .and shipbuilding, 
Nett!cfolds (am.1.1gamating with Guest, Keen & Co. and 
other amalgamations) in the screw trade, Vickers and Co. 
(absorbing l\bxim, Kordenfeldt, the Naval Construction 
and Armament Co., dC,) in the armour-plate trade. 

As in the case of the American trust there is a growing 
tendency for these Engiisil comp:mies to fortify themselves 
by securing the best available sources of raw material, and 
hy extending their operations from the manufacture of 
saleable goods to the preparatory processes. 

So, for example, we find Nettlefolds' absorbing the Patent 
Nut and llolt Company which had previously absorbed the 
Dowlais Iron Company, comprising collieries, iron mines in 
Spain, blastfurllaces, steelworks, rolling mills, etc. l So like
wise tbe great firm of J oiln Bro\vn & Co., manufacturers 
of armour plates and otht!r shipping equipment, acquire 
collieries and iron·mines. 2 

In certain cases, where patents or command of raw 
materials are determinant factors in control of "cost n or of 
market, consolidation approaches so strong a form of 
monopoly as to nmk as a real Trust. This is the case with 
Brunner, Mond & Co. in tile chemical trade, where special 
inventions :lnd scientific skill furnish the chief element of 
success j and with BOTnx Consolidated, wbich rests primarily 
upon the possession of ali the important mines and sources 
of TnW matcri.:d. 

1 n most British installcl"" ,,,here a company possesses so 

I ~bcrosty, p. IS6. 
2 "Presenl appC:'lr.lllC('~ WOlllr\ kad u.~ to eXjJcct that the ~teel industry 

will soon ue confined to} a comp:u:lli\'dy small group of large unilS
Armstrong, C;)'llllllell, jr!1m lirown & Cu., Vickers, Guest, Keen, the 
\\'c:nd:tle C)., the S,-,u\h Durham Co. (wllich alolle aggregate some 
£21,000,000 capit:!l), and ~ollle "tlll·IS. under slIch an organisa. 
ti"n competition may be as COIll~,klely eliminated as under a trust 
of llle mosl regular description." ~Iacrosty, EC/JJI. !t1uf"lIa/, Sept. 
1902 . 
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strong a position in the market as to earn abnormally high 
profits, not by cheapness of production alone but also by 
control of prices, this position Tests upon patents, trade
marks, superior access to Taw material, upon means of 
carriage, or upon special contrl.1cts with government, or 
with some other monopoly. Unusual business capacity is 
commonly a requisite for the full utilisation of these bases 
of monopoly. Amalgamation of competing businesses and 
great size of capital may be conditions of success, but are 
not in all cases essential: the characteristic of such 
monopolies is rather the creation of a special market resting 
upon a unique sort of commodity, nnique in form or in 
quality. 

The Dunlop Pneumatic Tyre Company, Huntley &. 
Palmer's Biscuit Company, Macmillan's Publishing Com
pany (recently absorbing Bentley's), Cadbury's Coco~ the 
Times, are instances of companies which enjoy such special 
markets, the commodities they sell r:ompcting rallle]" with 
different cbsscs or gr3des of commodities tllall with the 
s:l.lne commodities produced by competing firms. The high 
differentiation of markets io; the chid cau~e of the differential 
profits of these monopolies. The" monopoly)) of .\[e55r5. 
W. H. Smith &. Sons in railway boobtalls, of the Union
Castle Line in South Afric:2!1 trade, or of lh:sS1S. Kynoch ill 
small-arms contracts, rests upon special business arrallde
ments which rend~r olltside rompc:tition inojlt.:l":.ti\"l', 

In all such cases tolerably rigid limits exist for the 
monopoly. Other sorts of tyre cuntinually compete with 
Duniops, books and papers may be purchased outside the 
railway stations instead of at Smith's stalls, no government 
could give preference to KYlloch's i( the tenders of this firm 
were exorbitantly high) and so forth. 

§ 15. Though many of these bu~incsses are virtually 
II trusts'" the term in Great Britain has been tlsullly reo 
served for certain amalgamations which ha\'c heen (onneJ 
with the avowed object of putting an end to competition 
and of controlling a market. 

The earliest instances were the Salt Unioll, fonned in 
1888 with a c:lpital of three millions in shares and olle 
million in debentures, :lnd the United :\lk;di Compa.ny in 
1891 with six millions of sha.res and two antI a half millions 
of debentures. Both sought to establish a monopoly by 
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controlling sources of supply and by superior modes of 
production. Foreign competition broke these down. l 

Textile manufactures have been a favourite field for 
British experiments, but history thus far attests more failures 
than successes. The strongest and most ·continuously suc
cessful of these trusts is that of Messrs. Coats in the thread 
trade. 

Messrs. J. & P. Coats, after entering into a pool or selling 
union with their chief competitors, Clarke & Co., Chadwick 
& Co., and James Brook & Co., amalgamated with these 
firms in 1890' Shortly afterwards they made large invest· 
ments in the English Sewing Cotton Co. and the American 
Thread Co., and in 1899 bought a Belgian firm. This 
series of amalgamations made them masters of the thread 
trade not only in Great Britain and America, but through· 
out the world. 

The Bradford Dyers' Association, formed in 1898, united 
;tbout 90 per cent. of the Bradford piece-dyeing trade, and 
has been fairly successful. 

The Yorkshire 'Voo1combers' Association (formed in 
1899), the Fine Cotton Spinners' and Doublers' Association 
(1898), the Calico Printers' Association (1899), the British 
Cotton and 'Vool Dyers' Association (1900), the United 
Velvet Cutters' Association (1900) appear to have been 
entirely unsuccessful, while several other textile experiments 
have not yet been sufflciently tested. 

The careful analysis of British trusts presented by Mr. 
1Iacrosty (E(ol1 . .lour" Sept. 1902)2 indicates that only a 
small number of experiments in this form of combination 
have been successful. Among the few successful ones we 
observe that almost all are in articles not exposed to the 
brunt of effective foreign competition: Messrs. Coats & 
Clarke are international, and control the world marketj 
three are in the co.11 trade, where foreign competition is not 
practicaule; one or two others, like the \Vall Paper Manu
bcturers, cater for n.1tion,1i tastes and requirements. 

To this list of British industrial trusts a hrge number or 
hrC'wing CUlllp::Hlies ought to be :l<ldcd. In fact, brewing is 
the mo~t "truste(}" British !r:luc: an overwhelming pro-

1 Cf. JlulJh;lrtl, F{t>JJ.J,JU'lIa!, Ap. 1902. 
~ See oppo5ile p:l.lie. 



SHare and Loan Capital. Vendors' 

Name. 5hare of 
Ordinary 

Original. Present (1902). Stock. 
-----

" £ 
The Salt Union 4,200,000 2,..)00,000 

, ,. 
United Alkali i S,4 2O,550 8,4 20,000 -
J. 3.: P. Coats I 5,500,000 I 10,000,000 -
W. Cory & Son (coal) , 2,500,000 

I 
2,650 ,000 All 

English Sewing Cotton 

I 
2,250 ,000 3,000,000 i 

Fine Cotton Spinner!.', etC'. 4,000,000 6,650 ,000 1 
Brili,h Drewo(lds and Chemical~ Sic,oOO 570,000 -
Bradford Dyers 

I 
3,000,000 4,225,000 I 

Aberdeen Cnmb 300,000 300,COO 5 ..'\: def. 
Rickett, C()ckerell 3.: Co. (eo::1.I) 9 00,000 9 00,000 All 
Yorl,_,hire Indigo Dyers. 

I 

45 0 ,000 468,000 1 
BradfonI Coal A,sociation 191),000 249,000 All 
Eliti~h Oil and Cakes r-.Iills 1,750 ,000 1,750,000 , 
Yori;<,\lire \\"ou\ Combers 1,93 1,Soo l,g65,Soo All 
Barry, Ojtkrc 3.: Shepherd I 1)$..),000 9 8 ..),000 All 
United Indigo :J.nd Chemical~ I 24°,000 240 ,000 h 
Textile ~r:tchiner}' .. \ssociati'.11 I :::90 ,000 21)0,000 All 

I 

Calico l'rinter~' Association 

I 

8,200,000 8,226,000 ~:-; 

\\'all Parer .\lanuracturers 4, I.~ I ,000 4,14 1,000 All 
l:ritj~h C,)!ton and \\'00\ Dyers I,S::O,OOO 1,492 ,..)So ~ 7 

, 
'[" .. 

I York~llile }hewarc, etc. 226,000 29·~,000 All , 
BleacheL~' :\:wci:l!i'm 

i 
6,75 0 ,000 6,i9 I ,OCO All , , 

I'nrtlan,j Celll<~llt ~lanllbctllrer;; 6,3~9,000 6,3..].9,000 All i 
Rin:t, };olt, and :\\11 Cn. , 

550 ,000 550 ,000 An 

I 

, 

Unite(] Y(']vet Cl!llcr_~ I.tO,OOC) I.tO,OOO All 
Extract \V.,dl .1nd ill nino 

I 

:!jO,OOO 2io,OOO -
J. & J. I;a](h~in 75:',000 75:!,OOO " " Leech \Y"l~ted Dver'; 22tJ,00O :!:!t),OOO 

" I Imperi:ll TU]JJ.cco·Co. Q,5 1S,ooo t +,510,000 All 
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bining. of 

~I~ Trade. 1B97· 1898. Igor. 1902. 

No. --
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S - 20 30 40 50 20 
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" 1 - I - - - S S S I 
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3S : - I - - - !\il ~il 
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S 6 -- - - - 4 
7 90 

, 
-- - - Nil Nil 

"' oS:; I 
- - - Nil ~'il 

3 ' oS i -
- - S S 

46 S· - -

I 
- - Nil :\TiJ , 

i 5 - 1 -

I 

- - - Nil 
53 -

I 
- - - - ~Til 3 

30 75 - -

I 
- - Nil 

15 I - - - - - 6 
5 I - I - - - - -
7 -

I 
-

I 

- 1 - - 6 
S I - - - 1 - 1 - 7 

I 
! 

I 
10 

I 
- - - I - - 6 (, 

13 - - - I - I - - -
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portion of the trade is controlled by great companies, largely 
formed by combination and absorption of competitors, 
enjoying virtual monopolies over local areas. These drink 
"tru~t5" stand on a different footing from other industrial 
combinations, deriving their strength from local monopolies 
of licences vested in public-houses which they own, and to 
which they furnish liquor. 

The transport trade, especially the application of electric 
and other new means of carriage and communication, 
exhibits some of the strongest forms of monopoly. Partly 
a II pool" based upon mutual arrangements of rates, etc., 
our railroad system exhibits in England and Scotland 
several instances of amalgamation in order to repress com
petition, while over large tracts of country certain roads 
possess a control of rates which is liable to gross abuses. 
In other departments the National Telephone Compa.ny 
and the Electric Traction Company are instances of powerful 
bllSil1esSl~5 widding for some years many of the distinctive 
powes of :1 full-fledged Trust. 

S 16. In different branches of transport, manufacture, 
mining, distribution, and finance we have traced the growth 
of organised restraints on competition, issuing in corners, 
pools, trusts, or other forms of monopoly. In the supply 
of wants which lie outside the ordinary region of industrial 
and commercial activity, belonging rathe. to the world of 
intellect and art, the same tendency is sometimes operative. 
The tnea.tre in the United States, and to an increasing 
extent in Engbnd. prese:1ts the most striking example of 
the dominion of a trust. The ordinary "consumer" of 
the drama is in most American and many English cities 
compelled to buy whatever theatrical performances MT. 
Frohman chooses to sell, at prices and on other conditions 
imposed by a monopolist: the actor call only place his 
services before the public through the instrumentality of 
:\Tr. Frohman. 

Tbe newspaper press, in mall)' instances .1 local monopoly 
by the nature of the case, now exhibits distinct tendencies 
towards the formation of U Trusts" which shall control m-er 
wide areas the sale of news and the manipulation of public 
opinion. In Great Britain the two firms of Messrs. Harms
worth and l\[essrs. Pearson have already acquired news
papers in a considerable number of large cities, and are 
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extending the number of their properties with a riew to 
economy of production and monopoly of market, through 
the publication of :l "simultaneous newspaper" appearing 
in all the great centres of population, comprised in part of 
common news and" editorial policy" provided from a single 
centre, in part of local news and policy superimposed upon 
the farmeL} 

In another department of literature-the supply of school 
books, the American Book Company deserves to Tank as 
an example of a powerful trust whose main strength is 
derived from controlling the State school system through 
methods familiar to American politics 

How far a Church organising the :sole supply of a special 
sort of religious service, supported by the monetary p:1y
ments of its adherents, can be reg:uded as a husiness 
corporation is doubtless open to uispute. But in the highly 
centralised system a.nd careful business arrangements of the 
Christian Science ChlHch, furnishing literature and other 
services at distinctly" monopoly" prices, we haye .1 modern 
example of a spiritual" trust," operating by methods which, 
though doubtless analogous to those always employed by 
the Roman Catholic and other powerful churches, arc more 
crudely I< monopolistic)) in their forlll. 

§ 17. One other point of gre:1t signifIC1.11Ce in the {, trust" 
movement deserves attention here. Though tariffs and 
other national laws ann customs t(,lld to keep the structure 
of capitalisl11 withil1 l1atiol1:11 limits, powerful forces make 
for business internationalism, :111d the international trust i-; 
already in the field. 

This inLernationalism takes \";uio\ls shapes. Sometimes 
it implies the control of a forei~l1 lilarket by a trust whose 
productive operations arc conduckd ill the single country 
of its origin; though suuoruinate (Oillpa nics 111:1.)' be registered 
in the foreigll country, as in the rase of the Standard Oil 
Company with its [\nglo·;\mel iean attachment, or Durroughs 
& Wellcome in the thugs trade. Til other ClSCS thcre is an 
amalgamation of firms ill differt211t countries (or the f{)llllatioll 
of an international trust, though herl' al-;o the (orlllS of 
national companies are frequently prt!se]"wti. The Coats s..: 

1 An interesting :nlic1e by ;"1r. Alfred Ibrmsworlh in the I"/OJ"!; 
American Ra·iew for !anu:l.Ir 190J, describe, the ecanum}, of thj~ form 
of " Trusl." 
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Clarke Thread Trust, already named, the Nobel Dynamite 
Trust (with its subsidiary companies in Scotland, Germany, 
and elsewhere), and the Atlantic Shipping Trust are among 
tbe largest examples of this class. The absorption of the 
American firm of Brooke & Co. (ur.,ronkey Brand") by Lever 
Brothers ('{ Sunlight P Soap), the new company establishing 
factories also in Germany and Switzerland; the absorption 
of Bryant &. May's Match Company by the American Star 
Company, are instances of more limited monopolies standing 
on an international hasis. 

The Atlantic Shipping Trust and the combination of 
financial interests ill the electric traction business of 
America and (;reat Brit:tin are tbe largest examples of the 
trend towards internationalism in the Trust movement. 

The largest proposal for an extension of the trust 
principle to international competition was that projected 
by the steel trade in J 90-1, when a provisional agreement 
W:1S reached between the American Steel Trust and the 
leading groups of British, Cerman, Belgian, and French 
producers for a regulation of the output of steel rails. 1 The 
hasis of tbe agreement as between the chief European 
countries ",as the allotment to each nation of a. fixed per
centage of output; British works producing 53.50%, German 
23.83%, :tnd Belgian 1,.67%. France was to come in on a 
somewhat differellt basis, adding to the British-German
Belgian total of 100 units ..J-.S ror the first year, 5.8 for the 
sccond, ,md 6.4 for the third year of the agreement. Each 
country was then to apportion its sbare of the output to its 
('on~tituellt comp:lnies. 1\11 the larg~ British firms were 
il1\'ol\-ed in the arr~ll1gement which, if successfully executed, 
sf'emed likely to control well-nigh the entire world output. 

§ I S. The wide prey~lence of concentration of capital in 
pools, trusts, and various local, national, or international 
combinations, discovered to c:xist in the various fields of 
industry, m:1y seem inconsistent with the large ,"olume of 
evidencc as to the survival of small btlsinesses. The in
consistency is, hOlYeyer, only apparent. Over the whole 
field of illdustry, if e\'ery form of occllpation be included, 
Ilcither the aggregate llumber of small businesses nor the 
proporlion of the workers employed in them is declining; 

1 C~nied into effect in the summer of I905. 
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but the economic independence of many sorts of small 
businesses is encroached upon by organised capitalism, 
which in almost every current of production plants itself at 
the narrowing of the stream, to impose toll~ upon the traffic 
as it passes to the consumer. 

The small producer still survives in large numbers in 
agriculture; but as successful modern agriculture requires 
use of considerable capital and large opportunities of market, 
the small farmer becomes more and more dependent on the 
moneylending company and the railroads. In manu· 
facture, the small artisan, the jobbing plumber or other 
"builder," the Sheffield grinder or the little brass founder ill 
Birmingham, the home-working tailor or cabinetmaker, 
though surviving in great numbers, are more closely attached 
to big firms of manufacturers or contractors who take their 
work, and often stand behind thelll with "credit." The 
independence of the small "sweating ,) business in so 
many of the clothing and other trades is of course merely 
nominal. Much the samt:! holds of the commercial uusi
nesses: most of it is "agency" business which) alike ill 
wholesale trade and in retail, billds the merchant or shop
keeper to some big manufacturing, shipping, mining, or 
commercial company for which he does uusiness. The 
immense growth of "packet') goods ill retail trade and 
the general extension of the" tied "' store system illustrate 
this growth of dependency. 

The same inlluences penetrate lh(; world uf art and 
literature, and even the profl!ssions: lIlultitudes of jobhin,:; 
journalists attached to onc or two newspaper offices, of 
authors working for publishers or syndicates, artists whose 
only chance of selling is the :1rt-sbop: actors, musicians, 
doctors, teachers, even clergynlcn, earning their hazardous 
livelihood through the instrumentality of a company of 
middlemen. 

The measure of the power of concentrated capitalism 
is therefore by no means ("onlined to the illllllediate area of 
capitalistic operations. In the long series of proullctin: 
and distributive processes by which raw materials uf material 
or immaterial wealth are created and passed all for sale to 
the consumer there will commonly Lc some pmccss which 
involves a high capitalist organisation. In this case, though 
every other process lay in the region of small competitive 
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business, the monopolist control may lay a heavy hand upon 
all the other processes and impose on the ultimate consumer 
a tax as great as if the whole chain of processes were con
ducted in the sphere of monopoly. Such a power may be 
and often is exercised over small farmers or fishermen, and 
over the consuming publiC', hy the carrying companies, or 
by the ring that control.:; the wholesale market: it may 
emerge in a m:ll1ufacturing process where a few great 
businesses are abJe to combine, a corner in the produce 
market may from time to time usurp this power, Of, after 
free competition in all earlier stages of production and of 
trade, rings of retail dealers may hold up local prices so as 
to take the profits of monopoly. Everywhere the "com· 
pctitive system" is honeycombed by combinations exer
cising some form or degree of "monopoly "-·i.e. presenting 
in some market the attitude of a single seller able within 
limits to impose his price. It matters comparatively little 
to the consumer whether" free competition" is If held up" 
by monopoly in scveral of the processes of production and 
of commerce or in only one: one strong If combine," 
f;J.stcning on a single necessary process, can exercise the 
same amount of control over the output and the selling 
price of a commodity as half-a-dozen different combines 
handling earlier and later processes in the same productive 
.scnes. 

In point of fact the existence of onc strong pool or trust 
;)rising in a single stage of production, as for instance in the 
Gnrying of oil or the relining of sugar, prevents the inde
pendent combination of producers or distributors at any 
other process in the tradL', absorbing the entire profits of 
monopoly by suckagc at the narrowest point. Though, as 
we have seen, the" org1nisation" of a trade at a particular 
l;oint tends to spread to the organisation of the earlier and 
bter process~s and to the control of subsidiary and competing 
processcs, this effective stoppJ.ge of competition cannot yet 
be said to have spread over any large proportion of the 
general field of industry. The survival of keen competition 
III so many markets attests, in pan, the rudimentary con
dition of the new arts of capitalistic "organisation." But 
in part it is attributable to the control exercised by a 
U ring," U pool," or other combine which, -instead of directly 
controlling the earlier proce5s~s, forces them to cut-throat 
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competition, in order that it may buy cheap and sell dear. 
"'hile therefore the greater part of our industrial system 
still continues to be competitive, the area of the power 
of capitalist combination is growing and the effective pro
tection furnished by competition to the consumer is 
diminishing. 
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CHAPTER IX. 

ECONO~fIC POWERS OF THE TRUST. 

~ l. Power 0/ Trusts 07)(r earlier or later processes. 
§ 2. Fowtr of Trusts (J'uer d/rect compei/tors. COl/tro! of 

mar/.:ds. 
§ 3. Controlo'l'er ';pages and volume oj employment. 
§ 4. Control o'ur prices. 
~ 5· The theory of monopoly prices. 
~ G. Control 0/ prices z'll relation to classes oj commodity. 
S 7· General Summar)) of price control. 

~ I. It remains to investigate the actual economic power 
which a "monopoly" possesses over the several departments 
of an industrial society. Although the "trust" may be taken 
as the Tl'presentative form of monopoly of capital, the econ
omic powers it possesses are common in different degrees 
to all the other weaker or more temporary forms of combina
tion, and to the private business which, by the possession of 
some patent, trade secret, or other economic advantage, is 
in cOl1trol of a market. These powers of monopoly may be 
placed ul1der four heads in relation to the classes upon whose 
interests they opt.;r.:ttc-(a) business firms engaged in an ear
lit:r or later process of production; (b) actual and potential 
competitors or busil1ess rivalsj (c) employees of the trust 
or other monopoly; (d) the eOllsuming public. 

(a) The power possessed by a monopoly placed in the 
transport stage, or in olle of the manufacturing or merchant 
stages, to "squeeze J) the earlier or less organised producers, 
has been illustrated by the treatment of farmers by the rail-' 
ways and by the Ele\'ator Companies and the Cattle 'Trust 
of the United States. The Standard Oil Trust, as we saw, 
prcfencu, until quite recently, to leave the oil lands and the 
machinery for extracting crude oil in the hands of un-
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attached individuals or companies, trusting to their position 
as the largest purchasers of crude oil to enable them to 
dictate prices. The fall in the price paid by the company 
for crude oil from 9.19 cents in ]870 to 2.30 in IS81, when 
the Trust was formed, and the maintenallce of an almost 
uniform lower level from 188] to 1890, testifies to the close-
ness of --'the grip in which the COlllp[lny held the oil pro
ducersj for although improvemellts in the machinery for 
sinking wells and for extracting oil took place during the 
period, these economies in production do 110t at all suffice 
to explain. the fall. Indeed, the method of the company's 
transactions with the oil producers, as described by their own 
solicitor in his defence of the Trust, is convincing testimony 
of their control of the situation :--'; 'Vhen the producer of 
oil puts down a well, he notifies the pipe line company (a 
branch of the Trust), and immediately a pipe line is laid to 
connect with his well. The oil is taken from the tank at the 
well, whenever requested, into the large storage tanks of the 
company, and is held for the owner as long as he desires it. 
A certificate is given for it, which can be turned into cash at 
any time; and when sold it is deliven.:d to the purchaser at 
any station on the delivery Iines."1 In similar fashion the 
Sugar Trust controlled the market for raw sugar. Nor was 
this power exercised alone over the producers of raw sugar. 
It extended to dictating the price ;H which the wholesale 
grocers who took from them the refilled sugar should sell to 
their customers. 'l 

The 'Vall Paper Manufacturers' Trust made an arrange
ment with the dealers binding the III to abstain from buying 
foreign papers for ten years. 

In the petroleum business the Standard Oil Company 
adopted the most rigorous meaIlS of enforcing its monopoly 
on retailers. An oil-dealer who alttmpted to trade with its 
competitors was approached by an agent of the Trust, wbo 
informed him that, unless he ceased his" (rec" burjll~, a 
local store would be opcned to undersell him.3 In otilcr cases 
a rebate system, not dissimilar (rom that lJrcyailing in the 
Shipping Conferences is practised. For installce, in America, 

1 S. C. T. Dodd, Tilt Forum, ?liar IS<Jl. 
'I "Trusls in the United Slates," E<'ollvm/c./vll}J/,d, I'. S6. 
, Cf. Lloyd, lVea/t;' a,~"ail/S( COIIIIIIOlliU,l/th, p. 15'J; .lud Tarbell, 

History of the Standard Oil Trust. 
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in the cigarette and alcohol trades, the trust gives a rebate 
of 5 per cent. or 7 per cent. to customers who can prove 
that within a giycn time they have bought their supplies 
exclusively from the Trust.1 

This power of a monopoly is not merely extended to the 
control of prices in the earlier and later processes of pro
duction and distribution of the commodity. One of the 
most potent forms it assumes in manufactures where 
machinery is much used is a control over the patentees 
and even the manufacturers of machinery. Where a strong 
Trust exists, the patentee of a new invention can only sell 
to the Trust and at the Trust's price. Charges are even 
made against the Standard Oil Trust and other powerful 
monopolies to the effect that they are in the habit of 
appropriating any new invention, whether patented or not, 
\\ ithout paying for it, trustin~ to their influence to avoid the 
legal consequences of such conduct. There is indeed 
~trong reason to believe that the irresponsible position in 
which some of these corporations are placed induces them 
to an unscrupulous me of their great wealth for such 
pUJposes. 

~ z. (b) Since the prime object of a Trust is to effect 
sales at profitable prices, and prices are directly determined 
hy the quantitative relation between supply and demand, it 
is clearly advantageous for a Trust to obtain as full a pmver 
in the regulation of the quantity of supply as is possible. 
To control a predominant share of the output is indeed an 
essential to the real existence of a Trust. In England it is 
a common maxim of business that a minimum of 70 per 
cenL of the trade is indispensable to the success of Call' 

:-olidation, and in almost every instance of a strong trust the 
proportion is considerably larger than this, the Wall Paper 
:'\[anufaeturers, for example, claiming to control 98 per cent. 
of the trade. Though the Standard Oil Company on re
('onstruction ill 1::>99 claimed only to produce about 65 per 
cent. of the country's total output of refined oil, its pro~ 
portionatc control over the eastern and middle western 
malkel was far larger tb:.111 this figure, while Mr. Havemeyer 
testified in 1897 tbat the American Sugar Refining Com
pany was supplying 90 p~r cent. of the total national 

I VUD H.:dle, p. il. 
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consumption. In many articles of steel a sillgle comLina· 
tioll controls 75 to 80 per cent. of the output, and in some 
lines even more. J 

In order to effect this control the Trust will pur:,ue a double 
poiicy. It will buy up such rival businesses as it deems can 
be worked advantageously for the purp()ses of the Tru.c,t, 
The price at which it will compel the own<:rs of such 
businesses to sell will have no precise relation to the value 
of the busilless, but will depend upon the amount of trouble 
which such a business can cause by refusing to come into 
the Trust. If the outstanding firm is in a strong position 
the Trust can only compel it to sell by a prolonged process 
of cutting prices, which involves considerable loss. For 
such a business a high price will be paid. By this 
means a strongly-established Trust or Syndicate will bring 
under its control the whole of the larger and better
equipped businesses which would otherwise by their compe
tition weaken the Trust's control of the market. A smaller 
business, or an important rival who persistently stands out 
of the Trust, is assailed by the various weapolls in the hands 
of the Trust, and is crushed by the brute force of its stronger 
rival. The most common method of crushing a smallcJa 
business is oy driving down prices below the margin of 
profit, and by the use of the superior staying power which 
belongs to a b.rger capital starving out a compctitor. This 
mode of exterminating warfare is used not merely against 
actually existing rivals, as where a railway cotl1pany is known 
to bring down rates for traffic below cost price in order to 
take the traffic of a rival line, but is equally effective against 
the potential competition of outside GI]Jital. After two or 
three attempts to cOlllpete with Jay eQuId's telegraph line 
from New York to Philadelphia had becn frustrateu hya 
lowering of rates to a merely nomitlal price, the llotoriety of 
this terrible weapon sufficeu to check further attempts at 
competition. In this way each ~lrotlgly-fOlmed Tru~t i:; 
able to fence off securely a certain field of il1\'cstmcnt, thus 
narrowing the scope of use for any outside capital. This 
employment of Lrute force is sometimes SpOhll of as 
"unfair" competition, and treated as something distinct 
(rom ordinary trade competition. Rut the difference dram] 

I Report of bz,;'ustriJ/ CommiHioll, \'01. :l.il(. p. 604. 



220 THE EVOLUTION OF 

lS a purely fallacious one. In thus breaking down a com
petitor the Trust simply makes use of those economies 
which \VC have found to attach to large-scale businesses as 
compared with small. Its action, however oppressive it may 
seem from the point of view of a weaker rival, is merely an 
application of those same forces which arc always operating 
in the evolution of modern capital. In a competitive in
dustrial society there is nOlhing to distinguish this conduct 
of a Trust in the use of its size and staying power from the 
conduct of any ordinary manufacturer or shopkeeper who 
tries to do a bigger and more paying business than his 
rivals. Each uses to the full, and without scruple, all the 
economic advantages of size, skill in production, knowledge 
uf markets, attractive price-lists, and methods of advertise
ment which he possesses. It is quite true that so long 
as there is competition among a number of fairly equal 
businesses the consuming public may gain to some extent 
by this competition, whereas the normal result of the 
successful establishment of a Trust is simply to enable its 
owners to take higher profits by raising prices to the 
consumer. But this does not constitute a difference in the 
mode of competition, so that in this case it deserves to be 
called" fair," in the other" ullfair." 

It is even doubtrul whether such bargains as that above 
described between the Standard Oil Company and the 
Railways, whereby a discriminative rate was maintained in 
favour of the Company, is "unfair," though it was under
hand anJ illegal. In the ordinary sense of the term it was 
a ., free" contract between tbe Railways and the Oil Com
pany, anu in spite of its discriminative character might have 
been publicly maintained had the law not interfered on a 
technical point. The same is even true of the flagrant act 
of discrimination described by Mr. Baker:-"A combination 
among manufacturers of railway car-springs, which wished 
to ruin an independent competitor, not only agreed with 
the American Sted Association that the independent com
p:lny should be charged $10 per ton more for steel than 
the members of the combine, but raised a fund to be used 
as follows: when the inuependent company made a bid on 
a contract for springs, one of the members of the Trust ';Y.:1.S 
.:1.lltboriscd to under-bid at a price which would incur a loss, 
which was to be paid out of the fund. In this way the 
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competing company was to be driven out of business.") 
These cases differ only in their complexity from tbe simpler 
modes of underselling a business rival. Mean, underhand, 
and perhaps illegal many of these tactics are, but after all 
they differ rather in degree than in kind frolll the tactics 
commonly practised by most businesses engaged in clo.~e 
commercial warfare. If they are II unfair," it is ollly in the 
sense that ,all coercion of the weak by the strong is 
,( unfair," a verdict which doubtless condel1lns from any 
moral standpoint the whole of trade competition, so far as it 
is not confined to competing excellence of production. 

The only exercise of power Ly a Trust or Monopoly ill 
its dealings with competing ·c~pitnl which descryes to he 
placed in J. separate category of infamy, is the use of mOlley 
to debauch the Legislature into the granting of protectiYe 
tariffs, speci~l\ charters or concessions, or other privileges 
which ('naule a monopoly comp~lly to get the uetter of tlwir 
rivals, to secure contracts, to check outside competitioll, 
and to tax the consuming public for the benefit of the trust
maker's pocket. Under this head we lllay also reckon 
the tampering with the ~HJ11linistration of justice which is 
attributed, apparently not without good reason, to certain 
of the Trusts, the lise of the Trust's money to purchase 
immunity from legal interference, or, in the bst resolt, to 
buy a judgment in the Courts. 

How far the more or less definite allegntions upon this 
subject arc capable of sub~tantintion it is beyond our scope 
to inquire, hut certain disclosures in connection with the 
Tweed Ring, the Stand.ud Oil Company, the l\nthlncite 
Coal Trust, and other syndicates induce the belief that 
th£! more unscrupulom capitalists seck to influence thc 
Courts of J lIstice as well as the Lcgisbturc in J1l1r~l1o.11ce of 
their business interests. Contributions lo party funds for 
the purpose and \vith the result of influencing L:niff anJ 
other legislation in tlll:ir intt.:rc:.t arc methods of Tru:its 
which, though l11o.ltcr of common oelid, arc diflicult of 
proof. \Ve h~lVe, however, the admission of .\Ir. ITn\"cl11cycr 
before a Committee of Congress that the Sugo.r Trust con
tributed in Republican Sto.tcs to the fund of the Republican 
party, in Democratic States to that of the Dernocratic party, 
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in order to stand well with the dominant political power in 
each State. 1 

§ 3. (c) The more or less complete control of the capital 
eng<lged in an industry, and of the marke't, involves an 
enormous power over the labour engaged in that industry. 
So long as competition sur .... ives, the employee or group of 
employees are able to obtain wages and other terms of 
employment determined in some measure by the conflicting 
interests of different employers. But when there is only 
one employer, the Trust, the workman \vho seeks employ
ment has no option btlt to accept the terms offered by his 
employer. His only alternative is to abandon the use of 
the special skill of his trade and to enter the ever-swollen 
unskilled bbour market. This applies with special force to 
factory employees who ha\'e acquired great skill by in
cessant practice in some narrow routine of machine-tending. 
The avera~e employee in a highly elaborated modern 
factory is on the whole less competent than any other 
worker to transfer his labour-power without loss to another 
kind of work. 2 Now, as we have seen, it is precisely in 
tilCSC manufJ.ctuTl:s th3t many of the strongest Trusts spring 
up. The Standard Oil Company or the Steel Trust are the 
owners of their employees almost to the same extent as they 
arc owners of their mills and machinery, so subservient has 
modern lahour become to the fixed capital under which it 
works. It h3S been claimed as one of the advantages of a 
Trust that the ecollomics attending its working enable it to 
p:ly wages higher th:ln the rnarket rate. There can be no 
question as to the ability of the stronger Trusts to pay high 
w:1~es. But there is no powcr to compel them to do so) 
and it would bc pure hypocrisy to pretend that the interests 
of the labourers formed any p~nt of the motive which led .:1 

body of keen business men to acquire a monopoly. One 
of the special economies which a large capital possesses 
oVer a small, and which a Trust possesse~ par exce!leJlcr:, 
is the power of 1113king ad\'antageous bargains with its 
employees. 

A few of the strongt:r Trllsts have recognised the ad
vallt::lge of detacbing their cl1lplo)'e~s from the general 
"labour mO\'ement," by introducing a srnall element of 

~ Cf. Chaptfr xv. 
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"profit-sharing," or by offering an inducement to them to 
invest their small savings in shares of the corporatioll. A 
small fraction of monopoly profits, thus laid out, purchases 
industrial peace, and helps to induce in the general public a 
belief that the profits of a Trust enrich many instead of a 
few. It is claimed with some reason tklt the Stalldnrd 
Oil, Steel, and a few other Trusts are administered with 
sufficient intelligence to recognise "the economy of high 
wages" for responsible and high-skilled employees. Dut 
the wages and other conditions of labour prevalent among 
the less skilled workers in the Anthracite Coal ::\Iines 1 and 
in other strongly "trusted" industries prove that the 
working classes in general ha\'c nothing to gain from the 
economy of industrial monopoly. 

But the practical ownership of its employees involved ill 
the position of a monopoly is by no means the fnll measure 
of the oppressive power exercised by the Trust oyer labour. 
Since the means' by which Trust prices are maintained is 
the regulation of production, the interests of the Trust often 
require that a large part of the fixcd capital of the com, 
panics entering the Trust shall stand idle. "When com
petition has become so flC'rce that there is frequently in the 
market a supply of goods so great that all cannot be sold 
at remunerative prices, it is necessary that the competillg 
establishments, in order to continue business at aU (of 
course, under perfectly free competition mallY will fail), 
check their production. l\' ow an ordillary pool lll:1.kl's 
provision for each establishment to run ill one of the t\\'o 
ways suggested. 1lanifestly a stronger organis:ltion like 
the Trust, by selecting the b~st establishments, and rtlnl1ing 
them continuously at their full capacity, while closing the 
others, or selling them, and making other lise of the c:lpit<11 
thus set frce, will make a great sa\·ing.":': The \\,hl:>ky 
Trust presents a notahle instance of this ~COJlOllly. \\'hl>11 
the whisky trade was worked 11llder the looser organisation 
of an industrial pool, each or the cOllstit!lCllt distilleries 
worked below it::; full capacity, OIlC year at -to per ('cnL, 
another evcn at 28 per rent. or its formel' output. nut 
when the 80 distilleries had f"IHcred tbe do<;er form of a 

1 Roberts, Antllraritt C()ulilldus/}),. 
~ J. \V. Jenk!'i ... Trusts in lhe United Slale-," H,·OIl.'",i.- jall'>lai, 

vol. ii. p. 80. 
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Trust, in the following year all were closed with the excep
tion of the 12 best situated and best equipped: these ran at 
full capacity, and their aggregate output was as large as that 
of the 80 which had been running before. 1 ,"Vhen at the 
beginning of 1894. 1\[r. Carnegie combined with six other 
steel manufacturers, so as to bring 65 per cent. of the out
put under his control, outsiders were paid large sums to 
dose their establishmcnts. 2 The same policy has been 
adopted among others by the Cotton Oil Trust, the Sugar 
Trust, and the Rubber Trust.s All the greater Trusts, in 
fact, have followed this plan of closing entirely the weaker 
establishments and running only the stronger, thereby effect
ing a saving in capital and labour. 4 

Here we see a Trust exercising its economic power of 
regulating production. That power, as we shall see belo\v, 
is not merely confined to closing the inferior mills in order 
that the same aggregate output may be obtained by a full 
working of the more efficient plant. Where over-production 
has occurred it is to the interest of the Trust to lessen 
pror!uction. "'ith this end in view it will suddenly close 
half the mills, or "'orks, or elevators in a district. The 
owners of these closed pbnts get their interest from the 
Trust just :lS if they were ,,·orking. But the labour of these 
works suddenly, and without any compensation for disturb
ance, is "sa"cd"~that is to say, the employees are deprived 
of the services of the only kind of plant and material to 
which their skilled efforts are applicable. It is probable 
that one result of the formation of each of these larger trusts 
has been to throw out of employment several thousands of 
workers, and to place them either in the ranks of the 
unemployed or in some other branch of industry where 
their previously acquired skill is of little service, and where 
their wages are correspondingly depressed. This saving of 
labour is not confincd to the productive processes. When 
the American Steel and \rire Comp:1ny (now a branch of 
the great Steel Trust) \\'.1S formed, the services of 200 

salesmen were dispensed \vith: one of the early econo-. 
mies of the Whisky comhine was the dismissal of 300 

"travellers." From the account given above of the 

1 'enk~, Tnt: Tntst P,-,ybit!!t, r· 3·;· 
2 Von Halle, p. 6::. \'on Hatle, 1"p. 66, lOS. 

4 J. W. Jen,h, Tnr Fnl!I FroMan, p. :;3· 



MODERN CAPITALIS", 225 

changes in organisation of prod\lction under the Trust it 
might appear that the effect upon labour was not to reduce 
the net employment, but to give full, regular employment to 
a smaller number instead of partial and irregular employment 
to many, and that thus labour, considered as a whole, might 
be the gainer. An industrial movement which substitutes 
the regular employment of a few for the irregular employ
ment of many is so far a progressive movement. But it 
must be borne in mind first that there is usually a net 
reduction of employment, a substitution not of 50 workers 
at full-time for 100 at half-time, but of 30 only. For not 
only will there be a net saving of hhour in relation to 
the same output, the result of using exclusively the Lest 
equipped and best situated factories, hut since the Trust 
came into existence in order to restrict production and so 
raise prices, the aggregate output of the business will be 
either reduced or its rate of increase will be less than under 
open competition. The chief economy of the Trust wil! 
in fact arise·.from the net diminution of employment of 
labour. As the TrUs~ stronger and absorbs a larger 
and larger proportion of the total supply for the market, 
the reduction of employment will as a rule continue. Of 
course, if the scale of prices which the Trust finds Illost 
profitable happens to be such as induce a large increase of 
consumption, and therefore to permit an expansion of the 
machinery of production, the aggregate of employment 1113:
be maintained or even incre.Jsed. Btlt, as wc Sh31! scc 
below, there is nothing in the nature of 3 Trust to g1l3ranlcc 
such a result. The normal result of pbcing the ordering of 
an industry in the hands of a monopoly company is to gi,'c 
them a power which it is their interest to exer('i~c, In 
narrow the scope of industry, to change its lora/I', tn 
auanclon certain branches and t:ike tip others, to substituk 
machinery for hand labour, without .:lll)' reg.1.rd to the wei 
(are of the employees who h;tyc hecn ~SSO('i3(('d ,vith the 
fixed capital formerly in l1'>C. \\'hcl1 to this we add th .. 
reflection that the ahility to choose its workmcn out (If 311 
artifici311y made o\·cr,slIpply of labour, rid o( the cOlllJl-:::ti. 
tion of other employers, [.!;ives the Trust :1 well·nigh absolLlk 
power to fix w~ges, hams of Wu) k, to p:ly in truck, and 
gener311y to dictate tcrms of emploY!11cnt 3nd conditions (If 
life, we understand the feeling of distrust anu antagoni':l11 

'S 
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with which the working classes regard the growth of these 
great monopolies on both sides of the Atlantic. 

§ 4. Those who admit that a Trust is in its essence a 
monopoly, and that it is able, by virtue of its position, to 
sell commodities at high prices, sometimes affirm that it is 
not to the interest of a Trust to maintain high prices, and 
that in fact Trusts have generally lowered prices. 

Since the direct test of the strength of a monopoly con
sists in its control over prices, great interest attaches to these 
questions. Difficulties, however, present themselves directly 
we seek to ascertain the facts. It is true that we can .easily 
learn the flllctuations in prices alike of the "trusted" com
modities and of their chief raw materials before and after 
the formation of the trust. Thus we can ascertain whether 
as a matter of fact trusts ha\"e reduced prices, or to what 
extent they have raised them, By comparing the cun'es 
for r~l\V materials and for finished commodities we can 
ascntain, thou:-;h with less exactitude, whether the margin 
has increased or diminished: if it has increased we may 
generally conclude that the Trust is earning monopoly 
profits by holding up prices to consumers, not necessarily 
abo\·e the earlier level, but abo\·c the level to which they 
would have sunk if the trust were forced to be content 
with a normal rate of proflt. :\ most careful investigation 

v 

of the subject from this point of view was made by 
Professor Jenks for the" Indu:;trial Commission." Dealing 
with the Sugar Trust he reaches the conclusion that" The 
sugar comhination has, beyond question, had the power of 
determining for itself. within cOl1si'derable limits, what the 
price of su;.;:ar should be, low or high, with or without com
petitors, although, when there bas been competition, it has 
chosen to cut prict:s to drive out its rivals rather than to 
run the risk of letting them gradually take its market on . 
account of its high prices, During about nine of the 
twelve years which have passed since the organisation of 
the Trust, the margin between raw and refined sugars has 
been considerably higher 1 than it was for three years before ~. 

1 \Ye cannot how('VE'f conclud-.: (1011) this that the margin of protit 
rise:; to}"restvJt.f;ltg~l', for" in order (hat the pmfits mar he the same 
the m:ugin between the price of (he nw m:Herial and that of the 
finished product should genefr\lly increa~e 51ightly with the iocrea::.e in 
price of the faw material" (p. 1331. 
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the Trust was organised and than it has been during the 
three years when there has been vigorous competition."l 
The Whisky Trust has been less successful in manipulating 
prices, for (I whisky combinations have been able to hold 
prices and profits high only for short periods, inasmuch as 
they have almost invariably attempted to o\'erreach and 
secure too high profitS."2 

The effort of the Standard Oil Trust is thl\s summarised: 
liThe Standard Oil Trust was formed in 1882. From that 
time on, for a period of eight or nine years, it is noticeable 
that there is only a slight decrease in the margin. From 
1891 until 1898 the margin seems to haye been steadily 
nearly or just a cent. lower than for the period preceding. 
But the period of the smallest margin seems to have been 
in the years 1893 and 1394. During the last two years~ 
there has been a decided increase, not merely in the price 
of refined petroleum, but also in the margin between crude 
and refined."4 This larger margin does not imply a 
corresponding rise of profit, since there is an added cost of 
refining to be taken into consideration. 

The chart of prices in the Tin Plate trade showed that 
the immediate effect of the comlJination was to raise the 
margin, and the rise of profit thus obtained was afterwards 
increased by a reduction in the cost of manufacture. 5 The 
same general results followed the formation of the Steel 
and 'Vire Company (now absorbed in the ~tecl Trust). 
"Margins as well as prices of production increased rapidly 
from the date of combination." 

§ 5, But while stich investigations ma.y serve to illustrate 
the control oyer prices which it is the main object of a 
Trust to secure, they do not enJhlc liS to measure thl' 
If monopoly" element in consumers' prices, or the net prolit 
beyond the normal business rate, which accrues to a Trust. 

It may pay a Trust not only to lower prices to consuml'r-;, 
but even to reduce the nl3.rgin between the price of it'; 
materials and o)f its finished articles; nay, it 1ll3.)' {Kly a 
Trust in absol L1Le control of its market to red liCe tlH" 
margin between cost of prouuction and selling prices per 
unit of its aggregate output. This reduced margin of profit 
may still contain a monopoly element which, when the 

1 Jenks, p. 139. ~ ida,:, p. 149 ,j I.t. IS9S-1900. 
~ Jenks, pp. 153-4. J<-'nks, p. 163. 
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whole output is taken into consideration, represents the 
largest aggregate profit which the monopoly is capable of 
yielding. 

It is only from a deductive treatment of the subJect that 
it IS possible clearly to prove that Trusts possess a power 
over prices antagonistic to the interests of the consuming 
public. 

A trust or any other business with a complete monopoly 
of any class of goods for which there is .1 market will 
strive to fix that price which will yield the largest net 
return from the business. Tbe prime question will be, 
"How many articles shall J produce and offer for sale?" 
The answer to this question will depend upon the relations 
Letween two sets of calculations, the one set having 
reference to expenses of production, the other to ebsticity 
of demanli on the part of consumers. 

On the side of expenses of production, the tendency to 
restrict or enlarge his output depends of course upon how 
f:u his business conforms to the laws respectively of 
diminishing, of constant, or of increasing returns-in other 
wQrds, upon the limit of maximum efficiency in the size of 
his business. So 1001g as a further enlargement of output 
can be made with a reduction of expense per unit of t~ 
whole ontpnt, our monopolist will tend to enlarge his ou~ 9 
put. BUl he will check this tendency by regard to the 
demand side of the problem. If he produces a sma~l 
amount he call sell it at a higb price, to dispose of a larger 
supply involves a iowcring of price. If tbe 3.rtic1e supplies 
:l keen, widely-felt need, or strongly stimulates a craving for 
increased consumption alllong those who take off the e3.rlier 
increments of snpply, d large increase of supply may be 
attended by a comparati\'ely small fall ill prices. On the 
other hand, if the article has a weak hold upon the con
suming puhlic, satisfying the shallow taste of a small 
special group, dependent upon (( rarity" for its appreciation, 
or easily displaced in the public fa\'our hy some other 
commodity, a larger output can only be disposed of 
at a great reduction df price. It i" the relation between 
these two technically ullconnected considerations that 
determines the prJctic~1 power of a monopolist over prices. 
As expenses of production (all, urging the monopoli~t 
to incre3se his output, so the selling prices for his 
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output likewise falls, urging him to restrict his output. 
The actual maximum output, the production and sale of 
which will yield him the largest aggregate profit, must 
obviously depend upon the relative pace of those two price 
movements. 
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The above diagr:l1n I furnishes a f'.;cometrical expreb
sion of this lJlay of forces, and inuicates the difference 
between the determination of a compctiti\'c and a mono· 
poly price for a business cOllfurming ill the lnain to a law 
of increasing returns. 

"In the diagram the curH;u line tlO is taken to represent 
the varying cost of production, anu is hence called the 
supply curve: the line co, representing the slale oj dOI/Ql/d, 
is similarly called the demand curve. The iine ox wou~d 
represent the price under competiti"e conditions. The 
perpendiculars }Il and it represent the prices that would be 
fixed by the demand if the monopolist were to limit the 

1 Arlaplcd wilh a slight alteration from Ell" and Wicker's Elemwtr.ll), 
P,-w"p:es of E,ollomics, p. IS4· 
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supply to ell or d respectively. The lines gh and kl would 
repiescnt the tot.11 cost per unit of producing these various 
quantities. The parallelograms ghqc and kine represent the 
total costs of the different quantities, and the parallelograms 
Illpe and time represent the total retuIIls from sales. Conse
quently the smaller parallelograms fgPq and ikmn, which 
equal the parallelograms representing total income, minus 
the parallelograms representing total costs, represent the 
net return. If the character of the two curves be known, 
it is possible to determine by mathematical formulre where 
the parallelogram of greatest net return will fall, and conse
quently what \vill be the monopoly price." 

From this diagram it appears that the monopoly price, 
wherever it is fixed, at fit or elsewhere, must always be 
higher than the competitor's price ox. Reflection, however, 
shows that it is possible that by a coincidence in the two 
curves, expressing respectively expenses of supply and 
elasticity of demand, the monopoly price and the com
petitive might coincide. In other words, the economy of 
enlarged production might be so great, and the economy of 
reduced consumption so small, that it would pay a mono· 
polist to sell a very large quantity of articles at a price 
wbich was no higher, nay, a price which might be lower, 
than the competitive price. For if by tbis term "competitive 
price" 've signify the market price which would prevail if, 
instead of being a monopoly, the market \Vcre occupied by 
se"eral large competing businesses, it is quile possible that 
a trust might find it pay to fix selling prices below this 
point. For tbe expenses of competition, which a monopoly 
ex In/()Ilicsi SQyes, must be taken into consideration in 
determining a competiti .... e price: a trust might find it 
profitable to fix a pricc which would represent some 
positin~ gain to the coniiuming public from the establish· 
ment of its monopoly. It is probable that under the 
pressure of those forces actual cases have arisen where the 
public bas enjoyed under a monopoly lower prices than 
would luse prevailed under competition or some looser 
form of combination. 

S 6. The real danger of Trusts in their control of prices 
appears when we consider tbis control in relation to the 
various classes of comnJodities which rOll1l the subjects of 
monopoly. 
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(a) The urgency of the need which a commodity satisfies 
enables the monopolist to charge hi~h prices. Where a 
community is dependcllt for life upon some single com
modity, as the Chinese on rice, the mOllopolist is able to 
obtain a high price for the whole of a supply which does 
not exceed what is necessary to keep alive the whole popula· 
tion. Thus a monopolist of corn or rice in a f:J.mine can 
get an exorbitant price for a considerable supply. But after 
the supply is large enough to enable everyone to satisfy the 
most urgent need for sustenance, the urgency of the ntcd 
satisfied by any further supply falls rapidl}', for there is no 
comparison between the dcmand of famine and the demand 
induced by the pleasures of eating. 

A monopoly of a necessity of life is therefore more 
dangerous than any olher monopoly, because it not merely 
places the lives of the people at the mercy of private traders, 
but because it \vill often be the interest of such monopolists 
to limit supply to the satisfaction of the barest necessaries 
of life. 

Next to a necessary in this respect will come what is 
termed a "conventional necessarYI" something which by 
custom has been firmly implanted as an integral portion of 
the standard of comfort. This differs, of course, in differcnt 
classes. of a community. Boots may now be regarded as 
a "conventional necessary" of almost all grades of English 
society, and a monopolist could probably raise the price of 
boots considerably without gre.:ltly diminishing the consump
tion. Half a century ago, ho\\'~\'{!r, when boots were not 
firmly established as part of the stalldard of comfort of the 
great mass of the working classcs, the power of a monopolist 
to raise prices would have been far smaller. 

As we descend in the urgency of wants supplied we find 
that the comforts and luxuries form a part of the standard 
of life of a smaller and sl1laller number of persons, and 
satisfying intrinsically wcakt.:r needs, are more liable to be 
affected by a rise of price. 

(b) Closely related to this consideration, and working in 
with it at every roint, is the question of the possibility of 
substituting another commodity for the on~ monopolised. 
This everywhere tempers the urgency of the need attaching 
to a commodity. There are few, if any, even among the 
commodities on wbich \\'1.: babitu.3.11y rely for food, shelter, 
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clothing, that we could not and would not dispense with 
if prices rose very high. The incessant competition that 
is going on bet .. veen different commodities which claim to 
satisfy some particular class of need cannot be got rid of by 
the monopoly of one of them. This is probably the chief 
explanation of the low prices of the Standard Oil. As an illu
minant, oil is competing with gas, candles, and electricity, and 
unless the monopoly were extended laterally so as to include 
these and any other possible illuminants, the Trust's prices 
cannot be determined merely by the pressure of the need for 
artiticial light. Though to a modern society artificial light is 
probably even morc important than cane sugar, a Sugar Trust 
may have a stronger monopoly and be able to raise prices 
higher than an Oil Trust, because the substitutes for cane 
sugar) such as molasses and beetroot, are less effective com
petitvrs than gas, candles, and electricity with oil. 

The power of railway monopolies largely depends upon 
the degree in which their services are indispensable, and 
no alternative mode of transport is open. Sometimes, 
however, they miscalculate the extent of their power. The 
high railway rates in Enf,;land have recently led in several 
quarters to a substitlltion of road and canal traffic in the case 
of goods where rapidity of conveyance was not essential. 
So also in other cases sea-transport has been substituted. 

'rhe stronger monopoly of American railways consists 
p:Htly ill the {act that distances are so great, and the sea
boani or other water cOineyance so remote, that over a large 
part of the Continent the monopoly is un tempered by 
.dtern:ltiyc possibilities of transport. 

The reycrse consideration, the possibility of substituting 
the article of monopoly for other articles of consumption, 
and so securing a \vider market, has quite as important 
all influence 011 prices. The possibility of substituting 
oil for coal in cook in;.'; and certain other operations has 
IIfo1oaLlya good deal to do with the low price of oil. A 
'1'1 u~t will often keep prices low for a season ill order to 
L'11,t\)k; their article to unJersell alld driye out a rival article, 
a competition closely akin to the competition with a rival 
ilroduccr ()f tbe same article. Whell natural gas was dis
,'oycrcd in tile llcighbourhood of Pittsburg, the price was 
\'I\u:rcd sufticll'ntly to in(lucc a large number of factories 
and priYJ.te housl's to ::;ivl' up coal and to burn gas. After 
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expensive fittings had been put in, and the habit of uS1l1g 
gas established, the Gas Company, without any warning, 
proceeded to raise the rates to the tune of 100 per cent. 
\Vhen we ascend to the higher luxuries, the competition 
between different commodities to satisfy the same generic 
taste, or even to divert taste or fasbion from one class of 
consumption to another class, is highly comlJlicated, and 
tempers considerably the control of a Trust over prices. 

The power of a company which holds the patent for a 
particular kind of corkscrew is qualified very largely not 
only by competition of other corkscrews, but by screw
stoppers and \'arious other devices for securing the contents 
of bottles. The ability to dispcnse with tbe object of a 
monopoly, though it does 110t prevent the monopolist from 
charging prices so much higher than competition prices as 
to extract all the "consumer's rent," of the marginal con· 
sumer, forms a practical limit to monopoly prices. 

(c) Lastly, there is the in!lucllce of existing or pott.:ntial 
competition of other producers upon mo[)opoly prices. 
Where prices and profits are very high a Trust is liable 
to morc effective competition 011 the [1;1rt of ally surviving 
independent firms, and likewise to the establishment of 
new competitors. This ability of outside capital to enter 
into competition will of course diffcr in different trades. 
\Vhcre the monopoly is protected by a tariff the pos~ibility 
of new competition from outsiue is lessened. When th~ 
monopoly is connceted with some natural ao\'anlJge or 
the exclusive possession of some special convcni~nce, as 
in mining or railways, direct competition of oUbiders on 
equal terms is prohibited. Where the combination of large 
capital and capablc administration is indispensable to the 
possibility of succcss in a rival producer, the power of a 
monopoly is strongcr than wherc a Slll;l!! capit:1l can produce 
upon fairly equal terms and compete. If the monoJloly is 
linked closely with lJcrsonal Cju;llities anu with special oppor
tunities of knowledge, as in ballkil1~l it is 1I1000,t difticult for 
outside capital to compete erfecti,·C\y. 

§ 7. These considerations show th:1t thc power of a Tl ust 
or other monopoly over priccs is detCrlllilleJ I)y a number 
of intricate (orces which rC;lct upon olle allot her with l·arr· 
ing degrees of pressure, :lcconling as the qualltity of supply 
is increased or diminished. But:1. Trust is :1lwars able to 
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charge prices in excess of competitive prices, and it is 
generally its interest to do so. It will commonly be to 
the interest of a Trust or other monopoly to maintain a 
lower scale of prices in those commodities which are 
luxuries or satisfy some les,; urgent and more capricious 
taste, and to maintain high prices where the article of 
monopoly is a common comfort or a prime necessary of 
life for which there is no easily available substitute. 
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CHAPTER X. 

THE l'INANCIER. 

§ I. The origin and ,cononllc natllre of mod"n finance. 
§ 2. Relations between investor and Ji)wncier. 
§ 3. Need of Ihe financial middleman. 
§ 4. Earning capacity the Inu basis (If Capital/sa/ioJI. 
§ 5. The art of pnmlOlioll. 
§ 6. Afanip,,!aling Ihe s/ummarkels. 
§ 7. The conlrol of sOllnd profitable businesses. 
§ 8. Bank-loans as a factor l'll business }il/alld, 

~ 9. The triangle of financial/oras ill Americil. 
~ 10. Financial pressure jor exlernalmarkets. 
§ 11. Theji1zanrial s)'sftm as illm/rated from Sou/h Afril-r1. 

S J. The structure of modern Capitalism tends to thro\\' 
an ever-increasing power into the hands of the men who 
operate the monetary machinery of industrial communities, 
the financial class. For large enterprise3 the financier has 
always been a necessary man: in the ancient and the 
medheval world he found large sums of money to meet the 
emergencies of kings and great nobles, ecclesiastical or ciril, 
to furnish military or naval expeditions, and to facilitate the 
larger forms of commercial enterprises which needcd capital 
Small financiers, as usurers or money-lenders, have at all 
times lived upon the irregularities and misfortuncs of the 
farming, artisan, and small trading classes. But not until 
the development of modern industrial methods required 
a large, free, various flow of cJ.pital into many channels of 
productive employment did the financier sho\\' signs of 
assuming the seat of aUlhority he now occupies in our 
economic system. Every important step which we have 
traced in the growth of industrial structure has favoured 
the segregation of a financial from a morc general capitalist 
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class, and has given it a larger and a more profitable control 
over the course of industry. 

The elaborate differentiation of industrial processes into 
~eparate businesses, the concatenation of a long series of 
different businesses cutltributillg directly to the production 
of each class of commodities, the relation of each member 
of this series to dependent or subsidiary businesses, each of 
which is itself a member of another series of separately 
ordered processes, the interdependence of the most widely 
divergent manufacturing or commercial processes through 
the use of some common source of mechanical power, or 
some instrument of transport, the expansion of local into 
national and world-markets which bring what were formerly 
separate self-sufficing industrial systems into unity-the 
working of such an industrial organisation implies a deli
cate and intricate mechanism of adjustments. In order 
that such a system may work properly and economically 
there must be an automatic apparatus for the application of 
economic stimuli and the gl!llcration of productive power at 
poi11ts of industrial deficiency, and a corresponding applica
tion of repressive checks at points of industrial excess: 
industrial power must be distributed in some general form 
throughout the entire organism to be transmuted into special 
kinds of productive energy where there is need. 

This growing necessity of modern industry has reacted in 
two important ways upon the economic structure-first by 
producing: a radical change in the structure of the business
unit, and secondly in giving rise to "a class of pecuniary 
experts whose busincss is the strategic management of the 
interstitial relations of the system_" 1 

The quick rise of new manufacturing and commercial 
business demanded a freer movement of capital than the 
older business structure could easily procure: old-established, 
pri ... .:tte businesses sought to expand: men with keen wits 
c:.:tpable of seizing: opportunities rose II from the ranks" and 
llccckJ the use of capital; vast new forms of enterprise in 
railroaus, mining, etc., JCnlJ.llded larger capital than private 
JiIl:1I1CC could furnish. llcnee the need of a reformation of 
lmsiness structure upon a basis of co-operative capital, drawn 
from inllumerable private sources, "'dded into large masses 
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and utilised for profitable industry by able directors of large 
business enterprises. The wider spread increase of wealth 
from new industrial methods enabled far more people th,:m 
before to effect private savings: the economy of large-scale 
production precluded them from setting up in business for 
themselves upon the small capital they thus commanded, 
while improved methods of commercial intelligence greatly 
widened the area of secure investment, tending more and 
more to separate capital from the prcsence and dirert 
control of its owners, and to place it at tbe disposal 
of big business men who p:lid interest to its owners for 
its use. 

Thus it has come to pass that in every field of capitalist 
industry joint-stork enterpris::! has been rapidly displacing 
privately-owned businesses. So long tiS the l1ew class of 
small investors had only the alternative of effecting 10~lI1s or 
mortgages at small fixed rates of interest, or of incurring 
"unlimited liability" by investments which they could 
neither watch effectively nor easily withdraw, the growth of 
co-operative capital was comparatively slow. But after 
"limited liability" was set on a solid legal footingl the 
movement became very rapid and \\"idespread. Thc appli
cation of this new capitalist structure, first to public IOJIlS, 
then to railr.oad, shipping, mining, and banking enterpri:-.cs, 
the enormous expansion of public or "comp::l.l1y" develop
ment in the supply of municipal services, and finally the 
extension to industrial companies of e\'cry sort and size, 
have revolutionised the chara.cter of modern economics and 
politics. CountlC'ss thousands of citizens in America or 
Great Britain are pa.rt·owncrs of hnds, ra.ilroads, minerals, 
factories, municipa.l pbllts, and public re\"enues in .:111 P.1rts 
of the civilised or semi-civilised world. Primarily this 
signifies a divorcement of politic,:d from economic interests 
for large sections of these nations: politically tbe), are 
members of a single J):ltion with an :lrea of influence :wd 
interest thus circumscribed, econornically they ne 10 all 

ever-growing extent cosmopolitans. In what illl[lort.1llt 
ways this economic internationalism is moulding world
politics is obvious, the cross-ownership aillong l13tio11S is by 
far the most subst:lnti.11 guarantee of the development of a 

1 In Gr(:at Brit~in hy Acl~ IS and 19 Vict., c. 133 (IS55), c,)nsoli
dated by 25 and 26 \·,c:. c. 89 (1~62). 
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general policy of' peace. Economic internationalism is 
the precursor and the moulder of political international
ism, the beginnings of which are laid in a common postal 
system, a public or semi-public organisation of railroads, 
shipping routes, banking and telegraphs, and the increasing 
exercise of public protection for foreign investments. The 
early beginnings of this cross-ownership among different 
nations are, indeed, often sources of national quarrels and 
e\'en of \vars, where the owners of foreign investments which 
are in peril of repudiation, or are otherwise injured by H bad 
government," are possessed of sufficient political influence 
in their own nation to utilise the public purse and the public 
force in order to safeguard or improve their stakes in foreign 
parts. Dut the wider normal tendency is towards a political 
solid<lrity which shall reflect the growing economic solidarity 
of m.tions. 

~ z. This obvious result of the community of economic in
terests is, hO\vever, gravely impeded by certain group-interests 
of fin~l.!lcicrs within the sever~:d nations which do not coin
cide with, and are often ant:1gonistic to, the more stable 
interests of international investors. 

A den understanding of the place occupied by the 
financier in modern Glpit:disill and of the harmony and 
divergence of interests between !lim and the investor is 
essenti:li to the study of the industrnl system of to-day. 

The modern financier may he regarded as the product of 
the joint-stock comp.lI1Y,l and can best be understood by 
studying the" n:ltural history" of this form of modern busi
ness structure. The theory of :1 "company" is that a 
nl1mber of persons owning some capital which t~ey cannot 

) Ther..: is 3nnther 13p-root of finance-namely, the deve[{)pment of 
n3tion31 borrowi:lg, which plays perh::tps an even more important part 
than joinl-stock enterprise in the business of some of thc greatest 
Emope:l.n financial hou"e~. The !;,reat family group of Rothschilds, 
and tn a less extent snch firms as Daring's, Ibmhm's, Stern's, and 
Cn~chCll'S_ h:l.Ve de\-Oled Ihemselves [0 floating, dealing in, and mani
J1tlbLill~ those pl1Llic deL-IS \\hich are [he !inanci31 expression of 
mod..:rn politica] movements_ This oldest field of profitable finance 
h:1s expanded enorl1lon~l)' with tile dcvelc)pment of public expellditure 
l1]lOn W:1r, nmaments, and ]'ro.lucti\-e enterprise in Europe, the Far 
East. 3nrl in South AmCliC:l. Immensely important as is this fiehl, it 
lies, however, so far ont~ide (he area of our investigation that we can 
only bestow upon it a few pl~sing ghnc<.:s indicath'e of its reactions 
upon printt' c!"l'itali~lll. 
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otherwise profitably employ agree to (I pool" their capitals, 
so as to form a capital large enough for profitable use in 
some business which they seJect: they choose directors to 
represent their interests and to exercise a general control 
over the business, subject to their over-ruling in a general 
meeting of shareholders; the directors appoint managers, 
who are in command over the actual inuustrial processes; the 
supreme and ultimate control always rests with the body of 
shareholders, and the motive of the undertaking is to fur
nish them with the largest profit npon their capital. 

The formal structure of a company as a legal entity reflects 
this theory. The actual origin and working of most com
panies, however, is very different. A practical busincss man 
gets hold of what may be called" a profit:::tiJle notion." This 
"notion» may have a solid concrete uo.sis in some actual 
business which he has been running on his own accoullt, 
and which he thinks can ue "pnt upon the market" in 3. 

form to attract investors and enable him eith..:r to escape 
from active business life with a large jndcpemient inc-orne or 
to remain in command with so Illuch 11l0rc capital at his 
disposal that he can greatly increase the net value of his 
property. Or the" profitaiJlc notio,n" Jllay reside in SOl1h' 

patent of a new process of mannC:lctl1re, the utilisation of 
some new source of supply, the opening of sOl1le new 
markct, or, finally, in some ncw business organisation 
which, iJy "pooling" or am:tlgamation, shall effect economies 
of cost or control of market. 

Whatever be the basis of the" notion" the business [m.n 
is concerned with its vendibility ill the i[wcstmcnt ll1:trkct. 
In order to make it mto a m:ll'ketahlc commodity he must 
have recourse to thr assiSUlllCl." of general financiers who :t[c 
dealers in "vendiule notions," and me able to put them Oil 

the market in such a manner as to tempt the investing 
public into buying. Such a U promoter" will sOllldimes ue 
himself a great capit:tlist, or will have intimate husiness 
associations with some great banking or fill:t[lCC company 
which is prepared to "b.1(,]( " thc project by "tlllderwritillt-;" 
shares. Hthe project be "sound" i.I'., either immedbtcly 
vendible or industrially profitable :1,:-> .111 illtcrcst yielding 
investment, the" promoters" will di'i[lo'ic of certain blocks 
of shares to other capitalists, and will participate thcmseln's 
before putting it upon the open market. 
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The initial arrangements will be dominated by the desire 
of the" vendor" of the project and the" promoter >l to pro
cure for themselves the largest possible proportion of the 
profits which may accrue, either from the sale of shares to 
the investing public, or from the development of a steadily 
remunerative business in case the project is well fitted for a 
prolonged industrial career. If it is designed to work the 
Company as a profit-making concern, the vendors and their 
financial backers will commonly retain a sufficient propor
tion of the share-capital to enable them to keep control 
over business operations. In America it is common in the 
construction or reconstruction of Corporations formed for 
profitable working, for the promoting group to retain in 
their hands all or nearly all the ordinary shares, letting in 
the general public only as mortgagors. In England the 
usual policy has been to offer to the public a large holding 
of ordinary shares, as well as the bulk of preference shares 
and debentures, and to trust to the prestige of the directorate, 
backed by a sufficient support of personal holdings, to en· 
force the policy of the bO.:lrd. Such is the case in most 
Hritish Railways, Banking or Brewing Companies-a wide
spread ownership of the stock accompanied by a sufficient 
control of voting power by the directorate to give them 
command. 

In form, therefore, an economic democracy with an elec
tive responsibl~ government, the joint-stock company is in 
most instances .1 close olig:uchy: the monetary support of 
the public is wanted but not tbeir direction. Diffused 
ownership with concentr.1tcd control is the distinctive 
feature of the Company; so far (rom the investors choosing 
their board of directors, the board their chairman, and the 
directors executing the will of the investors, the actual pro
cess is the reverse. The chaIrman, probably the nominee 
of some big promoting Gl.pit.11ist, is given the post and one 
or two financial or ornamental supporters are put in as 
fellow-directors: this tiny group nominate the rest of the 
directorate and force their selection in tbe meeting of share
holders; h.1ying the initiation of the business in their hands 
they dictate the policy. retain despotic power in all vita! 
matters, communicate to tbe sh"1feho!ders what is convenient, 
conceal what i<; inconvenient, and resist-almost in every 
r.a<:;f' succcssfully attempts of a refr:lctory minority, or e,-en 
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majority, to question their conduct, or alter the composition 
of the board. 

High considerations of industrial expediency, if not of 
necessity, seem to require the maintenance of an cf!~,('ti\"e 
oligarchy in the control of uusiness, though .:1t tilt' S.1.nw 
time requiring a wider distribution in tbe o\\,ller~hip of tIlt' 
capital engaged: this expediency of concentrated (·ontral 
forms the rational basis of a financial power which, J'i we 
shall see, is liable to great and dangerous abuses. 

§ 3. This" Company" structure of modern business which 
is now virtually in possession of the entire field of capitalism 
in the mining, transport, banking, and large manufacturing 
industries has given rise to financial methods and interests 
requiring further study. 

The first salient point in this study of the relation between 
modern finance and modern concrete industry is the fi;:?;uft· 
of the ordinary investor. Now an investor is animated by 
one of two motives-either the desire to hold stocks or 
shares in order to get income fronl the profitable conduct 
of the business which they represent, or the desire to :-,ell at 
a rise and so secure by a coup an addilion to his carit~d, 
The two motives are frequently combined in the same perSOll 
and in relation to the same class of shart's: some buy to 
bold, others to sell, and a large number of Illen engaged in 
some special business or other avocation are continually 
engaged in shifting their investments, partly in order to earn 
higher interest, partly to make profitable ,oups, There are 
also classes of men who, quitting some special calling, 
virtually occupy themselves in these more or less spccuh
tive aspects of investment, never organising any tinallci:J.1 
operation hut operating through brokers on the sLOck 
markets. 

A very large proportion of the well-to-do cbsst's who 
possess some property or have made some savings are 
occupied in investing them in businesses the nature of 
which they cannot really know, and the conduct of which 
they cannot as shareholders appreciably influence. The 
suckage of new capital demanded for till! expansion of old 
industries and the establishment of llew comes mainly from 
these classes of small ;lnd middling inn:str)rs, wilo know 
little of the actual working of tl)(' financi~1 systo..:ln and can
not by their industrial action cootrol it, What we ha\'c 

16 
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here is in fact a great capitalist proletariat, who bear to the 
operators of finance a relation closely analogous to that 
which the labouring proletariat bear to the employing class. 
The ordinary investor l the small capitalist, must sell the use 
of his capital, as the labourer must sell the use of his 
labours, to some organiser of a business enterprise if he is 
to get any advantage from possessing it. Now, since his 
capital is evidently wanted to co-operate with labour-power 
in actual operations of industry, it might seem natural that 
he should sell his use of capital direct to the same man who 
buys labour power, the entrepreneurs or managers of a busi
ness concern. In a simpler state of business this is what 
bappened-the owner· employer privately borrowed money Or 
obt~ined advances for the conduct of his business. But in 
the more developed business-form the" financing U becomes 
a function separ~te frum that of business management and 
passes to a separate class of promoters, bankers, brokers, 
:md other financil:rs. These classes are "middlemen" 
between the investor :lIld the entrepreneur or organiser of 
concrete industry, gathering up frolll countless sources the 
idle capital of the community, and directing it through the 
v:Hious channels of investment. Such men are the whole
sale dealers in "money" or fluid capital, and the private 
owner of capital must pbce it in their hands if he wishes to 
employ it. The" terms" he can get for its use, and the 
economic nature of the use to which it is actually put, are 
largely imposed upon him by the regulations of the financial 
system, sit,nibrly as the terms of the employment of various 
sorts of labour are directly imposed by the rules or customs 
of employers and the technical exigencies of the trade. A 
large fraction of this garnered Ie c;lpital" lies at allY givell 
time in the possession :lnd :It thl~ disposition of ba1lkers, 
stock and bill brokers, in a tluid form, supporting the 
general volume of credit by which tile operations of buying 
and selling arc condncted in busille~s. The rest of it is in
vested in stocks and shares <and mortgages, the owners I 

rt'ceiying (or being entitled to receive) scrip representillg a 
cbim upon the capit:ll valne of certain concrete business 
forms and 011 :l share of their c:lrnillgs. 

Even in the simplest forlll of conducting a small business 
on the safest basis the element of speculation exists. Op
portl1nities of extending the bU5ir;e~s, or of adopting some 
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new plant or machine, induce the business-man to borrow 
from neighbours their savings; or some unforeseen mis
fortune drives him to seek a temporary loan in order to 
tide him over the emergency: he borrows in order to make 
an additional profit or to spread m·er a 10llger period a loss 
which falling at a single vlow might break him. In Loth 
cases there is a risk, in both cases he gi .... es security to the 
lender by giving him a mortgage or other lien upon his 
property, in both cases he trades on "credit," buying and 
selling goods which in p:ut belong not to him'idf but to his 
creditors. 

The distinctive characteristic of modern large business 
is that this abnormal and occasiollal practice has become 
universal and perpetual, and that a Inrge intricate financial 
machinery exists for operating it. Credit enters into the 
financial structure of the company business at its inception 
in the form of capitalisation: it enters into the functional 
activity of the business ill the way of discounting bills, bank 
advances, and other temporary loans. 

The whole system is one of betting: not indeed blind 
gambling, but speculation in which foresight and chance 
play parts of varying magnitude. In the borrowing of the 
simpler business man the latter backs his skill and luck to 
produce and sell within a given time a sufficient quantity ot 
goods at a sufficient price to enable him to pay back his 
loan with interest, at thc same time earning for himself a 
profit. Both borrower and knder here evidently look ill 
this rl speculation" to the probauility of profitable sales. 

What is true here, remains true of the more cbhor.1ted 
speculative system of modern "cn~dit." The fll1ancial h.1sis 
of the whole "credit" system is the estimate of "earning 
capacity,!) the ability of the actual uusinl'ss apparatlls to 
market goods at such 3. ratc and such a margin oycr cost .1-> 

will enable a profit to he paid: the disc.:l.ses or errors of th~' 
credit system are all attributable either to misc:1lculatiollS or 
misrepresentations of this" earning capacity." 

§ 4. In honest company business, althollgh the form of the 
capitalisation is to attributc a scpaf.1te vaille to the tangible 
assets-land, buildings, machinery, stock, etc., and the 
intangible assets sHch as patents and goodwill, the real 
valuation of the assets is upon earning capacity. If, as 
often happens, the tangible assets are "alued at cost of 
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production or of replacement, the intangible assets can only 
be valued by their net productivity, which in its turn can 
only be estimated by attributing to them all the capital 
value of the estimated future earnings beyond what is 
assigned as the cost or replacement of the tangible assets. 
Goodwill is indeed the ebstic asset commonly used to 
stretch the capitalisation up to or beyond the limit of the 
capitalised earning capacity. 

A sound estimate of earning capacity is thus the sheet
anchor of honest finance in formation of companies. Based 
partly upon a just actuarial account of normal earnings in 
the past, partly upon the probabilities of an expansion of 
profitable business in the future, it derives chiefly from the 
latter a large degree of uncertainty. In taking past earnings 
as a basis of calculation of future earnings, even where past 
earnings are fairly computed, a conservative financier would 
take into consideration the probability of new methods 
of production in the hands of energetic rivals as dis
counting the value of present goodwill and patents. On 
the other hand, where the object of the formation of a 
Company is to establish a Pool or Trust or other 
"monopoly," it is legitimate to take account of this power 
to control the market and to hold up prices as a factor in 
! '3rning-capaci t y_ 

It is evident tbat, however carefully fmanced, a large 
Company, whether its putative earning capacity depends 
largely upon control of markets or upon the ordinary 
competitive weapons of organisation, patents, goodwill, etc., 
or even upon improved economies of production, is highly 
speculative in its present value. In the present stage of 
capitalist devdopment. where new nations are rapidly 
entering the field of competitive production, where the 
industrial arts are shifting so quickl}', and where new 
markets are constantly arising from an extension of com
munications and an expansion of wants, it is probable that 
this essential (:-Jctor of speCUlation is growing larger, render
ing it more difficult to forecast earning-capacity with any 
ckgree of accuracy. A well-established business, with an 
expen<;,i\-e equipment of the hest plant and an excc!lent 
name, is liable at any time to he outclas~ed by J. rival ,,,·ith 
some new machine, and to be obliged to "scrap" its 
,'aluable plant or <;ee: its earning rapacity ooze out, leaving 
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its assets, tangible and int;'l.tlgible, quite valueless. A 
famine in India may knock out the Illargill uf his profit by 
raising the price and restricting the supply of his cotton or 
other raw material, a coal strike lllay ::"top his source of 
power, a war in China or a re .... olution in Argentina may 
destroy his market; with every expansion in Ilumber and 
variety of markets in which he buys and sells comes an 
increasing number of incalculable risks. Though some of 
these may be cancelled on the theory of putting one's eggs 
in several baskets, the net result is to render future earnillg
capacity less calculable. Indeed, the growing .... ariety and 
magnitude of these risks has largely given rise to that great 
department of modern finance known as Insurance, which, 
by discounting and distributing certain specific risks, such 
as loss by fire, loss at sea, dishonesty of employees, etc., 
counteracts to some extent this growing incalculability of 
future earnings. 

§ 5. The limits of the sOllnd and useful service of the 
promoters and financiers in constructing and in floating a 
Company are now quite evident. They consist in a just 
calculation on actuarial and other· bases of the future 
earning-capacity of the busilless, its capitalisation upon 
these bases, and the distribution of the stocks and shares 
and their marketing in forms most convenient to the 
investing public, who are informed of the true nature of the 
Qusiness into which they put their money. An agreed and 
recognised rate of commission for such work 01 financial 
construction and promotion, with a further commissio.n for 
underwriting, paid either by the "endors or by the CompallY 
or both, would be the gain of the promoter and financier 
most conforlll..tble to reasonable business lllethods. Placing 
a business upon a basis wherc it call command more 
working capital and more bank credit increases its com
petitive, and in some instances t;,:ven its industrial, efficiency, 
and is entitled to payment for this sen'ice. 

But the actual operation of the promoter and financier ill 
construction of Companies and the natulc of the gains 
which accrue to thelll are not normally confined within 
these limits. The velldors, promoters, and underwriters of 
a Company are not ullnaturally given to calculating ill the 
nrst place ho\". much tbey incli\-iJua!!y and col!ecti\'ely call 
get out of the business enterprise, or in other words bow 



THE EVOLUTION OF 

little they can leave to the ordinary investing public whose 
capital they want to attract. It is their profit and not the 
interest upon the shares of im"cstors that is the originating 
motive of most Companies, as we have seen. ' 

Now, they mar take these profits in three different ways. 
By over-valuation of the earning capacities of the various 
l,iants of amalgamating busi1lesses, of the patents and 
especially of the goodwill l and other invisible assets, they 
may bloat out the capital value of the Company to the 
utmost, distributing among themselves in vendors' and 
promoters' shares and in other payments as 1l1uch of the 
morc vendible stocks as they can conceal, substituting in 
this capitalisation the consideration of immediate yell

dibility for future earning-capacity. So far as they can 
succeed in raising the immediate market valuc of the 
stocks they ha\'c allotted to themselves for services or 
obtaittcd by the ordinary method of subscription, it will be 
to thcir interest to ullloau these stocks upon the market 
hefore the inflated capitalisation of the market is effectively 
exposed. 

A great deal of "bogus" company promotion and eYcn 
uf more substantial promotion of family businesses and of 
combinations is primarily motived by the desire of the 
!Inancial promoters to scoop out the whole value of the 
(:olllpany by this method of extraction, which shall leave 
the swollen carcasc to shrivel to its meagre unprofltable 
Jimellsions in the hands of ddudcu investors. The arts of 

I "This goouwill i~ chiefly a capitalisation of the dillclential ad
\antages pos~essed I,), the several concerns as competitors in Lusines~, 
1.IH.l is for the mo~t part of no use for other than competitive business 
ends. It h;ls jor the ll1u~t part no ag-gregate industrial effect. The 
differential a,hanta;..:c:; p()~se.,~ed by husiness concerns as competitors 
disappear when the c')lllpetitors are merged in the degree in which 
they cease to compete with rival vidders for the same range of business. 
To this aggregate defunct goonw]ll of the consolidated concerns (which 
In the nature of things can make only an imaginary aggregate) is added 
something in the way of an increment of goodwill belonging to the 
new corporation as such.·'-\'cl'lcn, Theory 0/ BusilltH En/uprise, 
PI" 126-7· 

(So far, howe,"er, as r,;uodwill is e~pressed in terms of "credit," this 
consolidation may create a vallie of goodwill larger than the cancelled 
guodwill of the amalgamating units: the credit of the new corporation 
may be greater tban the added credIts of the old ones_ This Veblen 
admi u, p. 168 llute.-J. A. II.) 
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drawing a prospectus and of "making: a market" alC 
devoted tu the single end of producing a temporary boom. 
Improper accountancy misrepresents the value and the 
past profits of the business that is incorporated, expert 
engineers, chemists, etc., are paid to oH~r-estimate the 
productive and profit-earning capacity of the mines, 
machinery, and other plant acquired by the Company; well
known business names, and in Great Britain politicians and 
titled personages, are procured for the directorate; the 
bright and solid prospects of the business arc set out with 
consummate literary skill, every present defect or future 
risk carefully concealed; the whole glamour of the pro
position is suddenly flashed before the face of the confiding 
public by a parade of full·page advertisements. All)' 
sluggishness or suspicion of the in resting public is O\'cr
come by making a market, the promoters manipulating 
prices by collusive dealing on the market, until the outside 
investor is lured on to buy. 

The Illative and effect of these financial arts arc to create 
a false conflrlencc on the part of the ordinary capitalist or 
investing public which expresses itself in a temporary boom 
of watered stocks. 

This of COurse docs not exilaust the functions of the 
promoter, especially where an amalg.lmatinn or the form:!
tion of a "trust" is the object of the Company_ Here there 
is much scope for str.J.tegic work of 3. preparat0ry ~Dtl1r,': 
rival interests must he fused lIpon terms advantageous to 
th'e trust-makers, witb much usc of lJiuff, intrigue, threat:;, 
bribes, and actual processes of "freezillf; ouL" When 
strong businesses "stand out" they cal1 often obtain all 
exorbitant price fur consenting to come ill, and this exor
bitance is a brgc factor in the ovcr·capitalisation of the 
Company_] 

This formal over-capitalisation or statement of thc earn
ing capacity of the Company ;_il <.11 excess of silares, would, 
however, be ('omparatively ::armiess (and usclt's~ to pro
moter::;) unless the processes of over-valuatio1l were Call· 

cealed. When this over-capitalisation, attended hy a sale 
of inflated stock by the promoters, takes pbce, the business 
is of course one uf organi<;ed deception, that of a profes-

1 The Atlantic Shipping Combine wdl illuslrales this point. 
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sianal dealer palming off a shoddy or adulterated article on 
to an ignorant amateur public. 1 

While this fraudulent method of flotation is only too 
common a practice of professional promoters, profits of 
company formation are not confined to this origin. Even 
where the vendors dispose of the great majority of their 
shares it does not follow that,the profit they extract involves 
a deception of, or a loss to, the investing public. \Vhere 
the new form of the Comp<:lIly represents a real economy in 
production, marketing, and credit, as compared with the 
older business or businesses, the promotion creates an 
actual fund of gain which tbe vendors or promoters are 
able to take while selling to the public shares which are 
genuinely interest-bearing securities. Where for private 
reasolls of convenience a family business is converted into 
a public COl1lpany, the promotion has often been conducted 
witbout dCclCption, the vendors realising in shares held or 
sold a substantial profIt from the superiority of the new 
over the old business form. But where it is possible in 
modern business life to make a large additional gain within 
the limits of legality, it is generally made and a profession 
is founded in order to make t:1is sort of gain. Hence a 
larger proportion of modern Company promotion is initiated 
by professional promoters who are not primarily concerned 
with the gains which represent technical improvements of 
the Company structure, but with the gains got from an 
artifIcially produced vendibility of shares. 

8 6. Most financiers or money-dealers, however, are not 
chidly engaged in promoting Companies, but in getting 
prof-its from handling the stocks and shares upon the 
market. As in Company construction so here the 
business rcst,:; on a real foundation of utility or pro
ductivity. Tbis utility consists in using skilled fore
sight, so as to direct the flow of industrial capital into 

j For simpllcily we ha\·e assumed that the" promoters" cleat out 
of the Cumpany after a first unloaJin~ of their sh:ues upon an artificially 
ill/hleJ market. Often it is t"1uite otherwi,ej they retain a sufficient 
\'ontrol o\"er the ordinary ~hares to {'liable them, after the COOlp.WY ha~ 
faileJ anJ gone into liquidation, to a"ume the task of rcconstruction, 
durillg- which they can freeze oul the sUI\·ivin~ interests of outsiders 
anJ either secure the teal assets of the reconstructed company for 
pwfita\!le holding, or play anew Ihe fOIIl:<.::r game of unloauing inflated 
~hares upon a nel\ ly.made market. 
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the most serviceable industrial channels. For the IISCS 

and falls of stocks and shares, so far as the), are 
naturally induced, and rest upon sound business infornla
lion, are the financial machinery directing the creation of 
the various quantities of concrete capit;:t1 required to co
operate with labour in the most efficient working of tbe 
various industries. The really useful skill of stockLrokers, 
billLrokers, bankers, and other financiers \yho band Ie stocks 
and shares, buying or selling them, discounting them or 
advancing money on their security, consists in intimate 
knowledge of the industrial and commercial facts that give 
value to the pieces of paper which they handle-in other 
words, a knowledge of the relative strength and weakness of 
the various trades and of the particular businesses which 
operate in them. It is their fUllction to stimulate and 
direct the flow of credit, and through credit of actual indus· 
trial power, from failing to thriving trades, and from ill· 
ordered and unprofitable to well-ordered and profitable 
businesses. To assist in putting capital where it is most 
wanted is thus the !jocial function of these orders of 
financiers. The performance of this work requires not 
only large and accurate knowledge of facts, but high 
qualities of combination and of constructive imagination 
in interpreting the probable course of future movements. 
Dealing in the most mobile, changeful, and divisible forms 
of vendible goods, the money-market is of all markets the 
most complex and at the same time the most unified in iLs 
structure, and it admits of a high order of specialisation. 
Groups of brokers or financiers attach themselves to par
ticular classes of :>tocks, the classification being partly 
local-e.g., South l.IJrican mines or American railroads. 

The" legitimate" business of this fmance is to operate 
the machinery for the distribution of capital by :lccuratc 
registration and calculation of price-moVClllclltS. Since the 
limits of calculation are often very n::mow. the element 
of chance or speculation must enter ill as a necessary 
ingredient of the busjne~s so far as any individual operation 
is concerned. But while the igllOiallcc of most aillateur 
investors t onverts their ill\"l~..,tmcllts into mere acts of 
gambling, the professional financier IS not pwperly a 
ga·mbler. When he departs frum "legitimate" fll1J.llce it 
is not primarily to gamble Lut to nlallipulak prices, so as 
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to assist his calculations. Instead of merely predictmg 
price-changes he endeavours to produce them. If he is 
able in any way to cause and to regulate fluctuations of 
prices in any class of securities, he can buy at the bottom 
and sell at the top, an obviously advantageous meth"od: if 
he can sit for some time upon a class of stocks, rocking the 
values up and down at will, he may be able to extract from 
the ordinary inve5ting public a larger quantity of money 
than could be got by any single coup of Company pro
motion.' Any group (If financiers furnished with large 
enough resources may fasten upon a stock, using it either 
to milk tbe innocent investing public by preconcerted price 
movements which deceive thenl into buying and selling at 
a loss, or to corner thc stock and squeeze other financiers 
not U in the know" by forcing them to buy stock at 
monopoly prices in order to fulfil their engagements. But 
the financiers, who are thcmselves promoters or directors 
of a Company and h:we retained large blocks of shares, can 
play this profitable game at a great advantage. Instead of 
over-capitalising a Company at construction and clearing 
out by a single act of "unloading," they may retain their 
shares and use them (or ,,,hat is euphemistically termed 
"speculating" on the bourse, but what is in reality an 
alternate" rigging and depressing of prices." Superior or 
early access to information affecting the movement of 
prices gives them their first advantage j this they may 
supplell1ent by manipulating public opinion through the 
pressj finally, their financial position and control of move
ments enables them more erfcctively than outsiders to bull 
and bear the market. An intrinsically unsound business, 
with incalculable or fluctuating assets, best lends itself to 
such operations. A classical example in modern finance is 
the South African Chartered Company, a wildly speculative 
venture of such magnitude and superficial possibilities, so 
well adapted to political and sentimental appeals, as to 
enable its crany organisers to plan and execute price 1ll0\'C

ments of enormous range. The advantages enjoyed by 
financiers "in the know" are well illustrated by the record 
of the holding of Chartererl Shares hefore and after the 
jameson R:1.id by J\lessrs. Rhodes, Heit, Rudd, and their 
IntimatES in South African finance. 

These operations of financiers in managing the play of 
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mobile stocks resembles the keeping of gaming taL1cs: from 
their standpoint it is business, from that of their clients it is 
gambling; under normal circumstances and in the long run 
there is little risk for them-they mllst win, the amateurs 
who play with them must lose. 

§ 7. The skilled financier, who makes large gains by 
"specubtive)! business in floating companies and planning 
COllPS upon the Stock Exchan,;e, desires, if he retains any 
"conservative instinct," to possess ~ome substantial, profitable 
stake in the world of finance, some consider<lble investment 
in real estate or in regularly rCIlHlncrativc iJusinesst':O:.: such 
holding substantiates his credit, gives him social position 
and respectability, and 50 assists his speculative operatiolls, 
besides furnishing a soft bed 011 which to fall in the evcllt 
of some knock-down blow, The mastcr of modern finance 
does not thereforc use all his resources in spcculatiye busi
ness, nor does he find it to his interest to impart Illobilitr 
to every form of invcstment. III his career he enjoys ex
ceptional opportunities of making or discovering genuinely 
profitable investments based upon the control of rich natural 
resources or other protective support. Th<.: directors of the 
Standard Oil Trust or of the East Rand Mines or lJe Beers 
do not "gamble" with such stocks, nor do they let out of 
their hands at any time the control of these profitable busi
nesses: they only speculate with the surplus gains which 
spring from sucb "monopolies," and with the cumulati .... c 
profits of tbeir well-directed spcrulatl()[ls. 

The financial class, tbcn, as distinguishcd from thc main 
Lody of capitalists or amateur ill\'cstors, grafts upon Its 
legitimate and useful fUllction of detcrmining and directing 
thc most productive flow of capital, three methods of private 
gain, each of which is a corruptioll and abuse of its true 
function, 

Planning and promoting COlli panics based, 110t uJlon 
economy of industrial or lill:lncial working, but upon an 
artfully enhanced vendibility of shares, they cau:.c a wasle 
of general capital hy obtaining an cxcessi\'c sllt..~criptioll to 
the Company anu diverting the excess into their OWJl 

pockets, thus imparting insecurity to otllt'rwi~c sound 
businesses, damaging their credit alltl impcuing their pro· 
ducti .... e operations. To this waste Illllst, of course, be added 
the injury wrought by floating" vogus" Companies which 
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have no actual foundation in the business world; the wide 
prevalence of these criminal adventures not only wastes 
capital, but, disturbing public confidence, further impedes 
the e~sy, natural flow of capital throughout the industrial 
organislll. 

Creating or stimulating Ouctuations of prices in. order to 
cuntrive corners or to practise concerted coups is an even 
more injurious dislocation of the social machinery of finance: 
it is a falsification of the automatic register of values ex~ 
pressly designed to determine the most productive applica
tion of capital. 

Finally, the creation, absorption, and supreme control of 
the most profitable forms of natural monopoly and other 
abnormally prosperous businesses impart a strength and 
~oliJity tu the nt:1\" financial oligarchy which enable it to 
L1::JtCtl its holLl still lllort: finnlyon the Ilecks of the prole
tariat of capital, wbo tilus, cut off more and more from 
secure investments, are driven into the H gambling hells" of 
~peculati\'e sto('ks and shares kept by these masters of 
finance. 

The multitude and magnitude of these interferences with 
the delic::lte adjustments of the financial machinery directing 
the flow of capital involve other indirect consequences of 
importance. They impart debility and irregularity to the 
actual processes of production and of commerce under the 
tlew order of capitalism. The business of a Company whose 
stock, over appreciated upon construction, is allowed after
wards to slide, or is made the sport of gamblers who toss it 
up and down for private fin;mcial purposes, is rendered 
insecure: the actual flow of capital into it, plundered at the 
source, is insufJiciellt for its full expansion, auempts to 
"sup!Jort the market J) by earning good profits through 
economy of "costs" or other unsound business finance, 
drive the Company into ditnculties, force it to call up more 
of its capital, weakening its general credit, while special 
emergencies impel it to seek advanCeS from bankers and 
other accommodations. 

~ S. From the financial standpoint the whole of the economy 
of large-scale production, and in particular of joint-stock 
tllterprise, may be summed up in the sillgle phrase, enlarged 
credit. This credit, howcyer, is not merely drawn from the 
irwesting public in the form of subscription to its stocks 
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and bonds: the" capital" thus crcated is also a basi~ for a 
more elastic sort of credit required in the actual running of 
a modern business. In order that a business m.1)' make it~ 
maximum earnings it must secure the quickest turnover and 
the largest volume of business. This exp:tnsion of the rat~ 
and volume of actual business involves the use at certaill 
times of a far larger amount of "money" than is actually 
owned by the Company: the Comp.:tll)' must buy more than 
it can pay for in cash, and must obtain from elsewhere the 
purcbasing power. It is driven constantly to increase its 
nabilities and to discount its bills. In other words, it must 
have recourse to bank credit, usillf; its actual capital, visible 
and invisible, as collateral security upon \rhich to obtain the 
use of a far larger amount of credit. Although interest or 
discount must be paid for this bank credit, it is obviously 
profitable to use it so far as tbe incrcJsed volume of busi
ness thus made possible yields a margin of profit ill excess 
of the rate paid to the bank for "credit." Since allY firm 
which employs this command of credit to the full has an 
advantage over another firm which does not so utili~e: it, the 
impulsion to it') full employment in competitive trade: 
becomes evident. "Under modern conditions," writt.;; 
Professor Veblen,] "Lusiness cannot profitably be done by 
anyone of the competitors without the customary recourse 
to credit. 'Vithout the custom:n), recourse to credit a 

.' reasonable' return could not be obtained in the invest
ment." 

But where businesses arc normally worked upon a basis 
in which credit is strained to its utmO'it, it is clear that any 
abnormal OCcurrence causes trouble. Where in addition to 
the risks to which :111 industries are lllore or less exposed, 
from natural accidents, political changes, labour conflicts, 
etc.} operations of financiers upon the stock and produce 
markds arc taken into account, we perceive that iJusinesses 
using their maximum credit must come more and lIlorc to 
lean on "banks" and "finance companies." Even \\"hert' 
businesses are not developed in the fullest form of capital
ism, the frequent n:course to ballk-rredit pbys all important 
part, and it is clearly seen that in all "c.'1.pit.'1.li'it" trades 
the private business, or the "ullli')teu" company whose 

I I'. 99. 
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stocks are not freely negotiable, stands at a great disadvan
tage for all purposes of expansive trade, through its inability 
to get bank-credit upon easy terms. 

Looking at the matter from the other side we perceive 
that bill discounting and temporary advance to business 
firms form an ever-growing part of the banking business. 
Where, as in London, bill-brokers form a distinct class 
dealing with the better sorts of paper, they are chiefly 
fin:lnced by lxmks. The large profitable business of modern 
b:lnking consists ever more largely in selling short pieces of 
"credit" to business firms. It is necessary to any com. 
petitive firm to buy this" credit," and the price it has to 
pay may not seem unreasonable. 

The bank loan system is rightly regarded as a natural 
:ldjunct to the financial structure of the joint-stock com
pany, part of a financial system for applying capital at places 
::l.nd at times when: it may be most productively used. A 
sound working of b:lnk loans extends the actual business 
operations of firms which can obtain such loans, and since 
retois paribus a competently conducted firm will more 
readily obtain such credit than an incompetently conducted 
one, the net result is to enhance the general efficiency of 
the induslrial system. l 

Whe', full account is taken of the double part played by 
banks in financing companies, first as promoters and under
writers, often as large holders of blocks of shares undigested 
hy the investing public, secondly as money-merchants dis
counting bills and advancing money, it becomes evident 
that the business of the modem banker is brgely that of 
the general financier and that the fin::mci::l.i dominance ill 
capita.list industry is eX('fl'ised in great measure by b:lnkers. 

, Professor \'t']'len appears to huld th:lt no considerable Ilet illcrease 
of illdustrial productivity accrues from this use of credits. "They are 
business capit:li un!y; they swell the volume of busilless as cotlnte,] in 
price, etc., but they do nut directly swell the volume of industry, since 
they do not adl1 to the aggreg:'lte malerial :lpparatus of industry. or aller 
the character of the pl'Ocesses employed, or enhance the deg-ree of eflici
ency with which industry i" :nanagell" (p. 99). But this i~ ollly true 
on the supposition which Plofessor Vehlen appears to ll1:lke (p. 9$) 
that an incompetent )l1:1I1agt'r has an eqllal access to such" credit" with 
a competent one. Surely this is nnt the ca~e. I;ank credit tends to 
put more :lcll1:l1 inrlllstri:d power In the hand5 of the more competent 
and thu<:. ,~o "enhancl" th .. d('r:ree of efficiency with ..... hich indllSlr), is 
m,'rm~eJ. 
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The general spread of the use of banks in all business 
communities makes bankers the holders of all the margins 
of uninvested savings and other moneys not in immediate 
use. It is this fund of deposits that furnishes the" credit 1> 

which the banks supply in floating and financing com
panies. Not only do they participate in the .legitimate and 
illegitimate profits of company promoting, hut the intricate 
relations which subsist between industrial companies and 
particular banks enable the latter in mall)' instances to 
squeeze the former in the price paid for credit, though there 
are other cases where a bank, having become deeply in
volved with a company by pa\vnings of the company's 
share or debenture capital, or through excessive ad\'ances, is 
itself squeezed by the company. 'Veaker cOlllp:mies, how
ever, which, by over-capitalisation, incompetent management, 
or misfortune, are often in need of temporary assist:lnce, 
become bond-slaves to a bank, which is not only able to 
extort exorbitant prices for its sen'ices, but can at any time 
by forcing the company into liqllidation gain possession of 
what really valu-able assets it contains. Reckless or dis
honest COIl"ltruction of companies, we:1kening the Ilnancial 
structure at the outset of its career, obliges a Iarg;e amount 
of modern business to pay heavy toll to bankers for "credit" 
which costs dearer in proportion to its urgency. 

This brief study of the finance of capitalism makes it 
clear, first, that a complex financial machinery is essential to 
the delicate adjustment of modern industry; SCC01H.l!y, th3t 
this machinery operated for private profit can ofkll cam the 
highest profits by causing;- indu'itrial uislocatioll and m3! 
adjustments. 

~ 9. As <I crcuit" becomes more anu more the vital forct: 
of modern business, the cbss that controls credit IJecome'i 
more powerful and takes for itsc'lf as "('arning<;" a brgcr 
proportion of til(' product of industry. If, however, "credit" 
were left to the free competitlon ofa large 1ll1111bcr of b311kers 
and financiers, this rontrol wOllld 110t i1l1ply maskl')'. 111 
order to comprehend the pOWt'f of fllLal1CC we 11lust look a 
little closer at its strllcture. I n no other IHl<;illcs'l operation 
is the advantage of a brgc m'er :1 small capital so ohviolls: 
nowhere else is the force nwking fur ('ollCl'l1trati()n of busi
ness so evident. If any limit exists to the "law of in
crE'asing returns" in hanking, insurance, :lnd finance, it is 
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not e.1sily discernible. Great operations of public or 
private fillance, the floating of public loans or great 
industrial comLin.1tiollS, the contrivance and execution of 
great movements in the stock and share markets, can only 
be conducted with the suddenness and secrecy which are 
requisite to safety and success by financial businesses of 
the first order of magnitude. Great businesses alone can 
stand their ground against the larger shocks to the general 
credit or a nation, or can rely upon their political influence 
to secure governmental aid in cases of real emergency. 
Thus it arises th:1t a large proportion of the most profitable 
business of financiers is ncyer exposed to effective com
petition, and the prices they receive for their services are 
U monopoly" prices: eitber it is business which they 
initiate and organise and for which they charge II what the 
business will bear," or it is business whose size and delicacy 
forbid close bargaining, or finally it is money-lending in 
which advantage call be taken of the urgent needs of the 
applicant for loans. 

Although no statistics are procurable, it is certain that 
the profits of .. finance JJ form a constantly increasing toll 
on industry. 1t i<; also probable that this toll and the 
control it represents are concentrated in a few hands. 
Though the diffused ownership of capital makes a large 
number of persons small participants in the profits of 
finance, these gains of the small investor are kept at a 
minimum by the application to banks and finance companies 
of the methods of company construction above described. 
The share of the proletariat of capitalists in the net gains of 
fin::l.l1cial business is very small as compared with that of the 
magnates of financt'. 

In parts of the world where economic conditions are 
most favourable to the rapid ripening of finance, we percei ... ·e 
the actual wielding of great masses of concentrated "credit" 
by little groups of financiers in ways which enable us to 
appreciate the significance of this most important product 
of modern capitalism. That the concerted action of a 
small number of hanks and financial companies in New 
York coulJ produce the panic and the depression which 
swept ovt'r tht' United States ill ,893 W3S an early mani
festation of a power which is 110W stronger and more closely 
organised. 
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A study of the origins and careers of the great Am<:riran 
financiers discloses three chief sources of fillan,ial pOlrer: 
railroads, industrial trusts and banking, and the (Inion ill 

the same hands of the control of these three eco~oll1ic 
functions is an instructive testimony to the natme of the 
new power. The railroad kings and the great industrial 
trust makers are drawn by economic necessities into general 
finance. The control exercised by American railroads on:r 
agriculture, irrigation, mining, city development, has leu 
railroad men into the promotion of all sorts of business 
enterprises more or less dependent upon railroads; ",hill' 
the tortuous financial history of most roads has necessitakd 
a constant recourse to the general machinery of tin~nce. 
Though the same is not equally true of the man who makes 
his pile by the stlccessful operation of an industri~l trmt, 
another economic necessity drives him into general fin~nct.::. 
The profitable management of a trllst depends primarily 
upon regulation of output, which involves a limitation of the 
employment of capital. It is thus impossible ex J~1"potJlfsi 
for a trust-maker to find full continuous employment for the 
high profits he makes by extending the plant and \\·orkinf!; 
capital of his own business: such a policy would be evidently 
suicidal. He must look outside his own business for fIelds of 
profitable investments for his profits. If he occupies himself, 
as sometimes he does, in organising other industrial trusts in 
businesses related to his own, his success yields new profits 
which must seek employment further atleld. Thus the 
profits arising from specific monopolies in the transport or 
the manufacturing world are logically forced into the more 
general regions of finance. They form a brge and a groll·
ing fund of free capital which naturally associates itself witb 
the free funds held by bankers, and operates by the way::; 
we have described in fastening a gel1eral control of fInance 
upon business that enables the finanrial class to extract a 
larger share of the gcnrral wealth. So trust-makers such as 
l\Iessrs. Rockefeller, l{ogers, Ha\"elllcyer, and railll":ly Ill~n 
such as Harril11:l11, (;ollld, 1 )epew, or Vanderbilt, tJe
come bankers or directors of in:.urance companies; while 
bankers like J. P. :'\lorgan organise steel and shipp~ng 
combines and sit on a 11l1lllhrr nf railroad and industrial 
directorates. 

The following table illustrating tlwse transverse bu<;incs'> 
, ; 
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affili.1tions was drawn up by Professor Meyer.' II The 
namest" he adds, "haw~ been selected at random and the 
t:1blc could be extended through hundreds of names." It 
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represents the number and kind of companies in which 
certain men act as dircrtors or officials. 

Ur we may take the case of a single great trust, the 

I .-lm(/"/(an E(OI1. Assn. Rt/'()1·', '904, p. til. 
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Standard Oil Company, and watch the necessary affiliations 
that it forms. For five years past the Oil Trust has 
yielded dividends averaging forty-five million dollars a 
year, or nearly 50 per cent. on its capitalisation. Probably 
one-third of this goes into the hands of Mr. John D. 
Rockefeller and 90 per cent. into the little controlling 
group. "Consider/' writes l\liss Tarbell, "what must be 
done. with the greater part of this $45,000,000. 1t mllst 
be invested. The oil business does not dcmJ.nd it. 
There is plenty of reserve for all of its ventures. It must 
go into other industries. N.1tur.111y, the interests sought 
will be allied to oil. They will be gas, and we have the 
Standard Oil crowd steadily acquiring the gas interests of 
the country. They will be railroads, for on transportation 
all industries depend, and besides, railroads are one of till' 
great consumers of oil products and must be kept in line 
as buyers. And we have the directors of the Standard Oil 
Company acting as directors on nearly all of the gre:l.t 
railways of the country-the New York Central. New York, 
New Haven, and Hartford, Cbicago, I\..Iilwaukee & St. 
Paul, Union Pacific, Korthern P:lcific, Delawar~, Lacb.
wanna & \Vestern, Missouri Pacific, Missouri, KaIl5:lS &. 
Texas, Boston & Maine, and other lesser rO:l.Js. They 
will go into copper, and we ha,'e the amalg.'lnwted scheme. 
They will go into sted, and we have 1\Ir. Rockefel!er's 
enormous holdings in the steel trust. They will go into 
banking, and we have the National City Bank 3Ild its 
allied institutions in New York Cit)' and Ilnstoll.'ls well a-.; 
a long chain running oYer the country."J 

The central ganglion of tbe grc.'lt financi:l.l system of 
which the Stand:l.rd Oil Co., the United States Skl:i 
Corporation, and the" Big Four" RJ.iiro:ld Cnmhinl! :Ire the 
main industrial arteries, is the National City Ibnk alld it'; 
connections. The National City Dank i., the creation and 
the direct financi:li organ of the Stand:lrd Oil COIl1Jl:lny. 
Four National City gank directors sat (I()OS) as presi
dent, vice· president and trustees on the board at" the great 
insurance comp:l.ny tbe "l\ew York Life"; its nce·presi
dent was a trU'itel! or the "Mutu:l1 Life" of :\ew York, 
while another directed the Equitabk Trust Cn, .:lI1d th~ 

I .. History of the SIJ.n,hrd Oil Tru~t," .1/.1.1.11(, Uct. '9°+ 
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• 
1Iercantile Trust, which are in large part owned by the 
Equitable Life. 

On the directorate of the United States Mortgage and 
Trust Co. were eight trustees of the Mutual Life and two of 
the Equitable Life, while on the Guaranty Trust directorate 
sat the President of the J\'lutual Life, Mr. Rogers of the 
Standard Oil and the Mutual Life, and Mr. E. H. Harriman 
of the Mercantile Trust and Equitable Trust. This cluster 
of life insurance companies, owning probably more than half 
the combined assets of insurance in America, and affiliated 
through their directorate and their investments with a 
number of trading banks and trust companies, represented 
a huge solidarity of "credit" controlled from a common 
centre by a tiny group, and directed now to the formation 
of a Steel or Shipping Combine, now to the enlargement 
of a railroad system, now to some huge deal in Amalgamated 
Copper. The triangle of forces in f\merican capitalism, 
represented by railroad amalgamations, industrial trusts, and 
banking corporations, tends more and more to assume the 
slmpe of a purely financial power; a mass. of credit directed 
to any point of the economic system where it is required to 
force an industrial combination, to finance a mining or 
railroad coup, or to crush some threatened invasion upon 
one of its" spheres of influence." The main stress of its 
recent application is towards a strengthening of its hold 
over the railroad system of the country, whicb it rightly 
regards as the best means of securing a permanent control 
over the natural resources :tnd the industries of the 
country. 

The solid::uity of financial interests which has been 
described is of course far from complete: 1 at many points 
it represents an alliance, informal and temporary, not a 
fusion. Moreover, this credit-mass wielded for many com
mon purposes by Messrs. Rockefeller & J. P. Morgan is 
often confronted by other alliances of credit which it must 
fight, in ""all Street in the Legislature and the Courts. In 
t\)e railroad, the banking, and the industrial world; the 
spirit of combination bulJbles lIJl in many places into 

I The Amclican correspondent of the E,o!lJmis/ (quoted Raffalovich. 
p_ 143) in 1901 n:lmed five tin:tnciers--John n. Rocke(eller, l!:. Barri
IIllll,}. 1'. ?lIorgan, W. K Vanrlerbilt, ano Ceorge GOtll<1 as possessing 
arn()n~~t them a fortune of Soo million nollars, and representing wilh 
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financill shapes seeking expansion in alien enterprises where 
they meet opposition. Though the fillancial combination 
described above is all powerful o\'er certain areas of in
dustry, transport, and finance, in others it encounters stout 
resistance; even in its component companies there are 
many cross-currents of interest, and strollg temporary unions 
of other credit forces can sometimes be formed for SOme 

concrete purpose of attack. 
A supreme control over the financial machinery of a great 

industrial community is not practicable save by securing a 
firm control over one of the main arteries of the industrial 
body. Even the close monopoly of so important a com
modity as oil is a quite inadequate basis: nor does steel 
admit of a sufilciently ahsolute dominioll. Control of the 
main highroads, the railroad system, is the only practicable 
means of attaining full financial :,upremacy, alld to that end 
the most powerful group of American flllanciers is evidently 
looking. The fight for the railroads is the ,Illost urgcnt 
issue in the economic evolution of l\merica. Ijut the main 
and ultimate object is not the powcr to levy tolls upon the 
transport industry, but to obtain a fulcrum 5uthciently 
solid to enable them to work the lever of financial 
supremacy. 

§ 10. One other aspect of the titt:Ulce of capitalist conCen 
tratioll dqnands attention. .'\ trllst or other combine cannot, 

their allies a conlrol of Sooo lllilliull doll:ll~ imc,ilc,d ill railroad~, banks. 
and industrial businesses out of a tolrl.l of 17,000 cnll'lq},e,1 in the_~e 
branches. lie grouped them a5 follows 

"I! Lh';" ,'F ''''l' A"-~. 
R~i1s. RlIOl.,. ["dusui,,[ 

T",~I TTl,",. 
Standald Oil, (;(1111.1, ILmi· 

man 1.997 S; i4 tl ~,~2S 
!llorgan I ,6IJ] ] ~:! 1,('77 .1,4 Q t) 

Vanderbilt ... 7S.' " '0 77_:; 
l'ennsylvani:1 Jbilr(13d .s;o :;0 "00 

5·]] I 21 ') :!,40.l :- .i)rl.l 

The chief interest attaching 10 thi~ ,,,lIgh c.lkulalilln cun-i __ b ,n the 
reblive importance of Ihe :.everal cb~~cs of undertaking in thc Tru~t 
economy, Since '901 ]he~e g10Up~ han drawn much c1o~er, though 
not yet working in lull harlllOlir. 

The SUfi/111M)' oj Ihe CO/JUJ, I!}OO, p .. )29. gl\"e~ :1 cOll5idcrably 
smaller tigure for the capiLlI of 1l1dll~lri.ll T!ll~t~, the ~teel Tru~t not 
then being formed, 
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it is pointed out, find room to invest its profits within the 
<{ trusted " industry: it must go outside. These profits pass, 
as we see, into general finrlnce, and are thence directed into 
forming and financing otber trusts and large businesses. Thus 
the process of concentration and consolidation proceeds 
apac~ o,'er all those industria! fields where capitalist methods 
of production pre\'ail. But if a single trust cannot usefully 
absorb its profits, neither can a group of trusts. The 
movement, therefore, seems to be attended by a growing 
rec;triction of the field of im'estment. Thus there is a grow· 
illg natural pressure towards the acquisition of markets out
side the present area of monopoly, in America, the national 
t;)riff.-protected Ill<trket. The fruits of this pressure are 
alreJdy "isible in the economic policy of the American 
tlustS, in the shape of a demand for larger external outlets 
for their good~ and their investments. Without such outlets 
the "trust H Illoyement is ultimately suicidal, larger and 
J<trger masses of "profits" will be annually earned which 
cannot be put illliJ the trust-machine and cannot find allY 
other profitabk' tlSL' This" free " capital will either tend 
to pa:-.s into tlie hands of businesses which would attack the 
trt1st~. or it mllst find outside employment. The pressure 
is already felt in tile large manufacturing corporations: some 
lI_·ilef is foulld ill a policy of subsidisillg export trade, and in 
::-eeking fOleign investments in electric and other fields of 
Llltcrprise where they can push most successfully without 
\;uiff :lid. The ill-col1tri\'ed and extr.::n·agantly financed 
.,\tlalltic Shipping Combine was an early and crude attempt 
to reach after a new policy which is required Ly the logic or 
the e .... olution of trust:;, 

;\llother expressiull uf the S;\tlll~ economic need, fraught 
with even graver impurtallce, is tile new public policy of 
American political expansinll. The economic tap-root, 
the chief directing Illotivt': of all the modern imperialistic 
expanSion, is the pressure of capit.:llist industries for 
n:arkets, primarily markets for 1ll\'cstment, secondarily 
markds for ~urpllls products ot home industry. Where 
the concentration ot cajliwl has gone furthest, and 
where a rigorous protcL,ti\'e ::-ystClll prevails, this pres
sure 15 ilecessarily strongest. :Kut merely do the trusts 
,11ld other nl.:1l1ufacturing trades that restrict their out
put for tile home market mur<..! urgl:lltly require foreign 
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markets, but they are also more anxious to secure protected 
markets, and this can only be achieved by extending the 
area of political rule. This is the essential significance of 
the recent change in American foreign policy as illustrated 
by the Spanish 'Var, the Philippine anncx.:ltion, the Panama 
policy, and the new application of the l\1unroe doctrine to 
the South American States. South America is neederl as a 
preferential market for in\'e:;tment of trust "profits" and 
surplus trust products: if in time these states can be 
brought within a Zollverein under tbe suzerainty of the 
United States, the financial area of opemtions receives a 
notable accession. China as a field of railway enterprise 
and general industrial development already begins to loom 
large in the eyes of foresighted American business Bleil; 
the growing trade in American cotton and other goods in 
that country will be a subordinate consideration to the ex
pansion of the area for Amerir:an investments. Diplomatic 
pressure, armed force, ::Illd wbere desirable, seillire of terri
tory for political control, will be en~inecred by the financial 
magnates who control the political destiny of America. 
The strong and expen~j .... c American navy now beginning to 
be built incidentally serves the purpose of affording profit
able contracts to the shipbuilding and metal industries: its 
real meaning and use is to forward the aggressive political 
policy imposed upon the nation by the economic needs of 
the financial capitalists. 

It should be clearly understood that this constant pre-;
sure to extend the area of markets is not a neccs::;ary impli
cation of all forms of organised industry. If competition 
was displaced by combin.:ltiolls of a gelluinely co·operative 
character in which the whole gain of improved economies 
passed, either to the workers in wages, or to large bodies of 
investors ill dividends, the expansion of demand in the 
home markets would be so gr~at as to gi\"(: full employment 
to the productive powers of concentrated capital, and there 
would be no self-accumulating masses of profit expressing 
themselves in llew credit and demanding external l:lllploy
ment. ]t is the" mOllopoly H profils of trusts and combines, 
taken either ill construction, fmancial operation, or industrial 
working, that form a gathering fund of self-accumulating 
credit whose possession by the financial class implies a 
contracted demand for commodities and a correspondingly 
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restncted employment for capital in American industries. 
\Vjthin certain limits relief can be found by stimulation of 
the export trade under cover of a high protective tariff 
,,·hich forbids all interference with monopoly of the home 
markets. But it is extremely difficult for trusts adapted to 
t he requirements of a profitable tied market at home to 
adjust their methods of free competition in the world 
markets UpOll a profitable basis of steady trading. :l\lore
over. such a mode of expansion is only appropriate to cer
tain manufacturing trusts: the owners of railroad, financial, 
,.nd other trust~ must look always more to foreign in· 
vestments for their surplus profits. This ever-growing 
need for fresh fields of investment for their profits is tbe 
:;;rc.1.t crux of the financial system and threatens to 
domin.1.te the future economics and the politics of the 
grc.1.t Republic. 

The financial c('ollomy of American capitalism exhibits in 
more dr.1.matic shape a teudenc), common to the finance of 
.1.11 dc\ eloped industrial nations. The large, easy flow of 
C.1.pital from Cre.1..t Britain, Germany, .... \ustria, France, etc., 
into South African or Australian mines, into Egyptian 
bonds, or the precarious securities of South American re
publics, attests the same general pressure which increases 
with every development of financial machinery and the more 
profitable control of that machinery oy the class of profes
",ional finallciers. To a limited extent this cosrnopolitanisa
tion of tlnance is a natural and normal result of improved 
lllateri:11 and moral communication between the various 
nations of the earth. nut in large measure it arises [rom a 
restriction of home markets which must be called artificial 
in the sellse that industrial and financial trusts, pools, and 
plher combinations, taking out of the aggregate product a 
hrgcr qU:l.l1tity of "profit " than they can employ for further 
protit in these or other homf', i!lYestments, are impelled ever 
to look further afield and to use all their fm3.ncial and 
political influence to develop foreign markets by such pacifIC 
or forciule means as will best servc their purpose. In every 
case the financier is the instrulllent or vehicle of this pres
~ur(': a swclling strea!ll of investors' sayings is constantly 
passing illtO the hanking alld financial system which he 
rontrob; in order tLl keep it flowing with greatest g.1.in to 
himself he lJ1u::;t find or fashion fresb investments. 
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§ I I. The most compact exposition of capitalist finance is 
contained in the recent history of South Africa. A poor and 
sparsely peopled country, it disclosed within a few years two 
highly concentrated forms of natural treasure, the diamond 
mines of Kimberley and the Rand gold-reef. The most 
economical working of the diamond mines involved ex
pensive plant and favoured large capitalists, wbile profItable 
sales involved limitation of output so as to realise high prices 
for a luxury whose value depended largely upon regulation 
of supply. By 1887 consolidation of interests had pro
ceeded so far that .i\I r. Rhodes, financed by Messrs. Roths
child, was able to propose to l\lr. Barn lto an amalgamation 
which gave the De Beers' Company a complete ownership 
and control of the productive mines. This diamond ll1inillg 
trust, cantrall in,; by far the most important contributioll to 
the world's supply, fortified itself by a complete organisa
tion of the marketing: process, so that the directors of 
De Beers virtually regulate the entire supply, limit out
put and fix prices 011 a calculation of maximum net 
profilsl which in '904 amounted to three million pounds 
sterling. 

The profitable working of De Beers formed the liw1nl'i.11 
nucleus of the early speculative gold-mining companie.5 in 
the Potchefstroom and Wit water Rand districts, and whcll, 
early in the nineties, the full richness of the banket reef (Jf 
the Rand was disclosed, the De Beers financiers were 
found in control of the greater part of the most valuable: 
mines in the two associated groups of \Vcrnher, Beit 8..: Cu., 
and the Cunsolidated Goldfic:lds of South Africa (i\fes-;rs. 
Rhodes, Rudd .'\: Rothschild). The conditions of the 
gold-mining, while favourable to large capitalist Il1cthod~. 
did not render feasible a close amalgamation of interests on 
the De Beers pattern. In the first pbcc there \\"as no 
lIecessity to limit ontput, the interests of the fin::tllciers by 
in encouraging every cx:p::tl1sion of mining which could p::ty 
or form a basis of company promotion j secondly, the size 
of the new goldfield and the cropping up of the reef at so 
many points assisted the entrance of many groups of cosmo-

I Although t11C rcccntl}' rli~co'·('rerl rr~·tTli('r \1111(' in the Trans\-JJI 
is independently organised for productioll and db3.\"OI\"S all cr>llLleclioll 
with De Bcer~, thcll:' can bc no ·1(,u]'! th:tl itl lhe merchandising- of lhc 
Ji:tIl1QnJs 3. thoroughly cftccti\·c :ll;leclllcllt is maintaincJ. 
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politan financiers, who set up more or less conflicting 
interests. From these groups a few men, mostly Jews, 
forced their ,vay into the inner circle of Transvaal finance; 
but upon the \vhole the De Beers group have throughout 
kept the lead: most of the profitable surface and deep level 
mines fell under their control, and the manipulation of the 
most tempting new propositions in the share-markets was 
in their hJnds. :'Ioreover, the vast speculative exploit of 
the South African Chartered Company was the financial 
offspring of De Deers, and entered the investment market 
backed by all the financial prestige of the diamond and 
gold kings. 

The most distinctive feature of South African finance, 
however, bas been the skilled use which the financiers made 
of political machinery to assist thcm in improving and 
marketing inn::stments, The actual lands which form the 
material basis of industrial and speculative exploitation, 
Kimucrley, the Rand, Rhodesia, have in each case involved 
ill their acqui:-;ition the application of a medley of non, 
economic forces, legal treachery in the case of Kimberley, 
the dupery of "conces.sions," riveted by armed force in 
Rhodesia, bribery and diplomatic coercion followed by war 
in the Trans\'aa]. The financiers worked "politics" and 
the coercive machinery of the State at every turn in their 
career: to obtain special legislation for the diamond 
industry, to promote railroad facilities, and to secure im
munity from taxation they required influence in the Cape 
Government: the flotation of the Chartered Company and 
the" protection" of its properties against native risings in
\'o\\"ed imperial influence; the management of Mr. Kruger's 
go .... ernment in the Transvaal kept them incessantly dab
bling in the internal politics of that country, seeking 
concessions and other privileges, planning raids and 
ultimately organising a catastrophe which was worked 
un their behaIr and by their express machination at the 
prodigious expense of the British Government. In new, 
unsettled countries the financier is in Constant need of 
political assistance ,: he needs political control in order to 
llW.ture his financial operations, and be is able to outain it. 
The power or the little :;roup of men who wield the finance 
of 1)1.' Beers and the R:1nll i~ yirtually absolute in the 
politics of South l\flica; their control over the finances of 
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the country, public and private, enables them to wreck allY 
political schemes antagonistic to their interests; all that 
rnoney can do in a [>oor country to elect representatives, 
influence officials, and secure legislation, they can command. 
To realise the fulness of this power to paralyse effective 
opposition we must remember that not only are the mir.tn:-:; 
industries under their control, the only solid sources of 
riches the whole country possesses, uut that upon them 
depend the success. or failure of the tradillt: interests 
at the ports and in Kimberley and Johannesburg, of 
the public and private railrcad and telegraphic companies, 
the banking and insurance businesses, the collieries and 
iron-mines, irrigation, and all other manufacturing and 
agricultural works demanding c[(pita!. Not merely are 
all these industries economically dependent on the mines, 
hut the mineowncrs supply their capital and appoint 
their officers. Nowhere in thl' world has there ever 
existed so concentrated a 11J1'1l1 of capitalism as that 
represented by thc financial power of the mining houses 
in South Africa, and nowhere e\S(' does that power 
so completely realise and enforce the Ileed of controlling 
politics. Tbe newness of the country and the absence of 
any earlier growth of strong \"ested interests have enabled 
these financiers, drawn from all the European countries, to 
develop the latent powers of pure financE' more logically 
than elsewhere; the immensely rapid possiullities of 
financial exploitation has attr:lctcd thither not a few 
financial intellects of the hi6hest order, men who have 
known how to adapt finance to the particular environment 
and to operate at Ollce upon the racial and economic 
antagonisms within their arC'" of indll~trial opcr:nicns, and 
upon the patriotic sentiments in (~rcat Britain Ileedeu to 
secure for their investments the political and military 
assistance necessary to mature them. Their strategy has 
been large and masterful. Recognising that the success of 
their linancial operations :1IlU of their political aujuncts was 
dependent upon the movcmcnt of public opinion and 
public sentiment in South ;\frica and Gteat Brit:'lin, they 
bought the leading mgans of the South .\(rican press, 
subsidised political p.nlies in A(rif:a and (~reat Britain, and 
organised a III oral propaganda amollg thl' churches and the 
philanthropic bodies. By thus cre:ltin,; a volume of public 
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interest and confidence in South African If de~elopment" 
they secured an atmosphere favourable to Investment j 
by playing upon fears, suspicions, and sentimental aspira
tions they produced an agitation of the public mind 
reflected ill the share-market; by a concentrated exer
tion of all their moral and intellectual influence they 
engineered a catastrophe, from the ruin of which they 
have emerged with a fIrmer grip than ever upon the 
substantial resources of the country and its government, 
which implies a more profitable handling of the share
market. 

The exigencies of South African finance in relation to 
local concrete circumstances involve a financial control in 
which scyeral elements or strains are distinguishable. In 
the acquisition of the material bases of finance the services 
of a class of adventurous explorers and concession-mongers 
were essential; to this class men like Rudd, Jameson, 
:'\Iaguire. and even Rhodes himself must be relegated, 
though the political aIld linancial ability of the last-named 
gives him other claims. The main work of building the 
structure of South African finance is, however, attributable 
to the presence of a group of "pure financiers," many of 
,yh o III , in early origin diamond dealers at Kimberley, found 
311 illimitable opportunity in the construction and handling 
()f mining properties in tbe diamond and gold fields, and 
bter in Rhodesia. Pf this class the Beits, Barnatos, Albus, 
XcumanllS, Ecksteill~, may ue taken as leading examples: 
most of the abler ann morl' sllccessful members of this class 
arc: Jews, originally from the European continent, though 
assil1lilatill~ with case and fen'our to the environment of 
British scn"timent, which is helpful to their financial designs. 
The admission en-11 to the inner tinancial circle of a few 
memuers of the Brititih aristocracy, attracted by the sheer 
~Jlirit of adventure, was valuable, not only for the vulgar 
purpose of prospectllsc~, hut for the slower and more 
delicate work of COI1"tructlllg political and "social" 
supports for the Rhodesian llUbble. So we find men like 
the Duke of Abercom, E~lTl Grey, LOld Harris, taking an 
active part in SOllth AfJican finance. These factors of 
British influence arc Ilccded for the profitable working of 
lJig "eontJdenct' trid;:.," :md the great masters of the 
lil);J.llcial eJacbinc can well affurd to "let in" a certain 



MODERN CAPITALIS~!. 269 

number of decorative personalities, few of whom, however, 
are allowed to touch the levers. 

The co-operation of these three separate strains W.'iS for a 
time concealed by the dominating public p3.rt played by 
Mr. Rhodes, who, essentially a combination of the first two 
strains, adventurer and financier, was able, by his political 
genius, to give a temporary cloak of political significance to 
adventures which were au fond operations on the stock
markets. His disappearance has exposed to plainer view 
the actual mechanism of South African finance and its 
direction by the small group of "mineowners J) and 
" merchants" in Johannesburg, Kimberley, and London. 
The profitable working of their" system 1) follows the lines 
which are more fully set forth in our main analysis. The 
masters of the system retain for themselves the ownership 
and dividends of the most solid and remuneratin~ properties 
in the diamond and gold fields. The everyday il1\'cstor 
cannot buy the ordinary shares of De Beers or of the best 
Deep Level Mines upon the Rand. Here is the first 
source of profit, the fruit of careful selection among the 
many propositions which pass through their hands. Other 
shares or debentures relating to poorer or morc precarious 
propositions, the values of which being more sensitive :-ire 
more amenable to skilled manipulatioll, arc used to tempt 
the investing or the gambling public, the profe:-;5iollJ.l 
"croupiers" raking in the profits of the table. Last, llOt 
lC;lst, comes the periodic harvest of cOll1p;lny flotation, 
whcre more highly-organised displays of financing enaLle 
the promoters to make a number of large" scoops" !Jut of 
the public credulity, craftily stirred and stimulated at times 
when a period of industri:11 prosperity has furnished a 
swollen supply of savillgs. If it were IJossible to set fOI lIfo 
the ownership of the shares in the chief companies, this 
concentration of financial po\\"cr would ue most convincing; 
all the great financial interests would be seen closely lillked 
by transverse ownership. The following tables 1 dealing with 
the directorships held (1905) by a. llumllcr of ka.ding 
financiers illustrate", though less perfenly, the :;olid~Hity of 
financial control ;--

I Construckd from Ihl" jlill"C1UlY uf 11:le..:luts ;].nJ lho: SIUL\.. 

E~ch:i.nge \"I"':u Book, 1905. 
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SOUTH AFRICAN CO,\IP,\NV DIRECTORS. 

Alh11, S. 
Alb\], L. 

"Beit, A. 
"Eckstein. F 
English, Ie 
English, F. A. 
F:lrrar, Sir (;. 
Farrar, S. 11. 
(~oldie, J I. 
1 fanis, Lon] 
Hamilton, r 1. 
J arneson, 1: " 
Joel, S. H. 
\hguire, J. ]{. 
.\leyer, C. 
},JichelJ, Sir 1.. 1.. 
::<.losentll:l.l, II. 

"Neumann, ~ 
"Phillips, L. 

H.e\'ersLach, L. 
Ro'i)i!lson, 1 n. 

·Rube, C. -
l':'udd, C. I) 

~\\'ernller, J. t:. 

1 lilt' B. 

: .3 {cI" ll. 
I 1 (I'.) 

I 

I 
I 

, 1 (de B.I 

i , (,i~ ]I)! 
, 1 (<1(' It)' 

2 (d(' g. I, 
I rJ'; 

Iii'. ) 

,I 
... (1 <.kl:. 
I 

, , 

s - , 

" , 
'::0 , , 

I I 4 , 
I 
i 

, 
I J , I 
1 

-
I 

, ' 
I " 

9 
; , . 

" 

37 
; , 

lJireclOr~ "f \Ydnher Heil (merchant~) or of l~anJ Milles. 
De H. = de Beers COll~()lidaled; P. :-: Premier. 

, 

The following L)cts assist us to understand the nature 
of the consolidation which the table suggests. Messrs. 
\\'ernher, Beit, Erkstein, Phillips, and Rube are members of 
a "mercantile" firm in London and Johannesburg. Two 
of these, ::'Ilc-ssrs. "'cmher and l:eit, arc life governors of 
De Beers: they arc :11so directors of the Rand Mines, 
forming with ;\1r. S. Neumann the London Committee of 
that Company. l'iow, :\Jr. S. Neumann is also on the 
London Committee of the Prf'mier (Transvaal) Diamond 
Company, sitting then-: with three other directors, one of 
whom is t\lr. F. A. English. ]"1r. F. A. English is not 
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a director of De Beers, but ~f r. R. English is. Thus the 
relations between the two (independent?) diamond groups 
are tolerably c1e:1r. None of the Wcrnher Beit directors 
sits on the Consolidated Golullclds directorate, but Mr. 
l\1aguire, a director of this latter Company, sits on the 
directorate of the Chartered Company with Mrssrs. Deit 
and Sir L. L. Michell, both of De Beers. The connection 
with the Farrar group is equally plain: Sir G. Farrar sitting 
on the directorate of the important H. F. Company, while 
Mr. S. H. Farrar sits on the London Committee of that 
Company with Mr. Deit and Mr. S. Neumann. On the 
E. Rand Proprietary Mines Sir G. Farrar and !\Ir. S. H. 
Farrar sit with 1\1r. L. Phillips of \Vernher Beit and Mr. 
F. Drake of the Rand Mines. On the directorate of the 
Albu group (W. Rand Consolidated Mines) 'l\1essrs. C. S, 
Goldmann and 1\. Reyersbach sit with the Albus; the 
former sitting with 1\1r. Phillips, S. Coldmann, and the 
Farrars on the E. Rand Proprietary :i\lines; the latter a 
director of the Premier I )bmond Company. C. Meyer of 
De Beers is a director of (:oltt: & Co., while S. B. Joel 
of De Beers is a mem her of the firm of Hamato Drothers 
(merchants). 

Following these illustrative lines of connection we call 
perceive the close union of management iJetween all the 
chief gold groups, and between gold anti diamonds and the 
speculative finance of the Chartered COlllpany, while the 
railroads, banks, collieries) tcle~raphs, exploration COI11-

panics, and newspapers :l!"e <;('('11 to he appendages of this 
central cluster. 

The small inner ring of South ArriGlll finance may be 
thus indicated from the directoratp of the five most repr~'
sentati,'e comp:llli('s: 

Heit, A .... 
Jameson, L S. 
.\bguire, R. 
Michell, Sir L. 
Neumann, S. 
Wernher ... 

i 

I 
1.. 1 

I ---- ~-.~~---.-'--~--
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To these we may add the names of Mr. F. Eckstein, LOld 
Harris, and perhaps Sir G. Farrar, chairmen respectively of 
several of the most important companies. 

It would be safe to say that this tiny group of men hold 
in their control the financial, the industrial, and the political 
destinies of South Africa. Every important interest is 
directly managed by these men 3l1d their close business 
associates. All, \vith the exception of Lord Harris and 
r-.1r. Maguire Jof the Goldfields), and Sir G. Farrar, are 
De Beers and Wernher Beit men. It will be seen by 
reference to the earlier table that this same small group 
directly control banks, railways, telegraphs, coal mines, and 
through the finance or trust companies ,yhich they direct 
;He able to control l11:lny other companies. Most of the 
strongest Press is also in their hands. The following rough 
diagram correctly delineates the situation '-

~ '=) 

8 
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CHAPTER Xr. 

MACHINERY AND INDUSTRIAL DEPRESSION. 

lite external pltenomeua of Trade Dejn'ss/oll. 
Correctly described as Under-product/oil (Iud Oc:,''-' 

production. 
Testimony to a genera! excess oj Producli'L'f POit'O" OZh'P 

lite requiremmt/(iT Consumption. 
TI,e COlllJecl/on of madcrn .AJachille-prodltclioJl ilJ1d 

Depressioll Sl101£I1l by statislics of price. 
Changing jorms in wliich O'lNr-supply oj Cal//(l/ is 

embodied. 
SU1Jlmary oj economic relation oj Jlfac/tincr)' to De-

pression. 
Under-collsumption as the roo/-e'l'fi 
Economic analysis oj "Saving." 
Saving requires ino'eased COlIS" ",plion in the /1I/1Irl'. 
Quantitalive relation 0/ paris /1/ the oJXlTnisJI1 rf 

Industry. 
Quantitative rela/ion of CapitaillJld CONsumption. 
Economic It"mils of S!l7.'iJl,f; fur a C))"J)/UJll·t)'. 

No limits 10 the possibility of iud/i.'idual Sm'/ng-- CZtsl; 
of indi'viilllll! ant! SO{/(l! interests III SIIZ.'/"g. 

O!:jection that t',w{'ss ill forms of Ca/,illl/1tJou/d dr/i'!! 
illterest to zer{! nol z'a/id, 

Excess is ill emlwl/menls of Clf/tal, )Jol in real Cal//al. 
Uncolltrolled A/t7e1u'nfl)' if SOli Nt' (If jlll{/lId/iON, 

§ I. The leading symplnlll of the di;;eJ.~c called [kr'rt':'i ... i(ll\ 

of Trade is a general fall uf \\'hok~ale prices, aC('()iIll',lIlil'(\ 
by a less than corresponding fall of retail prices. \\'Iutcn'r 
may be the l1ltimate causes of a trade dt:PI'C"'iIOIl, tlw direct 
and immediate cause of every fall of pr:('c must be a failure 

18 



TilE EVOLUTION OF 

of demand to keep pace with supply at the earlier price. 
So long as those who have goods to sell can sell all these 
goods at the price they have been getting, they will not 
lower the price. The direct efficient cause then of any fall of 
price is an actual condition of over-supply at earlier prices. 
A yery small gUGntity of over-supply will bri'1g down price,> 
in a business, or in a whole mnket, provided the competi
tion between the businesses is keen. \\'here slich a fall 
of prices quickly stimulates demand so that the over-supply 
is carried off and the rate of demand is equated to the rate 
of supply at the lower price level, the condition is com
monl), described as a "tendency to over-supply." But 
it is important to bear in mind that in strictness it was 
110t a "tendency" but an actually existing quantity of over
supply which brought down the price. 

Where any fall of price thus brought about quickly 
stimulates a corresponding increase of demand, stability 
of prices follows, and there will be a full, healthy production 
at t he lower prices. 

The mere fact then that prices are generally lower thall 
they were five or ten years ago is no evidence of depressed 
trade. Depressed trade signifIes not merely low prices but 
rebxed production: more has been produced than can be 
sold at the lowest profitable prices,and markets are congested 
with stock, but less is being prod:Jced than could be produced 
with existing means of production. The fact which faces 
us in a period of depression is an apparent excess of 
productive power. If this excess were of labour alone 
it might be explained with some plausibility as due to 
the displacement of I:1bour by machinery. For it has 
beell admitted th<1t the first and immediate effect of 
introducing bbour·saying or bbour-aiding machines may 
be a diminutioll in the dem~ll1d for labour, even whe1l 
the I:1bour of nl:1king and repairing the machines and of 
distributing the increased product which finds a sale is 
taken into consideration. The simultaneous application 
of a number of new forms of machinery attended by 
other general economics in the organisation of industry 
might seem to expbin why for a time there should be a 
general redundanc), of bbour in all or most of the chief 
industries of a country. Such an over·supply of labour 
would resuit from the :lccumu!;lted action of " first effects." 
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'Vhen the cheapening influences of machinery had time 
to exercise their full natural influence in stimulating con
sumption the labour temporarily displaced would be again 
fully utilised; for the moment, past labour saved and stored 
in forms of fixed capital would do a great deal of the work 
which would otherwise be done by present living labour. 
But such an explanation is wholly negatived by the fact 
that in a depressed condition of trade there is an excess 
of forms of capital as well as of labour. There exist:; 
simultaneously a redundancy of both he tors in production. 
Labourers are out of work or are in irregular employment, 
mills and factories are closed or working short time, the 
output of coal and metals is reduced, and yet ,yith this 
relaxed production the markets are glutted with unsold 
goods unable to find purchasers at a price which will yield 
a minimum profit to their owners. To this must be added, 
in the case of tbe extractive industries, agriculture, mining, 
etc., the exclusion from productive use of land which had 
formerly found a profitable employment. 

§ 2. To this condition of industry the antithetical terms, 
over-production and under-production, may be both correctly 
applied, according as one regards production as a state or 
as a process. The state of trade in a depression is one 
of over-production-the industrial body is congested with 
goods which are not drawn out for consumption fast enough. 
This plethora debilitates the industrial body, its function:ll 
activities are weakened. The slackness of trade thus 
induced is rightly described as under-production. 

It is commonly said by English writers upon economics 
that the state of over-production, the redundancy of capital 
and labour, though found in one or two or se"er:ll trades at 
the same time, cannot he of general application. If too 
much capital and labour is engaged in olle industry there is, 
they argue, too little in another, there C:lnnot he at the sam!.! 
time a general state of over-production. r\ow if by general 
over-production is meant not that eycry single industry is 
supplied with an excess of capital, but that there exists a 
net over-supply) t~king into account the plethora in some 
trades and the defIciellcy in others, this assertion of English 
economists is not in accordance with ascertained facts or 
with the authority of economists outside of England. 

§ 3. If a d~prcssion of trade signified a mis:ipplieation of 
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capital and labour, so that too much was applied in some 
industries, too little in others, there would be a rise of 
prices in as many cases as there was a f-all of prices, and the 
admitted symptom of depression, the simultaneous fall of 
price in all or nearly all the staple industries, would not 
occur. The most careful students of the phenomena or 
depressed trade agree in describing the condition as one of 
general or net excess of the forms of capital. They are 
also agreed in regarding the enormous growth of modern 
machinery as the embodiment of a general excess of pro
ducing power over that required to maintain current coo
sumption~ 

Lord Pbyfair, writing on this subject in 1883, says, "It 
matter:> not whether the countries were devastated by war 
or remained in the enjoyment of peace; whether they were 
isolated by barriers of Protection or conducted these 
industries under Free Trade j whether they abounded in 
the raw materials of industry or had to import them from 
other lands j under nIl these varying conditions the machine
using countries of the world have felt the fifteen years of 
depression in the same way, though with varying degrees of . 
intensity." His conclusion is "that the improvements of 
machinery used in production have increased the supply of 
commodities beyond the immediate demands of the world"l 
In support of this position he adduces the authority of con
tinental writers such as Dr. A. von Studnitz, Piermez, Jules 
Duckerts, Laveleye, Trasenster, Annecke, and Engel. In 
the United States, Carroll 'Yright, David \Vells, and Atkinson 
nrc foremost in upholding this to be the explanation of 
depression of trade. :t>.lr. Carroll D. \Vright, Commissioner 
of Labour at 'Vashington, is emphatic in his assertion of 
the fact. n So far as the factories and the operatives of the 
countries concerned are to be taken into consideration 
(England, the United States, France, Belgium, Germany), 
there does exist a positive and emphatic over-production, 
and this over-production could not exist without the intro
duction of power-machinery at a rate greater than tbe 
consuming power of the nations im'olved, and of those 
dependent upon them, demand.: in other words, the over
production of power-machinery logically results in the oyer-

J C(jil:~''''I'0r/Jr)' Nwir":.IJ, March ISS:':. 
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production of goods made with the .aid of such machinery, 
and this represents the condition of those countries depend
ing largely upon mechanical industries for their prosperity,"I 
The Reports of the English II Commission on the Depres
sion of Trade and Industry II make similar admissions of an 
excess of producing power as distinct from a mere miscal
culation in the application of capital and labour. The 
Ivlajority Report, defining II over-production J) as H the pro
duction of commodities, or even the existence of a capacity 
for production at a time when the demand is not sufficiently 
brisk to maintain a remunerative price to the producer," 
affirms "that such an over-production has been one of the 
prominent features of the course of trade during recent 
years, and that the depression under which we are now 
suffering may be partially explained by this fact. "2 

The Minority Report lays still stronger stress upon 
"systematic over-production," alleging" that the demand 
for commodities does lIot increase at the same rate as 
formerly, and that our capacity for production is consc-_ 
quently in excess of our home and export demand, and 
could, moreover, be considerably increased at short noticc 
by the fuller emphlYnlt!nt of labour and appliances now 
partially idle."3 Brentano speaks of German K:utels as 
"providing a parachute to CI1:11Jic the victims of oyer
production to get safely dowlI to a soliu basis." 

The most abundant information r~garding the excess of 
the machin~ry of production in the sc,·eral branches of 
industry has been given by ~Ir. D. A. \\'ells, who regards 
machinery as the direct cause of depressed trade, operating 
ill three ways~(I) increased capacity of production, (:!) 
improved methods of distributioll, (3) the opening urI of 
oe\ ... abundant supplies of raw material. Thus production 
grows f!Ister than consumption. "in this way only is it 
possible to account for tbe circumstances that the supply of 
the great articles and instrumentalities of the world's use 
and commerce have increased during the last twelye or 
fIfteen years in a far greater ratio thall the contemporaneous 
increase of the world's population or of its immediate COIl

suming capacity."" 
The earlier in\·entions in the textile industries, and the 

general J.pplicatioll of stearn to n13llubcture 3nd to the trans-

1 Reior/ vii Illdus/rilll DepnHivlls, \Va<,llington, 1886. 
2 Report, pars. 61-66, S I\.c)Jvrt, \',1(, lu6. 
~ CVllltmtorary Ra'icw, July ISS7. 
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port services, have played the most dramatic part in the in· 
dustrial revolution of the last hundred years. But it should 
be borne in mind that it is far from being true that the great 
forces of invention have spent themseh'es, and that we have 
come to an era of small increments in the growth of pro
ductive power. On the contrary, within this last generation 
a number of discoveries have taken place in almost all the 
chief industrial arts, in the opening up of new supplies of 
raw material, and in the improvement of industrial organisa
tioll, which have registered enormous advances of pro
ductive power, In the United States, where the advance 
has been most marked, it is estimated that in the fifteen or 
twenty years preceding 1886 the gain of machinery, as 
llleasured by "displacement of the muscular labour," 
amounts to mort than one-third, taking the aggregate of 
manufactures into account. In many manufactures the 
introduction of stcam-drivcn machinery and the factory 
system bclongs to this generation. The substitution of 
machinery for hand labour in boot-making signifies a gain 
of 80 per cent. for somc classes of goods, 50 per cent. for 
others. In the silk manufacture there has been a gain of 
50 per cent., in furniture some 30 per cent., while in many 
minor processes, such as wood-planing, tin cans, wall· 
lJape(s, soap, patent leather, etc., the improvement of 
mech::mical productiveness per labourer is measured as a 
rise of from 50 to 300 per cent. or more. The gain is, 
however, by no means confined to an extension of "power" 
into processes formerly performed by human muscle and 
skill. Still more significant is the increased mechanical 
efticienc), in tbe foundational industries. In the manu
facture of agricultural implements the increase is put 
down at from 50 to 70 per cent., in the manufacture of 
machines and machinery from 25 to 40 per cent., while" in 
the production of met3l3 and metallic goods long-estab
lished firms testify that machinery has decreased manual 
labour 337,{ per cenL" The increase in tha productive 
power of cotton mills is [;u greater than this. From 1870 
to !884 the make of pig-iron rose 13I per cent. in Great 
Britain and 237 per cent. in the rest of the world. l 

II In 
building vessels an approximate idea of the relative labour 
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displacement is given as 4 or 5 to I~that is, four or five 
times the amount of labour can be performed to-d:1Y by 
the use of machinery in a given time that could be done 
under old hand methods."l 

In England the rise in productiveness of machinery is 
roughly estimated at 40 per cent. in the period 1850 to 
1885, and there is no reason to suppose this is an excessi\"e 
estimate. In the shipping industry, where more exact 
statistics are avail::tble, the advance is even greater. The 
diminution of manual labour required to do a given quantity 
of work in 188+ as compared with 1870 is put down at no 
less than 70 per cent., owing in large measure to the 
introduction and increased application of steam-hoisting 
machines and grain elevators, and the employment of 
steam power in steering, raising the sails and anchors, 
pumping, and discharging cargol's.2 In the construction of 
ships enormous economies have taken place. A ship which 
in 1883 cost £24,000 can now be built for '£14,000. In 
the working of vessels the economy of fuel, due to the 
introduction of compound-engines, has been "ery large. 
A ton of wheat can now be hauled by sea at less than a 
farthing per mile. Similarly with land haulage the economy 
of fuel has made immense reductions in cost. "In an 
experiment lately made on the London and North \\'estern 
Railway, a compound locomotive dragged a ton of goods 
for one mile by the combustion of two ounces of coal. "3 

The quickening of voyages by steam motor, and by the 
abandonment of the old Capc route in favour of thc SlICL 

Canal, enormously facilitated commerce. The last arrange
ment is calculated to have practically destroyed a tonnage 
of two millions. The still greater facilitation of intelligence 
by electricity did away with the vast system of ware
housing required by the conditions of former commerce. 
These economies of the foundational transport industries 
have deeply affected the whole commerce and manufacture 
of the country, and ha\-c played no inconsiderable part in 

I R,porl if thr: Comm/sS/orur of Labour, \Vashillgton, 10S6, rr. So 
to 83. 

2 D. A. \\'ells, COII!<'m/,orury R<'Z,{(w, Aug-ust ISS7, 
S Lord Playfair, in the COlllemiora,y Rt'vi(w, ;\larch IS33, gives :t 

number of interesting illustrations of recent economitoS il1 tral1sport an,l 
manufacture. 
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bringing about the general fall of prices by lowering the 
expenses of production and stimulating an increased output. 

Excessive production of transport-machinery, especially or 
r:tilways, has played an important part as an immediate 
cause of modern trade depression. The depression begin
ning in 1873 and culminating in 1878 is described as having 
its origin 1\ in the excessi\'C lock-up of capital in the can· 
struction of railways, especially in America and Germany, 
many of which, when built, had neither population to use 
them nnr traffic to carry; in the wild speculation that 
followed the German assertion of supremacy on the Con
tinent; in the exaggerated armaments, which withdrew an 
inordinate amount of labour from productive industry, and 
o\-cr-weighed the taxpayers of the great European nations j 
and in ovcr-production in the principal trades in all 
European countries."} 

:'dr. Bowley points out that "after each ot the great 
railway booms of the century, for instance in England 
about 1847, in i\merica before 1857 and 1873, in India 
in 1878, and on the Continent in 1873, the collapse has 
been very violent; for the materials are Lought at exag
;.;erated prices; the weekly wage during construction is 
enormous j no rdurn is obtained till the whole scheme, 
whosc carrying out probably lasts many years, is complete." 

.-\ great deal of this railway enterprise meant over
prouuction of forms of transport-capital and a correspond
ing withholding of current consumption. In other words, 
fI large part of the "savings II of England, Germany, 
.\mc:riGl, etc., invested in these new railways, were steril
ised j they were not economically needed to assist in the 
work of transport, and many of them remain almost use
less, as the quoted value of the shares testifies. It is not 
true, as is sometimes suggested, that after a great effort 
in setting on foot such gigantic .enterprises, a collapse is 
economically necessary. 1f the large incomes and high 
wages earned in the period prior to 1873, when capital 
and labour found full employment in these great enterprises, 
had been fully applied in increased demand for commodities 
and an elevated standarJ of consumption, much of the new 

1 S'ali.'!, 1 Si9, qll"tC'!] Bowler, EJI,<,',:m'/'J ForC1~Y'J T,-a,{( in th~ 
'\'{lIt'ftf'/!:11 Calflay, p. So, 
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machinery of transport, which long stood useless, would 
have been required to assist in forwarding goods to maintain 
the raised standard of consumption. This argument, of 
course, assumes that ignorance or fraud have not caused 
a misdirection of investment. There is no evidence to 
indicate that the vast sums invested in 1869-72 in railway 
enterprise could have found any safer or more remunerative 
investment. It is the overflow of "savings," after all capital 
economically needed to carryon the work of production 
to supply steady current wants has been secured, that flows 
into the hands of speculative company-promoters. Such 
savings ~re not diverted from safe and useful forms of 
investment, they are "savings" which ought never to have 
been attempted, for they have no economic justification in 
the needs of commerce, as is proved by results. 

§ 4. The direct causal connection between the increased 
productive power of modern machinery and trade depres
sion clearly emerges from a comparison of the fluctuations 
in the several departments of industry in different industrial 
countries. As modern machinery and modern methods of 
commerce are more highly developed and are applied more 
generally, trade fluctuations are deeper and morc lasting. A 
comparison between more backward countries largely en
gaged in raising food and raw materials of manufacture for 
the great ma.nufacturing countries is somdimes adduced in 
support of the contention that highly-evoh-cd industry is 
steadier. But though Mr. Giffen is undoubtedly correct in 
holding that depressions are oftcn worse in countries pro
ducing raw materials tha.n in manufacturing countries,l this 
is only true of raw-material producing countries which 
produce for export, and which are therefore dependent for 
their trade upon fluctuations in demand for commodities ill 
distant markets whose movements they are least able to 
calculate or control. Irregularity of ,climate, disease, and 
other natural causes must bc a constant source of fluctua
tion in the productivity of agriculture. But those nOll

manufacturing countries which are little dependent upon 
commerce with manufacturing nations, and whieh are chiefly 
self-supporting, will of necessity retain a brger variety of 
al?;riculture and of other primitive industries, and will there-

1 EHrl)'S ill Final/.'c, vul. i. p. [37, dc. 
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fore be less at the mercy of some climatic or other injury' 
than a country more specialised in some single crop or 
other industry. The specialisation impressed upon a back
ward country by commerce with advanced industrial 
countries, confining it to growing cotton or wheat or 
sheep or wine, exaggerates the irregularity imposed by nature 
upon its productivity, by making it subservient to the fluctu
a ting demands of distant and wholly incalculable markets. 
The fluctuations brought about by irregular consumption 
and uncontrolled production in highly-evolved industrial 
countries arc thus reflected with terrible force upon the 
more primitiyely-ordered parts of the indust~ial world. 
Thus does the character of modern machine-industry 
imprcss itself on the countries which feed it with raw 
materials. 

If we turn to investigate the several departments of 
industry in the more highly-evolved communities, where 
::;tatistics rieid more accurate information, we have most 
distinct eyidcnce that so far as the world-market is con
cerned, thc fluctuations are far more extreme in the 
industries to which machine-production and high organisa. 
tion have been applied. An investigation of chnnges 
of wholesale prices indicates that the most rapid and 
extreme fluctuations are found in the prices of textile and 
mineral materials which form the foundation of our leading 
manufactures. A comparison of the price changes of food 
as a whole, and of corn prices with textiles and minerals, 
shows that especially during the last thirty years the 
Hllctuations of the bttcr hayc been much more rapid and 
pronounced. (See following diagrams.) 

§ 5. It ought to be clearly understood that the real con· 
ht'stiOll with \\'bich we are concerned, the over-supply, does 
110t chiefly consist of goods in their raw or finished state 
passing through the machine on their way to the consumer. 
The economic diagnosis is sometimes confused upon this 
point, speaking of the increased productive power of 
machin0ry as if it continued to pour forth an unchecked 
nood of goods in excess of possible consumption. This 
shows a deep misunderstanding of the malady. Only in its 
early stages docs it take this form. When in any trade the 
producing power of machinery is in excess of the demand 
at a rcmunerati\"e price, the series of processes through 
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which the raw material passes on its way to the consumer 
soon become congested with an over-supply. This, how
ever, need not be very large, nor does it long continue to 

. grow. So long as the production of these excessive wares 
continues, though we have a growing glut of them, th~ 
worst features of industrial disease do not appear; profits 
are low, perhaps business is carried on at a loss, but 
factories, workshops, mines, railways, etc., are in active 
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operation; wages may be reduced, but there is plenty of 
employment. It is when this congestion of goods has 
clogged the wheels of the industrial machine, retarded the 
rate of production, when the weaker manufacturers can no 
longer get credit at the bank, can no longer meet their 
cng:)f-;l'ments, and collapse, when the stronger firms arc 
furced to close soml...: of their mills, to shut down the less 
productive mines, to \vork short hours, to economise in 
cn;ry form of laLuur, that depression of trade assumes its 
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more enduring and injurious shape. The condition now is 
not that of an increasing glut of goods; the existing glut 
continues to block the 3senues of commerce and to check 
further produdion, but it does not represent the real 
burden of over-supply. The true excess now shows itself 
ih the shape of idle machinery, closed factories, un worked 
mines, unused ships and raihvay trucks. It is the auxiliary 
capital that represents the bulk of over-supply, and whose 
idleness signifies the enforced unemployment of large 
masses of labour. It is machinery, made and designed to 
increase the flow of productive goods, that has multiplied 
too fast for the growth of consumption. This machinery 
does not continue in full use, J. large proportion of it is not 
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required to assist in proUULillg tile quantlty uf COI1SUllll'ti\·~ 
goods which can find a market, and must of necessity stand 
idle; it represents a quantity of useless forms of capital, 
over-supply, and its unused productivc powcr represents 
an incomparably larger amount (If potential oyer-supply of 
goods. Economic forces arc at work preycnting lhe con
tinuation of the use of this excessive machinery; if it were 
used in defiance of these forces, if its owners could afford to 
keep it working, therc \\"oulcl be no market for the goods 
it would turn out, and these too would swdl the nuss of 
over-supply. 

§ 6. The general relation of modern ~rachinery to Com
mercial Depression is found to he as follows :-Impro\"ed 
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machinery of manufacture and transport enables larger and 
larger quantities of raw material to pass more quickly and 
more cheaply through the several processes of production. 
Consumers do not. in fact, increase their consumption as 
quickly and to an equal extent. Hence the onward flow or· 
productive goods is checked in one or more of the manu-
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facturing stages, or in the hands of the merchant, or even ill 
the retail shop. This congestion of the channels of produc
tion automatically checks production, depriving of all use 
a large qU:1.ntity of the machinery, and a large quantity of 
lahom. The general fall of 1l1011l'Y income which has 
nt."Cl"SS3rily rullowcd rrom a fall or jlric~s, ut1c(lmpens:ltt'd by 
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a corresponding e\p:1nsiol1 or slit's, induces :l shrillb.!:'f" of 
consumpliun. Under depressed trade, while the markets 
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continue to be glutted with unsold goods, only S0 much 
current production is maintained as will correspond to the 
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shrunk consumption of the depressed community. Before 
the turn in the commercial tide, current production even 
falls below the level of current consumption, thus allowing 
for the gradual passage into consumption of the glut of 
goods which had congested the machine. After the con
gestion which had kept prices low is removed, prices begin 
to rise, demand is more active at each point of industry, 
and we see the usual symptoms of reviving trade. 

This is an accurate account of the larger phenomena 
visible in the commercial world in a period of disturbance. 
When the disease is at its worst, the activity of producer and 
consumer at its lowest, we have the functional condition of 
\lnder-production due to the pressure of a quantity of over
supply, and we have a corresponding state of under-consump
tion. 

~ 7. Machinery thus figures as the efficient cause of 
industrial disease, but the real responsibility docs not rest 
on the shoulders of the inventor of new machinery, or of 
the manufacturer, but of the consumer. 

The root-evil of depressed trade is, under-consumption. 
If a quantity of capital and labour is standing idle at the 
same time, in all or in the generality of trades, the only 
possible reason .why they remain unemployed is that there 
is no present demand for the goods which by co·operation 
they are able to produce. 

English economists, most of whom, ever since the time 
of J. B. Say, bave denied the possibility of the condition of 
general over-supply which is seen to exist in depressed trade, 
are contented to assume that there can be no general over
supply because everyone who produces creates a correspond
ing power to consume. There cannot, it is maintained, be 
too much machinery or too much of any form of capital 
provided there exists labour to act with it j if this machinery, 
described as excessin:\ is set working, some one will haVE; 
the power to consume whatever is produced, and since we 
know that human wants are insatiable, too much cannot be 
produced. This crude and superficial treatment, which 
found ,vide currency from the pages of Adam Smith and 
McCulloch, h::lS been swallowed by later English economists, 
unfortunately without inquiring whether it was consisteHt 
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with industrial facts. Since all commerce is ultimatdy 
resolvable into exchange or commodities for commodities, 
it is obvious that every increase of production signifies a 
corresponding increase of power to consume. Since there 
exists in every society a host of unsatisfied wants, it is equally 
certai·n that there exists a desire to consume everything that 
can be produced. But the fallacy involved in the supposi
tion that over-supply is impossible consists in assuming that 
the power to consume and the desire to consume necessarily 
co-exist in the same persons. 

In the case of a glut of cotton goods due to an in
creased application of nuchinery, the spinners and manu
facturers have the power to consume what is produced, ;vhile 
a mass of starving, ill-clad beings in Russia, East London 
-eyen in l\Janchester~may have the desire to consume 
these goods. But since these latter arc not owners of any
thing which the spinners and manufacturers ;vish to consume 
or to possess, the exchange of comrnoditie~ for commodities 
cannot take place. But, it will be said, if the Lancashire 
producers desire to consume anything at all, those who pro
duce such articles of desire will have the power, and 
possibly the desire, to consume more cotton goods, or at any 
rate the desire to consume something produced by other 
people who will have both power and desire to consume 
cotton goods. Thus, it will be said, the roundabout exchange 
of commodities for commodities must be brought about. 
And this answer is valid, on th~ assumption that th(~ 
Lancashire producers desire to consume an equivalent (jf 
the goods they produce. ]~llt k:t us suppose they do not 
desire to do so. The reply that since human wants an: 
insatiable everyone with power to consume must ban; 
desire to consume, is inadequate. fn order to be operatin_~ 
in the steady maintenance of industry the desire to COnsUlllC 

mnst be a desire to consume JlOlf', to consume continuoll"';]\", 
and to consume to an extent corresponding with the po\\·:r 
to consume. 

Let us take the Lancashire trade as a test caSe. Evid"llth·, 
there could be no superfluoLls capital and bllOIH in r .alle:l" 
shire trade if the cotton·spinners, manufacturers :1nd til,:ir 
operatives, increased their own consumption of cottnll 
goods to correspond with every increase of output. 

But if they do not do this. they can only make gO(ld 

I ~ 
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and maintain their capital and labour in employment by 
persuading others to increase their consumption of cotton 
g:oods. How can they do this? If, instead of desiring 
to consume more cotton goods, the Lancashire employers 
and operatives desire to consume, and do actually consume, 
more hardware, houses, wine, etc., then the increased 
consumption of t]lcse things, raising their prices and so 
stimulating th~ir production, and distributing a larger 
purchasing-power among the capitalists and operatives 
engaged in producing the said hardware, houses, wine, etc., 
will enable the latter to consume more cotton goods, and 
if these desire to do so, their effective demand will maintain 
the new capital and labour employeu in Lancashire trade. 

Rut if, instead of taking this course, the Lancashire 
capitalists and operatives want not to consume either cotton 
or ,:ll1ything else, but simply to !a'i'e and put up more mills 
and prepare more rarn and cloth, they will soon find they 
are attempting the impossible. Their new capital, and the 
fresh labour conjoined with it, can only be employed on 
condition that they or others shall increase their con
snmption of cotton goods. They themselves e.:'; h)'Pothesi 
\Yill not do so, and if the capitalists and operatives engaged 
in setting up the new colton-mills, etc., will consent to do 
so, this only postpones the difficulty, unless we suppose a con
tinuous erection of new mills, and a continuous application 
on the part of those who construct these mills of the whole of 
their profits and wages in dcm:mding more cotton goods
a reductio ad absurdum. In short, cotton capitalists and 
operatives can only effect this saving and provide this 
increasen employment of capital and bbour on condition 
that either those engaged in erecting and working the new 
mills shall spend all tlleir income in demanding cotton 
goods, or that other persons shall diminish the proportion 
of their incomes which hitherto_they ha\'e saved, and shall 
apply this income in increased demand for cotton goods. 

N ow if the same motives which induce Lancashire 
capitalists and workers to refuse to increase their present 
consumption tar/ passu \\"ith the rate of production are 
generally opcrati\'e, it will appear that capital and labour 
lie idle because those \\"ho ;lre able to consume what the\' 
('()uld produce arc not willin~ to consume, but desire to 
po:,tponc consumption-z".e.) to san.:. 
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§ 8. The process of "Saving" has receIved t but scant 
attention from economic writers. Jevons appears to have 
held that superfluous food and other necessary consumptive 
goods, in whosoever hands they were, constituted the only 
true fund of capital in a community at any given time. 
Siclgwick also holds that all "Savings '. are in the first in· 
stance Ie food." That this is !lot the case will appear frolll 
the following example :-A self-sufficing man produces 
daily for his daily consumption a quantity of food, etc., 
denoted by the figure 10. 5 of this is necessary and 5 
superfluous consumption. This man, working with primi
tive tools, discovers an implement which will greatly 
facilitate his production, but will cost 4 days' lauour to 
make. Three alternatives are open to him. He may 
spend half his working day in producing the strictly 
necessary part of his previous consumption, 5, and devote 
the other half to making the new implement, which will be 
finished in 8 days. Or he may increase the duration of his 
working day by one quarter, giving the extra time to til(' 
making of his new implement, which will he finished in I () 

days. Or lastly, he may continue to produce consulllpti\'(~ 
goods as before, but only consume half of them, preserving 
the other half for 8 days, until he has a fund which will suffice 
to keep him for 4 continuous clays, which he will devote to 
making the new implement. If he adopts the first alter
native, he simply changes the character of his production, 
producing in part of his working day future goods instead 
of present consumptive goods. In the second he creates 
future goods by extra labour. In the third ('ase only docs 
the" saving" or new H capital" take as its first shape food. 
In the same way a community seeking to introduce a morL' 
"roundabout)J method of productioll requiring flew plant, 
or seeking to place in the field of industry a new st.~rics of 
pr:oductive processes to satisfy some new want, may achic\'(' 
their object by "saving" food, etc., or by cil:lllging for 
awhile the character of their productioll, or by extra 
labour. Thus new Glpit.1l, whether from the individual or 
the. community poi1lt of view, m:1)' take either "food" or 
any other material form as its flrst shape. 

Since" savings" need not take the sh:1pc of food or 
any article capablv of illlllll·diate consulllption, Adam 
Smith and J. S :-..1 ill are c!o.:arly wrong when tht.:}· urgl~ 
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in terms almost identicaP that what is saved is necessarily 
consumed, amI consumed as quickly as that which is spent. 
The antithesis of saving and spending shows these writers, 
and the bulk of English economists who follow them, are 
misled, because they regard" saving" as doing something 
with money, and do not sufficiently go behind the financial 
aspect of putting money into a bank, 

A closer analysis of saving yields the result that, except 
ill one of the simple cases taken in our example above, 
where "saving» implied withholding consumable goods 
from present consumption, every act of saving in a complex 
industrial society signifies making, or causing to be made, 
forms of capital which are essentially incapable of prescnt 
consumption-i.e., future or productive goods. 

Each member of an industrial community receives his 
money income as the market equivalent of value created 
in goods or services by the requisites of production, land, 
capital, labour which he owns. For every £1 paid as 
income all equivalent quantity of material or non-material 
wealth bas been already created. 

Let A be the owner of a requisite of production, receiving 
£500.1 year as income in weekly payments of £ 10, Before 
recci\'ing each £ 10 he has caused to come into existence 
an amount of wealth which, if material goods, mayor may 
not be still in existence; if services, has already been con
sumed. It is evident that A may each week consume £ 10 

worth of goods and services without affecting the general 
condition of public wealth. A, however, determines to 
consume only £5 worth of goods and services each week, 
and puts the other £5 into tbe hank. NO\y what becomes 
of the £5 worth of goods amI services which A might have 
consumed, 1mt refused to consume? Do they necessarily 
continue to exist so long as A is credited with the money 
which represents their" saving"; if so, in what form? In 
other words, what actually takes place in the world of com
merce when money income is s.'lid to he saved, what other 

1 " \\'hJ.t i~ ~nnu:llly s:l\'cli is:l~ rcgubrly consumed as what is annu· 
ally spent, and nearly in the same time too; but it j,; comumed by a 
ditfcrent ~,~t of people." (1,.,><11/1,0/ Nati.1/H, p. qqb, i\fcCu!loch.l 
"Every tIling which is produced is cunsumed; both what is sJ.yed and 
WliJ.l i~ :;:<id to be spent, and llle furmer quite as quickly a5 the latter." 
(Prill,i!,!"; oj f'<Jli"ti.a! E.OJlO"')', i:l.ok 1., chap. v., sec. 6.) 
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industrial facts stand behind the financial fact of A deposit 
ing part of his income in the bank as "savings"? 

To this question several answers arc possible. 
(I) B, a spendthrift owner of land or capital, wishing 

to live beyond his income, may borrow from the bank 
each £5 which A puts in, mortgaging his property. In 
this case B spends what A might have spent j B's property 
(former savings perhaps?) falls into A's hands. A hJ.s 
indi\-°idually effected a "saving" represented by tangible 
property, but as regards the community there is no saving 
at all, real or apparent. 

(2) C, a fraudulent promoter of companies, may by 
misrepresentation get hold or A's saved mone)" and Illay 
spend it for his own enjoyment, consuming the goods and 
services which A might have consumed, and giving to A 
"paper" stock which figures as A's "savings." Here A 
has individually effected no saving. 

From the point or view of the community there is no 
real saving (C has consumed instead or A), but so long 
as the "stock" has a market value there is an apparent 
saving. To this category belongs the" savings JJ effected if 
A lends his money to a government to be spent on war. 
From the standpoint or the community there is no saving 
(unless the ,var be supposed to yield an asset of wealth or 
security), but A's paper stoLk reprcscnts his individual 
saving. A's" saving" is exactly balanced by the spending 
of the community in its corporate capacity, A receiving a 
mortgage upon the property of the community.l 

(3) D and E, manuracturers or lradcrs, cllg.1gcd in pro
ducing luxuries which A used to buy with his £5 before 
he took to saving, finding their weekly" takings" dilliinished 
and being reduced to financial straits, borrow A's "savillgs" 
in order to continue their business operations, mortgag
ing their plant and stock to A. So long as, with the 
assistance of A's mOllcy, they are enabl-:-d to cOlltinue pro
ducing, what they produce is over-stlpply, not necded to 
supply current consumption, assuming the relation l)l:twccn 
spending and saving in tbe other members or the COlll

munity remains unaltered. Tbis over-supply is the material 

I An able analysis of the nature of "r,.1per sa\·ings" is founu in 
Mr. J. M. Robertson's Fallacy 0/ Savill:,,'. (Sonnenscht.:in.) 
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representative of A's" savings." So far as real capital is 
concerned there is no increase by A's act of saving, rather 
a decrease, for along with the net reduction in the consump
tion of luxuries on the part of the community due to A's 
action, there must he a fall in the "value" of the capital 
engaged in the various processes of producing luxuries, 
uncompensated by any other growth of values. But by 
A's "saving" new forms of capital exist which bear the 
appearance of capital, though in reality they are "over· 
supply." These empty forms represent A's saving. Of 
course A, with full knO\vJedge of the facts, would only 
lend to D and E up to the real value of their mortgaged 
capital. \Vhen this point was reached D and E could get 
no further advances, and their stock and plant would pass 
into A's hands. From the point of view of the community 
A's action has resulted in the creation of a number of 
material forms of capital which, so long as the existing 
relations between the community's production and con
sumption continue, stand as over-supply. 

(4) A may hand over his weekly £s to F on security. 
F by purchase obtains the goods which A refused to con
sume, and may use them (or their equivalent in other 
material forms) as capital for further production. If F can 
with this capital help to produce articles for which there is 
an increasing consumption, or articles which evoke and 
s3cisfy some new want, then A's action will have resulted in 
"saving" from the point of view of the community-i.e., 
there will be an increase of real capital; forms of capital 
which would otherwise have figured as bver-supply have the 
breath of economic life put into them by an increase in 
general consumption. No real difficulty arises from a doubt 
whether the goods and services which A renounced were 
capable of becomillg effecti,'c capital. The things he 
renounced were luxurious consumptive goods and services. 
But he could chan;,:;e them into effective capital in the 
following way:-Designing henceforth to consume only half 
his income, he would deliberately employ half the requisites 
of production which furnished his incume in putting extra 
plant, machinery, etc., into sonle trade. Whether he does 
this himself, 01 incites F to uo it, makes 110 difference; it 
will be done. 1n this way, by establishing new forms of 
u~dul capital, A can make goou his saving, assuming an 
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increase of general consumption. These are the four 
possible effects of A's sadng from the point of view of the 
community-

(I) Nil. 
(2) Bogus or IC paper " saving. 
(3) Over-supply of forms of capital. 
(4) Increase of real capital. 
I t appears then that eyery act which in a modern 

industrial society is "saving," from the standpoint of the 
community, and Jlot a mere transfer of "spending" from 
one person to another, consists in the production of a form 
of goods in its nature or position incapable of present 
consumption. 

This analysis of "saving" cOl1yicts J. S. :--'lill of a double 
error in saying, "E.verything which is produced is consumed; 
both what is saved and what is said to be spent; and the 
former quite as rapidly as the latter," In the first place, by 
showing that" saving," from the point of view of the com
munity, generally means producing something incapable of 
present consumption, it proves that even if what is "saved" 
is consumed, it is not consumed as quickly as what is spent. 
i\Iil1 seemed to think that what was" sa\'cd" was necessarily 
food, clothing, and so-called finished goods, becausc "saving" 
to him was not a process, hut a sin.sle negative act of 
refusing to buy. Because a man who has H saved" has 
command of an extra stock of food, etc.} which he may 
hand over to labourers as real wages, he seems to think that 
a community which saves will have its savings in this form. 
We see this is not the case. Even where in a primitive 
society extra food is the first form savings may take, it 
belongs to the act of s:wing that this food shall not be 
consumed so soon as it was available for consumption. 
In short, Mill's notion was that savings must necessarily 
mean a storing up of morc food, clothing, etc., which, 
after- all, is not stored, but is handed over to others 
to consume. He fails to perceive that a person \\'ho 
saves from the social as opposed to the individual 
point of view necessarily produces something which 
neither he nor any onc else consumes at orlCc~i.e., 
steam engines, picces of leather, shop goods, A" saying" 
which is mcrely a transfer of spending from A to H is 
obviously no saving from the poiut of v:('w of the com-
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munity to which both A and B belong. If A, who is said 
to save, pays wages to B, who makes a machine which 
would otherwise not have been made, when this machine is 
made something is saved, not before. 

Though Mill does not seem, in Bk. I. chap. v., to regard 
increased plant, machinery, etc., as "savings," but rather as 
something for which II sayings " may be exchanged,l the 
more usual economic view of "savings " ern bodies part of 
them in plant and raw material, etc., and considers the 
working up of these into finished goods as a Ii consumption." 
But though industrial usage speaks of cotton yarn, etc' J 

being consumed when it is worked up, the same language is 
not held regarding machinery, nor would any business man 
admit that his II capital II was consumed by the wear and 
tear of machinery, and was periodically replaced by 
<l saving." The wearing away of particular material embodi· 
ments of capital is automatically repaired by a process 
which is not saving in the industrial or the economic 
sense. No manufacturer regards the expenditure on main· 
tenance of existing plant as "saving" j what he puts into 
additional plant alone does he reckon" savings." It would 
be well for economists to clearly recognise that this busi
ness aspect of capital and saving is also the consistent 
scientific aspect. "Saving" will then be seen to apply 
exclusively to such increased production of plant and 
productive goods as will afterwards yield an increased crop 
of consumptive goods, provided the community is willing to 
consume them. "Saving" is postponed consumption-i.t'., 
the production of "future goods," plant, machinery, raw 
materials in their several stages, instead of commodities 
su:table for immediate consumption. 

~ 9. There are, in fact, two distinct motives which 
induce individuals to continue to produce, one is the 
desire to consume, the other the desire to save-i.e., to 
postpone consumption. It is true that the latter may be 
said also to involve a uesire to cOllsume the results of the 
savillgs at some indefinitely future time, but the motive of 
their production at present is a desire to reduce the quantity 
of the present consumption of the community, and to 
increase the quantity of postponed consumption. 

1 Chap. v. § S. 
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It is this considr.:ration which gives the answer to the 
single sentence of J. S, Mill, which has been sometimes 

,held to offer a complete refutation of the notion of an 
existing state of over-supply. II The error is in not per
ceiving that, though all who have an equivalent to give 
might be fully provided with every conceivable article which 
they desire, the fact that they go on adding to the produc
tion proves that this is not actually the case,"l Here the 
present desire to consume either what is produced or its 
equivalent is assumed to be the only motive which can lead 
an individual to produce, The fact that people go on pro
ducing is regarded as proof that they are not II full), provided 
with every conceivable article they desire." If this were 
true it would be a final and conclusive refutation of the 
idea of over-supply. But if saving means postponed con
sumption, and the desire to save, as well as the desire to 
consume, is a vera causa in production, then the fact of 
continued production affords no proof that such production 
must be required to suppl)' articles which are desired for 
consumption. Ultimately a belief that some one will 
consent to consume what is produced underlies the con
tinued production of (j a saving person," but, as we shall 
see presently, the belief of a competing producer that he 
can get a market for his goods, evcn when justiflcd by 
events, is no guarantee against excessive production in the 
whole trade. 

If, then, those who have the power to consume in the 
present desire to postpone their consumption they will 
refuse to demand consumptive goods, and will instead 
bring into existence an excess of productive goods, 

§ 10. The diagram all next page may serve IT'.Ore clearly 
to indicate the quantitative maladjustment f]~ Consuming 
and Saving which constitutes under-consumption, and 
exhibits itself in a plethora of machinery and productive 
goods. 

A, B, C, V, E represent the several stages through which 
tbe raw material ohtaincd from Nature passes on its way to 
the position of a consumer's utility. The live stag(,s re
present the nyC leading processes in production-tbe 
extractive process, transport. manufacture, wholesale and 

1 Uk. IlL, ellai" >.i\', § 3 
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retail trade. The raw materials extracted at A, the wheat, 
skins, iron, timber, cotton, etc., obtained from various 
quarters of the globe, are gathered together in large quan~. 
tities into places where they undergo various transformations 
of shape and character j tiley are then distributed by 
wholesale and retail merchants, who hand them over to 
persons \",ho consume them as bread, boots, kettles, 
r:hairs, shirts. The extractive, transport, manufacturing, 
and merchant st3g;es may of course be subdivided into many 

1I1ECHANl:'~1 OF J>RonUCTlON. 

Form.$, of CaPItal 

·.Aal~ f.~(':';"~i 
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complex processes, as applied to the history of the more 
elaborately-produced commodities. But at each point ill 
the process of production there must stand a quantity of 
plant and machInery designed to assist in moving the 
producti\'e goode:; a sin;le step further on the road towards 
consumption. This fixed c:lpital is denoted by the black 
circlcs placcu at tbc ]Joints .;:\, H, C, D, E. But each 
machine, or factory huilding, or warehouse is itself the 
ultimate product of a series of steps which constitute a 
P'-OCCS:;i :;iilllilar to thal dCllutcd by the: maill channel of 
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production. Consisting UJ raw material extracted from 
nature, the machinery and plant are built up by a number of 
productive stages, which corrcspund to A, 13, C, D, E, into 
the completed shapes of fixed capital, adjusted to the 
positions ,,,·here they can give the proper impulse to the 
main tide of production. Each productive stage in the 
production of plant or machinery requires the prescnce of 
other plant and machinery to assist its progress, Each of 
these secondary forms of fixed capital situate at a, h, c, d, e, 
has of course a similar history of its own. To represent the 
full complexity of the mechanism of industry thus suggested 
would be confusing and ,vould serve no purpose here. It is 
sufficient that we recognise that at each poillt A, B, C, D, E, 
and at each of the points a, b, c, d, f, upon the perpell
dicular lines, stands a quantity of forms of fixed capital 
which are gradually worn out in the work of forwarding 
quantities of A to B, and quantities of B to C, and so on. 
Now if we turn to the point F, where goods pass out of the 
productive machine into the hands of consumers, who 
destroy them by extracting their "utility or convenience," 
we shall find in this flow of goods out of the industrial 
machine the motive-force and regulator of the activity of the 
whole machine, 

Let us take an illustration from a single trade, the 
shoe trade, The number of boots and shoes purchased 
by consumers at retail shops and drawn out from the 
mechanism at the point F, determines the rate at which 
retailers demand and withdraw shoes from wholesale 
merchants, assuming for the sake of simplicity that all shop
keepers deal with manufacturers through the medium of 
merchant middlemen. If the number of sales effected in a 
given time by retailers increases, they increase their demand 
from the merchants, if it falls off they lower their demand. 
The 'quantity of goods which retailers will in normal can· 
ditions keep in stock will be regulated by the demand of 
COnSUrllers.l Thus the flow of shoes from n tr, E, and the 

1 The stock of a "mall rc!ailer will n(,I, however, in a.ll ca~es va.ry 
plu[)ortionately with the aggregate ~,des of all cb~~e~ of goods. A 
~mall !:thopkeeper, It) ldaill hi~ rll"toll\ and <',edit, i.; often required to 
keep a small stock of:\ l.ll;;t: variety of gouds not often in It'qucst. If 
he sells them rather more quickly, ht: ,loes not necc~saril)' incre.tse hi3 
stock in hand at any particular tilJ)L. 
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quantity of shoes ",'hich at any given time are at the point 
E, are determined by the demand of consumers-that is to 
say, by the quantity or pace of consumption. If, owing to 
miscalculation, ;1. larger number of shoes stands in the retail 
shops than is required to satisfy current consumption, or if 
the flow from D to E is faster than the outflow from E, 
this excess ranks as an over-supply of these forms of capital. 
Now just as the demand of consumers determines the 
number of shoes which stand at E and flow from D to E, so 
the demand of the retailer determines the number of shoes 
which at any time constitutes the stock of the merchants at 
D, and the size and number of the orders they give to the 
manufacturers at C. Similarly with the earlier processes of 
production; the flow of leather from the II tanners" and 
the quantity of leather kept in stock are likewise de· 
termined by the demand of the manufacturers; and the 
transport of hides and bark, and the demand for these 
materials of tanning, will be regulated by the demands of the 
tanners. So the quantity of stock at each of the points 
1\, B, C, D, E, and the rate of their progress from one point 
to the next, are dependent in each case upon the quantity 
demanded at the next stage. Hence it follows that the 
quantity of productive goods at any time in stock at each of 
the points in the production of shoes, and the quantity 
of productive work done and employment given at each 
point, are determined by the amount of cOl1sumption of 
shoes. If we knev,. the numuer of purchases of shoes 
made in any community by consumers in a given time, 
and also knew the condition of the industrial arts at 
the different points of production, we should be able to 
ascertain exactly hmv much stock and how much auxiliary 
capital was required at each point in the production 
of shoes. At any given time the flow of consumption 
indicated by F determines the quantity of stock and 
plant of every kind economically required at each point 
A, B, C, D, E. \\'hat applies to the shoe. trade applies 
to trade in gcnnal. Given the rate or quantity of consump
tion in the community, it is possible to determine exactly 
the rJuantity of stock and p1ant required under existing in
dustrial conditions to maintain this outflow of consumptive 
goods, and any stock or plant in excess of this amount 
figures as waste forms of capital or over-supply. F then is 
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the quantitative regulator of A, B, C, D, E.l Nor is the 
accuracy of this statement impaired by the speculative 
character of modern trade. Speculative merchants or 
manufacturers may set up business at D or C and prm-ide 
themselves with stock and machinery to start with, but 
unless they meet or create a growing demand of consumers 
their capital is waste, or else if they succeed in getting 
trade it is at the expense of other members of the trade, 
and their capital is made productive by Ilegativing the 
capital of other traders. 

§ I I. The truth here insisted 011, that an exact quantitative; 
relation exists between the amount of stock and plant, 
severally and collectively, required at the different points 
A, B, C, D, E, and that the amount economically serviceable 
at each point is determined by the quantity of current con
sumption, would seem self-evident. But though this has 
never been explicitly denied, the important results follow
ing from its recognition have been obscured and be
fogged by several conceptions and phrases relating to 
capital which have found acceptance among English 
economists. 

Chief and foremost among these errors is the framing 
of a definition of capital so as to exclude the clear separation 
of productive goods and machinery, the economic means, 
from consumptive goods, the economic end. So long as a 
definition of capital is taken which includes any con
sumptive goods whatsoever, two results follow. One is a 
hopeless confusion in the commercial mind, for in commerCe 
everything is capital which forms the stock or plant of a 
commercial firm, and nothing; is capital which does not 
form p.1rt of such stock or plant. Secondly, to include 
under capital the food in the possession of productive 

] It likewise determines the qu:wtityof p1:tllt and stock at 11, h, I,d down 
each of the perpendicular lines, for the deLllano at exh of (hese points 
in the production of pl::tnt and machinery is deriw:-d from the re!]uire
ments at the points A, B, C, D, E. The !low of ~oods therefore up these 
channels, though slower in its movement (since in the main channel 
only goods flow, whik fixed capital is ~ubject to the slower "wear 
and tear"), is equally determined hy and deril"e,l frum the consump
tion at F. The whole IlH,ti\·e·power nf the mechani~rn i~ genelater! 
nt F, and the tlrJw of money p:tid OI'er the retail couiller a~ it p.l--e~ 
in a rel'erse current Ir"ill F lo\\"ard~ .\, slljlplle~ lhe Iltce:>"_arY"_IIIHtllu5 
at each pomt, dli\"ill~ the ~ooll~ another ~tage in their juurney. 
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labourers or any other consumptive goods is an abandon· 
ment of the idea of consumption as the economic end and a 
substitution of production. 

If w~ follow Bohm·Bawerk and the Austrian economists 
in definitely refusing to include the consumptive goods of 
labourers as capital,l we get a conception of capital which 
is at once in accord:mce with the universal conception of 
commercial men, and which enables us to realise the vital 
relation between capital and consumption. \Ve now see 
Capital in the form of stock and plant at each point in the 
industrial m:1chine deriving its lise and value from its con
tribution to the end, Consumption, and dependent for its 
quantity upon the quantity of Consumption. \Ve have 
seen that a demand for commodities is the true and exact 
ueterminant of the qU;1ntity of capital at each industrial 
stage. It is therefore the determinant of the aggregate of 
wealth which can function as useful forms of capital in 
the industrial community at any given time. The aggregate 
of phnt :lOd stock which constitute the material forms of 
capital at the points A, n, C, D, E must in a properly adjusted 
state of industry have an eX:l.ct quantitative relation to the 
consumption indicated by F. If F increases, the quantity of 
forms of capital at A, B, C, D, E may severally and collectively 
increase; if F declines, the useful forms of capital at each 
point are diminished. Since we have seen that the sole 
object of saving from the social point of view is to place 
new forms of capital at one of the points A, B, C, D, E, it is 
evident that the amount of useful saving is limited by the 
rate of consumption, or flOancially, by the amount of" spend. 
ing." \Vhere tbere is an improvement in the general pro· 
ductive power of a community, only a certain proportion 
of that increased power can be economically applied to 
"saving"-l:e., to the increase of forms of capital; a due 
proportion must ~o to increased spending and a general 
rise in consumption. 

~ I z. This will h:udly be disputed, except by those who 
still follow ~1 ill in maint:1ining that the whole of the current 
production could be "saved," with the exception of what 
was required to support the efficiency of I.1bour, a doctrine 

, Bohtn-R\\\'erk, P()SititJ~ TheM,)' 0/ Cd/ita!, p. 67. See Appell(lix 
I" (or conflict of opinion among English economists. Cossa stigma! i~<,s 
tht:' IIlcl\\~i'dl of labnnrers' cOlls\\mpti\'e·good~ under capital as "ill" ot 
"those well ko()\vn Lln~\E'S of ll1i~('onCepli<>ll 1I"\lich have pro\"cr\,j;t1ly 
ntllicted Ellgli~h econul)ji~t~."' lIntro. to l'vliti<<ll 1:.:,-01 Will)", p. 360.) 
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to which even he could only give passing plausibility by 
admitting that the increased savings which resulted from an 
attempt to do this would take the shape of luxuries COI1-

sumed by the said labourers-that is to say, would not be 
"savings" at all, Ollt a transfer of II spending" from one 
class to another. 1 If capital be confined to commercial 
capital, and "s,).\"ing)/ to the establishment of the forms of 
such capital, no one will deny that the quantity of "saving" 
which can be effectually done by a community at an"y time 
depends upon the current rate of consumption, or that any 
temporary increase of sllch saving must be justified by a 
corresponding future increase in the proportion of spending.:? 

This will be generally admitted. But there are those 
who will still object that production just as much limits 
and determines consumption as consnmption does produc
tion, and who appear to hold that any increase in present 
saving, and the consequent increase of «'nlount of plant alld 
stock, have an economic pO\yl'r to force a corresponding rise 
of future consumption which sklll jllstify the saving. This 
they urge in the teeth of the fact that in a normal stJte 
of industry in machine-usin~ countries there exists more 
machinery and more labour than can fmd employment, and 
that only for a brief time in each decennial period can the 
whole productive power of modern machinery be fu!!y USed, 
notwithstanding the increasing hlood-lettin8 to which super
fluous saving is exposed by the machinations of bogu<i 
companies, in which the "saving" done by the dupes i~: 
balanced by the "spcnd~ng" of the sharps. Ignoring the 
fact that the alleged power of increasc:d sa\'il1~ to stimubt:: 
increased consumption is not operative, they still maintaill 
that there cannot be too ll1\lch "saying," because thl' 
tendency of modern industl)' is to make production more 
and more II roundabout" in its methods, and thus to pro
vide scope for an ever-increasing quantity of forms of 
capital. 

Under modern machinery we see a constant incrE::1se In 

1 Pn"luijles of ['a/iti,al E(01l01ll)" Ilk. T., chlp. V. § 3; sec abo 
Bk. IlL, chap. xi\'. § 3. 

2 II should be nottd that all in(rI.:.1~cd 1rl10llnt nf rnn~ullll,tj{)n 111 til<': 
t\lll11e docs not nt"c<':~"~1i1~' l"lIll"'n~:'l.k f"r a di~lurl)~\Il(T ,,1 the (Ul1c],t 
balance of saving and ~),crj,iiijb' Il,r afo 11I,>,<,,[(t-l t'-oJ!",.:ioJn oj jU:II'-,' 

m(ome will h:WE 1() loe ~).ltnt I!I 0!Jer to comp<:nsatc. 
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the number of direct and subordinate processes connected 
with the forwarding of any class of commodities to its COnI

pletion. A larger proportion of the productive labour and 
capital is employed, not upon the direct horizontal line, but 
upon the perpendicular lines which represent th~ making of 
subsidiary machinery. More and more saving may be 
stored up in the shape of machines to make machines, and 
machines to make these machines, and thus the period at 
which ·the "saving» shall fructify in consumption may be 
indefinitely extended. 

Some of the labour stored and the capital established in 
the construction of harbours, the drainage of land, the 
construction of scientific instruments, and other works of 
durable nature and indirect service, may not be represented 
in consumptive goods for centuries. Admitting this, it may 
be urged, can any limits be set to present "saving" and 
its storage in forms of capital, provided those forms be 
selected with a due regard to a sufficiently distant future? 
The answer is that only under two conditions could an 
indefinitely large amount of present "saving" be justified. 
The first condition is that an unlimited proportion of this 
" saving» can be stored in forms which are practically 
imperishab!e; the second condition is that our present 
foresight shall enable us to forecast the methods of produc
tion and consumption which shall prevail in the distant 
future. In bet neither of these conditions exists. HO\v
ever much present" sa\'ing» we stored in the most enduring 
forms of capital \yith which we are acquainted-e.g., in the 
permanent way of railroads, in docks, in drairLage and 
improvement of land, a large proportion of this H saving:> 
would be wasted if the consumption it was destined to 
subserve was postponed for long. l Neither can we predict 
with any assurance tJut the whole value of such "savings" 

1 It must be borne in mind tInt many articles of utility and enjoy
ment mu~t in their final rroce,,~es he produced for immedi:lte consump
tion. The" saving" of perishable goods is confined to a saving of 
the more enduring forms of machinery engaged in their production, 
or in some few cases to a storing up of the raw material. So like
wi~e that large portion of productive work termed "personal ser· 
vices" cannot be anterbted. These limits to the possibility of 
"saving" are important. No J.IlH)lwt of present sacrifice in the 
interest of the next generation could enable them to live a life of 
luxurious idleness. 



~JODERN' CAPITAL[SM. 30 5 

wi!l not have disappeared before a generation has elapsed 
by reason of changes in industrial nlcthods. 

The amount of present II saving n which is justified from 
the point of view of the community is strictly limited. \\'1:" 

cannot forecast the demand of our twelltieth gelleration of 
descendants, or the industrial methods which wi!l thell 
prevail; we do !lot even know wheth..:r there will be a 
twentieth generation; there are certain Luge inevitable 
wastes in postponed consumption by reason of the perish
ability of all material forms of wealth, or the austraction 
of them by others than those for whose use they were 
intended. Moreover, we do not believe it would be good 
for our descendants to have the enjoyment of excessi\'e 
wealth without a corresponding personal effort of producing, 
nor would it be good for us to exert effort ,.,.ithout some 
proximate and corresponding enjoyment. The limits of 
individual life rightly demand that a large proportion o! 
individual effort shall fructify in the individual life. 

Thus there are practical limits set upon the quantity of 
II saving" which can be llsefully effected by extending the 
interval between effort and enjoyment. If the right period 
be exceeded the risk and waste is too great. The an:llogy of 
gardening adduced by Ruskin is a sound one. l By due caft: 
and the sacrifice of bud after bud the gardener llIay irlcrc;1SC 
the length of the stem and the size of the flower Ih:lt may be 
produced. He may be said to be able to do this inde· 
finitely, but if he is wise he knows that the increased risks of 
such extension, not to mention the sacrifice of earlier units of 
satisfaction, impose a reasonable limit lIpon the procrastin3.
tioll. The proportion of "saving" wbich may be and is 
applied to establish late-fructifying forms of wealth, differs 
not only with the different developments of the inuustrial 
arts, but with the foresight and moral character of the race 
and generation. As our species of civilisation advances, 
and the demand for complex luxuries and the arlo.; of 
supplying them ad\'ance, a brger amOUl1t of "round
about!! production becomes possib!e, and a'i rcg:lru fur 
the future generations :ld"ances, more capital will be put 
into forms which fructify for tlwm. nut at the presl:llt in 
any gj-.·en community there is ::!. r:J.tiOil:l1 and a nccc55.:!l'Y 

1 Ru:,1.;m, [:11/(1 llin /.'lst, p. 1-1$. 
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limit to the quantity of "saving" which can be applied to 
such purposes. 

Secondly, we find that in fact the surplus" saving" over 
and "above what is needed to provide the necessary forms of 
capital to assist in satisfying current consumption is not 
absorbed in making provision for distant future consump
tion by more « roundabout methods." Much of it goes 
into a mere increase of the number of existing forms of 
capital whose raison d'etre lies in the satisfaction of present 
or immediately future wants. The multiplication of cotton
spinning-mills. of paper-mills, of breweries, ironworks, has 
gone on far faster than the growth of current consumption. 
This increase of productive machinery has not in fact been 
ahle to force such an increase of consumption as gives 
adequate employment to these new forms of machinery .md 
to tile labour ,yhich is at band to work them. 

3 13· It is not therefore correct to say that the rate of 
production determines the rate of cOJlsumption just as much 
as the rate of consumption determines the rate of produc
tion. The current productive power of capital and labour 
places a maximum limit upon current consumption, but an 
increase of productive power exercises no sufficient force 
to bring about a corresponding rise in consumption. Just 
as in a particular trade-e.g., the Lancashire cotton trade, 
an excess of "saving" may be applied to the establishment 
of mills and machinery which cannot be kept working 
because there is no market for their output, so it is with· 
trade in general. It is not true that the inflation of capital 
in the Lancashire trade is due to a· misdirection which implies 
a lack of capital in some other branch of industry. In a 
period of deprc'5Sioll every other important branch of 
industry dispbys thc same symptoms of e:-.cessive plant, 
over-supply of stock, irregular and deficient employment of 
labour, though not to the same extent. Nor is there any 
(1 Inori rcason why there should not be from time to time 
such general maladjustment. 

It is universally admitted that from ignorance or mis
calculation too much new capital often flmvs into cert:1in 
industries or groups of ind\lstry, :1ud too little into others; 
some are congested, others starved. All economists allow 
that tcmpor:uy over-producti<?n ill certain fields of industry 
is thus cansed, other lields being insufficiently fertilised with 
capital. This maJdistribtltion of capital among the several 
o('cupations, they will likewise admit, involves a net waste 
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of productive power: it is b~d economy of production. 
But jf this waste from misdirection in the application of 
capital at a given time is admitted as a natural occurrence, 
why is it nnreasonaole to expect that a general misdirection 
of capital, not as between one set of industries and another, 
but as between one period of time and another, may occur? 
In other \vords, is it unre:l.sonable to expect that the saying 
and investing classes as a whole may ue deceived as to the 
amount of new capital that can be economically absorbed 
by the industrial organism during a ~i\·en period? Thus 
deceived, may they not be led from time to time to en
deavour to put a hrger amount of new capital into effccti\'e 
operation than is needed, in the actual condition of industry, 
to provide for the increased r~te of consumption which will 
take place in the future? The same imperfect knowledge, 
the same short-sight which cause a local misdirection will 
also cause a tenlporary misdirection of capital: errors will 
arise as to the total quantity of s~\'il1f.;" that is economically 
desirable at a particular time. 

The quantitative relations actually subsisting between the 
aggregate of I< spending" and of .. saving" do not rest upon 
any such basis of direct and accurately tllca')ured self-interest 
as will serve to keep a comtant just h.1bllCe, calling forth 
at each time exactly that amount of saving economically 
required to forward the progress of industry and provide for 
the actual needs of further consulllption, 

On the contrary, while it is the interest of every "saver" 
to put his savings into the most remunerative investment 
he can find, and he norm~lly exerts some conscious effort 
in finding it, the questioll how large a proportion of his 
income he shall save does not in many cases form a subject 
of serious consideration. If erer), olle ~ayed with a keen 
eye to the rate of inteT('st he was to get, increasing his 
saving when interest rose, decreasing it when interest fell, 
there would be a birly effective economic check upon such 
over-saving and consequent over-production as we perceive 
takes place. Bllt in bct :1 great deal of the" saving" is an 
automatic process IJY whir'h surplus clement" of income. 
over what is needed to m:lintain :1 custOIll:Hy clJ"s ~t.:l!1Jard 
of consumption, s~n; thell1sch·cs. :\fucll (;f the s;1ving of 
the wealthy classes ic; of this n:1turc. E\'el1 with rt'~Jr~1 to 
the saving of the ies'i wt'.1lthy, much of it is done without 
regard to the rate of interest, and some sons of saving, 
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where the object is to secure a future income of a given size, 
are actually stimubted by .l fall of interest. 

Thus there exists llO automatic check upon the propor
tion of saving to spending) so far as the general income is 
concerned. In certain conditions of distribution, where 
the automatic self-accumulation of the surplus incomes 
of the rich pbys a large part in the aggregate of saving, 
it is reasonaule to expect the frequent recurrence of 
a tendency to congest industry with excessive capital: 
For consideration of the industrial organism shows that 
malad justrnent in tbe relation of "saving" to "spending)J 
can ollly lean one way. There cannot be too little saving 
to furnish current consumption, taking the industrial com
munity as a whole, for it is impossible to increase the rate 
of consumption, F, faster th.:m the increase of the rate of 
current production; any increase of the purchase of shop
goods by raising prices and circulating more money down 
the paths of production stimulates and strains the sinews 
of production, and if the existing machinery of produc
tion is inadequate it supplies a motive-power to increase 
"saving." In no case can a community consume faster 
th:-tn it product's. An indi\"idual can do so by living on 
his capital, a nation may do so for a time uy living upon 
its capital, giving to other nations by meJ.ns of an increased 
debt :1 lien upon its future wealth. But a whole industrial 
community CJ.n never live upon its capital, can never in the 
literal sense of the term" spend too much." This state
ment requires :1 single qualilication. While a community 
can nel'er by "spending" deplete its capital, while it can
not increase its "spending" without at the same time 
increasing its real capital,! it will doubtless be profitable 
to a progressive community to reduce its consumption for 
a while below the normal proportion in order to fully utilise 
new discoveries in the industrial arts which sl1.111 justify in 
the future increased consumption. 

With this necessary qualification it is true that a com· 
munity Glnnot exceed in the direction of spending. But 
the balance Inay le:ln the other wa)'. A community may 
":;;1\"e too much," that is to sa)" it nf.1y establish J. larger 

1 This does not necc~~arily jmply a stimulation of new saving. A 
fuller vitality given to existing forms of capital will raise the quantity of 
re:cl capital as measured in money. 1'.Iills and machinery which have 
no present or future use, though they embody saving, have no value 
and do not increase real capital. 
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quantity of productive machinery and goods than is 
required to maintain current or prospecti\"e consumption. 
\Vhat is to prevent a community consisting of a vast 
number of individuals with no close knowledge of one 
another's actions, desires, and intentions, making such a 
miscalculation as will lead them to place at each of the 
points A, B, C, D, E, and in all or most branches of 
industry, a larger quantity of forrils of capital than are 
required? 

It is said that the harmony which subsists between the 
social interest ~nd the self-interest of individuals will 
prevent this, or, in other words, that individuals would find 
that if they attempted unduly lu increase the aggregate of 
capital beyond what was socially advantageous in view of 
the community's consumption, it would not pay them to do 
so. Is this true? ~ 

An individual working entirely for himself, whose capital 
lay in his tools and his raw or unfinished commodities, 
would never increase the latter unduly. .-\ socialist com
munity properly managed \yould never add to its stock 
of machinery or increase the quantity of its raw materials 
or unfinished ~oods, so as to leave any machines unused 
or half used, or any goods unnecessarily occupying ware
house room and deteriorating in quality. But when com
petition of individual intc:r(:!::-:ts comes in there is nu SUCi1 

securltv. 
It may pay individuals to build new factOries and put III 

new maChinery where it would IIOt pay till: community to 
do so, were it the sale OWller of the means of production. 

The knowledge that enou~h cl,flltal is alrt::ady invested In 

an industry to fully supply 311 current demands at profitable 
prices has no power to Jeter th,.! investllll:llt of fresh capital, 
provided the new investors have reason to believe their 
capital can be made to dispbce some existing capital oWlled 
by others. If the new-comer call, by superior husiness 
address, by successful ad\'crtising, by "sweating I> his em
ployees or otherwise, get holtI of a portion of the uusiness 
hitherto in the hands of otber firms, it will pay him to 
build new factories and slack them with tile requisite 
machinery, and to begin the process of Illanufa!'ture. There 
may be in existellce already more bicycle works than are 
sufficient to supply the consulliption of the communit}'. 
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But if a would~be manufacturer thinks he can withdraw frem 
other makers a sufficient number of customers, he will set 
up works, and make new machines, though his methods of 
production and the goods be turns out may be no better 
than those of other makers. The same holds at every stage 
of production. In \vholesale or retail distribution the fact 
that there are sufficient warehouses and shops in existence 
adequately tu supply the current demand does not prevent 
anyone from embarking new savings in more warehouses or 
shops, provided he helieves he is able to divert into his own 
firm a sufficient amount of the business formerly held by 
others. I Il a Jistrict two grocers' shops may be quite 
sufficient to supply thl! needs of the neighbourhood, and to 
secure adequate competition. But if a third man, by an 
attractive shop-front or superior skill in the labelling or 
adulteration of his wares, Gill procure for himself an ade
quate share of the custom, it will pay him to put the requisite 
plant and stock into a shop. though the trade on the one 
hand and the community on tbe vther are 110 gainers by 
Ilis action. 

There is indeed much evidellce to show that it may be 
to the auvantage of individuals to increase the machinery of 
production, even though there is no reasonable prospect of 
this machinery being worked at a profit. It is. the unanimous 
testimony Gf lltlsiness men tktt the Lancashire trade has 
been congesteu ,,"itb mills alHI machinery in this way. As 
a result of an excessive desire to postpone consumption 
there are considerable sums of llIoney which cannot find a 
~afe remllilcrative investment. Here is the material for the 
company promoter. By means of. the specious falsehoods 
of prospectuses he draws this money together; with him 
work a builder :1.nd an arcbitect who desire the contract of 
;lutting up the factory; tht: various firms interested in manu
f:lcturing and sUJlplyillS the macilinery, the boiler-maker and 
fitters of various kinds, the firm of solicitors whose services 
are requi:;ite to place the concern upon a sound legal foot
ing, or to cstablish cOIlliucncc, take up shares. It is to the 
interest of all these and many other classes of persons to 
bring into the field of production new forms of capital, 
quite independently or the question \vhetber tbe condition 
uf a trade ur the eOJbumption of tbe cOllllllunity has any 
neeu for thCltl. 
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§ 14, These operations, which imply a conflict between 
The interests of individuals and those of the community, 
pervade all modern commerce, but are more prevalent in 
businesses where complex machinery plays a prominent 
part, or where specious advertising gives the outsider a 
larger chance of successful entry. 

1n each and all of these cases it is to the interest of the 
individual to place new" savings" in new forms. of capital 
in branches of industry where sufficient capital already exists 
to assist in supplying the current demand for consumptive 
goods, So far is it from being true that the self-interest of 
individuals provides an economic check upon over-supply, 
that it is possible that at each of the points of production, 
A, B, C, D, E, and in all or the majority of industries at the 
same time, there should be an excess of forms of capital as 
compared with that which would suffice for the output, F, 
The automatic growth of bubble companies and every 
species of rash or fraudulent investment at times of depressed 
trade is proof that every legitimate occupation for capital 
is closed, and that the current rate of saving is beyond that 
which is industrially sound and requisite. These bubble 
companies are simply tumours upon the industrial hody 
attesting the sluggish and unwholesome circulation; they 
are the morbid endeavours of "saving" which is socially 
unnecessary, and ought never to have taken place, to 
find investments. \Vhen one of these" bubble" companies 
collapses it is tacitly assumed by unthinking people that 
those who invested their money in it were foolish persons 
who might have sought and fuund some better investment. 
Yet a little investigation would have shown that at the 
time this company arose no opportunity of safe remunera· 
tive investment open to the outside public existed, C\'ery 
sound form of business being already fully supplied with 
capital. 

At first sight it might appear that Consols and first-class 
railway and other stocks werC' open, and that the folly of 
the investors in bogus companies consisted in not preferring 
a safe 2}f per cent. to a risky 5 or 10 per cellt. But this 
argument is once more a return to the unsound individual
istic view. It was doubtless open to any individual investor 
of new savings to purchase sound securities at 2;~ per cent., 
but, since the aggregate of such soundly-placed capital 
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would not be increased, this would simply mean the dis
placement of an equal quantity of some one else's capital. 
A could not buy Conso]s unless .B sold, therefore the com
munity to which A and B belong could not invest any fresh 
sayings in Con sols. Any widespread attempt on the part of 
those who plunged into bogus companies to try first-class 
investments would obviously have only had the effect of 
further reducing the real interest of these investments far 
below z 1f per cent. The same effect would obviously 
follow any effectiye legal interference with company-pro
moting of this order. The fact that Consols and other 
first-cbss inYestments do not rise greatly at such times is, 
however, evidence that the promoters of unsound enter
prises succeed in persuading individual investors that their 
chance of success is llot less than 2 Yz per cent. In many 
instJ.Hces the investor may be acting wisely in preferring a 
smaller chalice of much higher profits, because a secure 2 Yz 
per CL'nt. lllay be quite inadequate to his needs. For it 
lllust be bornc in mind that a knowledge that the new bank 
or new Luilding society is unnecessary, because enough 
hanks and building societies already exist, does not make it 
imllossible or necessarily improbable that the new venture 
will succeed. 

The objection, then, which takes the form that o\'er
saving caIlnot exist, because the worst investments made 
with open eyes must be productive of more than that which 
could be obt~ined by investing in Consols, is not a "alid one. 
It would only be valid on the supposition that capital were 
:lll,:-olutcly fluid, that the quantity of soundly-placed invest
lllcnb were indefinItely expansible, and that new forms of 
I',lpitll h.:ld in no case the power to oust or negative the use 
o( "id forms of Glpit:-d. But this we have seen is not the 
1':1<':('. If tllt're existed absolute fluidity of competition in all 
f01 trlS nf c:lpital, the fact th:lt interest for new investments 
~,t(,(:J ;ll!m"e· Zl'ro would be a proof that there was not excess 
nl fnJlllS of rapil:ll. CJ.pital appears to have this fluidity 
\\ hpj) it is rq.:.:mkd from the ab~tract financial point of 
\ ll-W. A 11l,111 wlw hZlS "sayed" appears to hold his 
"",]\.:11.:.;:5" ill the torm of bank credit, or other money which 
hi"' I:; :d.d~' tu iLJ\'CSt ill any way he chooses. But, as we have 
seen, tile I cal "savings," which represent his productive 
effnrt plus his abstinence, are of necessity embodied in 
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some material forms, and are therefore devoid of that 
fluidity which appears to attach to them , .... hen reflected in 
bank money. 

§ IS. The evils of trade depression, or excessive growth 
of the forms of capital beyond the limits imposed by COIl

sumption, are traced in large measure directly, but also 
indirectly, to the free play of individual interests in the 
developmer.t of machine-production. The essential irregu
larities of invention, the fluctuations of public taste, the 
artificial restrictions of markets, all enable individual capi
talists to gain at the public expense. The added interests 
of its individual members do not make the interest of the 
community. All these modes of conflict between the indi
vidual and the public interest derive force from the com
plexity of modern capitalist production. 

In fastening upon the uncontrolled growth of machinery 
the chief responsibility for that depression of trade which is 
derived from an attempt to devote too large a proportion of 
the productive power of the community to forms of "saying," 
two points should be clearly understood. 

In the first place, it is the forms of capital and not real 
capital which are produced in excess. If there are 500 

spinning-mills in Lancashire where 300 would suffice, the 
destruction of 200 mills would no whit diminish the amount 
of real capital. If 200 mills were burnt down, though the 
individual owners would sustain 3 loss, that loss, estimatcd 
ill money, would be comp~llSated by a money rise in the 
value of the other mills. The quantity of real capital in 
cotton-spinning is dependent upon the uClnarld for the use 
of such forms of capital-th3t is to say, upon the COIlSUIllP

tion of cotton goods. If 300 mills 3re sufficient to do the 
work of supplying yarn to l11t.:d the uellw.\l(l of all manuf.1.c
turers, the value of 500 mills is 110 greater tban of 300; 

assuming that the 500 mills equally di~tributed the tn.de, 
it would simply mean that the rea~ C.1.pital was thinl)" spread 
over 500 mills, which could only work a little over half-time 
without prodllcin.~ a glut of goods, instead of being con
centrated upon 300 mills fu!!y occupied. 

Turning once more to the diagram, 

a c , 
< / (consumption), 
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f (the current rate of consumption) determines the quantity 
of real productive power of capital 'that can be effectively 
employed at each point, 0, ;" (, d, e. The' condition of the 
arts of industry, including the rates of wages and other 
conditions of the labour market, determines how many 
forms of capital (mills, warehouses, ironworks, raw material, 
etc.) at any given time are socially requisite to embody 
this capital. But thougb f has an economic power to force 
into existence the requisite minimum of these forms of 
capital, it has no power to prevent the pressure of indi
vidual interests from exceeding that minimum and planting 
at a, 0, c, d, e more forms of capital than are required. 

Secondly, over-production or a general glut is only an 
external phase or symptom of the real malady. The disease 
is under-consumption or o .... er-saving. These two imply one 
another. The real income of a community in any given 
year is divisible into two parts, that which is produced and 
consumed, that which is produced and not consumed-/:e., 
is saved. Any disturbance in the due economic proportion 
of these two parts means an excess of the one and a defect 
of the other, All under-consumption therefore implies a 
correspondent over-saving. This over-saving is embodied 
in an excess of machinery and goods over the quantity 
economically required to assist in maintaining current 
consumption. It must, however, be remembered that this 
over-savmg IS not measured by the quantity of new mills, 
machinery, etc., put into industry. 'Vhen the mechanism 
of industry is once thoroughly congested, over-saving may 
still continue, hut ,viII be represented by a progressive 
under-use of existing forms of capital, that unemployment 
of forms of capital and labour which makes trade depression, 

An increased quantity of saving is requisite to pro' 
vide for an expected increase of consumption arising 
from a grmvth of population or from any other cause, Such 
increased saving is of course not m'er-saving. The propor
tion, as well as the absolute amount of the communiti~ 
income which is s:lxed, may at any time be legitimatel'y 
increased, prm'ided that at some not distant time an 
increased proportion of the then current income be con
sumed. If in a progressive community the proportion of 
"s3.ving" to consumption, in order to maintain the current 
standard of living with the economic minimum of U forms)! 
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of capital, be as 2 to 10, the proportion of sa,-ing in any 
given year may be rai:5ed to 3 to 9, in order to provide for a 
future condition in which saving shall fall to I to I I. Such 
increased "saving" will not be o .... er-saving; the forms of 
capital in which it is embodied will not compete with 
previously existing forms so as to i)ring down market prices. 
The efforts which take the form of permanent improvements 
€If the soil, the erection of fine buildings, docks, railways, 
etc., for future use, may provide the opportunity to a com
munity of increasing the proportiutl of its savings for a 
number of years. But such savings must be followed by 
an increased future consumption without a correspondent 
saving attached to it. The notion that we can inderlllitely 
continue to increase the proportion of our savings to our 
consumption, boundt:d only by the limit of actual neces
saries of life, is an illusion which places production in the 
position of the human goal instead of consumption. 

S 16. Machinery has intensified the malady of undei·con· 
sumption or over-saving, because it has increased the oppor
tunities of conflict between the interests of individuals and 
those of the community. \Vith the quickening of competi
tion in machine industries the opportunities to individuals 
of making good their new" savings" by cancelling the old 
<c savings" of others continually grow in number, and as an 
ever larger proportion of the total industry falls under the 
dominion of machinery, more and more of this dislocation 
is likely to arise; the struggles of weaker firms with old 
machinery to hold their own, the efforts of improved 
machinery to find a market for its expanded product, 
will continue to produce gluts more frequently, and thc 
subsequent checks to productive activity, the collapse of 
husinesses, the sudden displacemcnt of large masses of 
labour, in a word, all the symptoms of the malady of 
,< depression J) will appear with increast:d virulence. 

It must he clearly recognised that the trouble is due to 
a genuine clash of indi"idual interests in a competiti,'c 
industrial sOGiety, where the frequent, large, and quite iucal
culable effects of improved machinery and methods of 
production give now to this, now to that group of com· 
petitors a temporary advantage in the struggle. It was 
formerly believed that this bracing competition, this free 
clash of individual interests, was able to strike out harmony, 
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that the steady and intelligent pursuit by each of his own 
separate interest formed a sure basis of industrial order and 
induced the most effective and serviceable disposition of 
the productive pmvers of a community. 

It now appears that this is not the case, and that the 
failure cannot in the main be attributed to an imperfect 
understanding by individuals of the means by which their 
several interests may be best subserved, but is due to the 
power vested in individuals or groups of individuals to 
secure for themselves advantages arising from improved 
methods of production without regard for the vested in· 
lerests of other individuals or of society as a whole. 



CHAPTER XII. 

MACHINERY AND DEMAND FOR LABOUR. 

§ I. Till: Influence of lIlac/linery UPOll the 7IUmver (lj 
Employed, dependent on "e!astid(J' of demand." 

§ _. Afeasurement 0/ direct effects 011 Emp/o)"l/ellt in ')'tapk 
Afanujacturers. 

§ 3. Fallacy of lile Separatist J/feasure 0/ Employment. 
S 4· hifluence 0/ Introduction oj Afadine!), upon Regularity 

oj Emplo)'1llellt. 
§ 5. Effects 0/" Unorgallised" 31achine-industtJ' UPOll Regu

larity. 
§ 6. Different lVays ill width modern Indus/!)' callses Un

employmt'nl. 
§ 7. Summary of GeNera! COJlcilisiollS. 

§ I. In discussing the direct influences of machinery upon 
the economic position of the labourer we must distinguish its 
effects upon (I) the number of workers employed; (2) the 
regularity of employment; (3) the skill, duration, intensity, 
and other qualities of Jaoour j (+) the renumeration of 
labour. Though these influences are closely related ill 
complex interaction, it is c01l\'enient to give a sep:.uate 
consideration to each. 

(I) Elferts oj .LlIMhino)' up 011 Ilh' number oj Employed.
The motive which induces Glpitalist employers to introduce 
into an industry machinery which sk1.l1 either s:1\'e labour 
by doing work which labour did before, or assist labour by 
making it morc efficient, is a desire to reduce the expenses 
of production. A new J1l.1chine either dispbces an old 
machine, or it unJcnaJ...cs a proces::i of indllstry formerly 
done by hand labour wiLhuut Illachinery. 

In the fonner case it hJS been calcul:11ed tlut tbe 
expenses incurred in making, maintaining, and working the 
new machines so as to produce a given output will be less 
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than the corresponding expenses involved in the use of the 
old machines. Assuming that the labour of making and 
working the new machines is paid at no lower rate than the 
labour it displaces, and that the same proportion of the 
price of e:1ch machine went as wages and as profits, it must 
follow that the reduction of expenses achieved signifies a 
llet displacement of labour for a given quantity of pro
duction. Since the skilled labour of making new machines 
is likely to be paid higher than that of making more old 
machines, and the proportion of the price which goes as 
profit upon a new invention will be higher than in the case 
of an old one,! the actual displacement of labour will 
commonly be larger than is represented by the difference in 
money price of the two nl:1chines. 1\loteover, since in the 
case of an old manufacturing firm the cost of discarding a 
certain amount of existing machinery must be reckoned in. 
the substitution of new machinery for old will generally 
mean a considerable displacement of labour. 

Similarly, when a new process is first taken over by 
machinery the expenses of making and working the machines, 
as compared with the expenses of turning out a given pro
duct by hand labour, will, other things being equal, involve 
a net diminution of employment. The fact that the new 
machinery is introduced is a proof that there is a net 
diminution of employment as regards a given output j for' 
otherwise no economy would be effected. 

What then is meant by the statement so generally made, 
that machinery gi,·es more employment than it takes away 
-th3t its wider and ultimate effect is not to dIminish the 
demand for labour.? 

The usual answer is that the economy effected by labour, 
saving machinery in the expenses of production will, 
tbrough competition of producers, be reflected in a lower 
scale of prices, and this fall of prices will stimulate con-

1 Again~t this we may ott tht possibility of a fall in the rate of 
inttlcq at wJlich man\lf:tclurer~ may Ge :1ble to borrow capital in order 
10 sct up imprO\'cd nl:1chintl)'. \\'hele an cconomy can Le effcctcrl ill 
thi~ dircction, the dispbcemcnt Gf bh"ur due to the introduction of 
machinery may n,,\ he ~o 1:11).!c--i.t., it will pay a manufacturer to 
intloduce':l. new machine \\hlch onlv "sa\'e~" a small amount of 
IIH)lley, if he can di'"c( tilC change at a· cheap rate of borrowing. (Cf. 
Marsh:!II, [,rinciples of EWl'om"" 2nd dit., pp. 569,570.) 
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sumption. Thus, it is urged, the output must be greatly 
increased. 'Vhen we add together the labour spent in 
producing the machinery to assist the enbrged production, 
the labour spent in maintaining and working the same, and 
the labour of conveyinf; and distributing the enlarged pro
duction, it will be found that at least as much labour is 
required under the new as under the old conditions of 
industry. So runs the familiar argument. 

The following is a fair example of the argument which 
has passed current, drawn from the pages of a competent 
economic writer:-

'f The first introduction of machinery may indeed dis
place and diminish for a while the employment of labour, 
may perchance take labour out of the hands of persons 
otherwise not able to take another employment, and create 
the need for another class of labourers allogether; but if it 
has taken labour from ten persons, it has provided bbour 
for a thousand_ How does it work? A yard of calico 
made by hand costs two shillings, made by machinefY it 
may cost fourpence. At two shillings a yard few Imy it; 
at fourpence a yard multitudes arc glad to avail themselves 
of it. Cheapness promotes consumption; the article which 
hitherto was used by the higher classes only is now to be 
seen in the hand of the labouring classes as well. As the 
demand increases, so production increases, and to such an 
extent that, although the number of l:lhourers now employed 
in the production of calico m:.1y be immensely less in 
proportion to a given quantity of calico, the total number 
required fOf the millions of yards I1mv llsed greatly exceeds 
tbe number engaged when the whole work was performed 
without allY aid of nw.chillcry."l 

Now, turning from the consideration of the p:1fticubr 
instance, which we shall find rea'iOll to believe is peculiarly 
unfortunate when '\'l:! deal with the statistics of tbe COtlOIl 

j'ndllstry, it mll"t be observed that economic: theory nukes 
dead against this (} pr;;),.; optimism. Ignoring, for the 
sake of conn:nicnce, the not illlprou.'lhle resuit th:.1t an 
economy of production may, al any ute for a tlllle, 
swell profits instead of red11cing prices, il will be evi
dent that the whole value of the argument turns upon 



320 TilE EVOLUTION OF 

the efTect of a fall of price in stimulating increased 
consumption. Now the problem, how far a given fall in 
price will force increased consumption, we have found in our 
discussion of monopoly prices to involve extremely intricate 
knowledge of the special circumstances of each case, 
and refined calculations of human motives. Everything 
depends upon" elasticity of demand," and we are certainly 
not justified in assuming that in a particular industry a 
given fall of prices due to machine-production will stimu
late so large an increase of consumption that employment 
will be gisen to as many, or more persons than were 
formerly employed. On the contrary, if we apply a 
similarly graduated fall of prices to two different classes of 
goods, we shall observe a widely different effect in the 
stimulation of consumption. A reduction of fifty per cent. 
in the price of one class of manufactured goods may treble 
or quadruple the consumption, while the same reduction in 
another class may increase the consumption by only twenty 
per cent. In the former case it is probable that the 
ultimate effect of the machinery which has produced the 
fall in expenses of production and in prices will be a 
considerable increase in the aggregate demand for !::tbour, 
while in the latter case there will be a net displacement. It is 
therefore impossible to argue a /,norjthat the ultimate effect 
of a particular introduction of machinery must be an increased 
demand for !::thour, and that the labour displaced by the 
machinery will be directly or indirectly absorbed in forwarding 
the increased production caused by machinery. It is aHeged 
that the use of steam-hammers has displaced nine of the 
ten men formerly required, that with modern machinery one 
man can make as many bottles as six men made formerly, 
that in the boot and shoe trade one man can do the work 
five used to do, that "in the manufacture of agricultural 
implements 600 men now do the work which fifteen or 
twenty years ago required ::!I4-S, thus displacing ljlj," 
and so forth.] Now in some of these cases we shall fllld 
that the fall of prices following such displacements has leu 
to so brge al1 increase of demand that more persons are 

1 Statement 1,), :\11'. Sklftoe, I're"ident o( the Trades Union Con· 
gre~~, ISSS; d. C:uru]] J). \\'Iigllt, Rt/,vrl (In !1I:iusl1"ial Dtprtssivns, 
Washinr,lon, 1586, pp. SO-90. 
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directly engaged in these industries than bdore j in other 
cases this is not the case. 

Tile following quotation from a speech made at the In
dustrial Remuneration Conference in 1885 will present the 
most effective criticism upon Professor Leone Levi's position: 

"In carpet wea"ing fifty years ago the workman drove 
the shuttle with the hand, and produced from forty-five to 
fifty yards per week, for which he was paid from 9d. to JS. 

per yard, while at the present day a girl attending a steam 
loom can produce sixty yards a dar, and does not cost her 
employer I Yzd. per yard for her labour. That girl with her 
100m is now doing the work of eight Olen. The question 
is, How are these men employed now? In a clothier's 
establishment, seeing a girl at work at a sewing machine, he 
asked the employer how many men's labour that machine 
saved him. He said it saved him twelve men's labour. 
Then he asked, I What would those twelve men be doing 
now?' 'Oh,' he said, I they will be much better employed 
than if they had been with me, perhaps at some new 
industry.' He asked, I What new industry?' But the 
employer could not point out allY except photography; at 
last he said they would probably h;l\'e found employment in 
making sewing machines. Shortly afterwards he was asked 
to visit the American Singer Sewing Machine Factory, near 
Glasgow. He got this clothier to accompany hilll, and 
when going over the works they came upon the very same 
kind of machines as the clothier had in his estaLlishment. 
Then he put the question to the manager, 'How long would 
it take a man to make one of these machines?' He s:lid 
he could not tell, as no man made a machine j they had a 
more expeditious way of doing it (han that-there would be 
up,vards of thirty Illen employed in the making of one 
machine j but he said I if they werc to make this partictlbr 
kind of machine, they would turn out one for every four 
and a half days' work of each mall in their employment.' 
Now, there was a machine that with a.girl h;HI done the 
work of twelye men for nearly ten ye.1rs, and the owner of 
that machine was undt:r the impression th:11 these twelve 
men would be employed in making :wother 1llaChlne, while 
four and a half days of each of these men was sufficient to 
make another machine that was capablc of dispbcing other 
twelve men." 

21 
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In cases like the above 've must, of cours~J bear in mind 
that a dimintttion of employment in the several 1l1anu~ 
facturing processes directly and indirectly engaged in for
warding all industry, is not of itself conclusive evidence 
that the machinery has brought about a net displacement of 
labour. If the output is jllcre~sed the employment in the 
extmctivc, the transport, and the various distributing pro
cesses may compensate the reduction in making goods and 
machinery. 

§ z. The industrial history of a country like England can 
furnish no sufficient data for a conclusive general judgment 
of the casco The enormous expansion of production ill
dllced by the application of machinery in certain. branches 
of textile industry during the first half of this century indis
putably led to an increased demand for English labour in 
trades directly or indirectly cOllnected with textile produc
tion. But, in the [Irst place, this cannot be regarded as a 
normal result of a fall of prices due to textile machinery, 
but is largely attributable to an expansion in the area of 
consumption--the acquisition of vast new markets-in 
\vbicb greater efficiency ~nd cheapness of transport played 
the most considerable part. Secondly, assuming that the 
more pressing needs or the vast body of consumers are 
alre:.1dy satisfied by machine-made textile goods, we are not 
at liberty to conjecture that allY further cheapening 'of 
goods, owing to improved machinery, will have a corre
spondent effect 011 consllmption and the demand for labour. 
If England had been a self-contained country, manufactur
ing only for her own lll:nket, the result of machinery applied 
to textile industries would without doubt have l'een a con
siderable net displaremcnt of textile labollr, making every 
allowance for growth of population and increased home 
consumption, The cxpaniiion of English production under 
the rapid development of mJchinery in the nineteenth cen
tury cannot therefore be taken as a right measure of the 
normal effects or the applicatioll of machinery, 

Neither in economic theory nor in indmtrial practice is 
there ::I1'IY jllstifIcation for the belief that the net result of 
improved machinery is a m::lintcnance or an incre::lse of 
emp16yment within the parlicubr trade, or even within the 
grollp of the interdependent trades engaged ill producing or 
sllpplying a class of commodities. Still less support is there 
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for this belief as applied to the trade of a p.:uticubr locality 
or national area. While the introduction of new labour~ 
saving machinery in type-setting and printing has been 
followed by so large an expansion of business as to employ 
increased numbers of workers, recent improvements in most 
British textile mills, cotton, woollen, hemp, etc., have been 
followed by an absolute reduction of employment. 

The following figures l exhibiting the r(,lative growth in 
the consumption of raw cotton in Great Britain and the 
number of persons employed in cotton manufacture from 
1854 to 1891 affords a general indication of the influence 
of improved machinery and methods of production upon 
quantity of employment:-

1854 
]861 
187 1 
1831 
189 1 

Consllmption of Raw C(llt"". Cnl;~,:~'l~,~JJ~~~~rl,~:~les 
!'>lillion Cwts. (i,,,.ltlrling lJe"lers). 

6.~7,SJ9 
660,~31 
6-l7,6)) 
664,~79 
63:2,07 ; 

The same economy of IabOUT, tbough less m:ukcd, IS 

evidenced in the statistics of the relative growth of the con
sumption of iron in the Unitcd Kingdom and the number 
of persons employed in iron and sted tracles. 

18 54 
1861 
187 1 

1881 
189 1 

E~lim:ded COll'llmption ,)f Pig IrOIl 
Million T'-'Il~. 

,.S 
3·3 
5.6 
6·7 
6.6 

I'e"on~ rmployed in Iwn 
ancl !'itce! Tr"de,. 

110,-l0S (CenStls 13;0" 
1,19,366 
~~3,4-1S 
~-I r,3-l6 
2-l5,S-l7 

Even if we take acrO\ll1t of the inuustries suiJsidiaq' to 
such particular manuractures ::l.nu the transport anu dis· 
tributive employment of handling the larger quantities of 
cheapened goods, we cannot conrludc that the net eftt-ct of 
certain improved m.:lchinery will \lot be a reduction in the 
quantity of employnwnt. 

The statistics of employment given ill Clrapkr .\ \T point 
to the conclusion that the further a nation advances in tile 

I Cd. ri6t, p. 367-
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application of labour-saving machinery to the production of 
those goods which satisfy the primary needs of the popula
tion, the smaller the proportion of the total employed class 
engaged in these productive processes. The best available 
statistics in various countries indicate that the proportion of 
employment afforded by the staple manufactures as a whole 
diminishes after modern machine methods are well estab
lished, and that the tendency is strongest in those manu
factures engaged in supplying ordinary classes of textile, 
metal, and other goods in the home markets. 

§ 3. In order to judge the net effect of labour-saving 
machinery upon the volume of employment a wider view is 
necessary. If the first effect is to cheapen goods, we need 
not look to the exp::lllsion of demand for this class of goods 
to absorb the labour which it is the object of the introduction 
of the machine to displace. We must look to the expansion 
of demand for other sorts of goods due to the application 
of the elements of income saved by the fall of prices in this 
first class of goods. If cotton goods are cheaper owing to 
improved methods of production, the chief result may be 
the increased demand for foods, other clothing, furniture, 
etc., due to the expenditure of a smaller proportion of the 
general income upon cotton goods. 

A clear grasp of the interdependency of markets, through 
the law by which incomes are spent in securing the greatest 
aggregate utility of consumption-goods, exposes the fal
laciousness of seeking to test the general effects of 
m:lchinery upon employment by the separatist method. 

This wider outlook enables us to conclude that though 
the effect of machinery may sometimes be a reduction of 
employment in a special trade or group of trades, the 
general result must be to maintain the same aggregate 
volume of employment as before, prm'ided that the income 
liberated from a particular demand is applied to other 
demands for commodities. If a cbss of British consumers 
has been spending 10 per cent. of its income upon articles 
of food, or of clothing, and improved methods of produc
tion or of transport reduces the price of these goods by half, 
the saved 5 per cent. of this class income, expended upon 
other sorts of commoditil's, will ~fford as much employ. 
ment for labour .15 bas been saved in the food or clothing 
tr:ldes. 
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If, as may be objected, there is a simultaneous tendency 
to reduce the prices of most articles of ordinary consump
tion by applying machine methods of production and 
transport, the normal result would be to stimulate new 
wants, and so to create ne'''' channels of production yielding 
employment to displaced labour. That this is in fact the 
normal operation of economic forces in the world of 
indusiry, where this normal operation is not impeded by 
over-saving, no one can seriously doubt. 

If the improvements of machine-methods were regular, 
gradual, and continuous in the several industries, no con
siderable dfect in reducing the volume of employment 
would occur: the young labour ripening for the labour 
market would flow into the industries which were increasing 
their employment, and the decline of employment in other 
industries would he met by the normal mortality of the 
workers engaged in them, or by the slow transfer to other 
related trades. 

But where industrial improvements are sudden, irregular, 
and incalculable, this natural adjustment is not possible. 
It is this irregular action of machine-development which 
has proved so injl1rious to larg~ bodies of labourers whose 
employment is subjected to a sudden and large shrinkage. 
From time to time great lIumber<; of skilled workers find 
the value of their personal skill cancelled, and are driven 
either to acquire a new skill or to compete in the unskilled 
labour ll1:lrket for a lower livelihood. 

\Vhere by a rigorous system of protection a trade is 
virtually restricted to the home market, these dislocations 
are larger, more frcqncnt, and more injurious than where 
freedom of commerce affords morc elasticity of foreign 
trade. This is a chief reason why, during recent wayes of 
general industrial depression moving over the industrial 
world, the amount of uneL:nployment bas l)cen glcaler ill 
higlHariff nations, such as France, Germany, and the United 
States, than in Great }Jritain.l 

This irregularity in lll:1chine-development, im"olving large 
temporary displacements of labour at certain times, is of 
course no inconsiderable factor in the proLlem of un· 

I Cf. ~I<!Ill{.\ran(lum on llriti~h and FlJ!cign Trad..:. Cd. 2.1.11 
(Second Series, Hoard of Tra'!e). 
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employment, though subsidiary to the main cause as 
defined in Cbapter Xl. 

In an industrial society where the state of distriuution of 
income was such that every saving in the general ex
penditure upon a p:trticular commodity, due to improved 
machinery or other economy, automatically stimulated an 
increased expenditure upon other commodities, the brisk 
condition of general trade thus generated would quickly 
and easily absorb the labour displaced in the individual 
trade in question. If British trade remained normally in 
the condition of the year 1900 (as it might if the artificial 
stimulus then temporarily operative were replaced by a 
normal natural stimulus) no complaint of the influence 
of machinery in diminishing employment would be 
beard. 

S 4· Under actual condilir)!lS of industry, however, the 
disturbing influence of machine-economy upon regularity, as 
distinct from volume, of employment is very considerable. 
We have so little means of measuring the irregularity of 
employment before the industrial revolution that it is not 
possible to judge whether former leakages were as large as 
those ill recent times: the waste due to sudden new 
methods of production was certainly less, but the limita
tions of ;l.tld interferences with markets may have caused a 
net :"\lllount of waste quite as injurious to trade. 

Whell agriculture was relatively so much more important 
a branch of industry than now, and manufactures were 
morc dependent upon local supplies of raw materials, 
('lilllatic and other natural disturbances must have occa
sioned great irregularity of employment. 

Two points, however, are raised by Professor Nicholson 
wbich deserve consideration. He finds two laws or 
tendencies which operate to reduce the disturbing in
fluence of machinery. He holds (I) that a radical change 
made ill the methods of produc-tiull will be gradually and 
continuously adopted; (2) that these radical changes
these discontinuous leaps-tend to give place to advances 
by small increments of invention. 1 

History certainly shows that the fuller application of 
great inventions has been slow, though Professor Nicholson 

I J. S_ -"ichohon, E!1a!s of .]J,j,JlIIlt:1}' on II",,;~($, tY. 33-
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somewhat over-estimates the mobility of labour and its 
ability to provide against impending changes. The story of 
the introduction of the power-loom discloses terrible suffer
ings among the hand-weavers of certain districts, in spite of 
the gradual manner in which the change was effected. The 
fact that along with the growth of the power-loom the 
number of hand-looms was long maintained, is evidence of 
the immobility of the hand-weavers, who kept up an irregular 
and ill-paid work through ignorance and incapacity to adapt 
themselves to changed circumstances. l In most of the 
cases where great distress has been caused, the directly 
operative influence has not been introduction of machinery, 
but sudden change of fashion. This was the case with the 
crinoline-hoop makers of Yorkshire, the straw-plaiters of 
Bedfordshire, Bucks, Herts, and Essex.::: Thc suddenly
executed freaks of protective tariffs seem likely to be a 
fruitful source of disturbance. So far as the displacement 
has been due to new applications of machinery, it is no 
doubt generally correct to say that sufficient warning is 
given to enable workers to check the further flow of labour 
into such industries, and to divert it il1to other industries 
which are growing in accordance with the ncw methods 
of production, though much suffering is inflicted UIJOll the 
labour which is already specialised in the older method of 
industry. 

Moreover, the changes which arc taking place in certain 
machine industries favour the increasing adaptability of 
labour. MallY machine processes are either common to 
many industries, or are so narrowly distinguished that a 
fairly intelligent workman accustomed to one can soon 
learn another. If it is true that" the general ability, which 
is easily transferable from onc trade to another, is every year 
rising in importance relatively to that manual skill and 
technical knowledge wbich arc specialised in one branch of 
industry/'s we have a progressive force which tends to 
minimise the amount of unemployment due tn new applica
tions of specific machinery. 

Professor Nicholson's sccond law is, ho\\,c\'cr, 1110rc spccu-

1 Babbage, Economy oj .'1lalluJaclIlNr, p. 230. 

~ cr. Thorold Rogcrs, l'olil/caf ECOIIJIII)' (18G<)), pro 7S, 7 f). 

s Marshall, l'rincipler oj Economicr, p. 607; d. Cl\nningham, l.:r,;~ 
and dourer oj A/ollc)" p. 59. See, howc\'cr, illJra Chap, ix. 
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lative and less reliable in its action. It seems to imply some 
absolute limit to the number of great inventions. Radical 
changcs are no doubt generally followed by smaller incre
ments of invention; but we can have no guarantee that 
new radical changes quite as important as the earlier ones 
may not occur in the future. There are no assignable limits 
to the progress of mechanical invention, or to the rate at 
which that progress may be effected. If certain preliminary 
difficulties in the general application of electricity as a 
motor call ue overcome, there is every reason to believe 
that, ,yith the improved means of rapidly communicating 
knowledge we possess, our factory system may be reorganised 
and labour displaced far more rapidly than in the case of 
steam, and at a rate which might greatly exceed the capacity 
of labour to adjust itself to the new industrial conditions. 
At any rate we are not at liberty to take for granted that 
the mobility of labour must always keep pace with the 
application of new and labour-disturbing inventions. Since 
we are 110t able to assume that the market will be extended 
pari passu with the betterment in methods of production, it 
is evident that improvements in machinery must be reckoned 
as a normal cause of insecurity of employment. The loss of 
employment may be only" temporary," but as the life of a 
v.-orking man is also temporary, such loss may as a disturb
ing factor in the working life have a considerable importance. 

S 5. (b) \Vhether machinery, apart from the changes due to 
its introduction, favours regularity or irregularity of employ
ment, is a question to which a tolerably definite answer can 
be given. The structure of the individual factory, with its 
ever-growing quantity of expt::llsive machinery, would seem 
at first sight to furnish a direct guarantee of regular employ~ 
ment, based upon the self-interest of the capitalist. Some 
of the "sweating" trades of London are said to be main
tained by the economy which can be effected by employers 
who usc no expensive plant or machinery, and who are 
able readily to increase or diminish the number of their 
employees so as to keep pace with the demands of some 
"season" trade, such as fur-pulling or artificial flowers. 
When. the employer has charge of enormous quantities of 
fixed capital, his individual interest is strongly in favour of 
full and regular employment of labour. On this account, 
then. machillcry \Hmld seem to fayour regularity of employ-
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ment. On the other hand, Professor Nicholson has ample 
evidence in support of his statement that "great fluctua
tions in price occur in those commodities which require for 
their production a large proportion of fIXed capital. These 
fluctuations in prices are accompanied by corresponding 
fluctuations in wages and irregularity of employment."1 In 
a word, wtile it is the interest of each producer of 
machine-made goods to give regular employment, some 
wider industrial force compels him to irregularity. \\'hat 
is this force? It is uncontrolled machinery. In the 
several units of machine-production, the individual fac
tories or mills, we have admirable order and accurate 
adjustment of parts; in the aggregate of machine-production 
we have no organisation, but a chaos of haphazard specula
tion. II Industry has not yet adapted itself to the changes 
in the environment produced by machinery." That is all. 

Under a monetary system of commerce, though commo
dities still exchange for commodities, it is an essential con
dition of that exchange that tho5e who possess purchasing 
power shall be willing to use a sufficient proportion of it to 
demand consumptive goods_ Otherwise the production of 
productive goods is stimulated unduly while the demand 
for consumptive goods is checked,-thc condition which 
the business man rightly regards as over-supply of the 
material forms of capital. \\'hen production was slower, 
markets 2 narrower, credit less dcn:]opcd, there was less 
danger of this big miscalculation, and the corrective forces 
of industry were more speedily effective. l~ut modern 
machinery has enormously exp:1Ilded the size of markets, 
the scale of competition, the complexity of demand, and 
production is no longer for a small, local, present demand, 
but for a large, world, future demand. Hence machinery is 
the direct material cause of lhese great fluctuations which 
bring, as their most evil consequence, irregularity of wages 
and employment. 

1 Effi:cts qf Alac/tine})' 011 IVa.fts, p. 66. 
2 An increase in the space· area of a lll:uket may, howcvcr, in some 

cases make a trade more 5teady, especi:J.!ly in the C:lSC o( an article 
o( luxury sllhject to local Iluctuations of fashion, ctc. A narrow silk 
m:lrket for EngbnlJ meallt Iluctll:lting employment and low 51,ili. An 
open market gave impro\"ed skill and stability, for th(Illgh bilk is still 
the most unSlea(\y of the textile ill(ll1strics, it is (:1,T k.~s Jlucltl:l.ting than 
was the case in the cighteenth century. (Cf. l'urtcr, 1'. 22S.) 
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How far does this tend to right itself? Professor 
Nicholson believes that time will compel a better adjust
ment between machinery and its environment. 

"The enormous development of steam communication 
and the spread of the telegraph over the whole globe have 
caused modern industry to de,"elop from a gigantic star-fish, 
any of whose members might be destroyed without affecting 
the rest, into a 1J.€ya &WOV which is convulsed in agony by a 
slight injury ill one part. A depression of trade is now 
felt as keenly in America and even in our colonies as it is 
here. Still, in the process of time, with the increase of 
organisation and decrease of unsound speculation, this 
extension of the market must lead to greater stability of 
prices j but at present the disturbing forces often outweigh 
altogether the supposed principal elements."l 

The organisation of capital under the pressure of these 
forces is doubtless proceeding, and such organisation, when 
it has proceeded far enough, ,,·ill indisputably lead to a 
decrease of unsouml speculation. But these steps in 
organisation have been taken precisely in those industries 
which cmploy large quantities of fixed capital, and the 
admitted fact that severe fluctuations still take place in 
these industries is proof that the steadying influences of 
sllch organisatioll have not yet had time to assert them
selves to much purpose. The competition of large'r and 
larger masses of organised capital seems to induce heavier 
speculation and larger fluctuations, Not until a whole 
species of capital is organised into some form or degree of 
"combination" is the steadying influence of organisation 
able to predominate. 

S 6. But there is also another force which, in England at 
any rate, under the increased application of machinery, makes 
for an increase rather than a diminution of speculative 
production. It has been seen that the proportion of 
\\'orkers engaged in producing comforts and luxuries is 
growing, while the proportion of those pr~ducing the prime 
necessaries of life is declining. How far the operation of 
the law of diminishing returns will allow this tendency to 
proceed we cannot here discuss, But statistics show that 
this is the prescnt tendency both in England and in the 
Uuited States. No\\' the demand for comforts J,nd luxuries 

lOp, cit., p. 117. 
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is essentially more irregular and less amenable to COlll

mercial calculation than the demand for necessaries. The 
greatest economies of machine-production are found in 
industries where the demand is largest, steadiest, and most 
calculable. Hence the effect of machinery is to drive ever 
and ever larger numbers of workers from the less to the 
more unsteady employments. Moreover, there is a marked 
tendency for the demand for luxuries to become more 
irregular and less amenable to calculation, and a corre· 
sponding irregularity is imposed upon the trades engaged 
in producing them. Twenty years ago it was possible for 
Coventry ribbon-weavers to "make to stock" during tbe 
winter months, for though silk ribbons may always be 
classed as a luxury, certain patterns commanded a toler
ably steady sale year after year. Now the fluctuations of 
fashion are much sharper and more frequent, and a far 
larger proportion of the consumers of ribbons are affected 
by fashion-changes. Hence it has become morc and more 
difficult to forecast the market, less and less is made to 
stock, more and more to order, and orders are given at 
shorter and shorter notice. So looms and weavers kept 
idle during a large part of the year arc driven into fen.:rcd 
activity of manufacture for short irregular periods. Th.e 
same applies to many other season and fashion trades. 
The irregularity of demand prevents these trades from 
rca ping the full advantages of the economics of machinery, 
though the partial application of machinery and power 
facilitates the execution of oruers at short notice. Hence 
the increased proportion of the community's income spent 
on luxuries requires an increased proportion of the labour 
of the community to be cxpended ill thl.:ir production. 
This signifies a drifting of labour frolll the more steady 
forms of employment to those which arl.: less steady and 
whose unsteadiness is constantly increasing. A larger pro
portion of town workers is constantly passing into trades 
connected with preparing and preserving animal and vege
table substances, to such industries as thc hat anu bOil net, 
confectionery, bookbinding~ trades affl.:cted by weather, holi
day and season trades, or those in which changes in taste 
and fashion are largely operatiYe. 

Thus it appears there are three modes in which modern 
capitalist methods of productio1l cause temporary unemplo}'-
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ment. (I) Co~tinual increments of labour-saving machinery 
displace a number of workers, compelling them to remain 
wholly or partially unemployed, until they have" adjusted" 
themselves to the new economic conditions. (2) Mis
calculation and temporary over - production, to which 
machine industries with a wide unstable market are paTti
cular1y prone, bring auout periodic deep depressions of 
"trade," temporarily throwing out of work large bodies of 
skilled and unskilled labour. (3) Economies of machine
production in the staple industries drive an increasing 
proportion of labour with trades which are engaged in 
supplying commodities, the demand for which is more 
irregular, and in which therefore the fluctuations in demand 
for labour must be greater. 

Most economists, still deeply imbued with a belief in the 
admirable order anel economy of H the play of economic 
forces," appear to regard all unemployment not assignable 
to individual vice or incapacity as the natural and necessary 
effect of the process of adjustment by which industrial pro
gress is acbieved, ignoring altogetber the two latter cbsses of 
consideration. There is, howe\'er, reason to hdic"e that in 
an average year a far brger number of the ,. unemployed" 
at any given time owe their unemployment to a temporary 
depression of the trade in which they are engaged, than to 
the fluctuations orought about by organic changes in the 
economic structure of the trade. 

The size and importance of the" unemployment" due 
primarily to trade Jeprcssions is vcry imperfectly appreci
ated. The (oilowing .statistics] set fortll the fluctuations of 
the bst t\vent)' rears: a. in the general body of skilled 
tr,nIes; b. in a rebtively unstable group of trades:-

l'~f<:enl".r;e Percentage f[)r Perr:~nta.r;e Percentage for 
Ye.lr. for all En~illcerjng, S),ip- Year. fur all Engineering, Ship· 

Tl'lL)e l:lLivns. huilding, &. illeta)s. Tr"de Uuions. hui)ding, & '\iet,,)s. 

ISS4 7· 15 lOS ISo4 7· 70 I J. 2 
IS'''5 ::::·55 12.<) 1"95 6.05 8.2 
1:.-;,)6 9·55 13· 5 1.)90 3.50 4. 2 
1::',)7 7· ! 5 10·4 1.':)97 3.65 4.8 
ISS.) 4· 15 (J,O ISgS 3· I 5 4 0 
I~Sg 2.05 2 3 IS99 2.4 0 2·4 
ISriO 2.10 _. - 11)00 cUi) ,.6 
1.s0! 3.40 .1. 1 1901 3·::'0 3·t> 
1~()2 6.20 7·7 1902 4. 60 5· ~ 
IS93 7. je II. 4 H)03 5.30 (),() 

----, 
Sr.,\\I~'ic;'\l Tahlts) CJ. 2,337 (Jl)04)· 
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'Vhen it is remembered that these figures apply only 
to the well-organised trades unions, which, as a rule, com
prise the best and most highly - skilled workers in the 
several trades, who are less likely than others to be thrown 
out in a It slack time," that the building and season trades 
are not included in the estimate, and that women's industries, 
notoriously mOTe irregular than men's, are altogether ignored, 
it will be evident that these statistics very inadequately re· 
present the proportion of unemployment for the aggregate 
of the working classes at the se\'erai periods. The Report 
on Principal and Minor Textile Trades deducts 10 per cent. 
from the normal wages to represent unemployment, though 
the year 1885, to which the figures refer, is spoken of as 
"fairly representative of a normal year. "1 

The injury inflicted upon the wages, working efficiency, 
and character of the working classes by irregular employ
ment is, ho\','ever, very inadequately represented by figures 
indicating the average of I< unemployment" during a long 
period. In the first place, in such an estimate no allow
ance is made for the "short time," often worked for 
months together by large bodies of operati .... es. Secondly, 
in measuring the evil of "unemployment," we must look 
rather to the maximum than to the mean condition. If a 
man is liable to have his food supply cut off for a month at 
a time, no estimate showing th:1t on the aycrage he has 
more than enough to eat and drink will fairly represent the 
danger to which he is cxposed. If once in every ten years 
we find that some IO per cent. of the skilled workers, ~mc.l 
a far larger percentage of unskillec.l workers, are out of 
employment for months together, these figures mC:1surc 
the economic malady of "unemployment," which is in 
no sense compensatr.:d hy the full or <:xccssive lahour of 
periods of better tracle. 

§ 7. Our reasoning: from the ascertained ten(kncies of 
machine-production points to the conclusion tl1:1t, having 
regard to the two prime constituents in dem:wd fm bhour, 
the number of thme employed, amI the rq,:uiarity of employ
ment, machinery docs not, lllHJcr present conc.litiun.-;, gener
ally favour an incrc:1sed steady dem.:md for labour. It tenus 
to drive an increased proportion of bhour in three directions. 

(I) To the i!1Yenlion, construction, ~lId nlaintt'nance of 
1 Pagc- xii 
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machinery to make machines, the labour of machine
making being continually displaced by machines, and being 
thus driven to the production of machines more remote 
from the machines directly engaged in producing con
sumptive goods. The labour thus engaged must be in an 
ever-diminishing proportion to a given quantity of consump
tion. Nothing but a great increase in the quantity of con
sumption, or the opening of new varieties of consumption, 
can maintain or increase the demand for labour in these 
machine-making industries. 

(2) To continual specialisation, subdivision, and refine
ment in the arts of distribution. The multiplication of 
merchants, agents, retailers, which, in spite of forces mak
ing for centralisation in distributive work, is so marked a 
feature in the English industry of the last forty years, is 
a natural result of the influence of machinery, in setting 
free from (! making" processes an increased proportion of 
labour. 

(3) To the supply of ne'.\' forms of wealth, which are either 
(a) wholly non-material-i.e., intellectual,- artistic, or other 
personal services j (b) partly non-material-e.g., works of 
art or skill, whose value consists chiefly in the embodiment 
of individual taste or spontaneous energy, Or (c) too 
irregular or not sufficiently extended in demand to admit 
the application of machinery. The learned professions, art, 
science, and literature, and those branches of labour engaged 
in producing luxuries and luxurious servkes furnish a COil

stantly increasing employment, though the supply of labour 
is so notoriously in excess of the d~mand jn all sllch 
employments that a large percentage of unemployment is 
chronic. 

So long then as a community grows in numbers, so long 
as individuals desire to satisfy more fully their present wants 
and continue to develop new wants, forming a higher or 
more intricate stanli::uJ of consllmption, there is no evi
dence to justify the conclusion that machinery has the 
effect of causing a net diminution in demand for labour, 
tbOllgh it tends to rliminish the proportion of employment 
in the {'manu(acturing" industriesj but there is strong reason 
to believe that it tends to make employment more unstable, 
more precarious of tenure, and more ftuctllJ.ting in market 
"alue. 



331 

CHAPTER :,\II I. 

MACHINERY Ai"D THE QUALITY OF LAnnUR, 

S I. Kinds oj Labour Wllich illac/llIlO)' sttjJerseJI's. 
S 2. Influence oj Machine-evolution upon illlemi(I' 0/ p!,)'siwl 

work. 
~ 3. fifachinery and the !eng/It of Ille wtJrkillg rillY. 
§ 4. The Education (Jj 'Vorking 'ii!/lh J/ariliJlf):),. 
S 5. Tile !eve/ling tenrienc), oj J[aclii!lf}J'-The sub(mlinati(ln 

of individual mpned), ill 'Work 

§ I. In considering the influence of Machinery upon the 
quality of bbour-i.e., skill, duration, intensity, intel
lectuality, etc., we have first to face two questions-\\"h.1t 
arc the qualities in which machinery surpasses human 
labour? \Vhat are the kinds of work in which machinery 
displaces man? Now, sill('\' the whole of industrial work 
consists in moving matt":1", the ad\'.1ntage of machinery 
must consist in the prodllction and uisposition of motiw' 
power. The general economics of machinery were found 
to be tW0 1-(1) The increased rtuantity of tn(jti"e force 
it can apply to inuustry; (~) greater c'\actitlllk in tlw 
regular application of motine force (a) in time-the exact 
repetition of the same acte; at ret;tllakrl intervals, or grc3tt-r 
evenness in continuity, (I,) in place -t!xact rcp<'!iti()11 
of the same mow'ml'nts in sPJ.C(·.:! .\1\ the :1o.V.1l1t:1gcs 

1 Cf. wpra, ckl.p. iii. ~ 2. 
~ Karl Marx r:l.nk~ the chief economics of lll:1chinery ItJ}Ikr two 

heads-(I) Machinery supersedes the skil! of men worl,ing wiLh !no\:;. 
o The machine, which is the sl:1rtillg'pc,inl (Jf the industrial levoluLion, 
supersedes the \\'orkm:m, whn h:1ndk~ :1 sillgl(~ Ion!, hy a t11erh:mi~m 
operating with :1 numher lOr _,-imi1.u l"',j~. Ill" ~d in tl\"li"n Ily a 
sill~le moti,e power, wh:1IC\'er the form .-1 I!. t1 I")\\"('r ll1:1y be." (2) 
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imputed to machinery in the economy of human time, the 
utilisation of waste material, the display of concentrated 
force or the delicacy of manipulation, are derivable from 
these two general economies. Hence it follows that wher
ever the efficiency of labour power depends chiefly upon the 
output of muscular force in motive power, or precision in 
the regulation of muscular force, machinery will tend to 
dispbce hllman labour. Assuming, therefore, that displaced 
labour finds other employment, it will be transferred to work 
where machinery has not the same advantage over human 
labour-that is to say, to work where the muscular strain or 
the need for regularity of movement is less. At first sight 
it will thus seem to follow that every displacement of labour 
by machinery will bring an elevation in the quality of labour, 
that is, will increase the proportion of labour in employ
ments which tax the muscles less and are less -monotonous. 
This is in the main the conclusion towards which Professor 
:'Iarshall inclines.} 

So far as each several industry is concerned, it has been 
shown that the introduction of machinery signifies a net 
reduction of employment, unless the development of trade 
is largely extended by the fall of price due.to the diminu
tion in expenses of production. It cannot be assumed as a 
matter of course that the labour displaced by the introduc
tion of automatic folders in printing will be employed in less 
automatic work connected with printing. It may be diverted 
from muscular monotony in printing to the less muscular 
monotony of providing some new species of luxury, the 
dem.:md for which is not yet sufficiently large or regular to 
justify the application of labour-saying machinery. But 
even assuming that the whole or a large part of the dis
pbced labour is engaged in work which is proved to have 
been less muscubr or less automatic by the fact that it is 
not yet undertaken by machinery, it does not necessarily 
follow that there is a diminution in the aggregate of physical 
energy given out, or in the total" monotony" of labour. 

I\lachinery supersedes the strength of man. "Increase in the size of 
a machine, and in the numher of its working tools, calls for a more 
massive mecbani~m·to tlri\,c it; and this mechanism requires, in order 
to overcome its re;;istance, a mightier moving power than that of man." 
(Capital, vol. ii. pr. 370,371.) 

I /,,.;n"l'lc.1 0/ E,Mt(Jm;cs, 2n,) (-dit., pp. 314. 322. 
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One direct result of the application of an increased pro
portion of labour power to the kinds of work which are less 
"muscular JJ and less "automatic" in character will be a 
tendency towards greater division of labour and more 
specialisation in these employments. N ow the economic 
advantages of increased specialisation can only be obtained 
by increased automatic action. Thus the routine or auto
matic character, which constituted the monotony of the 
work in which machinery displaced these workers, will now 
be imparted to the higher grades of labour in which they 
are employed, and these in their turn will be advanced 
towards a condition which will render them open to a new 
invasion of machinery. 

Since the number of productive processes falling under 
machinery is thus continually increased, it will be seen that 
we are not entitled to assume that every displacement of 
labour by machinery will increase the proportion of labour 
engaged in lighter and more interesting forms of non
mechanical labour. 

§ 2. Nor is it shown that the growth of machine-produc· 
tion tends to diminish the total physical strain upon the 
worker, though it greatly lessens the output of purely mus
cular activity. As regards those workers who pass from 
ordinary manual work to the tending of machinery, there 
is a good de;:tl of evidence to show that, in the typical 
machine industries, their new "'ork taxes their physical 
vigour quite as severely as the old work. Professor Shield 
Nicholson quotes the following striking statement from the 
Col/on Factory Times :-" It is quite a common occurrence 
to hear young men who arc on tbe best side of thirty years 
of age declare they are so worked up with the lun~ muks, 
coarse counts, quick speeds, and inferior material, that they 
are fit for nothing at night, only going to bed and taking as 
much rest as circumstances will allow. There arc few 
people who will credit such statements j nevertheless thc:}' 
are true, and can be verified any day in thc great majority 
of the mills in the spinning districts." 

Schulze-Gaevernitz shows th3t the tendency in morkrn 
cotton-spinning ancI weaving, cspeci.:dly in EngbnJ, has 
been both to incrcast:: the number or spindles and looms 
which an operative is called upon to tend, and to increase 
the speed of spinning. "A worker tends to-day more than 
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twice or nearly three times as much machinery as his father 
did; the number of machines in use has increased more 
than five-fold since that time, while the workers have not 
quite doubled their numbers.1! 1 \Vith regard to speed, 
"since the beginning of the seventies the speed of the 
spinning machines alone has increased about 15 per cent." 2 

We are not, however, at liberty to infer from Schulze
Gaevernitz's statement regarding the increased number of 
spindles and looms an operative tends, that an intensifica
tion of labour correspondent with this increase of machinery 
has taken place, nor can the increased output per operative 
be imputed chiefly to improved skill or energy of the 
operative. Much of the labour-saving character of recent 
improvements, especially in the carding, spinning, and inter
mediate processes, has reduced to an automatic state work 
which formerly taxed the energy of the operative, who has 
thereby been enabled to tend more machinery and to quicken 
the speed without a net increase of working energy_ 

In the carding, slubbing, intermediate, roving, and spin
ning machinery there is in every case an increase in the 
amount of machinery tended. But carding machinery has 
been revolutionised \vithin the !J.st few years; the drawing 
frame has been made to stop automatically when there is a 
fault, thus relieving the tender of a certain amount of super
vision; in the slubbing, intermediate, and roving frames 
certain detailed improvements have been effected, as is also 
the case in the spinning mules and sizing machines. 

To some extent the increased quantity of spindles, etc., 
and increased speed may be regarded as set off by relief 
due to these improvements. :\loreover, though there has 
no doubt been some general speeding up, any exact measure
ment is h:tnlly possible, for the speed of machinery is very 
often regulated by the ::1l110UIlt of work each process is made 
to do; for example, if a roving frame makes a coarse 
bank, the speed of the spindles does not require to be so 
great as when the h:tnk is finer; in that case the mule draws 
out the sliver to a greater extent than when the roving is 
finer, or, in other words, the mule in one case does the \\"ork 
of the rm-illg frame to a cert;lin extent. 

The general opinion seems to be that in the spinning 

I D<·y C"oHbrtricb, p. 120. ~ Ibid., p. 117. 
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mills, roughly speaking, 75 per cent. of the increased out
put per operative may be imputed to improved machinery, 
25 per cent. to increased intensity of labour in regard to 
quantity of spindles or "speeding up.)J 

In the weaving processes more specific measurement is 
possible, though even there much depends upon the quality 
of yarn that is used. Here a reduction in the working day 
is followed by an increase in speed without any labour
saving improvements. Previous to the Factory legislation 
of 1878, the speed of looms was generally from I jO to It)O 

picks per minute during the ten hours' day. In the course 
of about two years after the reduction of hours (6 per ccnt.) 
the general speed had become 190 to 200 picks, without 
change in machinery or raw material, a growth which must 
have proportionately increased the intensity of the work of 
weaving. A deterioration in the quality of the raw material 
used for producing cotton cloth is also commonly assigned 
as a fact involving more care on the part of the \veaver, 
and increased danger and disagreeability of ,vork owing 
to the heavy sizing and steaming it has brought into 
vogue. It is not easy to ar~Ul: much respecting increased 
intensity of labour from the increased average of looms 
attended, for, as was recently admitted in evidence before 
the Labour Commission, everything depends upon the class 
of looms and of goods they are manufacturing. "It is quite 
as easy to drive five looms of some classes J.S two of others." 1 

But the prevalence of the "driving" system, by which the 
overlookers are paid a bonus on the product of the looms 
under their charge, has admittedly induced, as it was 
obviously designed to do, an increased intensity of bbour. 

Summing up the evidence, we are able to conclude tlut 
the shortening of working hours and the improvelllents ill 
machinery has been attend~J by an increased efrOl t 1)I.:r 
unit of labour time. In the worels of an expert, "tllt~ 
change to those actually engaged in practical WOl'k is to 
h~ssen the amount of han] manu:ll work of one class, Inn 
to increase their responsibility, owiLlg to heing pla<'ed in 
charge of more machinery, and that of a more cxpel1sin: 
kind; while the work of the Illore lowly skilled will II\.! 

intensified, owing to increased production, and that from 

I Evidence ~i\'en b)' :'Ifr T. BirtwistJr. 
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an inferior ra\..,. material. I mean that to the operative the 
improvements in machinery have been neutralised by the 
inferior quality of raw material used, and I think it is fair 
to assume that their work has been intensified at least in 
proportion to the increase Gf spindles, etc." 

The direct evidence dr;l\vn from this most highly-evolved 
machine industry seems to justify the general opinion 
expressed by Professor Nicholson, "It is clear that the 
use of machines, though apparently labour·saving, often 
leads to an increase in the quantity of labour, negatively, 
by not developing the mind, positively by doing harm to 
the body."l 

~ 3. "'hen any muscular or other physical effort is required 
it is pretty evident that an increased duration or a greater 
continuity in the slighter effort may tax the body quite as 
severely as the less frequent or constant application of a 
much greater bodily force. There can be no question but 
that in a competitive industrial society there exists a tend
ency to compensate for any saving of hard muscular, or 
other physical effort afforded by the intervention of 
machinery in two ways: first, by « forcing the pace"
i.e., compelling the vwrker to attend more machines or to 
work more rapidly, thus increasing the strain, if not upon 
the muscles, then upon the nerves; secondly, by extending 
the hours of Jabour. A lighter form of labour spread over 
an increased period of time, or an increased number of 
minor muscular exertions substituted for a smaller number 
of heavier exertions within the same period of time, may 
of course amount to :In increased tax upon the vital energy. 
It is not disputed that a general result of the factory system 
Ius been to increase the average length of the working day, 
if we take under our survey the whole area of machine
production in modern industrial communities. This is only 
in part attributable to the f3ct that workers can be induced to 
sell the same Jaily output of physical energy as before, while 
in many C:1.ScS 3. longer time is refluired for its expenditure. 

lOp. (it., p. S2. BaLbage, in hying stress on oneofthe "advantages" 
of machinery, makes an ingenuous :ldmission of this" forcing" power. 
"One uf the m()st singubr adv:lnt3ge,; we derive from machinery is the 
check it :If(ords :lgain,;t the inattention, the idleness, or the knavery of 
hlHTIan :lgents." (E{OIlOfll)' oj il/ad:il/oy, p. 39; d. al~n Ure, P/lito
Ulfhy oj .lJanujiutm'(, P 30·) 
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Another influence of equal potency is the economy of 
machinery effected by working longer hours. It is the 
combined operation of these two forces that has lengthened 
the average working day. Certain subsidiary influences, 
however, also deserve notice, especially the introduction of 
cheap illuminants. Before the cheap provision of gas, the 
working time was generally limited by daylight. Not until 
the first decade of this century was gas introduced into 
cotton-mills, and another generation elapsed before it 
passed in general use in manufactories and retail ShOpS.l 
Now a portion of nature's rest has been annexed to the 
working day. There ar'e, of course, powerful social forces 
making for a curtailment of the workin;; day, and thc:=;e 
forces are in many ·industries powerfully though indirectly 
aided by machinery. Perhaps it would be right to say that 
machinery develops two antagonistic tendencies as regards 
the length of the working day. Its most direct economic 
influence favours an extension of the working hours, for 
machinery un tired, wasting power by idleness, favours con
tinuous work. But when the growing pace and complexity 
of highly-organised machinery taxes human energy with 
increasing severity, and compresses an increased human 
effort within a given time, a certain net ad\'antage in limit
ing the working day for an individual begins to emerge, 
and it becomes increasingly advantageous to work the 
machinery for shorter hours, or, where possible, to apply 
U shifts)) of workers. 2 

But in the present stage of machine·deyelopment the 
economy of the shorter working day is f)nly obtainable in 
a few trades and in a few countries; the general tendency is 
still in the direction of an extended working day.3 The 
full significance of this is not confined to the fact that 
a larger proportion of the worker's time is consumed ill 
the growing monotony of production. The curtailment of 
his time for consumption, and a consequent lessenin;:,; of 
the subjective value of his consumaLles, mu~t ue set off 
against such increase in real wages or purchasillg power as 
may have come to him from the illcreased productiYe 
power of machinery. The value of a shorter working day 

1 Porter, Progress of the IVaI/un. p. 590. 
2 ce. Schulze.Gaevernitz, p. II). 
!J For a fuller treatment of this subject, see the next chapter. 
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consists not merely in the diminution of the burden of toil 
it brings, but also in the fact that increased consumption 
time enables the worker to get a fuller use of his purchased 
consumables, and to enjoy various kinds of "free wealth" 
from \vhich he was precluded under a lQnger working day,l 
So far as machinery has converted handicraftsmen in the 
manufacturing arts into machine-tenders, it is extremely 
doubtful whether it has lessened the strain upon their 
energies, though we should hesitate to give an explicit en
dorsement to l\lill's somewhat rhetorical verdict. H It is 
questionable if all the mechanical inventions yet made have 
lessened the day'!:i toil of any human being." But when 
rude forms of unskilled or low skilled muscular labour are 
taken over IJY machinery the benefit to labourers is indis
putable. .::iteam-diggers, coal-cutting machines, grain and 
coal elevators, and the use of most agricultural machines 
assuredly" lighten the day's toiL" "As to the influence of 
machinery on farm labour," writes an American expert,~ 
"all intelligent expert observation declares it beneficial. 
It has relieved the labourer of much drudgery; made his 
work easier and his hours of service shorter; stimulated his 
mental faculties; and made the labourer a more efficient 
worker, a broader man, and a better citizen." 

Rut while this holds true where machinery is made a 
servant of labour, this condition is not yet applicable to 
most factory trades. At any rate we have as yet no security 
th.)t machinery, owned by individuals who do not them
sc1yes tend it, shall not be used in such a way as to increase 
the physical strain of those 'who do tend it. H There is a 
temptation," as ;\Ir. Cunningham says, "to treat the machine 
as the main element in production, and to make it the 
measure of what a man ought to do, instead of regarding 
the man as the first consideration, and the m'achine as the 
instrument which helps him; the machine may be made 
the primary consideration, and the man may be treated as a 
mere s!ayC who tends it."J 

~ 4. ?\ow to come to the question of "monotony." Is the 
net tendency of machinery to make labour more monoton, 
ous or less, to educate the worker or to brutalise him? 

1 ('f. Patten, Thl' TllCOIY ol DYllamt"c Economics, chap .. xi. 
~ I, R. Dodge, "American Farm Lauour," in Rtpt. of ind. Com. 

(190'1\, YO!.)':. 7, p. III ('1uoteJ Quint . .Iflce, p. 74). 
J [ht! and AbllSl 0/ JIOllty, p. Ill. 
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Does labour become more intellectual under the machine? 
Professor Marshall, who has thoughtfully discussed this 
question, inclines in favour of machinery. It takes away 
manual skill, but it substitutes higher or more intellectual 
forms of skilJ.l H The more delicate the machine's pmrer 
the greater is the judgment and carefulness which is called 
for from those who see after it."2 Since machinery is daily 
becoming more and more de1icate, it would follow that the 
tending of machinery would become more and more 
intellectual. The judgment of l\Ir. Cooke Taylor, in the 
conclusion of his admirable work, The ·Jfodenl Factory 
System} is the same. "If man were merely an intellectual 
animal, even only a moral and intellectual Olle, it could 
scarcely be denied, it seems to us, that the results of the 
factory system have been thus far elevating.'ls Mr. Taylor 
indeed admits of the operative population that If they have 
deteriorated artistically; but art is a matter of faculty, of 
perception, of aptitude, rather than of intellecL» This 
strange severance of Art frolll Intellect and Morals, 
especially when we bear in mind that Life itself is the finest 
and most valuable of Arts, ,,·ill scarcely commend itself to 
deeper students of economic movements. The fuller sigrrifi
cance of this admission will appear when the widest aspect 
of the subject is discussed in our final chapter. 

The question of the net intellectual effects of machinery 
is not one which admits of positive answer. It would bc 
open to one to admit with :!\Ir. Taylor that the operatives 
were growing more intellectual, and that their contact with 
machinery exercises certain educative influences, but to 
deny that the direct results of machinery upon the workers 
were favourable to a wide cultivation of inkllectual powers, 
as compared with various forms of freer and less specialised 
manual labour. The intellcctualisation of the tmvn opera
tives (assuming the process to be taking place) may be 
attributable to the thousand and onc other influences of 
town life rather than to mJ.chinery, save indirectly so far 
as the modern industrial centre is itself the creation of 
machinery.' It is not, I think, possible at present to offer 

1 Pn'1t(ipfcs, p. 315. ~ ;1>/01., p. 316. J I'age 435 . 
• A similar difficulty in di~tingui.;,hinh tuwn influences from :;pecific 

trade influences confronted Dr. ArliJge in his investigation into 
diseases of employments. "It is a most difficult problem to salvI!, 
especially in the case of an industrial town population, how far the 
diseases met with are town-made and how far trade-made; the former 
almost always predominates." (DiuaUf of Ouu/Ja!ion, p. 33-) 
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any clear or definite judgment. But the following dis
tinctions seem to have some weight in forming our opinion. 

The growth of machinery has acted as an enormous 
stimulus to the study of natural laws. A larger and larger 
proportion of human effort is absorbed in processes of in
veillion, in the manipulation of commerce on an increasing 
scale of magnitude and complexity, and in such manage
ment of machinery and men as requires and educates high 
intellectuJ.1 facul~ics of observatioll, judgment, and specula
ti\'e im::tc;ination. or that portion of workers who may be 
said, wiLbin limits, to control machinery, there could be no 
que"lion that the total effect of macbinery has been highly 
educatin:. . 

The ;rowing size, power, speed, complexity of machinery, 
undoubtedlv makes the work of this class of workers" more 
intelll'ctual.~' Some measure of these educative influences 
eyen l':\knds to the "hand" who tends some minute 
portion of the machinery, so br as the proper performance 
of his t:lsk requires him to understand other processes than 
those to which his b!JoLlr is directly and exclusively applied. 

So iiknvisc con-;ideratioll must be taken of tbe skilled 
work of 11l:lking and repairing n1J.chinery. The engineers' 
~hop and other workshops are becoming e\'ery year a more 
and mort; importJ.llt factor in the equipment of .:1 factory or 
mill. I;llt tbou~h "brcJ.kdo\\'lls" are essentially erratic and 
tlHlst 81\\":1ys afford scope for ingenuity in their repair, even 
in the cn;;il1L'crs' shop there is the sJ.me tendency for 
machinery to undertakc all work of repair which can be 
brou;::-ht under routine. So the skilled \'lork in making 
and re:':lirin; macbinery is continually being reduced to a 
minimul1l, and cannot be regarded, as Professor Nicholson 
is disposed to regard it, as a factor of growmg import
alKC ill cO:l1lection with m:lchine-production. The more 
ll1J.chlllery is Llsed, the more skilled work of makill~ and 
rep:1.ili:l,~ will be required. it might seem, But the rapidity 
will! which machiJlt:ry is invading these very functions turns 
the sC:1.ie in the opposite direction) at any rate so far as the 
making of machinery is concerned. Statistics relating to the 
number of th05e engar;ed in making machinery and tools 
show th:1.t the proportion they bear to the whole working 
population is an incre:1.sing one; but the rate of this in,crease 
is by no means proportionate to the rate of increase in th~ 
use of machinery. :'Ioreov~r, an increased proportion of 
l1lJ.chinery production is for L'xport trade, so that a large 
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quantity of the labour employed in those industries is not 
required to sustain the supply of machinery used in English 
work. In repairs of machinery, the economy effected by 
the system of interchangeable parts is one of growing 
magnitude, and tends likewise to minimise the skilled 
labour of repair.l 

Finally, it should be borne in mind that in sevcral large 
industries where machinery fills a prominent place, the bulk 
of the labour is not directly governed by the machine. 
This fact has already received attention in relation to railway 
workers. The character of the machine certainly impresses 
itself upon these in different degrees, but in most cases 
there is a large amount of detailed freedom of action and 

. scope for individual skill and activity. 
Though the quality of intelligence and skill applied tQ 

the invention, application, and management of machinery 
is constantly increasing, practical authorities arc almost 
unanimous in admitting that the proportion which this 
skilled work bears to the aggregate of labour in machine 
industry is constantly diminishing. 1\ ow, setting on one 
side this small proportion of intelligcnt labour, what are 
we to say of the labour of him who, under the minute 
subdivision enforced by machinery, is obliged to spend 
his working life in tending some small portion of a single 
machine, the wholc result of which is continually to push 
some single commodity a single step alotlg the journey 
from raw material to consumpti\'c goods? , 

The factory is organised with military precision) the 
individual's work is definitely fixed for him; he has nothing 
to say as to the plan of his work or its tinal completion 
or its ultimate usc. "The constant employment all onc 
sixty-fourth part of a shoe not only offers no encouragement 
to mental activity, hut dulls by its monotony the brains of 
the employee to such an extent that the power to think and 
reason is almost lost."2 

The work of a machine·tender) it is urged, c:llls f(lr 
f< judgment and carefulness." So did his manual labour 
before the machine took it oyer. His" judgme:1t and 
carefulness" are now confined within narrower limits 

1 cr. Marshall, l'rillu/,lts o/E{ollomics, vol. i. [1. 315. 
3 D. A. Wells, Contemporary Rtt.!ltu.', lSS9, p. 392. 
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than before. The responsibility of the worker is greater, 
precisely because his work is narrowed down so as t9 be 
related to and dependent on a number of other operatives 
in other parts of the same machine with whom he has 
no direct personal concern. Such realised responsibility 
is an element in education, moral and intellectual. But 
this gain is the direct result of the minute subdivision, 
and must therefore be regarded as purchased by a narrow· 
ing of interest and a growing monotony of work. It is 
questionable whether the \"ast majority of machine workers 
get any considerable education, from the fact that the 
machine in conjunction with which they work represents 
a huge embodiment of the delicate skill and invention of 
many thousands of active minds, though some value may 
be attached to the contention that II the mere exhibition 
of the skill displayed and the magnitude of the operations 
performed in factories can scarcely fail of some educa
tional effect."l The absence of any true apprenticeship in 
modern factories prevents the detailed worker from under
standing the method and true bearing even of those pro
cesses which are closely linked to that in which he is 
engaged. The ordinary machine-tender, save in a very few 
instances, e.g., watchmaking, has no general understanding 
of the work of a whole department. Present conditions 
do not enable the II tender" to get out of machinery the 
educational influence be might get. Professor Nicholson 
expresses himself dubiously upon the educational value of the 
machine. "Machinery of itself does not tend to develop 
the mind as the sea and mountains do, but still it does not 
necessarily involve deterioration of general mental ability."2 
Dr. Arliclge expresses a more decided opinion. II Generally 
speakillg, it may be asserted of machinery that it calls 
for little or no brain exertion on the part of those con
nected with its operations; it arouses no interest, and 
has nothing in it to (juicken or brighten the intelligence, 
though it may sharpen the si;;;ht and stimulate muscular 
activity in some one limited direction." 3 

The work of machine-tending is never of course abso-

I Taylor, .If,),?'cnl Factory S),stem, p. 435. 
2 Cf. the comparison of conilniom (If town and country labour in 

Adam Smith's n-C,l!t!1 of A~ltiol!S, Uk. L, chap. x., part 2. 
~ lJiH'<HCJ of OaU/,atiMIJ, pp, 25, 26. 



MODERN CAPITALISM. 347 

lutely automatic or without spontaneity and skill. To a 
certain limited extent the « tender" of machinery rules 
as well as serves the machine; in seeing that his portion 
of the machine works in accurate adjustment to the rest, 
the qualities of care, judgment, and responsibility arc 
evolved. For a customary skill of wrist and eye which 
speedily hardens into an instinct, is often substituted a series 
of adjustments requiring accurate quantitative measurement 
and conscious reference to exact standards. In such in
dustries as those bf watchmaking the factory worker, though 
upon the average his work requires less manual dexterity 
than the handworker in the older method, may get more 
intellectual exercise in the course of his work. But though 
economists have paid much attelltion to this industry, in 
considering the character of machine-tending it is not all 
average example for a comparison of O1achine labour and 
hand labour; for the extreme delicacy of many of the 
operations even under machinery, the responsibility at· 
taching to the manipulation of expensive material, and the 
minute adjustment of the numerous small parts, enable the 
worker in a watch factory to get more interest and more 
mental training out of his work than falls to the ordinary 
worker in a textile or metal factory. \Vherever the matcri:1l 
is of a very delicate nature and the processes involve some 
close study of the individual qualities of each piece of 
material, as is the case with the more valuable metals, with 
some forms of pottery, with silk or lace, clements of thought 
and skill survive and may be cven fostered under m:1chinc 
industry. A great part of modern inventivcness, however, 
is engaged in devising automatic checks and indicators for 
the sake of dispensing with detailed iluman skill and reduc
ing the spontaneous or thoughtful elements of tending 
machinery to a minimum. Whcn tbis minimum is reached 
the highly-paid skilled workman gives pbce to the low·skilkd 
woman or child, and eventually the process Jl.3.sses over 
entirely into the h.3.nds of machinGY. So long, howcver, 
as human labour continues to co·operate with machinery, 
certain elements of thought and spontaneity adhere to it. 
These must be taken into account in any estimate of the 
net educative influence of machinery. But though these 
mental qualities must not be overlookcd, exaggerated 
importance should not be attached to them. The Jay. 
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man is often apt to esteem too highly the nature of 
fikilled specialist work. A locomotive superintendent of 
a raihvay ,vas recently questioned as to the quality of 
engine-driving. H After twenty years' experience he declared 
emphatically that the very best engine-drivers were those 
who were most mechanical and unintelligent in their work, 
who cared least about the internal mechanism of the 
engine." J Yet engine-driving is far less mechanical and 
monotonous than ordinary tending of machinery. 

So far as the man follows the machine and has his work 
determined for him hy mechanical necessity, the educative 
pressure of the latter [Dice lllUst be predominant. Machinery, 
like everything else, can only teach wbat it practises. Order, 
exactitude, persistence, conformity to unbending law,-tbese 
arc the lessons which must emanate from the machine. 
They have an important place as elements in the formation 
of intellectual and moral character. But of themselves 
they contribute a one"sided and very imperfect education. 
),Iachinery can exactly reproduce j it can, therefore, teach 
the lesson of exact reproduction, an education of quanti
tative measurements.~ The defect of machinery, from the 
educative point of view, is its absolute conservatism. The 
law of machinery is a law of statical order, that everything 
conforms to a pattern, that present actions precisely resemble 
past and future actions. Now the law of human life is 
dyn8.mic, requiring order not as valuable in itself, but as the 
condition of progress. The law of human life is that no 
experience, no thought or feeling is an exact copy of any 
other. Therefore, if you confme a man to expending his 
energy in trying to conform I2xacdy to the movements of a 
machine, you teach him to abrogate the very principle of 
life. Variety is of the essence of life, and machinery is the 
enemy of variety. This is no argument against the educa
tive uses of machinery, but only against the exaggeration of 
these uses. If a workman expend a reasonable portion ?f 
his energy in following the movements of a machine, he may 
gain a considerable educational "alue j but he must also 
have both time and energy left to cultivate the spontaneous 
and progressive arts of life. 

§ 5. It is often urged that the tendency of machinery is not 

I 71le .'Joeia! I:foriO:,71/, p. 22. 

~ Cf. Veblen, Tlu J/uory vi Eus;"l/Css En/tlfFist, pp. 308'309· 



MODERN CAPITAUSM. 349 

merely to render monotonous the activity of the individual 
worker, but to reduce the individual differences in workers. 
This criticism finds expression in the s.:tying: "All men are 
equal before the machine.)) So far as machinery actually 
shifts upon natural forces work which otherwise would tax 
the muscular energy, it undoubtedly tends to put upon a 
level workers of different muscular capacity. l\Ioreover, by 
taking over work which requires great precision of move
ment, there is a sense in which it is true that machinery 
tends to reduce the workers to a common level of skill, or 
even of un-skill. 

H \Vhenever a process requires peculiar dexterity and 
steadiness of hand, it is withdr::nvil as soon as possible 
from the cunning workman, ,vho is prone to irregularities 
of many kinds, and it is placed in charge of a peculiar 
mechanism, so self-regulating that a child can superin
tend it,"l 

That this is not true of the most highly-skilled or quali
tative work must be conceded, but it applies with gre3t force 
to the bulk of lower-skilled labour. By the aid of machinery 
-i_e., of the condensed embodiment of the inventor's skill, 
the clumsy or weak worker is rendered capable of assisting 
the nicest movements on a closer equality with the _more 
skilled worker. Of course piece-work, as practised in textiJ,~ 
and hardware industries, shows that the most complete 
machinery has not nearly abolished the individual differ
ences between one worker and another. But assuming that 
the difference in recorded piece wages accurately represents 
difference in skill or capacity of work-which is not quite 
the case-it seems evident that there is less vanation in 

. capacity among machine-workers than among workers 
engaged in employments where the work is more muscubr, 
or is conducted by human skill with simpler implements. 
The difference in productive capacity between an English 
and a Hindoo navvy is considerably greater tll:1n the differ
ence between a Lancashire mill oper.1tin; .1l1d .111 uper.1tiYe 
in an cqu.111y well-equipped and org.1nised Bomb:l), mill. 

But this is by no mt:ans all that is signified hy the 
"equality of workers before the machine," It is the 
adaptability of the m3r:hine to the wt'aker muscles and 
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intelligence of women and children that is perhaps the 
most important factor. The machine in its development 
tends to give less and less prominence to muscle and high 
individual skill in the mass of workers, more and more to 
certain qualities of body and mind which not only differ less 
widely in different men, but in which women and children 
are more nearly on a level with men. It is of course 
true that considerable differences of individual skill and 
effort survive in the typical machine industry. U Machine
weaving, for instance, simple as it seems, is divided into 
higher and lower grades, and most of those who work in 
the lower grades have not the stuff in them that is required 
for weaving with sever;:ll colours."l But the general effect 
of machinery is to lessen rJ.ther than to increase individual 
differences of efficiency. The tendency of machine industry 
to displace male by female labour is placed beyond all 
question by the st;ttistics of occupations in England, which 
show since 1861 a regular and considerable rise in the 
proportion of women to men workers in most branches of 
manufacture where machinery is most fully applied. 2 Legal 
restriction"-, and ill the more civilised communities, the 
growth of a healthy public opinion, preyent the economic 
force from being operative to the same degree so far as 
children are concerned. 

Those vcry qualities of narrowly restricted care and 
judgment, detailed attention, regularity and patience, 
which we see to be char3cteristic of machine work, are 
common human qualities in the sense that they are 
within the capacity of 311, and that even in the degree of 
their development and practice there is less difference 
between the highly-trained adult mechanic and the raw 
" half-timer" than in the development and practice of 
such powers as machinery has superseded. It must be 
recognised th3t machinery does exercise a certain equal
ising influence by assigning a larger and larger relative 
importance to those faculties which are specific as com
pared with those whirh .:He individual.·! "General ability" 
is coming to playa more important part in industry than 
specialised obility,l and though considerable differences 

I .\1;nsh:J.ll, /'1"1110/'.'" of E(,J!Ollli(.~, p. 26S. 
~ cr. (;tllc'l,d N"i"'-! c:/ C~IISlil j;". fQOI, ~. S6. 
1 l\br~11:J.ll, /'1 ill.ljlt-r ,,/ 1:.",o>l01>lio, chap. :( . 
• ~·I. \lll.hnall, !'. 2()r,. 
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may exist in the "general ability 1) of individuals, the 
differences will be smaller than in specialised abilities. l 

The net influence of machinery upon the quality of 
labour, then, is found to differ widely according to the 
relation which subsists between the worker and the 
machine. Its educative influence, intellectual and moral, 
upon those concerned with the invention, m3.llagement, and 
direction of machine industry, and upon all whose work is 
about machinery, but who are not detailed machine-tenders, 
is of a distinctly elevating character. Its effect, however, 
upon machine-tenders in cases where, oy the dur<1tion of 
the working day or the intensity of the physical effort, it 
exhausts the productive energy of the worker, is to depress 
vitality and lower him in the scale of humanity by an 
excessive habit of conformity to the automatic movements 
of a non-human motor. This human injury is not ade
quately compensated by the education in routine and regu
larity which it confers, or by the slight understanding of 
the large co-operative purposes and methods of machine 
industry which his position enables him to acquire_ 

I Cf. ilTarshall, Prillojles of Economics, p. zG.) 
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CHAPTER XIV, 

THE ECONOMY OF HIGH WAGES. 

~ I. The EC011011/)' of Low I! ages. 
~ ::. illodijicat/ons of ti,e Early Dodrim-Lord Bras:s(y's 

Evidence from Heav)! AlanllaZ IVorl.:. 
§ 3. [Vaxes, Hours, and Product in Machine-industry. 
§ 4. A General Application of the Economy of I-ligh IVages 

and Short rIours inadmissible. 
§ 5· jJfutua! Determination of Conditions of Employment 

and Productivit,;'. 
§ 6. Compressibility 0/ Labour and Intensification of Effort, 
S 7· Effectiz'e Consumptio/t dependent upon Span Energ), oj 

tlte IVorl,er. 
§ S. Grow/It of AfachineT)! in relation to Standard of Comfort. 
S 9- Economy of .Hi~r;lt If/ages depeltdent upon Consumption. 

§ I. The theory of a "natural" rate of wages fixed at the 
bare subsistence-point which was first clearly formulated in 
the writings of Quesnay and the so-called" physiocratic" 
school was little more than a rough generalisation of the 
facts of labour in France. But these facts, summed up in 
the phrase, "II ne gagne que sa vie," and elevated to the 
position of a llatural law, implied the general belief that a 
higher rate of wage would not result in a correspondent 
increase of the product of labour, that it v-tOuld not pay 
an employer to gi\'e "'ages above the point of bare susten
ance and reproduction. This dogma of the economy of 
cheap labour, taught in a slightly modified form by many 
of tbe leading English economists of the first half of the 
nl11eteentll century, has dominated the thought and in
directly influenced the practice of the business world. It 
is true that Adam Smith in a we!l-known passage had given 
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powerful utterance to a different view of the relation 
between work and wa3es :-" The liberal reward of labour 
as it encourages the propagation so it encourages the 
industry of the common people. The wages of labour are 
the encouragement of industry, which, like: every other 
human quality, improves in proportion to the encoura,:::.t:
ment it receives."l But the teaching of Ricardo, and the 
writers who most closely follo\,,,ed him in his conception of 
the industrial system, leaned heavily in favour of low wages 
as the sound basis of industrial progress. 

The doctrine of the economy of low wages in England 
scarcely needed the formal support of the scientific econo
mist. It was already strongly implanted in the mind of the 
eighteenth century" business man," who moralised upon 
the excesses resulting from high wages much in the tone of 
the business man of to-day. It would be scarcely possible 
to parody the following line of reflection ;-

"The poor in the manufacturing counties will never work any 
more time in general than is necessary just to live and support 
their weekly debauches. Upon the whole we may fairly aver 
that a reduction of wages in the woollen manufactures would be 
a national blessing and advantage and no real injury to the 
poor. By this means we might keep Ollr trade, uphold our 
rents, and reform the people into the bargain." (Smith's j~[ellloirs 
on IVoo/, vol. ii. p. 303.) 

Compare with this Arthur Young's frequent suggestion that 
rents should be raised in order to improve farming.2 So 
Dr. Ure, half a century later, notwithstanding that his m:1in 
argument is for the U economy of high wages/' both on the 
ground that it evokes the best quality of work and because 
it keeps the workman contented, is unable to avoid flatly 
contradicting himself as follows :-

"High wages, instead of leading to thankfulness uf kmppr 
and improvement of mintl, have, in too many Gl.ses, cIH~ri:dwd 
prille and supplied funds for supporting refractory spiri',> ,n 
strikes wantonly inflicted upon one set of mill-owner.; :1t"ll:1' 

another throughout the several districts of L:tncashire (,)1' tlw 
purpose of degrading them into a state of sen'itw Ie." (I'IIi/(Jsopl!y 
of iUan~/aclure, p. 366.) 

I l1'ealth 0/ Natiolts, \'01. i. p. S6. 
2 Cf. Northtrn Tour. vol. ii. p. S6 , ' -, 
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So again (p. 2g8) :-" In fact, it \vas their high wages 
which enabled them to maintain a stipendary committee in 
affluence, and to pamper themselves into nervous ailments 
by a diet too rich and exciting for their indoor occupation." 

The experiments of Robert Owen in raising wages and 
shortening hours in his New Lanark mills failed utterly 
to convince his fellow-m.:lIlufacturers that a high standard of 
comfort among the workers would bring a correspondent 
rise in working eftlciency. 

The history of the e.::trly factory system, under which 
rapid fortunes were built out of the excessive toil of 
children and low-skilled adult" workers paid at rates which 
were, in many instances, far below true" subsistence wages," 
furnished to the commercial mind a convincing argument 
in favour of II cheap labour/' and set political economy for 
half a century at war with the rising sentiments of humanity.l 
Even now, the fear frequently expressed in the New \VorlJ 
regarding the "competition of cheap labour" attests a 
strong survival of this theorYI which held it to be the 
first principle of H good business" to pay as low wages 
as possible. 

~ 2. The trend of more recent thought has been in the 

1 It is tme that out-and·out defenuers of the factories against early 
le~isbtion sometimes had the audacity to as~ert the" economy of high 
'v:1g-es," and to maintain that it governed the practice of early mill· 
owners. So Ure, "The m:1in reason why they (i.t_ wages) are so high 
is, that they form a small part of the value of the manufactured article, 
so that if reduced too low by a sordid master, they would render his 
operatives less c:ueflll, and thereby injure the quality of their work 
more than could he compensated by his saving in wages. The le.~s 
proportion W:lgl's bear to the v:llue of the g-oous, the higher, generally 
speaking, is the recompense of labour. The prudent master of a fine 
spinning-mill is most reluctant to tamper with the earnings of his 
spinners, and never consents to reduce them till absolutely forced to. it 
hy a want of remuneration for the c:lpit:J.l and skill embarked in his 
bu_;iness" (Plu·/o.<(J/,hy 0/ Alamr(artllrt, p. 330)' This does not, however, 
prevent Dr. Ure from pointing Ollt a little bter the grave danger into 
which trade-union endeavours to mise wages drive a trade subject to 
the competition of" the more frug:ll and docile labOllr of the Contin~nt 
and United St:l.te_~" (p. 363). Nor do Dr. Ure's statements regardmg 
the high W:lges p:l.id in cotton-mills, which he pbces :l.t three times the 
agricultur:d waITes, tally with the statistics given in the appendix of his 
o\\'n hook (cf. p: 515). .\!ale spinners alone received the" high \\',ages" 
he names, and out of thcm h:lu to r:ly for ~he lahour of the assIstants 
whom til!;}' llired to help them. 
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direction of a progressive modification of the doctrine of 
the" economy of low wages." The common maxim that 
"if you want a thing well done you must expect to pay for 
it" implies some general belief in a certain correspondence 
of work and wages. The clearer formulation of this idea 
has been in large measure the work of economic thinkers 
who have set themselves to the close study of comparative 
statistics. The work in which Mr. Brassey, the great rail
way contractor, was engaged gave him all opportunity of 
making accurate comparison of the work and wages of 
workmen of various nationalities, and his son, Lord 
Brassey, collected and published a number of facts hearing 
upon the subject which, as regards certain kinds of work, 
established a new relation between work anu wages. I Ie 
found that English navvies employed upon the Granu 
Trunk Railway in Canada, and receiving from 5s. to os. :l 

day, did a greater amount of work for the money than 
French-Canadians paid at 3s. 6d. a day; that it \vas more 
profitable to employ Englishmen at 3S. to 3s. 6d. upon 
making Irish railways than Irishmen at IS. Od. to IS. Sd.; 
that II ih India, although the cost of dark labour ranges 
from 4.%"d. to 6d. a day, mile for mile the cost of railway 
work is about the same as in England;" that in quarry 
work, "in which Frenchmen, Irishmen, and Englishmen 
were employed side by side, the Frenchman received three, 
the Irishman four, and the Englishman six francs a day. 
At those different rates the Englishman was found to be the 
most advantageous workman of the three." Extending his 
inquiries to the building trades, to mining, and to various 
departments of manufactures, he found a general consensus 
of opinion among employers and other men of practical 
experience making for a similar conclusion. In France, 
Germany, and Belgium, where wages and the standard of 
living were considerably lower than in England, the cost of 
turning out a given product \\':1.S not less, but greater. III 

the United States and in a few trades of Holland, where the 
standard of comfort was as high or higher than in the 
corresponding English industries, more or better work was 
done. In short, the efficiency of lahour was found to vary 
with tolerable accuracy in accordance with the standard of 
comfort or real wages. 

In his introduction to his work on Filreigll fl"ork and 
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Englislt "'ogt's, Lord Brassey gives countenance to a 
theory of wages which has frequently been attributed to 
him, :lnd bas sometimes been accepted as a final statement 
of the relation of work and wages-viz., that II the cost of 
work, as distinguished from the daily wage of the labourer, 
was approximately the same in all countries." In other 
words, it is held that, for a given class of work, there is a 
fixed and uniform relation between wages and efficiency of 
labour for different lands and different races. 

Now, to the acceptance of this judgment, considered as 
a foundation of a theory of comparative wages, there are 
certain obvious objections. In the first place, in the state· 
ment of most of the cases which are adduced to support the 
theory reference is made exclusively to money wages, no 
account being taken of differences of purchasing power 
in different countries. In order to establish any rational 
basis, the relation must be between real wages or standard 
of living and efficiency. Now, though it must be admitted 
as inherently probable tbat some definite relation should 
subsist between wages and work, or, in other words, between 
the standard of consumption and the standard of produc. 
tion, it is not a priori reasonable to expect this relation 
should be uniform as between two such countries as 
England and India, so that it should be a matter of 
~conomic indifference whether a piece of work is done by 
cheap and relatively inefficient Indian labour or by ex
pensive and efficient English labour. Such a supposition 
could only stand upon one of two assumptions. 

The first assumption would be that of a direct arithme
tical progression in the relation of wage and work such as 
would require every difference in quantity of food, etc., 
consumed by labourers to be reflected in an exactly corre
spondent difference of output of productive energy-an 
assumption which needs no refutation, for no one would 
maintain that the standard of comfort furnished by wages 
is the sale determinant of efficiency, and that race, climate, 
and social environment play no part in economic production. 
The alternative assumptiun would be that of an absolute 
fluidity of capital and labour, which should reduce to a 
uniform level throughout the world the net industrial ad
vantages, so that everywhere there was an exact quantita
tive relation bet\\'een work and wage, production, and 
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consumption. Though what is called a "tendency" to 
such uniformity may be admitted, no one acquainted with 
facts will be so rash as to maintain that this uniformity is 
even approximately reached. 

§ 3. There is, then, no reason to suppose that wages, either 
nominal or real, bear any exact, or even a closdy approxi
mate, relation to the output of efficient work, quantity and 
quality being both taken into consideration. But, in truth, 
the evidence afforded by Lord Brassey docs not justify a 
serious investigation of this theory of indifference or equiva
lence of work and wages. For, 111 the great majority of 
instances which he adduces, the alh'antage is clearly shown 
to rest with the labour which is most highly remunerated. 
The theory suggested by his evidence is, in fact, a general 
theory of "the economy of high wages.)) 

This theory, which has been advancing by rapid strides in 
recent years, and is now supported by a great quantity of 
carefully-collected evidencc, requires more serious consider
ation. The evidence of Lord Brasscy was chiefly, though 
by no means wholly, derived from branches of industry 
where muscular strength was an important element, as in 
road-making, railway-making, and mining; or from the 
building trades where machinery does not playa chief part 
in directing the pace and character of productivc effort. It 
would not be unreasollable to expect that the quantitative 
relation between work and wages might be closer in indns
tries where freely expended muscular labour played a morc 
prominent part than in industries whcre machinery was a 
dominating factor, and where most of the work consisted in 
tending machinery. It might well be the case that it would 
pay to provide a high standard of physic.::tl consumption to 
navvies, but that it would not pay to the same extent to 
give high wages to factory operatives, or evell to other 
classes of workers less subject to the strain of llea\'y 
muscular work. 

In so far as the tendency of modern production is to 
relieve man more and more of this rough muscular work, it 
might happen that the true economy favoured high wages 
only in those kinds of work which were tending to occupy 
a subordinate place in the industry of the future. The 
earlier facts, which associated high w~ges with high pro
ductivity, low wages with low productivity, in textile 
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factories and ironworks, were of a fragmentary character, 
and, considered as evidence of a causal connection between 
high wages and high productivity, were vitiated by the wide 
differences in the development of machinery and industrial 
method in the cases compared. In recent years the 
bbours of many trained economists, some of them with 
close practical knowledge of the industrial arts, have 
collected and tabulated a vast amount of evidence upon 
the subject. A large number of American economists, 
among them General F. A. Walker, 1\'lr. Gunton, 1\lr. 
Schoenhof, Mr. Gould, Mr. E. Atkinson, have made close 
researches into the relation between work and wages in 
America and in the chief industrial countries of Europe. 
A too patent advocacy of tariff reform or a shorter 
working ua y has in some cases prevented the statistics 
collected from receiving adequate attention, but there 
is no reason to uoubt the substantial accuracy of the 
research. 

The most carefully-conducted investigation has been 
that of lJrofessor Schulze-Gaevernitz, who, basing his argu
ments upon a close study of the cotton industry, has 
related his conclusion most clearly to the evolution of 
modern machine-production. The earlier evidence merely 
cst:.1 blished the fact of a co·existence between high wages 
and good work, low wages and bad work, without attempt
ing scientifically to explain the connection. Dr. Schulze
Gaevernitz, by his ;malysis of cotton spinning and weaving, 
sllccessfully formulates the observed relations between 
wages and product. lie compares not only the present 
condition of the cotton industry in England and in 
Cermany and other continental countries, but the condi
tions of work and wages in the English cotton industry at 
various times duringdhe last seventy years, thus correcting 
any personal equation of national life which might to some 
cCl:tent vitiate conclusions based only upon international 
comparison. This double method of comparison yields 
certain definite results, which Dr. Schulze-Gaevernitz sums 
IIp in the following words :--" Where the cost of labour 
(I. e. piece wages) is lowest the conditions of labour are 
most favourable, the working day is shortest, anq the 
weekly wages of the operatives are highest" (p. 133). The 
evolution of irnpro\'ed spinning and weaving machinery in 
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England is found to ue attended by a continuous increase in 
the product for each worker, a fall in piece wages reflected 
in prices of foods, a shortening of the hours of labour, and 
a rise in weekly wages. The following tables, compiled by 
Dr. Schulze-Gaevernitz, give an accurate statement of the 
relations of the different movements, taking the spinning 
and weaving industries as wholes in England ;-

SPL'\KIXG. 

Protluct of Xumber of : Product per I Cost of A Yera:,::" 
yarD . wo~"er~ I worker l;luour y"ally 

ill 10001b.'l. III sp'lIlJllJl~ In Ius. I per lb. wa)!:e~. mills. 
------

I I ,. d. 

I 
£ ,. d. 

18 19- 21 106,500 111,000 968 6 4 ,6 13 0 

18::!9-31 216,500 140,000 1;46 4 , I '7 6 0 

1844-46 523,300 19°,000 ::!754 , 3 

I 

,s " 0 

1859-61 9 10,000 :qS,ooo 3671 , I 3::! 10 0 

1880-82 1,324,000 i 240,000 
I 55 20 I 9 44 4 0' 

--

WEA \'IXC. 

, 1-'--
,\ \""r'I~O Products ill I \:';':~;;,ol 11'1;i:;:':f.::'''1 \;i~:;:':; 1000 Ius. y, ady 
llle,IIIIe 

----- . :--- - -

I 

,I ,. s. d. 

1819- 21 80/)20 ::!;o,ooo 3:::2 I; ; '0 ,.'I 0 

1829-3 1 143,200 '27 ;,000 5'21 I) 0 I 'J IS ()~ 

1844-46 348,110 ::: I 0,000 16:;8 I 3 ; '4 10 0 

IH59-6r 650,870 '203,000 3'206 

I 
, I) 30 I ; 0 

1880-32 9')3,540 :'246,000 -1039 , 3 39 0 0 

-~. --------

1 Do Crosshefrieh, p. I )2. III re>:;:J.rdit1;,; the :J.dv:\ncc of r<.:c<:nt 
average wages it should IJI.; borne in milld that lht: bIer years conluin J. 

Lnger proportion of adult.~. In cOll~idcling the IICt )c:n1r \\.l;':("~ ,I 
deduction for unemployment should be madc fl'om lhe sums n31ll"J ill 
the table. 

2 Account must I)e taken of the depr..:ssed ("ondition uf hand·luom 
weavers, who had not yet disappeared. 
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The S3me holds good of the growth of the cotton-weaving 
industry in America, as the following table shows:-

YeaTly 

I 
Cost uf Ye3:rly 

pruduct labour earmngs 
per worker. 

t 
per yaro.!. per wOTker. 

Yarlls_ Cents. Dollars. 

1830 4,J:=: 1 1.9 164 
18 50 12, 164 I. 55 190 

1870 19,293 1.24 240 

1884 28,032 1.07 290 

Of Cermany and Switzerland the same holds. Every im
lHo\"ement of machinery increasing the number of spindles 
or looms a worker can tend, or increasing the pace of the 
machinery and thus enlarging the output per worker, is 
:o.ttended by :0. higher weekly wage, and in general by a 
sbortenint;: of the bours of labour. 

A detailed comparison of England, the United States, and 
the Continent, as regards the present condition of the 
cotton industry, yields the same general results. A com
Jurisoll between England and the United States shows that 
in weaving) where \VJ.ges are much higher in America, the 
bhour is so much more efficient as to make the cost of 
pruduction considerably lower than in England; in spin
nint;", where English wages are about as highly paid, the 
l"()st of production is lower than in America (p. 156). A 
cOll1p,Hison between Switzerland and Germany, England, 
alld America, as regards weaving, yields the following 
results (p. 151):-

I Weekly I Cost I Hours of Weekly product per yard.! labour. . per worker wage . 

-----~~- -- ----1- Yarrl.~ .. 
I ,. d 

Switzerland and Germany I 466 0.30 3 12 II 8 
England t 706 0.275 

I 
9 16 3 

America 1200 0.2 10 '0 3 



MODERN CAPITALIS:\L 36r 

The low-paid, long-houred labourers of the Italian 
factories are easily undersold by the higher paid and more 
effective labour of England or America. So also a com
parison between Mulhausen and the factories of the Vosges 
valleys shows that the more highly-paid labour of the 
former is the more productive. 

In Russia the better-paid labour in the factories near 
Petersburg and in Esthland can outcompete the lower paid 
Jabour of the central governments of Vladimir and l\loscow. 

Schulze-Gaevernitz goes so far as to maintain that under 
existing conditions of low wages and long hours, the Indian 
factories cannot undersell their Lancashire competitors, and 
maintains that the stringent factory laws which are demanded 
for India are likely to injure Lancashire,l instead of giving 
her an advantage. The most vital points of the subject are 
thus summarised, after an elaborate comparison of the 
cotton-spinning of England and of those parts of Germany 
which use English machinery :-

II In England the worker tends nearly twice as much machinery 
as in Germany; the machines work more quickly; the loss as 
compared with the theoretic output (i.e., waste of time and 
material) is smaller. Finally, there comes the consideration 
that in England the taking-off and putting-on from the spindles 
occupies a shorter time; there is less breaking of threads, and 
the piecing of broken threads requires less time. The result is 
that the cost of labour per pound of yarn-especi;llly when the 
work of supervision is taken into account-is decidedly smaller 
in England than in Germany. So the wag-es of the English 
spinners are nearly twice as high as in Germany, while the 
working day occupies.a little Mer 9 hours .1.S c()11lp;ued with t t 

to II~ in Germany." (P. 136.) 

More recent investigations directed to a co1ll1 ':11 ;,,1)11 
between the efficil.:ncy of Ulitish and CU1ltinental laboll! 
confirm the conclusions of Schulze-Gat:vl'rnitz. CCrlllall 

workers are still inferior to English in the cotton trauc, 
though they have gained in efficiency durin;; the b~t tell 

I Here Schuhe-Gaevernitz nppcnrs to strain his argument. Though 
oITicial reports lay stress upon the sih·er question .1.5 an imponanl 
factor in the rise of n.,mhay mills, there seems no doulJl of the ability 
of Bombay cheap labour, ind.:pendo.:ntly of this, to undersell Eng1i<;h 
labour for low cotmlS of COllrm in Asi.1.lic m:uket5. Brentano in his 
work, flours Gild 11-(1.,(;u ,·n Nt/al,OIl 10 l'r()iudi()JI, supports Schulze
Gaevernitz. 
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years, a gam directly associated with higher wages and a 
better standard of living. The same is generally true of 
France, Switzerland, and Holland. 

As regards the labour cost in India, we are told H The 
number of operatives required to manage a given quantity 
of machinery 'vas five to eight times greater in India than 
in England, and now it is at least three times greater. 
It is the advantage of position alone which has enabled 
this native industry to oust foreign yarns, except a few the 
bulk of which are coloured."l 

Later comparisons of the relative efficiency of American 
and English weayers are invalidated by the growing extent 
to which automatic looms and other improvements in 
machinery have been adopted in America. No quantitative 
measurement is possible between the efficiency of the best 
eight-loom weavers of )'Iassachusetts, earning their 45s. or 
50S. per week, and the best Lancashire weavers, with their 
smaller number of looms and lower wages. Alike in spin. 
ning and in weaving, the difference ill the quality of the 
cotton goods further complicates the comparison. The 
higher average wages paid to cotton operatives in the 
Northern St;-.,tes is not, however, ill the judgment of a recent 
professional obsen·er,z compensated by- a corresponding 
superiority of elficiency. As regards the efficiency of 
labour in Southern mills, there appears to have been 
a temporary economy in low wages; though to-day 
it is held that "in lllan\" instances the labour cost is 
actually higher in the South though the wages are so 
Illuch 10\\"cr.'·3 

Some interesting testimony from Germany directly sup
ports the economy of high wages in hard manual occupations . 
...\. Foreign Ornce report of J 893 on the coal industry of 
Rhenish Westphalia states: ".-\lthough wages arc doubtless 
lo\\"er than in England, even ill this district, where they 
stand higher than in any other part of Germany, I think it 
will still be found Oil the average that the working effeet per 
coal-hewer and "hift is only about half what it is in England, 
for the following reasons: because the English pitman lives 
Deller, works with more judgment and skill, and once he 

1 gl:l,~ey and Ch.lj'll1.1n. p. Ij2. 
~ .:'>lr. Yuung:. oJ Dla,~~y and Chapnl.ln. p. lSI. 
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has made his conditions, gives his greater labour-power 
more freely; and last, not least, he is a trained hewer, 
timber-setter, or putter, as the case may be." 

This is confirmed by the evidence of a German miner 
who worked for some time in Northumberland. "There 
is good reason why the English miner should be the 
stronger man of the two. He has time to rest properly, 
and he enjoys more meat than potatoes. Generally ~peak
ing, overstrain and under-feeding disable the German from 
competing with him."l 

There exists a large amount of testimony, both of busi
ness men and of economists, in support of the favourable 
effect of the higher standard of comfort enjoyed by 
American workmen upon the output of labour. European 
workmen who have gone to work in the United States 
commonly admit that they give out a much larger amount 
of working energy. How far this is susceptible of physio
logical explanation, the better food converted into more 
work, may perhaps be questioned. Prohably psychical 
factors play at least as import<lnt a part. The recognition 
of a career open to every t<llcnt, or at Icost a fair oppor
tunity of distinct ond apprecioble improvement in the 
standard of comfort, has been a stimulus opcrative among 
all sections of American workmen, though recent ('on
ditions of the low·skilled labour market have diminished 
its effectiveness. The increase of the population of 
negroes and foreign immigrants, (orming an unskilled 
class of Iahour kept in its place hy a reduced demand 
for skilled labour relative to the supply, scenlS likely to 
reduce the energy of the American" stroke" to the kvel 
of the European. If, ill addition to this, the real wage 
o( unskill(;d labour falls, as it has in (act <lone sin('c I ?)f)7, 
one great source of American industrial pl'Ogress is per
ceptibly weakened. 

~ 4. From the evidence adduced hy Scilulzc'(;ae\"crnitJ, 
modern industrial progress is expressed, so far as its eHects 
011 labour are concerned, in sevell results: (a) Shorter hours 
of labour. (b) Higher weekly wage. ([) I.o\\'cr piece-wage. 
(d) Cheaper producL (e) Increased pl'Oduct per worker. 

1 flow tlte EIIJ:li.<l1 l/'orbll'U/ Li .. ·,:s, Ern~! lJuChCbho(f (IS99), 
quoted Bussey and ChapnlJn, 1'· 4:::i. 
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<f) Increased speed of machinery. (g) Increased numbeI 
and size of machines to the worker. 

All these factors must be taken into consideration before 
a full judgment of the net results of machinery upon the 
worker can be formed The evidence above recorded, 
conclusive as it is regarding the existence of some causal 
connection between a high standard of living and high 
productivity of labour, does not necessarily justify the con· 
elusion that a business, or a federation of employers, may 
go ahead increasing wages and shortening hours of labour 
ad libitum in sure and certain expectation of a corresponding 
increase in the net productivity of labour. 

Before such a conclusion is warranted, we must grasp 
more clearly the nature of the causal relation between high 
standard of living and efficiency. How far are we entitled 
to regard high wages and other good conditions of employ· 
ment as the cause, hO\\' far as the effect of efficiency of 
labour? The evidence adduced simply proves that abc, 
certain phenomena relating to efficiency-as size of pro· 
duct, speed of workmanship, quantity of machines tended 
-yary directly with d f j, certain other phenomena relating 
to wages, hours of labour, and other conditions of employ· 
ment. So far as such evidence goes, we are only able to 
assert that the two sets of phenomena are causally related, 
and cannot surely determine whether variations in abc are 
causes, or effects of concomitant variations in d e j, or 
whether both sets of phenomena are or are not governed by 
some third set, the yariations of which affect simultaneously 
and proportionately the other two. 

The moral which '\'Titers like i\Ir. Gunton and Mr. 
Schoenhof haye sought to extract, and which has been 
accepted by not a fel\' leaders in the "labour movement," 
is that every rise of wages and every shortening of hours 
will necessarily be followed by an equivalent or a more than 
equivalent rise in the efficiency of labour. In seeking to 
establish this position, special stress is laid upon the evi· 
dence of the comparative statistics of textile industries. 
But, in the first place, it must be pointed out that the 
evidence adduced docs not support any such sweeping 
generalisation. The statistics of Mr. Gould and Mr. 
:Scboenhof, for illstallCt', show 1113.ny cases where higher 
money and real \\ages of American operatives are not 
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accompanied uy a correspondingly larger productivity. In 
such cases the" cheap" labour of England is really cheap. 

Again, in other cases where the higher wages of American 
workers are accompanied by an equivalent, or more than 
equivalent, increase of product, that increased product is 
not due entirely or chiefly to greater intensity or efficiency 
of labour) but to the use of more highly elaborated labour
saving machinery. The difference between the labour-cost 
of making and maintaining this improved machinery, and 
that of making and maintaining the inferior machinery it 
has displaced, G>ught clearly to be added in, where a com
parison is made between the rebtion of net labour-cost to 
product in different countries, or in different stages of 
industrial development in the saIlle country. The omission 
of this invalidates much of the reasoning of Schulze
Gaevernitz, Brentano, Rae, and other prophets of "the 
economy of high wages," The direct labour-cost of each 
commodity may be as little, or even less, than in England, 
but the total cost of production 1 and the selling price may 
be higher. Lastly, in that comparison between England 
and America, which is in maoy respects the most service
able, because the two countries are nearest in their develop
ment of industrial methods as well as in the character of 
their labourers, the difference of money and of re:ll wage 
is not commonly accompanied Ly a difference in hours of 
labour_ 

The evidence we possess docs not warrant any universal 
or even general application of the theory of the economy 
of high wages, If it was gcnerally true that by increasillg 
wages and by shortening working hours the daily product 
of each labourer could be increased or (!vcn maintained, 
the social problem, so far as it relates to the alle\,j.1tion Gf 
the poverty and misery of the lower grades of workers, 

1 Mr. Gould's general conclusion, frnm his cnmp~\I i..;nn nf American 
and European production, is "that higher daily wages in _-\merica d(! 
,tOt mean a co"espolldiJ/g~l' elli/(uned l.zI'(!/I/"·(ost to till! lll<lilll/tldllrCrS" 
(Coutemporary Review, Jan, ',:)93). This he hold~ tn he r~ut!y due to 
superior mechanical ag:encie~, which owe their existence to high wages, 
partly to superior physical furce in the lI'ork~rs. Hut "[T. Gould's 
evidence and his conc1mion here Slated, t:l.ken as te~timony to the 
"economy of high wages," are insufliciellt, for Iller ullly show that 
high wages are attended by increased olltpllt of hhour, not by an 
increase c01-rt,pondenl to Ihis hig-her w:tgc. 
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would admit of an easy solution. But though it will be 
generally admitted that a rise of wages or of the general 
standard of comfort of most classes Qf workers will be 
followed by increased efficiency of labour, and that a short~ 
ening of hours will not be followed by a corresponding 
diminution in output, it by no means follows that it will be 
profitable to increase wages and shorten hours indefinitely. 
Just as it is admitted that the result of an equal shortening 
of hours will be different in every trade, so will the result of 
a given rise in standard of comfort be different. In some 
cases highly-paid labour and short hours win pay, in other 
cases cheaper labour and longer hours. It is not possible 
by dwelling upon the concomitance of high wages and good 
work, low wages and bad work, in many of the most highly. 
developed industries to appeal to the enlightened self·interest 
of employers for the adoption of a general rise in wages and 
a general shortening of hours. Because the most profitable 
business may often oe conducted on a system which involves 
high wages for short intense work with highly evolved 
machinery, it by no means follows that other businesses 
may not be more profitably conducted by employing low
paid workers· for long hours with simpler machinery. \Ve 
are not at liberty to conclude that the early Lancashire 
mill-owners adopted a short-sighted policy in employing 
children and feeble adult labour at starvation wages. 

The evidence, in particular, of Schulze-Gaevernitz certainly 
shows that the economy of high wages and short hours is 
closely linked with the development of machinery, and that 
when machinery is complex and capable of being worked 
at high pressure a net economy of high wages and short 
hours emerges. J n this light modern machinery is seen as 
the direct cause of high wages and short hours. For though 
the object of introducing machinery is to substitute machine
tenders at low \vages for skilled handicraftsmen, and though 
the tireless machine could be profitably worked continuously, 
when due regard is had to human nature it is found more 
profitable to work at high pressure for shorter hours and to 
purchase such intense work at a higher price. It must, of 
course, he kept in mind that high wages are often the direct 
cause of the introduction of improved machinery, and. are 
an ever-present incelltiYe to fresh mechanical inventions. 
This was clearly recognised half a century ago by Dr. Ure, 
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who names the lengthened mules, the invention of the self
acting mule, and some of the early improvements in calko
printing as directly attributable to this cause,l 

But, admitting these tendencies in certain machine indus
tries, ,ve are not justified in relying confidently upon the 
ability of a rise of wages, ohtained by organisation of labour 
or otherwise, to bring about sllch improvements of industrial 
methods as will enable the higher wages to be paid withont 
injuring the trade, or reducing the profits below the minimum 
socially required for the maintenance of a privately con
ducted industry. 

Our evidence leads to the conclusion that, while a rise 
of wages is nearly always attended by a rise of efficiency of 
labour and of the product, the proportion which the in· 
creased productivity will bear to the rise of wage will differ 
in every employment. Hence it is not possible to make a 
general declaration in favour of a policy of high wages or of 
low wages. 

§ 5. The economically profitable wages and hours will vary 
in accordance with many conditions, among the most 
important being the development of machinery, the strain 
upon muscles and nerves imposed by the work, the indoor 
and sedentary character of the work, the various hygienic 
conditions which attend it, the age, sex, race, and class of 
the workers. 

In cotton.weaving in America ·it pays better to employ 
women at high wages to tend six, seven, or even eight 
looms for short hams, than to pay lower wages to inferior 
workers such as are found in Ccrmany, Switzerland, or even 
in Lancashire. But in coal·mining it appe::trs that the 
American wages are economically too high-that is to say, 
the difference between American and English wages is not 
compensated by an equivalent difference of output. The 
gross number of tons mined by United State's miners 
working at wages of $326 per annum is 377, yielding a cost 
of 86k cents per ton, as compared with 79 cents per ton, 

1 Uee's PhiliJs(!phy o/lJ!allllfiuturt, P(I. 367"369. Dr. L1 re regaTdt:li 
mechanical inventions as the meam whl'Tl'hy capit::t1 should keep labour 
in subjection. III describing: how the" self<lcting mule" came into 
use he addg triumphantly: "Thi~ invention comprises the great doctrine 
already propounded, that when capital enlists science in her service the 
refractory hand of lah0ur will alw3p be t3ught ,j,-.dlity" (p. 36S). 
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the cost of North Staffordshire coal produced by miners 
earning $253, and turning out 322 tons per head,l So also 
a ton of Bessemer pig iron costs in labour about 50 cents 
more in America than in England, the American wages 
being about 40 per cent. higher. 2 

It is, indeed, evident from the aggregate of evidence that 
no determinable relation exists between cost in labour and 
wages for any single group of commodities. 

Just as little can a general acceptance be given to the 
opposite contention that it is the increased efficiency of 
labour which causes the high wages. This is commonly 
the view of those business men and those economists who 
start from the assumption that there is some law of compe
tition in accordance with whose operation every ,yorker 
necessarily receives as much as he is worth, the full value 
of the product of his labour. Only by the increased 
efficiency of labour can wages rise, argue these people; 
where wages are high the efficiency of labour is found to be 
high, and vice versa,. therefore efficiency determines wages. 
Just as the advocates of the economy of high-wages theory 
seek by means of trade-unionism, legislation, and public 
opinion to raise wages and shorten hours, trusting that the 
increased efficiency which ensues will justify such conduct, 
so the others insist that technical education and an elevation 
of the moral and industrial character of the workers must 
precede and justify any rise of wages or shortening of 
hours, by increasing the efficiency of labour. Setting aside 
the assumption here involved that the share of the workers 
in the joint product of capital and labour is a fixed and 
immovable proportion, this view rests upon a mere denial 
of the effect which it is alleged that high wages and a rise 
in standard of comfort have in increasing efficiency. 

The relation between wages and other conditions of 
employment, on the fme hand, and efficiency of labour or 
size of product on tile other, is clearly one of mutual 
determination. Every rise in wages, leisure, and in general 
standard of comfort will increase the efficiency of labour; 
eyery incrc:lsed efficiency, wbether due directly to these or 
to other causes, will enable higher wages to be paid and 
shorter hOllTs to he worked. 

I "No. 6.J. Cmsubr Report" (quoted Schoenhof, p. 209). 
~ Schoenhof, p. 216 



MODERN CAPITALIS~L 

§ 6. One further point emerges from the c;vidence relating 
to efficiency and high wages. According to Schulze-Gaever
nitz's formula, every fall in piece wages is attended by a rise 
in weekly wages. But it should be kept in mind that a rise 
in time wages does not necessarily mean that the price 
of labour measured in terms of effort has been raised. 
Intenser labour undergone for a shorter time may obt.1in a 
higher money wage per unit of time, but the price per unit 
of effort may be lower. It has been recognised that .l 

general tendency of the later evolution of machinery has 
been to compress and intensify labour. In certain classes 
of textile labour the amount of muscular or manual labour 
given out in a day is larger than formerly. This is tbe case 
with the work of children employed as piecers. In Ure's 
day (1830) he was able to claim that during three-fourths of 
the time spent by children in the factory they had nothing to 
do. The increased quantity of spindles and the increased 
speed have made their labour more continuous. The same 
is true of the mule spinners, whose labour, even within the 
last few years, has been intensified by increased size of the 
mule. Though as a rule machinery tends to take over the 
heavier forms of muscular work, it also tends to multiply 
the minor calls upon the muscles, until the total strain is 
not much less than befort. 'Vhat relief is obtained from 
muscular effort is compensated by a growing strain upon 
the nerves and upon the attention. Moreover, as the 
machinery grows more complex, numerous, and costly, the 
responsibility of the machine-tender is increased. To some 
considerable extent the new effort imposed upon the worker 
is of a more refined order than the heavy muscubr work it 
has replaced. But its tax upon the physique is an ever· 
growing one. "A hanel-loom weaver can work thirteen' 
hours a day, but to get a six-loom weaver to work thirteen 
hours is a physical impossibility."l The complexity of 
modern machinery and the superhum:1n cderit)' of which it 
is capable suggest continually an illcre."Ised compressioll of 
human labour, an increased output of effort per unit of 
time. This has been rendered possible by acqllired skill 
and improved physique ensuing on a higher standard of 
living. But it is evident that, where it appears th3.t each 

I D" C'-ossbelY/, I" p. 167. 
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rise in the standard of living and each shortening of the 
working-day has been accompanied by a severer strain 
either upon muscles, nerves, or mental energy during the 
shorter working day, we are not entitled to regard the 
higher wages and shorter hours as clear gain for the worker. 
Some limits are necessarily .imposed upon this com~ 
pressibility of working effort. It would clearly be im
possible by a number of rapid reductions of the working 
day and increases of time wages to force the effectiveness 
of an hour's labour beyond a certain limit for the workers. 
Human nature must place limits upon the compression. 
Though it may be better for a wea"er to tend four looms 
during the English factory day for the moderate wage of 
165. a week than to earn 115. Sd. by tending two looms in 
(;ermany for twelve hours a day, it does not follow that it is 
better to earn 20S. 3d. in America by tending six, seven, or 
even eight looms for a ten-hours day,l or that the American's 
condition would be improved if the eight-hours day was 
purchased at the expense of adding another loom for each 
worker. 

The gain which accrues from high wages and a larger 
alllount of leisure, over which the higher consumption 
shall be spread, may be more than counteracted by an 
undue strain upon the nerves or muscles during the shorter 
day. This difficulty, as we have seen, is not adequately met 
by assigning the heavier muscular work more and more to 
lll.1chinery, if the possible activity of this same machinery 
is made a pretext for forcing tbe pace of such work as 
devolves upon machine-tt:nders. 

In many kinds of work, though by no means in all, 
an increase of the amount of work packed into an hour 
could be obtained by a reduction of the working-day; 
but two considerations should act in determining the pro
gressive movement in this directicn: first, the objective 
economic question of the quantitative relation between the 
successive decrements of the working-day and the incre
ments of labour put into each hour; second, the subjective 
economic question of the effect of the more compressed 
labour upon the worker considered both as worker and 
as consumer. 

1 Vidt supra, p. JGo. These w:J.ges, however, are the average of all 
tbe labour employed ill the we:wing-sbeds, not of "weavers" alone. 
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There is not wanting evidence to show that increased 
leisure and higher wages can be l>ought too dear. 

In drawing attention to this consideration it must not, 
however, be assumed that the increase of r~al wages and 
shortening of hours traced in progressive industries are 
necessarily accompanied by a corresponding increase in the 
compression of labour. In the textile and iron industries, 
for example, it is evident (pace Karl 1Iarx) that the oper
atives has obtained some portion of the increased produc. 
tivity of improved machinery in a rise of wages. E,'en 
where more machinery is tended we are not entitled to 
assume a correspondent increase in felt effort or strain 
upon the worker. A real growth of skill or efficiency will 
enable an increased amount of machinery to be tended with 
no greater subjective effort than a smaller amount formerly 
required. But while allowance should be made for this, 
the history of the factory system, both in England and 
in other countries, clearly indicates that factory labour is 
more intense than formerly, not, perhaps, in its tax upon 
the muscles, but in the growing strain it imposes upon 
the nervous system of the operatives. 

The importance of this point is frequently ignored alike 
by advocates of a shorter working-day and by those wilo 
insist that the chief aim of workers should be to make 
their labour more productive. So far as the higher 
efficiency simply means marc skill and involves no in
creased effort it is pure gain, but where increased effort 
is required the question is one requiring close and detailed 
consideration. 

~ 7. Another effect of over-compressed labour deserves 
a word. 

The close relation between higher wages and shorkr 
hours is generally acknowledged. A rise of llIoney wage" 
which affects the standard of living by introducing such 
changes in consumption as require for their full yield of 
benefit or satisfaction an increase of consuming-time can 
only be made effective by a diminution in the producillg 
time or hours of labour. When, for example, the new 
wants, whose satisfaction would be naturally sought from 
a rise of the standard living, are of an intellectual order, 
inv'olving not merely the purchase of books, etc., but the 
time to read such books, this benefit requires that the 
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higher wages should be supplemented by a d;minution 
in the hours of labour in cases where the latter are unduly 
long. But it is not so clearly recognised that such questions 
cannot be determined without reference to the question of 
intensity of bbour. Yet it is evident that an eight-hours 
day of more compressed labour might be of a more 
exhausting character than a ten-hours day of less intense 
labour and disqualify a \Yorker from receiving the benefits 
of the opportunities of education open to him more than 
the longer hours of less intense labour. The advantage of 
the addition of two hours of leisure might be outweighed 
by the diminished value attached to each leisure hour. In 
other words, the excess of intense work might be worse in 
its effects than the excess of more extended work. This 
possibility is often overlooked in the arguments of those 
who support the movement towards a shorter working-day 
by mainto.ining that each unit of labour-time will be more 
productive. \\Then the argument concerns itself merely 
,,,ith alleging the influence of higher wages, without shorter 
hours, upon the efficiency of labour, this neglect of the 
consideration of intense l::tbour has a more urgent import· 
ance. It may be gravely doubted whether the benefit of 
the higher wages of the Massachusetts weavers is not over
balanced by the increased effort of tending so large a 
number of looms for hours which are longer than the 
.f:nglish factory day. The exhausting character of such 
labour is likely to leave its mark in diminishing the real 
utility or satisfaction of the nominally higher standard of 
living which the high wages render possible. \Vhere the 
increased productivity of labour is brgely due to the 
improyed machinery or methods of production which are 
stimulated by high wages without a corresponding intensi
fication of the labour itself, the gain to labour is clear. 
But the possibility th.1t short hours :lI1d high wages may 
stimulate an injurious compression of the output of pro
ductive drort is one which must not be overlooked in 
considering the influence of new industrial methods upon 
bbom. 

S S. Duration of boom, intensity of labour, and wages, in 
their mutu.11 rcbtions, Inllst be studied together in any 
attempt to estim:.1te the tendencies of capitalist production. 
Nor C:.1Tl we expect their relations to be the same in an)' two 
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industries. 'Vhere labour is thinly e.\tendcd over an In

ordinately long \\"orking-day, as in the Indian mills, it is 
probable that such improvcments of organis~l.lion as might 
shorten the hours to those of an ordinary English factory 
day, and intensify the labour, would be a benefit, and the 
rise of wages which might follow would bring a double gain 
to the workers. But any endeavour to further shorten and 
intensify the working-day might injure the workers, even 
though their output were incre.1sed. Such an instance, 
however, may serve well to bring home the relativity which 
is involved in all such questions. The net benefit derived 
from a particular quantitative relation between hours of 
labour, intensity, and L'arnings would probably be widely 
different for English and for Indian textile workers. It 
would, a priort~ be unreasonable to e);pect that the working-
day which would bring the greatest net advantage to both 
should be of the same duration. So also it may well be 
possible that the morc energetic nervous temperament of 
the American operative may qualify him or her for a shorter 
and intenser working-day than \\·ould suit the Lancashire 
operative. It is the inseparable relation of the three factors 
-duration, intensity, and earnings-which is the important 
point. But in considering earnings, J10t merely the money 
wage, nor· even the purchasing power of the mOlley, but the 
net advantage which can be obtained by consuming what is 
purchased must be understood, if we arc to take a scientific 
view of the question. 

It should be clearly recogniscd tllat in the consideration 
of all practical reforms affecting the conditions of labour, 
the "' .... ages" question cannot he dissociated from the 
II hours" question, nor both from the" intensity of labour" 
question; and that any endeavour to simplify discussion, or 
to facilitate "labour mm·cment:->,n by seeking a separate 
solution for each is futile, l.H:::cause it is llnscienti(ic. \\'ben 
any industrial change is contemplated, it should be reg.uded, 
from the" labour" point of view, ill its influence upon the 
net welfare of the workers, due regard being gin~n, nut 
merely to its effect upon w8ge, hours, and ill tensity, but 
to the complex and changing relations which ~ubsist ill 
each trade, in each country, and in each stage of industrial 
development between the three. 

But although, when ""'c bear in mind tht:: effects of 
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~na?hinery. 111 imparting intellsity and monotony to labour, 
In mcreasmg the number of workers engaged in sedentary 
indoor occupations, and in compelling an eyer larger pro
portion of the working population to live in crowded and 
unhealthy towns, the net benefit of machinery to the work
ing classes may be questioned, the growth of machinery has 
been clearly attended by an improved standard of material 
comfort among the machine-,\"Orkers, taking the objective 
measurement of comfort. 

"ThateYcr allmvance Illay be made for the effects of 
increased intensity of labour, and the indirect influences of 
machinery. the bulk of evidence clearly indicates that 
machine-tenders are better fed, clothed, and housed than 
the hand-,,·orkers whose place they take, and that every 
increase ill the efficiency and complexity of machinery is 
attended by a rise in real wages. The best machinery 
requires for its economical use a fair standard of living 
among the workers who co-operate with it, and with the 
further development of machinery in each industry we may 
all[icip~e a further rise of this standard, though we are not 
entitled to assume that this natural and necessary progress 
of comfort among machine-workers has no fixed limit, 
and tha.t it is equally applicable to all industries and all 
countries. 

It might, therefore, appear that as one industry after 
another fell under nucbine-productioll, the tendency of 
machine-development must necessarily make (or a general 
elevation of the standard of comfort among the working 
classes. It may very well ue the case that the net influence 
of machinery is ill this direction. But it must not be for
gotten that the ill creased spread of machine-production does 
not appear to engage a larger proportion of the working 
population in machine-tending, Indeed, if we may judge 
by the reccllt history of the most highly-evoh'ed textile 
industries, we are cntitled to expect that, when machinery 
has got flrm hold of all those industries which lend them
selvcs easily to routine production, the proportion of the 
whole working population engaged directly in machine
tending will continually decrease, a larger and larger pro
portion being occupied in those parts of the transport and 
distributing industries which do not lend themselves con
veniently to machinery, and in personal services. If this is 
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so, we cannot look upon the e\'olutioll of machinery, with 
its demand for intenser and marc efficient labour, as an 
adequate guarantee of a necessary inqJroYcment ill the 
standard of comfort of the working classes as a whole. To 
put the matter shortly, we have no evidence to show that a 
rise in the standard of material comfort of shopmen, writing 
clerks, school~teachers) 'bus men, agents, warehousemen, 
dockers, policemen, sandwich-men, and other classes of 
labour whose proportion is increasing in our industrial 
society, will be attended by so considerable a rise in the 
efficiency of their labour as to stimulate a series of such 
rises. The automatic movement which Scbulze-Gaevernitz 
and others trace in the typical machine-industries is not 
shown to apply to industry as a whole, and if the tendency 
of machine-development is to absorb a larger proportion of 
the work but a smaller proportion of the workers, it is not 
possible to found large hopes for the future of the working 
classes upon this mo .... ement of the earning of high wages in 
machine-industry. 

§ 9. But though the individual self~interest of the producer 
cannot be rdied upon to favour progressive wages, except in 
certain industries and up to a certain point, the collective 
interest of consumers lends stronger support to "the 
economy of high wages." \Ve have seen that the possession 
of an excessive proportion of "power to consume" by 
classes who, because their normal healthy wants are alre.1dy 
fully satisfied, refuse to exert this power, and insist upon 
storing it in unneeded forms of capital, is directly responsiole 
for the slack employment of capital and labour. If the 
operation of industrial forces throw an increased proportion 
of the" power to consumc" into the hands of the working 
classes, who will use it not to postpone consumption but to 
raise their standard of m.1terial and intellectual comfort, a 
fuller and more regular employment of labour a!iU capital 
must follow, If the strollger organisation of bbom is able 
to raise wages, and the higher wages .1re used to demand 
more and bctter arlicles of consumptioll, a direct stimulus 
to the efficiency of capital and labour is thus applied, The 
true issue, howc\'cr, must not be shirked. If tbe power of 
purchase now" sayed" by the wea,Ithier classes passed into 
the hands of the worke.rs in higher money wages, and was 
not spent by them in raising their standard of comfort, but 
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\Y<lS "i!ln~sted" ill vanous forms of capita.!, no stimulus to 
industry would Le afforded; the "savings" of one class 
would have fallei1 into the hands of another class, and their 
excess would operate to restrict industry precisely as it now 
operates. Though we would gladly see in the possession of 
the workin; classes an increased proportion of those forms 
of c<lpit::d which are socially useful, this simple act of 
transfer, howen.:r brought about, would furnish no stimulus 
to the ;<ggregate industry. From the standpoint of the 
cOl11Jllunity nothing else th;<l1 a rise in the average standard 
of current consumption can stimulate industry. 'Vhen it is 
dearly gn.sped that a demand for commodities is the only 
demand for the use of labour and of capital, and not merely 
determines ill wh:1t particular direction these requisites of 
prouuction shall be applied, the hope of the future of our 
indmtry is Seen to rest largely upon the confident belief 
that tlll~ working classes will use their higher wages not to 
draw interest from investments (a self-destructive policy) but 
to r;li~o,; tlleir st:lI1dard of life by the current satisfaction of 
;-1.11 tho:->c wholesome desires of body and mind which lie 
btent under all" economy of low wages." The satisfaction 
of Ilew good human desires, by endowing life with ITIore hope 
and interest, will render all intelligent exertion more effec
tiH', hy distributing demand over a huger variety of com
modities will give a fuller utilisation both of natural and 
human resources, and by redressing tbe dislocated balance 
of production and consumption due to inequalit)· of pur
chasing power, will justify high wages by increased fulness 
:1nd reguhrity of work. But it ~ust be clearly recognised 
tku bowever desirable" saving" may seem to be as a moral 
virtue of the working- classes, any large practice of saving 
undert:1kl'll before and in preference to an elevation of 
current COllsl111lptioll, will l1ecessarily cancel the econo\1lic 
auv:1ntagL'5 just dwclt \Jpon. Just::\5 the wise individual will 
s<..:c he ClllllOl afford to I. save" until he has made full 
prm'isiol1 for the maintell311cC of his family in full physical 
efJiciency, so the wise working class \\'ill insist upon utilisillg 
earlier accesses of wages ill promoting the physical and 
intellectual efficiency of thelllseh'cs and their families befnre 
they endeavour to ,. invest" any considerable portion of 
tbeir increased W<lgcs. 1\lr. Gould puts this point very 
pbinly alld cOllvincingly: "Where economic gains are small, 
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savings mean a relatively low plane of social existence. A 
parsimonious peoplc are never progressiYe, neither are they, 
as a rulc, industrially efficient. It is the man with many 
wants-not luxurious fancies, but real legitimate wants-
who works hard to satisfy his aspirations, and he it is who 
is worth hiring. Let economists still teach the utility and 
the necessity of saving, but let the sociologist as firmly insist 
that to so far practise economy as to prevent in the nillc
tecnth century a corresponding advancc in civilisation of the 
working with the other classes is morally inequitahle and 
industrially bad policy. I am not sorry that the American 
does not save more. Neither am I sure but that if many 
working-class communities I have visited on the Continent 
were socially morc ambitious, there would not be less 
danger from Radical theories. One of the most intelligent 
manufacturers I ever met told me a few years ago he would 
be only too glad to pay higher wages to his working people, 
provided they would spend the excess legitimately and not 
hoard it. He knew that in the end he should g.ain thereby, 
since the ministering to new wants ollly begets others."l 
If there are theoretic economists who still hold that "a 
demand for commodities is not a demand for labour," they 
may be reminded that a paradox is not neccssarily true. 
In bet, this particular paradox is seen to be sustained 
by a combination of slipshod reasoning and moral pre
judice. The growing opinion of economic students is 
veering ronnd to register in theory the firm empirical judg
ment from which the bnsiness world has never swerved, that 
a high rate of consumption is the surest guarantee of 
progressive trade. The surest support of the U economy of 
high wages" is the conviction that it will operate as a 
stimulus to industry through increased consul11ption. The 
working classes, especially in the United Stales and in 
England, show a growing tendency to employ their hi~hcr 
wages in progressive consumplion. Upon the stl'ady 
operation of this tf'ndcncy the ccollomic future of the 
working classes, and of industry in general, largely depends. 



CHAPTER XV 

SO)lE EFFECTS OF illODLRN INDUSTRY UPON THE WORKERS 

AS CQ:iSUilIERS. 

S 1. lid;£} fill' lite dijfermt lVorking Classes gain from tIle 
hI!! oj Prias. 

§ 2. ParI oj the E,'OIlOIll)' 0/ Jlizehille-produclioll compensated 
b)' tile gr07.f'illg IVork 0/ Distribution. 

j 3. 'lYle Lowest Class oj 1 Vorkers gains least from lIfadine· 
production. 

~ I. In considering the effect of machine-production upon 
a boJy of workers engaged in some particular industry we 
arc not confined to tracing the effects of improvements in 
the arts and methods of that single branch of production. 
As consumers they share in the improvements introduced 
into other industries reflected in a fall of retail prices. 
Insomuch as all En~lish workers consume bread they are 
benefited by the establishment of a new American railway 
or the invention of new milling machinery which low'!rs the 
price of bread; as all consume boots the advantage which 
the introduction of boot-makillg machinery confers upon 
the workers is not confmed to the higher ,.,.ages which may 
be paid to some operatives in the boot factory, but is 
extended to all the workers who can buy cheaper boots_ 

How far do methods of modern capitalist production 
tend to benefit the labourer in his capacity as consumer? 

Economic theory is in tolerably close accord with experi
ence in the answer it gin.:s to this question_ Each portion 
of the working classes [.;ains in its capacity of consumer 
from improyed methods of production in proportion to the 
amount by which its income exceeds the bare subsistence 
wage of unskilled workers. The highly-paid mechanic gains 
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most, the sweateu worker least. The worker earning forty 
shillings per week gains much mon; than t,\"icc as much as 
the worker earning twenty shillings from each general 
t;:heapening in the cost of proJuctioll. There are se\"cral 
reasons why this is so. 

I. 'Vhere there exists a constant over-supply of labour 
competing for what must be regarded at any particular time 
as a fixed quantity of employment, wages arc determined 
with tolerably close reference to the lowest standard of 
living among that class of workers, and not by any fn;ed or 
customary money wage" This is particubrly the case in 
the" sweating" trades of large towns. Here such improve· 
ments in machinery and methods of industry as lower the 
price of articles which fall within the <I standard of li'"ing" 
of this "class are liable to be speedily reflected in a f.:tll of 
money wages paid for such low"skilled work. In other 
words, a "bare subsistence wage" does not gain by a fall 
in the price of the articks which belong to its stanuard 
of comfort. 

Even in the lowest kinds of work there is no doubt some 
tendency to stick to the former mOlley wage and thus to 
raise somewhat the standard of real wages, but where the 
competition is keenest this v/"s inertia: is lial)1c to be over· 
borne, and money wages fall with prices. As we rise to the 
more highly skilled, paid, and organised grades of labour, 
we come to workers who are less exposed to the uirect 
constant strain of competition, where thert:: is not a chronic 
over-supply of labour. Here a hIl of retail prices i:-; not 
necessarily or speedily followed by any corresponding fall of 
money wages, and the results of the higher real wagcs 
enjoyed for a time impress tbetllst.:h"cs in a higher klhitu;J.! 
standard of comfort anu strellgthen the resistance which is 
offered to any attempt to lower money wages, even t11ou;::;h 
the attempt may be made at a. time when an over-supply 
of labour does exist. 

In proportion as a class of workers is llighly paid, 
educated, and org;:ll1iscd, it is auk to f,;"ain the benefit 
which impro,"ed machinery brings to the COnSUtlH.:r, because 
it is better able to resist the ecotlomic tendency to Jeter
mine wages by reference to a stand.lTd of comfort inJe· 
pendent of monetary considerations" So far a.s the lowest 
waged and most closely competing lauourers ha\"c gained 
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by the fall of prices, it has been due to the pressure of 
sentiment on the part of the better class of employers and 
of the public against the lowering of money wages, even 
where the smaller sum of money will purchase as much as 
a larger sum prcyiollsly. 

2. The smaller the income the largcr the proportion of 
it that is spent upon commodities whose expense of pro
duction and whose pricc is less affected by machinery. 
Machine-production, by the fall of prices it brings, has 
benefited people in direct proportion to their income. The 
articles which haye fallen most rapidly in price are those 
comforts and luxuries into which machine-production enters 
most largely. The aristocracy of the working classes, whose 
standard of comfort includes w3tches, pianos, books, and 
bicycles, has gaincd much more by the fall of prices 
th,:m those who arc obliged to spend all their wages on 
the purchase of bare necessaries of life. The gain of the 
former is manifold :lnd great, the benefit of the latter is 
con filled to the r.he;tpening of bread and groceries-a great 
benelit when lllC';tsurcd in terms of improved livelihood 
no Joubt, but small when compared with the increase 
{If purchasing power conferred by modern production upon 
tllC ] ,::mcashire factory family, with its £3 or £4 a week, 
and in larf:!:c meaSL1r('} counterbalanced by the increased 
proportion of the income, which, in the case of town 
operati\-es, ~oes as rent 3nd price of vegetables, dairy 
pr?duce, anu other commodities which have risen in 
priCe. 

3. The highly-paid operatives generally work the shortest 
hours, the low-paid the longest. So far as this is not 
compensated by an increased intensity of labour on the 
part of those working short hour!:', it illlplies an increased 
C1J>;1City of making the most out of their wages. Longer 
leisure enal)ks a worker to lllake the most of his con
sumption, he can layout his wages more carefully, is 
less tempted to sq1l:ll1uer his money in excesses directly 
l'ngenuered by thl: reaction from excessive labour, and 
can get a fuller enjoyment and benefit from the use of 
the consumahlcs which he purchases. A large and increas
ing nUll1ber of the clJeapest and the most intrinsically valu· 
able cOlllmodities, of an intellectual, artistic, and spiritual 
character, are unly open to the beneficial consumption of 
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those who have more leisure at their command than is 
yet the lot of the low-skilled workers in our towns. 

§ 2. If we compare the statistics of wages we shall find 
that the largest proportionate rise of money wages has been 
in the highly-organised machine industries, and that the 
benefit which machinery confers upon the workers in the 
capacity of consumers falls chiefly to the same workers. 

It must not, however, be assumed that improved methods 
of production yield their full benefit through competition 
to the consuming public. On the contrary, much of the 
economy of machine-production bils to exercise its f\lll 
influence upon retail prices. There are two chief reasons 
for this failure. To one of these adequate attention Ius 
been already drawn, the growth of definite forms of capital
ist monopoly, which secure at some point or other in the 
production of a commodity, as higher profits, that which 
under free competition would pass to the consumer through 
lower shop prices. The second consists in the abnormal 
growth of the distributive classes, whose multiplication is 
caused by the limitation which the economy of machinery 
imposes upon the amount of capital and labour which can 
find profitable employment in the extractive and manu
facturing processes. A larger and larger number of indus
trial workers obtain a living by a subdi\'ision of the work of 
distribution carried to a point far beyond the bounds o! 
social utility. For, on the one hand, when competition of 
manufacturers and transporters is more and more confined 
to a small number of large businesses which, because their 
united power of production largely transcends the con
sumption at profitable prices, are driven into closer com
petition, a larger amount of bbour is continu:1.11y eng:1.ged 
in the attempt of c;1.ch firm 10 secure for itself the brgt·st 
share of business at the expense of another firm. On the 
other hand, shut ont from cffecti\'c or profitable com
petition in the manufacturing industries, a brger amount 
of capital and labour seeks to engage in those departments 
of the distributiyc trade where new-comers hayc a better 
chance, and where by local settlement or otherwise they 
have an opportunity of sharing the anHlunt of distribution 
that is to he dOlle. lIenee a [al1 uf whoksale prices is 
usually not reflected ill a com,::spol1ding f:1.11 of retail prices, 
for competition in retail trade, as J. S. ~Iill clearly recog-
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nised, ,; often, instead of lowering prices, merely divides the 
gains of the high price among a greater number of dealers."l 

§ 3. The wide difference between the economic position 
of the skilled mechanic and the common labourer shows 
how fallacious is that treatment of the influence of machinery 
upol) the condition of the working classes which is com· 
monly found in treatises of political economy, To present 
a comparati\'e picture of the progress of the working classes 
during the last half century, which assigns to them an 
increase of money wages, obtained by av~raging a number 
of rises in different employments, and reduces this increase 
to real wages without any reference to the different use of 
wJ.ges by different classes, is an unscientific and mischievous 
method of dealing with one of the most important economic 
f1uestions, The influence of machine-production appears 
to be widely different upon the skilled mechanic and the 
common bbourer considered both as producers and con
sumers, and tends to a wide difference in standard of 
comfort between the two classes. This difference is further 
enhanced by the indirect assistance which machinery and 
large-scale industry giye to the skil:ecl wOlkers to combine 
and thus frequently to ob:ain \\"a,::?:cs bigher than are 
economically requisite to secure their efficient work. On 
the other. hand, growing feelings of humanity :md a vague 
but. genume feeling. of social justice in an ever larger 
port!on of the publIc often enable the low-skilled worker 
to secure a higher standard of comfort than the operation 
of economic competition alone would enable him to reach. 
But after due allowance is m.1de for this, the conclusion is 
forced upon us that the gain of machine-production, so far 
.1S an increase in real wages is concerned, has been chiefly 
taken by the highly-skilled and highly-waged workers, and 
tll.1t as the character of work and W.1ges descends. the 
prop?rtionate gain .accrui:lg. f~om the "ast increase of pro· 
ductlve power rapldly dmlll1lshes, the lowest classes of 
workers oDt.1ining bllt an inSignificant share, 

1 Prin,iples of Political £.0".(111)', Uk. iL, chap. iv. § 3. 



eII APTER XVI. 

OCCUPATIONS OF THE PEOPLE. 

§ l. Shifts of English tmployment as atlestl'd by tIle 
Censuses. 

§ 2. Advancing and dech"/",f; Afanujac/ures. 
§ 3. Similar shifts 0/ emf/o)'me,,' in. tlu Unifed Stales, 

France, German)', Austria, S,ocde!l, 
§ 4. General laws oj the shift %cm/,alio!lr. 
§ 5. Explanalioll 0/ geno'a! m(!7'e!IlfJlls {If emj/(I)'1JUnt. 
§ 6. Th( normal law of ('(/o/lIlion of emf/o)'lIIenl. 
§ 7. Relalion of emplo)'l/le!tt 10 /lIlr1l1111/01lal 'rade. 

§ 1. The most valuable source of information reg:uding 
the effects of modern industrialism is the study of the com
parative statistics of occup:aions. Like every statistical 
inquiry, this is full of pitfalls, and much of the apparent 
precision which columns of figures and percent:tges suggest 
disappears when modes of collection and classification are 
subjected to detailed analysis. But whde such etrors in· 
validate many p.:::nticu1ar conclusions as to the nature and 
size of fluctuations, they do not affect to anything·like the 
same degree the broader judgments based upon a large mass 
of cumulati\·e statistical evidencc. 

Now there is a striking consCI15US of evidence which 
attests certain important tendencies towards the expansion 
or contraction of occupations under the pressure of modern 
industrial forces. 

The summary tables of occupations in the last jjye 
censuses for England and Wales gin: the (ollowing 
enumeration of the emplored population und·:r general 
heads:-
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1901,1 stating the proportions per million employed in the 
principal sub-heads in the last three censuses, and dis
tinguishing those which show an increase from those which 
show a decline. 

The relative decline of :tgriculture, so far as employment 
i::; concerned, was not the sequel of the repeal of the Corn 
Laws. The census report of 1851 for England and Wales 
presents the following comparative table of percentages 

lSI I 
18:n 
1831 
184 1 

Agricultur31 

.15 
33 ,s 

To which we may add the later estimates derived from sub
sequent censuses, which, though computed on :l somewhat 
different basis, exhibit the same general tendency:-

IS':;I :03·5 
1861 ::!I.::! 

187' 16.8 
188, 13.8 
1891 L. I 1.6 
1 <)01 9·5 

Turning to the professional cbss, we have first to note 
the growth of persons engaged ill (~o\,l:rnmelltal \\"o;-k, 
general or local, .1 growth of 37.3 p~r cent. during the b.5t 
decennium, or more than three times greater than the 
growth of popubtion. ]n the pri\'ate "professions," the 
clerical and legal callings (except in their humbler or':1.llchcs) 
fail to keep pace with the occupied popuhtion; medicine 
grows faster, though its iargest growth is in nurses and other 
medical attendants. The tea('hing profession and enginf'er
ing show a m0derate increasE', somewhat faster tlUll the 
aggregate of the occupIed chsses. By LH the largest pro
portional advance is (ound under the ill:ad.:; of ,,- :-\rt, .\Iusic, 
and Drama," and "ExhibitIons and (:ames," while thl: 
smaller group ctllitlc-cl "Literary :l.llcl Scicntific" alio :-::rows 
ap3ce. In othf'r words, the classe<; suiJsidi:n), to tht.: liheral 
professions and ·the r:lasses engaged in olerin?: to luxuries 
and recreations grow fastest among the " prof.::ssions." 

'Sec Cd. Zli.hp. I3z. 

'5 
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Domestic service is declining in its proportionate em
ployment, chiefly through the opportunities open to women 
to undert:lke industrial employment, partly also through the 
raising of the "schoolagf'." In the twenty years from ISS] 
to 1901 female domestic servants increased hy only 3.2 per 
cent., while the entire poplllation adranccd 25.2 per cent. 

One of the pl:lincst Jnd most considerable tendencies is 
the rapid growth of comnwTcial occupations of almost erer}, 
class. The" comowTcial» group in the English ccnsu-; 
consists almost entirf'iy of derks. accountants, brokers, 
agents, tra\'cllcrs, auctioneers, and persons engaged in 
banking and insur::lllce. The main body of merchants, 
salesmen and buyers, 311rl most retailers are releg3ted to the 
branches of "industry" which are concerned with the goods 
they handle. This preH'nt<; the cenSllS from affording exact 
or full llH':lsuremcnt of the increase of commercial occupa· 
tions. Bl\t in recent de~adl>s the rate of growth of this 
class has br exrecdect th:1.t of the" industrial" class, giving 
a rate of i Ilcrea<.;c of .F.3 pt-'r rent. for 1831'91, and 44.6 
per cent. for 13(111)01. In ordinary comlnerce the growth 
of commercial clerks and travellers is respectively ~7.1 per 
cellt. anG 46 per Cl:'llt. dnring the last decade, or abollt four 
times as fast as thL' growth of the occupied population. 
R1Ilking, hroking, and finallce agencies have increased 
during the same p.:rioc1 +3. I pel' cent., while insurance bas 
grown 110 less than 71).-!- per c(nt. 

Although it is fOllnd impossible so far to separate dealers 
from makers as to present a faithflll account of employment 
in rl'tail trade, clloLlSh ligures arc .waibble to make it certain 
that the retail trading orcLlpations are growing faster than 
the "m~lking') parts of the: industries. 

In his all~lly~L's of the C('llSllSt'S from ,8+1 to 1881 l\Ir. 
Ch::nh:s Booth shows a H:ry considerable advance in the 
proportional!: imporl~llc,: of clealill~:-

IS.p 
1 ~; I 

I .sid 
loS;1 
ISS! 

).3 per cent. 
6., 
7·1 
j.8 
7·0 " 

The reC{~llt ceIlSU'>, llukim; a cautious estimate of retail 
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trade, reaches the figure 9.5. giving the aggregate of 
1,353,500 as covering the shopkecping cbsses. 

The census for 1891, comparing a number of retail trades 
where the dealers are separated (rom makers, sho"'ed an 
increase of 27.9, as compared with an increase of 15.1 for 
the whole occupied population. 

Extracting from the compar3ti\'e table of occup:::ttions for 
the last three censuses 1 such figures of retail dealers as an~ 
clearly distinguished under the sneral industrial sub-orders, 
we reach the following result, which may be taken as fairly 
representative, from thp. varieties of retail business it 
incJudes:-

1831 1891 
Persons occupied 609.100 ... 794,300 

Regarding the commercial and the industrial classes from 
the standpoint of the census, we perceive that the rate of 
growth of the former is considerably and persistently higher 
than that of the btter. If the retailers were taken out of 
the industrial class and put into the commercial, the more 
rapid growth of "dealers" or "distributors," as compared 
with "makers" or "prouucers," would be still marl! 
striking. 

Turning now to the industrial group. which inc1uucs 
manufa~tures, min('s, and the building trades, we find tlut 
though the whole class shows a considerable and continuous 
increase in proportion of employment, tbat increase is chieHy 
attributable to mining allli buildillg. Taking manufactures 
in the usual signification of that term, we do not find them 
gaining in the proportion of employment they afford during 
recent decaues. Mr. Booth's reCl'llt invtstigatiolls'.! ."how 
that, while the proportion grew up to IS61, it declined frolll 
that date to 188 I. 

lIis percentages for persons employed in manufacture') 
are as foJ1ows:-

18.p 
1851 

I S()I 

I 8n .. . 
IS8, .. . 

I Cd. 2174. Tab] .... 34. 

27.1 per ccnt. 

:; j.O 

31.6 
3°7 
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Though recent census reports do not present the returns in 
a form which enables us to continue Mr. Booth's tabulation, 
a table comparing the censuses of 1881, 18gl, and 'gal 
enahlE's us, by extracting the distinctively manufacturing 
groups, to perceive that manufactures (whether building be 
excluded or included) do not engage any appreciable in
crease of the proportion of employed persons. 

The percentages relative to the total population over ten 
ye:us of age are as follows:-

Manufactures (excluding building) 
l\lanufactures (including building) 

r8Sr 1891 
:!I.54 21.89 
25.5 0 25-49 

190 1 

21.73 
06.18 

If the de~lillg classes, included here, were left out, it seems 
probable that the decline shown hy r.[r. Booth to have 
taken place between 1861 and 188, would he proved to 
have continued. 

§ :!. :\ closer examin3tion of the changes of employment 
in the sevf'T:ll groups of manuf.1ctures shows that while 
!l13tlufartllres :lS an aggregate arc nearly stationary in the 
proportion of employment they afford, some sorts are ad
,'ancing, others declining. 

The orders which show the greatest decline are textiles 
and dress. While metal, ships, pottery, wood, food, etc" 
sho,\' .:1 moderate advance, precious met.1ls :lnd instruments, 
,"ehicles, chemicals, printing, show a great increase. A still 
closer examination into the sub-orders of the census returns 
shows that the foundational and the staple processes of 
manufacture are stJgnant or declining in importance, while 
those concerned with the finishing processes of manu
factures, especially those concerned with the mJllufacture 
of more highly specialised articles, are increasing. In the 
met::d tradt~s, while the more fundamental and gener.ll 
branches, classed 3S "iron and steel," show an advance 
of only 10.3 per cent. in the employment they afford in the 
period ISYI-IqOl, the suo-order engineering and machine
making shows .:1n adv:lllce of 67.4 per cent,I while the 
trade<; connecku with the manufacture of brass, wire, and 
ekctro-plak goods, show large gains, Electrical apparatus 
and various species of scientific, surgical, and musical 

I Some of thi5 increase, howe\'er, rnu~t be imputed to greater pre
ci~ion in the census return, 



MODERN eAPIT ALlSM. 

instruments, together with the tw.des generally classed with 
jewellery, illustrate the same tendency in the metal in
dustries for the finer and bter processes to ab:'iolo a larger 
share of the occupation. 

The order" paper, prints, Looks" shows the same tend
ency. The most rapid growth is in the {JTocessc.,> of printing, 
lithography, bookbinding. etc.; the least T<lpid in the papcr
making industry. 

In the textile industry, amid a general decline of the 
staple branches of the spinnin::; and \H . .:aving tradt:s, the 
only group which holds its own is that employed all lllinor 
manufactures, "hunp, jute, cocoa fibre, rope, mat, cam"a:., 
sailcloth." The order "dress" would have shown a positive 
decline in the numbers employed uetwecil 1891 and ll)OJ 

had it not been sustained by the inclusion of various 
"dealing" and small misccllallcou5 manufacturing trades. 
All the staple trades here also show a marked decline in 
the rate of growth. In the: "food" urder, again) the most 
conspicuous gains arc in conf(!ctioncry, jams, pickles, 
spices, mineral waters, and in other trades where 
"making" is wcightt:d hy tbe inclusion of dealers. In 
"spirituous liquors, board, and lod~illg," the manufacturing 
processes fail to ku.:p pace with the population in the 
employment they afford; tbe only real advances arc in the 
mercantile and retail processes of distribution. Jcwellery, 
printing, jam and picklc:s, motor cars, electrical apparatus, 
oilcloths, ginger·beer, india·ru \;1 ~Lr, dru;..;s, cxplosi\'cs, bouse
fittings and decorations arc in~tanccs of rapidly·ad\'3ncinf: 
manufactures from the stamlpoillt of elllployment. 

Two important groups of "makin,:.;" trades which e.\hiblt 
a Illost marked advance require scparate notice. 

First, thc group of trades connected \rith houses, their 
building and furnisilin;:,:. The [rcater mollility (Jf the 
population, the in("fc~;,c of grt::at lowns, the d('m,lIld fm 
larger and better housing, the dC\"t:!opmcnt of i,uulic Iluiid· 
ings for educational and othn pUfJlic purposes ban: bred .t 
great demand for building labour, while the comparatively 
meagre use of machinery and substitution of machine~ 
formed for hand·formed materials has obllgeu this demand 
to be met by a great incre.1se in the ;,llpply of labour. 
Though the figures of the last two Ct:llSUSCS arc vitiated for 
exact comparison by the exclusion in the former ()f lJ.rgl..' 
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numbers of « general labourers" included in the latter, the 
fact that the number of h-ouses, built or building, had in+ 
creased by IS.S per cent. between 1891 and 1901 is a 
sufficient testimony to the progress of this industry. Under 
the general head of building afe also included" works of 
construction <1nd ruads," industries in large measure sub
sidiary to tbe transport tJade. 

The second of Chese gre<1t progressi .. ,c groups of industry 
is that (,Ollrcrned with the manufacture of vehicles for land 
or water carriage. The growth of land vehicles, including, 
of course, the llew cycle c..nd motor car trades, greatly su'r
passes even the :;rowth of tbe shipbuilding trades. The 
following figures show the in(rea~c of occupation per 
million of the population (over ten years of age) during the 
Ja~t two decades :--

\'ehlLle", 
ShlpS and boats 

,SST 
3,~So 
~,SOI 

,S9' 
,),694 
3,161 

'90' 
4,679 
3,421 

ThIS great ad\.ll1ce uf the ship and vehicle industries 
senTS to introduce one of tbe most significant movements 
of occupation, the enormous rise of the transport order. If 
we add to the con .... eyance heading of the cenSllS certain 
groups of workers cn;:;aged ill or contributing to the railway 
service, we find that the percentage for the last three decades 
stands tbus:·-

IS51 
ISUI 
IS71 
I~SI 

18<)1 
49 

1901 

5· 5 
4. I per cent. 
4 6 
4·9 
5.6 

Each sUD-order of the cOl1\'eyal1ce industries shows a signal 
ad .... ance in the amount of emploYlllent, except the sub· 
order" on ~cas, rlyers, and canals," where there is a slight 
decline in absolute numbers during the twenty years. This 
decline of British employment, however, is attended by 
a considerable :;ro\\"th of foreig!H:rs employed in British 
ships, the total increase from 188j to 1902 being consider
ably faster than the increase of to:~nage.:! 

I :!\Ir. Booth's diffelt'nt cla~~incation of transport in his analy~e." 
ISSI·SI, includb el<;"lllt:lJls onliltt'd htre . 

. ~ St:ltisticJ.l Ab~tra(t, Cd. 17~;, p. 193· 
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§ 3. Statistics of occupations ill the United Statts exhibit 
many of the samc broad tendellcics as those of Great 
Britain, a decline in the proportion of agricultural employ
ment, a large advance in the professional classes, in 
commerce and the professions, a .::;rt'at dcvclopment of 
mining, and during thc last decade a stoppage of the 
earlier rise in the proportion of manufacturing and 
mechanical classes. 

The following table 1l13.rks the lJTUadest lines of change 

PERCf.NTAGES OF' TCl]AL E:'III'L{)\"EI) j'u!'UL\TlOX. 

ISSO 1 ~~()O 1<)00 

Agriculture 44·3 37.7 35-7 
Profess.ions 3·; 4·1 4·3 
Domestic and per~onal ~Cr\-'lce 197 1<:).6 It).::! 
Trade and transportat){!ll 10·7 14.6 ]6·4 
l\Ianufacture:. and Illechilni'_dl pursuIt:. 21.S 2).0 2--+·4 

Many of the IlJore detai1c:d cbanges resclllbk those which 
are occurring in England. 

In the professions there is thc ~alllC ablltHll1al adValH'e 
of the teaching, medical, and Ic,:.;:tl c1~lSSCS. The inr:rease 
of the commcrcial cbsscs IS mar\;ed cSllccially in cmploy
ments connected with l)ankill~ and ill,<"urancc, and by an 
enormous risc in the nUlldlL:r of ckrks, bookkecpers, ac
countants, and commercial travellers. Most of the groups 
engaged in the cOI1\"Cy~ncc of persons, goods, and news 
show an abnormal incrcase, c,<"pc("ially those connected with 
'iotrcet tr"f/ic, telegraphic and telephonic services. Traders, 
wholesale and retail, do not._ IJOwc\,cr, advance so rapidl), 
as in England. 

In the tllanufactllrin~ and other pl"Oductivc industries the 
most rapid reccnt ad .... ancc is in thc irull, steel, and 
machinery trades, in cotton, il()~iery, and silk, in paper and 
printing, glass, oil, chemicals. and a few lllinor manufac
tures. Alllong the manufactures which decline ill the 
proportion of cillploymcnt thcy a(lord arc Jll:lll)' of the 
building and food trades, brewini; and dlstillill~, watch and 
clock-making, and precious llIetals, and various textile 
trades. An absolute dcc\ine in clllpluyment between J891 
and' 1<)01 is recurdL'd in bout and slwcmaking and the 
general leather tradp, in woollen and carpet manufacture, 
and in most of the lumber manufactures, bricks, tiles, and 
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milling. Mining shows an immense increase, rising in ten 
years from 387,000 to 564,000. 

The only available comparison of the movements. of 
occupations in France, as afforded in the censuses of 1866 
and 1896, exhibits the same general trend :~ 

Occupations.l Numbers. Percentage5. 

IS66 1096 1866 1896 

Agriculture 6,195,3~9~ 3,4:::!1,3 19 5' 47 
(7,:::00,000) 

Industry 4,71 ;,8Q 5 6,373,:::39 34 35 
Commerce 57::,816 9 16,53::: 4 5 
h Oi"C5SI011S \ van OilS; and 

tranSpolt 

'1 
488 ,630 97 [,4.33 3 S 

Ll bera] profes"iol1s <)14,03..J. I,40 j,3S::: 7 S 
----------- ----
The rapid advance made by the "professional" classes, 
!rbefal or 1l1dustrial, Ihe commercial and transport classes, 
and in manufactures L,y the metal and food industries, is 
exhilJitcd by a closer analysis of these general figures. 

The chan,;e of occupations in Germany is exhiLited in a 
comparison of the results of the two great industrial 
cen::,u::;es of 1882 and 1895 :_3 

----~~-----------~--~--
OCcupJ.llOn:;. !'."umbers. Percentages. 

ISS, [895 [8S, 1895 
Agnculture :lnd fi::,hlI1g S,:C.36,..)<)6 8,2<)2,69 2 46.7 39,9 
Industry ,tnd Il1lnlll:':: (".N~,46 S 8,::81,::::0 36.2 39·9 
Tr,lde and transport 1,,:;7°.3 1;) 2,338,5 I I 8·9 I I. 2 
i)ullle:;tic call1I1gs 397,jS2 -U'::,49 1 00 2.07 
! 'roi"e:."ions, milit.ll y ;tnd 

Clnl [,03 [,l.J.7 1,4 23,<)61 58 6.S 

1;-,63::,008 !::0,i/o,875 
----~-----

Unoccupied 1,3j·f,.t86 I 2,14::,683 

1 Table com pi lee from the l\/su'!tats StatlSti'lu,s de Rt'.-e'WeJJUlit. 
Tome i'", 1901. 

~ In order to comp:lIc IS66 with IS96 about one million dome;;tic 
lml-'lo)'ce,; mu~t be ;lccredited to Ihe earlier ytar. 

" StutIJricl:t/a/lIbll"lfT, ISS; and 190~, 
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The detailed figures e\.bibit a stnkmg parallel to the 
larger changes of occupations exhibited by our analysis of 
the English censuses, the same great advance in the mining, 
metal, building industries, in transport and dealing, in 
chemicals, printing and art trades, anJ in insurance; while 
textiles and clothing show a relative declinc, and agricul
ture is virtually stationary in the absolute, and rapidly 
retrogressive in the proportionate, employment it affords. 

By way of comparing the four Iargesl and most advanced 
industrial countries with less developed countries, we may 
take the following official tables exhibiting the tendencies 
of occupations in Austria and Sweden ;- . 

Agrietilture 
Manufacture:, 
Trade and Commerce ... 

AUSTRIA. 

Official and Professional !::len'ice 

Agriculture and FIShing 
Industry 
Trade and Transport 
Public SerVILe, He. 

eluding profes:'lOno.) 

SWEDEN. 

IS80. 

71.87 
Lt· 7 I 
,.06 

8·36 

100.0 

Percentages. 
18\)0. l')Ou. 

6'·5 5S., 
:: 1.2 :;;·3 
6.' 7·3 

10.1 I::.:: 

100.0 100.0 

Pen ent<lgc::,. 
13')0. I CjCO. 

(Jo.'):: 55.3 2 

::.:!. 7:: -'7,0,) 

3·9' 10·47 

7·";"; 7· I 3 

1000 100.0 

§ 4. In all these countries the sl:lti~tlcs of o\':Lupatiull~ 
point to certain common tcndencies :-

I. A relati\'e declll1c in tile i1l1portance of agricultulc, :l 

rapid POSili\'c decline in free-trade England with Its earliu 
deve!opml:1l1 of GlJ,i!nlistlc indu:,!r}' and 1!!> demt: popul.1· 
tion, a considerable relative decline in eaciJ of the other 
countries, irrcspective of tariff policy, dcn~lty of !'OpulatlOn, 
land tenure or manufacturing development. :\gClctlltural 
protection, com Gin cd with a large rctentlGlt of .sma!! b,nd
owners as in France and Gcrmany, the pos::,cs.sion of a l.ngc 
export trade in agricultural produce, as ill the United 
States, retard, but uo not caned, the: uperation of thl.: 
tendency. 
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2. An abnormJ..lly rapid grO\vth of the transport and 
distributi\-'c trades (\vholesale .and retail) with the building, 
car-making, electric, and other manufacturing industries 
subsidiary to transport and distribution. 

3. \\'hcrever large deposits of coal and iron exist a great 
development of employment in mines. 

-1. A relative decline of the staple or fundamental manu
facturilJg industries, especially th~ textile and dressmaking, 
as compared with the manufactures of final commodities 
for consumption. Luxury trades, or trades subsidiary to 
the arts alllI professions, present an increasing proportion 
of occupation. 

5. In almost every inst.mce a large, rapid increase in the 
proportion of the occupied population engaged in public 
:-,en'ices, professions, and other branches of non-material 
production, 

6. An increase: in the prulJortion of the retired or un
occupied classes. 

Now it is evident that these movements are in part the 
expression of the evolution of capitalism through improved 
economics of machinery and the attendant organisation of 
bbour. Where l11a,hinery is most perfected and most 
generally applied, as in the leading branches of the textile 
and otber staple manufactures, such as milling, we find 
everywhere a relati\'e, in several instances a positive, decline 
in tbe fluantity of occupation, not\V~tbstanding the existence 
of a large export trolde in these articles, The minor in
dustries, especially those concerned with the supply of 
lu).uries, and other articles, the demand for which nuuuates 
with fashion, season, or taste, or where rapid changes in the 
methorls of production preclude the large use of expensive 
machinl'T)" absorb a larger and Lnger proportion of the 
manufactlll ing classes. But manufacture, as a whole, docs 
not advance at all, or at any rate not so fast as commerce 
and transport. This is evidently due in part to the fact 
that machinery and the routine economies of modern 
capitalism are less applicable to these latter industries. 
Commerce, wholesale or retail, employs a much smaller 
amount of ilxed capital than manufactures, and although 
the proportion of 11xed capiLlI in the shape of machinery is 
very large in the main branches of the transport trades, only 
a comparatiH~ly sillall proportion of the employees in these 
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trades are directly enga:;ed in operating nnchinery, the 
great majority being occupied ill subsIdiary operations to 
wbic.h machine economy is but slightly applicable. The 
great proportionatc increase of milling and uuildillg em
ployment in most cOllntries is abo attributauk in part to 
the comparati\-cly small ll&C uf lnacillnery in thesc opera
tions, though it is possible that the usc of coal-cutting and 
other machinery of digging alld iJaubge for mining, and the 
use of prepared steel, wood, and other machine made 
materials in the building trades, may reduce the growth of 
direct employment in the~e industries. 

The rapid growth of the profes~ions, and of most uf the 
other classes cngaged ill produring ,I sen'ices" or non
material forms of wealth, is evidcntly due ill large mt:a~ure 
to the inherently illdivl(lual ecullomy of these modes of 
production, 

Tbe decline in the proportion of domestic scrvice to the 
total of the occupieu da"scs, e.\hibited in EngJand and 
;\merica, scenlS at first sight inconsistent with the attribu
tion of so mLlch importance to the capitalist economy. l;ut 
reflection will show tll3t while sOllletiling lllay here be 
attributed to the reduction ill supply for domestic services 
arising from the increased usc uf,volllen in industrial and 
cummc;-cial occupations) a more direct source of the decline 
is the removal from the home) and the performance by 
machine-industry, of Ulany ()f tbo:ie processes of washing, 
cooking, cleaning, drc~slllakiJlg, etc., Wllich were formcrly 
done at home. This is une of the IIlOst ou\'ious ecunomics 
of that city life which is li\'eu by an c\'cr larger proportion 
of uur p'Jpubtioll. 

§ 5. The positive or rel.ltive decline of at!"ricultural oecuPJ" 
liuns cannot, howe .... cr, be adequately cxpiaillcd hy the growth 

. of machinery and scientific nn:thods. Nor is it ill the main 
attributable to oepclloellLe UP01! fmeigll countries for foud 
supplies, fur the United StatLs, a great fooo exporter, and 
France, Gern131i)', and Sweden, all of wbich arc alillost ~clf· 
supporting in agricultural products, show r<'lpid redudioll in 
the proporlioll:l.tc emploYlllcnt ill agriculture. Against the 
economics of machinery and of more scientifIC farming must 
be S(;!t the necessity of lw.\'ing recourse to less fertile lands 
to meet the growing dt:mands ()f C01l5UlllCIS". 

In order to explain tlIt: decline of agricultural employ-
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ment we must look not so much to changes in production 
as to changes in consumption. Every rise of the standard 
of consumption for a class or a nation is attended by a fall 
in the proportion whicb food and other products of the soil 
uear to the total of consumption. Whereas in the early 
decades of the nineteenth century food s\vallowed lip almost 
the entire income of the poorer sections of the working 
classes, and was by far the largest factor in. the expenditure 
of the upper working al"ld lower middle classes, its present 
place in the standard of comfort of these classes, though 
imporlant, is much smaller. If any accurate comparati\·c 
SL1tistics of consumption for the entire English nation were 
available, it is certain that the proportion of the general 
income of the nation expended upon food and other 
raw materials obtained by agriculture wouid show a rapid 
Jiminutioll during the last eighty years. 'Vhat is true of 
food is also true of many sorts of manufactured goods, as 
the ;,:tandard of comfort of br;;e classes of a nation advances 
further. Though for tbe \\"orking classes the earlier 
;)(iv.1l1ces of real wages from a bare subsistence economy 
may ue taketJ almost entirely in demand for bettcr and 
marc various foods, and ror larger qUJ.ntities of furniture, 
clotbillg, and uther manufactured goods, further advances 
exhibit a larger expendIture upon recreation, travel, educa
tion, professional services; and thc middle and w~ll-to-do 
cla::,ses spend a still largcr share of their growing incomes 
UpOll nOIHllaten::li consumption and upon those more 
blgbly.finished Or artistic forms o( material wealth which 
derive a smaller propurtion (J( their value from thc extracti,-e 
and mcchanlc.:l.l lJTlJcesses. Tilt.: paper and printing trades, 
as a baH-way house hetween material and intellectual com
modItIes, advancing in e·very country far faster than the 
occupied populatioll, In spite of their great usc of machine 
economies, n1Ciy be citcd as a convincing instance of the 
change in consumption. If impro,·ccl education ever brings 
tl better economy of reading, suuslituting a qualitative for J. 
quantitative consumption, a dIminution of the paper ana 
print occupations may (ollow, accompanied by an increase 
of occupation in the higher non-inaterial arts of literary and 
scientific interprctation, or evell by a substitution of the 
non-economic art of thinking. 

Tile rapid growth of tlk professional and commercial 
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classes is partly attributable to the bet that a Luger number 
of people have more money to spend upon the services 
rendered by these less mechanical occupations. But partly 
the growth of these classes may ue regarded as an artificial 
inflation, due to a combination of economic and social 
circumstances. The superior social consideration attaching 
to a professional career, or conversely the dislike of a life of 
manual or mental routine in manufacture or commerce 
among an increasing middle class, together with a great 
expansion of the means of professional educ:ltion, leads to a 
congestion of many of the professions and to a growth of 
what is sometimes called an H intellectual proletariat," a 
struggling, ill-paid, and irregularly employed mass of quali· 
fied te~chers, doctors, engineers, journalists, and other 
writers. 

\Vhile a large increase of wholesale and retail dealers, 
~gents, travellers, and other comnwrcial cbsses is required 
for the improved distribution of the growing quantities of 
cheapened material products, the actu::t1 increasc of many 
of these classes seems greatly in excess of this requiremcnt. 
The increasing difficulty experienced in setting up for one
self with any prospect of success in a manufacturing busi
ness, as ,1. farmer or other independent producer, drives 
larger and larger numbers of men into commercial pursuits, 
where with smaller :lnd less speciali~ed training they can 
struggle to earn a living by cutting into one or other of 
the distributive processes, as merchant, broker, retailer, or 
agent for some mercantiiL: or insurance business. It is 
easier to enter the distributive competition with a ch:lIlee of 
getting away some business from another finn tholl to enter 
a proJucti ... e business. While therefore it is dOlllJtless true 
that an excessive amount of prodllctin! power exi'ib in 
many of our ll1al111facttlril1g industries, the waste is far I,~'is 

than is rausf'd in the mereantill' :ltld retail processl'S by the 
rer:kless nlllltiplication of distnIJtIt()fs. 

§ 6. The normal dl'velopment of oc('up:-.tions for a nation 
passing through the era of moLlel1l capit:ilistll would seem 
to be as follows:~}~eginning at a point where tile brge 
majority of the popubtion w(~re occupied in or :'tbout agri
culture, and a small mi1lority occupif'd exclusi\'ely in manu
facture or in COllllllerce, it would proceed to provide more 
and more occupation in the mining and staple manufac-
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turing industries, especially in the main textile and metal 
trades. Proceeding further it would effect great economies 
in the fundamental ))).1llubclures, or would become a large 
importer of the cruder mallubctures, and would employ 
itself more largely in the final stages of manufacturing 
commodities for consumers, in novel industries concerned 
with special tastes and luxuries. Transport and commercial 
operations will then come to phy a greater part, and the 
finance aspect of business life to engage an increased 
amount of energy. While !!Jcaling" becomes relatively 
[)lore important tb.11l "making" in regard to the occupation 
it affords, the production and distribution of nOll-material 
as compared with mate-rial goods grows apace-that is to 
S:1Y, the arts and professions (including the art of Govern
ment) f'ng:lge a larger shaH" of the population. \Vhen the 
general standard of consumption for the great mass of the 
people h:lS rearlwd a point where the more urgent needs of 
food, clothillg, housing are satisfied, all further rises in 
the st:l.!ldanl rL'JHesent .1 larger proportion .of demand for 
recrt'.1tioll, educ:ltion, professional services "and other im
materi.11 forms of we.11Ih. 1low r:1pidly a national economy 
will f(llJow this line of progress depends brgely upon special 
circllmstances. Among these the most important are the 
rebtive power of the working cbsses to secure a share of 
the incre:1seu materi:d wc:t1th which capitalist methods tend 
to produce. and the freedom and expansibility of foreign 
markets. Where a brge expansion of home markets for 
agricllltur~l1 and m~ml1facturing products is furnisbed by a 
rising effertive (kn13nd on the p~nt of the !ll:lin body of the 
natioll, and where at the S:1me time a larger command of 
foreign m:1rkets is obtained, the proportion of employment 
in the productin.: ~rts 111.1)' remain brge for a considerable 
period. The rapi(lly cxpanding markets for British manu· 
factures dmil1t", the first two·thirds of the nineteenth century 
sen'cd to maintain a vl'ry large proportion of the people in 
productive Occujl:1tions in spile o( tbe great economies of 
blJollf effected lJY machint'ry. Where a rigorous protective 
policy prc\':lils, as in the United States, Gernul1y, and 
1<'1:1I1C(', the rate or llispbCl~mellt of agriulitllral and mallu
f.1cturing occlIp:ltioll<'; by commercial anti professional is 
l'onsidtT1.1Jly ,,11)\\"1.:'1". 1'11('.'>" natiolls, not entering lhe er:\ 
of maciline economy for m::II111factures until half-a-century 
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later than Great Britain, have been enabled to furnish 
occupation to a growing proportion of their populations in 
the manufacturing arts, in part dispbcing by home products 
the former. imports from Creat Britain, in part proyiding for 
the early increments of a m:lteri:d stand:lrcl of comfort for 
their growing popUlations. 

Where a nation entcrs the modern capitalist econOlIl), 
with a low stand:lrd of material comfort for the masses, a 
growing popUlation and a protective system, it may post· 
pone for a long time the diminution of agricultural and 
manufacturing occupation which is an inevitable tendency 
of .an advanced economy. 

§ 7. The bearing of this upon international tr:lde is ob· 
vious. Although the number of wants common to members 
of different nations constantly increases, Jild an international 
standard of comfort thus established furnishes an ever· 
growing basis of internation,:tl di\'ision of lahour and 
exchange, very definite limits exist at any time to the 
kinds of national wealth really availalJie for international 
trade. While improved and cheapened methods of storage 
and transport continually increase the flual1tity of foods, 
raw materials, and manufactured goods a\'ail::tble for wide 
international distribution, all ever-increasing proportion of 
national energy is put into those final processes of preparing 
these material forms of wealth for consumers, and into the 
processes of distribution, which are of necessity confined to 
national industry. Again, every increase of the transport 
trades, and every growth in the I,roportionatc illl\lortance of 
the arts; profesc;ions, and other uranches of n01Hl1akri:ll 
production, further restricts the proportion of the national 
wealth adapted to international exchangc. Wilere a nati,)[l 
is throwing an increasing proportion of its t'llcrgit's illto 
these occupations, the proportion of its aggregate dC!ll:tllds 
which is of a l1:llure to be supplied from extra-nation:1l 
sources will diminish. It by no means follo\\'s that rhe 
volume and value of its imports is diminished (·itlll'r abso
lutely or in proportion to its tot:1.1 expenditure. Such a 
nation may, for a time at any rale, rely to an increasing 
extent upon foreigners for its supplies of fond, raw materi::li, 
and cruder manuf:1ctures_ So long as it has large access to 
the markets of less [Hh·;1t)ccci n:tti'lIlS, it Inay disJlbcc it'> 
own agriculture and even its manufactures by imported 
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goods consumed in rises of the material standard of comfort 
of the people, and paid for to an increasing extent by higher 
types of manufacture and by various sorts of services, com
mercial and financial. 

While there ie; no theoretic limit thus assigned to the 
growth of an import trade which may more and more dis.
pbce the more primitive home industries, it is to be ex
pected th:lt, as a diminishing proportion of the national 
consumption takes shape in cruder commodities, so in time 
the growth of the aggregate import trade will be checked, 
a diminishing proportion of the national income being 
expended upon buying foreign goods. This decline in the 
relative importance of foreign trade, so far frorn implying a 
fall of natiOiul prosperity, would imply an advance, signify
ing, as it would, that such a nation has become rich enough 
to spend a larger share of its income upon higher forms of 
wealth. 

Grt'at Britain is the nation which has gone furthest in this 
c .. olution. The history of her foreign trade during the 
Ilineteenth rentury shows her during the first half increasing 
the ,'alue of her import and export trade at a pace enar· 
mously more r3pid than the growth of 11fT aggregate income, 
foreign tr:lde assuming :\11 eYer greater importance. About 
1860 the P:lCe of growth of foreign trade began to slacken, 
ackallcing at a pace which but slightly exceeded the growth 
of the aggregate income of the nation. After r885 a slow 
decline in tht~ rate of growth a~ compared with nation.1l 
income is disccrniLle, It seems likely that Great Britain 
ha<; alre:ldy passed the turning-point in the development of 
foreign tr.:Hk, O-Ild that in the future, while the "olume 
and c"en the ".'lIne of her imports (and thereforc of her 
exports) will "how a rOlltinu.d ad"ance, those imports will 
cOl1stitute a slowly diminic;hing proportion of the annual 
.Jggreg:lk of commndities :lilt! services consumed by the 
ll:ltioll. 

Tht" st:ltistics nf occupations among other advanced in· 
dustrial natioll'; indic:lte tll3t, though their later de,·clop
ment may keep them fur SOI1l~ time further ill the era of 
rapidly expanding foreign trad~, the time will c.ome when 
Ihey :ll.:;o \"ill be slIbjpct to) the '>:lllle law, the 3ggregate of 
their m.tiollal industry growiuci faster than their foreign 
tfade. 
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§ I. Modern industrial societies have hitherto secured to a 
very inadequate extent the services which modern machinery 
and methods of production are capable of rendering. The 
actual growth of makrial wealth, however great, has been 
by no means commensurate with the enormously increased 
powers of producing material commodities afforded by the 
discoveries of modern science, and the partial utilisation 
of these discoveries has been attended by a very unequal 
distribution of the advantages of this increase in the stock 
of common knowledge and control of nature. Moreover, 
as an offset against the growth of material wealth, machinery 
has been a direct agent ill proJucing certain material and 
moral maladies which impair the health of modern 'in
dustrial communities, 

The unprecedented rapidity and irregularity of the 
discovery and adoption of the new methods made it im
possible for the structure of industrial society to adjust 
itself at once to the conditions of the new environment. 
The maladies and defects which we detect ill modern in
dustry are but the measure of a present maladjustment. 

The progressive adjustment of structure to environment 
in the unconsciotls or low-conscious world is necessarily 
slow_ But where the conscious will of. man, either as an 
individual or as a society, can be utilised for an adjusting 
force, the pace of progress may be indefinitely quickened. 
A strongly-roooted custom in a mall yields very slowly to 
the pressure of changed circumstances which make it useless 
or harmful) unless the man consciously recognises the 
inutility of the custom and sets himself to root it out and 
plant another custom in its place. So the slowne5s of tbis 
work of industrial adjllstment has been in 110 small measure 
due to the lack of definite realisation by the members of 
modern communities of the ne~d and importance of this 
adjustment. A society which should bring its conscious 
will to bear lll-,on the work of constructing new social and 
industrial fl)rlllS to fit tbe neW economic conuitions, may 
make :l progress which, \yhile rapid, may yet be safe, 
because it is not a sp('cl1bti\"t:~ progress, but one which is 
guided in its lint' nl nHWel1lellt by precedent changes of 
en vi ron 1l1l'11t. 

Reg:lnling, then, this conscious organised endeavour, 
enligbtenerl and stimlllated by a fuller understanding of 
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industrial forces in their relation to human life, as a deter
minant of growing value in the industrial evolution of the 
future, it may properly belong to a scientific study of 
modern industry to seek to discover how the forces 0f 
conscious reform can reasonably work in relation to the 
economic forces whose operations have been already in
vestigated. 

In other words, what are the chief lines of economic 
change required to bring about a readjustment between 
modern methods of production and social welfare? The 
answer to this question requires liS to amplify our interpre
tation of the industrial evollltion of the past century, by 
producing into the future the same lines of de\'elopment, 
that they may be justified by the appe':lfance of consistency 
with some rational social end. The most convenient, and 
perhaps the safest way to meet this demand is to indicate, 
with that modesty which rightly belongs to prophecy, some 
of the main reforms which seem to lie upon the road of 
industrial progress, rendereLl subordillJte to larger ilumJn 
social ends. 

~ 2. So far as the waste of economic mabdjustment 
consists in the excessive_ or der~ctive JpplicJtion of various 
kinds of productive force at different points of industry, 
upon the existing basis of individuJI initiative and control, 
the reforms which are desirJble must be considered as 
contributing to the more compide estahlishm~nt of "free" 
competition in industry. 

The complete breakLlown of .111 bJrricrs which imped~ 
the free flow of commerCe .1nd lht~ l111gration of Clpit.11 .1nd 
bboUT, the fullest and widest dissemination of industrial 
information, are necessary to the attainment of the indi
vidu.1listic ide.11 of free tr.1uc. Perfect tral1sp.1retlc), of 
industrial operations, perfect t1uidity of bbour Jnd of wealth 
would elTect inca!cublJly gre.1t economies ill the production 
of commercial wealth. The free-trader, in hIS (ollc~'ntrJtion 
upon the achievement of the btttr economy, Ii:lS gellt'rJlly 
failed to do full justice to the irnlJortallct: of tlk fOTlIll:r. 
He has inueed to some limited t:_\.tcnt r~'cl)gllisl'd thee \"Jlue 
of accurate :lnd extended illdustriJI infoTlllaliol1 :lS the 
intellectua.l h:lsis of free trade. But, in comlllon wilh most 
economists, he has failed to carry this cOllsider~ltion br 
enough. It is generally admitted that the increased pub· 
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lication of accounts and quotations of stock, springing out 
Of the extension of joint-stock enterprise, the growth of 
numerous trade journals, the collection and dissemination 
of industrial facts by government bureaux and private 
statisticians, are serviceable in many ways. But the extreme 
repugnance which is shown towards all endeavours to 
extend the compulsory powers of acquiring information by 
the state, the extreme jealousy with which the rights of private 
illformation are maintained, sho\v how inadequately the true 
character of modern industry is grasped. III the complexity 
of modern commerce it should be recognised that there is 
no such thing as a "self-regarding" or a private action. No 
fact belring on prices, wages, profits, methods of produc
tioll, etc., i11l'rely concerns a single firm or a single body 
of workers. Every industrial action, however detailed ip 
character, however, secretly conducted, has a public import, 
alld necessarily affects the actions and interests of innumer
able persons. Indeed it is orten precisely in the knowledge 
of those matters regarded as most private, and most carefully 
secreted, th.1t the pubiic interest chiefly lies. Yet so firmly 
rooted in the ousiness mind is the individualistic conception 
of industry, that any idea of a. public development of those 
important private bets upon which the credit of a particular 
flflll is based, would 3.[lpcar to destroy the very foundation 
of the commercial fabric. Rut, although in the game of 
commerce a single firm which played its hand openly while 
others kept theirs well concealed might suffer failure, it is 
CJuite evident that the \vhole community interested in the 
game would gain immensely if all the hands were on the 
t.lUIc. Alany, if not most, of the great disasters of modern 
commercial societies are attributable precisely to the fact that 
the cre(lit of great business firms, which is pre-eminently an 
affair of public interest, is re~.1rdcd as purely private Gerore 
the cr3sh. As industry grows more and more complex, so 
the in1crest of the public and of an ever-wider public in 
every industrial action grows ap3ce, and a correspondingly 
growing recognition of rhis pllblic interest, with provision 
for its security, \vill be found nl'cess3ry, So far as the 
llatur8.1 changes of industri3i structure ill the priv3.te busi
ness fail to provide the requisite publicity, the exercise of 
direct puhlic scrutiny l'l1l~t come to be enforced. The 
reluctance shown alike by bodies of employers and of 
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workers to divulge material facts is in large measure due to 
the false ideas they have conceived as to the nature of 
industrial acti,-ity, which education can do something to 
remove, but which, if not removed, must be over-ruled 111 

the public interest. 
§ 3. It must not, however, be supposed that the most 

thorough transparency of industry, any more than the 
removal of the political barriers which prevent Free Trade, 
would tend to bring about the desirable adjustment between 
the healthy social organism and the environmellt of machine
production. Full free trade would supply, quicken, and 
facilitate the operation of those large economic forces which 
we have seen a.t work: the tendency of capital to gravitate 
into larger and fewer masses, localised where labour call 
be maintained upon the most economical terms: a com,;
spondent but slower and less complete organisation of labour 
in large masses: the How of labouring population into to\'..-ns, 
together with a larger utilisation of women and (where per
mitted) children for industrial work: a growing keenness 
of antagonism as the mass of the business-unit is larger, 
and an increased expenditure of productive power upon 
aggressive commercial warfare: the growth of monopolies 
springing from natural, social, or economic sources, COIl

ferring _upon individuals or classcs the power to consume 
without producing, and by their consumption to direct the 
quantity and character of large masses of labour. 

The complete realisation of full frl.:e trade ill all dirertions 
has no power whatever to ahate the activity of these forces, 
and would only servc to bring their operation into more 
signal and startling prominence_ 

For the waste of periodic over-production visible in IT:l.de 
- depression, for the sufferings caused by eVer larger oscil!a
tions Tn prict:s and gleat irregubritr ut elllployment of 
c3pital and labour, for the specifIc l'vils (Jf long hours or 
excessive intensity of labour, uallgerous anu ullwholesoille 
conditions of employment, i1Jcreased emplo)'IllCllt of womcn 
and children, and growth of brgc-city life, freedom of trade 
conjoined with puhlicity of business operations can furnish 
no remedies. 

It has been seen that these injuries to individuals and 
groups of individuals, and through them to society, arise 
naturally and necessarily from the unfettered operation of 
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the enlightened self-interest of individuals and broups of 
individuals engaged in obtaining for themselves, by the 
freest use of industrial means available, the largest quantity 
of money. 

So far as these evils aTe in form or in magnitude the 
peculiar products of the last two centuries, they are in large 
measure traceable to methods of production controlled by 
machinery, and to the social estimate of machine-products 
which gives machinery this controlling power. 

If this is so, such progress as shaH abate these evils and 
secure for humanity the uses of machinery without the 
abuses will lie in two directions, each of which deserves 
consideration; (I) an adequate social control over machine
production; (z) an education in the arts of consumption 
such as may assign proper limits to the sphere of machine
production. 

~ 4. That machinery subject to the unrestricted guidance 
of the commercial interests of an individual or a class 
cannot be safely trusted to work for the general welfare, is 
already conceded by all who admit the desirability or neces
sity of the restrirtivc legislation of Factory Acts, :r-.lines 
Regulation Acts, and the large growth of public provisions 
for guarding against economic, hygienic, and other injuries 
arising from the conditions of modern industrial life. 

These provisions, whetber designed directly to secure the 
interests of a class of employees, as in the case of Factory 
Acts, or to protect the consuming public, as in the case of 
Adulteration l\('ts, 11111St be regarded as involving an admis· 
sion of a gClluine antagonislll betwccn the apparent interests 
of individu:lls :lnd of the whole community, which it is the 
business of soriety to guard against. 

i\1I this legislation is rightly interpreted as a restriction of 
the freedom of individual indllstry under modern methods 
of production, required in the public interest. Uncontrolled 
machine-produ('tion would in some cases force children of 
SlX or eight years to work ten hours a day in an unhealthy 
bctory, would introduce suddenly a host of Chinese or 
other" cheap" workers to oust native labour accustomed to 
a higher standard of comfort, would permit an ingenious 
manufacturer to injure the COl1sumt'r by noxious adulteration 
uf his goods, would force wages to be paid by orders upon 
shops owned or controlled by employers, would oblige 
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workers to herd together in dens of infection, and to breed 
physical and moral disl:ases which would injure the body 
politic. The need of a growing social control oyer modern 
machine-production, in cases where that production is left 
in the main to the direction of individual enterprise, is 
admitted on every side, thOll.;h the dt~\'c1opment of that 
control has been uneven and determined by the pressure of 
concrete grievances rather than by the acceptance of any 
distinct theory of public responsibility. 

Other limitations upon individual freedom of industry 
imply a clearer rcc~nition of the fa~chood of the laissez 
fain position. The\J'hdertaking by thCS1ate or the 1\.luni
cipality, or other units of social life, of various departments 
of industry, such as the railways, telegraphs, post-offIces, is 
a definite assertion that, in the supply of the common 
services rendered by these industries, the competition of 
private interests cannot be relied upon to work for the. 
public good. 

§ 5. The JIldustries which the State either limits or 
controls in the interest either of a body of workers or of 
the consuming public Illay be regarded as passing from a 
private competitive condition to a public non-competitiye 
condition. If therdore we wish to asccrt.1.in how far and 
in what directions srwial control uf modern production 
will proceed, we shall examine those industries which 
already exhibit thc collective character. We shall find that 
they arc of two kinds-( I) industrit.'s wlit.'rc the si7.e and 
structure of the II business" is such th;lt the protection 
afforded by competition to tht.; COllS\llllin.~ public and to 
the workers has disappcaled, or is it} flt'qucnt aheyance; 
(2) industries wltne the wac.te and dalllagc of excessive 
competition o\ltwci~hs thc loss uf enterprisc rallsed by a 
remo\'al or restrictiun of the in('cnti\'e of individual gain. 
As we have secn in the ana1rc.is of II trusts," thcse two 
characteristics, wasteful cOlllpetition anu monopoly, are 
often closely related, the. fOrillcr si;.inifying the proress of 
intensc struggle, tlw ol,jcrt and ultimate i . ..,:,ue of which is 
to reach the quiet han:n of mOl1o]loly. Cenerally speaking, 
social control ill the case of over-collljit:ting industries is 
limited to legislatin~ enactments regarding conditions of 
employment and quality of goods. Ollly those indmtrics 
tend to pass under public adnlilllstration wbere the mon-
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opoly is of an article of general and necessary consumption, 
and where, therefore, a raising of prices considerably above 
the competition rate would not succeed in evoking effective 
competition. Since the general tendency of industry, so far 
as it falls under modern economies of machinery and method, 
is either towards wasteful competition or towards monopoly, 
it is to be expected that there will be a continual expansion 
of State interference and State undertakings. This growing 
socialisation of industry must be regarded as the natural 
adjustment of society to the new conditions of machine
production. As under the economies of machine-produc
tion the business-unit, the mass of capital and labour 
forming a single" firm" or II business, 'I grows larger in size 
and more potent in its operations, the social disturbances 
which it can occasion by its private activity, the far-reaching 
and momentous results of its strain of competition, the 
probability of an anti-social exercise of "monopolic" power 
over the whole or part of its market-area, will of necessity 
iilcrease. The railway and shipping industries, for example, 
in countries like England and the United States, have 
already reached a stage of industrial development when the 
social danger arising from an arLitrary fixing of rates by a 
line or a "pool" of lines, from a strike or lock-out of 
Jockcrs or railway men, is gaining keener recognitiol! 
every year. The rapidly growing organisation of Loth 
capital and labour, especially in the fundamental industrier. 
of ('oal, iron, and machine-making, in the machine-transport 
industries, antl the most highly evolved manufactories, gives 
to a body of employers or employed, or to a combination 
uf both, the power at any moment to paralyse the whole or 
a large portion of the entire trade of a country in pursuit of 
some purely private interest or resentment, or in the acquis
ition of sOllie strategical position, which shall enable them 
to strengthen their competing power or gain a monopoly. 
~\lthoHgh the organisatioll of masscs of capital and of labour 
may, as is often urged, make industria! strife less frequent, 
the effects of such strife upon the wider public, who have no 
opportunity of casting a vote for war or peace, are more 
momentous. l\1oreover, as these private movements of 
capital and labour proceed, the probability of combined 
action between employers and employed in a particular 
illuustry, to secure for themselves some advantages at the 
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public expense, will be a factor of increasing importance in 
industrial evolution. 

The Trade Union movement and the various growths of 
Industrial Partnership, valuable as they are from many 
points of view, furnish no remedies at;:ainst the chief forms 
of economic monopoly and economic waste; they can only 
change the personality and expand the number of monopo
lists, and alter the character, not the quantity, of economic 
waste. Society has an ever-deepening and more vital in
terest in the economical management of the machinery of 
transport, and this interest is no whit more secure if the 
practical control of railways and docks were in the hands of 
the Dockers' Union or the Amalgamated Society of Rail
way Servants, or of a combined board of directors and trade 
union officials, than it is under present circumstances. On 
the contrary, an effective organisation of capital and labour 
in an industry would be more likely to pursue a policy 
opposed to the interests of the wider public than now, 
because,such a policy would be far more likely to succeC'd. 

§ 6. \Vhen it is said that modern industry is becoming 
essentially more collective in character and therefore de· 
mands collective control, what is meant is that under 
modern industrial development the interest of the industrial 
socie.ty as a whole, and of the consuming public in each 
piece of so-called private enterprise, is greater than it was 
ever before, and requires some guarantee that this interest 
shall not be ignored. Where the industry is of such a kind, 
and in such a stage of development, that keen competition 
without undue waste survives, this public interest can COIll

monly be secured by the enactment of restrictive legislation. 
\Vherc such partial control is insufficient to secure the 
social interest against monopoly or wask, State nl:J.I13';l!

meot, upon a national, lllunicipal, or such other scale as is 
economically advisable, lllUst take the place of a private 
enterprise whir.h is dangerolls to so('iety. This Ilecessity 
becomes oDviom as soon as the Ilotion of a l)llSilless as 
being purely" private" or "self-regarding" in its character 
is seen to be directly negatived uy an ulldcr::.tanJillg of the 
complex social nature of every commercial act. So soon as 
~he idea of a social industrial organism is grasped, the 
question of State interference in, or State assumption of, 
rln industry becomes a question of social expediency-that 
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is, of the just interpretation of the facts relating to the 
particular case. In large measure this social control is to 
be regarded, not as a necessary protection against the 
monopolic power of individuals, but as necessary for the 
security of individual property within the limits prescribed 
by social vt'elfare. Modern machine-evolution, as is seen, 
permits and encourages the wanton invasion and destruction 
of forms of capital by the competition of new savings em
ployed in an anti-social way. It likewise tends to the 
frequent destruction of the value of that lauour power which 
is the sole property of the mass of workers. "The property 
which every man has in his own labour, as it is the original 
foundation, so it is the most sacred and inviolable. "1 

There are certain ,vastes of economic power involved 
in all competition; there are certain dangers of monopoly 
attaching to all private conduct of industry. Collective con
trol deals with these wastes and dangers, adjusting itself to 
their extent and character. 

§ 7. To the question how far and how rapidly may this ex
tension of collective control proceed, no more definite answer 
is possible than this, that as a larger and larger amount of 
industry passes into the conditlon of the most highly evolved 
machine-industries of to-day, and develops along with the 
corresponding economies, corresponding dangers and wastes, 
larger portions will pass under restrictive legislation or State 
management. 

The evolution in the structure of capitalist enterprise, while 
it breeds and aggravates the diseases of trade depression, 
sweating, etc., likewise prepares the way and facilitates the 
work of social control. It is easier to inspect a few large 
fartories than many small ones, easier to arbitrate where 
capital and bhour stands organised in large masses, easier 
to municipalisc big joint-stock businesses in gas, water, ur 
conveyance. Every legislative interference, in the way of 
inspection or minor control, quickens the evolution of an 
industry, and hastens the time when it acquires the position 
of monopoly which demands a fuller measure of control, 
and finally passes into the ranks of public industry. 

Thus it would follow that, unless proceeding pari passu 
with this evolution there was a springing up or an expansion 

I IV .. a/th 0/ ,Vat/Ott.f, p. IIO. 



MODERN CAPITALISM. 411 

of other industries not 50 amenable to large machine pro
duction, and therefore not prone to the d311f;ers and wastes 
which appertain to it, collectivism would absorb an ever
increasing proportion of industrial effort. 

§ 8. At present it appears that there are several classes 
of productive work which arc not amenable to machine
economy. There is much work which, though it could be 
performed by machinery so far as technical character is 
concerned, cannot economically be undertaken in factories 
so long as large quantities of very cheap hand-labour are 
procurable. This class comprises the bulk of what arc 
commonly called the" sweating" trades, conducted for the 
most part in the homes of the workers, or in ~llla!! work
shops. Most of these trades are rightly regarded as cases 
of" arrested development," in the sense that tbey are kept 
out of the main course of industrial evolution uy certain 
special circumstances relating chiefly to the supply of cbeap 
labour. The wasteful working of the industrial system even 
in its best-ordered parts, the irregular and incalculable 
changes by which quantities of skilled labour are supplanted 
by new machinery, ilL-directed migration of labour from 
country to town and from foreign lands, the diminution of 
domestic work for women in tbe hOllie, these and other 
movements feed the large industrial centres with quantities 
of unskilled and untrained labour which call be bought so 
cheaply that in the lowest grades of many industries it does 
not pay the capitalist enlreprel/ellr to incur the initial cost 
of setting up expensive machinery and the risk of working it. 

Not only in the manufactures but in other occupations 
this existence of a permanent pool of low-skilled, inefficient 
labour presents a grave obstacle to the social and moral 
order of industrial nations. Large masses of U general" OT 
casual labourers, JockeTs, cheap commercial clerks, shop. 
assistants, etc., offer by their presence in the labour market 
an unsurmountable obstacle to the better organi3atiol1 of 
the occupations to which tht:y adhere. ThL: low economic 
calibre of these grades of workers, their lack of skill, educa
tion, their low standard of consumption, keep a.1ive a 
number of small, irregular, loosely-mana.gcu uusincsscs, 
retarding the legitimate evolution of organIsed capitalism, 
and sustaining tbe must wasteful and degrading sorts of 
competilion. 
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Economic and sociai progress demands the destruction 
of these arrested developments: sanitary and other 
humanitarian legislation should harry the sweating denj 
technical and general education should implant more 
skill and evoke more wantsj trade-organisation, lvhere 
practicable, should make for higher wages and other im
proved conditions of employment; labour colonies and a 
more enlightened poor-Jaw administration should assisl to 
drain these malarial marshes. The retarded or discarded 
growths of "sweating" trades involve social surgery for their 
removal, and the governmental I( interference" it involves 
~hould rightly be distinguished from the" socialism II which 
consists in the conversion of private normally grown 
monopolies into public undertakings. 

§ 9. But apart from these degraded survivals of pre
capitalist business, there are other kinds of work which remain 
outside of capitalist production, because they are. from their 
nature or the necessary conditions of their performance not 
amenable to machine industry. In branches subsidiary to 
the grcat rout inc industries we have scen that much work 
of final production and of repair remains in small busi
nesses, that a genuine and healthy survival of hand-labour 
may exist in trades too dependent upon fluctuating demands 
to enable them to pass under factury rule, and that where 
the irregularity of the material or of the conditions of 
work preclude full use of routine methods, as over a large 
part. of agriculture, an economy of small-scale production 
survIves. 

Certain r(cent tendencies of mechanical development 
favour, and may even extend, these types of smail industry. 
The extension of small-power machines and the cheaper 
distribution of electric power, under public ownership or 
control, might give a new independence to slllall masters 
in some or our manuractures; while greater facilities and 
cheapness of tlallsport might substitute co-operation of 
small farmers for the centralising process even in cases 
where the latter is at present predominant. 

These genuine surviv:lIs of small Lusinesses in agriculture 
and the manufactures, as also in certain departments of 
commerce, arc, as we have seen, attriLutable to elements 
of per50n;:li care, skill, and inte! est, which, forming im
portant cunJitions of SUCCt:SS, are found to outweigh the 



MODERN CAPITALISM. 

economies of large-scale production. They are, in fact, 
elements which distinguish the uusiness where they are 
found from mechanical industry, and stamp upon it the 
character of an ;trt. 

'Vherever these individllal mental activities of workers 
playa considerable part the art-economy displaces the 
machine-economy. Such arts or crafts may often be far 
removed in their end or purpose from the fine arts that arc 
concerned with producing objects of which the utility con
sists in their" beauty"; sometimes they may be exercised 
merely in getting common forms of "standardised" goods 
out of irregular or otherwise intractable materials, or in the 
skilled use of climate, soil, and other natural conditions; at 
other times the individuality of the worker is directed to 
meet some special need or taste of the consumer that be
longs to a narrowly utilitari:lIl order. But wheren~r these 
characteristics of an industry attain importance, the direct 
stream of tendency towards large capit::disr.1 :wd machine
economy is checked or reversed. 

Although, as h;ts been pointed out, the indirect control of 
the capitalist system over the s'Jrvi"ing forms of small handi
crafts, farming, retail distribution, and even over the profes
sions and the fine arts, is somdimes yery considerable, the 
survival of these large and even growint; department~ of 
industry in small business forms vitalised by indi\'idual 
qualities of workmanship is J. phenomenon of supreme 
significance. 

If, thcrefore, we provisionally accept the view which 
regards the large routine-businesses, where mechanical 
methods are domin.1IH, as tending towards a condition 
where competition disappears ~lIld public control, ultimately 
public administration, become necessary, we must c1c.1rly 
recognise the existence of eVen larger dOlllains of inriu'itrial 
acti"ity which, not conforming to this economy, remain in a 
5tate of competition and of private enterprise. 

Accepting this method ot interpretation, we shall be dis
posed to regard those large routine-industries, where public 
control is growing tighter, :ll1d which 3re stri\'ing ever marc 
successfully to eliminate competition, 3nd to establish forms 
of trade agreement or coml)ination, as destined to pass into 
the form of public inc.ustric:s. 

§ 10. Our examination of tendencies in the more ad\'anced 
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industrial countries enables us to designate pretty clearly 
the general outline of this "socialistic" movement. A more 
definite re-assertion of public ownership of the land as the 
chief source of the material and the power of industry, as 
WE'll as the basis of the home, is making its way in various 
forms into the work of modern government. 'Vhile the 
present movement .1S regards agricultural and urban lands 
is chiefly directed to seeming for the public by taxation an 
increased sh:He of Iand·values, the growing recognition of 
the needs of city life imposes everywhere more restrictions 
upon the pri\'rlte usc of lands and an increased public 
ownership of bnd for special public purposes. In modern 
democratic countries an incre~sed availability of land for 
small settlers, embodying the principle of equal access 
to the llat\lr~1 resources of the soil, is rapidly ad\'ancing 
~s a public policy. Legal restrictions upon large estates 
or lipan other wasteful or extortionate uses of land are a 
chief line of governmental anion. But the growth of city 
life in ~OpliJOtl') countries is pressing the demands for a 
more 'rigorous control o\'er urban areas which makes for 
public ownership of city land as the final security for public 
hygiene, convenience, xsthetics, .1lld fin:mce. How far the 
interfl'rence with private contract, through the establish
ment of land-courts and the utilisation of public credit 
for converting ten::l.1lts into owners, may turn out to be 
the prep.1r.:1tory st:1ge of a process of public ownership 
of ~gricllltllral bnds, occupied by ten::mts whose pay
ment for thr?ir land lllay b(- regarded indifferently as a 
t3X or a rent, remains :1 l}uestion for answer in the near 
future. 

III reg:1rc1 to the primary uses of bnd, practicable socialism 
may confine ilself to securing for the State as large a share 
of the annual value of the bnd as it can safely take, and to 
imposing morc stringf'nt conditions upon its uses, while 
abstaining from any large exncise of public ownership and 
administration. The greater interest imparted to the public 
by modem industry in the lirl.lited llIineral resources of land, 
taken in conjunction with the 3ppearance of cartels, trusts, 
.:llld other combinations for the capit::tlist control of mining 
industries, places the latter in the category of those in
du<;trics which appear dr-stilled to pass into public enter
prise, :lnd the fact th:1t in certain countries they are so 
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owned and administered favours this interpretation of the 
tendency. 

If we follow the general line of ue\;elopment indicated by 
our earlier analysis, we shall ascribe to collectivism also the 
administration of the chief modes of tr:l.llsport by land, 
and probahly by water, the m.1in systems of national 
and international highwClYS. The greater part of the rail
ways of the world are alrf'ady public industries, and 
it is extremely unlikely that Creat Britain nlld An1(:'ricJ., 
the two important exceptions, will long resist the demand 
for natiollalisation. 

That local transport, especially in city areas, is passing 
from priv.1te into public enterprise, pari passu with other 
loc:!l routine services, is alre:H.ly sufficiently evident. 
Although the energy of private Glpitalist companies has 
at present secured this field for private profitable enter
prise in most cities of the United ~tates and many of 
Great Britain, they cannot long helo a J-lositioll wbich a 
wider SUfyey of thp civilised world shows to be a gross 
anomaly. 

Bow far the nationalisation of manufacturing industry is 
likely to go, we h.1YC at prescnt insufficient data for 
prophecy. If the preyalencc of tariffs encourages the 
growth of strong industrial trust<; within national areas, the 
instinct or necessity of public protection ag.1inst these 
monopolies may compel ciyilised states to substituk public 
for private monopoly, and to em lurk upon those funda
mental metal, and other manufactures which arc vit.11 
factors in national industry and consulllption. Such a step 
would, however, be prefaccd by a series of experiments in 
taxation and control, through restricti\'c legislation affecting 
prices and conditions of employment. I:ut while there is 
no early probahility of modern indnstri:tl states ellgagin~ 
in manufactures (exCl'pt for sperial purposcs of ren.'llUC or 
puulic security) there is more likelihood of:l powerful, nt'w, 
direct public conti 01 ovcr m3llnf:1ctllring indllstricc; being 
exercised throu~h public ownt'r<;hip of manufacturing power. 
As el('ctricity oecon1f's more and lnorl' the source of 
industrial power for tllZlllllf.1.ctilling as \Yell as for transport 
services, the ownership .1.nd di<;tI ihlltioll of this power 
will more .1.nd morc be recognised as :l function which 
municipalities, or other larger puohc areas of go\'ern-
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ment, must undertake. Whether this new industrial power 
continue to be generated from coal, or in some other 
way, its safe and economical production 'and distribution 
over local areas cannot be long entrusted to private 
companies. This socialisation of manufacturing power is 
likely long to ante-date any considerable socialisation 
of concrete manufacturing processes, and may possibly 
become so potent an instrument of public control as 
t() render unnecessary public ownership and working of 
speci!ic manufactures. 

How far municipal or other public enterprise is likely to 
invade the distributing trades depends, in part, upon the 
rate at which the carrying trades generalty pass into public 
trade, partly upon the success or failure of the numerous 
experiments in inspection "ibich are at present regarded 
as sufficient safeguards of the public interest in many 
trades. Where, however, strong control over prices by 
local rings exists, or where inspection is proved inadequate 
to secure the public health against diseased or adulterated 
wares, new invasions upon the domain of private trade will 
occur. 

The puhlic ahattoirs which already exist in many 
European cities may turn out to be the first stage in a 
public meat supply; municipal dairies and bakeries may 
uispbce pri\·ate trade in bread and milk; while the present 
extcrtion:.He practices of rings of coal merchants would 
hardly be likely to survive public ownership and m:lnage
ment of railro:tcls. Though the general machinery of credit 
and insurance still remains for the most part in private 
blJsinesses, considerable encroachments in the shape of 
State insurance and public savings banks have been made. 
Here, as in many other departments, the forward movement 
in many countries takes shape in municipalism rather than 
in nationalism, and municipal insurance schemes, banks, 
and pawnshops are occupying places of increased import
ance in the development of public city life. 

It is very germane to OIlT prf'sellt outlook to recognise 
the supersession of pli\·ate by puhlic enterprise which is 
taking place in that ut'partment of production which we 
t21"m the professions. The assllmption of education as a 
chit-of fUllction of the St:1t,-, i~ of course the most conspicuous 
instance of this tendency. ]n most European countries, 
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however, the socialisation of medical services and of genera! 
hygiene is advancing at a considerable pace. Even in Great 
Britain the majority of our hospitals and infirmaries are 
publicly supported and managed, and puLlic dispensaries 
play an increasing part in the hygienic machinery of the 
country. Though the socialisation of law, in the sense of 
free access to public advice and administration of justice, 
is very far from completion, certain notable advances have 
been made in most countries within recent times In 
Great Britain the extension of law to corer new areas of 
controversy, reforms of procedure, as in bankruptcy and in 
the administration of Puulic Companies Acts, gratuitous 
legal advice of magistrates, criminal defences paid Ollt of 
the public purse, and v.1rio\l<; other movements illustrate 
this slow, uneven, but continuou<; advance towards the fuller 
nationalisation of justice. 

The routine trades or professions eng::tged in supplying 
common forms of recreation are al<;o bE'comill~ sociali~('d, 
partly as appendages of pllhlic pducation or of public 
hygiene. Art galleries, free libr.1ric'i, puulic parks and 
gardens are hut a few of the embellishments of civic life 
which form important hases of pllulie professions and 
industries. 

§ II. \Ve now stand bee to face with the main ohjection 
so often raised :tgainst :-Ill ende.1\·ours to remedy industrial 
and social dise<lscs by the e'\;jJansioll of pulllir rontrol. 
Competition and the ztst or individual gain, it is urgt'd. 
furnish the most efff'ctiYe incentive to Pllkrpri<;c and 
discovery. Assuming that socidy wt"re struct\ll'ally COI11-

petent to administer industry oniriaH)" the t"''itallli"hmL'lIt 
of industrial order wOllld he the dt":11h blow to illdll<;tri.11 
progress. The strife, danf.;f'r, and waste of indll<;trial COIll

petition are necessary conditions to indllstri.11 \-it:dity, 
Bow much force: do tlll'o;e o1ljectiolls contaill in the light 

of the information provid~d Ily om study of illdl1<;tl i;1\ 
evolution? II should be rerogllis/'d at tIll: (Jlltsd that the 
economic individllalist is not l (,()l1sC'n':lti\'(', ddending all 
established order and pointing Ollt th(· dan;';PTs :lltendillf,; 
proposed inllovations, Our :1llalY5is of the structure of 
rnodern iudu<;try shows the pro:;ressi\'e soci.Jli'iation of 
certain classes of inrlustry 3<; 3 step ill the onkr of events, 
equ<l:!ly natural and necessary with the earlier steps or which 

2) 
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machine-industry superseded handicraft and crystallised in 
eYer Luger masses with changing relations to one another. 
The indictment against social control over industry is an 
indictment against a natural order of events, on the ground 
that nature has taken a wrong road -of advancement. It 
is only possible to regard the legislative action by which 
public control over industry is established as "unnatural» 
or "artificial" by excluding from "Nature" those social 
forces which find expression in Acts of Parliament, an 
eminently unscientific mode of reasoning. . 

But though this growing exercise of social control can
not ue regarded as "fighting against the constitution of 
things," 1 it may be considered by those who hold we ha,'e 
no guarantee of the future development of the human race, as 
one of the lines of action in which the advancing enfeeble
ment of man may express itself: the abandonment of 
individual strife in commerce may be regarded as a mark of 
diminishing vit;:llity, which seeks immunity from effort and 
an equJ.ble condition of material comfort, in preference to 
the risks and e~l'itt.:ment of a more eventful and arduous 
careeL Order will be purchased at the price of progress: 
the auandol1mcnt of individual enterprise in industry is part 
of the decadence of hum:lnity. This is the interpretation 
which DL Pearsoll, in his .National Life and Character, 
pbces upon the socialistic terldencies of the age: the sup
pression of competitive industry in order to cure poverty, 
physical misery, antI social injustice, wilt produce a society 
which is" sensuous, genial, fibreless." The validity of such 
a judgment n.:sts upon two nssumptions; first, that social 
control of industry llecess:nily crushes the spirit of indi
vidual enterprise ;:lnt! checks industrial progress; second, 
that extension of State control over capitalist, industry 
necessarily imphes D. diminished scope of individual control 
in the production of wl'alth. 

The tirst assnmption is open to a number of criticisms 
which must be ht:ld to greatly modify its force, and which 
may be sllrnnwrised ;IS follows;-

(1) J..luch individu;:l\ enterprise in industry does not make 
for industrial progress. .\ brgcr and brger proportion of 
the energy given out in tra(k competition is consumed 1I1 
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violent warfare l:5etween trade rivals, and is not represented 
either in advancement of industrial arts or in increase of 
material wealth. 

(2) History does not show greed of gain as the motive of 
the great steps in industrial progress. The love of science, 
the pure delight of mechanical in\'ention, the attainment of 
some slight personal convenience in labour, and mere 
chance, play the largest part in the history of industrial 
improvements. These motives would be as equally oper
ative under state-control as under private enterprise. 

(3) Such personal inducements as may supply a useful 
stimulus to the inventive faculty could be orrcr~u in socially
controlled industry, not merely publicity and honour, but 
such direct material rewards as were useful. 

Industrial history shows that in modern competltl\'e 
industry the motive of personal gain is most wastefully 
applied. On the one hand, the great mass of intelligent 
workers have no opportunity of securing an adequate reward 
for any special application of intelligence in mechanical 
invention or other improvement of industrial arts. Few 
great modern inventors have ma'de money out of their 
inventions. On the other hand, the entrepreneur, with just 
enough business cunning to recognise the market value of 
an improvement, reaps a material reward which is often enor
mously in excess of what is economically required to induce 
him to apply his" business II qualities to the undertaking. 

(4) The same charges of weakened individual interest, 
want of plasticity and enterprist", routine torpidity, arc in a 
measure applicable to every large business as compared with 
a smaller. Adam Smith considered them fatal barriers to 
the growth of joint - stock enterprise outside a certain 
narrowly-defined range. Rut the economies of the brge 
business were found to out\veigb these considerations. So 
a well-ordered state·industry may be the most econcmlical 
in spite of diminished elasticity and enterprise. 

But while these considerations qualify the force of the 
contention that state - control w011ld give no scope for 
industrial progress) they do not refute it. The justification 
of the assumption by the State of varioLl<; functions, military, 
judicial, industri.:d, is that a safe orderly routine in the 
conduct of these affairs is ri~htl}' purchased by 3. loss of 
elasticity and a diminIshed pace of progress. The arts of 
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war and of justice would probably make more advance 
under private enterprise than under public administration, 
and there is no reason to deny that postal and railway 
services are slower to adopt improvements when they pass 
under government control. 

It may be generally admitted that, as the large rno"dern 
industries pass from the condition of huge private mon
opolies to public departments, the routine character will 
grow in them, and they will become less experimentaJ and 
more mechanical. 1t is the nature of machines to be 
mechanical, and the perfection of machine-industries, as 
of single machines, will be the perfection of routine. Just 
in proportion as the machine has established its dominancy 
over the various industries, so will they increase in size, 
diminish in flexibility, and grow ripe for admission, as 
routine businesses, into the ranks of state-industry. If the 
chief objt'ct of society was to secure continual progress in 
military arts and to educate to the utmost the military 
qualitie:-:, it would be well to leave fighting to private 
enterprise instead of establishing state monopolies in the 
trade of war. It sacrifices this competition, with the progress 
it induces and the personal fitness it evolves, in order that 
the individual enterprise of its members may be exercised 
in the competition of industrial arts, inducing industrial 
progress and evolving industrial fitness. The substitution 
of industrialism for warfare is no!, however, understood to 
imply .1. diminution of individual enterprise, but an altera
tion in its .1.pplication. 

Ii, starting from this point of view, we regard human life 
as comprising an infinite number of activities of different 
sorts, oper:lting upon different pbnes of competition and 
educating different human" rltnesses," we shall understand 
how the particubr phase of industrial evolution we are 
considering is rebted to the wider philosophic view of life. 
All progre<;s, from primitive savagedom to modern civilisa
tlUIl, will then appear as consisting in the progressive 
sorialisation of the: lower functions, the stopp.1.ge of lower 
forms of competition and of the t~clucation of the more 
brutal qualities, in order tlD.t :1 l3.rger and larger proportion 
of individual .1.ctivity may be engaged in the exercise of 
higher functions, the practice of competition upon higher 
pl.1nes, and the education of higher forms of fitness. 
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If the history of past civilisation shows us this, there is an 
a priori presumption that each further step in the repression 
of individual enterprise and in the extension of state-control 
does not mean a net diminution in individual activity or 
any relaxation of effort in self-assertion, but merely an eleva
tion of the plane of competition and of the kind of human 
qualities engaged. This is, in fact, the philosophical defence 
of progressive socialism, that human progress requires that 
one after another the lower material animal functions shall 
be reduced to routine, in order that a larger amount of 
individual effort may be devoted to the exercise of higher 
functions and the cultivation by strife of higher qualities. 

To suppose that the reduction of all machine-industry to 
public routine services, when it becomes possible, wi!! imply 
a net diminution in the scope of individual self-expression, 
rests upon the patent fallacy of assigning certain flXl:d 
and finite limits to human interest and activity, :'0 that 
any encroachment from the side of routine Icssens the 
absolute scope of human spontancity and interest. If, as 
there is reason to believe, human desires aud the activities 
which are engaged in satisfying them are boundless, the 
assumption that all illcrease ill the absolute amount of 
state-control or routine-work implies a diminution of the 
field for individual enterprise is groundless. The under
lying motive, which alolle call explain and jllstify each 
step in progressive socialism, is the attainment of a net 
economy of individual effort, which, when it is Ieleased 
from exercise upon a low['r plane of competitioll, nlay 
be devoted to exercise upon a higher. If t11c result of 
extendlllg social control over inuustJ'Y were merely to hrillt; 
ahout a com in on level of IlJaterial comfort, atkIH_h:d 1Iy 
spiritual and intellectual tOI pur and contentment, the IJIOVC· 
Illent might be natural ano necessary, out could hardly be 
termed progress. 

But sllch a view is based upon a denial of the aXiom tilat 
the satisfaction of one want \)rccds another want. EXJlcri
ence does not teach the decay but the llletanlOfphosis of 
individuality. Under socialised industry pro;,:;rcss in the 
industrial arts would Le slower and woulJ :tbsorb a smaller 
proportion of individual interest, in order that progress in the 
finer intellectu:l1 and Illoral arts IIlight ue faster, and might 
engage a larger ~hare of life. To future gelJt.:ratiolls of more 
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highly evolved humanity the peculiar baruarism of our age 
will consist in the fact that the major part of its intelligence, 
enterprise, genius, has been devoted to the perfection of 
the arts of material production through mechanical means. 
If it is desirable that more of this individual energy should 
be engaged in the production of higher forms of wealth by 
competition upon higher planes, this can only be achieved 
by the process of reducing to routine the lower functions. 
Higher progress can only be purchased by an economy of 
the work of lower progress, the free, conscious expression 
of higher individuality by the routine subordination of 
lower individuality. Industrial p~ogress would undoubtedly 
be slower under state-control, htcause the very object of 
such control is to divert a larger proportion of human 
genius and effort from these occupations in order to apply 
them in producing higher forms of wealth. It is not l 

however, right to assume that progress in the industrial 
arts would cease under statc-industry; such progress would 
Le slower, and would itself partake of a routine character
a slow, continuous adjustment of the mechanism of produc
tion and distribution to the slowly-changing needs of the 
community. 

~ 12 ... \ most important misunderstanding of the line of 
industrial development arises from a conviction that all 
production of wcalth embodied in matter tends to pass 
under the dominion of machinery, that an increasing 
numher of workers in the future , ... ill become machine
tenders, and that the state-control of machine-industry would 
bring the vast majority of individuals into the condition of 
official machine-workers. This, however, is by no means 
a reasonable forecast. III competitive machine-industry, 
altbough it is to the interest of the individual business to 
"save" as mucll labour as possible, the play of competition 
causes to L:.: made alld worked a llluch larger quantity of 
machinery than is cnough to Illailltain the current rate of 
consumption, and thus keeps in the ranks of manufacture a 
much largcr quantity of labour than is socially necessary. 
Yet in a typic;1.l manufacturing country like England statis
tics show that the proportion of the working population 
eng.:tt,;ed ill machine manufactures is not increasing. If, 
then, by the gradual elimination of competition in the 
machine-industries, the quantity of machine-work were kept 
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down to the social re'luirements of the community's con
sumption, the proportion of machine-workers would be less 
than it is, assuming the demand for machine-made goods 
continued the same. 

But what, it may be said, will become of the increasing 
proportion of the workers not required by machinery? will 
they go to swell indefinitely the ranks of distributors? 
\Vill the number of merchants, jobbers, speculators, shop
keepers, agents, middlemen of various sorts, grow without 
limit? Assuming that the work of distriLution were left to 
competitive enterprise, and that the quantity and quality of 
consumption remained the same as now, this result would 
seem necessarily to follow. The labour saved in manu· 
facture would pass, as it docs no\v, to intensify the com· 
petition of the distributive trades and to suhdivide into 
needlessly small fragments the necessary but limited 
amount of distributive work. But these assumptions are 
not necessarily correct. If, as seems likely, the increased 
intensity of competition forced the growth of strong mon
opolies in certain departments of distriuution, the anti-social 
power thus bestowed upon individuals would necessitate 
the extension of state-control to them also, The work 
of distribution would thus pass into rolltine-inuustry ad
ministered by the public for the public interest, Tkls the 
area of socialised inuustry would cxtend until it absorbed 
olle after another all industries possessing the machine
character and capable of administration I)y routine, It 
might thus appear that, after all, tlte forebodings of the 
individualist would be v(;riticd, the work of life woulJ be 
reduced to a dull monotonous mechanism grinding out 
ullder bureaucratic sway an ever growing quantity of matuial 
comforts for a community absorl)c:d in the satisfaction of its 
orderly behaviour, 

This goal seems inevitable if \\'l: assume tbat no change 
takes place in the qU:lI1tity and (lualit}' of the C()Il<;lI111ption 
of the community, that individual conSlillwr~ S:H'C or try 
to save the same proportion of thl:ir incoilles as now, 
and apply the portion that they spend to the purchase 
of increased I"]uantities of ever-cheapening machine-made 
goods. 

But are we justified in COllSiul'ring it necessary, or even 
probable, that consumption will in amouilt and character 
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remam unchanged? In proportion as the large industries 
pass into the condition of monopolies, whether under 
private or public control, the an~a of safe and profitable 
investment for the average "saving" man will be more 
restricted Thus some of the useless I( saving" which 
takes the shape of excessive plant, machinery, and other 
forms of capital will be prevented. In other words, the 
quantity of consumption will increase, and this increase will 
give fuller employment to the machinery of production and 
to the labour engaged in working it and in distributing the 
increased product. If, however, increased consumption 
merely took the form of consuming increased quantities of 
the same material goods as bdorc, the gain would be limited 
to the rise of material comfort of the poorer classes, and this 
gain might be set off by the congested and torpor-breeding 
luxury of the better-lo-do. A mere increase in quantity of 
consumption would do nothing to avert the drifting of 
industry into a bureaucratic mechanism. 

S 13· I t is to improved quality and character of consump· 
tion tbat we call alone look for a guarantee of social progress. 
Allusion has beell already llIade to the class of artistic and 
intellectual work which cannot be undertaken by machinery. 
It must nevCf be forgolten that art is the true antithesis of 
machinery. The essence of art in this wide sense is the 
application of individual spontaneous human effort. Each 
art-product is lhe repository of individual thought, feeling, 
dfort, each machine-product is not. The" art" in machine
work has oeen cxhaustcll ill the single supreme effort of 
plannillg thc macbine j the more perfect tlle machine the 
smaller the proportion of indi\"idual skill or art embodied 
in the macbine·product. The .spirit of machinery, its vast 
rapid power of Illultiplying quantities of material goods 
of the sallle pattern, has so over-awed tbe industrial 
world that the craze for qualltitative consumption has 
seized possession of 1ll:111y whose taste and education 
might have enabled them to offer resistance. Thus, not 
only our bread amI our ooots are made oy machinery, 
but many of the velY things we misname" art-products." 
Now a just indictment of this cxct.:ssive encroachment of 
machinery is not based upon the belief, right or wrong, 
that machinery caunot produce things in themselves as 
5t or ueautiful as art. The true inadequacy of machinc~ 
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products ior human purposes arises from the fact that 
machine-products arc exactly similar to one another, whereas 
consumers are not. So long as consumers consent to sink 
their individuality, to consume articles of precisely the same 
shapc, size, colour, material, to assimilate their consumption 
to one another, machinery will supply them. But since no 
two individuals arc precisely similar in physical, intellectual, 
or moral nature, so the real needs of no two will be the 
same, even in the satisfaction of ordinary material wants. 
As the dominance of machincry over the workers tends to 
the destruction of individuality in work, obliging different 
workers to do the same work in the same way with a 
premium upon the mere capacity of rapid repetition, in the 
same way it tends to crush the individuality of consulllers 
by imposillg a common character upon their consulllption. 
The progressive utilisation of machinery depends upon the 
continuance of this indiscriminate consumption, and the 
willingness of consumers to employ every increase of incollle 
ill demanding larger and larger quantities of goods of the 
same pattern and character. Once :;uppose that consumers 
refuse to conform to a common standard, and insist marc 
alld more upon a consulllPtion adjusted to their individual 
needs and tastes, and likewise strive to follow and to sati~fy 
the changing phascs of their individual taste, stIch individ
uality in consumption must impose a corresponding in
dividuality in production, and machinery will be dethroncd 
from industry. 1,et us take the ex::ullple of the cloth
ing trade. Provided tile wearing public will consent to 
wear clothes confonnitl~ to certain COlli ilion pattcrIls and 
shapes which arc only applOxilllatc "tits," Illacilillery cal! be 
used to make these ciutbcs; but if cvery person n:IJllirt:d 
his own taste to be cOllsulted, and insisted upon an e:-.:tcti
tude of tit and a conformity to his own specIal ideas of 
comfort, the work could no lon;.;er be done hy machinery, 
and would require the skill of:tn "artist." It is precisely 
upon this issue th:tl tllc ,onflict of lllachine Z't'rsIlS hand· 
labollr is still fought out. The most 1lighly-finished articles 
in the clothing and boot trades arc still hand·llladc; the 
best golf-clubs, fishing-rods, cricket hats, embody a large 
amount of high manual skill, tbougll articles of fair avcragc 
makc are turned out chidly by machinery ill large rplantities. 
These hand-nude goods are produced for a small portion of 



THE EVOLUTION OF 

the consuming public, whose education and refinement of 
taste induces them to prefer spending their money upon a 
smaller quantity of commodities adjusted in character to 
their individual needs, than upon a larger quantity of 
common commodities. 

Assuming that industrial evolution places an increasing 
proportion of the consuming public in secure possession of 
the prime physical necessaries of life, it is surely possible 
that they too may come to value less highly a quantitative 
increase in consumption, and may develop individuality of 
tastes which require individual production for their satis
faction. In proportion as this' happens, hand-work or art 
must playa more important part in these industries, and 
may be able to repel the further encroachments of machinery, 
or even to drive it out of some of the industrial territory it 
has annexed. But although the illustration of the present 
condition of the clothing trades serves to indicate the nature 
of the contest between machinery and art in the region of 
ordmary material consumption, it is not suggested that social 
progress will, or ought to, expel machinery from most of the 
industries it controls, or to prevent its application to indus
tries which it has not ),et reached. The luxury and foppish 
refinement of a small section of "fashionable" society, 
unnaturally relieved of the wholesome necessity of work, 
cannot be taken as an indication of the ways in which indi
viduality or quality of consumption mayor will assert itself, 
in a society where social progress is based upon equality of 
opportunity, and the powcr to consume has some just rela
tion to ability and merit. It seems reasonable to expect 
that on the whole In:tchinery will retain, and even strengthen 
and extend, its hold of those industries engaged in supply
ing the primitive needs of man-his food, clothing, shelter, 
and other animal comforts. In a genuinely progressive 
society the object will be so to order life as to secure, not 
merely the largest amount of individual freedom or self
expression, but the highest quality. If an undue amount of 
indi\"iduality be dl'\'otcd to the proJuction and consumption 
of food, clothin,;, etc., and the conscious, refined cultivation 
of these tastes, higher forms of individual expression in 
work and life will be neglected. Tbe just economy of indi
viduality will therefore relegate certain branches of produc. 
tion to machinery, in order that the energy saved by such 
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routine-work may be set free for higher individual endeavour. 
The satisfaction of the primary animal wants-hunger, thirst, 
cold, etc.-are common to all; in these purely physical 
demands there is less qualitative difference in different men; 
as the needs are the same the consumption will be the same. 
The absence of wide individual differences of taste marks 
out the commodities for routine or machine·production. As 
individuals are nearest alike in their prime physical needs, 
so, as they gradually develop higher material wants, and, 
after these are satisfied, resthetic, intellectual, moral wants, 
their individualism becomes morc and more marked. It is 
therefore in the. most highly developed, or, as they are somc
times called, the more II artificial" wants of man, that the 
diversity of individual nature shows itself most strongly, and 
demands a satisfaction peculiar to itself which only art can 
give. In a highly evolved society it is likely that many 
physical needs, and even some intellectual needs, will be 
common to all, and will engage little individual attention. 
These may be graded as routine wants, and Jllay be satisfied 
by machine-made goods. As a ~ociety, safcIy ordered in 
the supply of ordinary physical comforts, continued to 
develop, a less and less diversity would show itself in the 
ordinary aspect of its material civilisation, because the 
individuality which once found expression there is raised 
to a higher plane of activity. The ellfichnlcnt and enlarge
ment of human life in such a society would undoubtt:dly 
manifest itself in a greater likt:ncss between the individual 
members in the lower modes of life, but tlw extent of indi
vidual difference in tbe higher modes would be ever widen
ing. The object or the levt:lling ill the lower processes of 
life would be that higher individual differences might have 
opportunity to assert thcmst:lvcs. Ilia progressiye society 
thus conceived, where socialisation and individuatioll grow 
inseparably related and rt:actillg un Olle another, tht:re is 
evidently no fixed li1llit to tIlt: I'rugrcss of machinery. As 
each higher want is educated, some lower want will drop 
into the position of a lOutine-w311t, and will pass into the 
rightful province of machinery. But tllough a Iargt: propor
tion of material commodities would douLtless be made by 
machinery, it is not signified that 3rt will be l);"mished from 
what are commonly called the industrial arts. On the con
trary, art may be in many ways the friend and co-overator 
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of machinery, the latter furnishing a routine foundation for 
the display of individual taste and of individual satisfaction 
in the consumer. One of the most hopeful signs of the 
last few years is the growing intrusion of art into the 
machine-industries,-the employment of skilled designers 
and executants who shall tempt and educate the public eye 
with grace of form and harmony of colour. In pottery, 
textile wares, hardware, furniture, and many other indus
tries, the beginnings of public taste are operating in demand 
for variety and ornament. May not this be the beginning 
of a cultivation of individual taste which shall graft a fine
art upon each machine-industry, apportioning to machinery 
that work which is hard, dull, dangerous, monotonous, and 
uncducative, while that which is pleasant, worthy, interest
ing, and educative is reserved for the human agent (, 

§ I ~. Machinery is thus naturally adapted to the satisfaction 
of the routine wants of life under social control. The charac
ter of machine-production, as has been shown, is essentially 
collective. The ru . .r'adies of present machine-industries are 
due to the fact tL . his collective character is inadequately 
recognised, aIld' chinery, left to individual enterprise and 
competition, oppresses mankind and causes waste and com
mercial instahility. In a word, the highest division of 
labour has not been yet attained, that which will apportion 
machinery to the collective supply of the routine needs of 
life, and art to the individual supply of the individual needs. 
In this way alonc can society obtain the full use of the 
"labour-saving" character of machinery, minimising the 
amount of human exertion engaged in tending machinery 
and maxllnisillg the aIIlount eugaged in the free and 
interesting occupatiolls. Engaged in satisfying the steady, 
constant needs of society under social regulation, machinery 
would no longer he subject to those fearful oscillations of 
demand which are liable unforeseen to plunge whole 
masses of workers into unemployment and poverty, and to 
wa~tc an infinite amount of "saving." \Vherc the fluctu
ations in consumption were confined to the region of 
individual taste, the changes of taste and growing variety 
of consumption would furnish the education of the artist. 
who will acquire skill and flexibility by freely following 
and directing the changing tastes of consumers. 

In such a forecast it is of course usdt:ss to endeavour to 
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predict how far art will continue to occupy itself with 
industry, or how far, set free by machinery, it will be 
absorbed in the creation of finer intellectual or spiritual 
products, or in what are now termed the fine arts. This 
must depend upon the nature of the harmonious develop
ment of human capacities of effort and enjoyment under 
conditions of individual freedom, and the interaction of the 
free development of individuals in a society founded upon an 
equality of the material means of life. The study of the 
qualitative development of consumption in modern society 
is only just beginning to be recognised as the true starting
point of economic science, for although many of the older 
economists did verbal homage to the importance of this 
branch of study, it has been reserved for recent thinkers 
to set about the work.] 

§ 15. It is hardly too much to sa}' that the whole of social 
progress depends upon the substitution of qualitative for 
quantitative methods of consumption. In so far as indi
viduals apply their growing ability tr.. c,onsume in order 
to demand increased quantities of th.· .t1me articles thty 
consumed before, or flash variety of t~ ionable guods in 
no wise adjusted to individual need or laste, tht'y extend 
the dominion of machinery. I n so far as they develop 
individual taste, delicacy rather than quantity of satisfaction, 
they give wider scope to work which embodies conscious 
human skill and deserves the name of art. 

But there is another bearing of this point of equal signifi
cance. Political economists have a dismal formllia called 
the Law of Diminishing Returns, which casts a dark shadow 
upon industrial progress as it is commonly conceivf'd. The 
more food and clothing, ftlel, and other material goods we 
require, the further we have to go for the material, :llld the 
harder it is to get: we must plough inferior lands yidJing 
smaller crops, we must sink deeper shafts for our coal ant! 
iron. As our population grows ever larger, and this larger 
number wants more ami more pieces of the earth to feed 

1 Prufessor jevons' work upon this branch of EcunOflJics W;J~ marred 
by an attempt to treat it purely mathematically, that is to redllce qual· 
itative to quantitati\'e dift~rence<;-an impossibility, Among recent 
writers, Professor Patlen, of l'enn~yl\"ania University, has [!laoe l,y (al 
the most important contributions toward~ a ~ystt:matic treatment of 
the economics of .::onsnmption, 
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its machines and to turn out the increased quantity of 
goods, the drain upon natural resources is constantly 
increasing. The material world is limited; in. time Nature 
will become exhausted, and, long before this happens, the 
quantity of human labour required to raise the increased 
supply of raw material in the teeth of the Law of Diminish
ing Returns will far exceed th@ economies attending large
scale machine-production. 

This danger ,viII also be found to result entirely from the 
quantitative estimate of human wealth and human life. 

Confining our vie\\' for the moment to that Lranch of 
production which is engaged in providing food, to which 
the Law of Diminishing Returns is held to apply with 
special rigour, ,ve can see without difficulty how, by a 
progressive differentiation of consumption, we can mitigate 
or even utterly defeat the operation of this law. If the 
inhabitants of a conntry persist in maintaining a single 
narrow standard of diet, and use the whole of their land 
for growing wheat and raising sheep, not merely do they 
waste all other fine productive qualities belonging to 
certain portions of the cultivated or uncultivated soil, but 
every increase in their narrow consumption drives them to 
worse soil, obliges them to put more labour into a quarter 
of wheat or a sheep, and increases the proportion of their 
aggregate product which goes as rent.! If, on the other 
hand, a community cultivates a varied consumption and 
seeks to utilise each portion of its soil for whatever form 
of food it can grow best, instead of grading its land ex
clusively according to its wheat or sheep-raising capacity, 
it is ahk to defeat the II niggardliness of nature" ,vhich 
asserts itself when the community insists upon a continual 
extension of the same demands. For land which may 
be very bad for wheat-growing or grazing, which may 
even be "below the margin of cultivation" for these 
purposes, may be well adapkd for producing other com
modities. A large variety of alternative uses will enable 
us to get the brgest net :111)01lnt of utilities out of Nature, 
and a community which, in lieu of an extension of demand 
for the same commodities, asserts its civilisation in the 
education of new demands and a greater complexity in 

J Patten's Prtlmis(J (>/ Po/itlf(l! ECIII/(>my, chap. i ... 
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the standard of its comfort, may draw from the land an 
indefinite increase of wealth without putting forth more 
labour or paying higher rent. lt is silllply one more 
example of the economy attainable by division of labour 
and specialisation of function. 

§ 16. \Vllat applies to food will equally apply to the use 
of the earth for providing the raw n13terial of all other forms 
of material wealth. A people with growing variety of con
sumption is ever finding new and more profitalJle uses for 
slighted or neglected capacities of nature. The sueial 
progress of nations must be chiefly determined by the 
amount of their intelligent flexibility of consumption. Mere 
variety of consumption in itself is not sufficient to secure 
progress. There must be a progressive recognition of the 
true relations, between the products which can be most 
economically raised upon each portion of the soil, and the 
wholesome needs of mankind seeking the full harmonious 
development of their faculties in their given physical en
vironment. A progressive cllltivation of tast<..: for a variety 
of strong drinks, though it mighl provide an increased 
number of alternative uses for the soil, and might enhance 
the aggreg:lte market-values of the wealth produced, WOtl1d 
not, it is generally held, make for social progress. That 
nation which, in its intelligent :lttainmcllt of :1 higher 
standard of life, is aLIe to thoroughly assimilate and har
monise the largest varicty of those products for which their 
soil and climate are best adapted, will be foremost in 
industrial progress and in the other arts of civilisation which 
spring out of it. 

The case is a simple one. A mere increase in the variety 
of our material consumption relieves the strain imposed 
upon man hy the limits of the material universe, for such 
'Variety enables him to utilise a larger proportion of the 
aggregate of matter. ]:lIt in proportion as we add to m~-;re 
variety a higher appreciation of those adaptations of matter 
which are due to hum:lll skill, a11d which we call Art, we pass 
outside the limits of lllatkr and :lrc no longer the :-,!an:s of 
roods and ~cres and. a law of diminishing' returns. So long 
as we cont11lUC to raIse more men who deilland more food 
and clothes and fuel, We are sllbj~'>ct to the limitations of 
the materialunivcrse, and what we get c\'(;r costs us more and 
benefits us less. But whell we cease to demand more, amJ 
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begin to demand better, commodities, mOTe delicate, highly 
finished and harmonious, we can increase the enjoyment 
without adding to the cost or exhausting the store. \Vhat 
artist would not laugh at the suggestion that the materials 
of his art, his colours, clay, marble, or what else he wrought 
in, might fail and his aft come to an end? When we are 
de::Lling with qualitative, i.t, artistic, goods, we see at once 
how an infinite expenditure of labour may be given, an 
infinite satisfaction taken, from the meagrest quantity of 
matter and space. In proportion as a community comes to 
substitute a qualitative for a quantitative standard of living, 
it escapes the limitations imposed by matter upon man. 
Art knows no restrictions of space or size, and in proportion 
as we attain tht' art of living we shall he likewise free. 

~ 17. So far tile consideration of reformed qualitat;\'e 
consunlption has been can filled to material goods. But a 
people moving along the line of progress, seeking ever a 
more highly qualitative life, will demand that a larger pru
portion of their energy shall he given to the production and 
consumption of intellectll.1l goods. 

This world likewise is at present largely under the 
dominion of f>.bchinery antI a Law of Diminishing Returns. 
By m:lki1lg of 01lT intellectll:ll life a mere accumulation of 
knowledge, pilitlg bct upon fact, re.1ding book upon book, 
adding science to science, striving to cover as much intel
lectual ground as possib1l', we becolUe mere worshippers 
of qualltity. It i~ not unnatural that our commercial life 
should llTeed snch an intellectual consumption, and that 
the English and American nations in particular, who have 
beyond oth~rs developed machine-production and the 
quantitative genius for commerce, should exhibit the salUe 
taste in their pllfsuit after knowleJge. Pace, size, numLer, 
cost, are ever on their lips. To visit every European capital 
in:l fortnight, see acres Df pictures, cathedrals, ruined castles, 
collect out of books or travel the brgest mass of unassorted 
and undigested information, is the object of such portion of 
the commercial life as C:lI1 he sp:ued from the more serious 
occllpations of life, piling lip bale after bJ.le of cotton goods 
and eating dinner ::!.fter dinner of the same inharmoniously 
ordt"f .... d \'ictuals. 

Om schools and colleges aTe engaged in turning out year 
by year immense quantities of common intellectual goods. 
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Our magazines, hooks, and lectures are chiefly lllachine
products adjusted to the average reader or hearer, and are 
reckoned successful if they GlIl drive a brgc number of 
individuals to profess the same feelings anti opinions :llld 
adopt the same party or creed, with the view of en:lbling 
them to consume a large numher of copit~s of the same 
intellectual commodities which CUL he turn~d out by intel
lectual machinery, instead of undergoing tilt", effort of think· 
ing and feeling for themselves. This Jangt'r, connected 
with the rapid spread of printed matter, is a gr:lYC one. 
Happily there ar~ visible here also coullterRcting influences, 
forces that teno to indiviuualise intellectual consumption 
and thus to stimulate the higher arts of intellectual pro
duction. In a progressive community it will be more fully 
recognised that it is not sufficient to induce lJeople to gi\'e 
more time and attention tu intellectual conslImption j they 
must demand intdlectl1:l1 goods vitally adjusted to their 
individual !leeds. 

§ I ~:;. To the increased regard for quality of life we must 
likewise look to escape the moral m:tladies wllich aris(~ friJm 
competition. For what is the c:tllse of anti-social com· 
petition? It is the limitation of quantity. Two dogs :tre 
after one bone. Two prrsons wish to consume one com· 
rnodity at the same time. Now, eVt~1l in nl:tte:-ial goods, the 
more qualitative consunlption becomes, and the mme insist
ent each individual is upon the s:ltisfaction of his peclLliar 
tastes, the stn.1lln will be the probahility tkH two persons 
will collide in their tksirt's, anu strngglt: for the possession 
of the self,s.1me commodity. Even in :trt-ohjects which :tre 
still bounded by matter, among g~I1Uillt.: hwers of :1rt the 
indiviuuality of each stands Ollt ill mitigation of the 
ant:lgonism of competition, for IlO two will have prcri<>el)' 
the same tastes or estimates, or 'I"ill st~ck with eqllal a\'idity 
the S:lLlle cmuoJinlt"'nts of :tIt. As \n'" rist"' to IlLlrt·ly inkl· 
lectual or mor.11 ('Lljoynwllts, compditi{lLl gin·s \\·a)' to 
generous ril'alry in ('()·ojll·r:1tioll_ In tilt' Jlursuit of kllow
ledge or goodnt'ss thl~ rivalry is ILO !(lll~("1 allt3gI1Llism
wh:lt one gaills allotlH:r doc"s not lnst'. (lilt' LllJ.1L"S Sllccess 
is not :lLlother's faillLrt.... Oil tht.· rontl'arr, tiLe cmicltl1lcnt 
of olle is the t.:michLll(~nt of .111. BtltlL;11 the production 
and the consullljlti .. lIl of the hight',,;t gonds of Scil'lIrc, ~\rt, 
and Virtue, social, not anti-social, motl .... es art:: the chief 

,8 



434 THE EVOLUTION OF 

stimulus. In the highest forms of consumption, the practice 
of the noblest arts of life, the enjoyment of the finest 
intellectual and spiritu:lI goods, there is no purely selfish 
consumption. For though the highest individuality is then 
attained, the enjoyment of one individual requires the en
joyment of others. The attainment of the highest reaches 
of knowledge is impossible for the individual without the 
constant and increasing aid of other minds and the inspiring 
Hspirit of the age"; the enjoyment of such knowledge is in 
an eVen wider communication. The practice and enjoy
ment of the arts of goodness arc necessarily social, because 
the good life can only be lived in a good society. Spinoza 
has summed up the tmth in saying~" The highest good is 
common to all, and all may equally enjoy it. 1l So it appears 
that the highest goous an~ cssentially at once individual 
and social, pointing once more the attainment of the higher 
synthesis in ,vhich the ~ntagonism of the "one" and the 
"all," which shows itself in the lower planes of competing 
effort and enjoyment, dis:l.ppears. 

~ J 9. One necessary condition of this progressive life 
cannot be ignon;d. J I um:ln life itself must become more 
qU:lIit:1tiYt~, not only in its fUllctional activities, but in its 
physic:l1 basis. The gre.:ttness and worth of a community 
must be seen more clC':.uly to consist not in the numbers, 
but in the char:lcter of its members. If the number of 
individuals in a society continually increases, no reform in 
methods of consumption C.1n prevent the constant increase 
in the proportion of human cnergy which must be put into 
the production of the prime material necessaries of physical 
life which are, and in spite of all improved methods of 
treating nature will remain, ultinutdy subject to a law of 
diminishing returns: so, less and less energy can be spared 
for the life of \'aried and ddic:ate consumption, high indi
viduality and intellectu.11 and moral growth. Professor 
Geudes has well expressed the importance of this truth: 
"The remedy lies in higher and higher indi\'idu:ltion~ 
i.e., if we would repress excessive multiplication, we must 
develop the average individual standard throughout society. 
Population not merely kllds to out-run the means of sub
sistence, Ullt to degcnerate below the Ic\'el of subsistence, 
so that without steadily ,lirccting llIore and more of our 
industry from the production of those forms of wealth 
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which merely support life to those which evoke it, from the 
increase of the fundamental necessities of animal life to 
that of the highest appliances of human culture, degenera
tion must go on."l 

§ 20. One final consideration remains. r.Iodern large-
scale industry has enbrged ~nd made more distinct an 
unnatural and injurious scpD.wtion of the arts of production 
and the arts of consumption. \\'ork hD.s become more and 
more differentiated from enjoyment, and ill .1 twofold way. 
Modern mar.him: industry has in the first place sharpened 
the distinction uetwecn the" working classes," whose name 
indicates that their primary function is to labour and not to 
live, and the comfortaule classes, whose primary function 
is to live and not to buour, which pri\-ate enterprise in 
machine-industry has greatly enbrged. The extremes of 
these large classes present the divorcement of labour and 
life in startling prominence. But since work and enjoy
ment are both human functions, they must be organically 
related in the life of PYt:ry indi"idual in .1 healthy com
munity. It must be recognised to be as essential to the 
consumer to produce 3S for the prodllcer to consume, The 
attempt on the part of an individual or a class to escalJp. 
the physical and mor31 bw which requiles the output of 
personal exertion as the condition of wholesome consump
tion can never be successful. On the plane of physical 
health, Dr. Arlidge, in his hook upon The Diseasts oj 
Occupatiolls, points the inevit3hle lesson in the high rate of 
disease and mortality of the "unoccupied class" in that 
period of their life when they have sbked their zest for 
volunteer exertion and assume the idle life which their 
economic pOwer renders possihle. The man of "incic
pendent means" C':ll11)ot on the average keep his life in his 
body nearly so long as the half-st3f\'cd, ill-housed 3gri
cultural boourer, from Wh()Sf~ lallour he draws the r('nts 
,,,,,hich keep him in idleIH:SS. The same law appiit's in the 
intellectual world. The dill'ltante persoll \vilo tril's to 
extract unceasrng increments of intellectual or xstlll'tic 
enjoyment from books or pictures or travel, without the 
contribution of stl'3dy, painful intellectual effort, fails to 

I Professor P:l.trick (;e(lde~, C!,lI'fI/, "i i.,ll,c''') Ct lii( }:';·,"II"<);.' 

of Sex, ch:l.p. Xl(, (CunlelllpOrlTY Scien.:::c :;"ri(,;s; \\-.d't'r SL"ll 
Puhlishing Co.), 
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win an intellectual life, for the mere automatic process of 
collecting the knowledge of others for personal consumption 
without striving to enlarge the general stock, congests and 
debilitates the mind and prevents the wholesome digestion 
and assimilation. 

The same necessary evil arises from the sharp separation 
of the processes of production and consumption in the 
individual life of the ,','Orker. Industry which is purely 
monotonous, burdensome, uninteresting, uneducative, which 
contains within itself no elements of enjoyment, cannot be 
fully compensated by alternate periods of consumption or 
relaxation. The p::tinful effort involved in all labour or 
~xertion should have linked with it certain sustaining 
elements of related interest and pleasure. It is the 
absence of this which condemns machine-tending from the 
buman standpoint, it is the presence of this which dis
tinguishes every art. Hence in a progressive society we 
must look to see not the abolition of machinery, but the 
diminution of machine-tending which attends the growing 
perfection of machinery, in order that the arts may he able 
to absorb a larger share of human exertion. 

The arts of production and consumption will, in the 
evolution of a wholesome industrial socie.ty, be found in
separable: not merely will they be seen to be organically 
related, but rather will appear as two aspects of the same 
fact, the concave and the convex of life. For the justly 
ordered life lHings the identification of life, a continuous 
orderly intake and output of wholesome energy. This 
judgment, not of "sentimentalism" but of science, finds 
powerful hut literally arcurate expression in the saying 
of :1 grC':lt modern thinker, " Life without industry is guilt, 
Industry without art is brutality." Just in proportion as 
the truth of the latter phrase finds recognition the con
ditions which mah~ "life without work U possible will 
disappear. Everything in human progress will be found to 
dt>pend upon a progressive realisation of the nature of good 
" consumption. U Just ill proportion as our tastes become 
so qualitative that \ve require to put our own spontaneity, 
our Sense of beauty and fitness, om "ital force, into what
ever work \ve do, and likewise require the same elements of 
spontaneity and intlividuality in all we {-'njoy, the economic 
conditions of a perfect society will he attained. 



MODERN CAPIT ALIS'!. 437 

§ 2 L This forecast of the social and industrial goal seems 
justified by a thoughtful interpretation of the tendencies 
visible in the development of modern industry. How 
fast may be the progress towards such an ideal, or how far 
such progress may be frustrated or impaired by the appear
ance of new or the strengthening of old antagonistic forces, 
lies beyond the powers of legitimate speculation. The 
endeavour to test industrial evolution by reference to the 
wider movements of human life brings into prominence two 
great tendencies whose operations, attested not dimly by 
modern history, are in close accord with the general trend 
of the development of social and individual life and the 
relations subsisting between the two. 

As modern industrial societies devefop they disclose 
certain material wants which are common to all or most 
members, and arB less subject to fluctuations in quantity 
or quality of demand thall others. These routine want:., 
representing that part of consumption which is common, 
can be supplied most economically by highly organised 
machinery and highly concentrated methods of production. 
But so long as the machinery for the satisfaction of the 
common wants remains outside the common control, and is 
worked for the benefit of sections of the community whose 
interests conflict, both with one another and with the 
general interest, an immense aillount of waste and danscr 
arises from the working uf the machinery, and grave social 
maladies are engendered. These maladies evoke in the 
best ordered and most intelligent communities an increas
ing pressure of public control. This public control is 
strengthened and extended in proportion as the highly 
evolved structure of the industry enables its administrators 
to exercise powers of monopoly either in relation to the 
treatment of its employees, or in relation to the price or 
quality of the commodities it supplies to the public. Such 
industrit s as develop these economic powers of mOllopoi y 
in the highest degree, and in rdation to the supply of 
prime necessaries or comforts of common life, pass gradually 
into the condition of public industries organisL'd for the 
public good. It seems likely that all the important machine 
industries engaged in satisfying common routine wants will 
gradually devdop the l11ol1opolic characteristics which accrue 
to large production, and will pass by degrees through the 
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different phases of pu bEc control until they become merged 
in public industry. 

This so-called socialistic movement in industry represents 
the growing cohesiveness of modern societies. At all times 
there is a strong natural tendency to supply common wants 
by common efforts. So long as the common wants in their 
,\'ider significance only extend to protection of the person 
and of certain forllls of IJersonal property, state-work is 
confined within these protective limits, and the work of 
producing common wealth, so far as it exists, is left 
to village communities or other small units of social 
organisation. As the elements of steady common con
sumption grow in number, the common organisation 
of activity to supply them will grow, and where the 
supply has at first been left to private enterprise, the abuse 
of power and growing inconvenience of competition will 
drive them into public industry. But since the very raison 
d'Ctre of this increased social cobesiveness is to economise 
and enrich lhe individual life, and to enable the play of 
individual energy to assume higher forms out of which more 
individual satisfaction may accrue, more and more human 
effort will take sh;tpe in industries which will be left to 
individual initiative and control, the arts in which the 
freedom of personal spontaneity will find scope in the ex
prf'ssion of physical or moral beauty and fitness and the 
attainment of intellectual truth. The infmite variety which 
these forms of artistic expression may assume, fraught with 
the individuality of the artist, will prevent them from ever 
passing into "routine" or "common" industries, though 
c\'en in the fine arts there will be certain elements which, as 
they become part of the common possession, will become 
relati,",~ly void of individual interest, and will thus pass into 
a condition of routine activity. The idea of continuity in 
human progress demands this admission. But since each 
cncro:-ll'hmctH of rOli(ille UpO:l the" finer ar~s" is mutived by 
a l'ri()r shifting of the mtcrest of the consumer into forms 
of higher rcfinement, there: will be a net gain and not a loss 
in the capacity of individual exercise in artistic work. In 
l:very form of human activity the progress of routine 
industry will be the necessary cOlldition of the expansion of 
individual freedom of expression. But while the choice and 
co!]trol of each higher form of "industry" will remain 
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i~dh'idualistic, in proportion .:ts the moral bonds of society 
obtain fuller conscious recognition) the work of the" artist" 
likewise wiII be dedicated morc and more to the service of 
his fellow-men. Thus will the b.:tbnce of the social and 
individual work in the satisfaction of human wants be 
preserved, while the numLer of those wants increase and 
assume different values with the progress of the social and 
individual life. 
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PART I. 

8 I. The increasing attention recently given by govern
ments and private economi:,ts to statistics of production 
and of occupations enables us to trace with more certainty 
and exactitude the changes of buslIless structure taking; 
place in the industrially developed countries. The advance 
of capitalistic methods in the industry, commerce, and 
finance of such countries a::. the ul1ited States, Germany, 
and Japan enables us both to verify and to correct general· 
isations bJsed too exclusively upon the example of Great 
Britain, and the experience of these later followers of 
capitalism has disclo::.ed some new developments III 

economic structure. 
The statistics of all these countries testify to the truth of 

the central law of the evolution of capitalislll-vil., the 
movement of busint:sses eng3ge:d III the routine processes 
of manufacture, tr:Ide, transport, mining, and finance intu 
large joint-stock firms, employing larger numbers of workers, 
turning out incr~a::.in.1:!; outputs, J..lld limiting free cOlllpeti· 
tion by various modes of regulation, co-oper:nion, and 
combination_ 

The continued growth of joint-stock enterprise in Crt.:3t 
Britain is 3ttested by the brgcr illcrea~e in the number of 
Registered Companies, a~ w(;ll as by the larger though less 
rapidly increJ.sing ~ggregate of tllf' c~pital invested in the:-e 
forms of business_ 

Ye;"lr. 
1000 

1()O5 

1910 
11)13 

Kumbcr. 
:::!1),73° 
y),616 
51,7S7 
60,75-1-

l'aid-up Ctpital 
/,1,6:!2,h4 t ,-I- 16 

1,1)_'-~·:13;"135 
2,1;":.-\/ll<).;".1-+ 
:::!,-I-::: 5,;" 40 ):. 3:-

If w(; accept tbe rough e~tilll:ttt: 1l1.1lk by tile ;'':nl1l 
Retort oj Censu.\- (If Product/oJl (p. :,()) of the toul c:1pita] 
employed in the manufacturing, milling, transport, and dis
tributive trades as 3nlounting in U)07 to a figure betwet.:11 
4,200 millions and 5 .. 000 millions, we :-ball COllle to tht.: 
conclusion that 3. little less th3~1 half of tilt.: total business 
of the country had by that time passed into the joint-stock 
(orm_ The fact that the total number 11.1s grown cOI1!:>iJer-
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ably faster than the total capital indicates that a very large 
number of family businesses of moderate size have found 
some advantage in taking on this form. 

Perhaps the most striking testimony to the advance of 
joint-stock t:nterprise, and the consequent displacement of 
individual businesses and pri\·;lte firms, is given by the 
comparison of the results of the Censuses of 190+ and 190Y 
in the manufactures of the United States. 1 During the 
term of live years the proportion of the total number of 
establishmellts under the control of Corporations increased 
from 23.6 to 25.9~' The proportion of wage-earners 
elllplo)"l:d by Corporations increased from io.6"'~ to 75.6%. 
The proportion of the v<llue of the manuf<lcturing product 
tUl ned out by Corpomtions grew from 73· 7 h to 79.0%. 
The value Cidded by the proCeSS of manufacture (i e., the 
net product) incre,lsu.l (rom 7I.O-~ to 77.2%. 

Another interesting table in tbe same Report 2 bears 
eWll closer te,;tinlony to the concentration of capital in 
nl.mufactures by showin.g the increasing proportion of 
(1) number of workers; (2) fluantity of gross product; 
(3) quantity of net product, in the hands of large businesses 
wIth a "value of product .. exceeding one million dollars. 

Per cent. of Per cent. of Per cent. of 
\\'orker5. Product. K' et Product, 

1904 'i 6 }8.0 29-9 
lqOq 30.-:; 43. 8 3;·7 

~ 2. We: have seen that the concentration of capiul 111 

the sense of the tendency of busit1t'sses to take larger shapes 
and to limit competition is not a law of universal applica
tlon in til:::: world of business. In agriculture, in mining, in 
manufacture, in trade, in transport, and even in finance, 
there arc :SOllle business processes favourable to the main
tenance of small buslne~sl's. Nor is this economy of the 
small or moderate·siLed business confined to processes 
where expensive macbinery and other capitalistic methods 
are inapplicable. Even in the great staple manufactures it 
is found that some limit exists at any given time to the net 
earning of the big business, at any rate as regards manu
fJcturing os:ablishmcnts. In the textile, metal, and other 

2 ~u. 132. 
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staple manufactures in t.!ifferent COUll tries, capital and labour 
tend to How in to producti\'e units of a more or less uniform 
size and composition, forming a rcpresenullive or dominant 
type. 

Among spinni1lg and weaving businesses in Lancashire 
it has been shown tbat there is a representative type, in 
respect to numuer of spindles and looms, tu ,yilicb tile 
industty tends to conform. That number is larger in 1911 
than prevailed in 1889, but definitely, 1I0t indefinitely, 
larger. There is now in l,anc<1:=..hire a size or type for each 
branch of work beyond which it evidently is not profitable 
to layout a bminess, unle:.s some ullusual circul11stance 
favours a larger type. An extremely valuable statistic:tl 
enquiry by Professor S. J. Chapman and Mr. T. S. Ashton 
into ., The Size of Businesses mainly in the Textile Indus
tries,"1 places before readers a large amount of well-sifted 
evidence regarding textile business in various countries. 

Related to the rlllt:stion of the size of the representative 
business is that of the structure, and it is seen that not only 
are limits set upon the growth but also ul->0n the ::ipeci,disa
tion of business types. There may, indeed, be more than 
one type of maximum efficiency in an industry. But there 
will always be some limit, however large, to the size, just 
as there will he some law of the propottion of fixed to 
circulating capital, or of capital as a whole to labour 
employed. To those ,\·110 grasp the conception of a 
Business as an organic ~lructure these conclusions will 
appear (i. priori rlCt1sonable.· But the accumulation of 
evidence gives them a sound inductive foundatioll. It Illay 
here suffice to state in general !t:rms the results of recent 
inquiries in the summalY which :\Iessrs. Chapman and 
Ashton append to their "tudy:-

"Generally s.pcakin.t.:, thele would seelll to C.'..lst In lIH\USt]']co; 
or branches of tIldlhtlles. of adequate si~e. tlnriCI .~i\'CIl set:. 
of conditions. tYPIcal 01' rf'pre~cl\(ati\"(:: m,(,L;IlIWdcs to which 
businesses tend to grow, typical PIOPOI lions between their parts 
and typical constitutions. The number of spIIHlles possessed by 
an exclusively splllnlng firlll, the proportion of sptndles to looms 
in a combined tlrl1l, and e\'en their absolute 1I11lllbers, the form 
of government originally, \rhClhcl ;Illtocra(y. nll}.:archy, or 
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elected directorate, all would seem to be subject more or less 
to law analogous to natural law. Indeed,· the growth of a 
buslI1ess and the \'olume and form whIch It ultimately assumes, 
are apparently determmed in somewhat the same fashion as the 
development of an organism m the animal or vegetable world. 
As there IS a normal sIze and fOfm for a man, so, but less 
markedly, are there llOrmal sizes and fOl'ms for bl1!:>lllesses . 
.:'\fany varianons about the hUli1an type are to be found, accord
lllg to yarlRtions 111 antecedents ann environments and in those 
Ullkno\\ n Cilu!:>es \\-hleh for the sake of com-enience are termed 
chance. Hut a type wIll emerge III any gIven place or time 
which results from the fundamental facts of our nature. 
I{oug-hl)', it o.llllllar transformatlOll may he expected in the 
industrial \\'orld. according to the shOWIng of our analyses of 
facts, though more and greater variations are to be found in the 
ca:oe uf indlndual'o."l 

The ddermitunt factors of sizes are p:utly objective. 
Conditions relating to the provision of mechanical power, 
available local supplics, the nuximum workable size of 
engines, the economy and waste of transmission, are of 
le:1dillS importance. These objective conditions determine 
the mech.:mical limit of maximuOl efficienc)" and limit the 
size of the single producti .... e establishment. But modern 
organisation lIlay pbce several or many establishments 
under the same control :lnd management. The limit to 
the size of the business as a financial and managerial unit 
is far more t:lastic, for though it is true that" A straitened 
supply of initiating, organising, and directing ability, for 
instance, is bDund at some point to evoke decreasing 
returns in a business," it is not easy to find these limits 
experimentally. \lodern business lillance is continually 
engaged in discovering new forms of co-operation or federal 
union between formerly" independent i> businesses which 
CJ.n raise the OlJ.gnitude of "the subjective units of maxi
mum efficiency" towards a level which gives it an effective 
control of tbl: selling nurket. 

~ 3. lIow Ltr this admitted limitation of the productive 
efficiency of concentrated capital furnishes a natural check 
upon economic monopolies sti!! remains a matter of acute 
controversy. In some lines of business the limit of maxi
mum efficiency may not be reached until a substantial 
monopoly h:ls been J.ttJ.illcd. The limit of productive 
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efficiency may compel the survival of a considerable number 
of businesses in the textile and met.:d trades with the world 
for their potential market, but in railroading the maximum 
economy of working may not be reached until a single 
national railway system is adopted, and in hanking or other 
branches of finance the business unit of lllaximulll efficiency 
may be so large as to render effectiye competi! ion impossible 
over many fields of enterprise. In Gre.1t Britain, as in the 
United States and \vherever railroading has remained a 
prjYate enterprise, the absorption of small and weak by 
large and strong companies has been continuous, and 
working and rate arrangements between formally competing 
Jines have been more frequent and better maintained. In 
Great Britain, even before the war, railway companies, 
fixing rates between competitiye points, had led, first, to 
arrangements between single companies with a view to 
more economical working, and, finally, to a tacit recognition 
both by the Government and the public that competition 
in rates and in some other facilities had virtually ceased. 

In Banking, where mere size secures a monopoly of 
certain large and profitable operations, the concentrative 
process has recently proceeded with great rapidity. 

In 181)0 the number of Joint Stock Banks III England 
and Wales was 10..j.; in 1900 it had fallen to 77, in 1910 to 
45, in 1915 to 37. The number of Lrallches had increased 
during the same period-1890' 191 5-from 2,203 to 6,026. 
The deposits rose during this period from .£3(JS,663,000 to 
'£1)92,555,000. That is to S;t}', one-third of the former 
number of banks did nearly three times the former volume 
of business. The diminution in tbe ]lumber of private 
banks during the same period is quite as significant. In 
I S95 there were 38; in J 1)00, 19; ill 19 J 5 they had ~hrunk 
to 7. 1 

§ 4. But amalgamation, in the strict sense of the word, IS 

not the common{~st mode of limiting ('011lpctition, secllring 
economy of administration, and controHing markets. Too 
much attention belS been accorded to J. few dranlJ.tic in 
stances of amalgal1lJ.tion along horilOl1t.11 and \'crti'31 lill(!s 
of movement, too little to the nU!lWl"otlS C'''pcriments in 
associations, federal or oth~r, .,hort of .1tl1alg:'lIn.1tioll, which 
constitute the main trend of modern capitalis'tic combination. 

I Banking Supplement of ]'Ju E,'OIlO",iJ/, :-'Iay 201h, 1916. 
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According to Mr. Macrosty's serviceable analysis,l the 
lowest or weakest class of business associations are 1\ com
binations for the settlement of terms upon which business 
shall be done," dealing with discount, terms of credit, 
payment for transport, etc, but not with selling prices. 
Price Associations form the next grade. They are largely 
unions of local manufacturers or traders meeting to arrange 
selling price~ and price changes. They generally leave 
restriction of output alone. nut the industrial combination 
is usually directed not merely to price lists but to that 
regubtioll of output which is essential to a control of prices. 
The essential feature of the Cartels OT Syndicates which 
~lfe so conspiclloUS in the recent capitalism of Germany, is 
the ::igreement as to quantities and proportions of supplies 
to be put upon the marl~et. The general character of these 
cartels has ::ilre::iJy been described.~ But an interesting 
devdnpment of recent (;ennan experience has been the 
establishment of SJ.les Associations, whereby the members 
of the Syndicate form a joint-stock -company which takes 
from the member,,; their agreed product or output at an 
arranged price and sells it :1t a price determined by the 
executive in accordance with the state of trade and of 
outside compctitiun. 

Whether the Syndicate or Cartel of this finished form is 
but the stepping-stone to .'i complete Amalgamation or 
Trust is disputed. It is, in fact, the issue as to the 
relative advantages of federal and central government. In 
a number of British inst.1nccs, as MT. l\Iacrosty points out, 
.lssoci.1tions have led to :lIlw.lg.1llu.tiolls, the classical instance 
Leing that of J\lessrs. J. & P. CO.1ts. But in Germany and 
Austria the net economy .1ppears to incline to the somewhat 
looser feder.1tinn, which 1(,.1\"es much liberty of management 
to the several members. Hut while the combination has 
been closer in Gre.1t Brit.1in, where it bas taken place, the 
genr-ral conditions of 131 itisb tr.1de have been u1lfavourable 
to the establishment of stron~, effective, durable, national 
monopolies. "The development of cartels and trusts in 
Eng,lish industries," S.1)'5 1\lr. Hdman!l Levy in his important 
study':; "is restricted by thr.:c facts- the absence of a pro-

I 'I JIG' J',-UJ( .lJ"'i.'e"l{nt ill If, itl·,I/ Jnd",."Y. I Longmans & Cu.) 
" l'ho.pler ix. ~ 

;; ,J/O'lOpo/us .. ,1"1 CO'IIPdifl·(JIl, p. 30.. (\laclllIll:ln.) 
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tective tariff, the comparative insignificance of freights, and 
the rarity of slowly reproduced mineral products likely to 
form national or international l1lonovolies," 

National frce trade is not, howf.;\·er, necessarily a barrier 
to combinations UpOj) an inttnl.ltional basis, and during 
the opening years of this century international capitalism 
had made a.nu)llber of fairly succes<;fu! attempts to n:gulatc 
or control output and prices in articles of general use. 

"In one way or :mothcr the world's trade in rails, tl!be,;. 
nails, screws, sewing· thread, bleaching powder, borax, nitrates, 
and tobacco is to a greater or less de~lee brought under intel' 
national control, while, at lca~t till Jatel~:, dynamite wa<; so 
controlled, and repe<'lted <1ttempts ha\'C iJeen made similally to 
synrlicate the whole steel tLllle." 1 

§ 5. We have seen that modern capitalism brings in all 
countries certain definite changes in the prop()rtion~J.te 
importance of occupations. Agriculture, though its pro
ductivity gains less directly fWIll capitalistic economie<; 
than other processes, generally dwindles, an illcrea'iing 
proportion of food:-; and materials coming in frolll outside 
commerce. The staple manufactures, except those engaged 
in supplying growing foreign markets, increase to:.1 maximum 
and then show a positive or relatiY{:! decline, a'i mC:.1'illrcd 
by the employment they afford. On the othtr hand, tIle 
transport and distriuutive tradt's, engaged in moving and 
selling goods, show a marked advance. So do the OCCUP3-

tions providing professional, fl11:1l)cial, official, :.1nd other 
services. 

The British census of ] 9' I shows these processes to be 
continuous. AgriC'ultun: shows J. growth much below th:lt 
of the population as a wholl', the numbers Leing ',' :!8,(jo-t 
in 190f, and ',:35,~3i in J()' I :\lil1in;,;, on the otl1<.:r hand, 
shows an advance nearly tlm.:e times :1S fa~t as the growth 
of the population~\'iz. 35.2 per f:cnt. in the JecelTlliulll. 
The conveY3nce trades increase IJ)' '3.1 per ccnt, the 
percentage for railway employees heillg at the higher figure 
of ]6.7, albeit a much less rapid rate of growth than in any 
of the preceding censns returns. Of thc manufacturing 
trade-groulJs metals and 1l1:1chillery show :1 considerable 
rise, 20.5 per cent. in the C:1se of men This class, how· 
ever, contains the shipbuilding and the "chicle tr.1des, 

1 :'Il.lcrOS1)'. l' 3.p 
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inclusive of motors. "Precious metals," etc" shows an even 
brger increase, 23.7 per cent., largely accounted for by 
"scientific instruments, musical instruments, and apparatus 
for sports and games." "'''ood, furniture, and fittings" 
increase by 22,7, chiefly accounted for by house and shop 
fittings, and by dealers in art and furniture. This is in 
curious contrast to the building trade, which showed a decline 
of 9.3 per cent. in the decade, carrying with them a smaller 
shrillb.ge in the" brush, cement, pottery, glass group." 

The other large proportionate adyances of manufacture 
are in "chemicals, oil, etc.," where the enormous rise of 
33.2 is registered, and in " paper, prints, books, stationery, 
etc.," where the increase is 1..j..3 per cent. 

Textiles, after showing a relative decline of occupation 
during the preceding decade, again advanced slightly faster 
than the population, owing mainly to a recovery of male 
employment ill the cotton trade. The woollen and dress 
trades lose ground, the latter groups registering a decrease 
of 1.5 for men, and an incre3.se of only 3.8 for women 
among the "nlakers." 

\\'holes~lle trade, and retail, wherever the latter is 
distingnished froIll processes of manufacture, continue 
to absoru a largely increasing proportion of employees 
This is seen in the increase of the whole group "com
mercial," wilh 3. figure 34.3 percent. Commercial travellers 
yield 31 per CL'llt,; banking, 33.3 per cent.; insurance 
3gents, 56. 9 per cent. The group called "dealers" gives 
::3,3 per cent. for men, 5..j.,2 per cent, for women The 
boot and shoe tmde presents an instructiYe contrast. For 
whereas the m3kers show a decline of 7.9 per cent., the 
dealers .,how 3. rise of 5z.g per cent. Domestic and allied 
service'> continue to show a proportionate decli~e, especially 
indoor domestics, whose increase is only 1.3 per cent. 
Professions show a large continuous 3.dvance, though the 
rise of new snhsidiary branches makes exac( measurement 
difficult. The S:1me qualificrttion applies to the figures for 
(!cncr:d 3nd local go\'ernmcnt, which include many persons 
"tal;:cn over" from private employment during the period. 
The actual and proportionate ad\'.1n::,e in public employ
ment remains, howe\'er, a noteworthy fact. The increase 
is from Iil,6~7 to ~-J...j..3;9, or ..j.::.3 per cent. for m.1leSi 
from :::6,500 to 44,88::. ()r 69.4, for females. 
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The accompanying table indicates the nse or decline In 

the relative importance of the genera! da~ses of occupations 
of males during the decennium 1,)01-19 I I. 

MALE OCClJP.-\T10:-"S. 

'IALES PF.R 10,000 ()VER 10 YEAR~, F."\(;r.A:"lJ ,\,1) \\' .. \1 b 

l. General or L"c~1 
Governll\l~nl 

II. Defence 
II I. Professions 
l\'. D()me~tic-

OUldoor 
Domestic

Indoor, etc. 
V. Commercial

(a) Merchants, 
Ag-enls, Bank· 
ing, etc. 

(b) Clelk~ 
\'1. Conveyance

(,l) Rail 
(b) i<.oad, 

I')O! 191 I 

14! li9 
1,9 151 

257 26~ 

102 I J ~ 

184 222 

254 2('-1 

2f.10 2t)I 

355 345 

1')01 1'111 
\'II. Agricultun:--

Farlllt:r~ 1i)7 I:;; 

Fal"m-workel; jlq 5.:;\ 
Ot!lers' I~I 12.[ 

\"111. ~lining-

('oal 523 647 
Ulher5 1[0 9:! 

IX. :'letab-
~lachines Sq S46 
Ship~ ; I ;6 
\'dlic1es 95 12:::' 

X. Building- ::i:;q "u) 
:\.1. Woull itJ<) (.'is 

\:11. ";"Irel, Print 123 1.~1 
.\[[1. Tnlile~ nl ';.13 
.\[\'. J)res~ )0; -'~'i 

.\\". ruuJ, ele. G.y,; lJlJ<) 

§ 6. In the r(:cent evolution of economic fOllllS .1lld 

methods women have been taking a cOlltinually largcr p::rrt. 
Not only have tht:y follo\\ed into organised and specialised 
industry the variolls processes of spinning, wt:l\"illg, alld 
ulessmaking, the prcp:natioll of food and drillk. bUllchy, 
alld other onCe domestic occllpations, llut they have (,l1kred 
ill increasing numbers illto a lar~cr ll11rnllcr of gCIlt:r.li 
occupations, many of which until btcly were cxc!u..,i\·t·ly 
male ill personnel. The most rapid alld tire brgcst ad\'JJ1c('--; 
have been in cert3in branches of COIJllllerCe, plllJlir: scn'ie(', 
and the profes'5ions. Durin;::: the bst lla.lf ccntury tll'-" 
Census ligures show th3( ill the da~s, CO!LlmC1CI:l1 ckrb, 
women have nrlvallccd from 5 tn 2.-t5 PCI I,OCO '"llt--:rsr)f)<; 
so er.1ployed," the last dec.1(it: .:l.IOIIC beillg resronsrl)le fOI 
a rise from 153 to 2 ~5. The tclq~r;"\ph a.nc! tdcphollt: 
departments h3VC now fa.llCIl pl"co011lilWIJtly il1to fema.lc 
operation, the rise heing from "toG to 522 jlcr 1,000 in the 
decennium. In the dr;ljlcry, shoe, nnd cCrI;1ill other branches 
of distributive trade, women :nc disphcing mel} rapidly. 

On the othcr kind, In the manuCacturin~ branches 0: 

'" 
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the chief textile trades, which until recently had been 
passing predominantly into female hands, a certain definite 
reversal is discernible. The statistics for the cotton trades 
make this manifest. 

1901. 191 I. 
InClease 
per cent. 

I'e]'snns (k,upied 
\1;)1('s 

VC),13 1 60 5,[77 14·..J. 
'96,893 :!33,3So 18·5 

Females - 33:!,::!33 37 1,j 09 11.9 

The woollen trade figures run on the same line, showing 
that the total increase of t"t1lployment, ::tmounting to 6.2 
per cent., is madt' up out of all increase of 9.0 per cent. 
for males and (Jnly 4.2 per CEnt. (or females. In the dress 
manufaclures women continue to gain 011 men, but these 
induslrit>s thernseln..'s show a rate of growth much below 
that of the occupied popubtiotl as a whole. 

PKOPORTJ():\' flF FE:>'I,UYS 1:-< CERTAIN OCCUPATlO~S OUT 

UF E\-I':I,Y I,COO PERsn;.:s SO E:-'IPLOVED 

Teacheh 
Ph(Jto!:;r:lpht"l~ 

l.aunJry ~elV1L-e 
Comnltrci.]l ('lrlk;; 
T t"1t'~r:ll,h and T"lt"I,lulllC 
E;trth,,]l\\:\re, etc, 
In.li:1 luhht"'f \YlJrk"l~ 
HIlI~h, eTc. 
)';lpn .\lallllbrtliting 
Stalionery, rtc. 
Cotton 
Wool 
Silk 
Hemp :llltl ~)ther Tt'xlilt,~ 
Ho~iel\' 
L~ce . 
C:lrpet, I~ug-
Ih:lpel". j\lerccl~ 
Straw.\Ianufacllllt" 
Glo\'e .\lakeh 
Boot and ~h"e .\bkC!'~ ::tn.] 

De:~ler~ 

Tou:lcCO 

.. - ~--c---,--

:~ __ [_~7~ rS~1. _r86I·I_~ '9" 

1 7:!5 I 74' 727 740 1745 727 

I

, 6u I, '-17 '97 234 257 297 
go<] 9S7 9::;1 964 I 957 93 1 

5 ,6 33 72 '53 245 
~2 76 236 291 406 522 

3" ,:;;-l J84 385 392 421 
2(]6 ::'00 275 jt)1 398 370 
;~, 3-~6 3S2 359 43l 440 
·P7 3!J) 4H 401 366 3 12 
3-l5 3S0 S3 [ 600 643 053 
5t)7 593 620 609 628 614 
401 5[3 56, 557 S52 571 
O.p 6;6 69' 667 702 693 
265 30'~ 374 393 49 2 530 
41JS 4GS 533 6291713 735 
:\20 326 7--1-3 625 653 630 
,S3 : 31.:' 361 440 5'7 544 
::oS ! ~57 349 433 I 504 560 
1)21 (u6 903 SI4 737 666 
Sti-l S~2 -"54 769 761 73' 

IS4 II~ 1(10 

22 [ i 29(> 435 
IS5 210 2:.::6 
54S 6u 1 596 , 
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The foregoing table, dealillg with the occupations, 
other than domestic service, in which women take a pro
minent place, sheds important light upon the advance of 
woman into a larger numLer of trades and manufactures. 
Earthenware, stationery, photot:raphy, hosiery. carpets, 
shoes, brushes, chemicals, are prominent in this class. 
Not merely does domr;stic service show a large relative 
shrinkage before the demands of industry and commerce, 
but the predominant part taken by women ;IS teachers 
appears to have reached its zenith D.l1d to be declining. 
This doubtless is due to th~ larger number of occupations 
open to educated women. 

S 7. How rapid has been the genf'Tal advance of capital
istic industries in the princiIJ:ll countries is pel haps best 
indicated by r~cent statistics sbowing the growth in their 
output of coal, pig iron, and steel, the chid material in 
struments of machine industries. 

Taking the leading industrial countries first, it becomes 
evident that in all these br.J.ncbes of production Cernl.J.ny 
and the United Slates are advancing far more rajJidly than 
Great Britain. As regards coal, the relative .ldv3tlce of 
Germany, thOllgh conslder:lble, is partly obscured for ill 
dust rial signific::mce Ly the brge part Britisb co~d, 3S com
pared with German, plays in e:-.:port trade. 

More signific3nt is the stagnation of the production and 
consumption of pig iron in Great Britain as comp.J.reJ with 
the ad\·ance in Germany and the still more rapid .J.dvanct: 
in the United States. 

When !,;teci i"s investigated the s.J.tlle gre8.t g.J.ill in growth 
of output is claimed for thl' L~llited St8.\e<; and (;l"fIll~lIlr, 
the growth in the former case being somewhat the brger 
But hardly less signillcant is the rate of advance in some (It 
the smaller and less advanced countries. Franct:'s prorlllr:
ti(lll of pig iron, though ahsolutely much smaller, shows a 
relative growth almost equal to ~;ermany's, while the r:1lc 
of growth of her consumption of pig iron is considc-[,:J.hh" 
greater. The French production of 'iteel shows a rate of 
advance not less thJI1 that of t~erlllatW, :lnrl about as i.1r(!e 
as that of the L"llltcd States. Belgium kejlt pace with 
Germany in rate of growth of production of !JIg: iron, thOll;..dl 
not of c031, and considcr:1bly e\:ce('df'd her in growth of 
output of crude steel. Russia, ..:\mtro"Hung:uy, anJ 
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Sweden are clearly advancing fast in the foundations of 
industrial capitalism. 

COAL PRODUCI I (I:-i". (Cd. j,525, p. 489.) 

~[elric Tonnes (000 omitted). 

y". I x"",. ,,,ed,,, Germany 
Xed,,,r- Be,lgium. V.K, 
lands. ____ I 

to:;1 Lignile.-- ~ ~ Co,,] C03.1 COil!. 
1900 , 16,157 I 2 ;2 109,290 40 .498 320 23.463 22S,79; 
1905 IQ,bS", 322 121,299 5 2 ,5 12 46S 21,775 239.9 18 
19 10 ;:q.S60 30 3 I ;2,SlS 69,5~i 1,29 2 23,9 17 26S,677 
19 12 26,423 360 17-i·~75 <')0,935 1,7 25 22,992 264,670 

PIG IRO:"l" PRODUCTlO~ AXD CONSUMPTION. 

y~;;u 

1900 

'905 
19 10 

19[2 

1'100 

Ig05 
1910 

19 12 

L' ':; -\. 

I;~::J: 

13,7:)9 
22,':19 2 

27,30 4-
29,]27 

l"ro,1 

2,S()5 
2,7UQ 
3,U3~ 

4,ISG 

l un 

13,554 
23, I 54 
27, .. il4 
29,57.':> 

t .. ,,. 

2,fqO 
2.]:> I 

3,UY) 
-1,290 

Tons (000 omitted), 

L' K. 

P'ud 
S,Q60 7, i05 
CI,OOS S,740 

10,0[2 S,97S 
.':>,75 1 7,,06 

SweJen . 

j·JuJ. t '"" 

527 4( 1) 

qo 471) 
00-1 54-4 
700 SS 5 

G~nmlnY· Fr","ct'. 

Prod Con j'r<.lJ --co;;-:-
S,50 7 9,106 2,7'4 Z,S)2 

10,S75 \0,5 13 2,974 2,9 25 
14.794 14, 163 4,03S 4,16S 
17, 61 7 16, 775 1 4,939 5.011 

Ll€lf!;,urn. 

. hod -~ 

I,Olq 1,][7 
1,310 1,791 
I,X.:;2 2,5l4 
2,J<JI :;,06S 

AU,llo, Hl1n~"lr. 

t;;~Zt -.~-

1.456 1,522 
I,S41 1,55.; 
2,044 2,09:' 
2,3 13 

PROJJl]("III.\:-.1 OF CRCVE STEEL. (TOilS.) 

------ ._------ --1------- ------
Y"o.r, t' , Rll""", ~"(d",,. G"rm.1ny. 

1 

1900 :----:::::-1 2,2rJl,000 .,00 000 6,362 •000 

190_~ ,.S/2.00G 2.i IJ ,COO :;6S,ooo 10.Oh7.000 

19 10 6.4~0,OOO 3·5.;6.000 ,j./2.000 13,699,000 

/')L! U,9() ),<..00) -I.-I'-'OOU,) 5 15. 0 ,)0 17,3°2,0(..0 
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--I 
'900 

I 1905 
1910 

I 19 12 
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PRODUCTION OF CRt:DE STEEL~C(in. 

(Tons. ) 

Belgium. Fr~nce. AlI_,uo-H ungary. CS 

685,000 1,565,000 1,145,000 10,158,000 

1,227,000 2,240 ,000 1,439,000 20,O.:q,ooo 
1,945,000 3,4'3,000 2,3 2 7,000 26,095,000 
2,5 15,000 4,404,000 2,686,000 31,25',000 

~ 8. The growth of economic internationalism tends to 
strengthen the bonds of commercial intercourse between 
the different countries of the world, to promote a closer 
anrl mon~ effective co~operation between the members of 
different nations in the exploitation of the resources of the 
world for the general good, and to standardise the aIts of 
production and consumption in all countries brought into 
this economic iilterr:ourse. This movement has made 
notable advances in various districts, both extensively and 
intensively, during the opp.ning years of the present century. 

The absolute and till: proportionate increase of import 
and export trade of the chief European countries during 
the previotls year~ is contained in the following table. 

It will be observed that every country has sbown an ex
ceedingly marked advance both in import and in export 
values. In every country, except Rus!:>ia, a large, and for 
the most part a growing, surplus of import over export 
values is recorded. In Germany. for example, the ~urplus 
of imports has risen from a little under 50 millions in 190 I 

to nearly 92 millions in 11)12, in France from 10 mtllions 
to 59 millions. In Austro-Hungary an export balance of 
10 millions in Jr)OJ has passed into an import balance of 
3..J millions in 11)12. 

This condition of foreign trade attests, of course, to a 
large growth of unseen exports in the way of shipping, 
financial and other services, together with an Increase of 
the aggregate of interest on foreign investments in the case 
of such countries as Germany, France, and Belgium. The 
balance, in the case of Italy and Austro-Hungary, is partly 
maintained by remittances from America scnt by recent 
immigrants into those countries. 



VALVE OF bll'ORTS AN]) E;'\I'OR1~ Il\"TO 

190J 19°4· 
~~~-~ 

(;1-:1· AT BRITAI:-I- /: { 
Impor1~ 521,fj'}ll ]CJS 55 1,0 3S,628 
Export" H7,:-i61 . .:G0 371,01 5,3 21 

{{t:"-'IA--
lmptlrt, (Specl:!l) G.!,63~),OOO ()S,75<),oOO 
Export" So, ;S'),OOO ro6, Z 29,000 

I,Klo.·IA"y--

Imporl> ( ;~neral) zS.r ,S7S,oOO 3.iO, H4,cOO 
gxpurh « ;cl\eral) 23~,.!·.7,ooo 273,1)22,0IJO 

B&LGIU~!-

1 TIlp(,rt~ 14S.1;20,000 t 77 ,058,000 
Export'> 12<:)'57:),000 153,964,oao 

FRANCI!-

Import'> 224,243,000 22S,S60,ooo 
Exports 20S, 7~S,OOO 229,7')0,000 

ITAI.Y--. 
Imp()f\<; 69,75S,000 78 ,514,000 
Expf}rt~ 55,997,000 65,SS3,OOO 

AusTRo-llUNlaRY-

Imports (Special) 6S,S60,00(l 85,3 29,000 
Exports (Special) 7S,S61,oOO 87,028,000 



-4 

.\ l\ j) FR0~!, Value ;( 
~ 

+-

II)O? If)IQ, H) r 1. 

-----~ -- ---------

1 £ .L 
G4S,S07,()-I..! 67:;,2S7,02~ 7H,6'lO,633 

>-l 5'7,()71. Ill7 S34,q5,SI~ S9s,()61,13° ;t 

S4,4H,QOO 114,Lj.lJ9,QOO 12.~.(jS7,oOO '" 
111,15 2000 '52,959,000 160,j'S,OOO OJ 

--: 
470 ,55 0 ,000 46S,S09,QOO 56)),962 ,000 

0 

3lJ S,!)'3,Qo(J 31)7,25 2 ,000 476, '4°,000 c: ... 
:;q Lf)5.!,oOO 262,066,000 0 
2 0 7,64(J,OOO 227,7S6,aou Z 

3 14,984,000 364, 104,000 
0 

4 11 ,744,000 ." 
290 ,244,000 ]:24,1<)6,000 35 2 ,<)56,000 

J '<),994,000 'J7,866,000 J 56,646,000 
81,51)0,000 87,55.1,000 100,594,000 

104,249,000 118,869,000 14 8 ,200.000 
I02,3S7,QOO 100.775,000 r [3,91 1,000 
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The significant fact, however, is the rapid gr olVth of inter
national trade. After makin~ Jue allowance for the general 
rise of prices in recent years, tbat growtb has been con
siderably faster than accep~ed estimates of the growth of 
industry as a whole in the r':':spective cOlJnt<i~s. Foreign 
trade has everywhere been growing faster than interna'l 
trade. Closer invC'stigation will also show that the trade 
has been more varied, as regards kinds of goods, and a'> 
regards the conntries with which it is carried 011. III 
~ivilised countries everybody has become increasingly de
pendent UPOII the production of a greater numher of 
foreigners for the supply of an increased number of their 
daily needs. 

The following table from the British Census of Production 
sets forth the relative dependence of the British nation 
upon home and foreign production in the main dcpa~tments 
of economic life:-

EXPORT AND hll'IJIU TR,\DE. CE:-"'::;l'::' Of PRODccno:-:-. 

(Cd., 0,320, p. 25. 

\'~l,,~ ~t 

I'l.ll~ nf 
Producti.", 

I. Agriculture 210.0 
2. Fi~hery 11. i 
3. l\lines and 

(.~\larrie~ 12S.6 
4. ~bnl1hclures, 

Buildings, nnt.l 
Public \Vork,;· I,IOS,., 

• [.~., Ilnports k,s Ie e.xpm\s 

::'ol,J ("r 
I ) IP ~'. ~ LI ,t· 

Or C0n· Slllllpllon 

39·C 

70 i·5 

i\t! 
1"'1'°'1.<·-

~old:ls I E.'porled \l;llcri.'[" \';,llle ~t 

~':~~~~~' I\~:~ll~(~.~~~r I.I.:.,;[,:,,~~ 
----1----- --

- '~~'~b i C "'~';" ';~~'~' 
·fi Ji I 4l.<) (i·I,O t 

41.6 .pri.:': ~ 324,6 

.~fJi· 5 

t Induding net impur:s of uIJ,di"e:: ;';'lIJ l.uli,()11 and of sd'~r hu~lioJl for u,ei" 
ind",try. 

: Including e.,port,. nf r,:ol,! ~JlJ ,ikef 1,,,lliotl r~li,,~d ill ll;~ l'nil~d I':inc:do:Cl "Old 
e~p?rts{"n ~~IJnc~).o1 linli,)' ,:olJ ;,nti sih~r coins, k" :he net IInporb of I()r~i:.:" 
;:ouo colonial ~ilver COmS (v;du~rJ as Lulllcdlj. -
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~ 9. The most distinctive feature of modern economic 
internationalism, however. has been not the growth of 
ordinary commerce across political boundaries, but the 
increasing investment of capital in foreign countries. This 
growth of export of capital (involving great complications 
in the general trade balam:es of the countries engaged in it) 
has been common to all the advanced industrial countries 
of Europe. The United Kingdom has gone furthest in this 
direction, both as to the amount of money invested abroad 
and the proportion of that sum to home ilwestments. The 
investments from the Ullited Kingdom are also more widely 
di:-,trihuted over non-European countries than is the case 
with the foreign ilwestments of France, German),. and other 
capit::tl·exporting countries. Though no closely reliable 
measures of the flows of exported capital or of the flow of 
home inv(C<.,tments are available, ~uch indices as are available 
point to a large absolute and relative growth of foreign as 
c()mpared with home investments on the part of the United 
Kingoolll since ll)O 5. That year first registers a large 
predominance ill tbe total of capital absorbed in London 
for invcstment abroad, as compared with that subscribed 
for in .... cstm.ent at home, and the figures for subsequent 
years up to 19!3 e!llpll.lsize this predominance. When 
allo\\'anct: is also made for capital "subscribed partly on 
th{: Continent," but wholly suLscribtd through London, 
the cOlllparative figures, compiled from the beginning of the 
f'clltllry, run as follows;-

1>r THOU;:,.-\;-';DS OF £. 
\" C:1.r. 

For inve_t1l1cllt in For Inve~tlllent 
t'nilerl KingdoJll Abroad. 

IfjOO 100,1 ::!I 26,069 
1')01 106,583 ,6,078 
1~102 ;- 5. 1 ::!-l- 62, 21 4 
'903 .. q,SbS 60,01 3 
1004- 30,083 64.616 
IfJO:; .+S, .. Pb 110,617 
IlJ06 .'Q,3!..1 72,<)9, 
!lJO;- 32,,!88 7<),334 
H)08 5°.°5 2 117,871 
11)0<1 18.68 I 150,468 
1')10 60,:296 179,832 
I () 1 1 ;6,q6 14.:'.74 0 

H) I:; 4;,33, 1-1-4,560 
ll)13 35,95 1 l.f9,735 
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Though the actual proportions of subscribed capital for 
the several fields do not closely correspond with the figures 
of issues, while large volumes of savings pass into home 
issues by private processes of investment, the general tend
ency disclosed by such statistics is unmistakable. 

This flow is into an expanding number of employments 
in an increasing number of countries. While the largest 
flow has been into Canada, the United States and Argentina, 
other South American countries have been large recipients j 
smaller though considerable sums have heen found for 
South Africa, Egypt, and our other African colonies, while 
India and Allstralia have also taken a share. Russia within 
rec~nt years has come to count as a borrower of British 
~avmgs. 

"The main·purpo::.e for which these gl.;antlc sums are Ie
quired i5 stdl railway construction ill almost e\'ery part of 
the world. Docks, water and ;:::<1.;' works, electric Ilgiltmt:', 
telegraphs and tramways, form another important group of 
enterprises which are constantly demanding fresh capital. All 
of these activities are conducted both by Governmental author
ities-central or local-and by Joint-stock comp;UlIf.!S. In 
addition there are mining concerns :tnd plantations, land 
mortgage comp:tnies, h:tnks, trust insur:tnce and trading- COI11-

panies, all of which figured prominently during earlier period-; 
of foreign investment. There i~, llOwe~'er, a new characteristic 
visible in the course of forei;:::n ilwestment during the pa::,! 
few years-namely, a tendent:y to Ime~t in manufactlllll1g 
and industrial concerns.';} 

Statistics of issues on the French Bourses show tht.: saille 
tendency to a larger volume and a wider distribution ot 
foreign investments, and though the proportion of foreign 
issues in the case of Germany IS much smaller, the absolute 
amounts, inclusive of (;ovcrnment loans, arc very conSider· 
able. Whereas during the last (e\\, years Great Brit:1in I1:1S 

invested yearl}' sums varying fl(J1ll 100 to 200 millions in 
the colonies and foreign couni,ries, the yearly flow of French 
money into foreign lands has beell (Will 80 to 100 milliolls. 
that of (;enn:t11 from 40 to ho I1lilll0ns. Holland and 
Belgium have also beelJ con~ributors towards a stre:1m ot 
money furnished from Western Europe to the borrowing 

I The E.I!orl q/ C,lf/:tl!, by C. K. Hobson (p. 159) (Constable), Ihe 
iul1e~1 hi,lvric .. l and sta:i~llcaltre.llmt:nt of the 'u\,ject up to 19Q. 
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countries of the world amounting to some 300 millions 
annually. 

The actual amount of British capital invested abroad has 
been estimated in 19I..J. \0 be approximately £3,SOO,POO,OOOj 
French capital may be put at .£ 1,80c,000,ooo; German 
capital at £, 1,200,000,000. 

~ 10. The increased dependence upon large amounts of 
capital for the successful conduct of so many branches of 
industry and commerce, and the large part played by distant 
and intricate processes of commerce involving long periods 
of time for their accomplishment, have gi"'en immense im
portance to the machinery of banking and finance. The 
modern investnlent system, through joint-stock enterprise, 
has not only extended and depersonalised the modern 
business; it has giyen a dominant and determinant place 
in the bmilless world to little groups of men in the great 
monetary centres who control and regulate the flows of 
capital and the credit system lJy which an increasing pro
portion of moderr ... business is conducted. The work of 
floating new enterprises by collecting from diverse sources 
the required capital, of converting private into public joint
stock businesses, of assisting to fillance the concrete orera
tions of industry and commerce by loans, discounts, and 
other financial aids, of undertaking risks and providing 
gtl:U:llltces, of furnishing to stockbrokers and other dealers 
in "paper" the means to carryon their operations, has 
given a JJivotal position in modern capitalism to the men 
and houses wielding this money power. The great joint
stock banks ill most countries are the centres of this power. 
::\1ost of these operations arc conducted, or at least financed 
by them. The direct relations between the bank and 
industry have differed in different countries. In Germany 
and in the United States the direct financial dependence of 
great manufacturing and other business firms upon the 
banks has been much closer than in G,eat Britain. 

But in every advanced country the development of bank
ing and insurancc, both extensively and intensively, has 
been a lllark~d feature of our time. Every to\vn, every 
considerable village, has its branches and its agents of some 
large company. The savings of all classes are tempted into 
broader channels of invcstment, and cheques are everywhere 
playing a larger role as methods of payment. 
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What applle~ to internal trade avplles also to foreign 
trade. Great capitalistic countries like (~reat Britain, 
Germany, Holland, have extended their banking systems 
over the whole world, assisting to finance trade and to 
develop the resources of new or hackward countries. (~reat 
Britain, with her great predolliinallcc III sllipping and ill 
foreign trade, has taken the lead" In recent years, how
ever, the more adventurolls Gerlllan banks haye forced 
numerous openings" The United States banks, hitherto 
absorbed for the must part in financing their own great 
developing industries, have recently begun to enter on the 
international field, the National City Bank being the pione{~r 
in the estahlishment of foreign branches in Bra;,il, Argentina, 
Uruguay. and Cul)a A paper read by Professor Emery 
R. Johnson at the meeting of the American Economic 
Association (December Jf)IS) stated, on the authority of a 
well-known New York banker, that more than a hundred 
European banks j'ad established hranches ill foreign 
countries, exceeding two thousand in number. "There 
are more than one hU!1dred in South America, about three 
hundred in Asia, four hundred in Africa, and more than 
seven hundred in Australia, New I.ealand, and the Pacific: 
Isles" " 

The growth of foreign trade J.lld investments has bcel~ 
r:losely related to this movement of international finance. 
It is the most fluid forlll of cCLJllomic internationalism" 

§ It. No account of recent eronolllic development 
can dispense with SOBle reference to the general rise (J! 
prices which has taken place since the middle of tile last 
decade of the Ilindecnth century, and has advanced with 
growing rapidIty ill tile years preceding the war. The 
general and approximately equal advance of prirc5 in all 
countries is itself a register and a result of the cfCecti\"c 
internationalism which cummerce and IlH"estment have 
brought about. 

The substance and magnItude of the rise of prices ill 
certain principal countries arc given in the following tal)ie, 
compiled by 11r. Hooker :_1 

1 ,. The Cour"e of Prices. " /eJunlal of the Stat:sti'"<2i Son"(!)', DeC. 

19" . 
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The closer ::;ummary of price changes, given for Great 
Britain by Sir G. I'aish 011 the Sauer beck basis, brings into 
plOminencc certain interesting facts. In the first place the 
rise of prices in materia;s has been considerably greater 
thall in foods. For while foods ha,'e risen from 62 in 1896 
to 7i in TI);3, materials h,n'e risen from 60 to 91. Again, 
the llifftrent classe::, of foods and of materia~s show COil sider
;l\)le divergencies in the rate of rise. Animal food has 
risen more than vegetable, wbile groceries have shown a 
small a.bsolute decline. In materials, again, the rise has 
bet;n greater for minerals than for textiles, a ri5e from 63 to 
111 for the former, as against a fise from 54 to 84 fOf the 
latter. 

These facts point to the operation of some single general 
factor, modified, or even cancelled, in relation to particular 
groulJs of commodities by particular factors. Since prices 
:.llt: registers of the ratiu between quantity of purchasing 
powt:r (money) and quantity of goods, a general rise of 
pnces means prim:nily a more rapid increase in the supply 
oj money than of goods. An increase of money may signify 
a larger quantity of gold or other monetary instruments, or 
a larger amount uf work done by a given quantity of money 
III a giyen time. There can he no doubt that the rise of 
prices has been largely due to a combination of causes 
uperating to increase a l..lIlor 111 ally the quantity of money 
wilhin the period in questiun. The enlarged output of gold 
has played a part, though kss important than is commonly 
supposed. The great extension of lJanking and other credit 
facilities, though supported by tl:e illcreased output of gold, 
is llot closely controlled or regulated by it. The expanding 
machinery for supplying credit has coincided with an 
e;\pal1sion of the effecti\'e demand for credit, through the 



MODER:-J CAPITALIS:'I1:, 

conversion of so brge .1 nllmb~r of businesses into corpor
ations with negotiahle assets. So credit facilities have been 
rendered rapidly available over llew areas and for new 
classes. 

This enlarged supply of money has proceeded more 
rapidly than the enlarg.:ment in the supply of marketable 
goods throughout the world. For, though the growing 
population of the world and the illlprnl"ed arts of production 
and of transport make for a continually growing output of 
wealth, that growth is restrained by forces which have beell 
powerfully operative during the last two decades. The 
absorption of larger quantities of labour ill military service, 
the destruction and waste of war:;, excessive competilion 
in the distributive processes, high tariffs hampering the 
productivity of capital and labour, combinations alike of 
capital and of labour for the resuaint of output, and in
creased pressure of demand for foods and materials con
forming to the s'o-called "law of Jilllini~hing returns," are 
jointly accountahle for a retardation ill the growing rate of 
supply of marketable goods. Fin3]]y, the large applicati()lJ 
of the savings of the induslrial worlJ to "developmental" 
work in South America, Canad:1, and other Ilew countries, 
the full result5 oi which will mature later 0:1, is 3ttemled by 
a certain sacrifice of immediately consumahle commoJities. 

So approaching the pht'llomenon of ri"ing prices frolll 
both sides, money and goods, we perceive tInt a period of 
rapid acceleration in the supply of lIlolley has coi:]('ided 
with one of cOllsiderable retardation in the supply of CUlrCI11 

m3rke!3ble goods 3nti W3StL' ill lJroductive power. t'\ot, of 
course, that the supply of g"ooJs is nut illcrc:1sillg all the 
time; It is only the rate of thaI incre:1se that is retarded. 

This increase of prices h:1s had ililpurtant rcJ.ctions I1pnll 
the distribution of wealth. The rate of interest "POll 
current ilwestment in c:onsols and fllst-dass debentures ill 
this country, which fell steadily fur 1Il0!',: th3n thirty years 
preceding I ''\9(i, h.:nl:' "ill,p then risen to an e'\tcnt of at 
least 25 per cent. 1 E\'cn had money wages risen e<']uall) 
with gener:11 pri,c!'. the exccss;\'e ri"e of ('crt:1111 retail food 
pric.:s dming this period would h;J.\·e in\'ol\'((1 some loss to 
wage-earners. Bl1t in Great llritain, and ccrt:1in other 

l. Sec \Ir. R. .. \. ~Llcdt)n.1.1d, ., The 1\:1le of Interest since IS~.-1, . 
StaiiJti,·a"j(,lIn:,d. :'II :1rrh 1912. 
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industrial countries, there has been a significant failure of 
money·wages to rise in ful! compensation for the rise of 
general prices. 1n Great Britain" real wages," which had 
been rising with fair re3ularityand increasing rapidity from 
1879 to 1896, from that time 011 showed a fall. During the 
opening decade of the twentieth century statistics show 
some loss of real wages in Great Britain, France, Germany. 
Italy, the United States, and Canada. In other words, the 
rise of prices has been attended hy a change in the dis
tribution of we:J.lth favourable to capital and injurious to 
labour. This is sometimes accounted for as a "lag," or a 
slowness on the part of labour to press for rises of money 
wages to compensate rises of price. The fall of real \yages 
was undoubtedly a chief cause of the growing industrial 
unrest whir'h Juring the years preceding the war vented itself 
in conflicts between capital and labour of unprecedented 
violence and magnitude. 

PART II. 

8 l. The experience of war-time has brought into clearer 
light nl.::tny features of our industrial alld commercial system. 
It has tcsted at many points the structure of national and 
internatiollJ.l trade and flnance, and has revealed some new 
possibilities of t~conoJ)lic development. 

The most imposing revdation frol11 the experience of 
I~ritish industry during the war has been its quantitative and 
fju.1litati\,e ad.ajAability to sudden new demands. After 
!learly two years, during which more than four million men, 
ur nt"":nly one-third uf the adult auk-bodied male (-lolulation, 
had been drclfted into the flghtillg services, while something 
like a million more had been added for the special require
ments of the munitions trades, the ordinary trades of the 
country were still able to bc carried on so as to supply the 
makriai requisites of life for the remaining civil population 
upon a level not appreciably lower than before the war. 

It is true that larger supplies than usual were imported to 
supplement our internal production. But whell freights and 
other special costs are taken into account, it is probable that 
the .1ctual quantity of imported foods and materials avaibble 
for civilian tl~C and consumption was not mnch above the 
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normal. It is clear thaI the nation hlS been able to drav," 
upon internal resen'es of productive power much greater 
than would hitherto h:J.\'e l>een believed to exist. The pro
duction of material we:J.lth as a whole (inclusive of munitions 
and other material w3r-requisitl's) dill not apt-Jear to have 
been diminished by tht: withdrawal of fOUT million men. 

How has this Leen possible? Well, in the flT.,t place, not 
more than half this supply of men has been taken out 01 

labour employed in the direct production of materi:d goods. 
Probably nearly a half of the four millions has been taken 
from the leisured, the student, and the employing classes, the 
professional, distributive and transport occupations, domestic 
and other personal services, Some half a million represent 
the emigration suspended during the W.1r. Some of the 
luxury trades and recreations, l'sJ-Iecially those Gltering for 
the needs of the well-to-do male, han: bIle" into abeyance, 
But the fundamental material industries kn-e been reinforced 
from various sources, so that their aggreg.1k output bas not 
much diminished, The unemployed margin has been ab
sorbed, retired workers h3.\'e come back to work, children 
and young perso1l5 have o~en taken from cducativn into in· 
dustry, great numoers of women 113.\'C bteell drawn into manu
facture, commerce, and .:lgriculture, a fuller week is worked, 
with much overtime and even Sund.1}' labour, more bbour· 
saving machines h:lve been 11ltrodllCL'd, and all machinery 
has been speeded up, "dilution" has produced a Illore 
effectin: division of boour, alld a slLspell<;ion of traJe-linion 
rules has given more ebsticit), <llld productivitr tn lahour, 
While, therefore, the distributivc a:ld other sen'ices havc 
or-en much let down, the "productin:" haYte ueell well 
maintained, 

This revelation of tIll' :11!l()Unt of "slack" or reScrye 
energy ill our economic society will have Lmpmt:lIlt effects 
upon the reconstruction of indlLstry aftel" thL' W;H The 
need for improved and enbrgcd production, ill order to in
crease the siLe of the real income of the nation, will assume 
great urgeLlcy. The repair of the let-down or d:l.magcd 
fabric of industry, the provision of new capital for fresh in
dustrial ventures to nlcet the clwLlged condition of foreign 
trade, and to hring our pbnt Ill) to d:l!e. the dernand'j of 
the immense t:1:>;.1tiOI1 which war will leJ.vc behino. the high 
rate of interest that must pre\'<ltl,-thcsc things will m3kc~it 
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impossible to retain the pre·'\'ar level of real wages and 
standard of comfort-unless the aggregate produtt is con
siderably increased. The \var experience will have dis
closed some of the sources out of ,,,hich this increased 
productivity C3D be got. Fuller employment, better and 
quicker work, larger and freer employment of women, better 
organisation of labour in the factory and workshop. more 
energy and entf'rprise on the part of managers and em
ployers, better provision of scientific and technical instruc
tion, greater willingness to apply science to indllstry on the 
part of business men; and last, not least, bctter organisation 
of credit and general finance-these are the more obvious 
dcsideratJ for an increased national output. 

Some of the problems they involve press especially on 
labour, some upon the efficiency of the employing and 
directing classes, others, again, upon State organis"ation 
and assistance. 

Before the war these issues had been ripening. The 
more rapid t;connmic development of Germany and the 
United States, in particular, had brought severe strictures 
upon the slowness of our llllsincss classes to avail them~ 
selves of the great contributio1ls of chemistry and physics, 
"Scientitlc 1f.1llag~mellt" :lnd organised flJlance, to modern 
industry and commerce. The detailed evidence of our 
Census of Production had shown that our output of wealth 
waS not adc(luate to provide a satisfactory standard of com· 
fort for our whole population, even if it were better dis 
tributed. f\1any social reformers were profoundly impressed 
by this evidence of nation31 poverty, and were brought to a 
('lear recognition of the close correlation of the problems of 
increased production, more equitable distribution, alld illl
proved constllllption of wealth. 

S 2. After the W3r, the t3sk of ecollomic reconstruction 
will compel the a~Joption of bolder experiments both in 
public 3nd private enterprise thatl had hitherto been possible. 
To realise the enlarged productivity, more pacific co-operation 
between capital and bbollr, employer and employed, is a 
first essential. The immediate peril of an economic situa
tioll in which labour seems liable to a sudden fall of wage 
fr(lm the artificially inflated war level, will evoke cOl1scio~s 
efforts to find ways of hnrmonising the interests of capital 
and labour. The issue is one of dev;"ing adequate and re-
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liable stimuli to draw from the workers :1 l.:trger and mOTe 

regular output of productive eneq:~)', a greater willingness to 
adopt and apply new mechanical and business methods, 
and, in general, to co-operate more effectively with the other 
factors of production. But, in order thus to get boour 
to realise its community of interest wilh capital, th:lt 
community itself mllst be established on a firmer footin~. 
Labour must be given:1 more definite "interest" in the busi 
ness and in its cOllduct, so far as matters dirt>ctly .:lffccting 
labour are involved. Hitherto the business has "belonged 
to" the persons who owned the capit.:II, it has been exclu
sively their property. The Uinterest" of any worker ill it 
has been terminable by a week's notice, or less. Except s(, 
far as grudging conCf:ssions have been made to tr3de-union 
pressure, the worker Ius had no voice in regulating the 
"conditions of bbour" in the factory, mine, mill, or farm. 
Some more solid property in and control of the business 
must be secured for the workers in it. How to tn3kc that 
property and control consistent with the maintenance of the 
supremacy of the employer in the general conduct of the 
business, its organisation, as a technical instrument, the 
determination of the lines and mf'thods of production and 
the buying and selling processes, will be the great problem 
of business reconstruction. But closely related to it will he 
the problem of securing to the workers a definite pecuni.:lTY 
interest in the success of the business as a whole. The \V3gc 
system cannot he displctced. The workers Clllllot he cJ.lled 
upon to share fully in the risks alld possible losses which 
the owners of the capitJ.I undertake. For no cballt'cs of 
participation ill profits, however high, could senne the 
workers ag:1inst the ri~ks of periods of "working :1t a loss." 
But the wJ.ge system cOllld be sllpph.'llIClltcd and strt.'llgth. 
cned by some participation in til(' g:1in'1, applied so :-IS to 
stimubte the gre:lter chicicncy of labour \rhich shoilld 1'I"('.:11C' 
g:1ins. The evident defects which hayt.' c:-Illseu tht' (:lilmc of 
most profit-sharing schemes shoHlci be studied. J.lld fCI11l.'dil's 
should be sought for theln. For if C:lpit:11 ':1Ild Lahour :l[(' 
to be brought into conscious harmony within tht.' husil1cs<,;, 
they must be got to TI'alise that they ~tand to ~.1in by dft'C' 
tive co-operation. If the labourers, through their accrediteJ 
representatives, had some betkr 1IIldt.'rst:1IHIlllg of thl' ll:1tllrl' 
and metholb of tbe lJusiness, and of the factors contrihm 
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ing to success or failure, had some control over the con
ditions of working, and some definite interest in putting out 
the largest and best product compatible with 'reasonable 
consideration of their health and safety, the output of in

dustry would, undoubtedly, be greatly increased, and its 
distribution would be more socially beneficial. 

But in all reform of business-structure there is a third 
factor, the interests of which must be brought into harmony 
with those of Capital and Labour-namely, the Market, the 
Consllmer. 1n freely competitive industry, the competition 
of rival businesses is considered to furnish a sufficient 
guarantee for the consumer's interest. But over a very 
large part of the fields of industry and commerce combina
tion has displaced competition, so far as the relations of 
producer with consumer are concerned. From top to 
bottom, from Hank Insurance and Shipping Rates to retail 
prices of milk and brt':ld, the consumer's interests are 
jeopardised by more or less tight, widespread, and con
tinuous arrangements between the members of a trade. 
The experien~e of this war wilt have disclosed many con
spicuous instances of this organised oppression of the 
consumer. 

The State, as representing the consumer, has in some 
cases been forced, formally or informally, to intervene, even' 
in this country, for limitation of prices. In Germany and 
other belligerent countries, large experiments in regulation 
of selling prices h:lve been made. Though war conditions 
have exasperated these abuses, it is idle to suppose that 
Capital and Labour, in businesses and in trade, can be' left 
to harmonise their interests without any regard to the 
effect of their h~rmonised interests upon the consumer. 
For if effective ~rrangements arc made, enabling Capital 
and Labour to work :J.mic.:lbly together and to enlarge the 
output, it is pretty certain that the trade, and not the 
single business, must in IlWII)' instances become the area 
of lurmony. Even if cert{lin individual and more ad
venturous businesses took the lead, success in the new 
experiment woulJ blill~ into line other businesses, and 
trade agreements about conditions of bbom and participa
tion in IJrollts would be accompanied by tr:lde agreements 
011 selling plices. In other word'i, there would be a great 
development 01 the Combine as a Selling Syndicate, or, '{It 
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least, as a price-regulating association. The further effect 
of such a development might en:n be to re\'erse the first 
impulse towards unrestricted output. In such o.n industrr 
as the South 'Vales Cpal :'-.lines, what is to prevent Capital 
and Labour from finding their best community of interest 
in a regulated output and a high selling price throughout 
the trade? So long as the consuming public is lefl wholly 
unrepresented in the control of industry this risk will 
always remain. 

8 3- This opens up the wider issue of the Ilew attitude of 
the State towards industry. The emergencies of the war 
have compelled the Government to interfere in various ways 
with the operations of the private business world, sometimes 
to aid and supplement private businesses, somdimes to 
regulate and restrain them, sometimes to supersede their 
private management. Nobody can suppose that the whole 
of this State action will simply evapo1'J.te after the war is 
over. The Railways, \vhich have passed into a single 
control and have had their ordinary competition for profit 
suspended for several years, will not be likely fO ren:rt to 
the pre-war condition. Nationalisation, alreJ.dy on its way, 
will probJ.bly become an early achie,"ement, .1 great mass of 
capital and labour thll"i passing from private into public 
employment. The great new Munition Works, established 
<l.nd operated by the State, will open lip the wide question 
of the rebtion of the Go .... rrnment, not only towards the 
armament firnls but towards tlw wllole shipbuilding and 
engineering businesses which, for the duration of the war, 
have been "controlled lirms." Not only commercial hut 
grave political considerations will enter here. Can these 
private firms be allowf'(l once Illorf' to begin supplying 
ships, guns, and ammnnition to fureign nations a"i before? 
Can they be allowed to enter into business arrangement') 
with foreign firms, and tn set lip hrancilt:"c; in fnrt'ign lauds? 
~(lIst they not be kept undt'r such control as will secure 
their productive sen'ir'es {';..clu~i\"ely for tlw rt'ljuirelllellts of 
this coulltry? If so, IllLlSt not tl1l" regulatioll of the prices 
of the goods they sell iw rH'cOmpalli("d by ~('curit)' againo;t 
strikes or loc:"·out"i and ()Ih~r bLJOUT trouides? \"ariol1s 
half-way houses between complete nationahsatioll and 
private industry will probahly be sUlight. 

The same tendency 10 pless larger public regulation upon 
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industry ,.,.ill apply to certain other fundamental trades, 
such as mining, shipping, and perhaps chemicals. The 
pressure towards such public control will doubtless vary 
with the greater or less danger of the international situation. 
If, as is likely, the chief nations continue to make great 
armed preparations and to threaten or to fear a fresh out
break of hostilities, there will be a very strong tendency 
to keep in being the waT control alreauy established, and 
probably to extend it to mining: and certain so-called" key 
industries." 

Although it is manifestly impossible to make the United 
Kingdom, or even the Empire, commercially self-supporting 
for the essentials of life and of defence, steps could be 
taken to produce and store large :"upplies of certain essential 
products in which tlw experience of war shows we are liable 
to shortage. If the Eurdpean Goyernments are unable 
to build up international arr'angements which furnish any 
prospect of durable peace, the armed nationalism into 
\vhich our people, as others, must retire, will compel the 
subsidis:ltioll and probably the nationalisation of a number 
of these" key industries," 

~ 4, The special consideration of the state of the labour 
market and of wage conditions after the war is likely to lead 
to a large and J. rapid advance of the State in two directions 
in which ~xpcrimel1ts were established before the war-viz,. 
Trade Board", for determining minimum wage rates and 
other conditions of labour, and Unemployed Insurance, 

The former institution, estaulished to deal with certain 
definitely" sweated" trades, I may well be extended to some 

1 Regulations under the BOlrd of Tr~de Acts, '909, were issued for 
the eSlaJ..,lishmenl nf Boards in the chain trade in 1909, and in the 
paper-box trade of (;re:ll Brilain, Ihe lacc·f,nishing trade, the t:liloring 
trade of Great Britain, the payer-uox Iratle of Ireland, and the tailor· 
ing trade of Ireland in 1910, 

., It is eqimated thalthe~e ~ix Huards in the four originally scheduled 
trades c.?ver some 200,000 wurke!s, of whom about 70 per cent. are 
women. 

In 1913 Ihe Act'~ operation wa~ extended to C\.l\'er (I) sugar con· 
feelionery and tood pre5erving; (2) ,;hirt·makingj (JJ hollo\\··wnre 
making;' (oll linen and colton emlJruidery j (5) cerlain opc:rali0n~ In 
skarn laundries . 

.From Reporls aheally i~~l1ed " It io clear th~d a !egal minimum wage 
,'an be lixed wilho\lt cau~lng ,eri<.'u~ incunven:ence either to elllplo}ers 
or lO workers In low· paid Il:ldes. It "as appeared lhat it is impossible 
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larger national indu5trie" whose \\'ages are low, or are liable 
to dangerous reductions. The experiment in fixing wage
rates in coal-mining, though not precisely on all fours with 
the Trade TIoard method, indicates the new trend.of public 
interference with what was once considered "the natural 
law" of wages. In agriculture, proposals were already 
being concerted before the war for fixing dLstrict minimum 
wages. The disorganised condition of mO::.l lahour markets 
when the disbanded soldiers flow back and the war-conlracts 
cease: will probably compel the Government to intervene to 
stop the" natural" effect of a huge temporary over-supply 
of labour. 

The extension of the Unemployed Insurance provLsions 
to the trades svecially liable to post-war collapse will 
furnish some mitigation of the trouhle. The need for 
dealing with the labour situation after the war will bring the 
State into an eConomIC prominence it has Llever occupied 
before. Not only will it be ca!led UpOll to secure minimum 
wages, and to make provision against unemployment, it 
will probably lYe compelled to set on foot large public 
"relief" works, in order to ease the perIOd of re-ab::iorption 
of the soldiery and the restoration (If disturbed industries 
into the pre· war cOLlditions. 

g 5. The attitude of the State towards lJanking and the 
financial s)'&tem will be a subje...t of :,erious consLder:ltion .. 
Here, again. the experience of W;H has made important 
discoveries. The fn:.t is the re"elation of the :,:reat State 
reserve of "credit" at the beginning of the \~·:lr. ;\t.J. 

time when the whole sy~tem of bankln~ and II1Ianre W:lS in 
imminent danger of colbpsing, the (',overnment pUlllped 
into its perishing ::.inews a great Jlow of puhlic credit. This 
achievement showed, first. that bank currency. the lllolley 
which conducts tILe ;sreal majority of lJUSLLlbS trans:l.Ctions, 
is inadequate tu a great. surldl:11 emergency; secondly, tlwt 
public credit, by the issue of public Ilotc~ and plLblic~ 

10 help the lowe"t gr:de of "I\e.l\cd worker~ lI'ilhnut inCldenl.111r .1J.o) 
increasing by direct inLer(ert:ntC' the wage~ c,( 3. ~llghtly l'el!er l)\;t ~Iill 
ba(lly paid cla"", In facl, Lhe TrJde I;O,1frl~ hal't don.,. a~ much for 
this c\a~s it" for Ihe 100\esl brade nf ~wealerl ptr;'on'. They h.He, 
further, been of as"i~t3nce tn men a" \\ell 3., 10 women. and they have 
directly or inclirectly dealt with Ihe question 01 Ihe hours of lalJolir and 
of Lne employment and tr3.ttling ()f jun,:nile~.·' ()Olr. Frederic Keehn.c; 
in The i:..(OItomi( fOllrn<l/, :'Ib.rch L9q.) 
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guarantees 0f bank oper3tions, is adequate to such an 
emergency_ It is not unnatural that the question should 
be raised, "Why should 110t this great national fund of 
public credit, resting, as it must~ upon the ultimate power 
of the State to commandeer by taxation or forced levy the 
whole wealth of the nation, he made available for the 
normal purposes of business life, instead of being kept in 
the background tor rare use in an extreme crisis?" "Is it 
reasonable or safe," others ask, H that private profiteering 
conlpanies, like our banks, should know that they are able 
in an extremity, whether caused by public policy or business 
misadventure, to summon the resources vf the State to sa.ve 
them from disaskr)" 

The knowledg!; that the banks have been enabled by this 
public aid to enjoy a period of great prosperity and high 
profits during war-time has been a further stimulus to 
critIcism. 

The failure oj our J oint-stock and private banks to supply 
on reasonable tums. or at all. the credit or currency 
required for certain needs of the trading community is 
another. Small traders and manufacturers complain that 
the mechanil'al administration of the great banks denies 
them the credit aid which they once got from the smaller 
local ballks. Land reformers, interested in farmers' co
operatIon and small holdings, , ... ant new credit institutions 
to furnish the financial aid ,,·hieh the banks refuse. Still 
more important is the new demand for some large financial 
organisation to undeltake the risks attending the floating 
and financing of new large industrial and trading ventures, 
especially in colonial and foreign trade. This work our 
Lanks have du lined to do, refusing to immobilise so large 
a proportion of their a5Sets. 1< or these several departments 
of finance, as also for the more profitable employment of 
the sma!! sayings which hJ.\'e flowed into the Post Office 
Savings BJ.nk, 3. thorough oH:rhauling of our public and 
private machinery of money is required. :\ demand will 
certainly formulate itself for the State to resume to a large 
extent the monopoly of currellcy \"hich it once enjoyed, 
and whlcb has been alloweo to pass out of its control and 
to become the basis of a IUCTati\·e private trade. The 
cheque has become to a larger and larger extent the form 
of money in actual use, and the selling of the right to draw 
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cheques is the hi~hly prolltalJle function of Joint-stock and 
private banks. The '~security" upon which the banks 
build the great fabric of credit against which cheques are 
drawn, is furnished to a small and a diminishing extent by 
funds subscribed and paid by sh~lreholders in th(; banks, 
and to a large and increac,ing extent by the very customers 
who buy and pay for the credit which banh s,JJ, and by 
the State ,,,,hich makes it understood that, ill the last resort, 
it will place the credit of the State behind the Joint-stock 
banks. No other busin(;ss is enabled and allowed thus to 
trade for private profit with till: capital of other per~ons 
and of the State. It is only the delicacy and intricacy of 
the financial system and the general ignorance regarding 
its structure and operations that have enabled this singulorly 
improvident policy to continue. Credit bears to the busi
ness liic much the same relation as do roads, both being 
essentially instruments for the movement and transfer of 
wealth. The modern railroad is everywhere passin;:; under 
the direct control of the State, as the national II.iglmay. 
The growth of National Banks, first for co-operation with 
and co-ordination of the resources of banking companies, 
afterwards for their displacement. seems an cCJually inevit
able process. The dangerously ra!lid fluctuations of prict::s, 
in their bearing upon employment and the livelihood of the 
workers, must more alld mort cClIl'pcl (~OVE:lnmellt to 
grapple with the probl~m of mOlley. To lea,'c entirely to 
private business enterprise the production and the supply 
of money, with occa~ional inroads of State intuvention at 
moments of peril, is a course as indefensible in reason as it 
is injurious in practice. 

§ 6. Another heavy intrllsion of the St<ttc: mto the 
economic system, resulting (rom th.: \\"al, will be the greatly 
increased taxation which must follow. \\'lth the exceptIon 
of Great Britain, .... irtually no attcmp~ has been made by 
belligerent governments to raise any considerable cOlltrtbu
tion towards the costs of war out of UHlent income bv 
taxation. Loans of "arious forms, with lllllch arcompanying 
inHation, have been the tlsual methods. Even in Gre,lt 
Britain, not more than one-fifth of the ',"ar-bill of the 
opening two years was raised by increased taxation. The 
result will be that the war will leave in ever)' country a 
large new "rentier" class. Even if the ..... ar concludes in 
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the present fiscal year, the lasting addition to the annual 
body of taxation for providing interest and sinking fund of 
the \Yar borrowings, \yith the addition of war pensions, is 
pretty certain to exceed one hundred and fifty millions, and 
will more likely approach two hundred millions. In France 
and Germany the position will be worse. 

This will mean for cvery nation that the State must 
plunge its hand into the current output of annual national 
wcolth and iJand oVer ~ large amount, in this country 110t 

far short of a tithe, to a comparati\'ely small body of well-to
do investors, who perform no current service in return, not 
t:ven the sen'ice of placin,2: land or productive capital for 
co-oper;,tioll witb labolll 111 produCing wealth. The war 
debts will l)t! a beavy dead weight upon current industry, 
involvillg a propurtionate diminution of the rewards of active 
capital and iaboUT. Fallins; heaviest at a time when, in 
each country, indmtry and commerce are struggling to re
cst:lbllc,b themselves and recov\.:r from the blows of war, it 
\\"lll (:1use ~rave discontent. In every nation the fiscal policy 
will assume a ;';Icater importance than ever before. The 
State will h:1ve: to tap ncw sources of income and to work 
out new pollcies fur Increasing tne national productiveness 
111 oruer to take its share of the illcreased wealth. 

:.:: i. The W;lr is likely to hJ.ve a lasting influence in 
:::.titnu~atin~ that movement for the: revival of agriculture 
.:tnd o~her rural industl ies which Iud in reccnt years gained 
much strelloth. P()lltical and nlilitary considerations will 
Lt.: powerful auxili:Hics to rdorl1Is which seek to put an 
increasing prolJortion of our peopk "on the land JJ and to 
r<lise :1 largcr proportion of our food within our country. 
The demand fur .:tn nut-Joor. :1ctive life under conditiol's 
of fre~dol1l and d'C:'('ent Te11lUllt:ratlOI1 will be reinforc;ed I", 
the: lll\'l!.ltion to roloniJ.1 lift as an aitcrnati\'e. Before th~ 
w"~r the c:-tahlishment of small.holdings by voluntary or 
COlllf1uj"ory arr'-lll~el11ents \\':\s going on at a modcr:ne :)Jce, 
.J.nd J. ~rcJ.t bnd ('.lJl)l'aign was .J.fout for applying the wage
bOJ.rd ~ystei11 to J.~ricllltural buour, so as to raise wages to 
a level of economic efficiency, and for building upon a large 
scale labourers' ('Ott3!:!:t:S free from tbe control of landlord 
ur i.Ullh':r. Schemes ~for co-operation ill various agricultural 
processes o.nd in nurketing, and the establishment of loc;)l 
crellit o.ssociations. llLeded to put small farmers on a sound 
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business footing, were actively promoted. A.gncultural 
education was spreading, and new road and railway facilities 
were beginning to be provided. 

The State was being urged to bring compulsory power to 
bear upon the more conservative and obstructive owners 
and farmers, to undertake new experiments in the direction 
of afforestation, reclamation, and light transport, and to give 
financial and other encouragement to various assuciations 
for rural industries. Country life was to be made more 
prosperous and more: attractive, agriculture to be set upon 
a more scientific and a more bminess-like footing. 

The waf will have given greater urgency to this mOVe
ment, both on its economic and its social side. The 
discontent with ordillary conditions of the rural lahourer'::; 
life and wages wiil be greatly stimulated by the war experi
ences. The movement for securing district minimum wages 
by public intervention will be irresistible. But tht p~trts of 
the programme involving heH'Y State suln;cntions will 
necessarily be impeded IJY the need of public economy. 
It seems unlikely, therefore, that the State will el1lb~lfk 011 

any considerable :3chemes for J.cquirin~ bnd, erecting 
cottages, improving commullicJ..tLCJns, ur supporting local 
credit·associations, at a time whcn the strain of taxation 
will be felt more severely th;11l ever before. 

§ 8. But the financial condition of the State, as "ell as 
the whole industrial amI commercial conJitiul1 uf the nation, 
after peace is concluded, must hinge upon the nature of the 
sealement and the: political relations c.,;tablishcd between 
the constituent states of the world. If tilE; peace is not of 
such a kind as to affurd reasollable security a.~:l.in.:,t the 
oUlhreak of another war, the:: political and militJ.ry ~itllation 
will invoh'e imF0rtant econumic conse<lucnces. In the fir~t 
place, it will set hack the tide of economic intcrllJ.ti(Jllalblll, 
re.:,tricting the flows of foreign trade and of forei~n ill\'(:~t· 
ments. Political and military cOllsidcratiolls will impel 
each nation to ell(!ea\'ollr to retain within ib 0\\11 IHlrtkrs 

those industries which will furnish a sufficient :>uppl}' of all 
essentials of war and peal'l" and to supple Inc III it~ derlci. 
encies from countries bound to it by easy access and reliable 
honds of friendship or of Illaterial interest. Whether the 
wodd be thrown back upon wholly indcpendent States, 
tru:ltillg sokly and primarily to their own rt.:SourCes for 
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survival and power in a dangeruus world, or, as seems more 
likely, there issues a new grouping of States in separate 
and hostile alli:ll1ces, scheming for political and economic 
power and attachments among the uncommitted countries, 
either result would involve large restraints upon freedom 
of commerce and of the movements of capital and labour, 
which have been playing so large a part in bringing the 
whole habitable world into a single economic system. The 
perils of slIch a situation will dri\-e every State tmyards a 
closer national economy. Great Britain, whose economic 
COsl!lopolitanism h3d gone farthest, would be driven to 
more rapid and rigorous changes than any of the other 
Powers. Her greater dependence upon overseas supplies 
of foods and other necessaries, coupled with a recognition 
that no predominance in the size of a navy could in modern 
warfare furnish complete security, would drive her along 
th3t road of economic self-dependence which the protec
tionist-militarist countries of the Continent have more or 
less consistently and conscIOusly t3ken. 'Ve should be 
driven to strenuous efforts, by tariffs, bounties, and other 
ncenrives, to improve our agriculture so as to increase our 

domestic food supplies and to retain within our borders the 
manufactures required to supply OUf armaments and the 
necessaries of civil life. This disposition of our natural 
and human resources would be the first function of the 
State, which would set it~elf to ellcourage and to regulate 
the economic actnnties of our population to this end. As 
it would stimulate and encuurage certiall activities and 
employments, it would depress and discourage others. It 
would, for example, conserve for our national use the coal 
which has played so impbrtallt a part in our foreign trade, 
and would probably restrict the sale abroad of ships and of 
certain classes of machinery. The export of capItal would 
probably be kept under close supervIsion, its flows being 
directed by imperial and other political considerations. 

Since no measures of merely" national economy" could 
succeed in so rC\'ersing the tendencies of the past as to 
make Great Britain nearly self-sufflcing. special efforts would 
be made to supplement her deficiencies by supplies drawn 
exclusively from the Empire and from reliable Allies. 
Hence a series of proposals for binding together first the 
parts of the Empire) secondly the countries of the Alliance, 
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by preferential tariffs, navigation laws, and financial arrange
ments. A similar movement is on foot among the Central 
Powers to bring into being an econonllC ~Iiddle Europe, 
designed primarily to secure for Germany the more complete 
economic self-sufficiency requ:red for the contingencies of 
war, 

H Rurop:: after the war thus breaks back into two 
political and economic systems, based 011 a feeling of milttary 
insecurity, the stress of the situation \\ ill be upon national, 
or perhaps in our case, imperial self-sufficiency, The public 
activity of the State, and of such new imperial gov(:;rmental 
institutions as can be improvised, will be thrown II1to the 
task of a fmance, a commerce and a direction of pmductive 
resources, which will make the British Empire strong for 
defence. This will most likely he compa:,sed by a strong 
national and imperial bureaucracy, working on German 
lines, established and endowed With power by legislation 
passed under emergency conditions in which the repre
sentatives of the populace will exercise no real vOice or 
choice. 

But whether the main streSS for Britain be upon national 
or upon imperial organis<ltlOlI, the economIc tran::;formations 
must be greater here than in any other countr!{;s, For not 
only would the re\'ersal of internationalism produce greater 
disturhance in our manufactures, commerce, shipping and 
finance than in the case of any other country. it would in
volve greater expenses, hotb in the way of damage to the 
national reSOurces and of increased publ1c expenditure. 
The contraction of our free trade and investments through
out the world would not only rcdu('e our (ommercial 
profits, but would be attend(;d by a shrinkage nf our world 
control of shipping and finance, and of the large dllcct 
and indirect gal11s accruing to our nation therefrom. The 
national or imperial economy which \\ould Impose these 
sacrifices \ .... iil not be arguable on any other ground than 
that laid down lJy Adam Smith in his famous declaration 
that "defence is much more Important than opulence." 
The restrictions of a national or imperial economy would 
undoubtedly be represented in a diminished volume of 
national and imperial wealth. Hut of that diminished 
volume a larger quantity than formerl)' would he refJuired 
al1d taken for the defensive services. For in the dangerous 
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world which is contemplated we should have to add to the 
supremacy of the navy (which might then be called upon to 
take illto accuunt the new rising naval power of America) 
an army maintained upon a Continental scale. Such a 
sacrifice of opulence would not, however, afford security; 
it would only mitigate the immediate insecurity, and help 
to preserve the balance of power which postpones while it 
ensures a future war. 

This situation for the industrial world would be, of course, 
eminently unfavour.:lole to economic progress. Industry 
and commerce would be consciously subjected everywhere 
to political and military moti\'e~, and such scientific and 
technicJ.i developments as took place would everywhere be 
directed more by military than by economic utility. The 
trend of thought and valuation in such a world would be 
hostile to free processes of human co-operation. Nor is 
that all. The autocratic and protective funr:tions exercised 
by the State would ineyitably be exploited by organised 
oU5iness interests to build up monopolies and to secure pro
fitable dips into the public purs/::_ The cry for economic 
self-sufficiency always means risit~g rents and high profits 
for protected trades; with a consequent depression in real 
wages. 

~ 9. The nnly escape from the costs and perils of economic 
nationalism 1S by a fuller measure of economic international
ism, secured by improved political arrangements between 
the Powers. Underneath the racial, national, and senti
mental grievances which have figured in the forefront of the 
stage of history as causes of \\"ar, the struggles of trading, 
manufacturing, and financial groups, using the "foreign 
policy" of their respective governments to push their private 
profitable interests, are easily discernible. Look behind the 
recent diplomacy in all the recent danger zones, E!;ypt, 
Persia, Transvaal, Tripoli, .:'Irorocco, China, the Balkans, 
the real grievances that rankle, the real aspirations and 
demands that formulate policy, are of a mainly economic 
ch:uacter, the desire for access to trade routes and harbours, 
tbe push for markets, and, aho\"(: a!!, the establishment of 
Gl!Jitalistic control over the unde\"eloped resources of great 
backward countries with <;upplies of cheap labour and weak 
or corrupt governments, If a durable peace is to be 
obtained, it can only be obtained by international arrange-
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ments directed primarily towards stopping the conflicts of 
business interests and the consequent political disputes 
which arise between adv::tnct!d industrial and commercial 
nations for markets and lucr~tti"e investments, To expect 
that all the advanced countries will easily or quietly 
abandon their national protective tariffs and admIt one 
another's goods freely is uIHe:1sonable. But it is not im
possible that they should assent to an ngreement to maintain 
or to establish equality of "ccess to ali markets in their 
colonies, protectorates, and spheres of influence, and equal 
opportunities to the members of e\'t:,ry nation to take part 
in the profitable development of the I'l'sources of these 
dependencies. Such an arrangement, could it be ~ot, 
would remove most of the feelings of suspicion, jealousy, 
and resentment which underlie the policy of imperialistic 
competition. Free access to trade routes hy land and 
water, equal rights for traders to enter, huy and sell, and 
for investors to apply their capital to the development and 
working of industries in all dependencies, together with 
international agreements for sharing upon equal terms the 
commercial and developmental opportunities afforded by 
backward independent countries - these are tlK' hasic con 
ditions of such an intcrn:ltional 31Tangement. 

It is in part the ft]lI~r application to foreign trade of the 
doctrine of latHer plire, la/sser ([Ilet'. gut it is 3. positi\'e, 
not a merely negative application that would be ]l.'quirl.'d. 
The State could ]Jot simply leave its traders anu investor,; 
to go where they liked :lnd put tlH-ir good'i where they 
liked at their own risk, The l ;o\,ernments of the sl'\'cr:11 
States should agree to give equ.11 pr()tection to the rights 
of the members of all nations in their respective .1[(-'.1<; 01 
political control. Not merely slJollld tlley .1grl't,' 11(1t tn tab: 
separate (lolitic.11 action to secllre 111:11 kets, cuncessions, 0] 

other eCOllllmlC pri\'ikgl.'s for their respcctiv\' nationals. 
They should agree tn tab· conl'\'rted action for the r:lir 
:1pportionment of eCllnomic OPPOltllllitlCS III dl'ali1\~ with 
the governments .:1nd peopk:> or eoulIlrit·s which, hkl' China, 
were ripening fur development hy the Il'i(' of forf'ign c.1Jlit::d 
and enterprise. 

A purely IlliJur j.ll·"( illlt-rn.1tiol1:1lislII, which left indi
viduals or groups of hu<;inl''os 111l'1l within ('.:11"11 l1atiol1 (rel' 
to engage in ;'111)' furcign !yade they chose or to invest their 
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c:lpital in any fOieign enterprise at their own risk, has never 
been practised, and is not pr::tcticable. The actual practice 
has been for business men to secure the assistance of their 
Governments in pushing for markets, investments, and 
concessions outside their own cQuntr)" in competing with 
business men of other nations similarly supported by their 
governments, and in bringing diplom:ltic or public pressure 
to bear upon the government or people of any weak 
country where their trading or other economic interests are 
threatened. It is this illicit and underhanded use of foreign 
policy by priv;1te business interests which has converted 
economic intern:ltionaiism into the peril it has shown itself 
to be. Since it is impossible for governments to take a 
disinterested ::lttitude towards the business operations of 
their nationals in ror~ign lands, a morc definitively respon
sible control of these operations is the only alternative. 
And, jf this control is to avoid the dangers of the past, it 
must be exercised by the concerted action of the Powers. 
In other words, international economics must be supported 
and sustained by international politics. This forward 
moy€ment in polltical al1d economic internationalism is 
the unly escape from a reversion towards 3. reactionary 
ll:1tionalism which will at once diminish the" opulence ') of 
e::lch country without securing its r, defence." 
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