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PREFACE TO THE REVISED EDITION.

THis néw and enlarged edition of e Evolwtion af Modern
Capitalism contains additions and alterations g5 great as to
constitute it in effect a new book,

The chapters dealing with the concentrative forces in
modern industry, the growth of industrial Combinations,
Trusts, Cartels, etc., are entirely re-written.  lLarge use has
been made of recent Inglish and American material, and
much attention is givea to new developments of capitalism
in the transport and manufacturing industries of the United
States.

In Chapter X. an analysis of the pasition occupicd by
the financier in modern industry is presented, with illustra-
tions from recent developments in South Africa and
America,

While most of the matter of the carlicr historie I ehapters
in the first edition is retained, numerous emendations and
addittons have been made, and an introductory chapter on
the Origin of Madern Capitalism, based largely upon the
researches in Professor Sombart’s great work, s Jloderne
Aapitalismics, has been inserted.

For material rclaiing to capitalistic combinations in
Great Britain I desire 1o express my deep indebteduess to
the writings of Mr. W, H, Macrosty, whose collection and
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analysis of instances form the best single fund of informa-
tion. For recent American material relating to Trusts, [
have made large use of the reports of the Industrial Com-
mission and of the writings of Professor Richard Ely and
Professor Jeremiah Jenks,
J. A. Hossow.
October 1906,

PREFACE TO NEW AND REVISED EDITION,

In preparing this new edition of the Fwvolution of Modern
Capdtalisia: 1 have added a long supplementary chapter. The
first part deals with movements of industry and commerce
during the decade that preceded the war,

The year 1914 will mark a definite break in economic, as in
other lnstory. For the extended area of warfare, the number
and importance of the belligerent nations, and the duration
and 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 influence upaon the economic position
of neutral nations, including not only the immediate neighbours
of the belligerents but the most remote countries of America.
Shippiny, finance, and the world commerce of which these are
the necessary instruments, have everywhere been subjected to
damage and interference, partly by the actual processes of war,
partty by the new strains made by the war upon the economic
resources of the world, and the special arrangements made by
Governments to meet them.

1t has therefore been found convenient in this supplementary
chapter first to summarise the economic movement of this
opening period of the twentieth century, and then to set forth
some of the new economic facts and forces revealed by the
experiences of the war, the problems they contain, and the
tendencies they exhibit, as a contribution towards a speculative
forecast of capitalisim in the early future,

Auyist 1916,
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OF MODERN CAPITALISM.
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THE ORICIN OF MODERN CAPITALISM.
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1

§ 1. Capitalism may provisionally be defined as the
organisation cf business upon a large scale by an employer
or company of employers possessing an _accumulated_siock
of wealth wherewith to acquire raw materials and tools, and
hire labour, so as to produce an igereased quantity of wealth
which shall constitute profit. QVherever in the course of

history a conjunction of certain” esseatial economic and
moral forces has appeared, capitalist industry in some form

/
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and size has existed. These essential conditions may be
thus enumerated:—

First, a production of wealth not required to satisfy the
current wants of its owners, and therefore saved.
Second, the existence of a proletariat or labouring class
deprived of the means of earning an indepefident
livelihood by putting their productive labour-powr
into materials which they can freely appropriate,
purchase, or hire, consuming or selling the product

for their own advantage.

Third, sucha d;\é}b’pmemof thg;ndw;trla] arts as enables
indirect methods of production to-wford profitable
employment to organised group-labour using tonls
or machinery.

Fourth, the existence of large, accessible markets with

N populations willing and economically able to con-
sume the prodnct% of capitalist industry.

Fifth, the capitalist spirit, or the desire and the capacity
to apply accumulated wealth to profit-making by the
organisation of industrial enterprise.

These are, of course, ne series of wholly independent
conditions.  On the contrary, they are closely inter-related.
The causes which favour an accumulation of wealth in one
class of a nation, or other social aggregate, will commonty
assist the formation of a prefetanat labour class.  The
existence of a population capable of generating new wants
will help not aily to stimulate accumulation, by offering the
passibitity of large profitable sales, but will also arouse the
development of-industriabait, which in their turn will react
upon the €onsuming public by provaking new Wants.  Snch
an atmosphere of technical progress, alike in the arts of
production and of consumption, will educate the desire and
the capacity of capitalist orgamsation,

§ 2. The forms which eapitalist enterprise tql\c ditfer
\wdely according to the relative development of these con-
stituent forces or conditions.

Unless we regard as capitalist cnterprises tneanlitary and
na.nl expedxtlons for pﬂhox to which so large a share of
the accumuialions in the ancient warld and tluon"houl the
Middle Ages was applied, the area o( alder c1p1t11|>m was
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virtually confined o certain public or semi-public works,
such as palaces, temples, tombs, castles, and other edifices
for ostentation or defence; the making of rcads, water.
courses, and other permanent improvement of transport;
mining, chiefly for precious metals; and certain expensive
and hazardous branches of commerce with distant parts,
Slave or serf labour applied to the cultivation of the soil
may also be accounted a species of capitalism in ancient
times. Of the most characteristic branch of modern capital-
ism, large-scale manufacture, the ancient world contaios few
traces. '

Until the close of what we call the Middle Ages nane of

the conditions we have named as essential to a wide general
development of capitalism was present, and two at least did
not assume considerable dimensions untit the eighteenth
century.
" As we briefly trace the emergence of these forces in the
modern world, we shall bring into prominence the distinetive
features of modern as distinguished from ancient capitalism,
as well as furnish an explanation of the rapid growth of the
capitalist economy.

In his elaborate research into the sources of accumulation
in the Middle Ages, Sombart finds five principal erOSltOl:Ps

of accurfilaled \\eallhk o

The papal_ treasury at Rome, fed by the contributions
of the faithful, and’ enmmonql) enhanced during the
period of the Crusades.

2. The knightly orders, foremost amang  them  the
Templars, whose establishments estended over the
entire known world, from CGreeee 1o TPortugal, fram
Sicily to Scotland.

4 The royal treasuries of France and England.

4. The higher grades of the feudal nobility.

5. The city funds of the important commercial centres,
Venice, Milan, Naples, ranking first, followed by
Botogna and Florence in  ltaly, Paris, london,
Barcelona, Seville, Lisbon, Bruges, GGhent (later
Antwerp), Niirnberg, and Kaln }

V Der moderne Kapitalismus, Zweites Buch, Zehnize Kap,
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/% If we seek the actual origins of thesé early accumulations
we run them ‘“to earth” in rents of agricultural and city
lands, in the working of mines, and the discovery or pillage of
ancient treasures of the East.  In the Middle Ages the home
trade and the industrial crafts wera never anything else
than means of “livelihood,” their scale and the conditions
under which they were conducted furnishing no scape for
considerable accumulations.  Though in the later periods
of the Middle Ages large profits were made out of Colonial
trade and money-lending, these processes iraplied the pre-
existence of large accumulations which were essential to their
vperations: maoreover, further analysis of Colonial trade
and money lending <rive down to labour on the land as
the prime source ol their profits.

§ 3. The historical foundation-af_capitalism is rent, the
prodnct of labour upon land over and above what is requisite
to maintain the labourers; this surplus accrues by political
or economic force 1o the king, fendal superigr, or landowner,
and ¢an be consume] or stoved by him.

By taxes and tolls, fines, rents, or even by voluntary contri
butinns, the king, the Church, the landlord, was able to
draw from the cultivation of the land the surplus product of
the mare firtile so0il, and most of the increment of the
productivity of agrienlture due to improved methods of
cultivation.  Systems of taxation and of land tenure were
cvolved in order to extract as much as possible of these
natural surplnses for the benefit of the political or economie
superior. This power, however, to draw from the cultivators
a farge amount of the prodoce, though conferring on the
landawner or fendal superior a large command over surplus
wealth for his personal consmmption and that of a body of
idle 1etainers, wonld not 1o iself enable him to accumulate,
for the wealth he thus received wonld consist almost wholly
of perishable goods: even the foreed labour he sometimes
extorted in licu of produce was of necessity applied chiefly
to the produrtion of buildings, roads, bridges, etc., which,
though of more permanent utiity, could contribute little to
such accumulation as is required for capitalism,

To the surplus product of agriculture must be added the
rents of town lands.  Theough the small town trader o
craftsman under primitive conditicis was scldom able to
make sufficient savings out of his profits to become even a
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local usurer, the growth of the smallest sort of town yielded
to the owner of the ground on which it stood a number of
little rvents whose growth became a considerable source of
wealth.  As from his country estates the feudal noble was
able to squeeze from the peasants the fruits of improved
agriculture and more settled government, so from his town
lands he could take the value of improvements of the in-
dustrial arts. sThe Leginnings of the wealth of rities are
accumulated ground rents.?

Investigations into the records of the early history of
rising cities show that in nearly all cases the early capitalists
are representatives of the families originally in possession of
the ground on which the town is built. The landowners
necessarily controlled the laying out of stieets; the mill, the
smithy, the markets were made or controlled by thum;
houses, booths, and workshops were often built Ly them.
The increments of city values came (o thewn in hereditary or
life leases, or in time Jeases; while sules of these town lands
and redemptions put large suws into the hands of they
territorial aristocracy, who as early as the thirteenth century
in Italy and Flanders are found in the position of large
L capit:ﬁists.”

“It was a slow, gradual, and for the working population
an unobserved draining of «m3il particles of labour which in
course of time was destined 1o scrve as the [eundation of
the capitalist economy.”?  ‘I'he impertant point to recognise
is that whether_the industry whose surpTds profits (the excuss
over the subsistencCof the worker) is_agriculture, or town
hamdicrafts and_trading, the fist instrament of appeopriation
15 the_owuership of fand, T

§ 4 But we must look to anather surt o labout an tic
land to furnish the technical condition of offortive we-
cumulation.  Fayment of 1ents [or country or towi lands m
kind could not found capitalism.  The discovery and ap-
propriation of the precious metals arc essentiul to this
achievement. It is necessary that the ornginal power of
drawing rents sheuld be monctised before the possession of
capital can become itsclf a basis of profit. Until “treasure”
could be obtamed and retained in Western Furope imodern
capitalism could make no really considerable start,  The

P CL Somlart, vol. . 291, T sl voloil p. 268,

-
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eartier treasure-houses were in the East, and during the
early Middle Ages Western interecurse with these older
civilisations meant a constant suckage of the precious
metals eastwards to pay for the goods which came into
Europe through the Levant trude. Though Germany and
Austro-Hungary turued out considerable quantities of gold
and silver, these passed through the hands of the Italian
merchants into the East. Not until the collapse of the

Byzantine empire opened the Aégeaii and the Asiatic coast
to” the plunder and exploitation of I[talian rulers and
merchants” did the tide begin to furn and Western Europe
obtain the supply of money required as a basis of
capitalisi.

Economic historians often misiepresent the part played
by money. The development of mines and a large output
of the precious metals assist the rise of capitalism in that
they give to the possessors of these precious metals a power
to divert into channels of indirect production the surplus n-
dustnal energy drawn frem the producers in taxes, tolls, rents,
ete. A suflicient development of agriculture and of other
industrial arts to furnish such a surplus ts a pre-requisite.
The existenee of the precious metals in a community en-
ables the typo known as *‘the business man ” to arise and
function by directing 1he flow of “superfluous industrial
energy ” from the productien ol imniediale (6 that of mediate
guods; o in other words, from the direct production of con-
sumers’ wealth to the production of industrial and com-
mercial capital.goods. “This does not neeessarily occur as
@ 1esult of the discovery of gold and silver even in a fairly
civilised state. The owners of wealth got from mines
tay, often do, use it chiefly for estentation and for decora-
bve constmption.  But blended with this use is the re-
cognition of arother wse ol precious metals and jewels as
a store of valuc which on cceasion' may give the owner a
commatid over other furms of wealth and over the energy of
men,

This storage of treasure in the bands of kings, nobles, and
of citics is fist conceived with the design of providing for
defensive or oficnsive warfare.  Tor defence or attack it is
necessary to maintain and equip quickly large bodies of
men, to furnish weapons, ships, and other expensive ap-
paratus of war, and the earlicet forms of large enterprise
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which resemble capitalist industry are the equipment of land
and sea expeditions for conquest and plunder,  The early
funds hot only of monarchs but of the Ttalian cities in the
Middle Ages were chiefly designed and used for war.

So long as the surplus-product of labour passed, in forms
of tax, toll, and rent, inte the hands of kings and nobles,
the Church, the orders, and city funds, whether to be con-
sumed in luxury or to be accumulated as treasure, it could
not give rise to capitalism.

§ 5. It was essential that masscs of this surplus wealth
should pass inte the hands of ““ business men,” who should
seck to make it a basis of “profitable ” use.  Now, records
seen to point to two chief origins of such a class, ™

"The rise of (F¢ great mercantile power of the Italian cities
clearly indicates onc origin—the cntrance of members of the
landed_atistocracy_into_city -lfe and burgher occupations.
With mof more settled order in the country, and
of a softer, more luxurious habit of life, some of the landed
nobility came to settle in the citics, bringing with them
their rent-rolls and buying more city lands.  Lspecially the
younger branches of the nolility, no longer wholly occupied
with war, came into town Jife.  This merging of the landed
nobility with tity life was earlier and freer in the Italian and
Flemish states than in France or Germany, and the larger
quantity of money thus Dbrought into the cities by the
' lil_Oi)ﬂLl&lLl.OQ”Of.ch tends of their estates contributed not
a little to the caslicr development of large commercial
undertakings by Ttalian apd Flemish suerchaut-houses. ~Tn
England fso from The thifteenth century the lower nobles
began to mix more casily with burgher life, and “the
younger sons of the country knight sought wife, occupation,
and estate in the towns”! A large proportion of the
London. apprentices were drawn from the bouses of rural
gentry 72 in the time of Llizabeth, the cleavage belween the
landed and the monceyed interests not having yet begun to
display 1itsell. So, too, in Germany the early commercial
prosperity of such towns as Augsbury, Niirnberg, Basel, and
Koln was fed from a similar source. Uunfortunately, the
history of Germany-in the later Middle Ages tended more

} Stulbs, 197.

2 ?unningham, Growth of English Industry, vol. i, p. 126 (8vo,
1903).



8 THE EVOLUTION OF

and mote to_gstrange the lnnr,_thsht;_from the peaceful
life and pursuits of towns, a fact which greatly contributed
to retard the com__mercn] and industrial development of
that country.

While many of the great business men of the Middle Ages
in Italy," Flanders, Germany thus sprang from the landed
aristocracy, possessing 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 heid by
noble or by church. These original settlers, small farmers
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 er small land-holders who passed into
commerce with accumulations directly derived from ground-
rents, must be added the officials who, under the feudal
system, were quartercd upon the public resources in
lucrative offices of state, or were entrusted with the collec-
tio and farming of taxes and tolls. Not only were the
salaries of chancellors, marshals, and other high officers
extreracly targe, but all officials connected with the raising
and expe: dittre of public moneys had opportunities for
peculation  which  were freely exercised. - The ruling
families in the citics could thus add to their private ground-
rents a share of the city funds. So large shares of the
original accumulations of royal and papal treasuries, and of
the rents and endowments of monasteries and cities passed
into the hands of the business men, who were agents fer
these great public sources of income.!

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,
stewards, bailiffs, reeves, interdants, came to share the
riches of the landlords.  But it must be remembered that
in whatever form incomes canic to these public or private
officers and agents, as salaries, fcos, profit, or peculation,
land rents were the almost exclusive ongin,

' So the Spini, Spigliati, Bardi, Cerchi, 'ulci, Alfani, and later the
Medicl, became the great bankers of the 1‘1pacy {Sombart, vel. i
o250, )
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Given a class of business men with such sources of
accumulation in their hands, it is not difficult to perceive
the chief profitable use to which they could put this
“capital.”  The most iwportant branch of primitive
capitalism is “‘usury™ or ‘“money-lending,” and the part
this played in converting feudal into burgher wealth was
noteworthy.?  The great spiritual landlords were driven to
borrowing money in order to forward to Rome the in-
creasing monetary contributions which the “age of faith”
called forih; the temporal lords, embarrassed by the grow-
ing expenses of war and of building {the two chief uses of
money), were drawn more and more into debt te the
“banking-houses ” in Italy, Flanders, and Germany. The
Crusades form a chief landmark in this growing power of
the new business class, compelling the Crusaders to borrow
for their expenses of equipment and travel, giving increased
power to their stewards and agents, and bringing back a
new influx of luxurious habits of life from the East which
led them into further extravagances. In Italy and else-
where 1ncmual1lxt|es of land were \hus alienated from™
their aristocratic C_owners, forfeited _for debt.  When the
pertod of the Renaissance brought the fuller influence of the
East to bear upon ““barbarous” Lurope, and cities began to
assume an air of luxury and to exercise influence as “social
centres,” the country nobility and gentry wishing to enter
this new Dhfe, found themselves short of moncy “and com-

elled to borrow from the nch burghers.  Deginning in

Daly as early as the thirteenth century, this movement
reached Germany in the filteentl, and England in LEhea-
betly’s reign showed that the *“money-lending” business
was so large and profitable as te tempt not only Continental
capital but Duich settlers from Arnsterdam and elsewhere
te compete with the Jewish and Lombard heuses in
London.? }

wxtravagance of dress was itself a considerable factor m
the borrowing habits whiclh built the wealth of the <ty
financicrs. o

§ 6. But all_these modes by which capital has passed
from the ownership of landloids tnto_that of Lusiness men

furivish an inadequate eaplanation of the rapid increase of

i Sombart, vol. i p 2355. * Cunningham, vol, i, p. 324.
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wealth in Western Europe.  Without far larger access to
nlonetary treasures as instruments of concentrated accumiu-
lation, without larger cpportunities of gathering the various
material resources for the development of the industrial arts,
modern capitalism-would have been impossible in its exist-
ing dimensions. E\'cstern Furope supplied no adequate
output of precious™metals from the mines: her agricultural
pepulation afforded ne increase of production in the form of
rents targe enough to furnish a great stream of accumulating
wealth, nor could the productiveness of the industrial arts of
the towns yicld a rapid growth of profit. The economy
of medieval Furope did not expose a large landless pro-
letarian population to the fice exploitation of profit-seeking
masters.  ‘The tabour basis of modern capitalism  was
lacking.. T T T Tt

The cxploitation of other portions of the world through
military plunder, unequal trade, and forced labour has been
one great indispensable condition of the growth of European
capitahsin.  **T'he riches of the Italian cities is quite incon-
celvable apart from the exploitation of the rest of the
Meditermanean; just as the prosperity of Portugal, Spain,
Holland, France, and England is unthinkable apart from the
previous destruction of the Arab eivilisation, the plundering
of Africa, the impoverishment and desolation of Southern
Asia, and its island world, the fruitful East Indies, and the
thriving states of the Tneas and Astees.”?

The Ttalian republics were the first to take this work in
band,  The close of the Crusades saw them in virtual con-
ol of numercus cities in Syria, Palestine, the /Egean, and
the Black Sea. From the beginning of the twellth century,
Genoa, Pisa, and Venice fastened their economic fangs into
the towns of Arsof], Ciesarca, Acre, Stdon, Tyre, ete. The
break up of the Eastern enipire gave Venice a vast colonial
power, not less than threc-eighths of that empire falling
under her single sway, while her rival, Genoa, alse acquired
large possessions among the Ionian islands and ou the main-
land.  Asia Minor and the /igean islands were full of rich
natural resources, with large civilised populations inheriting
arts of skilled industry as yct unknown to the Western
world, The Itahan cities did not pretend to colonise in any

1 Sombart, val. i p. 326,
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modern sense this vast cmpire, but cslablished trading
centres w1 the chiel towns and took rich toll of the manu-
factures. They foundin Antioch, Tripolis, Uyre, a tlourishing
sitk industry; cotton in Armenia; glass and pottery n Syria;
. and considerable mining operations in Phocis and elsewhere.
Their mode of exploitation seemns to have been an adaptation
of the feudal system, by wlhich as averlords they exacted a
large portion, usuatly onethird, of the total produce ot the
soil, mines, and industry.  This form of infcudation, which
later on the Spaniards introduced into Amcrica under the
litle of Encomiendas, existed long befwme n these Tralian
colonies of the Levant.  Later on the feudal forni dropped
off, giving place to the swav of privilezed companics
wielding a royal or state monopoly.

The real significance of this carly ' colonisation” for the
rise of modem capitalism was that it afforded the first
opportunity of profit on a large scale, by placing at the dis-
posal of the Italian masters a large supply of skilled serf
labour.  Not only was the property of whole provinces
confiscated to the conrpuerors, bul the condition of large
masses of the inhabitants was, hom old usage, one of virtual
slavery, “ail tights and posscssions i nen, women, and
children” passing to the new feudal superiors. The Ttaliun
conquerars found also a most profitable tnhentance in the
slave-trade, which Bysantines and Awabs had carried on
from ancient tites.  This shave-tiade they greatly extended
by means of a premium system, bringing in great numbios
of eaptive Mussulmans, so that, for example, the mercase of
popilation in Crete .\lom. undu their rule was from 59,000
to 192,725.

Thus early was laid the foandation of the profitable trade
which furnished to Western Twepe the accumulations of
wealth required for the latar developnont of capitahistic
methods of production at home. A huge pral-tariay,”
slave or nonunally fiee, was first placed av the dispesal of
Europe in the near Last. The treasures of the Ea, s
hoarded gold and slaves, its rich testiles, its spiees and other
cohcentrated wealth, poured into Western Furope (hrough
the hands of the Italian traders and bankers.  The lesseon
taught by this early experiment was that the chief advantage
of conquest lies, not in the discovery and scizure of hidden
accunuulated treasure, important as that was in the case of



12 THE EVOLUTION COF

early Eastern empire, but in the continuous exploitation of
large quantities of forced labour.

The Portuguese and Spanish learned this lesson well,
recognising that “the true riches of pew-discovered lands
are their inhabitants.”  ‘The Spaniards in Mexico and Peru,
the Portuguese in West and East Africa, the Dutch in
Malacca, Java, and Ceylon, 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
cconomy of the European colonial system which spread
through Central America, Brazil, and the West Indies,
taking root later un in North America.  The dimensions of
this trade from the beginnings of its development at the
opening of the sixtcenth century by the Portuguese were
enormous: the actual number of slaves in use at any given
time presents but a slight idea of its hulk, for the waste of
life volved n it was so large and the duration of the
vconomic life of the slaves so short.  In 1830 the European
colonies contained only about two and a half million slaves;
but during three centuries a stream of countless miilions had
been flowing in to be used up as “raw inaterial ¥ in the
colonial products which buiit the early fortunes of Spanish,
Portuguese, Dutch, and British merchants.

The profits of the European companies embarking in
early colonial trade were very large, for slave economy is
not in itself and vnder all circumstances bad.  Merivale
clearly points out the main condition of its profitable use,
“When the pressure of population induces the freeman to
offer his services, as he does in all old cauntries, for little
more than the nataral minimum of wages, those services
are very certain to be more productive and less expeusive
than those of bondsmen. This being the case, it is
obvicus that the limit of the profitable duration of slavery
is attained whenever the population lhas become so
dense that it is cheaper to employ the free labour lor
hire.”!

In other words, Western Lurope until the nincteenth
century did not present the large supply of landless

U Merivale, Leciwes on Colonisation, vol. i pp. 297, 268,
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labourers required as one condition of great profitable
capitalism. It is for this reason that colonial economy
must be regarded as one of the necessary conditions
of modern capitalism. Its trade, largely compulsory,
was in large measure little other than a system of wveiled
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 is
that it aftords undertaker’s profits before the conditions of
true capitalism are ripe, before the required accumulation
of money has taken place, before there is a proletariat, an.,
before free land has disappeared.”!

§ 7. The growth of a large proletariat in Western Europe
was an essential condition for capitalist industry. That
meant an increase of rural pepulation beyond the means of
subsistence on the soil, according to current modes of
agriculture and land tenure, and an increase of town
population incapable of earning a livelihood as independent
artificers or craftsmen. New this condition was leng de-
layed by the slow growth of population in the European
nations. Famine, plague, and war kept down the popula-
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 reliable statistics
are available, it is pretty well ecstablished that up to the
eighteenth century the rate of increase of population for
Europe as a whole was very slow, and even during the
eighteenth century showed no great expansion.  In Germany
for a long time after the Thinty Years' War the population
actually fell off, recovering only in the eighteenth century.
France about the middie of the eighteenth century reached
again the numbers she had attained in the first half of the
fourteenth century, and still stoad below the 18,000,000
she had attained after the death of Louis XTV. Ielland
and Belgium seem hardly to have increased for three een-
turies, From the tast half of the sixteenth century to the
beginning of the eighteenth century Italy was stagnant at

L Sombar, wol. i, p. 355.
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about 11,000,000. In Spain the population showed an
extinordinary decline during the sixteenth and seventeenth
centuries.

The IEnglish population estimated at nmearly 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 and a quarter the pace of
growth was more rapid, for at the end of Elizabeth's reign
it is estimated at some 5,000,000, From this time the rate
of growth again declined, and 6,009,000 was not attained
until nearly the middle of the eighteenth century.? .

Mere growth of population, lowever, in lands, large parts
of which were uncultivated or poorly cultivated, does not in
itsedf explain the formation of a proletariat. As we traced
the beginnings of “capital” to the accumulated ground-
rents, so we must trace the beginnings of a mobile wage-
earning cliss 1o agricultural and industrial changes which
detached large numbers of the rural population from their
earlier status as small owners or holders of land, or as
labourers with some stake in the profits of the farm they
helped to work.  Agricultural reforms, involving more pro-
ductive utihzation of land and better business methods,
were the chiel instruments of change. In Great Britain
and upon the Continent the primitive agriculture of fendal

YAl Cunningham gives the follawing selected estimales of the
population of Fnogland and Wales from 1688 onwards {(hviwth of
Euglich bidastry, vol. il p. a35)i-~

1685 ... 5,500,520 (v King, in Davesant Horks, vol, i p. 184,
7oy L .47 5,000°
1710 .. 5,240,000
17200 ... 3.5b3,000
1730 .. §.740,000
e
:;ég 2’:3;:833 S Searisedoa! Journal, vol. xlifis p. g6z,
1700 ... 6,736,000
1770 ... 7,425,000
1786 ... 7,028,000
1790 ... %,675,000!
1501 ... %,802,536)
1811 ... 10,114,226
1;3{ A ;‘:;:ggg;;{s Acconenss and Pufers, 1852-33, Inxxv.-xaxiil,
1841 ... 15,014,146

1851 ... 17,927,600



MODERN CAPITALISM, 13

society required little “capital,” and afforded no play for
the “business™ spirit. The “landowner” was not much
concerned to exact money rents or to get considerable
profits out of the land; his tenants and the cottagers or
dther workers on the farm enjoyed fixity of tenure and of
status, tilled the soil according to custom for their liveli-
hood, sharing the prednre and living a nearly self-sufficing
existence.

Trade in agricultural produce, bringing an increased use
of money into the agricultural economy and stimulating
owners and tenants 10 a more rcareful and imtensive cultiva-
tion, so as to emn money rents and profits, was the chief
channel of the innovating current. 1t was the Ilemish
demand for wool, which, coming upon England in the
Tudor age when political and social conditions were
favourable, aflorded a large profitable use of pasture, lead-
ing to the enclosure of great rquantities of comman lands
and wastes, and the formation of large pasture farms under
new proprietors who, entering into the estates of the de-
cayed baronial families and the eanfiscated church and gnild
fands, administered thent by their agents in the spirit of a
modern rent-receiver.  This {orcign market for wool, and
the growing market for grain afforded by the increase of
l.ondon and other centres of population and hy a certain
sporadic export trade, began that process of converting the
small yeoman and coltager into the mere wage-earner
which reached its fullest pace in the enclosures at the endd
of the eighteenth and the beginning of the nineteenth eon-
turice.  Whereas in the carlicr period of this movement it
was enclosure for pasture that was the chief propeller, in
the later period it was enclosure Tor tillage,

Though the earlier enclosnres involyved muoch injustice
depriving small farmers and labourers of their legal or
customary rights in the nse of the land, and set afleat
a considerable number of landless folk who  lived  as
“rogues and vagahonds,” or found a settlement in Lhe
towns, the mass of the villagers and raral warkers seem to
have retained until the cighteenth century some stake,
however slender, m the snil, that chiterentiates them from
the pure proletariat which modern capitalism requires as
a condition.  ‘I'he simullaneous impravements in ullage,
cattle-breeding, and sheepfarming of the eighteenth century
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found an England one-third of which still remained in
common fields with the slovenly and wasteful cultivaiion
mvolved 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 with a
cottage on the farm, and were allowed certain small rights
of pasturage for a cow, ete.  Again, farmers in many parts
of the country let patches of land to sub-tenants, who were
primarily engaged in weaving or other domestic industry, and
worked on the Jand in their spare time,

‘The conditions of enclosure and the new farming changed
all this. Scientific rotation of crops, deep cultivation, the
use of artificial manures, the increasing employment of
machinery, invelved a capital outlay 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 riimed many of them, and they were unable to
stand up against the large landowners in the defence of
doubtful legal or customary rights. The speculative busi-
ness of growing for markets, with flectuating prices, was un-
suited alike to their means and their intelligence.  Many of
this ¢lass, thus failing to maintain an independent footing,
came to recrnint the new industrial army of the towns,

The cotragers, crofters, and other labourers were still less
able to retain whatever rights custom yielded them in the
beneficial nse of the land. The old patriarchal farm life,
which preserved elements of a profit-sharing character, gave
way before the new business pressure, the supplementary
wages in kind disappeared or were commuted into a trifling
addition to a money-wage which the Peor law in the later
cighteenth century rednced to a degraded level,

The new wheat-farming economy had the further effect
of diminishing winter employment.  An even more serious
consideration was the effect of the introduction of ma-
chinery in destroying the supplementary industries which
Irelped the small peasants to pay 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 oceupation of
wastes, and the other agricultural improvements, diminish
the aggregate demand for labour, they do not seem to have
increased it sufficiently to absorh the rapid increase of the
rural population; for already in the last decade of the
eighteenth century there arose numerous complaints of over-
population in rural parts as well as in towns, and this con-
dition notoriously prevailed through the first half of the
following century.

The new economy of large farming which had shaken
from all ownership or stake in the tand the great mass of the
rural papulation, did not then become sufficiently intensive
to absorb them as mere wagec-earners in the new system.
On the other hand, the forres drawing the superfluous
labour into the towns or into foreign emigration were not
yet fully operative. '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 Taw of Settlement greatly impaired the
mobility of the working population.

It is, however, to this growth of a large rural” population
deprived of any ownership or security of tenure in the
soil, that we must look for the chief explanation of the
“proletariat” required for modern capitatism.  This class,
gradually loosened from its economic and legal settlement
upon the soil, was drawn faster and faster into the new
industrialism of the factory, the mine, the city shop, and
warehouse. Fhere it fused with a town-bred, wage-carning
population, representing the journeymen who from the
filtcenth century on had heen excluded mare and more
persistently from the guild organisations, and formed a town
proletmiat which was later reinforced by small masters!
unable to hold their independence against the ¢losing
monopoly of the cralt-guilds, and by skilied workmen from

i Unwin, fudnstrial Organisation in the Siateenth and Seventecnth
Cestrrfes, che wiid,
2
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the Continent, religious or political refugees, and in the
earlier era of the industrial revolution by large migrations of
unskilled labourers from Ireland.

§ 8. In Germany the same origin of an industrial prele-
tariat is plainly traceable. The same survival of the patri-
archal farm-family, in which the labourers held a small legal
or customary share in the land, cattle, and product of the
farm, recelving part of their payment in a share of the
harvest, broken up, partly by the agrarian reform of 1811-16,
partly by the Schlesian Law of 1345, the enclosure of the
common fields, the restriction and gradual disappearance of
the labourers’ rights, and the subsequent conversion of a ¢lass
of little profitsharing farmers into hired labourers. The
same compelling forces were operative here as half-a-century
earlier in England—the growth of more intensive cultivation,
use of machinery, diminished winter employment in agri-
culture or in supplementary industries.!

In Italy, France, Belgium, Switzerland, in fact throughout
Western Europe, the same general movement has been dis-
cernible, its pace determined partly by the growth of pepula-
tion, partly by the size of the estates, and partly by the
condition of agricultural arts,  The rapid rise of land values
in Belgium from the middle of the nineteenth century,
together with the decay of village industries, broke up the
economy of a distinctively peasant tenure; the same holds
alike of the small peasant distnicts of Central Italy and the
larger estates of South Italy. The prevalence of small hold-
ings in these countries and in Irance, though doubtless
retarding the adoption of capitalistic agriculture and the
displacement of rural population, has not prevented the
constantly increasing flow of a redundant labouring prole-
tariat into town industrial life. Everywhere a farm-labour-
ing class, shaken from its earlier hold upon the land, has
been accompanied in its townward trend by the children
of the small peasant proprietors who, finding the economic
conditions of the old patriarchal farm-family no longer
tolerable, seek the better livelihood and larger independence
of industrial life,

1 More work fir summer, less for winter, resutted from (a) increased
arable, diminished pasture, especially reductions of sheep and tlax-
growing: (%) machine-thredhing in place of the hand-flail; {4
diminished wark in forestiy.  (Cf. Sowlbarnt, 0. 1200}
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§ 9. The existence of accumulated wealth, and of a large
population dependent on the sale of their labour power
could not, however, generate the system of modern in-
dustrial capitalism unless the industrial arts had attained
a high development. The capitalism of the ancient, and
even of the medizval world, exhibiting a few rare instances
of large organisation of workers under a singie control,
working on wages for the profit of their employers, differed
in one important respect from modern industrial capitalism,
Whether in the great serf agriculture of the early Roman
Empire, or in the mines of Thrace or Sicily, or still earlier
in the great building operations of Iigypt, Babylon, or
India, the element of “fixed” capital was very small, con-
sisting of simple tools or relatively slight and unimportant
“machinery”: the capital by which employment was
afforded consisted of food and raw naterials, which were
“advanced” to the labourers,

Early accumulations of *capital” consisted in {«) treasure,
(8) raw materials and a store of foed; or fram the standpoint
of the individual capitalist, in either « or fi.

Though the financial capitalisim of the money-lender or
banker making loans or advances to farmers and artificers,
and the commercial capitalism of merchants giving out raw
materials to workers, collecting, purchasing, and marketing
their manufactured products, are, as we shalt see, imiportant
stages in the evolution of the capitalist structure, the
business organisation they imply differs essentially from the
structure of the great factory, ironworks, ralroad, mine, or
shipping firm in which medern industrial capitalism finds its
typical expression.

The concrete hasis of modern industrial eapitalism 15 i3
large complex structure of “fixed” factors, plant and
machinery, the mass of cxpensive mstruments 1o assist
labour i furthering  processes  of  production.  The
economy of expensive machinery, and the development of
indirect or “roundabout” methods of production were the
chief instruments i the industeial revolution of  manu-
factures. It is strange how slow this discovery and
application of machinery was, and how little progress was
made from ancient tinies up to the middie of the eighteenth
century. To those who regard evolutinn as essentially the
product of “accidemtal variations,” the inventiens of in
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dustrial machinery may appear attributable to the “*chance”
which assigns to some ages and countries a large crop of
inventive 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 un-
favourable to, and the absence of factors favourable to, the
application of human intelligence to definite points of
mechanical progress, The vested interests and conservative
methods of existing industrial castes and their guild or-
ganisations rendered the medieval city poor soil for the
introduction of “labour saving” machinery or other revolu
tionary experiments: the smail dimensions of markets,
confined partly by political, partly by natural restrictions,
presented no opportunities for the profitable disposal of
large outputs, No great “free” labour market existed in
the medireval town ; the ambitian and the trained capacity
of the business organiser had little opportunity of dis-
cavering and asserting themselves in an age when education
was almost wholly confined to classes who regarded with
disdain the useful arts and crafts.  In times when the early
thirst for gold and the zest of physical inquiry absorbed
men of “science” and intellectual ingenuity in *alchemy ™
and problems  of perpetual  motion, there  was no
“eonduction” of intelligence along the humbler paths of
detatled mechanical improvement in the useful arts.

The force of these unfavourable factors is made more
manifest by the fact that single examples of successful
capitalist organisation upon a tolerably large scale did
actually occur in the later Middle Ages in a few instances,
where machinery had come into play, “The printing trade
showed an early tendency to voncentration in large capitalist
businesses, atinbutable to the expensive *fixed” capital in
presses. At the end of the fifteenth century we find in
Niirnberg a large printing business with twenty-four presses
and a hundred employecs —type-setters, printers, correctars,
binders, ete.  So likewise in the fourteenth and fifteenth
centuries we find paper-miils in Niwnberg and Basel on a
capitalistic basis.  In Belogna, as early as 1341, we find
accounts of large spinning-mills worked by water-power, and
even where no nan-human power was available, the com-
parative expensiveness of the distaffs and looms helpad 1o
establish mills in which large hodies of workers were
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employed in Genoca and other Italian cities.? A large
capitalist silk manufacture was formed in Ulm, in which the
loom played a distinctive part.  In the early development
of capitalism in the metal 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 towards modern con-
ditions. ,

Difficulties of transport and the slight irregular structure
of markets were largely responsible for the retardation of
mechanical inventions and capitalistic enterprise in the
manufactures. The early beginnings noted above are con-
fined to articles at once costly, portable, and durable; 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 encouragement
to enterprise.

§ 10. Under such conditions the evolution of the business
man, and in particular the apphecation of the organising
mind to manufacture, was necessarily slow. It is difficult to
realise how modern is the capitalist spirit, the dispesition to
employ accumulated wealth in furthering production for the
sake of prefit. The early accumulations of money were
animated by no such motive. King, nahles, knightly orders,
church, sought wealth in order to spend it on war, personal
display, and largesse or almsgiving.  Neither to the getting
nor the spending of money were any steady rational motive
and niethod applied. The quick attainment of treasure by
rapine, extortion, and adventure, its quick squandering n
the “unproductive consumption ™ whiclh such a life involved,
marked the spirit of the powerful classes in the Middle Ages.
Even when the craving for money spread more widely by
the introduction of luxuries into city life, the idea of industry
or trade as a regular instrument for obtaining inoney was
slow to make 1ts way. Freebooting, the squeezing of
peasants or townsmen by rents, aids, or taxes, or the more
romantic, though less productive adventures of treasure-
digging and alchemy, bad earlier vogue. Qrly as the Tust of

! CI. Sembart, vol. i. p. 405,
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accumulation spread among lower and more peaceful sorts
of men did money-lendimg and conmerce begin to be
recognised as means to get money by the use of money.
“Economic Rationalism” is the suggestive name which
Sombart gives to the change of spirit frow the romantic, ad-
venturous money-hunting of the Middle Ages to the pursuits
of modern commerctalisin. In this process he assigns a very
significant part 1o lhe discovery and use of technical busi-
ness methods in account-keeping, the application of exact
calculation to Industry, Two names mark the early ad-
vances tewards miodern book-keeping—Leonardo Pisano,
whose [iber Aéfac, publishied in rzo2, may be said to indi-
cate the beginning of wodern industry, coinciding as it did
with the Venetian assault upon Constantiriople; and Ira
Luca, whose completed system of double entry was essential
to capitalistic account-keeping.  T'he development of book-
kecping, accempanied as it was by a wide general applica-
tion of rational and wmathematical system throughout com-
merce, 10 the shape of exact incasurcinent of time and place,
forms of contract, land surveying, modern, methods of
weights and measuies, ity plans, public accounts, was at
once an andispensable tuol and an aspect of nodern
mdustry, 1t rationalised business, releasing it from caprice
and chance, and giving 1t a firm objective character from the
profit making standpoint. This was the most definite and
direct contribution to industry of the Renaissance, with iis
emphasis on individual interests, personal responsibility, and
frce competition - the same spirit which wrought n art,
lLiterature, religion, and politics,

Such were the techniral conditions for the development of
the modcri business spint, the rationate of the ensreprencusr
approsimating to the type known as “the economic man.”
Such a man was first found in the banking and merchiant
class of the Italian and German cities of the later Middle
Ages. Of the great Jacob Fugger it was told that, when a
rich competitor, wishful 1o retire from business in advancing
years, approached the old bavker with the suggestion --*“ Let
us both retire, now we have led a long career of profit-
makmg, and give others a chanee,” his reply was that *'he
had quite a different mind.  Tle wanted to go on making
profit as long as he could,”

This sgim, then new, and conflined to a few merchant-
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bankers, was destined to spread until it became the life of
modern industry, absorbing the greater part of the intelli-
gence and will-power of the directing classes in the modern
world. The warriornoble, the sportsman, the churchman,
the landed-gentleman, who gave example and direction to
the feelings, thoughts, and activities of our ancestors in
the Middle Ages, had no feeling for “profit,” and gave no
regular accumulative impulse to the production of wealth,
The mental and moral equipment of the enfreprencur,
required for the conduct of modern capitalist industry,
demands a special valuation and outlook upon life, possible
to very few even in the more developed industrial cities of the
fourteenth and fifteenth centurics.  Not until the eighteenth
century was his character sufficiently cvolved to enable him
to take full advantage of the new industrial conditions:? not
until that period did there arise in all advanced industrial
countries large numbers of men who set themselves to ad-
minister commercial and manufacturing businesses on a basis
of large capital, and to employ large masses of labour for
profit.

§ 11. This brief statement of the main conditions essential
to modemn capitalism enables us to understand England's
pricrity in the adoption of new industrial mcthods, and the
retardation of the Industrial Revolution upon the Continent
of Elrope and in America; for most of the conditions we
have named were better fulfilled for Great DBritain than for
any other nation by the middle of the eighteenth century.

At that time Great Britain was indeed second to Holland
i the existing development of industrial and commercial
resources.  Adam Smith accounted 1oland, * in praportion
to the extent of the land and the numiber of its inhabitants,
by far the richest country in Europe,” and he aseribed to
her ““the greatest share of the carrying trade of Kurope.?

V Thune, Essaps, vol. i, p. 57, gives a clear-cut image of the new
entreprencuy > — 1 1he employment you give him be lucrative,
especially if the profit be allached to every partieular exertion of
industry, he has gains so often in his eye, that he acquires by
degrees a passion for it, and knows no such pleasure as that of secing
the daily increase of his furlune,  And that is the reason why lrade
increases frugality, and why, among merchants, there is the same over-
plus of misers over pradigals as among the possessars of land there is the
contrary.”

1 Wealth of Nations, Bock 11., chap. v.
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Her command of capital was attested by the low rate of
interest for public and private borrowing, and her wage-
level was said 1o be higher than in England.! But Great
Britain, Jarger in Jand 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 industrial development upen new lines. The
absolute amount of capital and of labour available for new
industrial enterprise in England was greater than elsewhere.
The rise of land-values ahke in country and in town, the
profits irom colonial trade, the beginnings of large busi-
nesses at home in banking, brewing, mining, and the woollen
trade, etc., afforded larger accumulated funds than were to
be found elsewhere. The great capacity of growth exhibited
by the working-class population of Great Britain was assisted
by freer immigration from Ireland and the Continent, while
the carlier and more complete reforms of the agricultural
system drove larger numbers inlo the new industrial centres.
This larger supply of capital and labour available for new
industries coincided with a great development of the in-
dustrial arts, which indecd 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
nmiore sharply and continuously to the cultivation of business
methods in the organisation of capital and labour and the
development of markets, and the opportunity of taking a
proftable part in this enlerprise was open to a larger pro-
portion of the population than was the case elsewhere.

Y tvalth of Nelions, Book L, chap. i
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CHAPTER 1L
THE INSTRUMENTS OF CAPITALISM,

Scientific inveniions and economic dircclion,
The meaning of the lerm Capital,
Place of Mackinery in Capitalisin,
The financial aspect of Capitalism.

o G O

.b(._n_N—v

§ 1. While the conditiens laid down in our intreductory
chapter offer a variety of approaches to the study of
capitalism, the efficient causation of the evoluticnary 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 modern entreprencsr.
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 the
changes of productive processes which give increased im-
portance to *fixed” capital in the form of machinery
and power, involving radical changes in the use of
labour-power and indirectly in the structure of markets and
the life of industrial communities. Following the other
route, our study of the changing rationale of business enter-
prise will yield its primary results in a fuller understanding
of the shifting relations between the persons whose intcli-
gences and voluntary efforts contribute—as  employers,
capitalists,! labourers to the several pracesses of production,
and of the capitalist business regarded as an organic co-
operation of humanly ordered activities. The latier study
would also keep us in closer contact with the financial or
account-keeping side of business, that exact register of

' Inciuding landowners.
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buying and selling in which all economic processes mirror
and record themselves in terms of quantity.

The close relation between what, without serious mis-
understanding, may be 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 passing from cne aspect to the other, and dwell-
ing upon the constant interaction between the concrete
industrial changes and the changes of mental direction and
disposition which are mvolved. A new inveation of ma-
chinery or a new application of chemistry, displacing a
domestic system of simple tool labour by a- factory system,
alters not vnly the mode of production but the direction
of producing power: the quantitics, qualities, and the com-
position ol the human cfforts invelved in the industry are
changed,

Fovery stmplibcation of the study of this complex inter-
action nvolves some sacrifive of accuracy, but in every
elementary treatise soine such sacrifice is required. Tt is
here propnsed to pursne as our main ling of inguiry the
convrete development of capitalism as expressed in the
growing part taken by the material forms of capital in
the opeiations of modern business, contenting ourselves
with o tmote general consideration of the subjective aspects
vl business enterpnise as affected by capitabist control,

% 2 Writcrs upon Political Leonomy have brought much
metaphysical acumen toe bear upon definitions of Capital, and
have reached very widely divergent conclusions as to what
the term ought to mean, ignoring the clear and fairly con-
sistent meaning the term actualty possesses in the business
warld around them.  The business world has indeed two
views ot Capital, hut they are consistent with one another.
Abstractly, money or the control of moncey, sometimes called
credit, 1s Capital, Concretely, capital consists of all forms
of suarketable anatter which embody labour. Tand or
nature 15 exciuded except for Improvements: human powers
arc excluded as not being matter: connuodities in the hands
of cousumers are excluded because they are no longer
marketable.  ‘Thus the actual concrete forms of capital are
the raw materials of production, including the finished stage
of shop goods; and the plant and implements used in the
several processes of industry, including the monetary imple-
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mients of exchange.  Concrete business capital is composed
of these and of nothing bot these.!  In taking medem in-
dustrial phenomena as the subject of scientific nquiry it is
better to accept such terminology as is generally and con-
sistently received by business men, than either to invent
new terms or to give a private significance to some accepted
termi which shall be different from that given by other
scientific students, and, il we may judge from past experience,
probably inferior in logical exactitude to the current meaning
m the business world.

§ 3. The chief material factor in the evolution of Capital
ism is machinery. The growing quantity and complexity of
machinery applied to purpeses of manufacture and convey-
ance, and to the extractive industrics, s the great special
fact in the narrative of the expansion of modern industry,

It is therefore to the development and influence of
machinery upon industry that we shall chiefly direct cur
attention, adopting the Iollowing method of study. It s
first essential to obtain a clear undarstanding of the structure
of industry or “the industial organisin™ as a whale, and of
its constituent parts, before the new industrial forces had
begun to operate. We must then scek to ascertam the laws
of the development and application of the new forces to the
different departments of indushy and the different pasts of
the industrial world, cxamining in ceriain typical machine
industries the order and pace of the application of the new
machinery and motor to the several processes.  Turning
our attention again to the andustrial organism, we shall
strive to ascertain the chiel changes that bave Leen hroogin
about in the size and structural character of industry, in the
relations of the several parls of the industrial world, of the
several trades which constitute industry, of the processes
within these trades, of the businesses or units which com-
prise a trade or a market, and of the units of capital anrd
labour comprising a business. It will then remain to under-
take closer studics of certam importlant special outcoines of

! Professor Marshall segards this restricted use of capital as *“mis-
leading,” rightly urging that ** there ae wany other things which tuly
perform the services commonly altiibuted to capital 7 {(Frimoiples, Bk,
I1., chap. iv.). But if we enlarge our definition so as to include all
these ‘¢ other things™ we shall be driven to a palitical economy which
shall widely transcend Industry as we now understand the term, and
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machinery and factory production. These studies will fall
into three classes. (1) 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 econoinic monopoly of capital;
trade depressions and grave industrial disorders due to dis-
crepancies between individual and social interests in the
working of modern methods of production. (2) Effects of
machinery upon labour, the guantity and regularity of
employment, the character and remuneration of work. (3)
Effects upon the industrial classes in the capacity of con-
sumers, the growth of the large industrial town and its
influences upon the physical, intellectual, moral life of the
community. Lastly, an attempt wilt be made to summarise
the net influences of modern capitalist production in their
relation to other social progressive forces, and to indicate
the relations between these which seem most conducive to
the welfare of a community measured by generally accepted
standards of character or happiness.

§ 4. Since every industrial act in a modern community
has its monetary counterpart, and its importance is com-
monly estimated in terms of money, it will be evident that
the growth of capitalism might be studied with great advan-
tage in its monetary aspect.  Corresponding to the changes
in productive methods under mechanical machinery we
should find the rapid growth of a complex monetary system
reflecting in its mternational and national character, in its
elaborate structure of credit, the leading characteristics
which we find in modern productive and distributive in-
dustry.  The whole industnal movement might be regarded
from the financial or wmonetary point of view. But though
such a study would be capable of throwing a flood of light
upon the movements of concrete industrial factors at many
points, the intellectnal difficulties involved in simultaneously
following the double study, in constantly passing from the

shall comprehend the whole science and art of life so far as it is con-
cerned with human effort and satisfactivn.  If it is convenient and
justifiable to retain for certain purposes of study the restricted connota-
tion of Indusliy now in vogue, the confinement of Capital as above to
Trade Capital 1s logically justified.  For a fuller treatment of the gues-
tion of the use of the term Capital in forming a terminology descriptive
of the parts of Industry the reader is referred to Chapter VIL
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more concrete to the more abstract contemplation of indus-
trial phenomena, would tax the mental agility of students
too severely, and would greatly diminish the chance of a
substantially accurate nnderstanding of either aspect of
modern industry.  We shall therefore tn this study devote
our attention chiefly to the conerete aspect of capitalism,
describing in a single chapter the main outlines of the
recent development of the financial mechanism and the
place it occupies in the structure and working of madern
capitalism.



CHAPTER L

THE STRUCTURE OF INDUSTRY BEFORE MACHINERY.

§ 1. fhmensions of Dternational Commerce in ecarly Eighr
feeuth Cenlury.

§ 2. Netwral Barriers to International Trade.

§ 3. folitical, Psendo-economtr, and Economic Barriers—

Lrotectriye Theory and Praciire,
. Nature of International Trade.
5. Srse, Structure, Relations of the several Industries.
. Shight Extent of Local Speciailsation.
. Nuature and Conditrons of Specialised Tudustry.
8. Struciure of the Markel.
9. Combined Agriculture and Manufacture.
vo. Kelations betiveen Processes in a danufacture.
11, Structure of the Domestic Rusiness - Farly Stages of
Transition,
vz, Feginnings of Concentrated Industry and the Fuctory,
Limitations n Sice and  Application of Capital—
Aerihns Capitalisin,
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§ 1. Inorderto get some elear understanding of the taws of
the operation of the new indnstrial forces which prevail under
machine-production it is first essential to know rightly
the structure and functional character of the “industrial
organism ” upon which they were destinedtoact.  In order to
buwild up a clear conception of tndustry it is possible to take
either of two modes of inquiry. Taking as the primary cell or
unit that combination of labour and capital under a single
cantrol for a single industrial purpoese which is termed a
Business, we may examine the structure and life of the
Business, then proceed to discover how it stands related o
ather husingsses so asto form o Market, and, finally, how the
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several Markets are related locally, nationally, internationally
so as to yield the complex structure of Industry as a whole.
Or reversely, we may take Tndustry as a whole, the Indus-
trial Organism as it exisls at any given time, consider the
nature and extent of the cohesion existing hetween s
severdl parts, and, further, resolviag these parts into their
constituent e¢fements, gain a close understanding of the
extent to which differentiation of industrial functions has
been carried in the several divisions.

Although in any sociological inquiry these two miethods
are equally valid, or, more strictly speaking, are cqually
balanced in virtues and defects, the latter method is here
to be preferred, because by the order of its deseent from
the whole to the constituent parts it brings ont more
definitely the slight cohesiveness and integration of industry
bheyond the national limits, and serves to emphasise those
qualities of nationazlism and narrow localism which mark
the character of earlier eighteenth century industry. We are
thus enabled better to recognise the nature and seope of
the work wrought by the maodern industeial forees which
are the central object ol study.

While the Market or the Trade is less and less deter
mined or confined by national or ather political houndaries
in modern times, and nationalism is thercfore a fartor
of diminishing importance in the madern scicnee of
economics, the paramount domination of polies over
large commerce in the last centuyy, acting in cooper-
ation with other racial and pationab forees, obliges any
just analysis of eighteenth  contury indusiry o give
clear and early emphasis o the slight character of the
commercial interdependency among nations, The degres
of importance which statesmen and ceonomists attached to
this foreign commerce as compared with home trade, aml
the large part it played in the diseussion and determination
ol public conduct, have given it a prominence in written
history far beyond its real value.!

It is true that through the Middle Ages a suecession of
Luropean nations rosc to eminence by the devetopment of
navigation and international trade, Tudy, Portugal, Spain,
France, Holland, and England; bt nether insize aor in

VAL Smith, Hewlth of AMatioors, Uiy, dap,
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character was this trade of the first importance. Even in
the case of those nations where it was most developed it
formed 2 very small proportion of the total industry of the
country, and it was chiefly confined to spicery, bullion,
ornamental cloths, and Sther objects of art and luxury,

It is important to recognise that in the first half of
the eighteenth century intemmational trade still largely
partock of this character. Not only did it bear a far
smaller proportion to the total industry of the several
vountries than does foreign trade to-day, but it was still
engaged 10 a comparatively small extent with the transport
of necessaries or prime convemences of life.  Itach nation,
as regards the more important constituents of its consump-
tion, its staple foods, articles of clothing, household furni-
ture, and the chief implements of industry, was almost

- self-sufficing, producing little that it did not consume,

consunung hitle it did not produce.

In 1712 the export trade of England is officially estimated
at £6,644,103," or considerably less than one-sixth of the
home trade of that date as caleulated by Smith in his
Memorrs of ool Such an estimate, however, gives an ex
aggerated impression of the relation of foreign to home trade,
because under the latter no account is taken of the large
domestic production of goods and services which figure in
no slatistics. A more instructive estimate 15 that which
values the total consumption of the Fnghsh people in
1713 at forty-nime or fifty millions, out of which about
four millions covers the consumption of foreign goods.?
In 1740 imports amounted to £6,703,778, exports to
£38,197,788. In 1350 they had risen respectively to
A7772,330 and  £Li12,600,081,% and ten  years later
o £9,832,802 and £14,694 q;o Macpherson, whose
Annals of Commerce are 2 mine of wealth upon the
history of forcign commerce in the eighteenth century,
alter eommenting upon’ the impossibility of obtaining a

1 Macpherson, Awnals of Commcree, volo il po 728,

2 smith, Memoirs, vol il chap, dil,  As lhe approsimate calcula.
tion of a very competent business man these figures are more reliable
than the official figures of imports and exports, the value of which
throughont the eighteenth century is seriously impaired by the fact thal
they continued to be estimated by the standard of values of thog.

¥ Whitworth's Szafe quoted, Macphersen, val, iii, p. 283,
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just estimate of the wvalue of home trade, alludes.to a
calculation which places it at thirty-two times the size of
the export trade. Macpherson contents himsell with con-
cluding that it is “a vast deal greater in value than the

+
PROGRESS OF FOREIGN TRADE IN ENGLAND.
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whole of the foreign trade.” “There ts every reason to
believe that in the case of Iolland and Irance, the only
two other European nations with a consideralile forzign
trade, the same general conclusion will apply.

1 Auwnali, wol. i 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.

§ 2. Since the breaking-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 cffects of the development of machine-industry,
some statement of the nature of these barriers and their
effect upon the size and character” of international trade
is required.

Though considerable advances had been made by
England and Helland at the beginning of the eighteenth
century in the improvemnent ol harbours, the establishment
of lighthouses, and the developinent of marine insurance,!
navigation was still subject to considerable risks of the loss
of life and of investinents, while these “natural” dangers
were increased by the prevalence of piracy. Voyages were
slow and expensive, commerce between distant nations being
necessarily confined to goods of a less perishable character
which would stand the voyage. Trade in fresh foods,
which forms so large a part of modern commerce, would
have been impossible except along the coasts of adjoining
nations. With 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 commcerce.  The new world was but
slightly opened up, nor could its known resources be largely
utilised before the development of more adequate machinery
of transport. We can scarcely realise the inconveniences,
costs, and risks entailed by the mere distant branches of
foreign trade at a time when the captain of a merchant-
ship still freiglited his vessel at his own expense, and when
each voyage was a separate speculation. Even in the early
ninetcenth century the manufacturer commonty shipped
his surplus produce at his ewn risk, employing the merchant

V Aunals, vol, i, po 340, For estimates of import and expart

values between 1613 and 1832, see Cunningham, Grouih of Kuglish
fndustry, p.o 931, Appendix k.
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upon commission, and in the trade with the Indies, Ching,
or South America he had frequently to lie out of his money
or his return freight of indigo, coffee, tea, ete, for as long
as eighteen months or two years, and to bear the expense
of warehousing as well as the damage which time and tide
inflicted on his goods.

§ 3. Next come a series of barriers, partly political, partly
pseudo-economic, in which the 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 practice
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-sighted, intellectua!
assumption driven by the urgent impulse of vested interests
into practical effect, taught that, on the one hand, impart
trade should be restricted to commodities which were not
and could not with advantage bLe produced at home, and to
the provision of cheap materials for existing manufactures;
while export trade, on the other hand, should be generally
encouraged by a system of bountics and drawbacks. This
doctrine was first rigidly applied by the French minister,
Colbert, but the policy of France was faithfully copted by
England and other commercial nations and ranked as an
orthodox theory of interpational trade,

The Balance of Trade doctrine estimated the worth of a
nation’s intercourse with another by the cxcess of the
export over the import trade, which brought a quantity of
bullien into the exporting country. This theory was also
widely spread, though obviously its general application
would have been destructive of all international commeree.
The more liberal interpretation of the doctrine was satisfied
with a favourable balance of the agaregate export over the
aggregate import trade of the country, but the stricter
interpretation, generally dominant in practice, required that
in the case of each particular nation the batance should be
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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 1702 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 1713 is thus
summarised by cne of its enthusiastic upholders— We
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 lands 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-
sumption of our own, and abate a great part of forty-two
millions which it now pays to the rents of our lands and
the labour of our people.”! Thus our policy was to confine
our import trade to foreign luxuries and raw materials of
manufacture which could not be here produced, drawn
exclusively 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 Ruropean 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 exchanges were prevented, and commerce was confined
to certain narrow and artificial grooves, while the national
industrial energy was wasted in the production of many
things at home which could have been more cheaply
obtained from foreign conntries 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 :—

b Smith, Aemorrs of Woal, vol. it 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 ; while
the making of cambricks was promoted, partly by pro-
hibiting the foreign and partly by giving fresh incentives,
though without success, to the manufacture of cambricks
within our island.  Indigo, cochineal, and logwood, the
necessaries of dyes, were allowed to be freely imported.” !

The encouragement of English shipping {partly for com-
mercial, partty for political reasons) touk c¢laborate shape in
the Navigation Acts, designcd to sceure for English vesscls
a monopoly of the carrying trade between Fngland and all
other countries which sent goods to English or to colonial
shores. This policy was supported by a network of minor
measures giving bounties to our colonies for the exportation
of shipping materials, pitch, tar, hemp, turpentine, masts,
and spars, and giving bounties at home for the construction
of defensible ships. "T'his Navigation policy gave a stronyg
foundational support to the whole protective policy.  Prol-
ably the actuating motives of this policy were wmore
political than industrial.  liolland, the first to apply this
method systematically, had imarcnsely strengthened her
maritime power.  Trance, though less successfully, had
followed in her wake. Doubtless there were many clear.
thinking Englishmen who, though aware of the damage
done to commerce by our restrictive regulations about
shipping, held that the maintenance of a powerful navy
for the defence of the kingdom and its forvign possessions
was an advantage which outweighed the damage?

The selfish and short-sighted policy of this protective
system found its culminating point in the treatment of
Ireland and the American plantations. The former was
forbidden all manufacture which might either directly or
indirectly compete with English industry, and was com-
pelled to deal exclusively with England; the Awmerican
colonies were forbidden to weave eloth, to make hats, or to

L Chalmers, Estimates, p. 145.
% Cf. Cunningham, Grewek of English fnfwitry, volo il p 292,
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forge a bolt, and were compelled to take all the manu-
factured goods reguired for their consumption from England.

The freedom and expansion of international commerce
was further hampered by the policy of assigning monopolies
of colonial and foreign trade to close Chartered Companies.
This policy, however, defensible as an encouragement of
early mercantile adventure, was carried far beyond these
legitimate limits in the eighteenth century. In England
the East Indian was the most powerful and successful of
these companies, but the assignment of the trade with
Turkey, Russia, and other countries to chartered companies
was a distinet 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.

Imports would fall into four classes.

-

Imports forbidden either (@) by legislative pro-
hibition, or (4) by prohilutive taxation.

2. Imports admitted but taxed.

3. Free imports.

4. Imports encouraged by bounties.

Exports might be graded in similar faghion,

1. Prohibited exports {eg, sheep and wool, raw
hides, tanned leather, woollen yarn, textile im-
plements,? eertain forms of skilled labour).

2. Exports upon which duties are levied (eg,
cnals?),

3. I'rec exports.

4. Exports encouraged by bountles, or by draw-
backs.

The unnatural and injurious character of most of this
legislation is best proved by the notable inability to
eﬂcctwely enforce its application.  The chartered com-
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 condemnation of our policy to

! Smith, [Fealth of Natren:, Bk, iv., chap. viil. 2 [fhid.
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wards France consisted in the growth of an enormous
illicit trade which, in spite of the difficulties which beset it,
made a considerable part of our agzregate foreign trade
during the whole of the century. The lack ol 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 sbould strengthen the head, and not at all
that these members should mutually strengthen each
other.”}

So, as we tried to get the better of our colonies, still more
rigorously did we apply the same methods to foreign
‘countries, regarding each gain which 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 qur-
sclves,

The slight extent of foreign intercourse was, however,
partly due to causes which are to be regarded as genuinely
economic. The life and expencnce of the great mass of the
population of all countries was extremely restricted ; they
were a scattered and rural 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-
sumnption 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 necessary with imported foreign labour,
to the importation of the products of such labour from
abroad.  So far as England, in particular, is concerned, the
attitude was favoured by the political and religious oppres-
ston of the French government which supplied England in-
the earlier eighteenth century with a constant flow of skilled
artisan labour.  Many English manufacturers profited by
this flow. Qur textile industrics in silk, wool, and linen,
calico-printing, glass, paper, and pottery are specially Le-
holden to the new arts thus introduced.

Among the economic barriers must be reckoned the

1 Grewth of English Indusesy, vol. 3 p. 303
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slight development of mternatlonal credit, and of the
nnchmery of exchange.

§ 4. These barners natural, political, social, econemic,
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 gquantity but the nature of the international trade.
The export trade of England, for example, in 1730 was
practically confined to woollen goods and other textile
niaterials, a small quantity of leather, ron, lead, silver, and
gold plate, and a certain number of re-exported foreign
preducts, such as tubacco and Indian calicoes. The import
trade consisted of wine and spirits, foreign foods, such as
rice, sugar, coffee, oil, furs, and some quantity of foreign
wool, hemp, silk, and linen-yarn, as material for our specially
favourcd mianufactures. Having regard to the proportion
of the scveral commodities, it would not be much exaggera-
tion to summarise our foreign trade by saying that we sent
out woollen goods and reccived foreign foods. These
formed the great bulk of our foreign trade! Excepting the
woollen goods and a small trade in metals, leather is the
only manufactured article which figured to any appreciable
extent in our cxport of 1730. At that time it is clear-that
in the main Enghsh manufzcture, as well as English agri-
culture, was for the supply of English wants. The same was
truc of other industrial countries. Holland and France,
who divided with England the shipping. supremacy, had 2
foreign trade which, though then deemed considerable, bare
no greater proportion to the total industry of these countries
than n the case of England. Germany, Italy, Russia,
Spain, and even Portugal were almost wholly self-sustained.

Regarding, then, the known and related world of that time
in the light of an industrial organism, we must ¢onsider it as
one in which the processes of integration and of differentia-
tion of parts has advanced but a little way, consisting as
yet of a number of homogeneous and inccherent national
cells.

This homogeneity is of course qualified by differences in
production and consumption due to climate, natural pro-

P Macpherson, Anmads, volo e e 155, 156,
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ducts, national character and institutions, and the develop-
ment of industrial arts in the several nations.

§ 5. This consideration of the approximate homogeneity
of the national units of world-industry gives a higher
scientific value to the analysis of a single typical indus-
trial nation such as Lngland than would be the case in
modermn times, when the work of differentiation of industrial
functions among the several nations has advanced much
further,

Taking, therefore, the national industry of England as the
special subject of analysis, we may seek to obtain a clear
conception of the size, structure, and connections of the
several branches of industry, paying special regird to the
manufactures upon which the new industrial forces were
chiefly to operate.

It is not possible to form a véry accurate eslimate
of the relative importance of the different industries as
measured either by the money value of their products,
or by the amount of labour engaged in producing them,
Eighteenth century statistics, as we saw, furnished no
close estimate of the total income of the nation or of
the value of home industrics. Since no direct census
of the English population was taken beforc 1803, the
numbers were never exactly known, and eighteenth century
economists spent much time and ingenuity in trying to
ascertain the growth of population by calculations bascd
upon the number of occupicd houses, or by generalising
from slender and unreliable local statistics, without in the
end arriving at any closc agreement.  Still less reliable will
be the estimates of the relative size and importance of the
different mdustries,

Two such attempts, however, ane slightly prior to the
special period we are investigating, and one a little later,
may be taken as general indications of the comparative im-
portance of the great divisions of industry, agriculture,
manufacture, distnbution or commerce.

The first is that of Gregory King in the year 1088
King's calculation, however, can only be regarded as roughly
approximate. The quantity of combined agriculture and
manufacture, and the amount of domestic industry for
domestic consumption, renders the manufacturing figures,
however carefully they might bave Leen collected, very
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The same criticism, though to a less degree,

deceptive.

applies to the estimate of Arthur Young for 1769,
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If to Young's estimate of the population dependent
upcen agriculture we add the class of landlords and their
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direct dependents and a proper proportion of the non-
industrious poor, who, though not to be so classed in a
direct measurement of occupations, are supported out of
the produce of agriculture, we shall see that in 1769 we are
justified in believing that agriculture was in its productive-
ness almost equivalent to the whole of manufactures and
commerce.

In tuming to the several branches of manufacture, the

abnormal developmeut of one of them, viz. the woollen,
for purposes of foreign trade, marks the first and only con ,
siderable specialisation of English industry before the advent.~”
of steam machinery. With the single exception of woollen
goods almost the whole of English manufactures were for
-home consumption. At thc opening of the eighteenth
century, and even as late as 1770, no other single manu-
facture played any comparable part in the composition of
our export trade.

According to Chalmers,? in the period 169g9-1701, 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 1769-71 it still amounted to nearly one-third of
the whole, giving entire or partial employment to no fewer
than *a million and a hall 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 1720 England seems to
have developed her mining resources so imperfectly as to
be in the condition of importing from foreign countrics
20,000 out of the 30,000 tons required for her hardware
manufactures.?  Almost all this iron was destined to home
consumption with the exception of hardware forced upon
the American colonies, who were forbidden to manufac-
ture for themsclves. In 1720 it is calculated that mining
and manufacture of iron and hardware employed 200,000
persons.?

Copper and brass manufactures employed some 30,000
persons in 57204

Silk was the only other highly developed and constder-

1 Chalmers, Zstimate, p- 208, Sce, however, Baines, who gives a
sﬁghﬂy smaller estimate, fistory of the Cottort Nanufacture, p. 112,
Macpherson, Asnals, vol. i p.o114.
B JHd., vol. Dl p. 73 4 Jend, voll il pe 73



44 THE EVOLUTION OF

able manufacture. It had, however, to contend with
Indian competition, introduced by the East India Com-
pany, and also with imported calicoes.! 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 very small manufactures during the first
half of the eighteenth century. At the beginning of the
century the linen trade was chicfly in the hands of Russia
and Germany, although it bad taken root in Ircland as
catly as the close of the seventeenth century, and was
worked to some extent in Lancashire, Leicestershire, and
round Darlington in Yorkshire, which districts supplied the
linen-warp to the cotton weavers.?  As for cotton, even in
1760 pot more than jo,000 persons were engaged in the
nianufacture, and in 1764 the cotton exports were but one-
twentieth of the value of the woollen exports.?  The small
value of the cotton trade and an anticipatory glance at its
portentous  after-growth is conveyed in the following
figures :—

Howme Market. Export Trale.
1766 £379,247 £220,759 (Postletwayte)
1819 21 53,044,000 15,740,000\ s 4
1820-31 13:351,000 18,074,000 {Ellison)

The many other little manufactures which had sprung up,
such as glass, paper, tm-plate, produced entirely for
lomie consumption, and employed but a small number of
workers.

§ 6. Ifwe turn from the consideration of the size of English
industry and the several departments to the analysis of its
structure and the relation to the several trades, we shall find
the same signs of imperflect organic development which we
found in the world-industry, though not so strongly marked.
Tust as we found cach country in the main selfsufficing, so we
find each district of England {(with a few significant excep-
tions) éngaged chiefly in producing for its own consumption,
There was far less local specialisation in industry than we

1 Swmith, dewoirs onr oo/, vol. di. pp. 19, 43.

2 Smith, #éad., vol. 3. o 270; of. alse Cunningham, Growth of
Fnglish Industry, vol. ii. . 300,

& Toynhee, fadustrial Kevodulion, p. 50,

4 Gehlze-Gaevernity. [er Grossbetrich, p. 77, The estimates of the
annual importation of cotton wool duriog the eightecnth century, ck
Cunningham, vol il. p. 624,
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find to-day. The staple industries, tillage, stockraising,
and those connected with the supply of the common
articles of clothing, furniture, fuel, and other necessarics
were widespread over the whole country.

Though far more advanced than foreign intercourse, the
internal trade between 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 freedom of commerce
as now subsists were very considerable in the eighteenth
century. The condition of the main roads in the country at
the opening of the ¢entury 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, which were driven on foot from the
neighbouring counties inte London and other large markets.!
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 manapoly of winter
supply and high prices.? The growth of turnpike reads,
which proceeded apace in the first half of the century, lod
to the large substitution of carts for pack horses, but cven
these roads were found “ execrable” by Arthur YVoung, and
ofl the posting routes and the neighbourhood of London
the communication was extremely difficult.  “ The great
roads of England remained almost in this ancient conditian
even as late as 1752 and 1754, when the traveller scldom
saw a turnpike for two hundred miles after leaving the
vicinity of London.”?

Rivers rather than roads were the highways of commerce,
and many Acts were passed in the carlier eighteenth
century for improving the navigability of rivers, as the I'rent,
QOuse, and Mersey, partly in order to facilitate internal
trade and partly to ¢nable towns like FLeeds and Derby to
engage directly in trade by sea,* and to conneet adjoining
towns such as Liverpool and Manchester. In 1755 the
first canal was constructed, and in the fatter part of the
century the part played by canals in the development of the

Y Defoe, Toter, vol. i, p. 371. ¥ Clalmers, pu 124, 123,
? Jbid., wol. ii. p. 370. * Defoe, four, vol. iil. p. 9, etec.
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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 area of the market for most products was
extremely narrow.

The facile transport of both capital and labour, which is
essential to highly specinlised 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! in many trades, and the
Law of Settlement by impairing mobility of labour, are
to be regarded as essentially protective measures calcu-
lated to prevent that concentrated application of capital and
labour required for specialisation of industry,

Within the nation we had for the most part a humber of
self-sufficing communmes, or, in other words, there was
little specnalismon of function in the several parts, and
little integration in the national industry.  With the single
exception of Holland, whose admirable naturat and artificial
water communication seemed to give unity to its commerce,
the other countries of LEurope, France, Germany, Italy,
Spain, 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 1s important to observe the degree
and character of that spectahsation.

We find various branches of the woollen, silk, cotton,
iron, hardware, and other manufacturcs allocated to certain
districts.  But if we compare this specialisation with that
which obtains to-day we shall cbserve wide differences.

In the first place, it was far less advanced. The woollen
industry of England, though conveniently divided into three
districts——one in the Eastern Counties, with Novwich, Col-
chester, Sandwich, Canterbury, DMaidstone, for principal
cenlres ; one in the West, with Taunton, Devizes, Bradford
(in Wilts), Frome, Trowbridge, Stroud, and Exeter; and
the third, in the West Riding, is in reality distributed over

Y 8mith, ealth of Nations, vol. i, chap. x., part 2.
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almost the whole of England south of the Thames, and over
a large part of Yerkshire, to say nothing of the widespread

INDUSTRIAL ENGLAND IN 1730

LARGE TEXTILE DISTRIcT$HDSE | 20N CEntRes &
TEXTILE ¢ENTRES W TEXTILE AND IROY DISTRICTS T3
LARGE IRON DISTRICTS

EPT'.E}I.A}T;DT

production, either for private consumpticn ot for the market,
in Westmorcland, Cumberland, and indeed all the North of
England. Where the land was richer in pasture or with
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easier access to large supplies of wool, 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 enly part of England which Defoe regarded as
definitely specialised in manufacture is part of the West
Riding, for though agriculture is carried on here to some
extent, the chiel manufacturing district is dependent upon
surrounding districts for its main supply of food.!

Iron, the industry of next, though of far inferior import-
ance, was of necessity less widely distributed.  Butin 1737
the fifty-nine furnaces in use were distributed over no fewer
than fiftcen counties, Sussex, Gloucester, Shropshire, York-
shire, and Northumberland taking the lead.? So too the
industries engaged in manufacturing metal goods were far
less concentrated than in the present day. Though Sheffield
and Birmingham even in Defoe’s time were the great centres
of the trade, of the tota] consumption of the country the
greater part was made in smiall workshops scattered over the
land,

Nottingham and l.cicester were beginning to specialise in
cotton and woollen hosiery, but 2 good deal was made round
London, and generally in the woollen counties of the south.
Silk was more specialised owing to the importation of
special skill and special machinery to Spitalsfield, Stockport,
Derby, and a fow other towns.  In Coventry it was only the
second trade in 17273

The scattered crafts of the wheelwright, the smith, car-
pentet, 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 shall see that even those trades which
are allocated to certain local arcas are much less concen-
trated within these areas than is now the case,

But though stress is here laid upon the imperfect differen-
tiation of localities in industry, it is not to be supposed that
the eighteenth century shows England a simple industrial
commumity with no considerable specialisation,

1 Tyefoe, Tonr, voll iii. p. 84
? Scrivener, istory of the Iran Trade.
5 Defoe, Zoeer, vol. il p. 323
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Three conditions of specialised industry are clearly
discernible in the early eighteenth century — conditions
which always are among the chief determinants.

1. Plhysical aplifudes of soil—e.2, since timber was still
used almost entirely for smelting, iron works are found
where timber is plentiful or where river communication
makes it easily procurable.  So the more fertile 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 Lancashire. By nature it
was ilbsuited for agriculture, and thercfore its inhabitants
employed themselves largely in the cotton and woollen
trades. 'The numerous htle streams which flowed from
the hills to the neighbouring sea gave plenty of water-
power, and thus made this district the home of the earlier
mills and the cradle of machine-industry.!  The “grit" of
the local grindstones secured the supremacy of Sheffield
cutlery, while the heavy clay required for the ““seggars,” or
boxes in which pottery is fired, helped to determine the
specialisation of Staffordshire in this industry.?

2, faclity of Alarket.—--"The country round Tondon,
Bristol, and other larger towns became more specialised
than the less accessible and more evenly populated parts,
because the needs of a larze town population compelled
the specialisation in agriculture of much aof the surrounding
country; cottagers could more casily dispose of their manu-
factures; improved roads and other facilitics for convey-
ance induced a specialisation impossible in the purely rural
patts.

3. The Nature of the Commodity. —When all modes of
conveyance were slow the degrec of specialisation depended
largely upon the keeping quality of the goods.  From this
point of view hardware and textiles are obviously more
amenable to local specialisation than the more perishable
forms of foorl.  Whicre conveyance is difficult and expensive
a commodity Lulky for its value is less suitable for local

! Schulze-Gaevernilz, Der Grosshetrieh, - 52

® L Marshall, Drinciples, po 3280 In the case of Staffordshire,
however, 1hcre existed an early trade in wooden platters dependent
on quality of limber and (raditional skili.  When the arts ol pottery
came in, the new 1rade Taken up in the -ame locality ousted the old,
thouph there was no particular loeal advantage in materials,
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specialisation in production than one containing a high
value in small weight and bulk, So cloth is more suitable
for trade than corn;! and coal, save where navigation is
possible, could not be profitably taken any distance.?

The common commodities consumed, as food, fuel, and
shelter, were thus excluded from any considerable amount
of specialisation in their production.

§ 8. Turning from consideration of the attributes of
goods and of the means of transport which served to limit
the character of internal trade and determine the size of
the market, lel us now regard the structure of the market,
the central chject in the mechanism of internal commerce.

The market, not the industry, is the true term which
expresses the group of organically related businesses.
How far did England present a national market? How
far was the ypical market a district or purely local
one?

The one great national market town was London. It
alone may be said to have drawn supplies from the whole
of England, and there alone was it possible to purchase at
any season of the year every kind of produce, agricultural
or manufactured, made anywhere in England or imparted
from abroad. This flow to and from the great centre of
population was incessant, and extended to the furthermost
parts of the land.  Other large towns, such as Bristol, Leeds,
Norwich, mamntained close and constant relations with the
neighbouring counties, but exchanged their produce for
the most part only indirectly with that of more distant parts
of the country.

The improving communication of the eighteenth century
enabled the clothiers and other leading manufacturers to
distribute more of thetr wares even in the remotest parts of
the country, but the value paid for their wares reached the
vendors by slow and indirect channels of trade, passing for
the most part through the metropolis,

But while London was the one constant national
market-place, national trade was largely assisted by fairs
held for several weeks each year at Stourbridge, Winchester,
and other convenient centres. At the most important of

U Smith, Wealth af Nations, Book 1L, chap. il
? Wesimoreland coal did not compete in the Newcastle market.--
Woealth of Nations, Book L., chap, s p.oa
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these the large mierchants and manufacturers met their
customers, and business was transacted between distant
parts of the country, including all kinds of wares, English
and foreign. Thus we had one constant and two or three
intermittent avenues of free national trade. The great
bhulk of markets, however, were confined within far smaller
areas.

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

It was, however, in the general market-places of the
county town or smaller centres of population that the
mass of the business of cxchange was transacted. There
the mass of the small workers in agriculture and manu-
facture brought the product of their iabour and sold it,
buying what they necded for consumption and for the
pursuance of their craft.  Only in considerable towns were
there to be found in the eatlier eighteenth century any
number of permanent shops where all sorts of wares could
be bought at any time.  "I'he weekly market in the market-
town was the chief mediuni of commerce 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 clements of national cohesion
are feeble as compared with those which subsist now., We
have a number of small local communitics whaose relations,
though tolerably strong with other communitics in their
immediate neighbourhood, become greatly weakened by
distance. For the most part these small communities are
self-sufficing for work and life, producing most of thelr owa
necessaries, and only dependent on distant and unkoown
producers for their comforts and luxurics.

Trade is for the most part conducted on a small local basts
with known regular customess; markets are less fluctuating in
quantities of supply and in prices thaa in modern days.

Outside of agriculture the elements of speculation and
fluctuation are almost entitely confined to furcicn trade.
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Capital and labour are fixed to a particula: locality and a
particular business.}

§ 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 were largely combined with agri-
culture.  Where 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.? Every
woman and child above the age of five found full employ-
ment in the spinning and weaving trades of Somerset and
the West Riding.?

This method prevailed more generally in the spinning
than in 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 thesc 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. Ar West Bromwich,
a chief centre of the metal trade, agriculture was still carned
on as a subsidiary pursuit by the metal workers.*  So too
the cutlers of Sheffield living in the outskirts of the town
had their plot of land and carried on agriculture to a small
extent, a practice which has lasted almost up to the present
day.  The combined agriculture and manufacture often

! Adam Smith, writing later in the century, observes with some
exaggeration, '* A merchant, it has been said very properly, is not
necessarily the citizen of a particular country, It is in a great measure
indifferent to him from what place he carries on his trade, and a very
trifling disgust will wmake him remeve his capital, and together with it
all the industry which it supports, from one country to another.”—
Rook III., chap. iv,

? Defoe, volu i p. 37. ¥ AL vol il p. 17,

F o dunaly of Agviculiure, chap. iv. p. 137,
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took the form of a division of labour according to season.
Where the weaving was not concentrated in lowns it
furnished a winter occupation to many men who gave 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 Defce gave of
the condition of affairs in the neighbourhood of Halifax,
He found ‘““the land divided into small enclosures from two
acres to six or seven acres cach, seldom more ; every three
or four pieces of land had a house belonging to it—one
continued village, hardly 2 house standing out of speaking
distance from anocther—at every house a tenter, and on
almost every tenter a piece of cloth or kersie or shalloon—
every clothier keeps a horse—so every onc generally keeps
a cow or two for his family.”?

Not only were agriculture and many forms of manufacture
conjoined, but the division of labour and differentiation of
processes within the several industries was not very far
advanced. The primitive tillage of the common-ficlds
which still prevailed in the early eighteenth century, though
the rapid enclosure of commons was cffecting a considerable,
and from the wealth-producing point of view, a very
salutary change, did not favour the specialisation of land
for pasture or for some particular grain crops. Each hittle
hamlet was engaged in providing crops of hay, wheat, barley,
oats, beans, and had to fulfil the other purposes required by
a self-subsisting community.  This arose partdy from the
necessity of the system of land tenure, partly from ignorance
of how to take advantage of special qualities and positions
of soil, and partly from the selfsutficicney imposed by
difficulties of conveyance. As the century advanced, the
enclosure of commons, the increase of large farms, the
application of new science and new capital led to a rapid
differentiation in the use of land for agricultural purposcs.
But in the earlicr part of the century there was little
specialisation of land except in the West Riding and round
the chief centres of the woollen trade, and to a less cxtent
in the portions of the counties round London whose position
forced them to specialise for some particular market of the
metropolis.

! Drefoe, vol. it pp. 78, 79.
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§ 10. Az the small agriculturist on a self-sufficing farm

must perform: many different 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 carpenter, and other handi-
craftsmen performed a far larger number of different pro-
cesses than they do now.  Moreover, each household, in
addition to its pnncipal employments of agriculture and
manufacture, carzied on many minor productive occupations,
such as baking, brewing, butter-making, dressmaking, wash-
ing, which are now for the most part special and inde-
pendent branches of employment.

In the more highly-developed branches of the textile
and metal trades the division of processes appears at first
sight more sharply marked than to-day. The carder,
spinner, weaver, fuller in the cloth trade worked in the
several processes of converting raw wool into finished cloth,
related to one another only by a senies of middlemen who
supplied them with the material required for their work and
received it back with the impress of their labour attached,
to hand it out once more to undergo the next process.!
DBut though modern machine-production will show us these
various processes drawn together into close local proximity,
sometimes performed under the same roof and often making
use of the same steam power, we shall find that a chief
object and effect of this closer local co-ordination of the
scveral processes s to define and narrow more precisely
the labour of cach worker and to make the spinner and the
weaver confine himsclf to the performance of a fractional
pact of the full process of spinning or weaving, Thus we
find that Enulish industry in the early eighteenth century is
marked on the one hand by a lack of clear differentiation

_as regards industries, and on the other hand by a lack of
minute differentiation of processes within the industry,

§ 11. Upon the area and siructure of the market depends
the size and character of the unit of Industry—the Business.

VCL o Burnley, 1o/ and {Hool-combing, p. 417.
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“Thus the handicraft or guild system is associated with the
town ecoromy, the domestic or commission system with the
national economy, and the factory system with the world
cconomy.” !

In the study of the compesition of capital, labour, and
direction in a business, the following are points of dominant
importance :

a. The ownership of the raw material,
. B. " " toals {and sources of non-
Capital. human power).
¥. vs . workplace,

6. The labour-power.
- ¢. The work of supenatendence and management.

{ The work ol marketing.

In other words, in the operation of an industrial Business,
an cmployer organises and directs the application of labour-
power working with tools upon raw materials in a workshop
or factory, and sells the product. Now all these six func-
tions may be combined in a single person or fannly, or
they may be divided in various ways among lwo or many
persons.  The simplest form of manufacturing busiiess
would be- one in which an mdustrial family, growing or
buying the materials and tools, and working with the power
of their own bodies in their own howe, under the direc-
tion of the head of the household, produce commoditics,
partly for their own consumption, partly for a small local
market.

Omitting all consideration of the virtually self-sufficing
economy of the farmers and cottagers who, praducing foml,
clothing, etc., for their own consumption, cannot rank as
business-units for our purposes, we tind even in cigliteenth-
century England a large number of town and rural industries
in which the differenliation from the primitive tyvpe has only
just begun.

The simplest structure of “domestic” manufacture is that
in which the farmer-manufacturer s found purchasing his

V Industrial Organisation tn tie Sixicenii and Siven.centit Ceninries.
Unwia, p. 10,
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own material, the raw woeol or flax if he is a spinner, the-
warp and weft if he is a weaver, and, working with bis
family, produces yarn or cloth which he sells himself, either
in the local market or to recular master-clothiers or
merchants. The mixed cotton weaving trade was in this
condition in the carlier years of the eighteenth century.
“The workshop of the weaver was a rural cottage, from
which, when he was tired of sedentary labour, he could
sally forth into his little garden, 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 children, and was carded and spun by the elder
girls, assisted by his wife, and the yarn was woven by
himsell, assisted by his sons.”}

The weak point in this economy Jay in the trouble and
uncertainty of marketing the product. It was here that the
merchant, who represents the earliest form of industrial
capitalism, presses in upon the self-employing artisan-
capitabist.  Taking from the small preducer his product,
paying him for it, and undertaking the trouble, delay,
and risk of finding consumers to purchase it at a
price which will yield lim a profit, the merchant relieves
him of the function which he is least competent to per-
form.

From the habit of selling his product to a specialist
middieman, it is a small step to receiving “orders” from
the latter.  But where, as is usual, the raw material, or some
of it, has to be bought by the producer, the Iatter is apt to
find that this huying is almost as troublesome as selling, and
so he is easily induced to receive his warp and woof, or
other materials, from the same merchant who takes from
Lim his product.

S the ownership of the raw material often pass:s from
the “independent” smiall workman into the hands of the
organising mcrchant or middleman, who, as early as the
seventeenth century, in the clothing trade is found usurping
the title “manufacturer.”

This stage, where the workman reccives his “orders” and
his “materials ® from another, while retaining the disposal
of Lis labour-power and working with his own tools in his

Y Ure, History of the Cottorr Masu‘ecture, vol. i, p. 224,
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own home or workplace, prevailed widely in the textile
industries of rural England.

The condition of the cotton-trade in Lancashire about
1750 illustrates most clearly the transition from the inde-
pendent weaver to the dependent weaver. So far as the
linen warp of his fabric was concerned he had tong heen in
the babit of receiving it from the larger * mauufacturer” in
Bolton or in Ddanchester, but the cotton yarn he bhad
hitherte supplied himeself, using the yarn spun by his own
family or purchased by himself in the neighbourhoud. The
difficulty of obtaining a steadv, adequate supply, and the
waste of time involved in trudging about in search of this
necessary material, operated more strongly as the market
for cotton goods expanded and the pressure of work made
itself felt.l It was this pressure which we shall see acting
as chief stimulus to the application of new inveations in
the spinning? trade.  In the interim, however, the habit
grew of receiving not only linen warp but cotton weft from
the merchant or middieman. Thus the owneiship of the
raw material entirely passed out of the weaver's hands
though he continued to ply his domestic craft as for-
merly.8  This had grown inte the normal econdition of
the trade hy 1750, ‘I'he stocking-trade illusirates one
further encroachment of the capitalist system  upon
domestic industry.  In this trade not only was the material
given out by merchants, but the ‘‘frames” used for
weaving were likewise owned by them, and were rented
out to the workers, who continued, however, ta work in
their own homes.

But this stage of business organisation, where the material
is provided and the product taken by an outsider, a mer-
chant or other customer, is by no means contined to the
country weaver. It is frequently to be traced as a stage in
the decline of a town trade-guild.  When, for examp'e, the
processes of the cloth manufacture became specialiscd, the
weaver, fuller, bureller, finisher, and dyer becoming sceparate
trained handicrafts, it happened sometimes that one or other
of these related crafts became strong enough to set up as

! Baines, HAistory of the County Falatine of Lancasiuve, vol. ii

P 413 ) ‘
3 Ure, History of Cotton Manwtactare, vol. 1. . 224, etc.
3 . Aikin, Histery of Manchester (quoled Baines, p. 406).
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employers of the others, and gave out wark for them to de.
So it seems that in the later thirteenth century a number of
the burelters 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.!

Wihen the raw material is given 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 out of tools or machines. In London, as early as the
thirteenth century, big master-weavers seem to have hired
out looms to small weavers.?  Similarly in the stocking-
trade, at a much later period, “ frames” as well as material
were let out by merchants to the workers, who continued to
work 1n their own homes.?

§ 12. Two further steps remained to be taken in the
transition from the *‘domestic” to the “factory” system, the
one relating to the ownership of “power,” the other to the
workplace.  (2) The substitution of extra-human power
owned by the empleyer far the physicat power of the
worker; {#) the withdrawal of the workers from their
homes, and the concentration of them in factories and
workplaces owned by the capitalists.

Although these steps were uot completely taken until the
age ol steam bad well sct in, before the middte of the
eighteenth century there weire found examples of the factory,
complete in its essential character, side by side and in
actual competition with the earlier shapes of domestic
industry.

Capitalist ownership of extra-human industrial “ power ”
was of course narrowly restricted before the age of steam,
Water-power, horse-power, and to a much smaller extent,
wind-power, were utilised.  But the maost important services
water rendered to industry prior to the great inventions
were in facilitating the iransport of goods, and in ceftain
subsidiary processes  of manufacture such as  dyeing
Though a considerable number of water-mills existed early
in the century, they plaved no large part in manufacture.
A natural foree so striclly confined in quantity and in local
application, and subject to such great waste from the back-

! Unwin, pp. 27, 20. 3 2bid., p. 29.
* Cooke Tayler, Fhe Modern Factervy System, p. 69,
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ward condition of mechanical arts, was not able to serve to
any great extent as a substitule 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 coneentrating
labour, certain other notable economies of large-scale pre-
duction were beginning to assert themsclves in all the
leading manufactures. Indeed so powerful are some of the
economies of division of labour and cg-operation even in a
primitive condition of the industrial arts, that Professor
Ashley considers it not improbable that the great manu-
factory might have become an important or even a dominant
feature of the woolien trade as early as the sixteenth century,
if legislative enactments had not stood io the way.! Asat
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 any great extent,
They contlinued for the most part to work in their own
houses, though for material and sometimes for the im-
plemients of their craft they were dependent upon somie
merchant or large master-manufacturer.  This was the con-
dition of industry in the ncighbourhood of Leeds in 1725,
“The houses are not scattered and dispersed as i the
vicarage of Halifax, one by one, but in willages, and those
houses thronged with people and the whole country in-
finitely populous.”? In the more highiy-developed branches
of the cloth trade, however, where the best looms were a
relatively costly form of capital, the feundation of the
factory system was clearly Iaid.  In Norwich, [rome,
Taunton, Devizes, Stourbridge, and other clathing contres,
Defoe found the weaving industry highly concentinted, and
rich cmployers owning considerable numbers of looms.
Some of this work was put out by the masterananufacturess,
but other work was done in large sheds or other premises
owned by the master. This larze organised “business,” half
factory, half demestic, continucd to prevail in the impartant
West of England clothing industry up to the close of the
eighteenth century. *“The master clothier of the Westof
England buys his wool from the tmiporter, il it he foreign,
or in the fleece if it be of domestic growth ; alter which, in

Y Economic Ifistory, vol. il p. 237,
? Defve, Zour, 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; 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 West of
England.” !

S0 again, in the cotton industry of Lancashire, the hold
which the merchants had got over the weavers by supplying
them with warp and weft led in some cases, before the
middle of the century, to the establishment of small
factories comaining a score or two of looms, in which hired
men were employed to weave. A little later, though long
before steam power, Arthur Young finds a factory at
Darhington with over fifiy looms, a factory at Boynton with
130 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 beginning 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 could be obtained over a scattered population
of agricultural manufacturers.

Thus by a series of economic changes the several func-
tiens of the independent craftsman have been taken from
him, until he is left in possession of his labour-power
alene, which he must seli to an employer who furnishes
materials, tuols and machinery, workplace, and superintend-
ence, and who owns and markets the production of bis
labour.  IFrom a free craltsman he has passed into a ““ hired
hand.”

In this growth of capitalistic structute there have, of
course, been varivus halting places, temporary or lasting.
The small cra'tsman or other producer working in his own
premises with his own tools and machinery, sometimes with
his own power, using his own labour or that of a few hired
workers, has survived in many departments of industry.

S Report of the Conimissivn on che Hoollen Mannfaciure of England
(1566).
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From early times many sorts of craltsmen have received
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 days in many parts of
Germany and Switzerland cobblers, tatlors, coopers, some-
times saddlers, carpenters, wheelwrights, were a nomad folk,
not only working on material supplied by others, but
working in the houses of their customers. In medieval
times it was chicfly where some sort of fixed plant or
machinery were required, such as mills, ovens, forges,
loomis, that customers gave out the material to be made up
in the workplace of the artisan.!

Even in the most advanced countries, where tools or
machines are easily capable of transport, the itinerant
craftsman still survives—eg. tinkers and coopers, and
among women’s work that of the dressmaker and
seamstress, In the less advanced LEuropean countries
a great deal of work remains in this stage. *“In Russia
and the southern Slav countrics there are hundreds
of thousands of wage-workers, belonging especially to the
building and clothing trades, who lead a continuous
migratory life, and who, on account of the great distances
travelled, often remain away from home half a jear or
more.”?

While the receipt of raw materials and “orders” from
merchants or other producers has commonly been the first
stage in the breakdown of an independent husiness, this
is by no means universally the case. ‘Fhere are many
instances where all the factors of an independent business
survive except the ownership of the raw material.  In the
textile trades great capitalist businesses, engaged in
dyeing, bleaching, printing, etc, survive in this stare,
while in shipping yards and in the metal and machine
manufactures large numbers of repaiving trades stand on
this looting.

A fur her variety is furnished in the feod and drink
trades. The maltster, brewer, miller was in mediazval times
the owner of kilns, brewing-house, ar mill, to which the
customer not only brought his own materials, but where he

Y Cf. Biicher, fadnustrial Evoluiion, p. 53.
2 Diichiez, p. 164
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personally superintended 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 bears to labour in the industrial unit. Itis
this fact that enabled the “domestic” worker to hold his
own so long in so many industries as the owner of a sepa-
rate business. So long as the mechanical arts are slightly
developed and tools are simple, the proportion of * fixed
capital” to the business is smail and falls within the means
of the artisan who plies his craft in his home. So long as
tools are simple, the processes of manufacture are slow,
therefore the guantity of raw material and other “ circuiat-
ing capital ™ is small and can also be owned by the worker.
The growing divorcement in the ownership of capital and
labour 10 the industrial unit will be found to be a direct
and most impertant resolt of those improvements in
inechanical arts which, by continually increasing the
proportion ol capital to labour in a business, placed
capital more and more beyond the possession of those
who supplied the labour power required to co-operate in
production.

in the middle of Jast century there were very few
instances of a manufacturing business in which a large
capital was engaged, or n which the capital stood to
the labour in anything like modern propottion. It was
indeed  the merchant and not the manufacturer who
represented the most advanced form of Capitalism in the
eighteenth century.  l.ong before Dr. Johnson's discovery
that “an Bnglish merchant is a new species of gentleman,”
Defoe had noted the rise of merchant-princes in the
Western clothing trades, observing that “ many of the great
families who now pass for gentry in these counties have
been ariginally raised from and built out of this trely noble
manufacture.”? These wealthy ensreprencurs were some-
times spoken of as “ manufacturers,” though they had no
claim either upon the old or the new signification of that

! Teur, vol. i, p. 35,
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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 being the most highly
developed, evolved several species of middiemen, including
under that term all collectors and distributors of the raw
material or finished goods. ‘

{2) One important class of “ factars ” engaged themselves
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 an unscrupulous
manipulation of the credit system which was growing up
in trade.!

(6) The “clothiers” themselves must be regarded in
large measure as middleman-collectors, analogous in func-
tion to the distributors, who still rank as one of the grades
of middlemen in the cheap clothing trade of London
to-day.?

(¢) After the cloth was made three classes of middlemen
were engaged in forwarding it to the retailer—{1) travcl-
ling merchants or wholesale dealers who attended the big
fairs or the markets at Leeds, Halifax, Exeter, etc., and
made large purchascs, conveying the goods on pack-horses
over the country to the retail trader; (2} middlemen who
sold on commission through London factors and ware-
housemen, who in their turn disposed of the goods tn
shopkeepers or to exporters; (3) merchants dircetly on-
gaged in the export trade,

With the exception of shipping and caral transport
{which became important after the middle of the century)
there were no considerable industries related to manu-
facture where large capitals were laid down in fixed plant
Even the capital sunk in pormancint improvements of
land, which played sc important a part in the development
of agriculture, belonged chicfly to the latter years of the
eighteenth century.  Almost the only persons who wiclded
large capitals within the country were those merchants,
dealers, or middlemen whose capital at any given time
consisted of a large stock of raw material or finished

! For an interesting account of the cunning devices of ** factora ™ see
Smith's Memoirs of 1¥oel, vol. it . 311, ete
8 Cf. Booth, Labaur and Life of the FPeople, vol. 1, p. 486, cte
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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 Londont Until 1759 the Bank of England 1ssued no
notes of less value than £ zo,

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
Fast Indiz Company were the only examples of really
large and safe investments 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 forcign trade, such as the East India Company,
the Hudson’s Bay Cempany, 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 ciearly the narrow limitations for sound capitalist
co operation.  Iiven foreign trade on joint-stock lines could
only be maintained successfully on condition that the
comnpetition of private adventurers was precluded.

Joint-capital had yet made no inroad into manufacture,
one of the earliest instances being a company formed in
1764 with a capital of £1co,000 for manufacturing fine
cambrics.?

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 :—*The only
trades which it seems possible for a joint-stock company
to carry on successfully, without an exclusive privilege, are
those of which all the operations are capable of being
reduced to what is called a routine, 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 war;
thirdly, the trade of making and maintaining a navigable

! Toynbee, Zndnstrial Revolution, p. §5.
! Cunningham, vol. ii. p. 3350.
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cut or canal; and fourthly, the similar trade of bringing
water for the supply of a great city,”?

In other words, the businesses amenable to joint-stock
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 ocutside.

Y Wealth of Nation:, Bk, V., chap, i., part 3.
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CHAPTER 1V,

THE ORDER OF DEVELOPMENT OF MACHINE INDUSTRY

§ 1. A Mackine differentiated from a Tool,

§ 2. Machinerv In Relation o the Character of Human®
Labour.

§ 3. Coutributions of Machinery fo Productive Power.

§ a. AMMain Factors in Developnmient of Mackhine Industry.

§ 5. Jmportance of Cotton-trade in Mackine Development.

§ 0. History refutes the " Heroic” Theory of ITnvention,

§ 7. Application of Mackinery to other Textile Work.

§ 8. Reverse order of Development in Tron Trades.

§

o. Leading Deferminants (n the General Application of
Mackinery and Steam-Motor.

. Order of Development of modern Industrial Methods
in the several Countries— Natural, Racial, Political,
Feonomir.

e
[o]

§ 1. Itappears thatin 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, with the view of discovering the economic bear-
ing of these changes.

A full inductive treatment would perhaps require this
inquiry to be prefaced by =z full history of the inventions
which in the several industries mark the rise of the factory
system and the adoption of capitalist methods.  This, how-
ever, is beyond the scope of the present work, nor does it
strictly Lelong to our scientific purpose, which is not to
write the narrative of the indnstrial revolution, 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 modern evolution of industry requires
that a distinct answer should be 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. Modern machinery in its most
developed shape consists, as Karl Marx points out, 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 1s 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 watcr-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 whale mechanism are there
solely for putting the working machines in motion, hy
means of which motion the subject of labour is scized upon
and modified as desired.”!

Although the development of modern machinery 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 differences between machines 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 potter’s-wheel.  To these tools man stands
in a double rclation.  He is handicraftsman in that
he guides and directs them by his skill within the

U Karl Marx, Cafdfal, p. 367.
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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. Tt is the former of these two
relations which differentiates the tool from .the machine.
When 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
ather tool or mechanical implement, it ceases to be a tool
and becomes part of a machine. The economic advantage
of the carly 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.! 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 eatlier 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 scwing-machine illustrates the latter, as
the knife-cleaning machine illustrates the former.

The machine is inherently a more complex structure
than the tool, because it miust contain within itself the
mechanical means 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 wsing a working machine the transmitting

1 Marx pnints oul how in many of the mnst highly evolved machines
ile original ton! survives, illustraling this from the originat power-
loom. Capital, vol. 1. 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 upen
the form of the working machine itself. The man placed
in charge of a machine determines whether it shall act,
but only within very narrow limits how it shall act. The
two characteristics here brought out in the machine,
complexity of action and self-direction or automaltic
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 not 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, which are regulated by fixed laws of their
construction that make them abzolutely dependent on the
carlier processes. .\ achine is in the nature of its work
largely independent of the individua! control of the
““tender,” because it is in its construction the expression
of the individual contral and skitt of the inventor A
machine, then, may Le described as a complex tool with a
fixed relation of processes performed by its parts. Lven
here we cannot profess to have reached a definiton which
enables us in all cases to nicely discriminate machine from
tool. It is easy to admit that a spade is a tool and not a
machine, but if a pair of scissars, a lever, or a crane are
tools, and are considered as performing single simple
processes, and not a number of organically relative processes,
we may by a skilfully amranged gradation be led on to
include the whole of machinery under tocls. This ditfi-
culty is of course one which bescts all work of definition.

But while it is not easy by attention to complexity of
structure always to distinguish 2 tool from a maching,
nothing is gained by making the differentia of a machine to
consist in the use of stcam or other novn-human motor.

A vast amount of wodern machinety is of course directed
not to combining tools or series of productive processes
upon which the productive skill of man is closcly engaged,
but to substituting other motors 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, a 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 rafson &’¢¢re 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
which strikes the sound or makes the written mark, 1s not
under immediate control of human touch. The skill is con-
iined to an early process, and the mechanism as a whole must
be 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
find 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-
sirophic 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 other elements.

§ 2. The growth of machine-industry then may be measured
by the increased number and complexity of the processes
related to one ancther 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 being
who tends or co-operates with the machine.! lEvery product
made by tool or machine is ¢4 industrial product or com-
modity the expression of the thought and will of man;
but as machine-production becomes more highly devel-
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 producty
But it is evidently not enough to say that the labour
saving machine has merely substituted the stored and con-
centrated effort of the inventor for that labour of the
handicraftsman which is saved. This would 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 varicus 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 rtespect of a given commadity is com-
pensated by the increased number of commodities to which
human labeur is applied—is a consideration which belongs
to a later chapter.

In tracing the effect of the application of modern
machinery to English industry there appear two prominent
factors, which for certain purposes require separate treat-
ment—the growth of improved mechanical apparatus, and
the evolution of extra-human motor power.

We speak of the industry which has prevailed since the
middle of the eightcenth century as machine-production,
not because there were no machives before that time, but
firstly, because a vast acceleration in the invention of com-
plex machinery applicd to almost all industrial arts datcs

! This does not imply a corvesponding griowth in the nmiechanical
complexity of the machine itsell, lor, as Adam Smith observed, ** Al
machines are generally, when tiest invented, estremely complex in
their principles, and there is often a particular principle of motion for
every particular movement which it 15 intended they chould perform.
Succeeding improvers observe that the principle may e =0 applied as
to produce several of these movements, and thns the machine becomes
gradually more and more simple, and proluces tts eflects with fewer
wheels and fewer principles of motion,™  Moral Newtiments, quoted
Hirst, ** Adam Swnith,” p. 6.
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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
was 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
use of non-human power on the other hand, were forces
which united to drive labour from the home workshop to
the large specialised workshop—the Factory.

“The water frame, the 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.
Their 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 requisitc to bring all the processes of production into
harmony and under a central superintendence.”? Hence
the growth of machine-production is to a large extent
synonymous with the growth of the modern Factory
Dystem.

§ 3 Man does his work by moving matter. Hence
machinery can only aid him by incrensing the motive
power at his disposal.

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

1{z) Machinery enables man to obtain the use of various
motor forces outside his body—wind, water, steam, elec-
tricity, chemical action, etc.?

Thus by the provision of new productive forces, and by
the more economical application of all productive forces,
machinery improves the industrial arts.

! Cooke Taylor, History of the Factory System, p. 422
? Cf. Bablage, p. 15.
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| Machinery ean 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)] 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 movement, is rather a qualitative
than a purely quantitative 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 achieved by
man. Machinery has improved the texture and quality of
certain woollen goods;! recent improvements in milling
result in improved quality of flour and so on. Machinery
can also do work which is too fine or delicate for human
fingers, or which would require abnermal skill if exccuted
by hand. Economy of time, which Babbage? accounts a
separate economy, is rightly included in the economies just
named. The greater raprdity 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 cnruscs.

The continuity and regularity of machine work are also
reflected in certain economies of measurement. T'he faculty
of self-registering, which belongs potentially to all machinery,
and which is more utilised every day, performs several
services which may be summed up Ly saying that they
enable us to know exactly what is going on.  When to selt-
registration is applied the faculty of self-regulation, within
certain limits a new economy of force and knowledge is
added. But machinery can also register and regulate the
expenditure of human power. Babbage well says:—* One
of the most singular advantages we derive from machinery

! Burnley, ool and M ool-combing, p. 117,
¥ Economy of Mackinery, p. 6.
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is in the check which it affords apainst the inattention, the

idleness, or the knavery of human agents.”! This control of

the machine over man has certain results which belong to
another aspect of machine economy.?

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:—

(1) Re-zrrangement or improvement 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, belong to this order of improvement.

{2) Economics in the source of power. These will fall
under four heads—

1, Substitution of cheaper for dearer kinds of human

power. Displacement of men’s labour by women’s
or children’s.

. Substitution of mechanical power for human power.
Most great improvements in the *“labour-saving”
character of machinery properly come 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.®

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

(3) Extended 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 net recognised or could not be
utilised without machinery—e. g, nitrates and other “waste”
products of the soil; () the refuse of manufacturing pro-
cesses which figured as “waste” until some unsuspected use
was found for 1t. Conspicuous examples of this economy are
found in many trades. During the interval between great

[

1 Economy of Alackinery, p. 39.
? I'ide infra, p. 340
? Scrivener, History of the fren Trade, pp. 296, 207.
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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.”!  These economies both in fuel and in the utilisa-
tion of waste material are Jargely due to the increased scale
of production which comes with the development 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, marking

the displacement of domestic by factory industry.

2. The evolution of the new motor in manufacture. T'he

application of steam to the manufacturing processes.

3. The evolution of stcam locomotion, with its bearing

on industry.

As these periods are not materially exclusive, so also
there are clese 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 rtrregularity
which is discernible in the history of the devclopment 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 English manufac-
tures, it furnishes in the carly eighteenth century the

! Sir Lyon Playfair, North American Rewiew, Nov. 1592
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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
industnial forces here with greater precision than is the
case with any other industry. As Schulze-Gaevernite,
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 madern industrial methods,
both in their economic and their social relations.”!

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, lnasmuch
as it furnishes the material environment of the great
modern economic forces. Morcover, we have the advan-
tage of tracing the growth of the iron manufacture aé oo,
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,?

§ 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 1768 dependent upon linen in order to furnish
a complete cloth, should take the lead.

The woollen trades, in the first half of the eighteenth

L Der Grossbeiried, p. 8.

* The important part which the cotton and iren industries play in
the export trade of England entitles them teo special consideration as
representalives of world-industry,  Out of  £283,000,000 value of
Iinglish exports in 1903, cottorn comprised £72,000,000; iron and
steel, £ 35,000,000. »



MODERN CAPITALISM. 77

century, as we saw, engaged the attention of a vastly larger
number of persons, and played a much mere 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 set
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 the
cotton manufacture and transferred, sometimes after a lapse
of many years, to the woollen, worsted, and other textile
trades, or being invented for woollen trades, proved unsue-
cessful until applied to cotton.!

Although the origin and application of inventive genius
is largely independent of known laws, and may provision-
ally be relegated to the domain of *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 new
methods and discoveries. Morcover, the cotton industry
being of later origin, and settling itself in unimportant
villages and towns, had escaped the influence of official
regulations and customns which prevailed in the woollen
centres and proved serious obstacles to the introduction
of new industrial methods.®* Tven in Lancashire itself
official inspectors regulated the woollen trade at hlan-
chester, Rochdale, Blackburn, and Bury.®

The cotton industry had from the beginning been free
from all these fetters. The shrewd, practical business
character which marks Lancashire to-day is prohably a
cause as well as a result of the great industrial develapment
of the last hundred years.

Moreover, it was recognised, even before the birth of
the great inventions, that cotton goods, when brought into
free competition with woollen goods, coutd easily under-
sell them and supplant them in popular consumption.
This knowledge held out a prospect of untold fortune to
inventors who should, by the application of machinery,
break through the limitations impased upan production

! Cunningham, chap. ii. p. 350.
? Schulze-Gaevernitz, Der (Grostbetrich, P34+
Y Ure, The Cotton Manufacture, p. 187
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by the restricted number of efficient workers in some
of the processes through whlch 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 secen 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 guantity 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 obvicusly increased, and the most skilful organisation
of middleman-clothiers was unable te supply sufficient
quantities 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, Wyatt, Paul, and others had tried many
patents for improved spinning. The great inventions of
Hargreaves, Arkwright, and Crompton enabled spinning
to overtake and outstrip 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, Harrocks, and
others to perfect the power-loom 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, where the several processes of carding, spin-
ning, weaving (and even dyeing and finishing), are conducted
under the same rool and worked in correspondence with
onc 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 one of the
inventions which were greatest in their effect, the jenny,
the water-frame, the mule, the power-loom, was in the main
attributable to the effort or ability of a single man; each
represented in its successful shape the addition of many
successive increments of discovery; in most cases the
successful invention was the shghtly superior survivor of
many similar attempts. *“ The present spinning machinery
which we now use is supposed to be a compound of about
eight hundred inventions. The present carding machinery
is a compound of about sixty patents.”® 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 paint of difficulty,
the common knowledge 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 chance”
comes out victorious, and the inventor, purveyor, or, in
some cases, the robberis 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 waork-
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 Medern economy now favours the spectalisation of a factary and
often of a business 1n a single group of processes—e.g., spinning or
weaving or dyeing, both in the cotlen and waollen industries,  This,
however, is applicable chiefly to the main branches of textile work,
In minor branches, such as cotton thread, the tendency is still towards
an aggregation of alt the different processes under a single roof, both
in England and in the United Siates.

®* P, R. Hodge, civil engineer—evidence hefore 1louse of Lords
Committee in 1857.

In Germany a spinning-whecl had been lang in use fur flax-spinning,
which in eflect was an anticipation of the throstle {ef. Karmarch,
Technologie, vol. 3. p. 844, quoted Schulze Gaevernitz, p. 30), anl
machine-weaving is saidl 1o have Leen discovered in Danzig as early
as 1579.



2o THE EVOLUTION OF

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 importance 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 upon seme 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 grown 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.l  When the spinning machinery was crippled in
its efficiency by the crude methods of carding, Iees and
Arkwright set themselves to apply improvements suggested
by common sense and experience; when Cartwright's power-
loom had been successfully applied to wool, Herrocks and
his friends thought out precisely those improvements which
would render it remunerative in the cotton trade.

Thus in a given trade where there are several important
processes, an improvement in one process which places it
in front of the others stimulates invention in the latter, and
each in its turn draws such 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 bchind them, often overshoot the earlier
ones, we have a certain law of dscillation in the several

P CI. Brentano, (‘her die rsacken der heutigen socialen Not;
Der Grossbetried, 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 mystetious in this.
If 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 “Supply and Demand” enforced by 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 jenay in spinning warp
evolved the water-frame, which for the first 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, placed
spinning ahead of weaving, and stimulated the series of
inventions embodied in the powerloom. The power-locus
was found to be of comparatively little service until the
earlier processes of dressing and sizing had been placed on
a level of machine development hy the efforts of Horrocks
and others. Not until after 1841 was an equilibrium reached
in the development of the leading processes. So likewise
each notable advance in the machinery for the main pro-
cesses has had the effect of bringing an increase of wventive
energy to bear upon the minor and the subsidiary proresses
—bleaching, dyeing, printing, etc. Even now the carly
process of *ginning ™ has not been braught fully into line in
spite of the predigious efforts, made especially in the United
States, to overcome the difficuities involved in this prepara-
tory stage of the cotton industry.

The following schedule will serve to show the relation of
the growth of the cotton industry as measured by consumys-
tion of raw cotton 10 the leading improvements of machinery.

Cutton]{)mported. Inventions d&e,

b

1730 1,515,472 1730 Wyatts  roller-spinning (patented

1738
1738 Kay’s fly-shuttle.

1741 1,045,031 1748  Paul's carding-machine {useless until
improved by lLees, Arkwright,
Wood, 1772 74}

f
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Cotton Importe, Inventions, &c,
ibs,

1764 3,870,392 1764 Ilargreave's spinning-jenny {patented
1770), for weft only.

1704 Calico-printing introduced into Lanca-
shire.

1768  Arkwright perfects Wyatt's spinning-
frame (patented 1769), liberating
cotton from dependence on linen
warp:

1771

to } 4,763,580 1771 Arkwright's mill built at Cromford.

1775

1775  Arkwright takes patents for carding,
drawing, roving, spinning.

1770 Crompton’s mule completed {combin-
ing jenny and water-frame, pro-
ducing finer and more even
yarn).

1781 5,188,775 .

1785 18,400,384 1785  Cartwnght's power-loom.

Watt and Boulton's first engine for
cotton-mills.

1792 34,907,497 1792 \Whitney’s saw-gin.

1813 s1,000,000 1313 Horrocks' dressing-machine.

1830 261,200,000 1830 The *Throstle” (almost exclusively
used in England for spinning
warp). )

18332 287,800,000 1832 Roberts' self-acting mule perfected.

1841 48¢,900,000 1841 Bullough's improved power-loom.

Ring spinning {largelyused in U.5.A,,
recently introduced into Lanca-
shire).

From this schedule it is evident that the history of this
trade may be divided with tolerable accuracy into {our
periods.

(1) The preparatory period of experimental inventions of
Whryatt, Paul, etc,, to the year 1770.

(2} 1770 to 1792 (free), the age of the great mechanical
mventions.

{3) 1792 to 1830, the application of steam power
to manufacture and improvements of the great inven-
tons.

{(4) 1830 onward, the cffect of steam locomotion upon
the industry {1830, the opening of the Liverpool and
Manchester raitway).
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If we measure the operation of these several industrial
forces 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-
lines also the history of other textile industries. We do not
possess the same means of measuring statistically the
growth of the woollen industries in the pertod of revolution ;
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 upon the
growth of our woollen manufactures.

STATISTICS OF WOOL IMPORTED INTO ENGLAND.
1hs.

jLLN .
1766 1,626,000 igjg 26:32%:%
1771 1,829,000 1850 74,326,000
1780 323,000 ' 1860 151,213,000
1790 2,582,000 1870 263,250,000
1800 8,609,000 1880 463,309,000

1810 10,914,000

1820 0,775,000 1500 633,540,110

tgoz 647,201,370

In the silk industry the nfluence of machinery is compli-
cated by several considerations especially affecting this
manufacture.  Although the ingenuity and enterprise of
the Lombes had introduced complex machinecry into silk
throwing many years before it was successfully applied to
any other branch of textile industry, the trade did not grow
as might have been expected, and the successive increments
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
aggravating the expenses of production and limiting the
market at the very 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 intreduction 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 “throwing ¥ 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 with the demands of the weavers! Subsequent
improvements in throwing mills, and the application of the
ingenious wuaving machinery of Jaecquard and later im-
provers, have given a great expansion to many branches of
the trade in the last fifty years.

But the following statistics of the consumption of raw
and thrown silk from 1765 to 1844 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 thrown sitks weighed upon this branch of
manufacture,

P Powter, Progress of the Natipn, p. 219
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AVERAGE IMPORTATION.!

Ibs. T hs
17651 1823 2,468,121
1766 - 715,000 1824  4,011,048°
1767 1825 3,604,058
1785 1826 2,253,513
1786} 881,000 1827 4,213,153
1787 1828 4,547,812
1801 1329 2,892,201
to }r,no,ooo 1830 4,693,517
1312 1831 4,312,330
1814 2,119,974 1832 4,373,247
1815 1,475,389 1833 4,761,543
1816 1,088,334 1834 4,522,451
1817 1,686,659 1835 5,788,458
1818 1,022,087 1836 6,058,423
1810 1,848,553 1837 4,598,859
1820 2,027,635 1838 4,790,256
1821 2,320,808 1839 4,665,944
1822 2,441,563 1840 4,819,262

In the linen industry the artificial encouragement given to
the Irish trade, which, bounty-fed and endowed with a mon-
opoly of the British markets, was naturally slow to adopt
new metheds of preduction, and the uncertain condition
of the English trade, owing to the strong rivalry of cotton,
prevented the early adoption of the new machine methods.
Although Adam Smith rcgarded linen as a promising in-
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 untl 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.

We see that the early experimental period in the cotton
industry produced no very palpable effect upon the velume
of the trade. Between 1700 and 1750 the manufacture was

1 Selected from Porter, p. 218.

% In 1824 M1 Iluskissom introduced the principle of free trade,
securing a reduction of the duties on raw and thrown silks, and in 1523,
1826, considerable further reductions were made.  (Cf. Ure, Philosopiy
of Manufacture, p. 454, etc.) But protection of English silk manu-
factured goods was maintained unti} the French Treaty of 1860,
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stagnant.! 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
atd of the new motor, The full effects of the introduction
of steam power were retarded by the strain of the French
war. Though 18ce marks the beginning of a large con-
tinuous expansion in both 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 1840 onwards marks the effect of the
revolution in commerce due to the application of the new
motor to transport purposecs, the consequent cheapening of
raw material, especially of cotton, the opening up of 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 1s measured by the rapid pace of the
expansion which followed the opening of the early English
railways 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
mackinery. This machinery was quickened and rendered
etfective 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 difficulty of obtaining adequate supplies of
timber, and the failure of attempts to utilise pit-coal, had
brought the iron trade to a very low condition.  According
to Scrivencr, at this time * the iron trade seemed dwindling
mto insignificance and contempt.”?

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

The progress may be marked as follows :—

U Cf, Ure, History of the Cotion Manufacture, vol. i. p. 223.
 Scrivener, History of the Iron Trade, p. 56.
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{1} The application of Watt’s earlier improvements upon
Newcomen's engines, patented 1769, was followed by a rise
in the average output for {urnaces worked with charcoal,
The average output of zg4 tons in 1750 was increased to
545 tons in 1788,

{2) The substitution of coke for charcoal proceeding
part passu with improved methods of smelting yielded an
average output for coke-fed furnaces of go3 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 Watt’'s double-power engine
in 1788-go. In 1796 the production of pig-iron was double
that of 1788, and the average output per furnace raised to
1048 tons.

{4) The substitution of hot for cold blast in 182y,
effecting an economy of coal to the extent of z tons 8
cwt. per ton of cast-iron.

{5) The adoption of raw coal iustead of coke in 1833,
effecting a further reduction of expenditure of coal from
5tons 314 cwt to z tons §1f cwt in producing a ton 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 1840 —

Year. No. of Furuaces.  Average Output. Total Produce.
Tons. Tons.
1740 59 294 . 17,350
gog coke R
1788 77 545 charcoal } 61,300
1766 121 1048 123,079
1806 133 1546 258 206
1825 364 2228 703,184
(261 in blast)
1828 363 2530
(277 in blast)
1839 578 3592 1,347,790

Here we see that economy of power rather than improved
machinery is the efficient cause of the development of
industry, or more properly, that economy of power pre-
cedes and stimulates the several steps n 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 was the source of power, had shrunk
into insignificance by 1796, when facilities of obtaining coal
were a chiel determinant. By 1796, it is noteworthy that
the four districts of Stafford, Yorkshire, South Wales, and
Salop were to the front.

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

Iron has beconie a foundation upon which every machine-
industry alike is built. The metal manufactures, so small
in the cighteenth century, attained an unprecedented growth
and a paramgunt 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 century than the textile inventions of the eighteenth
century.

“In textile manufacture it was improved machinery that
first called 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 implemenis were clearly obsolete.  The immediate
result of this requirement was the bringing to the front a
number of remarkable men, Brindley, Smeaton, Maudsley,
Clements, Bramah, Nasmyth, ete., to supply mechanism of
a proportionate eapacity and nicety for the pew motive-
power to act upon and with, and the ultimate result was
the adoption of the modern factory system in the larger
tool-making and engincering workshops, as well as in metal
manufactories proper.  Thus there gradually grew up,”
says Jevons, ““a system of machine-tool labour, the substi-
tution of iron hands for human hands, without which the
exccution of engines and machines in their present perfec-
ton would be impossible.”’!

Iu the later era of machine development an accumulative

Y Cooke Tayloy, Afodvrn Factory Spstem, p. 104; cf. also Karl Marx,
Cagizal, po 3810
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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 cheapering 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 application of stcam to the machine-
industries. The second s 1830 to 1845, when industry,
reviving after the Luropean strife, utilised more widely the
new inventions, and expanded under the new stimulus of
steam locomotion. The third is 1856 to 1866 {¢/7va), when
the construction of machinery by nachinery became the
settled rule of industry.

§ 9. Bearing in mind how the invention of new specific
forms of machinery in the several processes of manufacture
proceeds simultancously with the application of the new
motor-power, we find ourselves quite unable to measure the
amount of industrial progress duc to cach respectively.  But
seeing that the whole of modern industry has thus been
set upon a new foundation of coal and iran, it is obvious
that the bonds connecting such industries as the textite aml
the iron must be continually growing closer and stronger.
In earlier times the interdependency of trades was slight aned
indirect, and the progress in any given trade was aluiost
wholly derived from improvements in specific skill or in
the application of specific mechanical invention.  The
eatlier eighteenth century did indeed display an alinormal
activity in these specific forms of invention. For examples



Q0 THE EVOLUTION OF

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
rengwned discoveries of Wedgwood, But all increased
productivity due to these specific improvements was but
slight compared with that which followed the discovery of
steatn as a motor and the mechanical inventions rendering
it generally applicable, which marked the period 1790 to
1840. By this means the several specific industries were
drawn 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 will follow that the order in
which the several industries has fallen under the sway of
modern industrial methods will largely depend upon the
facility they afford to the application of steam-driven
machinery. The following are some of the principal charac-
teristics of an industry which determine the order, extent,
and pace of its progress as a machine industry:—

{(a} Size and complexity of Structure—The importance of
the several leading textile manufactures, the fact that some
of them were highly centralised and already falling under
a factory system, the control of wealthy and intelligent
employers, were among the chief causes which enabled the
new machinery and the new motor to be more quickly and
successfully applied than in smaller, more scattered, and
less developed industries.

(&) Fixity in quantity and character of demand.—Perfec-
tion of routine-work is the special faculty of machine-
production.  Where there is a steady demand for the same
class of goods, machincry can be profitably applied. Where
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
character of the demand—i.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 sewng-
machine.

Uniformity of demand is a first essential of that
“standardisation ” which enables a pracess 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 engmes, 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 s 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 te come under low
rates of insurance.l

(e} Uniformity of malerial and of the processes of produc-
tion.—Inherent irregularity in the material of labour is
adverse to machinery. TFor this reason the agricultural
processes have been slow to pass under steam-power,
especially those directly concerned with work on the soll,
and even where steam-driven machines are applied their
economy, as compared with hand labour, is less marked
than in manufacturing processes.  To the getting of coal
and other minerals steam and other extra-lhiuman 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 machiné-
production.

(d) Durability of valuable propeme: —The production
of quickly perishable articles being of necessity local 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-industry to some extent, the direct cause

! Chapman, Fareign Competition, p. 106,

.
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has been the discovery 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} Lase or simplicily of labour involyed —Where abund-
ance ol cheap labour adequate to the work can be obtained,
and particularly in trades where women and children are
largely engaged, the development of machinery has been
generally slower. This condition often unites with (&) or
{c) to retain an indostry in the “domestic” 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
cutside machine-production. Important industries contain-
ing several processes of this nature have been slower to fali
into the complete form of the factory system. The slow
progress of the power-loom in cotton and wool until after
1330 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.!

(f) Skilled IVorimanship.—High skill in manipulation
or treatinent of material, the element of art infused into
handicraft, gives the latter an advantage over the most
skilful machinery, or over such machitery as can economic-
ally be brought into competition with it. In some of
the metal trades, in pottery and glass-making there are
many processes which have not been able to dispense
with  human skill.  In tliese manufactures, moreover,
more progress is attributable to specific inventions than
to the adoption of the common machinety and motor-
power which are not largely available in the most important
processes.

§ 1o0. The new industrial forces first applied to the cotton

! Schulze-Gaevernitz, p. 140.
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spinning of South Lancashire, and rapidly forcing their
way into other branches of the textile manufactures, then
more gradually transforming the industrial methods of
the machinery, hardware, and other staple English manu-
factures, passed into the Western Continent of FEurope
and America,! destroying the old domestic industey and
establishing in every civilised country the reign of steam.
driven machinery, The factors determining the order and
pace of the new movement in the several ccuntries are
numerous and complex. In considering the order of
machine-development, it must be remembered that the
different nations did not start from an equal footing at
the opening of the age of great inventions. DBy 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 stimelating not only the new machine
processes in these trades, but indirectly the development
of iron and shipbuilding. Tn ry2g by far the greater part
of the Swedish iron exported from Gothenburg went to
England for shipbuilding purposes.® At the close of the
seventeenth century Gregory King placed LEngland, [lol-
land, and France at the head o il industrial nations with
regard to the productivity of their labour®  Italy and

L i1t was not until about 1840 1that the factary methad of manu-
facture extended itself widely 1o misecllaneous industies, amd began
rapidly to force from the markets the hand-made products with
which cvery community had hitherto chiefly supplied itself. It
seems probable that until about the year 1850, the bulk of general
manufacturing done in 1he United States was carried on in the
shop and the houschold, by the Jabour of the family or individual
proprietors, with apprentice assistance.”  (7ier/ih Census, vol. il

. 53.)
* Yeats, The Growth and Vicissitudes of Commerce, p. 233,
3 The average income for Mngland in 1688 he puts at £7 18s.;
fur Ilolland, £8 1s. 4d.; France, £L6—p. 47. Such an estimale,
however, has tittle value.
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Germany were little behind in the exercise of manufacturing
arts, though the naval superiority and foreign possessions
of the above-named nations gave them the commercial
superiority. By 17060 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, more inventive
genius and more skill were shown on the Continent, and
there secmed d prior7 no reason 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 several countries
may be classified as natural, political, economic,

(er) NaTURAL. (1) TVoe strncture and position of the several
countrics.— 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, Helland; 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
that can be adduced.  Inherent resoutces of the soil,
quality of land for agriculture, the proximity of large sup-
plics ol coal and iren and other requisites of the production
of machinery and power rank as important determinants



MODERN CAPITALISM. 0%

of progress. The machine development of Trance in
particular has been retarded by the slow discovery of her
natural areas of manufacture, the districts where 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
was quite insignificant, and during the earlier years of the
nineteenth century the progress was extremely slight.!

(2) Race and Natlonal Character.—Closely related to
climate and soll, these qualities of race are a powerful
directing influence in industry. Dluscular strength and
endurance, yielding in a temperate climate an even con-
tinuity of vigorous effort; keen zest of material comfort
stimulating tnvention and enterprise ; acquisitiveness, and
the love 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 nations
to adopt new industrial methods, Moral qualites in
English workmanship have indisputably played a large
part in securing her supremacy. “A British trade-mark
was accepted as a puarantee of excellence, while the pro-
ducts of other countries were viewed with a suspicion
justified by experience of their comparative inferiority.”?
‘The more highly civilised nations have thus gained by this
civilisation, and have widencd the distance which separates
them from the less civilised. England, Trance, Germany,
Holland, and the United States are in wealth and in
industrial methods far more widely removed from Spain and
Russia than was the case a hundred years ago.

(6) PoriTicaL.—Statecraft has playved an important part
in determining the order and pace of industrial progress.
The possession of numerous colonics and other palitical
attachments in different parts of the world, comprising a large
variety of material resources, gave to England, and in a less
measure to France, Holland, Spain, a great advantage.
The tyrannical use these nations made of their colonies e

! In 1810 the tolal produce was 140,000 tons,
1 1818 i " yo HIg,00G0
v 1824 ' T 000
{Scrivener, Iz’u.’wyry the fron frave, p. 153

* Yeats, Grawﬂt and Vicissitudes of Comimerce, p. 285,
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the purpose of building up home manufactures enabled
them te 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 profitabty
applied in the case of large industries with secure and
expanding markets.

But the most important factor determining the priorty of
Iingland was the political conditien of continental Europe
at the very period when the new machinery and motor-
power were beginning (o 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 Sweden were the only commercial nations of any
significance who, being neutral, obtained a large direct
gain from the Lurepean strife. Yet Ingland, in spite of
the immense drain of blood and money she sustained, under
the momentum of the new motor-power far outstripped the
rivalry of such states. Though she bad 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 she had the game in her own hands. In
European trade she had a practical monopoly of the rapidly
advancing cotton industry. It was this monopoly which,
ruthlessly applied to maintain prices at a highly remunera-
tive rate, and to keep down wages to starvation point, built
up, in an age of supreme and almost universal misery for
the masses, the rapid and colossal fartunes of the cotton kings.
Not until peace was established did the textile and other
factories begin to take shape npon the Continent, and many
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years clapsed before they were able to compete effectively
with England.  Switzerland was the first continental country
to actively adopt the new methods. The large supply of
water-power stood her in good stead, and the people took
more willingly to the factory system than in other countries.’®
France was slower in her development, in spite of the strong
protective system by which she strove, though not very
successfully, to exclude English cotton gooeds. The fall of
English prices and profits in the cotton trade between 1820
and 1830 marks clearly the breakdown of the Enghlish
monopotly before the cheap labour of Alsace and the cheap
raw material of the United States, now organised in the
factory system with the new machinery.? In this, the most
advanced trade, the world-competition which now is opcrative
in a thousand different industries, measuring and levelling
economic advantages, first clearly shows itsclf, and in 1830
Ure finds the continental nations and America compeling
successfully with England in markets which had hitherto
been entirely her own.

(¢) Ecoxomic Coxprrions.—The transformation of Eng-
lish agriculture, the growth of large farms, drove great
numbers of English peasants into the towns, and furnished
a large supply of cheap labour for Ui new machinery,

This movement was accelerated by the vices of our land
tenure. In France and Germany, where the agricultural
workers had a stronger nterest and property in their land,
they were less easily dcetached for factory purposcs.  Dut
in England, where the labourcr had no property in the laned,
reformed metheds of agricultnre and the operation of the
Poor Law combined to incite the large proprictars and
farmers to rid themselves of all superfluous population in
the rural parts and accelerated the migration into the towns.

! Schulze-Gaevernilz, Der Grossbetrivh, p. 48.
2 Ellison, History of the Cotton Trade, presentsihe following intercst-
ing table {yarn, 40 hanks 1o the 1h) :(—

177 1751, 17 =32 10 I~z

Al sl sl sl < « ol

Selling price . 16 a 10 11 70 LI to2b 0o
Cost of Colten

(t8az.) . 2 a 2 a 3 9 [T LS A

Labour & Capital 14 0 8 11 4 2 1 o a 6} o 1}
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Here the population bred with a rapidity hitherto unknown.
The increase of population in England and Wales during
the thirty years from 1770 to 180c is placed at ¥,959,5909,
or 274, per cent., while during the next thirty years, 1800
to 1830, it amounted to 5,024,207, or §62 per cent.! This
large supply of cheap labour in the towns enabled the
Lancashire and Yorkshire faclories to grow with startling
rapidity. The exhaustion left by the Napolecunic wars, the
political disorder and insecurity which prevailed on the
-Continent, retarded until much later the effective competi-
tion of other European nations who were behind England
in skill, knowledge, 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 vast 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, indced, not until about 1845 that the
cotton manufacture made rapid strides in the United States,
During the twenty years previous the progress had been
very slight, but between 1835 and 1859 a very substantial
and, making allowance for fluctuations in the cotton crops,
a very steady growth took place.®

Another great economic advantage which assisted Eng-
land was the fact that 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 following account of the condition of the
cotton mamafacture in Germany in the etghteenth century
wilt serve 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 privilege of weaving was confined to the
confraternity of the guild. Methods of production were
strictly prescribed; public inspectors exercised control.
Defects in weaving were visited with punishment.  Moreover,

! Tarter, Progress of the Natioe, p. 13 Eighteenth century figures
are, however, not trustworthy. The hrst census was in 1801,

2 Ure, Phifosophy of Manunfactires, p. 5318,
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the right of dealing in cotton goods was confined to the
confraternity of the merchant guild: to be a master-weaver
had almost the significance of a public office. Busides
other qualifications, there was the condition of a formal
examination. The sale also was under strict super-
vision; for a long time a fixed price prevailed, and a
maximum sale was officially prescribed for cach dealer,
The dealer had to dispose of his wares to the weaver,
because the latter had guaranieed to him a monopoly of
the export trade.”!

Under such conditions the new machine-industry could
make little advance. Excepting in the case of the woollen
industries, England had for the maost part already shaken
off the old regulations before 1770, In particular, the
cotton trade, which was in the vanguard of the movement,
being of recent growth and settling outside the guild tawns,
had never known such restrictions, and therefare 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 prevalent in
France and in the petty povernments of Germany,
Although the major part of these foalish and pemnicious
regulations has been long swept away from Germany and
other continental nattons, the retarding influence  they
exercised, in common with the wider national system of
protection which still survives, kept back the cotton
industry, so that in Germany it still stands far behind its
place in England.®

The following figures show how substantial was the lead
held by England in the cotten manufacture a little before
the middle of the century.

' Schulze-Gaevernitz, Der Grosshetrieh, p. 34.

4 In 1882 42 per cent. of the German textile industry was still con-
ducted in the home or domestic workshop, while only 38 per cent. was
carried on in factories employing more than 50 persons.  More weavers
were slill engaged with hand-looms 1han with power-laoms, anl the
latter was so little developed 1hat the hand-loom could still hold its owa
in many articles. Knitling, lace-making, and other minor textile indus.
tries are still in the main home industries. —(Social Herce, po 1130
*While in England in 1885 each spinning or weaving mill had an
average ol 191 operatives, each spinning mill in Germany in 1832
employed an average of 10 persons only.” —(Bientano, Howrs, HHages,

and Production, p. 64.)
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NUMBER OF SPINDLES WORKING IN COTTON MILLS IN I846.!

Spindles.
England and Wales . . 15,554,610
Scotland . . . . . L727,871
Ireland . . . . . . 215,503
Austria and Italy . . . . 500,000
France . . , . . < 31500,000
Beigium . . . . . 420,000
Switzerland . . . 650,000
Russia . . . ‘ . . 7,585,000
United States . . . . 3,500,000
States of the Zollverein . 815,000

35,467,993

Making due 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.”? But as we built up our
manufacturing industries by Protection, so we undoubtedly
conserved and strengthened them by Free Trade—first, by
the remission of tariffs upon the raw materials of manufacture
and machinc-making, and later on by the free admission
of food stuffs, 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
policy, adopted by nations whose skitl, industry, and natural
resources would have rendered them formidable competitors

U Ure, Philosephy of Manufactures, p. 518,
¥ Toynbee, fudustrial Revolulion, p. 79.
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to English manufacturers, has hindered censiderably the
operation of those economic forces which impel old and
thickly-peepled countries to specialise iu manufacture and
trade, and so has retarded the general development of
modern machine-production.  But while protective tariffs
indisputably operate in this way, it is not possible to
determine the extent of their influcnce. 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 miore
powerfully operative than any other in stimulating the
adoption of elaborate machinery.! Both in the textile and
the iron industries the United States prescnt examples of
factory developmeni more advanced even than those of
England. Certain processes of warping and winding are
done by machinery in America which are still done by hand
labour in England.? ‘The cham and nail-making trades,
which employ large numbers of women in Scuth Stafford-
shirc and Worcestershire, are conducted more cheaply,
by machinery in America® Morcover, the high standard
of living and the greater skill of the American operatives
enables them to tend more machines. In  German
factories a weaver tends two, or rarely three looms; in
Lancashire women weavers undertake four, and in Massa-
chusetts often six looms, and sometines cight.*

Thus we see how the new industrial forces were deter-
mined in the order of their operation by the character and
conditions of the several countries, their geographical posi-
tion and physical resources, the elements of racial character,
political and industrial institutions, deliberate economic
policies, and, above all, by the absorbing nature of the
military and political events contemporary with the outburst
of inventive ingenuity. The composition of these forces
determined the several lines of less resistance along which
the new industry moved.

The exact measurement of so multiform a force is

* The highly elaberate American machine industry of walch-making
is a striking example of this influence of high wages. Cf. Schulze-
Gaevernitz, Secial Peace, p. 123.

? Schoenhof, Econonty of High Wages, p. 279.

8 Jbid., pp. 225, 226.

4 Schulze-Gaevernitz, p. 66 {nole). This six and eighl-loom weaving
is, however, at a lower speed.
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impossible. 1t seems desirable, however, to make some comn-
parative statement of the level of modern industrial develop-
ment attained by the chief civilised nations of the world.
With this object certain criteria of material progress have
been selected, the principal branches of the mining industry,
the iren and steel trade, and the most important of the
textile trades; transport is best represented by the statistics
of railroads and shipping. In regard to the true industrial
development of a country, consumption is, however, in
reality more instructive than production; we have therefore
added certain figures measuring the comparative consump-
tion of certain staple commodities by the chief industrial
nations. Iinally, a selection has been made of comparative
statistics of occupations made from recent official publications
of the Board of Trade. 'T'he appended tables and dia-
grams, however, will serve to indicate {1) the comparative
development of the chief industrial nations in certain
leading braunches of industry and of consumption; (2} the
absolute size of certain national industries :—

CoMpPakraTIVE TABLE, PropucTioN aND CONSUMPTION.!

(Per caful of the respective populations.)

T N . mn
) o E él 5 "::‘\ g
w22 nd, = a5l =g a8
T332 podl =S8 5821 828 =8 5w
X HEE R EERE RS TR
3L | FRCIAYT|REY| wEY ] OF = =
=ot =T 98| Tdy| &gk = A=
z B LY A 28 5 o
& ~ a a g &,
= & ) N
United Kingdom .| £6.8 1 528 |o.12 3501 0.18 | 3.89 | 30
TRussia . 0.6 -~ | 0014 145 [ ©.02 | 0.15 3
1.5.A, . 3.9 [ 2552, 017 274t 0.20 ] 3.30 26
Austria-Hungary . 17| 4.06,0.03 223 1 0.03 | 0.40 6
IFrance gt | 7.4 | 0004 473 1 008 | 115 ] 10
Ttaly 1.7 - - 283 — 0.15 9
Germany 30l B4 jo.11 200 | o.14 | 2.70 13
Belgium 0.5 | 6.03|0.10 418 | 013 | 279 | 1t

t Gelected from Tzble in Cd. 1761, xxviil,



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

EXPORTS, DOMESTIC MERCHANDISE, PER CAPUT.

UHingdom ¢ & | ]
Russta 0 60
54 391 l
Austriallungary1 7 T
LFrance ¥ 1 [T i
Jtaly 1 7T
Germany 39 )

Belgivwm 10-5 |

NYHZAOW

TWSITVIIIVD

o1



RAILWAYS MILLEAGE, PER 10,000 POPULATION.

U Hingdom. 528 ]

b5 A4 2552

Austria Hungary #66 [________|
Lfrance 7 46 | i

Germany 6. & | |

Belgrurn 605 | :

Yor

40 NOQILILATOAHA HHL



STEEL PRODUCTIONS, TONS PER CAPUT.

U Aingdom 0-12

Lussta OO i

USA 0171

Austria Hunigary 0-05 ]
Lrance O-0L£ ]

Germary 011 [

Belgium 010 | - | ]

TTWETIVLIdAVD NYITOW

Sor



WHEAT CONSUMPTION, LBS. PER CAPUT,.

U Hingdom 350 [

)

Fussur, 145 | ]

U5 .4 2714 |

Aystria fingary 223 [ J

France 473 [

lialy 283 | l
Gerrnuany200 | ]

Belgiwn +18 |

901

A0 NOILATOAR AL



PIG IRON .CONSUMPTION, TONS PER CAPUT.

U Hirngdom 018 [__

Russta 002}

5 A4 020

Austria Bungary 0.03 (]
France 0 08| l

Germary O-IF] j

Belgriem 0 13 { —

NWSITVIIAVDY NYHJON

Zol



COAL, TONS PLER CAPUT.

78 Fingclon 589 [

Lrssta 015

5A330]

Austria FHungaryo o]
francel 15 [ ]

Ntaly 0151

Germaorny 2 70

Delguum 279 |

go1

40 NOILN'TOAT dHI



109

MODERN CAPITALISM,

1 - ff bR
| ] &7 Amwsy
— NP7
—— LW
(3 - 9 Awbiunyy vigsngy”

19 V7

3 --¢ vissny

J2g7 60 2cpliny

(sq7)) NOLLOD VY



TasLe oF OccupaTioNs.! (ooo OMITTED.)

| c Woollen. M SR ! Lesth Gl Bricks For e
H . Foollen. ining, Steel, En-' Leather, Paper, ass. o * |Chemicals. [¢
: vlton ‘ e ng g:l_..‘l,ering_‘ ather, ap 11 }'ottcr}. emicals Dml??:d)
Great Dritain, 1001...5 bob 252, 8yz 1,168 354 74 31 136 58 41,455
' (1go3}
V.5 A, 1900 ......... I 331 135 ; 318, 1,130 329 72 61 122 141 77,647
| {igoz)
Germany, 1805 ... ! o535 ‘ 262 |,  6oo | 1,113 555 -1 38 223 ay 57,086
i . + (rgoz)
France, 1896 ........| 187 1\ 214 181 i 573 323 52 39 8o 43 38,962
. i (1goz)
Russia, 1867 ..........0 360 151 377 1 a3= 37 47 36 88 32 135,000
o g |
Helland, 1Sgg......... [ 23 ‘ I 62 40 4 3 7 3 5,203
\ i
Felgiam, 1806......... : 20 23 ‘ 136 119 58 9 23 23 12 6,800
I {1ga2) |
Switzerland, 1901 .. 26 4 i — | 35 9 ” 1 7 4. 3,335
Austria, 1900 ......... 111 53 74 370 238 17 4t 70 ' 13 26,151
{1g02) (1850)
Sweden, 1901 ......... I1 1t [ = 60 6 14 6 70 ] -
Ttaly, 1901 ...l 171 78 63 324 407 20 8 13 16 32,475
H {1go2)
Japan, 1902 ... 72 11 - 33 _— H —_ 37 —_ 44,710
(imperfect),
India, 1903 ............ 178 3 — — — 5 — — — —

! Compiled from Memorandum XVIL in Cd. 2337. % Coal only.

Ol1

20 NOILOTOAd IHL



MODERN

GrowTH orF WorLb's Probuction

Average Annual Increase of
Coal Production.
Short tons of zu00 Ibs,
{ooo omitred).
1870 1880 18gn
to to lo
1880 1Bgo 1900
|
U.S. A, .| 3,468 | 8,623 | 11,191
Great Britain| 3,092 | 3,850 | 4,879
Germany? 2,767 | 3,322 6,641
France (82 741 So6
Austria 7i1 1,401 1,269
Belgium 352 354 340
Russia 283 306 1,117
Tapan — 292 526
Spain — 1,336 133
lialy 9 6 11
India 1,000° 134 244
Canada | Tq25* 143 312
New 5. Wales 67 170 274
N. Zealand ...| 336° 35 st
Queenslard.,. 4 31 18
Other .

Countries } 176 359 4322

Coatr.—Quantity of tons produced

Great Britain ...
U.5.A.
Germany
Irance

Austria

Belgium

Japan

CAPITALISM,

I1I
or Coarl!
Percentage Rate of
Actual Encrease.
Total
(Juantiry - - — ==
n tgaa, 1870 | 18Eo | 18g0
To to to
1280 | 180 | 1970
269,683 | g4 | 121 | 71
252,203 | 33| 24| =2
164,805 | 741 51| 67
3681z [ 471 33 28
33,011 77 56 2
25,856 1 23| 21 15
17,769 | 385 | ¥57 163
3,187 | — — ] 150
2,947 | — [ — | 120
30 137 4 170 | 27
6,853 1 — | 134! 189
5322 — 1 11a | %1
6,108 | 66 100 | So
L225 | — 142 7z
557 | 160 " 483 ] 47
4,082 | — | 121§
in 1900:--

252,000,000
270,000,000
105,000,000
37,000,000
43,000,000
2$,000,000
8,000,000

STERL—Quantity of tons produced in rgo1:—

Great Britain ...
U.S.A.
Germany
Franee

,Austrin

Belgium

VB ieish Industries wnder Free Trale
Fisher Unwin.

4,004,000
13,47 1,009
11,344,000
1,425,000
1,500,000
153,000

fedived Tlaald Cendy po 351
7 Including lignite,

3 Total production in 18¢0; not increase over the decude.
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SuirrUILDING.—Tonnage of vessels of roo tons and over,
built 1900, as recorded in Lloyd's Register Book:—

U.K.
U.5.A.
Germany
France
Austria

Belgium and Holland

]apan

1,459,407
297,931
211,850
101,318

14,945
39,793
13,335

MERCHANT Navies ofF THE CHIEF MariTiMe NaTions.

I omillions of tons (steam and sailing tons together).

Year U.K, 1??52’155. mGarE);. U.5 A. | France, [Norway,| Italy. | Japan,
1850 | 3.6 0.7 - 1.6 0.7 .3 — —
1860 } 3.6 1.0 — 2.5 .o 0.5 — —
870 ' 5.7 1.4 0.9 1.5 1.1 1.0 1.0 —
1580 ° 0.0 1.9 1.z 1.3 .9 1.5 e | o
1Sgo S0 1.7 [9Y 0.9 0.9 1.7 0.8 o.1
16o0 0.3 1.3 1.0 0.8 1.0 1.5 a9 i o048
1901 . 0.6 1.5 2.1 0.9 .t 1.5 | W] 0.9
1902 | 10.0 1.5 — o.g — -— -— —

MERCHANT STEAMSHIPS

U.K.

Hritish l‘ossessmn:
Germany

U.S.A.

France

Norway

Italy

]apan

oF CHIEF NATIONS IN 1gol.

Tons.

7,617,793
571,836
1,506,659
429, 212
546,541
531,142
324,711
583,067

[Chiozza-Money, Elerents aftiu Fiseal Question, pp. 166, 167.]



CHAPTER V.

SIZE AND STRUCTURE OF THE MCODERN RUSINESS,

1. General measure of grotwith of Business-structure.
Lurdence of the refative Economy of larce and sinal,
Businesses in United States,

Testimony from Greal Britain, Germany, and Franwc
. Concentration in Transpors Industry.
Concentration in Banking and Insurance,
Concentration in Distribuitive Drocesses.
Concentration in Agriculture,
Surpival of small Farms.

0. Swmmary of mechanical lendencies.
1o. ficonomics of Productive Power {n large Rusinesses.
11. Economies of Competitive Powes.
12. Swurvival of small Dusinesses.
13. The morbid survival of small Sweating Businesses,
14. General Summary of the opposed fendencies.
15. Zhe typlcal magnitude of a Business.

(VPSP
S

ot S Bt

AN o 7 S P R ST P AN F T T BT F B T A TR )

§ 1. How far can we trace in modern industry a general
tendency to the formation of larger business-units in which
capital plays a relatively more important part than labour,
and which tend to displace competition by various forms al
trade agreement or by amalgamation?

Of the growth in the size of husincs es, the increasicy
importance of capital, and the diminishing number of
businesses in a trade, we have statistical evidence relating
to certain fields of industry.

The largest mass of evidence is presented in the Com-
parative Summary taken of the Twelith Census of the
United States relating 1o manufactures.  We have there a
comparison of the general conditions of manufacturing
development during recent decades and  of the several
departmental and local divisions of manufacture.  Although

8
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certain changes in modes of enunmeration on the one hand,
and dificulties of accurate ascertainment on the other hand,
impair the exactitude of the figures,! these errors are not
large enough to invalidate the general results of the investi-
gation.

Number of
Establishments.

Number of Value of
Wage-earners. . Products.

1900 512,191 $6,313,834,310 5,306,143  $13,000,149,159
1890 333,405 0,523,030,759 4,251,533 9,372,378,843
1880 255852 2,790,272,006 2,732,593 5:369,579,191

From this table it appears that in the United States the
average size of a business alike in capital and labour is
growing, that the factor of capital is growing faster than
that of labour, while the value of the product though larger
per business unit? barely keeps pace 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 judzment of the rapid concentration of capital
throvghout the wmanufacturing industries of America.
Bearing in mind the growth of industrial combination
which bas given a few huge businesses command of a
large proportion of the market in many manufactures, we
must tecognisc in this growth of the number of separate
establishments, a growth twice as fast as that of the
American population? a striking proof of the increase of
small manufacturing establishments,

§ 2. If in the group analysis of manufactures? we turn to
the groups where capitalist methods have made most
advaunce, the textile, food, iron, steel and metal industries,

Year. Capital.

1 Comparisons between the Censuses of 1890 and igoa are more
vatid than those Detween 1880 and 1890, especially as regards capital.
A new method of computing the number of employees in 1900 tesults
in some variaticn of the average numbers as between the 1wo censuses.
Moreover, classes of ““overseers and foremen” included in t890 are
excluded from ** wage-carners” in I1goo,

2 The total number of manufacturing establishments increased by
101.8 per cent. Detween 1880 and 1900, while the total value of the
product incveased 142.2 per cent,

3 FERCENTAGLE OF INCREASE,
Manufacturing

spulation,

Husinesses.
1890 to 190C 0.7 44.1
1880 10 1890 24.9 10.0

¢ Ahstract of the Twelfth Census. Table 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 tabour 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 with the growth of
capital.

In these pre-eminently capitalistic industries there is
overwhelming testimony to a strong survival and growth
of small plants as a countertendency to concentrative
capitalism. The textile industries, to which machine-
industry and capitalist methods were earliest applied,
exhibit in a2 marked degree these cross-tendencies, as the
following statistics indicate :- -

Nuamber of . No. af Value of
Establishments. Capital, Workers. Product.

Igoo 30,048  $1,366,604,058 1,020,910 82,273,880,877

1890 16,847 1,008,030,208 824,138 1,636,197,191

1880 14,137 594,922,734 710,493 L171,165,325

If instead of taking the entire arca 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 - No. of Value of
Establishiments. Capital, Workers, Product.

1goo 204,265 $5,290,725,076 2,772,117 $6,408,058,774

1890 162,76 3,548,288,553 2,317,730 4,896,743.650

1880 112,680 1,719,212,222  LO6g2016  3,100,053,550

Narrowing our inquiry yet further to the most manu-
facturing of all the States, Massachusetts, we still find that,
in spite of the targe growth of capital per business, the
number of establishments grows apace, increasing in fact
faster than the number of employees, and exhibiting a
smaller average value of product per business-unit.

Number of Capital No. of Value ol
Establishmente apital Warkers. Produ.t.
lgoo 29,180 §823,204,287 499,448 $1,033,198,089
1850 20,023 630,032,341 447,270 888,160,403
1880 14,352 303,500,185 352,255 631,135,254

Finally, if we accept My Edwar] 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,

Collective. [ndividual.
No. of establishments ... 1,078 28,102
Machinery and tools (per estab-
lishment) e e ..o 876,400 84,200
Average number of workers ... 1536 10.37
Average earnings $393 $503
Average product per person ... 31,528 2,500

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

In many particularsindustries, or branches of industries,
the law of the economy of large establishments is doubtless
plainly eperative  Dut in the textile and shoe trades, as in
many others where the factory system has been fully de-
veloped, this system only absorbs a certain section of the
trade, leaving 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 carc are required, the latter in low-grade routine
work where “sweated” labour can undersell factory
products,

If from such industries we turi to those which are en-
tirely confined to factories we find strong testimony to the
supcrior 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.

AGRICULTURAL IMPLEMENTS, .
No. of Value of

No of .
]E\-:_,hli:}nﬁcm;. Capital. Workers, Produert,
1500 715 $157,707,051 46,532 $1o1,207,428
1890 J1o 145,313,957 18,527 81,271,651

1880 1,943 62,100,668 39,550 65,640,486
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In almost all the industries connected with iron and steel,
the metal and machine-making manufactures, the samec
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.

Estantatonents. Capital. Worken. P
1900 663 $573,391,663 222,490 $803,965,273
1890 645 372,678,018 148,715 430,954,348
1880 1,005 230,971,384 140,978 266,557,685

Almost all departments of brass work, cutlery, 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; 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, paper and wood pulp, pottery, soap
and candles, smoking tobacco, umbrellas,

"§ 3. In Great Britain, though no such large volume of
ordered testimony is available, a large varicty of evidence
attests the operation of the same forces in the staple manu-
factures. In the fundamental textile and metal industries,
in milling, brewing, chemicals, the leather, glass, pottery,
paper and other machine industries, the size of a single
plant and still more the size of a business has been growing,
while the growth of the capital factor in the business
exceceds that of the labour factor. Under domestic textile
manufacture the value of the tools was, as a rule, equivalent
only to a few months’ wages, In 1845 McCulloch estimated
that the fixed capital in well-appointed English cotton mills
amounted to about two years' wages of an operative.  In
1890 Professor Marshall assigns a capital in plant amount-
ing to about £200, or five years' wages, for every man,
woman, or child engaged in a fully-equipped spinning mill.2

The actual growth in the capitalsize of a mill in the

! Porter, Progress of the Nation, p. 216.
2 Principles of Ecomomics (second edition), p. 282,
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typical modern industry, the cotton trade, is illustrated by
the following estimate of the increase of the average number
of spindles and looms to a single factory between 1850 and
1883, though these figures take no account of the increased
speed and efficiency of the machines:—

Spindles, Looms,
1850 10,858 155
1885 15,227 213

Even these statistics do not fully represent the facts, for
they include a considerable number of mills of the older
sart, where spinning and weaving are carried on together.
Taking the more highly specialised spinning mills m the
Oldham district, Dr. Schulze-Gaevernitz found {18g2) an
average of 65,000 spindles per mill, while the largest con-
tained as many as 185,000, 5o also the average number of
power looms per mill in North Lancashire is placed at 600,
the largest number m 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 brewing trade, which within the last two generations
has passed almost entirely into the “company” business,
exhibits the concentrative tendency in a remarkable degree.

The following figures show the number of common
brewers, or “brewers for sale,” as they are called, since
1850:—

1850 44,300
1860 39,948
1870 32,682
1880 21,346
1890 11,364
1400 6,447
1003 5,692

In Germany the brewing industry exhibits a similar
tendency to concentration, the number of breweries de-
creasing from I,400 in 1872 to 1,050 in 1885, though a
large increase in production took place during this period.!

The comparative statistics of the Industrial Censuses of
Germany in 1882z and 1395 throw light upon the broad

V Ci Ely, Monopolics and Trusts, p. 188.
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tendencies in manufacture, showing that while the larger
businesses grow at a faster pace the small businesses by no
means tend to disappear, but on the cantrary eccupy an in-
creasing proportion of the population.

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

1882, 1895, I“"-w“f-
Small establishments (1 to per cent.
5 persons) eee 2,157,950 3,050,318 2403
Moderate - sized  establish-
ments (6 1o 10 persons)... 300,079 153,409 66,6
Large establishments {10
to 30 persons) ... v S0b230 1,620,348 g1.8

While no figures measuring recent teudencies i France
are availabic, the Industrial Census of 1896 shows that “la
grande industiie” has not made any great advance in
general manufacture.  Out ol a total of 575,531 establish.
ments, 461,354, or four-filths of the whole number, com-
prised not more than three employees, white the mimber
of great establishments with more than 500 cmployees
amounted to no more than 446.

The distribution over the three main branches of ewmn
ployment runs as follows: —

Agriculture Industry Commerce
Percentage. 'ercentage.  Percentagze,
1to 4 wage-earners ... §205 .. 8503 .. 000
510 50 " e 8o L 368 L0 982
50 to §oo " e 002 L 20 L, aad
Over 500 . - .. 008 .. -
100 100 100

§ 4. Ttis, however, not to manufactare but to transport
induskry that we must look for the most conspicuous results
of the concentrative influcnce of machinery. The substitute
of the railroad for the pack-wagon and the stage-coach, of the
steamship for the sailing-vessel, exhibits the largest advance
of modern capitalism. *The cost of a steamship is perhaps
equivalent to the labour of ten years or more of those who
work ber, while & capital of about £ ¢ao,000,000 invested
in railways in England and Wates is equivalent to the work
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of about twenty years of the 400,000 people employed on
them,”!  The fact that all privately-managed railroads,
steam 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 department of industry.

§ 5. Next to transport the department of business where
the concentrative forces are in strongest and most general
operation is finance, using that term to cover banking and
insurance, stockbroking, bill-broking, and money-lending
of every kind.

These monetary businesses formed the cradle of
modern capitalism: they were the earliest to adopt the
form of joint stock enterprise, and to assume an inter-
national area of operation, capital expands in them out of
all rclation to labour, and the advantage of a large capital
over a small capital is normally greater than in any other
business operation.

The spread of an clabworate credit-system throughout the
business world is in such close connection with improved
machinery 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
vreat mass of modern business transactions is conducted,
the large financial business enjoys an obvious superlority.
Large financial operations for governments and for in-
dustrial corporations can only be undertaken by great
financial houses, and though detailed local or trade know-
ledze may form the basis for the survival of the smail
money-lender and the smail’ broking-firm, the amount of
financial independence enjoyed by smaller firms is always
Jdiminishing, so that they pass into the form of agencies or
branches of some great finance company.

Bagehot, writing a generaticn ago, emphasised this
tendency: A large bank always teads to become larger,
and a small bank to become smaller.”  Since he wrote, the
private bank has largely disappeared in Great Britain before
the great joint stock bauks, whose branches spread all over
the country.  'Fhe depuosits in British banks are estimated to

' Maisball (znd ed.), p. 283
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haveincreased from £350,000,000in 1875 to £859,000,000
in 1903, an increase of 147 per cent. in 27 years.! Be-
tween 1858 and 1903 the number of bank offices has grown
from 2,008 to 6,592, entitely due to the extension of branch
banking., Scotland, the earliest country to develop a general
use of banking facilities, exhibits the closest concentration
of banking industry. In 1883 she had ten banks with gr2
branches, in 1896 ten banks with 1,015 branches. In
England amalgamation is rapidly exterminating private and
proprietory banks. Barclay’s Bank has taken over 24 other
businesses, Parr’s as many, while Lloyd’s has absorbed 38
other banking-houses.

A similar concentration of nsurance business is every-
where discernible.  Nowhere is the economic advantage of
a large over a small capital so obvious as in the insurance
business. The number of American life insurance offices
has been steadily diminishing during the last quarter of a
century, the smaller number doing an immensely larger
business. In 1873 the number was 56, with an income of
$118,366,502; and in 1897 the nuinber was 35, with au
income of $301,268,179.

§ 6. The concentrative forces in commerce are less easily
ascertained; 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 trade the
separate mercantile stage has been eliminated, especially
where the goods in question are raw materials or unfinished
manufactures.  Either the manuvfacturer purchases his
materials direct from the producers by regular process of
contract, or sets up producing plants of Lis own, as where
jam manufacturers own fruit plantations or irouwoks
acquire collierics. In many other cases the producer
supplies the retailer direct, as in the case of most patent
or packet goods and over a large part of the clothing
businesses ; or undertakes the cntire wholesale and retail
distribution, as do certain shoe factories, collieries, etc.
Most ordinary articles of manufacture are supplied to-day
directly from the factories to the retailers.  Where the
wholesale merchant still remains-as a distinct distributive

LBtk Tndustries, p.ogr.
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stage, he is usvally 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, invelving more largely the element of credit and
becoming in most instances an appanage of finance, For
successful business upor these lines, large capital is essential,
and while the encrmous growth of the commniercial classes
in all countries 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 Whiteley's and Barker's, or covering
a wide area of wants, like Maple’'s or Spiers & Pond,
spring up 10 the large cities, taking an increasing proportion
of retail business. Other companies, more specialised,
extend their business through numerous branches, as in the
grocery and provision trades, milk, restaurants, fish, and
game trades. In some of these cases the retail companies
strengthen themselves by entering the productive processes
of farming and manufacture; more frequently the manu-
facturers themselves 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.

In such countrics, however, as the United States, where
agricultural machinery has been very fully applied, it is
clearly established that the size and value of farms increase
in those departments of agriculture where machinery can
be most largely utilised, and that the capital value of these
farms as well as the value of the product increases more
rapidly than the increase of labour employed upon them.

A carcful monograpl: upon American agricalture recently
published! 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 increase
in the size of farms {including improved land only) has
resulted, amounting to 26.4 per cent. for the decennium

1V The Influence of Furm Mackine y on Production and Labour, by
Il. W. Quaintance. Nov. 1904,
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1880-90, and 41.8 per cent. for the two decennia 1880-1900.
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 Atlantic and
South Central States, or where market-gardening and orchard
products form important and growing featurcs, as in parts
of the North Atlantic and Western divisions, the tendency
of machinery to increcase 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,! the capital value of an American farm and the
value per acre of its product are increasing Llolerably 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 relatively less impaortant
part:—*%

thase, r86a. 18q0. THaa,
Average value of all farm
property . . $3,5185 = 100 138.2 185.8
Average value of farms (land
and improvements) . . %2835 = 100 138.6 180.0
Average value of implements
and machines . . . $136 = 100 1t1.o 152.9
Farmers, planters, and over-
seers . . 828,800 = 100 — 127.4
Agricultural la.bourers . 352,765 = 100 —_— 175.6

The fact that the employed or dependent class has in-
creased 73.6 per cent. during the pertod 1880-1900, whilc
the employing or independent class has increased only 27.4
per cent., is a strong corroborative testimony to the growth
of the concentrative process.

! The actual size of farms (including unimproved Iands) shows a
marked increase since 1380 as compared with a decline in the several
preceding decades.

7 This decline in the importance of labour is made clearer by the
following figures from the Census:—

100, 18go. 1880,
Agricultural labourers. . . brz2418 3572 8ay 332,503
Farmers, planters, and overseers. 1,056,23 1,091,507 525,500

1,668,655 1,451,761 1,181,365
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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 these are
closely related to the use of modern machinery, which must
be regarded as the representative agency of capitalism.!

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:—

. Tiine Worked.
Unit| Name and quantity of Year of Production.
No. crop produced, pndde. [ ' Hand. Machine.

1. scriplionof work done, [

Tland. Machine, | Ilrs, | Min. | Hrs. | Min.

3 | Bailey: 30 bushels
{xacre) barley . | i1820-30 | 1895-96 | 63 [ 3501 2 i 42.8

g | Com: 40 bushels {1
acre) yellow corn,
husked; stalks left
infield. . . . 11833 1894 35145015 7.8

10 | Collon: By hand,
750 pounds; by
machine, 1000
pounds (1 acrc}
seed ecotton . . | 1841 1805 167 | 48.0 | 78 | 42.0

12 | Hay: Harvesting 1
ton {1 acre} limo-

thy hay . . .| 18350 t8as 21 5.0 31565
t3 | Oats: 4o bushels (1 i

acre)vals o . . 1830 1593 66| 150 | 7| 58
16 | Polatues: 220 bosh-

els{1acre) putatoes | 1566 1805 103 | 5.0 | 38| —
17 Rice: 2,630 pounds !

{1 acre) roughrice | 1870 1503 62| 50017 | 2.5
18 | Rye: 25 bushels {1 !

acre) rye . .. 1547-38 1 186495 | 62| 586 | 25 | 100

26 | Wheats 20 bushels

(1 acre) wheal . | 18256.30 I

189506 [ 61 mo!l 3| 1g.2

I Quainlance, p. 20,
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“The increased effectiveness of labour thus indicated
varies from 150 per cent. in the case of rye to 2,244 per
cent. in the case of barley, yielding an average increased
productivity of about soo per cent.!

§ 8. But while this concentrative force of machinery has
been so strong in 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 distinguished from merely mechantcal cultivation every-
where makes for small farms, though involving in many
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 favourable to large
farming. In proportion as markets for the finer fruits,
flowers, poultry, and other farm products which invelve
minute individual care and skill hecome relatively more im-
portant than the markets for staple crops and ordinary
cattle, the forces making for large farms, or even for large
capitalism in farming, will probably be diminished. Indeed,
though in almost every branch of agriculturat work machinery
and other labour-saving contrivances are used to an increas-
ing extent, this does not involve the elimination of the small,
independent farmer.  Though the great grain farm or
ranche, worked with machinery and bired labour, 15 growing
at such a pace as to weight the “average ” for agricalture as
a whole in this direction, this is quite consistent with a large
growth of small farmers.

Recent evidence from Belgium throws an interesting light
upon the conflicting tendencies in agriculture.  While large
estates have increascd in number and in the proportion of
the whole area of the country which they cmibrace, the
number and the proportion of very small estates have grown
still faster: the diminution has eccurred in thie intermediate
sizes of property.? These smail plots, however, it is main-

! Quaintance, p. 23.  * E. Vandevelde, Alodesrn Socialism, 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
work in agriculture with town wage-work in winter, or using
the land for allotments to be cultivated after a day’s werk
in the town,

While miachinery favours the large as compared w1th the
middting 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 develepment of the use of machinery—in
a word, the increase of fixed capital in comparison with
circulating (7., in comparison with capital for paying manual
labour); agriculture is becoming industrialised; arable land
is turned into pasture; we see the multiplication of agricul-
tural industries—distilling, sugar-making, the manufacture
of chicory, of syrups, etc.; and in consequence of this trans-
formation, more and meore of the population of the rural
districts is splitting into two quite distinct classes. You see
there a growing proletariat, 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, eollicries in winter, to resume work in the fields in
the spring.”™!

§ 5. Tt is thus quite evident that economies of machinery
and power are operating in many fields of industry-—

(1) To increase the size of the individual “plant™ 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 capital in
comparison with labour.

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

This economy of machinery is furthest advanced in the

Y Modern Spcialiim, 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 large and increasing
share of the transport trades, where steam and electric
power are utilised, comes under this same economy. The
same tendency, less advanced, is cperative over large parts
of the mining industries, and over certain portions of
agriculture.  Wholesale trade is less amenable to the con-
centrative force of machine-economy, except so far as it
invelves the physical handling of large quantities of goods,
while retail trade makes the smallest use of mechanical
methods.

But this merely mechanical economy does not carry
us very far in interpreting the concentrative tendency
of capitalism. The increased size and complexity and
“capitalist” nature of a single **plant” is represented by
the growing cost and productivity of a modern textile or
flour mill, as compared with the more primitive mill it
displaces, or the superior earrying capacity of a modern
railway train or steamship as compared with primitive
vebicles, Now the true economic unit of capitalism is not
the technical unit of a “‘plant,” but the industnal and
financial unit of the " business.”

LExcept in a few instances, merely mechanical economy
does not go very far towards explaining the larger develop-
ment of the “business.” Upon this mechanical economy
is superimposed a series of other industrial, commercial,
and financial economies favourable to the big business,
Where and in proportion as these are operative we find a
number of technically complete plants or establishments
bound by a common control and ownership, and worked
as a single business.

The great and growing size of many commercial, financiat,
and even retail distributive businesses makes it quite evident
that machine-economy is not cssential to the conecentrative
tendency of capitalism,  Not only do vast businesses spring
up, destitute of this foundation, but, as we have seen, in
some manufactures a tolerably complex machine-plant
forms the basis of small businesses.

While therefore it is important to enter upon an analysis
of the economy of the large business by way of a study of
mechanical efficiency, we must treat this as une element in
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a complex ot economies favouring the large business. TItis
now hecessary 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 the establishment of monopolies. The econ-
omies which give 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 ptaced 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 efiort 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 materials and sale of finished
goods, and everything which increases the area of effective
competition and co-operation in industry.

() The adoption of the best modern machinery, Much
expensive 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 labour they might supersede, in order to
become economically available, may be considered infinite.
With every rise in the scale of production some of these
pass from the “nonpaying” into the “paying” class and
represent a net productive gain in saved labour of the
Communny. -

(v) The performance of minor or subsidiary processes
upon the same premisses or in close organic connection
with the main process, the cstablishment of a special work-
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shop for repairs, various economies in storage, which attend
large-scale production.

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

(e) Economy of place and space. The ability of a large
business to utilise a given ground-area advantageously for
productive work and for storage is often a great practical
economy, measured financially by the smaller part rent
occupies in establishment expenses. In retyil trade where
superficial “*display” of goods, storage, and elbow-room are
of prime importance, this is one of the chief factors favouring
the large *'store,”

(/) The utilisation of waste-products, one of the maost
important practical economies in large-scale production.

(¢} The capacity to make trial of new experimecnts in
machinery and in industrial organisation.

§ 11. To the class Economies in Competitive Power
belong those adwantages which a large business enjoys in
competing with smaller businesses, enabling it cither to
take trade away from the latter, or to obtain a higher rate
of profits without in any way increasing the net productive-
ness of the community. This includes—

{1} A large portion of the economy in advertising, travel-
ling, local agents, and the superiority of display and touting
which a large business is able to afford.  In most cases by
far the greater part of this publicity and self-recommenda-

" tion is no econemy {rom the standpoint of the trade or the
community, but simply represents a zain 1o one firm com-
pensated by a loss to others. In not a few cases the
“trade " may be advantaged to the damage of other trades
or of the consumer, as when a class of uscless or deleterions
drugs is forced into consumption by persistent methods nf
sclf-appraisal which deceive the pubitic,

{2) The power of a large business to secure and maintain
the sole use of some patent or trade sceret in machinery or
method of manufacture which would otherwise have gone

9
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to another firm, or would have become public property in
the trade, represents no public economy, and sometimes a
public loss. Where, 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 con-
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 advantage, implying a
greater facility of expansion in business operations, partly a
competitive advantage imparting greater freedom in pro-
cesses of buying and selling and greater power in tiding
over difficulties.

This particular econowy is, of course, most important in
financial businesses, next in large commercial businesses,
playing however a considerable part in mining and manu-
facturing businesses, in proportion as the *‘speculative”
factor is inherent in their conduct.

§ 12. When, as we perceive to be the case over large areas
of industry, commerce, and other employments, the small
business survives, this survival may be traced partly to the
absence of some of these leading tendencies towards con-
centration, partly to the action of countervailing tendencies,
positively favourable to the small form of business.

In considering the physical and economic limitations to
the effective application of machkinery we have already indi-
cated certain econonies of the small husiness. (1) Where
the nature of the raw material or of the process of hand-
ling it is incalculably and greatly irregular this irregularity
renders the full application of machinery and routine labour
impossible.  The kind or degree of this irregularity may be
such as to make success in the business dependent so
largely upon the skill, genius, character of the operator, or
upon chance, as to preclude the use of machinery or of any
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sort of “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, ete,, of hides does not prevent tanning from becoming
an industry of big-businesses; nor does the itregutar shape
and quality of fruit keep the *'canning” and “jam " trades
in small businesses. But jewel cutting and setting, the
most artistic grades of the clothing 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 altuvial deposits while
“banket ” gold is mined by great companies.

The largest application of this principle is of course in
agriclture. Small farms tend to survive in proportion to
(=) the irregularity of soil, seed, climate, etc., and the con.
sequent amount of detailed care and skill involved in the
agricultural processes; () the absclute market 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 even
fruit farms, may for similar reasons be made to pay. Butin
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 ta
outweigh all economies of large production.

(2) When the individuvality of the consumer impresses
himself upon an industry through demand for the satisfac-
tion of particular needs, an ‘“art” economy is substituted
for a “‘routine” or ‘*machine” economy. It is this force
which, in large measure, gives importance to differences of
materials, and evokes skill in dealing with them. But even
where complete standardisation or regularity of materials
exists, the demand of consumers for goods exactly accom-
modated to their individual fit or fancy invalves skilled
workmanship, and prohibits the use of machinery or routine
method. This does not necessarily imply the execution of
such orders by small businesses. A large pottery company
often employs a number of designers and skitled 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” 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 outpuj of
skill approaches the natnre of close personal service, the
small unit of business is apt to survive. Though the
ordinary work of photography may be passing to large
companies, 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. FEven when it is the “particular” demands
not of consumers but of producers that are in question, the
small business often holds its own, as in many of the minor
metal trades of Birmingham.

Though the standardisation of machinery releases much
work of repair from dependence on skilled engineers and
smtiths, while many large businesses keep repairing shops of
their own, this essentially irregular work forms the basis of
many small independent workshaps ia large manufacturing
centres. Though the building and the printing trades are
in the main large capitalist undertakings, jobbing builders,
carpenters, plumbers, and printers exist in considerahle
numbers for special and emergency work.

In retail trade, as we have seen, the survival of the
personal relation with *‘customers,” the adhesion of some
final productive process to the art of retail distribution,
sometimes the importance of mere proximity, enable the
smal! storekeeper to held his own.

It is natural that the productive energy which functions
for the production and distribution of material and im-
material wealth in the professions, the finer arts, and in the
recreative and personal services, should be least amenable
to the concentrative forces of capitalism, Though there is
a sense in which the schools of law, medicine, theology, and
pedagogy in cur universitics may be regarded as large
capitalist enterpriscs —factory-plants for turning out and
distributinz legal, medical, religious, and other services—
while the trade-organisations of the bar, the churches, the
medical councils, ete., limit the liberty of professional men
in their “practices,” these considerations do not materially
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impair the *business ” independence of the ordinary clergy-
man or physician. The tendency towards the large
capitalist structure, though discernible in the teaching, the
legal, the medical, and especially the dental professions, does
not cover any large proportion of thesc professions and
reaches within a moderate compass a maximum economy.
In the recreative arts large capitalism has obtained a
stronger hold over some departments which involve a large
outlay of capital and a high order of business management.
Perhaps the intelleciual art or profession in which the
centralising force is most powerful 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 agricutture, the mechanical
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
evoked, controlled, and applied effectively under the routine
economy of the large business. To these inherent advan-
tages of the small business in the production and distribution
of certain high gqualities of material and itnmaterial wealth,
must be added the independent spint of the genuine artist
or craftsman, which, even in such largely routine work as
carpentry, shoemaking. or retail shopkeeping, is alten
strong cnough to induce a man to remain a smatl inde-
pendent producer with a precanious unluerative busimess
rather than become a mere cog in the capitalist machine.

§ 13. Irom these genuine econonic survivals of the small
business-unit must be distinguished the numerous forms of
small sweat-shop and sweating howme industry which are
found everywhere in the industrial lowlands. The charac-
teristic of such small sweating busiiesses 15 thie praduction
of luw-grade romtine goods by subdivided Tabour under
conditions of low wages, low rent, and evasion o sanary
and other industrial restrictions which make this mode
of production cheaper than production in a factory by
machinery” or by properly accommadated and proteeted
hand labour. Much of the production of the sweat-shop
consists of ill-made or shoddy goods which would not be
made at all except for the “demamds ™ of the puoorest class,
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kept in poverty by the same economic maiadies which furnish
to these sweating trades their supply of cheap, inefficient
labour ; much of it would ctherwise be done Ly 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
Ligh skilled elude the full application of the machine by
certain irregularities of detail—e.g., flower-making, fur-pulling,
packing, etc.—would become subsidiary departments of the
major trades to whicl they belong.  Though these sweating
trades are rightly spoken of as “morbid” survivals of small
businesses, as “ parasitic” growths, they are natural products
of the present stage of capitalism; for all the econcmic
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 worl of extirpation economic considerations
are even more potent than philanthropic or sanitary ones,
and it is probable thal in England and America the pro-
portion of these morbid to the healthy survivals of small
businesses 15 diminishing, especially in the clothing trades,
where machinery has made such large recent advances. At
the same time, so long as cheap labour in considerable
quantities is available, these parasitic trades will continue
to appear anew, particularly in those industries to which
season and fashion impart irregularity and where one
economy of the sweatshop consists in saving the waste
incurred in factories Ly keeping machinery idle or half-
used over considerable periods.

§ 4. But assuming that the sweating trades be left out
of consideration, what general conclusion ate we justified in
forming as to the relative strength of the centripetal and
centrifugal forces making respectively large and small
husinesses ?

The industrial departnent in which the large capitalist
Lusiness is most prevalent and where a growing tendeney
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10 concentration 15 most genetal ts Transport. In ail
advanced industrial nations the carriage of persons, goeds,
news by railroads, steamships, pipe lines, telegraphic and
telephonic services, has passed tnto the control of large
companies: as the horse is more and more displaced by
electric or cil traction for the subsidiary Transport services
in town and country, this further mechanisation of transport
favours the displacement of the small carrier and 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 increased
use of machinery upon the one hand, the development of
corporation finance upon the other, favour the absorption
of this branch of industry by largc company enterprlse
The survival of small businesses in agriculture is wide-
spread and persistent wherever smali 0\\nusl11p ©r security
of tenure prevails. The permanence of the small holding
nust, however, depend more and more upon the abandon-
ment of certain clements of sell-sufticieney, or otherwise
upon the’ grafting of processes of large co-operative or
corporate business upon the small farming economy. In
Denmark, Swiizerland, Belgium, Ireland, co-operation for
dairying and other collecting and manuflacturing processes,
for the use of machinery, marketing, mutual credit, and
edueation, are seen to be essential to the maintenance of
small holdings. Witheut this co-operation the ecouomic
strength of the small holder or the tenant farmer is under-
mined by the carrying companies, the merchant-middlewen,
and the money-lender, and in time he either is displaced by
some large-farm system or becomes the mere dependent of
one or other of the capitalist classes just named.

The fishing industry still continues to soine considerable
extent in small shapes, though the steam trawler and the
large fish-merchant are bringing it inore and more under
large capitalism.

Most of the manufactures engaged upon the processes of
making the foods, clothes, houscs, and other prime neces-
saries and conveniences of life have passed or are passing
into Lig capitalist businesses, While these staple manu-
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factures employ an increasing proportion of capital, they do
not, save in the less advanced nations, engage an increasing
proportion of labour. Attached to each of them is a large
quantity of manufacturing industries which remain in small
businesses, and though the application of mechanical and
uther sciences continually displaces old handicrafts by large
machine industries, while new industries arise capitalistic
Irom their start, a large quantity of new irregular and highly
skilled trades come into being, employing a large quantity
of labour. Tt is by ne means proved that an increasing
proportion of manufacturing labour is employed in large
businesses, or that the “labour-saving” economy of
machinery is attended by so large a general expansion of
manufacturing industry as to provide employment for all
the labcur that is “ saved.”!

While the concentrative forces are strong in wholesale
commerce, the small dealer survives and even multiplies in
wost countries, though his economic independence is sapped
in many trades by dependence on some large manufacturing
or “fumishing” firm.  Bearing in mind the growth of
retail trading companies with many branches and the
various forms of “tied” houses, it seems probable that a
larger share Loth of the capital and the labour engaged is
passing under large capitalism.

Banking, insurance, and other financial business is seen
to be peculiarly adapted to the play of concentrative forces.
In the civil arts, professions, and services which are growing
so rapidly in the proportion of employment they afford, the
small business very gencerally holds its own. ‘The increase
of labour and of capital employed in public services must,
however, be accredited to the side of the large business.

It may then be concluded :—

(1) That an increasing proportion of the aggregate wealth
{goods and scrvices) in modern communities is pro-
duced in large and expanding businesses.

(2) That this concentrative tendency is particularly
operative in the making and carrying of the goods
which constitute the nccessaries and prime con-
venlences of life of the people.

(3} That in the apgregate production of wealth ecapital

1 Qn 1lis point see Chapter X1
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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 of the most fundamental and
essential forms of material 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-
cenirative forces are less powerful in the case of
labour than in the case of capital.

§ 15. But while a larger number of processes and indus-
tries are constantly brought under the operation of the con-
centrative forces which make for large business-units, there is
no reason to regard the economy of large-scale production,
as unlimited in any branch 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 the law of diminishing
returns.  In any country in any given condition of industrial
development there is for each industry a size of business
where the maximum net economy is reached, and beyond
which, unless supported by a legal or a natural bLasis of
monopoly, it cannot grow.

In many manufacturing processes which have atiained a
high degree of mechanical development the maximium
economy is soon reached, the unit of cheapest production
representing a comparatively sinall annual output in tons,
gallons, or other standard: the mere advantages of a-
chinery and division of labour are soon exhausted.  This
limitation of the size of an individual plant is generally
recognised.  OF course where other  cconomies  besides
those of the manufacturing process arc taken into acconnt,
cconomies of purchase and of sale, of rent, establishment
expenses, administration, advertising, cte., the profitahle
size of such a business may be considerably raised.  But
even the aggregate of these economies does not evade the
law of diminishing returns. Not only for mechanical pro-
duction but for administration of a business there is a
point of maximum growth,!

' An experienced accountant in a large English midland mannfaciuy-

ing lown writes Lo e as follows:—
* Sao far as T am able to judge from businesses T have Leen connected
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Throughout industry businesses may be regarded as
gravitating towards **a typical magnitude,” which yields for
the time being the maximum economy.

The final limits of this growth are described by a recent
cconomist ! as functions of :

(1} The internal 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 touched.

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, we examie more closely the limits upon the
zconomy of the large Dbusiness, thus indicated, we shall
perceive that they ultimately rest upan a law of diminishing
returns, applied not te the mechanics but to the administra-
tion of business.  Although there must be conceived to
be an ultimate limit to the economy of large production
dependent on the necessity of having recourse to inferior
or more cxpensive sources of raw materials or power, this,
save in rare instances, 3s not an actual limit.  So, hkewise,
though the practical limits set upon the claboration of
machinery and the divisien of labour may fix the maximum
size of an individual plant, it does not limit the size of a

with for years, and which are systematically increasing their output,
far from i1s heing possible Lo furwnlate a general rule that standing
cxpenses climinish proportionately in relation te the output, T am
inclined to think that they increase. 1 think there is a certain size
{quickly atiained in many businesses) at which everything is done most
cheaply, and thal, as the product goes on increasing, there is a slight
relalive increase in expensc, due to the fact that mere size necessilales
the doing of everything by rule, and the formation of separate depart-
ments, and 2 comphmled system of checking and accounting generally,
which tends to counterbalance, and which does in fact more than
counierbalance, the advantage gained by size, There is also the in-
tangible loss caused by the removal of direct responsibility, and this, I
think, must account for a good deal.”

1 Professor 8. J. Chapman, ke Lancashire Cotton Industry, p. 169,

2 This last economy s uol separate from the rest, but appears to
cnumatise then.
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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 sulserved thereby.
This being so, the only substantial limit 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 bustness-unit
ability of control and management must be regarded as a
constant factor. The chief cause of the survival of small
forms of business in many highly-skilled trades was found to
be the necessity of dircct detailed attention on the part
of a responsible interested workiman or employer.  Any
expansion of the business, implying delezation of this
control and the adoption of routine methods, would react
injuriously upon the quality of the work. When the
industry is highly susceptible of routine mcthods this
economy of “the master’s eye” is relatively unimportant;
the managing ability is best cccupied in the more general
acts of organisation and control, a discietionary power of
detailed management being delegated to dspartmental
managers, overseers, and nspectors.  But there must
always be some limit to the economy of the managing or
directing mind: every expansion brings larger intricacy, and
the machinery of administration hecomes more cumber-
some, involving larger waste from imperfect co-ordination,
dislocation, friction, and other disturbances.

When the financial economy of modern husiness intro-
duces more division of labour into the administration,
dividing the interest, responsibility, and contral amaong a
number of dircctors, a managing director and a number of
salaried officers, difficuities of policy aud of ¢lose co-ardina-
tlon are apt so to increase as to outweigh the advantages of
substituting many administrative minds for one.  The well-
recognised failure of joint-stock companies to compete suc-
cessfully with private firms in some classes of business is a
clear testimony to the limits of this economy. While,
therefore, diffcrences of personal ability, especially evinced
in the larger policy of organisation and in the selection of
subordinates, impart great elasticity to the maximum size of
a business, it 1s nonc the less true that there is always Ya
typical magnitude ” to which each class of business tends
to conform, and which yields the chicapest unit of supply.
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This tendency for every business to grow to the limit
of cheapest production is however qualified by another
tendency from the demand side. When the number of
growing businesses in a competitive 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 attaining the ‘“typical magnitude” which
yields the greater cheapness of supply. In other words,
the direct determinant of the size of a business will be the
net maximum ol 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 distinet from single plants, are not to
any large extent considerations of technical production,
but of administration and of market. For this reason a
larger proportion of the highest intellect engaged in business
Iife is being directed to experiment and invention of ad-
ministrative methods, including business organisation and
finance, with the double cbject of effecting large economies
of supply-cost and of so inonopolising or controlling
markets as to prevent these gains passing to the consumer
by comwtition of producers.
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CHAPTER VI
THE STRUCTURE OF TRADES AND MARKETS.

. Differentiation of the Business Structure.

. Integration of Processes,
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§ 1. In those industries where the business-unit grows in
size it generally grows also in complexity of structure, This
increased complexity is due partly to a process of differen.
tiation within the businéss-unit, partly to a process of
integration by which productive activities which formerly
constituted separate Dbusinesses Lecome departments of a
single business.

The increasing differentiation or division of capital and
labour due to the greater size and technical improvements
of modern businesses is easily recognised. In a maodern
shoe factory there are about sixty distinet processes.
Grain, in the ctaborate machinery of the madern flour-
mill, passes through a score of different stages, cleaning,
winnowing, grinding, ete.  The American machine-made
watch is said 10 be the product of 370 scparate actions.
In an.vp-to-date textile factory a dozen difterent processes
contribute to the spinning or weaving of cotton or 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
gocds.  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 familiar form long after the use
or convenience of this foom has passed away. The exi-
gencies of keen competition requires constant experimenta-
tion in new lines 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 various minor or subsidiary processes by
some business performing a major process of production;
or the expansicn of some manufacturing or mercantile
business taking on the production or sale of new kinds of
coods which lay previously outside the limits of its business
activity.

§ z. Every industry is connected with a number of other
industries engaged upon processes anterior to, subsequent
to, or subsidiary to, the operation with which it is itself
concerned : this ereates a stable bond of common interest
which forms a basis of integration. The most strongly
organised and best developed of a series of business
processes thus related tends frequently to absorb the
others. S0 a modern steel-mill wiil often own its own
smelting works and its own supply of iron-ore and coal,
together with its own railway or line of boats for carrying
the raw material. A cocoa or jam manufactory will own its
own fruit plantations. In other cases the wholesale or the
retail merchant takes the initiative, as when the English
Co-operative Wholesale Socicty sets up cloth and shoe
factories and imports its groceries on its own ships; or
when a retail store like Whiteley's 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 self-sufficing, manufacturing its rails,
rolling stock, ete, 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
employees.
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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
mazin 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, are frequently
found going on simultaneously in a single factory.! This
integration 1is, however, often qualificd or crossed by a
tendency to differentiation so strong as to detach a par-
ticular process and o set it up in business for itself, So in
the Yorkshire woollen trade, whereas spinning and weaving
are usually under the same roof, combing and fulling
are often distinct, and “finishing” 15 usually daone
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; dyetng
is sometimes under the same management as spinning and
manufacturing, sometimes committed to a dyer.  Calico
printing forms-a separate businecss.?

In fact throughout the textile and metal manufactures we
see clear signs of a double process of business differentiation
opposing the process of integration in onc direction, while
assisting its advance in another.  In the woollen trade,
where strong differences of quality eccur, there arises much
specialisation, many businesses canfining themselves to a
particular class of goods, and absorbing all the processes
mvolved in this special trade. QOpposed to this specialisa-
tion of quality is the specialisation of processes exhilbnted in
the ““fulling ¥ or “finishing” Lusinesses.which take work for
a large number of the speciatised mills.  The cotton wade,
as we shall see, develops in similar fashion by loeal differen:
tiation of firms and coarser “counts” and various grades and
types of manufacture,

The modern bicycle trade exhibits the conflict ot the two
tendencics most clearly in the struggle between the techni

1 A good deal of the cleansing and coambing in the clath and worsted
trades is, however, done separately on commission by large firms such
as Lister's (cf. Burnley, p. 417). In Germany “‘fnishing” still
remains a separale business process (cf. Chapman, Ferefoonr Competition,
p. 197).

* Chapman, The Lancaihive Cotton Mmdusiry, p. 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; while engineering shops, carpenters’ shops,
chemical laboratcries, 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 commeodity, come to group themselves into a
large, complex business-unit.

§ 3. Though, as we seg, there is in many trades a tendency
to specialisation in quality of manufacture, a business confin-
ing itself to the many processes contributory to a single sort
of commodity, in others the integration proceeds horizontally
#s well as laterally, a manufacturer or merchant extending
the number of commodities in which he deals.  This often
happens where some community of raw material or of
method of manufacture connects twe different commodities.
Hence a biscuit manufactory, like Messrs. Huntley &
Palmer, expands its activity until it has absorbed a great
variety of other food products, while a watchmaking busi-
ness takes up electrical or surgical apparatus.

In 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
towards the position of “general dealer,” The < Stores”
and the Universal Provider represent the cu!mination of
this movement in the retail business, returning to a more
enlarged and complex form of the primitive “general shop™ of
the village.! Tere, however, as elsewhere, the differentiating

- A similar reversion to a gencral primitive Lype is observed in some
manuafacturing businesses, . cotton,  ““The weavet's cottage wilh
its rude apparatus of jug-warping, hand-cards, hand-wheels, and im-
perfect looms, was the steam-loom factory in miniature.” ({Guest,
History of the Cotton Manufactire, p. 47.1
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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 companies set up
numerous branch shops for selling some single com-.
modity, such as watches, bieycles, shirts, ready-made
clothing, coffee, ete.

Wherever 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 and finauce.
A modern bank has added various processes of money-
lending and discounting which were alien to its early
functions, while the modern bill-broker tends continually to
become more highly specialised in the kind of bills which
he discounts.

While, then, over a large field of business enterprise there
exists a strong tendency towards increasing complexity of
business structure, it is clear that this tendency is not of
universal application even in distinctively capitalistic fields.
Increasing size generally implics further division of labour
and other increased differentiation even where no new lines
of work are taken on. If a growing business, on the one
hand, expands the variety of its procducts, and, on the other,
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 from
defective central control.  We must therefore conclude
that as for every class of business there exists at any given
time & normal size of maximum efficiency, so there exists a
normal degree of complexity.

Increased complexity gencrally proceeds with increasing
size: where the capitalist {orces are waking for the produc-
tion of routine goods and scrvices upon a large-seale there
we find the business-unit more heterogeneous and more
highly integrated, partly as the result of diflerentiation fram
within, partly through taking on new lines of business
activity from outside.

§ 4. Ascending from the busiress-unit to the larger
unit in the structure of industry, the Market, or groups of
directly competing businesses, we find similar changes have
taken place. In considering these changes the relation

10
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between Market 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, bas 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 campetition 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-
ments 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. DMarket is the
name given to a number of directly competing businesses.
*Economists understand by the term market nat 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
quickly,”!

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 market. The money market is a
single market throughout the world. The price of money
in J.ondon, 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, wherever in the world £ 100 of
money represents the same commodity the same price will
be paid for its use, while any difference in its value as a
commodity will be accurately reflected in the difference of
price,

L Cournot, Recherches sur les Principes Mathématigues de la Theorie
des Rickesses {quoted Marshall, Principles of Economics, p. 384).
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Absolute freedom of intercourse is not essential to the
establishment of a common market. Market tariffs and
other advantages and disadvantages may place the competi-
tors on an unequal feoting. Moreover, in order to form part
of a market as helping to determine the price, a business
need not actively enter the ficld of competition. Fear of
the potential competition of outsiders often keeps down
prices to a level above which they would rise were 1t not
for the belief that such a rise would bring into active, effective
competition the outsider. England had until recently a
monopoly of the market for cotton goods in certain Fastern
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 commodities 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, and the most highly competitive.

Dealers in Stock Lxchange securities and in the precious
metals, are in active, constant competition at all the great
commercial centres of the world.  Other staple commuadities,
whose value is great, durable, and portable, such as jewels,
wheat, cotton, wool, have to all intents and purposes a
single market.

This world-market represents the fullest expansion duc
to modern machinery of transport and exchange, the rail-
way, steamship, newspaper, telcgraph, and the system of
credit built up and maintained by the assistance of these
material agents.

The market-area for various commodities varies with the
character of these commodities, fram the world-markcet for
stock exchange securities down to the minimum market
consisting of a few peighbouring farmers competing to
sell their overripe plums or their skim-milk. The chief
qualities which determine the market-area are—

(a} Extent of demand. — Things in universal or wvery
wide demand, which are at the same tiine durable, such as
money, wool, wheat, compute over very wide arcas.  Things
specially accommodated to the taste or use of a particular
locality or a small class of individuals will have a narrow
market. This is the case with clothes of 2 particular cut,
and with many kinds of fabrics out of which clothes are
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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.

(#) Portadiiity. —Even where the demand is far from
a general one, the market-area may be very wide where
high value is stored in small bulk, Smoking tebacco 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.

(¢) 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. Modern 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 mecans of rapid and reliable information about
methods of production, markets, changes in price and
trade have practically annihilated the element of dis-
tance.

Machinery 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 ragport?
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. Modern methods of production have also brought
about a great expansion in the time-area of the market.
Competition covers a wider range of time as well as of space.
Preduction is no longer directed by the quantity and quality
of present needs alone, but 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 man is devoted to
forecasting future conditions of the market, and a larger
propertion of the mechanical and human labour to pro-
viding future gocds to mweet caleulated demands.  This
expansion of the time-market, or growth of speculative
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 widening
market has given a basis of calculation 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 body, assisted but shightly 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. Modern industrial
nations are able to produce consumables far faster than
those who have the power to consume them are willing to
excreise 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 being
stored up in some material forms which are required not for
direct consumption but for assisting to increasc the rate at
which consumables may be produced in the future. In
order to make a place for these new forms of saving it is
necessary to interposc a constantly increasing number of
mechanical processes hetween the carliest extractive process
which removes the raw material fram the earth and the final
or retailing process which places it in the consumer's hands.
New machinery, more claborate and costly, is applied;
special workshops, with machines to make this machinery—
other machincry to make these machines; there 1s an
expansion of the mechanism of credit, the system of agents
and representatives is expanded, new mades of advertising
are adopted. Thus an ever-widening ficld of investment is
prowded for the spare energy of machine- production.  The
change is commonly described by saying that production is
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more “roundabout.”? A larger nuniber of steps are inserted
in the ladder of preduction. This increased complexity in
the mechanism of production is not, however, the central
point of importance. We must realise that the change 1s
one which is essentially an increase in the ‘speculative”
character of commerce. The “roundabout™ method of
production signifies a continual increase in the proportion
of productive forces devoted to making “‘future goods” as
compared with those devoted to making * present goods.”
Now future goods, plant, machinery, raw material of com-
moditics, are essentially “ contingent goods”: their worth
or waste depends largely upon conditions yet unborn : their
social utility and the value based upon it depend entirely
npon the future powers and desires of those unknown
persons who are expected to purchase and consume the
commodities which shall come into existence as results of
the existence and activity of these future goods.

The actual time which elapses between the extractive
stage and the final retail stage of a commodity may not be
greater and 1s in many cases far less under the new methods
of industry.  T'he raw cotton of South Carolina gets on the
wearer's back more quickly than it did a century and a half
ago. But when we add in the time-¢lements involved in
the provision of the various forms of intricate plant and
machinery whosc utility entirely consists in forwarding
these cotton goods, and whose existence in the industrial
mechanism depends upon them, we shall perceive that the
“roundabout™ method signifies a great extension of the
speculative or ime-clement in the market.?

§ 7. The growing interdependency of trades and markets,
the cver closer sympathy which exists between them, the
increased rapidity with which a movement affecting one
cominunicates itself to others, are other striking character-
wstics of medern trade. This interdependency is i large
measure one of growing structural attachment between trades

' Tt ought, however, to be kept in mind that the application of the
“‘roundabout ” method is only economically justified by a continual
Increase 1n consumplion. 5o far as a given quantity of consumption is
concerned the result of the “roundabewt™ method is to diminish Lhe
yuantity of capital which assists to produce it.

* Professor Bohm Bawerk shows this increased time of production
10 be the essential characteristic of capitalist production, Cf. Jasitive
Laeory of Cupital,
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and markets formerly in faint and 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 raw material of machinery and
steam-motor, the machine manufacture, and the transport
services, are the common feeders and regulators of all
industries, including that of agriculture. They form a
system corresponding te the alimentary system of the
human body, any quickening or slackening of whose func-
tional activities is directly and speedily communicated
to the several parts. Any disturbance of price, of efficiency,
or reguiarity of production in these foundational industries
is reflected at once and automatically in the several
industries which are engaged in the production and dis-
tribution of the several commodities. The mining and
metal industries, shipbuilding, and the railway services are
recognised more and more as furnishing the true measure
and test of modern trade; their labour enters in ever
latger proportion into the production of all the consumptive
goods.

Besides the general integration or unification of industry
implied by the common dependency of the specific
trades upon these great industrics, there are other forces
engaged in integrating groups of trades. Foremost is the
“roundabout” method of production, to which our atten-
tion has been already dirccted.  Not mercly does this
capitalist system bring a number of trades and processcs
under the control of a single capital, as a single complex
business, but it establishes close identity 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 capital and labour composing
one of our staple preductive industries, we shall find that it
is related in four diffcrent ways to a number of other
industries.

{1) It has a number of trades which are directly co-
ordinate—z.e., engaged in the varhor or later processes of
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producing the same consumptive goods. Thus the manu-
facture of shoes is related co-ordinately 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 produce is flowing through these several processes, and
though from the point of view of ownership and manage-
ment there may be no connection, there is a close identity
of trade interest and a quick sympathy of commercial life
at these several pomts.

(2} Each important manufacturing industry has 2 number
of industries which in their relation to it are secondary,
although in some cases, having similar relations to a number
of other trades, they mayin 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 buttans,
of tape, feathers, and other elements of ornament or
trimmings may be regarded as subsidiary. In the same
way the manufacture of wall-papers or house paint may be
considered subsidiary to the building trades, that of black-
ing to the shoe manufacture. These subsidiary trades are
related to ‘the primary one more or less closely, and are
affucted by the condition of the latter more or less power-
fully in proportion as the subsidiary elements they furnish are
mote or less indispensable in character.  The fur and feather

- rrades are far more dependent upon direct forces of fashion
than upon any changes of price or character in the main
branches of the clothing trade. On the other hand, any
cause which affected considerably the price of sugar would
have agreat and direct influence on the jam manufacture,
while the dse in price of tin due to the M Kinley tariff
caused serious apprehension to the Chicago manufacturers
and exporters of preserved meats.

(3) The relations between one of the greal arteral
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industries, such as coal-mining, railway transport, or machine-
making, and a specific manufacture may be regarded as
auxiliary. The extent to which the price of coal, railway
rates, etc., enters into the price ol the goods and affects the
condition of profits in the trade measures the closeness of
this auxiliary connection. In the case of the smelting
industries or in the steam transport trades, ¢ven in the
pottery trades, the part played by coal is so important 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 agcut of
manufacture, but is required to furnish steam-motor alone,
as in the textile factories, the connection may be termed
auxiliary.

{4) The relationship between some industries is ** sympa-
thetic” in the sense that the commadities they produce
appeal to closely related tastes, or are members of a group
whose censumption is related harmaoniously,  In foods we
have the relations between bread, butter, and cheese; the
relation in which sugar and salt stand to a large number of
consumables. Some of these are natural relations in the
sense that one supplies a corvective tg some defect of the
other, or that the combination enhances the satisfaction or
advantage which would accrue from the consumption of
each severally. In other cases the connection is more
conventional, as that between alcoho! 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 demand which
they make upon several industries, in some proportion
“determined by the harmonious satisfaction of their desires,
throw these industries into sympathetic groups.t  These four
bonds mark an identity of interest between different
industries.

The relationship 15 sometimes one of divergency or com-
petition of trades. Where the same service may be supplied
by two or more different commodities the trades are related
by direct competition.  Qil, gas, electricity, as illuminants, are
a familiar example of this relationship.  Many trades which

(1

! For a full and valuable treatment of these harmonious relations,
from the point of view of consumption and producticn, see FPatten’s
Ecomonics of a Dynamic Socrefy,
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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 kinds 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 kind. In clothing we have antagonism of interests
between the various fabrics which has led to great industrial
changes. The most signal example is the rise of cotton,
its triumph over woollen clothes by the earlier application
of the new machinery, and over sitk by the early superiority
of its dyeing and printing processes.! So in recent years
iz the conflict among beverages, tea, and in a less measure
cocoa, have materially damaged the growth of the coffee
industry so far as English consumption is cencerned.
Where such rivalry exists, an industry may be as power-
fully and immediately affected by a force which raises or
depresses 1ts 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 thraughout 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 evolution of the industrial organism.  Through
these channels flow the currents of moadern industrial lite,
whose pace, length, and regularity contrast with the feeble,
short, and spasmodic flow of commerce in earlier timed
This advance in functional activity of distribution is thus
expressed by Mr. Spencer:—*“In early English times the
great fairs, annual and other, formed the chief means of dis-
tribution, and remained important down to-the seventeenth
century, when not only villages, but even small towns, devoid
of shops, were irrcgularly supplied by hawkers who had
obtained their stocks at these gatherings.  Along with
increased population, larger industrial centres, and improved
channels of communication, local supply became easier;

VOl Porter, Srogress of vie Naseon, pp. 177-206.
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and so frequent markets more and more fulfilled the purpose
of infrequent fairs.  Afterwards, in chicl places and for chief
commadities, markets themselves multiplied, becoming in
some cases daily. Finally came a constant distribution,
such that of some foods there 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 intervals
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 tn our own times, when along cach line
of rails there go at full speed a dozun waves datly that are
relatively vast, sufficiently show us how the social circula-
tion progresses from feeble, slow, irregular movements to a
rapid, regular, and powerful pulse.”!

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 about a
larger and larger amount of lecal specialisation.

Roughly speaking, the West of Lurope and of America
has specialised in manufacture, drawing an ever larger
proportion of their food supplies from the North-West States
of America, from Russta, the Baltic Provinces, Australia,
Egypt, India, cte., and their raw materials of manufacture
from the southern United States, South America, India, etc,,

. while these latter countries are suhjected to a correspondent
specialisation in agriculture and other extractive arts, 1f we
take Europc alone, we find certain large cliancteristics
which mark out the Baltic trade, the Black Sea trade, the
Danube trade, the Norwegian and White Sea trade.  So the
Asiatic trade falls into ccrtain wolerably defined divisions of
area, as the Levant trade, the Red Sea trade, the Indian, the
Straits, and East Indian, the China trade, ete. The whole
trade of the world is thus divided for commercial [rurposes.”
Though these trade divisions are primarily siggested by

U Principles of Sociology, vol. i. p. §00 (3rd edit ).

9 For a detailed account of the national trade divisions, ef. Dr. Yeats,
1k Galden Gares of Trade.
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considerations of transport rather than of the character of
production, the geographical, climatic, and other natural
factors which determinc 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 atself 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 in 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 that of labour, are busily engaged in
distributing  the producuon of the world in accordance
with certain dominant natural conditions.  Those in-
dustrial forces which have during the last century and a
half been eoperative in Iingland, draining the population
and industry from the Southcern and Eastern counties, and
concentrating it in larger proportions in Lancashire, the
Woest Riding, Staffordshire, and round the Northumbrian
and South Wales coal-fields, specialising each town or
locality upon some single branch of the textile, metal, or
other industrics 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 arcas of Asia, South and Central Africa,
Australia, 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 capital which is unable to find a safe
remuncrative investiient nearer home, we are brought
nearer to a condition in which the whole surface of the
world will be disposcd 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 com-
petition is beginning to specialise industry on the basis of a
wortld-market, which was formerly specialised on the more
confined basis of a national or provincial market. So in
England, where the early speciabsation of machine-industry
was but slightly affected by outside compctition, great
changes are taking place. Portions of our textile and metal
industries, which naturally settled in districts of Lancashire,
Yorkshire, and Stalfordshire, while the area of competition
was a national one,! 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 was devoted to corn-
growing when the market was a district one centred in the
county town, becomes the little factory town when com-
petition is established on a national basis; it may become
the pleasure-ground of a retired millionaite speculator
if under the pressure of world-competition it has been
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.

§ ro. 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, “What is the ideal disposition of industry in °
a world-society making its chiel end the attainment of
industrial wealth estimated at present values?” is one to
which of course no very exact answer can be given. Lut
since this ideal represents the goal of modern industrial pro-

! Foreign competition with Fnglish textites, though comparatively
mudern so far as the more highly developed maching.made fahiics are
concerned, was keenly fell early in 1the century in hand-made gands.
Schulze-Gaevernitz points cut thal the depression in work and wages
of the hand-loom workers in 1520 was due more to forcign competilion
than to the new machinery, {(Der Grosshetrich, p. 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.

(1) The first group may be called Climatic, the chief
influences of which are astronomical position, surface con-
tour, prevalent winds, ocean currents, ete.  Climatic zones
have their own flora and fauna, and so far as these enter
into industry as agricultural and pastoral produce, as raw
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.  “The boreal zone has its special vegetation of
mosses, lichens, saxifrages, berries, oats, barley, and rye;
the temperate zone its peas, beans, 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 dates, figs, the vine, sugar-cane, wheat, and maize ;
the tropical zone is characterised by coffee, cocoa-nut,
cocoa, sage, palm, figs, arrowroot, and spices; and the
equatorial by bananas, plantains, cocoa-nut, etc.”!

{2} The second group is geographical and geological.
The shape and position of a country, its relation in space
to ether countries, the character of the soil and sub-soil, its
water-supply, though closely related to climatic influences,
have independent bearings,  The character of the soil, which
provides for crops their mineral food, has an important bear-
ing upon the raw materials of industry. The shape and
position of the land, especially the configuration of its coast,
have a social as we!l as climatic significance, directing the
intercourse with other lands and the migrations of people and
civilisations which play so large a part in industrial history.

{3) Largely determined by the two groups of influences
named abaove are the forces which represent the national
character at any given time, the outcome of primitive race
characteristics, food supply, speed and direction of industrial

L Yeats, The Godden Gates of 4rade, po 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 cach part.

§ v1. 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-econormic motives, there are
three reasons which render such 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 are
consimed, and an exact equivalent of which cannot b
replaced.  The working cut of a coal-ficld, the destruction
of forests which veacts upon the elementary climatic
influences, are examples of this disturbance.

Secondly, there is the progress of industrial arts, new
scigntific discoveries applicable to industry.  There is nn
reason to believe that human knowledge can reach any final
goal : there is infinity alike in the resources of nature and
in the ~apacity of the development of human skill.

Lastly, as human lifc continues, the art of living must
continually change, and ecach change alters the wvalue
attached to the several forms of consumption, and so to the
industrial processes engaged in the suppty of different
utilities. New wants stimulate new arts, new arts alter the
disposition of productive industry, giving vatue to new
portions of the earth.  Ignoring those new material wants
which require 'new kinds of raw material to be worked up
for their satisfaction, the growing appreciation of certain
kinds of sport, the love of fine scenery, a rising value set
upon healthy atmosphere, are beginning to cxercise a2 more
and more perceptible influence upon the localisation of
certain classes of population and industry in the more
progressive nations of the world.

§ 12. The samc laws and the same limitations which are
operative in determining the character and degree of special-
isation of countries or large arcas are also seen to apply
to smaller districts, towns, and streets.  Industries engaged
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in producing valuable, durable material objects in wide
demand are locally specialised ; those enzaged 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, shows the most
advanced specialisation in several of its staple 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
local area it covers is even narrower than in last century,
Within .ancashire itselt the actual area of production has
shrunk to some 235 square miles in the extreme south, while
the 1wo great cities are further specialised—Liverpool as the
market for cotton, Manchester for yarn and cotton cloths.
Moreover, 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
specialisalion confined to this. Spinning is again divided
according to the coarser and finer qualities of yamn. 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 upon some particular line of goods.!
Moreover, it must be borne in mind that the substitu-
tion of the factory for the domestic system and the

b Cf. Schulze-Gaevernitz’s minule investigation of this whole subject,
Der (rossberriel, pp. 98, 96, cte. Also ef. Holm o Aritish Diduseries,
cdited by Profegsor W, I, Ashley.
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continnal enlargement of the average factory indicates
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, Ner 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 specialisation of certain towns for
purely commercial purposes. London, Liverpoel, Glasgow,
and Hull are more and more devoted to the functions
of storage and conveyance. Manchester itself is rapidly
losing its manufacturing character and devoting itself almost
exclusively to import and export trade. The railway service
has made for itsell large towns, such as Crewe, Derby,
Normanten, 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, however,
qualified in two ways. The strong local organisation of a
staple trade requires the grouping round 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 Manchester
is one of its most important industries, furnishing the
neighbouring textile towns. Lceeds 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 cnes is indicated.  In Alsace alone of
the continenta! 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 machines.! So
likewise with regard to co-ordinate trades, there is an
advantage in the leading processes being grouped in local
proximity, though they arc not united in the same business.
Thus we find dye-works and the various branches of the
clothing trade largely sctticd in the large textile lowns,
such as Leeds, Bradford, Manchester, Bolton. The unit
of local specialisation is thus seen to be not a single

! Schulre-Gaevernttz, p. 110,
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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, where the staple ndustries are a masculine mono-
poly, textile factories have been planted. The same helds
of various mining villages and of agricultural villages in the
neighbourhood of large 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
maore into the hands of women,! 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 certain districts within the town,
though far less rigid than in the medizval 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 outer suburbs.  Round the central station in every

! The following lable® shows the proportions of females in 1000
occupied persons in the chief Lexlile industries of England and Wales.

1861. | 1871. | 1881, | 1891, | 1901.

Coilon . . . . 567 598 620 609 628
Wool and Worsted 461 513 561 557 582
Silk . . . . 042 €76 691 667 702
Hewp, fule, ele. . 265 504 374 393 492
Hosiery . . . 408 | 468 533 629 713
Lace . . . .| 820 826 743 625 653

Carpets, ete, | . . 183 ‘ 32 362 440 517

* General Neport of Census, p. 86.
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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. Mark Lane
and Mincing Lane are centres of the comn and tea trades.
In all town industries not directly engaged in retail distoibu-
tion there are certzin 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 body, so
that when a district is once recognised as a trade centre, it
becomes increasingly important to each new competitar to
settle there. The larger the city the stronger this force of
trade centralisation. Hence in London, untrammelled Ly
guild or city regulations, we find a strong localisation of
most wholesale and some retail businesses. In retail trade,
however, the economic gain is less universal. Since retail
commodities are chiefly for use 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 bread, meat, fish,
fruit, proceries, articles which are bought frequently and
mostly in small quantities, shops setling cheaper articles of
ordinary consumption, such as tobacco, millinery, stationery,
and generally shops sclling 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 tcndency prevails in retail trade. So we
find the vendors of carriages, pianos, bicycles, the heavier
articles of furniture, jewellery, second-hand books, furs, and
the more expensive tailers and milliners clustering together
in a special street or neighbourhood.

Effective competition in retail trade sometimes requires
concentration, sometimes dispersion of business. But the
most characteristic modern movement in retail trade. is a
combination of the centralising and dispersive tendencies,
and is related to the 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. 1n all the departments of regular and general
consumption the movement 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 conveyance
of goods enable them to purchase from a large central store
by means of a price-list all other consumables into which
the element of individual 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 comfort and luxury as 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
sunplied.

Hoew 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 larger stores many kinds of
labour-saving machinery are already applied. As steam or
electric power is adopted more widely in the local transport
services 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 1ake over the labour of distribution,
especially in the large towns which ar= absorbing in a way
convenient for mechanical distribution a larger proportion
of the consuming public. With each new encroachment of
machinery into the domain of the distributing trades the
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characteristics of machine-industry, enlarged mass of the
business, increased area of the market, increased complexity
of relations to other trades, increased specialisation of local
activity will be clearly discernible.
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We thus see in the several departments of industry, under
the pressure of the same economic forces, an expansion of
size, a growing complexity of structure and functional
activity, and an increased cohesion of highly differentiated
parts in the business, the market, and in that aggregation of
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related trades and markets which forms the world-industry.
The physical instrument by which these econamic forces,
mzking for increased size, heterogeneity, and cohesive-
ness,! have been able to operate is machinery applied to
mapnufacture and transport.  Moreover, each new encroach-
ment of machinery upon the extractive and the distributing
industries brings nto prominence within these processes
the same structural and functional characteristics.

! In a free applicatien of Spencer’s formula of evolution to modern
industry T have not included the quality of ** definiteness,” which close
reflection shows {o possess no property which is not included under
heterogeneily and cohesiveness.
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CHAPTER VIL

COMBINATIONS OF CAPITAL.

8§ 1. Competition intensifies with Modern Caprtalism,

§ 2. Experiments in Combinativa.  The Bivwungham AF-
Hanee.

§ 3. “Pools” in American Metal Trades,

§ 4. Conferences in Rallveads and Shipping.  Iusurance

Fools.
§ 5. ' Corners” in Markets.

§ 1. The increased size and complexity of the business-
unit in those industries where the concentrative force of
capitalism has operated cavnse changes in the relations
hetween  businesses contributing to  the same market
When the growth in the normal size of the business is
attended by a corresponding expansion of the market, the
total number of competitors may remain as large as before,
and the terms of their competition may remain unchanged.
But in most branches of capitalist industry the market does
not continue to cxpand as fast as the size of an effective
business, so that the number of effective competitors in a
market tends to be smaller. So long as the competition
among the smaller number of large competitors remains as
“free” as formerly among a larger number of small com-
petitors, no radical alteration in the structure of the market
takes place. All the productive economies tend as hefore
to pass into the hands of the consumer in reduced prices of
commaodities. Nay, morc than this, a competing firm cannot
even keep to itself the advantages of some private individual
economy if its competitor possesses somie other private
economy of equal importance.  1f A and B are two closely
competing firms, A owing a special 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
meney to devices for taking away one another’s customers.!
¥rom 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 find that it is precisely in those trades
which are 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 itsell.  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 seale of the business has intensified and not
diminished competition, In the great machine industries
trade fluctuations are most severcly felt; the smaller
businesses are unable to stand before the tide of depression
and collapse, or are driven in self-defence to coalesce, The
Lorrowing of capital, the formation of joint-stock enterprise
and every forn ol co-operation in capital have proceeded msost
rapidly in the textile, metal, transport, shipping, and machine-
making industries, and in those minor manufactures, such as
Lrewing and chemicals, which require large quantities of ex-
pensive plant.  This joining together of small capitals to
make a single large capital, this swallowing up of small by

} There stilt survive in certain old-fashioned trades firms which do
Business without formal wrilten contracts, and which would be ashamed
to take a lower price than they had at first asked, ur to seek to beat
Jduwn another’s price.
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large businesses, mean first and foremost an endeavour 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 by the monster com-
petitors, but mere and more energy must be given to the
work of competition, and the productive economies are
partly squandered in the friction of flerce 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 growing 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 cutling of prices has sunk the weaker and
driven profits to a bare subsistence point for the stronger
competitors.

§ z. The intensity of competition thus gencrated under
developed capitalism, when a few large businesses find an
increasing difficulty in disposing of their (ull 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 da not cease to com-
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 “freec” competition; the regula-
tions of Guilds and of Assizes have always been succeeded
Ly conspiracies among local vendors to hold up prices. In
the case of large capitalist indastries the nccessary
mechanism of the market for buying raw material and for
selling their product, the Corn or Cotton Exchange, the
Clearing House for Railroads or Banks, the nccessary
organisation of the trade for obtaining quick and sure
intelligence on matters of comman trade interest, the
growth of Wage Boards and other machinery for dealing
with labour,—all 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 firms of a patticular 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 state of those trades. “* We 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.”!

Amid other schemes of combination er amalgamation
which are in progress ip the metal, textile, and other staple
manufacturing and commercial industries in Britain these
experiments for regulating prices by informal agreements
are everywhere tife.  Their success or failure depends in
the main upon two conditions—first, the proportion of the
total trade commanded by a few great competing firms;
second, the state of the market as regards supply. When,
as in most departments of the British metal and engineering
trades, a few gigantic businesses dominate the market, the
cxistence of a large number of small firms doing for the
most part a purely local business, need not prevent the
maintenance 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 bottorn out of such an “agreement™ and lead to
secret or even open underselling,

The rapid changes, alike in capacity of production and
in volume of demand, which are characteristic of modern
markets, afford little security to “ agreements ™ of competing
firms unless accompanied by some effective guarantees or
penalties for infringement of the conditions of the agree-
ment. In order that agreements to maintain profitable
prices may have 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 “output” is in some countries the basis of an effective

V Jren and Coald frades Review {(quoted Macrosty, p. 184).
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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 Scuth Wales 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 lmport’mt British manufactunnsr
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 specles of
combination, which, starting in the iron bedstead trade in
1890, was adopted by various minor branches of metal
manufacture in the Midlands, and later by the dyeing trade
of the West Riding and a few other industries of the second
rank. Its prime basis was a formal agreement among the
members of the Employers’ Association to adopt a scientific
system ol ‘‘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 bind himself to adhere, The novel
portion of the scheme lay 0 the extension of the combina-
tion so as to include labour. The Employers’ Association
entered into an alliance with the Trade Unions, signing a
formal agreement whereby each employer bound himself to
employ union members only, while the Trade Union bound
itself only to sdpply men to employers who were members
of the Association. On the basis of a certain permancnt
addition to existing wages a slldmg scale was fixed, whereby
future wages rose and fell in direct proportion to profits.
The whole scheme was clinched by a Conciliation Board
upon which employcrs and workers were equally repre-
sented, with provision, when necessary, for impartial
arbitration.  If an employer broke away from the Alliance
or violated his pledges, the Board “called out” his work-
men. The outside competitor was ta be met “by well-
arranged, careful, judicious, and systematic underselling,
until he is compclled either to retire or to come to terms.”
A fighting fund was raised to deal with such cases, and a
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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 weze found in time to overstrain the economic
strength of the Alliance, disloyal members of the Associa-
tion began to practise underselling by false invoices or
secret commissions, while outside competition began to
assume too formidable dimensions. As a result of this
demoralisation, i1 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 firms 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
Pooling in the United States are expressly directed to
discover and test the best methods of maintaining such
agreements,

* Manufacturers desiring to form a pool usually create
an unincorporated orgamsation, such as the Bessemer
Steel Association, the Merchants' Ore Association, or the
Stee! Rail Association. All agree to maintain a schedule
of prices fixed by the Association and to limit their pro-
duction accordingly.  LEach manufacturer is allowed to
produce (or sell} only a certain percentage of the whole
‘output, depending upen the capacity and advantages of his
plant.  To prevent violation of the agreement, a money
deposit is often rcquired from cach, forfeitable to the
Association.™

Expert accountants are employed: fines are imposed
upon firms producing more than the allowed percentage,
a corresponding bonus being paid to those producing less.
Prices and allotments of output are arringed each November
or December for the following year. A territorial division
of the market is (requently practised.  As a rule, local
prices are arranged, by first fixing a woilorm factory price,

PV, E. Belcher in an asticle on ** Industrial Pooling ' (Quarterly

Joursal of Foomwomics, Nov. 1604), from which the futlowing particulars
ate 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.
“Several pools have omitted the feature of percentage allot-
ments, and have placed a tax uvpon 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 with 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.!

The steel and iron trades in the United States are honey-
combed by such pools. 'The ore when dug is handled by
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, il any, of these pools can be regarded as stable
organtsations. 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 ownership 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 manufar.
turers just described. In Great Britain and the United
States, the two chief nations where railroads have been left
to * private enterprise,” railroad companies exposed to keen
competition have organised common systems of rates for

! The Consolidated Scedless Raisin Co. and the National Harrow
Co. are named as of this order of ** pool.”
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freight and also for passenger traftic. In Great Britain
these agreements to regulate “competition™ are openly
recognised; in 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 “The Normanton Confer-
ence.” *“The English and Scotch Conference is composed
of representatives (who are usually the chief goods managers)
of 2l the companies, both English and Scotch, who are in-
terested in the carriage 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 making of new rates or the
alteraticn of existing rates for competitive places between
which more than one company can carry.  The Normanton
Conference, which was originally established to contrel the
rate for a certain district of which Normanton, 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 m Kngland, and governs almost the whole of
the competitive rates which are not dealt with by the
inglish and Scotch Conference.”!

The fixing of rates is sometimes supplemented by a further
plan, which brings the agreement 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 between two towns
or districts, and that there are two or more railway com-
panies, each having a route of 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 inlo 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.”?

' Sir G. Findlay, The Horking and Management of an English
Railway, p. 205,
1 Findlay, p. 267.
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In America, where all positive rate-agreements between
competing railroad corporations are illegal, the machinery
for such regulation is more informal and hidden from 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,

“It is idle to say that where such a condition exists,
where, for example, every one of the numerous lines trans-
porting grain from Chicago, 5t. 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 those companies. Nor do the
carriers, as a rule, deny such concert of action, but they
insist that it does not proceed to the point of an unlawful
agreement.”!

The term Conference is also used to describe the organi-
sation by which competing shipping companies maintain
fixed rates, and preclude outsiders from entering their trade,
A Conference is an arrangement among the leading lines of
steamships, plying on a particular sea route, to charge a
fixed “fair” rate for freight and passenger traffic.  Such an
arrangement can only be effective on condition that all or
nearly all the regular lines come into the Conference. llor
the power of a Conicrence is exercised directly on the
shippers by means of a “rebate” system, which operates
partly as’a bribe, partly as a menace, inducing shippers to
do business exclusively with members of the Conference,
The system appears to have hegun in the China trade, and
the following circulars illustrate its working as early ax
1884:—

“To those exporters who confine their shipments of Leu
and general cargo from China to Europe (not including the
Mediterranean and Black Sea ports) to the Peninsular and
Oriental Steam Navigation Company's, Messageries Mari-
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.” Ancther circular issued by the same
Conference in 1835 states that “shipments for London by
non-Conference steamers, at any of the ports in China or

v Report of Tnter-State Commerce Commission for 1903, p. 15
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Hong-Kong, will exclude the firm making such shipment
from participation in the veturn during the whole six-
monthly period within which they have been made, even
afthough the firm elsewhere may have given exclusive
support to the Conference lines.”! 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 usual method has been for the steamship lines to
charge, in addition to the freight rate, a “primage” of 10
per cent., with the understanding that after a stated time
{say six months) they would refund the ‘“primage” to
shippers who had rot shipped by “outside ” steamers.

Since ocean routes are international highroads, such Con-
ferences have naturally expanded beyond the limits of a
single naticn, and English, French, German, Dutch, and
American companies have been drawn into the system,
which has bheen extended from the Far East trade to the
Cape, West Indian, Australian, North American, and South
American trades. In the case of the stronger Conferences
the “monopolies” thus established rest, not merely upon
the system of rebates, but upon Post Office and other
public subsidies, and upen portt facilities which give them
an advantage over outside companies.

The substantial identity of this method of limifing com-
petition with that employed by railroads is admitted by the
Chairman of the P. and O. Company in the following
terms :—* It was not possible profitably to carry on ship-
ping business unless 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 hetween the same points, although they competed
in speed, train accommodation, and general facilities. This
was exactly what the steamship companies did.”?

The form of combination in which competition is most
rigorously limited, and business independence reduced to

I Ouated Macrosty, p. 157,
? Annual meeling (quoted Macrasty, p 158).
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its lowest terms, is found in certain branches of the insur-
ance business, notably in British Fire Insurance. The
entire trade i3 in the hands of a very 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 contined 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 several 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 restraint
of competition is pushed to an amalgamation which either
merges the hitherte independent businesses or identifics
their profitable interests. Such amalgamation or identifica-
tion may be temporary, for the purposes of a single business
coup or a series of coxps, 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 scveral businesses.

A temporary “combine” of notmally competing busi-
nesses in order to “rim the market," “corner” the supply,
hold op prices and take monopoly profits, though a frequent
phenomenon in modern business enterprise, necd not detain
us long. Such *cormers” are commonly contrived by
securing in the transport or mercantile stages through which
some commodity passes from the farm, mine, or mill, to the
wholesale or retail market, a control of the whale supply,
or a sufficiently large proportion of the supply, to give a
mastery over sclling prices.

The typical corner is a financial movement on one of the
produce markets by which the wheat or cotton crops, or
some other imporiant supply of fnod or 1aw material, is
held up for a time by speculators whe hope by monepolis-

12
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ing the supply to compel merchants or other speculators,
who have bound themselves to deliver gquantities 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 forins a corner in wheat, first purchases
or secures the control of the whole available supply of
wheat, or as near the whole supply as he can. In addition
to this he purchases more than is really within reach of the
market by Dbuying ‘futures,” or making contracts with
others who agree to deliver him wheat at some {uture 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 ‘corner’ in the market, and buys openly all the
wheat he can, 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 mouths in the poor man’s home
the last act in the tragedy of the corner,”!

While most of these corners organised by financiers are
short-lived deals, it som=times happens that a more durable
“combine” is attempied, 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 Société Industrielle Commer-
ciale de Métaux.” Tts bhistory 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
comnion 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

! There need, of course, be no actual diversion of goods into the
pussession of the Ring: the essence of the monopoly consists in the
cootrel, not in the possession of goods.
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market. In 1887 they entered into contracts with the
largest copper-producing companies 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 1838 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 artificialty
inflated prices fell.

Other more durable “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 Hamrhond 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 com-
bination among firms independent in ownership and profit-
able interests, though they are disturbing elements of
considerable magnitude at the present time, have na great
or enduring importance as forms of capitalist association.
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§ 1. 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 of “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 secks 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 “combines”" and the com-
plete amalgamation of a Trust is only one of degree, alike
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as regards (a) control of selling price, and () loss of inde-
pendence in business control. Tegally 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 may be contested), the partial or
temporal combinations are in almost every instance extra-
legal or actually illegal.

A bhalf-way house between the informal combinations we
have been considering and the “Trust,” or other complete
amalgamation, is the *“Cartel,” as found in Germany,
Austria, Belgium, and other Continental European coun-
tries. Though their progeners ay 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 public corporations for the purpose
of fixing umform 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 best
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 syndicate, is organised in statutory form,
as a corporation (Acticngesellsciaft).  Its duly appointed
executive committee {Forstand) is empowered to make
contracts with the mineowners severally, binding 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 mineowners also agree with the Syndicale and
with one another to form an organisation or Association
{ Versammiung) in order to appoint a representative Council
to fix the general price norms, assessments 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 impertant func-
tion of the association, however, is the appointment of a
commission to determine the ¢ participation”—fle. 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, (§) general price
norms, proceeds to apply and enforce the common policy
—(1) 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; (3} proposing to the association the assessments
for the expenses of the syndicate; (4) examining the books
of 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 mineowners. 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. There is no poaling of
capital interests, no guarantee of a uniform rate of profit, or
even of a uniform price paid to the several mineowners.!

The weak points of the Cartel appear to be two. First,
the refusal of certain producers to enter the syndicate,
preferring to keep their hberty and to pursue an alternative
policy of selling at the higher prices secured by the
syndicate where it is strong, or underselling it where it is
weak., Second, the complaints of smaller and weaker mine-

¥ This description of the Ruhr Cartel is condensed from the valuable
monograph on ** Monopolistic” Combinations in the German Coal
Industry, by Francis Walker (Awmerican Economic Association, 1904).
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owners cr nanufacturers 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.

“We find that the Iron Kartell agreement fixes the
quantity of manufactured iren 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), and by them used for export.’
The result of arrangements of this nature would seem to be
that a certain impulse is given to the export trade, more or
less irrespective of the prices at which the goods can be
sold in foreign countries. But ‘the Karteil endeavours to
avoid a volume of production exceeding the requirements of
the home market; and 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 loss.™!
Most Cartels, however reluctant to encourage export trade
at unprofitable rates, appear from time to time to be driven
to this method of keeping their mines and works running.
Not merely do they sanction and organise export trade at
lower prices, Lut in many cases they encourage it by means
of bounties. TIndeed the development of the export trade
was one of the earliest reasons for association among the
mining interests,® and the modern development of expott
trade in German manufactured and semi-manufactured
goods is largely the direct result of a Cartel policy.  While
the Cartels would like to regulate output and prices without
encouraging a less profitable export trade, the tendency to
over-production in modern manufactures is so strong that
an absolute limitation of cutput to the needs of a regulated
hame market is often found impracticable, and some loreign
outlet is allowed or encouraged as a concession to the
urgency of the case.

U Griinzel, {'cher Alurtelie, p. 217, quoted Cil. 1761, p. 328
? Walker, p. 200
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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 carly as 188z the iron interests of Westphalia
and Siegenland appear to have given price-rebates to certain
groups of rolling-mills,! 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 1go2
the coal, coke, pig-iron and ‘‘half-finished” iron, and steel
industries of Rhenish Westphalia established at Disseldorf
a ‘““Clearing-house for Export” in order to deal with
premiums on export trade.® This clearing-house was
empowered to fix bounties on the varicus goods, and the
following were the figures fixed for the last quarter of
1902 —

1.50 m. per ton for coal.

zsom. ,, , rawiron {(excl. coal bounty).

1o.com. ,, , Halbzeug (incl. coal and iron
bounty).

While this Cartel system appears most prominent in the
coal, iron, and metal industries, German and Austrian Cartels
have lbandled sugar, petroleum, twine, cotton, worsted and
woollen yarn, a large variety of chemicals, besides a numbet
of miscellanecus articles such as pencils, paper, cement,
porcelain, glass, leather, rubber goods, electrical apparatus.*

The spread of Cartels in Germany has indeed advanced
with great rapidity since the beginning of her modern era
of industry. Whereas in 1870 there existed only five
syndicates, the number in 1897 was placed at 345, covering
virtually the entire field of manufacture and commerce.
During the last few years combination among syndicates
Las reduced their number and increased their cffective
power.

& 3. Though tartels are oftea classed with Trusts, there is
a tolerably wide difference between them in economic struc-
ture and in function.  The Amcrican term * Trust” is here
adopted as the most convenient term to describe a con-

! Walker, p. 220. 3 Cd. 1761, p. 313
* Raffalovich, p. 23. ¢ Cd. 1761, p. 358
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solidation of capital within a trade 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 businesses participate, fall short, alike
in control of preduction 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 wider 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 forined by the amalgamation of a number
of formerly independent businesses. Now in almost every
field of capitalist enterprise, especially in Lanking, 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 giving
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 forcible 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 the 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 among com-
peting businesses.  The inability of competitars in the ol
sugar, whisky, and other industries to secure faithful and
effective co-operation, as regards output and prices, by any
method short of a surtender of their scparate stock to a
body of Trustees empowered to exercise an absolute control
over the conduct of their businesses, may possibly -
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dicate that Cartels, Pools, and other ‘‘agreements” are
merely transitory phases in the development of capitalist
enterprise towards a higher and more perfect structure.!

§ 4. The Trusts with which we are concerned comprise
all combinations of capital which are operated as business
units and which exercise a substantial control of a market.
The forms of combination may be classed as follows:—

a. ““Trusts proper,” where the whole or the majority of
the stock of the different combining businesses is trans-
ferred to trustees who exarcise full control, and issue
certificates to the several owners, the latter retaining in
some cases mortgages to the extent of the valuation of their
factorics.

The Standard 1 Trust v its criginal form was the
leading case of absolute surrender to trustees, the Whisky
Trust of conditional surrender.

/3. Consolidations other than “Trusts proper,” where
practical unity of operation is secured with the retention of
formal independence.

This may be a temporary arrangement, as when a rail-
road leases or rents another road, a policy sometimes
adopted in other lines of business.

Ot it may be a permanent arrangement, as when a ral-
road or other corporation purchases a controlling share of
other corporations, operating them as parts of its single
systeny.

When a separate corporation is formed for the purpose of
securing a controlling share of a corporation or a number of
competing companies in order to operate them as a single
system, we have the so-called “holding Trust” ara * voting
Trust ™ whose economic form nearly resembles the ““Trust
propet,” though its Jegal or illegal status is somewhat
different.

The holders of a majority of the stock in a company ot a
number of companies put the voting pawer of their stock

! The Whisky Trust best exemplifies the development from a weaker
form of pool,  For many years agreements had been made among the
compeling distillers, sometimes fixing an output, sometimes levying an
assessment upon the quantity of corn mashed, in order to subsidise the
export trade, so as, Ly relieving the pressure on the home markel,
to keep up remunerative prices. These pools were continually being
Lroken, and the failure Lo maintain such agreements led 1o the forma-
non of the Trust.  Cf Jenks, The 7zt FProblem, p. 108,
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into the hands of a body of truslees or a Trust company,
empowering the iatter to carry on 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 ot
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 devotz 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 dividends. If, how-
ever, the stock can be transferred, but the voting power
remains in a few hands, the policy can be cartied out
consistently for a fixed period of years.”!

The most notorious example of a holding trust was that
known as the Northern Securities Company, formed for the
purpose of placing in commeon hands a controlling share
of the stock of four great railroads v order to restrain
competition and to operate them as a single system. ‘I'be
legality of this form of trust in railroads has been success-
fully called in question, but modern financial develop-
ment gives increasing prominence to this method of
uniting multiform ownership of stock with cancentrated
control.

v. Amalgamation, in which a complete “merger™ of
competing businesses is effected, as in the fusion of the
New York Central and Hudson Railroad, or the fusion of
the Union and the Castle Steamship lines in England.

This process of complete amalgamation, either by agree-
ment of equals ot by coercion and f{orcible absorption on
the part of a stronger competitor, is of course the most
general process of concentration of capital in every large
iine of big industry. Where such amalgamation yields a
basis of monopoly, it is entitled to rank as a *“‘Trust”
within the meaning of the word hete taken, and probably

V Jenks, The Drmst Prodiem, pp. 115, 110,
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the majority of effective “monopolies” in manufacture,
transport, and finance are built up in this way.

8. 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.

§ 5. Many of these methods of combination have heen
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. Neo Trust is the sole 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 mano-
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 18qg the New York Journal of Commterce published
alist of 350 trusts and combinations in existence that
yeat,

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 finance in general, the local services of water, gas, etc,,
besides the local and national telegraph and telcphone
systems, the 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 laige, prob-

! This classification follows closely the analysis of Ven lalle in his
Trusis, chap, i
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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 rgoo gives an
interesting indication of the classes of manufacture which
have been most exposed to the growth of combination,

Nu, of

Industry Group. Combina- ?’;]g‘n?: Capital, c\:r?f:;
[ 121010 :
1. Iron, steel, and pro- 3
ducts . 30 347 345,779,954 145,609

2. Food and .l'cindrt'z.ci
products ...

: o220 282 247,044,675 33,105
. Chemicals and allied

3
products N 230 176,512,835 28,401
4. Metals other than
iron and steel 11 39 118,519,401 20,522
5. Liguors . 28 219 118,459,153 7,624
6. Vehicles ... ¢} 03 85,965,083 34,422
7. Tobacco 3 41 16,191,318 17,661
3, Textiles 5 72 §2,168,600 37,723
9. Leather, etc. . 5 100 62,737,011 9,308
10. Paper and printing 7 116 59,271,091 16,706
11. Clay, glass, ete. 15 180 40,878,928 20,204
12. Lumber, etc. g 61 24,470,281 10,778
13. Miscellaneous 16 113 45,408,569 17,243
Total ... wo 183 2040 31,436,625910 400,036

The following? is a list of the articles manufactured or
sold in 1goo by large corporations —f¢. with a nominal
capital of over 10,000,000 dols:—Tertilisers, alkali, beet
sugar, brick, brass, bicycles, railroad cars, cotton oil, electric-
heating apparatus, fish (packed), window-glass, gas and
electric-lighting fixtures, hides and leather, 1ce, linseed oil,
lithograph productions, sewing machines, malt, school
furniture, ships, silk thread, whisky, wire, steel-hoops,
sugar (cane sugar), thread, tinplate, tobacco, woollen
goods, writing paper, copper, snufl; balts and nuts, borax,
steel, lumber, pharmaceutical products, beer and ale (there

L CE W. M. Collier, 7%+ Trusts, 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, petroleum and its by-
products, whisky, rope and twine, steel beams, steel rails,
ireef, coal and iron, paper bags, typewriters, fruit, shoe
machinery, castsiron pipe, dye-wood, flour, glue, leather,
rubber 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
meastre of monopoly, but few have attained the large and
durable control of a market possessed far long periods of
time by the Standard Oil Trust or the Sugar Trust. If in
all these markets a single corporation controlled (say} 8o,
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, but it may be safely asserted that the degree
and extent of monopoly-power exercised by most of the
abeove-named corporations falls far short of that exercised
by the classical examples just named.

Regarding the single large corporation as the instrument
of manopoly, there is no evidence to show that these
industrial corporations have yet developed sufficient strength
even 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 Trusts the industriat
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 is as yet feebly
developed. Local combinations in retail* trade in all
probability exercise a larger and a more widespread
influence upon the prices paid by consumers,

With a few exceptions the proved power of capitalist
“‘monopoly” 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 the
disturbances of price exercised by industrial trusts is doubt-
less considerable, but their power to hold up prices has
hitherto been weak, irregular, and short-lived, so far as the
great majority of the commodities they handle are con-
cerned. It is very doubtful where 2 combination of mere
manufacturers can maintain an effective monopoly even in
a national market for which they obtain tariff protection.
The real strength of a manufacturing ot industrial trust
is commenly, if not universally, derived from non-manu
facturing processes with which it is connected.

While, therefore, there is ample evidence to show that
industrial corporations, largely the result of combination
of formerly competing firms, are everywhere engaged in
trying to regulate output and to raise prices so as to earn

' “In many of the most important lines of industry combinatians
have secuted control of a large percentage of the country’s production.
In other industries, although the percentage of the entire output con-
trelled by combinations is not so large, siill there are organisations
with very large capital.  In the raising or di:tiributing of agricultural
products, such combinations, though not unknown—e.g. the United
Fruits Company—are still rare.  \While a leginning has been made
towards the combinalion of mercantite industries, not merely in
department stores, bul also in the union of several large establishments
along several lines, such as the combinalion organised Ly . B.
Claplin, yet by far the largest proponian of our mercantite business
is owned and managed by relatively smalt concerns.  Many manu-
facturing industries, such as clothing, dressmaking, willinery, small
tools, electrical specialities, house-fornishing materials, the textiles, and
numerous other articles are substantially free from combinations.  The
manufacture of cotton is perhaps the most important in which no com

bination of great size exists,"—&eporr of chs fndurtrial Commission,
vol. xix. p. 6og.
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high profits, only a small minocrity 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 *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 outweigh the
technical economies of larger-scale production. Now, if in
any industry the net economy of large-scale production con-
tinnes 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 seliing.  But there is no 4 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 out. Iz local markets it is indeed often the
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case that 2 big man, possessing no other superiority than
size, can c¢rush a smiller competitor and establish a
menopoly 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 as
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 be
sought in the region of finance rather than of ordinary
industry, for 1t is in banking, insurance, and general finanec
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! as
follows :—

1. Superior access to 12w materials.

2. Superior control of means of transport and distribution.

3. Differential advantages in production or marketing
due to patents, trade marks, speeial processes.

4. Public franchises, licences, or other privileges hestow-
ing monopoly or restricting competition.

5. Tariff legislation.

Reflection wilt show that these supports are not in every
case mutvally exclusive.  Superiority of access to raw
materials and to railroad transport, for example, are in
part attributable to public franchises, whiie tanff legislation
confers a differential advantage in markets.

A fuller and more scientifie classification of Manopaolies is to le
found in Fly's Mancgolies and Trusts, chap. il

13
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But for our purpose this classification will suffice. No
American trust, industrial or other, scems destitute of one
or mare of these supports. So intricately interwoven are
the conditions of industrial life that it is difficult to assign
the relative importance which attaches to these various
supports.

Many 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-setiers
or electrical machinery or chemicats.

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 whick 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 advantages of production are the uses of
trade marks attesting reputation. In certain lines of manu-
facture—e.g. engineering, chemicals, scientific instruments,
agricultural machines—all the most prominent firms have
embedded in the capital value 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 lecal
service franchises, assigned to water, lighting, street railways,
and other companies belong to this order.  The amalgama-
tion of these companies, formed upon purely local mono-
polies, into national or even international corporations,
handling electric traction or telephone services, is an im-
portant development of recent capitalism, In the United
States the railroads and telegraph companies, in Great
Britain the railroads, derive a large part of the power of
monopoly which they exercise over large areas of non-
competitive traffic from public charters, the rest being due
to natural advantages of route, which drive down to private
ownership of land. In the United States the growing
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amalgamation of competing railroads into a few large
systems pooling rates is by far the most formidable aspect
of the Trust question. The enormous grants of land con.
ferred upon railroad corporations by charters emphasises
the public character of the monopoly-power they wield.

Among monopolies affected or supported by public policy
must be included restraints upon elfective 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 conspicuous
instance of a growth of strong corporations enjoying mone-
poly profits derived from the limitation or practical extinc-
tion of local competition, based wpon restrictions in the
number of liquor-sellers imposed by public authority,

The banking system in many countries contains clements
of publicly-bestowed monopoly in the sense of special rights
to issue notes, or the enjoyment of special goverpmental
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 cxtent the Tariff is in reality “the mother of
Trusts” is difficult to determine.  There have Leen cases of
trusts arising directly behind tariff walls erected in order to
support them. The organ of the New York Reform Club
a few years ago named a bundred instances of manufactur-
ing trusts which it imputed to protection.! The list, how-
ever, contained many articles, such as electric supply, stee!
rails, anthracite coal, school books, cotton-seed oil, which
enjoy other economic or public aids besides the tariif.

It must, however, be borne in mind that the concentration
of industry must have gone already very far in a trade before
the Tariff can he operative in creating a trust.  ‘I'he United
States is itself a huge free-trade area, and unless, owing to
the operation of other forces, the number of effective com-
petitors in that market is already very small, the idea of
amalgamation in a 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 certainiy a strong inducement for a busi-
ness or a group of businesses already commanding a large

' See Von Halle, p. 30,
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share of the home market to complete its combination with,
or absorption of, its rivals.!

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.?
The same sort of assistance is also rendered the industrial
paols 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 sc as to make tariff support
the final determinant of a trust.

§ 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-

U An illustration of this is given by Von Halle in the extension of the
great Cordage Combination prepared in 1890 in anticipation of (ke
McKintey Act.  (7rusts, p. 51.}

? Professor 1. V. Jenks (¥ ke Zrase Problem, 40-41) daes not think
that in many inslances the removal of the tariff would restore competi-
tinn.

*“The removal of the tariff, whether the industry were dependent
upon it or not, would certainly destroy the rivals of the Trust before
the Trust itself would go out of existence, In either case, however,
the consumers would, heyund question, for the time being enjoy lower
prices.

*“It is also true that the rtemoval of the tariff in many instances, by
strengthening the competition from foreigners, would simply bring
about an international comlination.”

The fermation and mainlenance of an international trust are, how-
ever, not Y simple” procusses, as even Lhe history of the Standard il
Trust testifies: the successful experiments are extremely few, and are
conlined to small trades or trades where the best sources of raw
materials are so few as to le capable nf 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. The rise of the Carnegie Steel Com-
pany (the nucleus of the present Steel Trust) upon a similar
arrangement of preferential rates with the Pennsylvania
Railroad is equally significant, though less notoricus. The
absolute control of the anthracite coal industry by a pooling
of the interests of the seven railroads which traverse the coal
district belongs to the same order of industrial facts. In
each of these cases the control exercised through raitway
transport was flanked by a superior access to supplies of
material, 1f the early oil wells had been scattered over
various parts of the country instead of being concentrated
in a limited region of Ohio, effective monopoly through
transport could not bave 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
materials, though, as we shall see, it is commonly a sound
trust policy to acquire a dircct control of these sources, A
strong enocugh control over 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 Trust did not begin to acquire any
amount of direct ownership of oil wells until well advanced
in its career: it was able to buy the crude oil from producers
upon its own terms, and shll in large measure aintains
this policy. So, too, the Steel Trust was already in exist-
ence before it acquired direct possession of the richest
sources of iron ore,

In America the central factor in 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 materal 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 chiefl part of the country, the sole means
of communication between East and West. Seo far as in-
ternal trade is concerned, the Mississippi, and during a
portion of the year the northern chain of lakes, afford the
only check upon the control of the railroads over the grain
and meat traffic from the West and Middle States to the
crowded East, the distribution of manufactured goods from
the North-Eastern States over the whole continent, and the
carriage of coal, iron, and other minerals from the tnining
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
into traffic associations, 1387 to 18¢7 and 1898, and cul-
minating in the community of interest principle, of which
the Northern Securities Company is the most conspicuous
example.”?

So far as the most important traffic is concerned, that
between the middle-west and the eastern states, this con-
centration has gone so far already that these groups, fairly
stable in their compuosition, control nearly all the roads
between Chicago and the coast, and stretch out their
tentacles from Chicago through those great mining and
agricultural states which are destined in the near future to
become the chief homes of industry and population in the
United States.

The actual nature of the bonds which associate the rail-
roads with other business enterprise will appear when we
discuss the f{inancial aspect of modern capitalism. At
present it suffices 1o point out that many of these railways
own, conlrol, and sometimes operate, mines, ironworks,
irrigation works, canals, grain elevators, stockyards, and a
great variety of businesses which have no essential connec-
tion with the railroad business, and from participation in

' Professor Meyer, American Economic Asseciation Kcport, 1604,
p. 112
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which they are often prohibited by the terms of their
charters. But still more important are the indirect and
often secret arrangements by which they bind themselves to
favour trusts and combinalions with which they are not
organically connected. Special facilities of transport are the
chief instrument of favour, and these facilities are classed
as follows, by I’rofessor Ely:

“(a) General facilities, as supplying cars to one com-
petitor more promptly than to another; {f3) rushing through
the freight of the favoured shipper, while that of another is
side tracked; (y) furnishing better terminal facilities to one
person than to another; {8) maintenance af such relations
between various modes of shipment—as, for example, be-
tween tank-cars and barrels, and between rail, water, and
pipe line transportation—that advantages comc to some
which others do not enjoy; (¢} classifications of freight
made and changed to the advantage of favoured classes;
(¢) making discriminations in favour of geographical sec-
lions in the interest of classes of shippers.,”?

A common business interest embodied in an agrecment,
or a mutually prefitable understanding, between a trust and
a rallroad enables the trust to safegumid and utilise any
other advantages it may possess from size, superior com-
mand of materials or of market, by inducing the railroad to
afford assistance by all these various forms of diffcrential
treatment.

§ 10. The importance which railroad transport assumes
in the working of industrial monopolies, especialty in the
United States, is easily intelligible. If we follow the flow
of raw materials of industry from the primary extractive
industries through the various manufacturing and mercan-
tile processes which shape and place them at the disposal of
consumers, we shall ind that in most instances this stream
of production is narrowest in the transport stage: the pro-
ducers of the raw material are numerous and widespread,
their product, leflt to competition, would tend to pass into
the hands of a number of competing manufacturers who,
in their turn, would pass on the finished goods to many
wholesale merchants and retailers.  But the collection and
conveyance of raw malenals, coal, grain, cotton, cattie,

Y Ely, Eoolution of Industrial Soctety, p. 210,
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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 cflectively 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 monapoly, as they
have 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
power attaching to the transport stage.

Armed with such powers, the cattle trust organised by
Armour, Swift, Morris, and Hammond, was able to fix the
price which they would pay for cattle to the farmers who
vould find no other buyer than the trust, and to fix the
price which consumers should pay for meat, Discrimina-
tion of freight rates, and other transport and terminal
facilities, procured by the favour of rallroads, were the
actual economic force they exercised.

In other countries where the railroad factor is less domi-
nant, as in Germany or England, special rales or facilities,
procured either by political influence (where state railroads
are involved) or by private arrangements, form a leading
cconomy of trusts or other large organisations of capital.
Where lower rates are accorded by railroads for long
haulage in bulk, such discrimination, though sometimes
llegal, cannot be regarded as unreasonable, for the lower
rates correspend to the lower costs of carriage: there is no
niore reason why short haulage of small quantities should
command the sanie rates as long haulage of hulk, than that
any other retail prices should be as low as wholesale
prices.

Bui where, as s common, rebates or other special
tacilties ate accorded to shippers, irrespective of or in
eavess of these considerations of economy of haulage, the
1ailroads are definilely makers of monopaoly,

e tiansport factor in monepoly cannot, however, be
workad with full effect unless tn connection with some
natural himitation of the supply of some raw material, or of
the market for commodities.
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1f the raw matertial is procurable in miany quarters, and of
equal quality, its manufacture is less likely to be concen-
trated, and its flow will be less narrowed in the transport
stage. A lasting corner of wheat, or even ol cotton, is far
more difficult than a corner of anthracite coal oreven oil. On
the other hand, where the bést or most accessible supply
of material is narrowly confined in locality, an effective
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 of 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 of taxation to the
market value of their property as is borne by the smaller
business man.!

§ 11. One other possible origin and support of a ‘Trust
requires recognition.  We lLave scen that the economy of
capitalist production makes for the establishment in every
industry of a business whose size represents a maximum
economy. Now in determining the worma/ limit of this
business we recognised that economy of admninistration was
a factor of prime importance. After a certain size and
complexity is reached waste ensues from lack of central
business control. But here and there a business man 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 ef
organisation that postpone the application of the law of
diminishing returns, which otherwise prohibits an increasc
of the business beyond the normal limit.

Where the normal economies of large-scale production
arc exhausted before the business has grown to the size
required to establish a national trust or moenapoly, this rare
business ability may suffice to lift it to the required level
Where comparatively few men get the opportunity to dis-
cover, train, and exercise a natural genius for business

VE. W. Bemis, Anerican Econ. Aisociation Repori, 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
50 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 ability, as well
as from a monopoly of raw materials, or of some other
requisite:—

“ 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 fairly accurate diagnosis of the industrial ills of our
time, the scarcity of business talent holds an important
place. . . . In as far as the centralisation of industrial
power is traceable to failure in the supply of business
ability, no pernimanent relief from the evils of Trusts may be
cxpected until the highest grade of business intelligence
Lecomes the common possession of the business world.
The Trust may be regarded as a corner in business insight,
business talent, and business courage.”?

That rare business ability imparts great elasticity to the
conception of a normal maximum size of business, and that
m point of fact a successful Trust owes its success largely
to the administrative and strategic genius of its chicf
organiser, must assuredly be admitted. There is, how-
ever, no evidence of the formation of a Trust resting upon
business capacity alone: one or mare of the other supports
is present in every case.?

§ 12. Turning now to the structure of the Trust, we shall
be prepared by the foregoing analysis to expect an ex-
tension of functions. In our general examination of
the large modern business we saw that it extended both

Vo dmerican Econ, Ass., 1904, p. 104

7 So far as husiness genius s a factor in a successful Trost, it imparts
an element of instability.  For though ‘*hereditary control™ is far
tess usual in the United States than in England, the capacity to select
and train a compelent successor cannot be considered a normal part of
the equipment of a great Trust-naker.

On this personal factor in business success see some interesting
remarks by Drofessor 8. J. Chapman, lascashire Cofton Industry,

. 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 considerations of more than ordinary force
to a similar en'argement of its structure.  Beginning by
organising a particular process of manufacture, it is naturally
driven to seek control or possession of the market of its
chief raw matenals, on the one hand, and of the markets
for disposal of its manufactured goods upon the other. To
secure not merely superior facilities of teansport, but actual
possession of the best sources of supply; to supply its
goods directly to retail stores under its control 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 in
its own cars, tanks, or pipe lines, ships or barges, it proceeds
to own and control the” entire chain of productive and
distributive processes. To this is commonly added the
control of manufacturing and other processes subsidiary to
the main operations, the possession of coal or electric
supplies, the manufacture of machinery and other plant
required to give self-sufficiency to a T'rust.  The latitudinal
expansion takes the shape partly of new products and by-
products, partly of the acquisition of interests in other
kinds of products which, otherwise, competing with the
product of the Trust, weuld limit its monopoly,  This last
extension is illustrated by the acquisition of gas companies
by the Standard Oil Trost and of canals by the various
Railroads.

The typical form taken by a Teust whose nucleus is a
single manufacturing process is one which makes it co-
terminous with a complete section of industry comprising
all the processes which dircctly or indirectly contribute to
the supply of a consumer’s necd for a given class of
commodities.

‘This is best illustrated by the objects named in a clause
of the charter of The United States Sweel Corporation,
which read as follows:—"""To construct bridges, ships,
boats, engines, cars and other equipment, railroads, docks,
slips, elevators, watcrworks, gasworks, and electric works,
viaducts, canals and other waterways, and any other 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.

( Hoops,
Rails,
Steel Wire,
: Rolling | o piiil®
Iron Ore, leroads.] [ ‘V[illsé Tin Plate,
Coal Miues, | Ships, | Blast Fur- | 4 Bridges,
Coke, Docks, Furnaces.}) = UF Cars,
Natural Gas.J etc, J naces, Elevators,
ete. Engines,
Electric
Woaorks,
\ etc,

The properties owned are dcscribed officially in a
gencral way as follows:—* 78 blast furnaces, with a capacity
of upwards of 6,500,00c tons of pig iron yearly, or half
that of the United States in 1goo; 149 steel works and
six finishing plants, including bar mills, standard steel and
plate mills, with an annual capacity of about g,000,000
tons of finished material; 18,300 coke ovens; about 70 per
cent. of the ore mines of the Lake Superior region, pro-
ducing in 1900 12,724,900 tons; 70,830 acres of coal lands,
about 30,000 acres of surface lands in the coke region, and
125 lake vessels, ete” .

§ 13. There are four principal reasons why the Trust or
clgse combination, with monopoly, assumes greater promi-
nence in the United States than in England and elsewhere.
First: the 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. Moreover, in
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none of the protective countries of Europe have the great
manufacturing interests obtained so 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 busi-
ness man, coupled with freedom from many of the legal or
customary restraints which hamper the ‘‘logical " evolution
of capitalistic enterprise in Lurope, have evolved a type of
mdustrial and financial “hustler” with bigger ideas and
more rapid and unscrupulous modes of realising them than
i5 found in Europe.

§ r4. Butwhile in this favouring attmusphere Trusts have
grown bigger and more numerous, none of the conditions
thus peculiar to America is essential to the formation of a
Trust.

Without any assistance from a Tariff or from rail-
roads we saw that in many branches of the metal and
other manufacturing industries of Great Britain combina-
tions, of a less rigorons order than a Trust, existed and
were able to exercise n certain consilerable control of
prices. )

There exist, indeed, in Britain many instances of ‘mam-
moth businesses, formed by amalgamation, occupying so
large and firm a place in domestic and forcign 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, based partly upon
patents and sceret processes, upon long skill of manage-
ment and workmanship, or in other words upon the
*character of the work.” In many of these cases the scale
of the operations required for a successful undeitaking im-
plies enormous capital, inducing amalgamation and pre
cluding 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 Works {including Armstrong’s
and Whitworth’s, et¢.} in engineering .and shipbuilding,
Nettlefolds (amalgamating with Guest, Keen & Co. and
other amalgamations) in the screw trade, Vickers and Ce.
{absorbing Maxim, Nordenfeldt, the Naval Construction
and Armament Co., etc.) in the armour-plate trade.

As in the case of the American trust there is a growing
tendency for these English companies to fortify themselves
by securing the best available sources of raw material, and
by extending their operations from the manufacture of
saleable goods to the preparatory processes.

So, for example, we find Nettlefolds’ absorbing the Patent
Nut and Bolt Company which had previously absorbed the
Dowlais Iron Company, comprising collieries, iron mines in
Spain, blastfurnaces, steelworks, ralling mills, ete.?  So like-
wise the great irm of John Brown & Co., manufacturers
of armour plates and other shipping equipment, acquire
collieries and iron-mines.?

In certain cases, where patents or command of raw
materials are determinant factors in control of *cost” or of
market, consolidation approaches so strong a form of
monopoly as 16 rank as a real Trust. This is the case with
Brunner, Mond & Co. in the chemical trade, where special
inventions and scientific skill furnish the chief element of
success; and with Borax Consolidated, which rests primarily
upon the possession of ali the important mines and sources
of raw material. .

In most British instances where a company possesses so

! Macrosty, p. 136,

2 4 Present appearances would bead us to expect that the steel industry
will soon be confined o a comparatively small group of large units—
Armstrong, Cammell, John Lrown & Co., Vickers, Guest, Keen, the
Weardale Co., the Scuth Durham Co. (which alone aggregate some
£21,000,000 capital), and some others.  Under such an organisa.
lion compelilion may be as complerely eliminated as under a trust
of Lthe most regular description.” Macrosty, Keon. Journal, Sept.
190z,
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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 rests upon patents, trade-
marks, superior access to raw material, upon means of
carriage, or upon special contracts with government, or
with some other monopoly. Unusual business capacity is
commonly a requisite for the full utilisation of these bases
of monopely. 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
upen a unique sort of commodity, unique 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 Cocoa, the
Times, are instances of companies which enjoy such special
markets, the commoditics they sell competing rather with
diffcrent classes or grades of commodities than with the
same commeoedities produced by competing firms.  The high
differentiation of markets is the chicf cause of the differential
profits of these monopolics. The “monopaly ” of Aessrs.
W. H. Smith & Sons in railway bookstalls, of the Union-
Castle Line in South African trade, or of Messrs. Kynoch in
small-arms contracts, rests upon special bhusiness arrange-
ments which render outside competition inoperative.

In all such cases tolerably rigid timits exist for the
monopoly.  Other sorts of tyre continually compete with
Dunlops, bocks and papers may be purchased outside the
railway stations instead of at Smitl’s stalls, no government
could give preference to Kynoch’s if the tenders of this firm
were exorbitantly high, and so forth.

§ 15. Though many of these businesses are virtuaily
“trusts,” the term in Great Dritain has been usually re-
served for certain amalgamations which have been formed
with the avowed object of putting an end to competition
and of controlling a market.

The earliest instances were the Salt Union, formed in
1888 with a capital of three millions in shares and one
million in debentures, and the United Alkali Company in
1891 with six mitlions of shares and two and a balf millions
of debentures. Both sought to establish a menopoly by
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controlling sources of supply and by superior modes of
production.  Foreign competition broke these down.!

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
unicn with their chief competitors, Clarke & Co., Chadwick
& Co., and James Brook & Co., amalgamated with these
firms in 18go. 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
about go per cent. of the Bradford piece-dyeing trade, and
has been fairly successful.

The Yorkshire Woolcombers’ Association (formed in
1859), the Fine Cotton Spinners’ and Doublers’ Association
(1898), the Calico Printers’ Association (18gg}, the British
Cotton and Wool Dyers’ Association (19oo0), the United
Velvet Cutters’ Association {1goc) appear to have been
entirely unsuccessful, while several other textile experiments
have not yet been sufficiently tested,

The careful analysis of British trusts presented by Mr.
Macrosty (Zvon. Jour., Sept. 1go2)? indicates that only a
small number of experiments in this form of combination
have been successfil.  Among the few successful ones we
ohserve that almost all are in articles not exposed to the
brunt of effective foreign competition: Messrs, Coats &
Clarke are international, and control the world market;
three are in the coal trade, where foreigh competition is not
practicable; one or two others, like the Wall Paper Manu-
facturers, cater for national tastes and requirements.

To this list of British industrial trusts a large number of
brewing companies ought to be added.  In fact, brewing is
the most ‘“trusted” British trade: an overwhelming pro-

L Cf. FHlubbard, Feon, forornal, Ap. 190z,
3 See opposile page.
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Share and Loan Capital. Vendors'
Name share of
. Ordinary
Original. Present (rgaz). | Stock,
Z Z
The Salt Unicn . . . 200,000 2,400,000 5
United Alkali . . 8,420,550 1 8,420,000 —_
J. & P. Coars . 5,500,000 | 10,000,000 —_
W. Cory & Son (ceal) 2,500,000 | 2,650,000 All
English Sewing Cotton . 2,250,000 | 3,000,000 }
Fine Cotton Spinners, etc. 4,000,000 | 6,630,000
Brinsh Dyewoods and Chemicals 578,000 570,000 —
Bradford Dyers 3,000,000 | 4,225,000 ]
Aberdeen Comb 300,000 300,000 | & & def,
Ricketr, Cockerell & (,o (eo’ll) Q00,000 G0OO,000 All
Yorkshire Indigo Dyers. 450,000 468,000 P
Bradferd Coal Association 190,000 240,000 All
British Oil and Cakes Mills 1,750,000 | 1,750,000 4
Yorkshire Woul Combers 1,931,500 1,963,800 Al
Barry, Ostlere & Shepherd 654,000 934,000 All
United Tndigo and Chemicals 240,000 240,000 H
Textite Machinery Associaticn 200,000 203,000 All
Calico Printers’ Association 8,200,000 8,226,000 S
Wall Paper Manuflacturers . 4,141,000 | 4,141,000 All
Lritish Cotton and Wool Dhvers 1,520,000 1,402,150 o
York<hive Dyeware, etc. 220,000 26.1,000 All
Bleachers’ Alsociation io6750,000 | 6,791,000 All 1
Portland Cemient \I'mufactnre,h | 6,339,000 | 6,349,000 Al
Rivet, Iolt, and Nut Co. ! $50,000 550,000 All
United Velver Cutlers ; 140,000 140,000 All
Extract Wool and dMerino { 270,000 270,000 —
J. & J. Baldwin . 752,000 752,000 5
Leeds Wiensted Dycers 220,000 226,000 e
Imperial Tolaceo Co. 14,518,000 | 14,510,000 Adl
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portion of the trade is controlled by great companies, largely
formed by combination and absorption of competitors,
enjoying virtual mcnopolies over local areas. These drink
*“trusts” 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 “pool” based vpon 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 Company
and the Electric Traction Company are instances of powerful
businesses wielding for some years many of the distinctive
powers of a full-fledged Trust.

§ 16. In dzﬂ'erent 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 rather to the world of
intellect and art, the same tendency is sometimes operative.
The theatre in the United States, and to an increasing
extent in Fngland, presents 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 Mr.,
Frohman chooses to sell, at prices and on other conditions
imposed by a monopolist: the actar can only place his
services before the public thraugh the instrumentality of
Alr. Frohman.

‘The newspapet press, in many instances 2 local monopoly
by the nature of the case, now exhibits distinct tendencies
towards the formation of *Trusts” which shall control over
wide areas the sale of news and the manipulation of public
opinion. In Great Dritain the two firms of Messrs. Harms-
worth and Messrs. 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 view lo
economy of production and monopoly of market, through
the publication of a “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 former.}?

In another department of literature—the supply of school
baoks, the American Book Company deserves to rank as
an example of a powerful trust whose main strength is
derived from controlling the State school system through
methods familiar Lo American politics.

How far 2 Church organising the sole supply of a special
sort of religious service, supported by the monetary pay-
ments of its adherents, can be regarded as a business
corporation is doubtless open to dispute.  But in the highly
centralised system and careful business arrangements of the
Christian Science Church, furnishing literature and other
services at distinctly “ monopoly ” prices, we have a modemn
example of a spiritnal ““trust,” operating by methods which,
though doubtless analogous to those atways employed by
the Roman Catholic and other powerful churches, are more
crudely * monopolistic ” in their form,

§ 17. One other point of great significance in the * trust”
movement deserves attention here, Though tariffs and
other nattonal laws and customs tend to keep the structure
of capitalism within national limits, powerful forces make
for Lusiness internationalism, and the international trust s
already in the field.

This internationalism takes various shapes.  Sometimes
it implies the control of a loreign market by a trust whase
productive operations are conducted in the single country
ofits origin; though subordinate companies may be registered
in the foreign country, as in the case of the Standard Ohl
Company with its Anglo-American attachunent, or Burroughs
& Wellcome in the drugs trade.  Tn other cases there 15 an
amalgamation of firms in different countries for the formation
of an international trust, though here also the forms of
national contpanies are frequently prescrved.  The Coats &

T An intevesting arlicle by Mr. Alfred Harmsworth in the Aosz'

American Review for January 19071, describes the economy of thiy form
of ** Trust.”
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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
the largest examples of this class. The absorption of the
American firm of Brooke & Co. (“Monkey Brand”) by Lever
Brothers (**Sunlight” Soap), the new company establishing
{actortes 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 basis,

The Atlantic Shipping Trust and the combination of
financial interests in the electric traction business of
America and Great Britain are the 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 1904, when a provisional agreement
was reached between the American Steel Trust and the
leading groups of British, German, Belgian, and French
producers for a regulation of the output of steel rails.!  The
basis of the agreement as between the chief European
countries was the allotment to each nation of a fixed per-
centage of output; British works producing 53.50%, German
28.83%, and Belglan 17.67%. I'rance was to come in on a
somewhat different basis, adding to the British-German-
Belgian total of 1co units 4.8 for the first year, 5.8 lor the
second, and 6.4 for the third year of the agreement, Each
country was then to apportion its share of the output to its
constituent companies.  All the large British firms were
involved in the arrangement which, if successfully executed,
seemed likely to control well-nigh the entire world output.

§ 18 The wide prevalence of concentration of capital in
pools, trusts, and various local, national, or international
combinations, discovered to exist in the various fields of
industry, may scem inconsistent with the large volume of
evidence as te the survival of small businesses. The in-
consistency is, however, only apparent, Over the whole
field of industry, if every form of accupation be included,
neither the aggregate number of small businesses nor the
proportion of the workers employed in them is declining;

! Cogvied into effect in the summer of 1905,
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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 tolls 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 ralroads. In manu-
facture, the small artisan, the jobbing plumber or other
“builder,” the Sheffield grinder or the little brassfounder in
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 them with “credit.” The
independence of the small “sweating” business in so
many of the clothing and other trades 1s of course merely
nominal. Much the same holds of the commercial busi-
nesses: most of it is “agency” bLusiness which, alike in
wholesale trade and in retail, binds the merchant or shop-
keeper to some big manufacturing, shipping, mining, or
commercial company for which he does business. The
immense growth of “packet” goods in retail trade and
the general extension of the “'ticd ” store system illustrate
this growth of dependency.

The same influences penctrate the world of art and
literature, and even the profussions: multicudes of jobbing
journalists attached to one or two newspaper offices, of
authors working for publishers or syndicates, artists whose
only chance of selling is the art-shop: actors, musicians,
doctors, teachers, even clergymen, earning their hazardous
livelihcod through the instrumentality of a company of
middlemen.

The measure of the power of concentrated capitalism
is therefore by no means confined to the immediate arca of
capitalistic operations. In the long serics of productive
and distributive processes by which raw materials of material
or immaterial wealth are created and passed on for sale to
the consumer there will commonly Le some process which
invaolves 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, by the carrying companies, or
by the ring that controls the wholesale market: it may
emerge in a manufzcturing process where a few great
businesses are able to combine, a corner in the produce
market may from time to time usurp this power, or, after
free competition in all earlier stages of production and of
trade, rings of rctail dealers may hold up local prices so as
to take the profits of monopely. Everywhere the “com-
petitive system ™ is honeycombed by combinations exer-
cising some form or degree of “ monopoly "—-f.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 “held up”
by monopely in several of the processes of production and
of commerce or in only one: one strong “combine,”
fastening on a single neccssary process, can exercise the
sante amount of control over the output and the selling
price of a commodity as half-a-dozen different combines
handling carlier and later processes in the same productive
series.

In point of fact the existence of one strong poal or trust
arising in a single stage of production, as for instance in the
carrying of oil or the refining of sugar, prevents the inde-
pendent combination of producers or distributors at any
other process in the trade, absorbing the entire profits of
monopoly by suckage at the narrowest point. Though, as
we have seen, the “organisation” of a trade at a particular
tJoint tends to spread to the organisation of the earlier and
later processes and to the control of subsidiary and competing
processes, this effective stoppage of competition cannot yet
l:¢ said to have spread over any large proportion of the
general field of industry.  The survival of keen competition
m so many markets attests, in part, the rudimentary con-
dition of the new arts of capitalistic “organisation.” But
in part it is attributzble to the control exercised by a
“ring,” “pool,” or other combine which, instead of directly
controlling the earlier processes, forces them to cut-throat
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competition, in order that it may buy cheap and sell dear.
While therefore the greater part of our industrial system
still continues 1o 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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§ 1. 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 representative 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 privale business which, by the possession of
some patent, trade secret, or other economic advantage, is
in control of n market. These powers of monopoly may be
placed under four heads in relation to the classes upon whose
interests they opyerate—(a) business firms engaged in an ear-
licr or later process of production; {4} actual and potential
competitors or business rivals; () employees of the trust
or other monopoly; () the consuming public.

(2) The power possessed by a monopoly placed in the
transport stage, or in one of the manufacturing or merchant
stages, to “squeeze” the earlier or less organised producers,
has been illustrated by the treatment of farmers by the rail-
ways and by the Elevator Companies and the Cattle Trust
of the United States. The Standard Qil Trust, as we saw,
preferred, until quite recently, to leave the oil lands and the
machinery for extracting crude cil 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 g.19 cents in 1870 to 2,30 in 1881, when
the Trust was formed, and the maintenance of an almost
uniform lower level from 1881 to 1890, testifies to the close-
ness of-the grip in which the company held the oil pro-
ducers; for although improvemeunts in the machinery for
sinking wells and for extracting oil took place during the
period, these economies in production do not 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:—* When 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 1.
A certificate is given for it, which can be turned into cash at
any time; and when sold it is delivercd to the purchaser at
any station on the delivery lines.”! 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 at which the wholesale
grocers who took from them the refined sugar should sell to
their customers,?

The Wall Paper Manufacturers’ Trust made an arrange-
ment with the dealers binding them to abstain from buying
forcign papers for ten years.

In the petroleum business the Standard Oil Company
adopted the most rigorous means of enforcing its monopoly
on retailers.  An oil-dealer who attempted to trade with its
competitors was approached by an agent of the Trust, who
informed him that, unless he ceased his ““frec” buying, a
local store would be opened to undersell him.?  In other cases
a rebate system, not dissimilar from that prevailing in the
Shipping Conferences is practised. Forinstance, in Awerica,

1 8. C. T. Dodd, T%e Forum, NMay 1892,

? “Trusis in the United States,” Economic fournal, p. S6.

3 Cf. Llayd, HWealth against Commoniceaith, p. 250, and Tacbell,
History of the Standard Oil Trust,
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in the cigarette and alcohol trades, the trust gives a rebate
of § per cent. or 7 per cent. to customers who can prove
that within a given time they have bought their supplies
exclusively from the Trust.! :

This power of a monopoly is not merely extended to the
control of prices in the earlier and later processes of pro-
duction and distnbution 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 machmery. Where a strong
‘T'rust exists, the patentee of a new invention can only sell
to the Trust and at the Trust’s price. Charges are even
wade 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,
without paying for it, trusting to their influence to avoid the
tegal consequences of such conduct, There is indeed
strong reason to believe that the irresponsible position in
which some of these corporations are placed induces them
to an unscrupulous use of their great wealth for such
purpescs.

§ 2. (4) Since the prime object of a Trust is to effect
sales at profitable prices, and prices are directly determined
by the quantitative relation between supply and demand, it
is clearly advantageous for a L'rust to obtain as full a power
nt the regulation of the quantity of supply as is passible.
To control a predominant share of the output 1s indeed an
essential to the real existence of a Trust.  In England it is
a common maxim of business that a minimum of 7o per
cent. of the trade is indispensable to the success of con-
solidation, and in almost every instance of a strong trust the
proportion is considerably larger than this, the Wall Paper
Manulfacturers, for example, claiming to control 68 per cent.
of the trade. Though the Standard Oil Company on re-
construction in 189¢ claimed only to produce about 65 per
cent. of the country’s total output of refaed oil, its pro-
portionate control over the eastern and middle westem
market was far larger than this figure, while Mr. Havemeyer
testified in 18g7 that the American Sugar Rehning Com-
pany was supplying go per cent. of the total national

! Yup Halle, p. 7.
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consumption. In many articles of steel a single combina-
tion coutrols 75 to 8o per cent. of the output, and in some
lines even more.’

In order to effect this control the Trust will pursue a double
policy. It will buy up such rival husinesses as it deems can
be worked advantageously for the purposes of the Trust.
The price at which it will compel the ownaers of such
businesses 1o sell will have no precise relation to the value
of the business, but will depend upon the amount of trouble
which such a business can cauwse by refusing to come into
the ‘I'rust, 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 constderable loss, Yor
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 weapons in the hands
of the Trust, and is crushed by the brute force of its stronger
rival. The most common method of crushing a smaller=
business is by driving down pnces below the margin of
profit, and by the use of the superior staying power which
belongs to a larger capital starving out a competitor.  This
mode of exterminating warfare is used not merely against
actually existing rivals, as where a railway company 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 capital.  After twa or
three attempts to compete with Jay Gould's telegraph linc
from New York to Philadcelphia had been frustrated by a
lowering of rates to a merely nominal price, the notoriety of
this terrible weapon sutficed to check further attempts at
competition,  In this way cach strongly-formed "Trust iz
able to fence off securely a certain field of investment, thus
narrowing the scope of use for any outside capital,  This
employment of ULrute force is sometimes spoken of as
“unfair” competition, and treated as somcthing distinct
from ordinary trade competition. Rut the difference drawn

Y Repart of Industrial Commiisiten, val. aix. p. 604.
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is a purely fallacious one. Ia thus breaking down a com-
petitor the Trust simply makes use of those economies
which we 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 are always operating
in the evolution of modern capital. In a competitive in-
dustrial society there is nothing 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
cconomic advantages of size, skill in production, knowledge
of 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, whercas 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 *‘unfair.”

Tt is even doubtlul 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 and illegal.  In the ordinary sense of the term it was
a “frec” contract between the Railways and the Oil Com-
pany, and 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 competilor, not only agreed with
the American Steel Association that the independent com-
pany should be charged $r1o per ton more for steel than
the members of the combine, but raised a fund to be used
as follows: when the independent company made a bid on
a contract for springs, one of the members of the Trust was
authorised 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 Dbusiness.’™?
These cases differ only in their complexity from the 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 from the tactics
commonly practised by most businesses engaged in close
commercial warfare. If they are “unfair,” it 1s only in the
sense that all coercion of the weak by the strong is
“unfair,” a verdict which doubtless condenins 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 by a Trust or Monopoly in
its dealings with competing ‘capital which deserves to be
placed in a separate category of infamy, 15 the use of money
to debauch the Legislature into the granting of protective
tariffs, special chartérs or concessions, or other privileges
which enable a monopoly company to get the better of their
rivals, to secure contracts, to check outside competition,
and to tax the consuming public for the benefit of the trust-
maker’s pocket.  Under this head we may also reckan
the tampering with the administration of justice which is
attributed, apparently not withoul good reason, to certain
of the Trusts, the use of the ‘Trust’s money to purchase
immunity from legal interference, or, in the last resout, to
buy a judgment in the Courts.

How far the more or less definite allegations upon this
subject are capable of substantiation it is beyond our scope
to inquire, but certain disclosures in connection with the
Tweed Ring, the Standard Oil Company, the Anthracite
Coal Trust, and other syndicates induce the belief that
the more unscrupulons capitalists seck to influence the
Courts of Justice as well as the Legislature in pursuance of
their Lusiness interests.  Contributions to party funds for
the purpose and with the result of influencing tariff and
other legistation in their interest are methods of Trusts
which, though matter of common belicl, are difiicult of
proof. We have, however, the admission of Mr. 1lavemeyer
before a Comimittee of Congress that the Sugar Trust con-
tributed in Republican States to the fund of the Republican
party, in Democratic States to that of the Democratic party,

L Baker, Monopolies amd che Deople, p. 85,
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in order to stand well with the dominant political power in
each State.?

§ 3. () The more or less complete control of the capital
engaged in an industry, and of the market, involves an
enormous power over the labour engaged in that industry.
Sc long as competition survives, 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 who seeks employ-
ment has no option but 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 labour market. This applies with special force to
factory employees who have acquired great skill by in-
cessant practice in some narrow routine of machine-tending.
The average 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.® Now, as we have seen, it is precisely in
tiese manufactures that many of the strongest Trusts spring
up. The Standard Oil Company or the Steel Trust are the
owners of their empleyees almost to the same extent as they
are owners of their mills and machinery, so subservient has
modern labour become to the fixed capital under which it
works. It has been claimed as one of the advantages of a
Trust that the economies attending its working enable it to
pay wages higher than the market rate.  There can be no
question as to the ability of the stronger Trusts to pay high
wages.  But there 18 no power to campel them to do so,
and 1t would be pure hypocrisy ta pretend that the interests
of the labourers formed any part of the motive which led a
body of keen business men to acquire a manopoly. One
of the special economies which a large capital possesses
over a small, and which a Trust possesses par excellence,
is the power of making advantageous bargains with its
employees.

A few of the stronger Trusts have recognised the ad-
vantage of detaching their cmployees from the general
“labour movement,” by intreducing a small element of

D CL Jenhs, She Prust Profilen, g ? Cf. Chapter XV,
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“profit-sharing,” or by offering an inducement to them to
invest their small savings in shares of the corporation. A
small fraction of monopely 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 that the Standard
0Oil, 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 Mines! and
in other strongly ‘*trusted” industries prove that the
working classes in general have nothing to gain from the
economy of industrial monopoly.

But the practical ownership of its employees involved in
the position of a monopoly is by no means the full measure
of the oppressive power exercised by the Trust over labour.
Since the means by which Trust prices are maintained is
the regulation of preduction, the interests of the Trust often
require that a iarge part of the fixed capital of the com-
panies entering the ‘T'rust shall stand idle. *When com-
petition has become so fierce that there is frequently i the
market a supply of goods so great that ali cannot be sold
at remunerative prices, il is necessary that the competing
establishments, in order to continue business at all (of
course, under perfectly free competition mauny will fail),
check their production. Now an ordinary pool makes
provision for each establishment to run in one of the two
ways suggested. Manifestly a stronger organisation like
the Trust, by selecting the buest estabtishments, and running
them continuously at their full capacity, while closing the
others, or selling them, and making other use of the capiat
thus set free, will make o great saving”®  Phe Whisky
Trust presents a notable instance of this cconomy,  When
the whisky trade was worked under the looser organisation
of an industrial pool, each of the constituent distilleries
worked below its full capacity, one year at jo per cent.,
another even at 28 per cent. af its former output,  Dut
when the 8o distitleries had entered the closer form of a

1 Roberts, Anthraciie Coal fndiestry,

¥ J. W. Jenks, ** Trusts in the Uniled Slates,” Keonamic Sonenal,
vol, il. p. Bo.



224 THE EVOLUTION OF

‘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 8o which had been running before.! When at the
beginning of 18g4, Mr. 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
close their establishments.? The same policy has been
adopted among others by the Cotton Qil Trust, the Sugar
Trust, and the Rubber Trust.? 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.*

Here we see a Trust exercising its economic power of
regulating production. That power, as we shall see below,
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
prociuction. With this end in view it will suddenly close
half the mills, or works, or elevators in a district. The
owners of these closed plants get their interest from the
Trust just as il they were working.  But the labour of these
works suddenly, and without any compensation for disturb-
ance, is “‘saved”-—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 littte service, and where
their wages are correspondingly depressed. This saving of
labour is not confined to the productive processes. When
the American Steel and Wire Company (now a branch of
the great Stcel Trust) was formed, the services of 200
salesmen were dispensed with: one of the early econo-,
mies of the Whisky combine was the dismissal of 300
“travellers,”  From the account given above of the

V Jenks, The Trust Problem, 51 34

? Von Halle, p. 62, Von Halle, pp. 66, 108,
* )W Jenks, The Drust Droblem, p. 33 .
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changes in organisation of production 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 1
must be borne in mind first that there 1s uwsnally a net
reduction of employment, a substitution not of z0 workers
at full-time for 100 at half-time, but of 30 only. For not
only will there be a net saving of labour in relation to
the same output, the result of using exclusively the best
equipped and best situated factories, hut since the Trust
came into existence in order to restrict production and so
raise prices, the aggrepate output of the business will be
either reduced or its rate of increase wili be less than under
open competition. The chief economy of the Trust will
in fact arise.from the net diminution of employment of
labour. As the m's,’tcg‘mars stronger and absorbs a larger
and larger proportion of the total supply for the market,
the reduction of employment will as a rule continue. OfF
course, if the scale of prices which the Trust finds most
profitable happens to be such as induce a large increasc of
consumption, and therefore to permit an expansion of the
machinery of production, the aggregate of employment mav
be maintained or even increased. Dut, as we shall scc
below, there is nothing in the nature of a "l'rust to guarantee
such a result.  The normal result of placing the ordering of
an industry in the hands of a monopoly company is to give
them a power which it is their interest to exercise, to
narrow the scope of industry, to change its Jocale, to
abanden certain branches and take up others, to substitute
machinery for hand labour, without any regard to the wel-
fare of the employees who have been assoriaied with the
fixed capital formerly in use. When 1o this we add the
reflection that the ahility to cheose its workmen out of an
artificially made over-supply of labour, rid of the competi-
tion of other employers, gives the Trust a well-nigh absolute
power to fix wages, hours of work, to pay in truck, and
generally to dictate terms of employment and conditions of
life, we understand the feeling of distrust and antagonism

TS
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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
monopaly, and that it is able, by virtue of its position, to
sell commeodities 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 moncpoly con-
sists in its control over prices, great interest attaches to these
questions. Difficnlties, however, present themselves directly
we seek to ascertain the facts, It is true that we can-easily
learn the fluctuations 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 have reduced prices, or to what
extent they have raised them., DBy comparing the curves
for raw materials and for finished commodities we can
ascertain, though with less exactitude, whether the margin
has increased or dimimshed: if it bas increased we may
generally conclude that the Trust is earning monopoly
profits by holding up prices to consumers, not necessarily
above the earlier level, but abave the level to which they
would have sunk il the trust were forced to be content
with a normal rate of profit. A most careful investigation
of the subject from this point of view was made by
Professor Jenks for the * Industrial Commission.” Dealing
with the Sugar Trust he reaches the conclusion that “The
sugar combination has, beyond question, had the power of
determining for itsclf, within considerable limits, what the
price of suzar should be, low or high, with or without com-
petitors, although, when there has been competition, it has
chosen to cut prices 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! thau it was for three years before

' We cannot however concludy o this that the margin of prafit
rises correspondingly, for **in order that the profits may be the same
the margin between the price of the raw material and that of the
finished product should generally increase slightly with the increase in
price of the raw material 7 (p. 133
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the Trust was organised and than it has been during the
three years when there has been vigorous competition.”!
The Whisky Trust has been less successful in manipulating
prices, for “*whisky combinations have been able to hoid
prices and profits high only for short periods, inasmuch as
they have almost invariably attempted to overreach and
secure too high profits.”?

The effort of the Standard Oil Trust is thus summarised :
““ The Standard Oil Trust was formed in 1832, 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 have been steadily
nearly or just a cent. lower than for the period preceding.
But the period of the smallest margin seems to have becn
in the years 1893 and 18g94. 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.”* This larger margin does not imply a
corresponding vise 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 comlbination was to raise the
margin, and the rise of prefit thus obtained was afterwards
increased by a reduction in the cost of manufacture.® The
same general rtesults followed the formation of the Steel
and Wire Company (now absorbed in the Steel Trust).
“ Margins as well as prices of production increased rapidly
from the date of combination.”

§ 5. But while such investigations may serve to illustrate
the control over prices which it is the main abject of a
Trust to secure, they do not enable us to measure the
“‘monopely ” element in consumers’ prices, or the net profit
beyond the nermal business rate, which accrues to a Trust.

It may pay a Trust not only to lower prices to consumers,
but even to reduce the margin between the price of its
materials and of its finished articles; nay, it may pay a
Trust in absolute control of its market to reduce the
margin between cost of production and selling prices per
unit of its aggregate output.  This reduced margin of profit
may still contain a moncpoly element which, when the

! Jenks, p. 130. © Jdem, po 149 4 Le. 18595 1900.

* Jeoks, pp. 1534 * Jenks, p. 183
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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 antagenistic 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 a market will
strive to fix that price which will yield the largest net
return from the business, The prime question will be,
“How many articles shall 1 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 cther to elasticity
of demand on the part of consumers. -

On the side of expenses of production, the tendency to
restrict or enlarge his cutput depends of course upon how
far his business conforms to the laws respectively of
diminishing, of constant, or of increasing returns—in other
words, upon the limit of maximum efficiency in the size of
his business. So long as a further enlargement of output
can be made with a reduction of expense per unit of th
whole ontput, our moncpelist will tend to enlarge his oﬁ
put. But he will check this tendency by regard to the
demand side of the problem. If he produces a smatl
amount he can sell it at a high price, to dispose of a larger
supply tnvolves a iowering of price. If the article supplies
a keen, widely-felt need, or strongly stimulates a craving for
increased consumption among those who take off the earlier
increments of supply, a large increase of supply may be
attended by a comparatively small fall in prices. On the
other hand, if the article has a weak hold upan the con-
suming publie, satisfying the shallow taste of a small
special group, dependent upon “rarity " for its appreciation,
or easily displaced in the public favour by some other
commeodity, a larger output can only he disposed of
at a great reduction of price. It is the relation between
these two technically unconnected considerations that
determines the practical power of a monopolist over prices.
As expenses of production r1all, urging the monopolist
to increase 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 diagram?® furnishes a geometrical expres-
sion of this play of lorces, and indicates the difference
between the determination of a competitive and a mono-
poly price for a business coulorming in the main to a law
of increasing returns,

“In the diagram the curved line we is taken to represent
the wvarying cost of production, aud is hence called the
supply curve: the line co, representing the state of demand,
is similarly called the demand curve. The line ex would
represent the price under competitive conditions.  The
perpendiculars % and & represent the prices that would be
fixed by the demand if the monopolist were to limit the

! Adapled with a slight alteration from Ely and Wicker's Elementary
Frinveples of Econenics, p. 184.
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supply to ¢/ or ¢/ respectively. The lines gk and 4/ would
represent the total cost per unit of producing these various
quantities. The parallelograms ghge and Afne represent the
total costs of the different quantities, and the parallelograms
JApe and dlme represent the total returns from sales. Conse-
quently the smaller parallelograms fgpg and t&mu, 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 mathernatical formule where
the parallelogram of greatest net return will fall, and conse-
quently what will be the monopoly price.”

From this diagram it appears that the monopoly price,
wherever it is fixed, at /% 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 monopely price and the com-
petitive might ceoincide. 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
which was no higher, nay, a price which might be lower,
than the competitive price.  For if by this term “competitive
price” we signify the market price which would prevail if,
instead of being a monopoly, the market were occupied by
several large competing businesses, it is quite possible that
a trust might find it pay to fix selling prices below this
point.  For the expenses of competition, which a monapoly
ex Anferlesi saves, must be taken into consideration in
determining a competitive price: a trust might find it
profitable to fix a pricc which would represent somc
positive gain to the consuming 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 has enjoyed under a monopely lower prices than
would have prevailed under competition or some looser
form of combination.

§ 6. The real danger of Trusts in their control of prices
appears when we consider this control in relation to the
various classes of commodities which lorm the subjects of
monopoly.
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{a) The urgency of the need which a commaodity satisfies
enables the monopelist to charge high prices. Where a
community is dependent for life upon some single com-
modity, as the Chinese on rice, the monopolist is able to
obtain 2 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 famine can
get an exorbitant price for a considerable supply.  But after
the supply is large encugh to enable every one to satisfy the
most urgent need for sustenance, the urgency of the need
satisfied by any further supply falls rapidly, for there is no
comparison between the demand of famine and the demand
induced by the pleasures of eating,

A monopoly of a necessity of life 1s therefore more
dangerous than any other monopoly, because it not merely
places the lives of the people at the mercy of private traders,
but because it will 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 2 “conventional necessary,” something which by
custom has been firmly implanted as an integral portion of
the standard of comfort. This differs, of course, in different
classes of a community. Boots may now be regarded as
a “conventional necessary ” of almost all grades of Lnglish
society, and a monopolist could probably raise the price of
boots considerably without greatly diminishing the consumy-
tion. Half a century ago, however, when hoots were not
firmly established as part of the standard of comfort of the
great mass of the working classes, the power of 2 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 2 part of the standard
of life of a smaller and smaller number of persons, and
satisfying intrinsically weaker nceds, are mote liable to be
affected by a rise of price.

{#) Closely related to this consideration, and working m
with it at every point, is the question of the possibility of
substituting another commodity for the one monepolised.
This everywhere tempers the urgency of the need attaching
to a commodity. 'There are few, if any, even among the
commodities on which we habitually 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 between different commodities which claim to
satisfy some particular class of need cannot be got rid of by
the monepoly of one of them. This is probably the chief
explanation of the low prices of the Standard OQil.  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
artificial light. Though to a modern society artificial light is
probably even more important than cane sugar, a Sugar Trust
may have a stronger monopoly and be able to raise prices
higher than an O1l Trust, because the substitutes for cane
sugar, such as molasses and beetroot, are less effective com-
petitors than gas, candles, and electricity with oil.

The pewer of ruilway monopolies largely depends upen
the degree in which their services are indispensable, and
no alternative mode of transport 15 open. Sometimes,
however, they miscalculate the extent of their power, The
high railway rates in England have recently led in several
quarters to a substitution of road and canal traffic in the case
ol goods where rapidity of conveyance was not essential.
50 also in other cases sea-transport has beén substituted.

The stronger monopoly of American rallways consists
partly in the fact that distances are so great, and the sca-
board or other water conveyance so remote, that over a large
part of the Continent the monopoly is untempered by
alternative possibilities of transport.

The reverse consideration, the possibility of substituting
the article of monopoly for other articles of consumption,
and so securing a wider market, has quite as important
an influence on prices.  The possibility of substituting
o1l for eoal in cooking and certain other operations has
probably a good deal to do with the low price of oil. A
Trust will often keep prices low for a seascn in order to
enable their article 1o undersell and drive out a rival article,
a competition closely akin to the competition with a rival
producer of the same artiele,  When natural gas was dis-
covered 1n the neighbourhood of Pitishurg, the price was
fowered suthciently to mduce a large number of factories
and private houses to give up coal and to burn gas.  After
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expensive fittings had been put in, and the habit of using
gas established, the Gas Company, without any warning,
proceeded to raise the rates to the tune of 1oo per cent
When we ascend to the higher luxuries, the competition
between different commodities to satisfy the same generic
taste, or even to divert taste or fashion from one class of
consumption to another class, is highly complicated, 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 ol other corkscrews, but by screw-
stoppers and various other devices for securing the contents
of bottles, The ability to dispense with the object of a
monopoly, though it does not prevent the monopolist from
charging prices so much higher than competition prices as
to extract all the “consumer’s rent,” of the marginal con-
sumet, forms a practical limit to monopoly prices.

(¢} Lastly, there is the influence of existing or potential
competition of other producers upon monopoly prices.
Where prices and profits are very high a Trust is liable
to morc effective competition on the part of any surviving
independent firms, and likewise to the establishment of
new competitors. This alality of outside eapital to enter
into competition will of course differ in different trades.
Whete the monopoly is protected by a tarilf the possibility
of new competition from outside is lessened.  When the
monopoly is connected with some natural advantage or
the exclusive possession of some special convenience, as
in mining or railways, dircet competition of outsiders on
equal terms is prohibited. Wherc the combination of large
capital and capable administration is indispensable to the
possibility of success in a rival producer, the power of a
monopoly is stronger than where a small capital can produce
upon faitly equal terms and compete.  If the manopoly is
linked closely with personal qualities and with special oppot-
tunities of knowledge, as in banking, it ts most dificult (or
outside capital to compete effectively,

§ 7. These considerations show that the power of a Thust
or other monopoly over prices is determined by a number
of intricate forces which reaet upon one ancther with vary-
ing degrees of pressure, according as the quantity of supply
is increased or diminished. But a Trust is always ahle 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 commodittes which are
luxuries or satisfy some less 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 YINANCIER,

§ 1. The origin and cconomic nature of modern finance,
§ 2. Relations between investor and financicr,

§ 3. Need of the financial middleman,

8 4. LEarning capacily the true basis of Cagpitalisation.
§ 5. Tke art of promotion.

8 6. Manipulating the share-markets.

8 7. The control of sound profitabie businesses.

§8 8. Bank-loans as a fuctor iat business finance.

§8 9. The triangle of financial forces in America.

8 vo. Financial pressure for external markels.

§ 11, The financial system as ilfustrated from South Africa.

§ 1. The structure of modern Capitahsin tends to throw
an ever-increasing power into the hands of the men who
operate the monetary machinery of industrial communities,
the financial class. [For large enterprises the financier has
always been a necessary man: in the ancient and the
medizval world he found large sums of money to meet the
emergencies of kings and great nobles, ecclesiastical or civil,
to furnish military or naval expeditions, and to facilitate the
larger forms of commercial enterprises which needed capital
Small financiers, as usurers or money-lenders, have at all
times lived upon the irregularities and misfortunes of the
farming, artisan, and small trading classes. But not until
the development of modern industrial methods required
a large, free, various flow of capital into many channels of
productive employment did the financier show signs of
assuming the seat of authority he now occupies in our
economic system. Every important step which we have
traced in the growth of industnal 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
separate businesses, the concatenation of a long series of
different businesses contributing directly to the production
of each class of commiodities, the relation of each member
of this series to dependent or subsidiary businesses, each of
which is itselfl a member of anather series of separately
ordered processes, the interdependence of the most widely
divergent manuflacturing or commercial processes through
the wse 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 sclf-sufficing industrial systems into unity—the
working of such an industrial organisation implies a deli-
cate aud 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 generation of productive power at
points 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 econemic 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.”!

The quick rise of new manufacturing and commercial
business demanded a freer movement of capital than the
older business structure could easily procure: oid-established,
private businesses sought to expand: men with keen wits
capable of seizing opportunities rose *“from the ranks” and
needed the use of capital; vast new forms of enterprise in
railroads, mining, etc., demanded larger capital than private
finance could furnish,  ence the need of a reformation of
business structure upen a basis of co-operative capital, drawn
rom innumerable private sources, weided into large masses

' Veblen, The Theory of Business Lwlerprise, p. 20.



MODERN CAFPITALISM. 237

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 than
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 presence and direct
control of its owners, and to place it at the disposal
of big business men who paid interest to its owners for
its use,

Thus it has come to pass that in every field of capitalist
industry joint-stock enterprisz has been rapidly displacing
privately-owned businesses. So long as the new class of
small investors had only the alternative of effecting loans or
mortgages at small fixed rates of interest, or of incurring
“unlimited liability” by investments which they could
neither watch effectively nor easiiy withdraw, the growth of
co-operative capital was comparatively slow, But aflter
“limited hability” was set on a solid legal footing! the
movement became very rapid and widespread.  The appli-
cation of this new capitalist structure, first to public loans,
then to railroad, shipping, mining, and banking enterptiscs,
the enormous expansion of public or “company” develap-
ment in the supply of municipal services, and finally the
extension to industrial companies of every sort and size,
have revolutionised the character of modern economics and
politics. Countless thousands of citizens in America or
Great Britain are part-owners of lands, railroads, minerals,
factories, municipal plants, and public revenues in all parts
of the civilised or semi-civilised world. Primarily this
signifies a divorcement of political from economic interests
for large sections of these nations: politically they are
members of a single nation with an area of influence and
interest thus circumscribed, economically they are to an
ever-growing extent cosmopolitans.  In what important
ways this economic internationalism js moulding world-
politics is obvicus, the cross-ownership among nations is by
far the maost substantial gnarantee of the development of a

b in Great Britain by Acts 18 and 19 Vict., ¢ 133 (1535), consoli-
dated by 25 and 26 Vict, ¢, 89 (1362).
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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
even of wars, where the owners of foreign investments which
are In peril of repudiaticn, ot are otherwise injured by *“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.  But the wider normal tendency is towards a political
solidarity which shall reflect the growing economic solidarity
of nations.

§ 2. This obvious result of the community of economic in-
tercsts is, however, gravely impeded by certain group-interests
of financiers within the several nations which do not coin-
cide with, and are often antagonistic to, the more stable
interests of international investors.

A clear understanding of the piace occupied by the
financier in modern capitalism and of the harmony and
divergence of interests between him and the investor is
essential to the study of the industnal system of to-day.

The modern financier may be regarded as the product of
the jointstock company,! and can best be understood by
studying the “natural history” of this form of modern busi-
ness structure. The theory of a “company” is that a
number of persons owning some capital which they cannot

! There is another tap-root of finance—namely, the development of
national borrowing, which plays perhaps an even more important part
than joint-stock enterprise in the business of seme of the greatest
itaropean financial houses. The great family group of Rothschilds,
and to a less extent such finus as DBaring’s, Hamhbra's, Stern’s, and
Goschen’s, have devoted theinselves ta floating, dealing in, and mani-
pulating those public delds which are the financial expression of
modern polilical movements.  This aldest field of profitable finance
has expanded enormously with the development of public expenditure
upon war, armaments, and productive enterprise in Europe, the Far
East, anrd in South America.  Immensely important as is this feld, it
lies, howerer, so far outside the area of our investigation that we can
only bestow upen it a few passing glances indicative of its reactions
upon private capitalisim.
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otherwise profitably employ agree ta “poal” their capitals,
so as to form a capital large enough for profitable use in
some business which they select: they choose directors to
represent their interests and to exercise a general control
over the business, subject to their overruling in a general
meeting of shareholders; the directors appoint managers,
who are in command over the actual industrial 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 upon their capital.

The formal structure of a company as a legal entity reflects
this theory. The actual origin and working of maost cam-
panies, however, is very different. A practical business man
gets hold of what may be called ““a profitable notion.”  This
“notion” may have a solid concrete Lasis in some actual
business which he has been running on his own account,
and which he thinks can be “put npon the market”™ in a
form to attract investors and enable him either to escape
from active business life with a large independent income or
to remain in command with so much more capital at his
disposal that he can greatly increase the net value of his
property.  Or the “profitable notion ™ may reside in same
patent of a new process of manufacture, the utilisation of
some new source of supply, the oapening of some new
market, or, finally, in somec new business organisation
which, by “ pooling” or amalgamation, shall effect economies
of cost or control of market.

Whatever be the basis of the “notion™ the business man
is concerned with its vendibility in the investment market.
In order to make it 1o a marketahle commaodity he must
have recourse to the assistance of general financiers who are
dealers in “ vendible notions,” and are abile to put them on
the market in such a manner as to tempt the investing
public into buying.  Such a “ promoter” will somctimes e
himsell a great capitalist, or will have intimate bustness
associations with some great banking or finance company
which is prepared to “back ” the project by “underwriting *
shares. Ifthe project be “sound™ 7., either immediately
vendible or industrially profitable as an iuterest yielding
investment, the *‘ promoters” will dispose of certain blocks
of shares to other capitalists, and will paricipate themselves
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” to pro-
cure for themselves the larpest 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 m 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
profiteble working, for the prometing 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 board. Such is the case in most
dritish Railways, Banking or Brewing Companies—a wide-
spreacdd 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 responsible government, the joint-stock company is in
most instances a close oligarchy: the monetary support of
the puoblic is wanted but not their direction. Diffused
ownership with concentrated control is the distinctive
feature of the Company; so far from the investors choosing
their board of dircctors, 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 capitalist, is given the post and one
or two financial or ernamental supporters are put in as
fellow-directors: this tiny group nominate the rest of the
directorate and force their selection in the meeting of share-
holders; having the initiation of the business in thetr hands
they dictate the policy, retain despotic power in all vital
matters, communicate to the shareholders what is convenient,
conceal what is inconvenient, and resist—almost in every
case successfully  attempts of a refractory minority, or even
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majority, to question their conduct, or alter the composition
of the board,

High considerations of industrial expedicucy, if not of
necessity, seem to require the maintenance of an offective
oligarchy in the control of business, though at the same
time requiring a wider distribution in the ownership of the
capital engaged: this expediency of concentrated control
forms the rational basis of a financial power which, as we
shall see, is liable to great and dangerous aluses.

§ 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 figure
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 from the profitable conduct
of the business which they represent, or the desire to sell at
a rise and so secure by a conp an addition to his capital.
The two motives are frequently combined in the same person
and in relation to the same class of shares: some buy to
hold, others to sell, and a large number of men 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 cowps.  “I'here are
also classes of men who, quitting some special calling,
virtually occupy themselves in thesc more or less specula-
tive aspects of investment, never organising any financial
operation but operating through brokers on the stock
markets,

A very large proportion of the wellto-do classes 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 the expansion of old
industries and the establishment of new comes mainly from
these classes of small and middling investors, who know
little of the actual working of the financial system and can-
not by their industrial action contral it. What we have

16
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lhiere 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, 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 ditect to the same man who
huys labour power, the ensreprencitrs or managers of a busi
ness concern,  In a simpler state of busipess this is what
happened-——the owner-employer privately borrowed money or
obtained advances for the conduct of his business. But in
the more developed business-form the * financing * becomes
a function separate from that of business management and
passes to a separate class of promoters, bankers, brokers,
and other financiers. These classes are “middlemen”
between the investor and the exfreprencur or organiser of
concrete industry, gathering up from countless sources the
idle capital of the community, and directing it through the
various chamnels of nvestment.  Such men are the whole-
sale dealers in “money” or fluid capital, and the private
owner of capital must place it in their hands il he wishes to
emiploy 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, similarly as the terms of the employment of various
sorts of labour are directly imposed by the rules or customs
of emplovers and the technical exigencies of the trade. A
large fraction of this garnered “capital” lies at any given
time in the possession and at the disposition of baukers,
stack and bill lrokers, in a tluid form, supporting the
general volume of eredit by which the operations of buying
and selling are conducted in business.  The rest of it is in-
vested in stocks and shares wnd martgages, the owners
receiving (or being entitled to receive) scrip representing a
claim upon the capital value of certain concrete business
forms and on a share of their earnings,

FEven in the simplest form o conducting a small business
on the safest basis the element of speculation exists, Op-
portunities of extending the husiness, or of adopting some



MODERN CAPITALISM, 243

new plant or machine, induce the business-man to borrow
from neighbours their savings; or some unforeseen mis-
fortune drives him to seck a temporary loan in order to
tide him over the emergency: he Lorrows in order to make
an additional profit or to spread over a longer period a loss
which falling at a single blow might break him. In both
cases there 15 a risk, in both cases he gives security to the
lender by giving him a moertgage or other lien upon his
property, in both cases he trades on “eredit,” buying and
selling goods which in part belong not to himself but to his
creditors,

The distinctive characteristic of modern large business
is that this abnormal and occasional practice has become
universal and perpetual, and that a large intricate financial
machinery exists for operating it. Credit enters into the
financial structure of the company husiness at its inception
in the form of capitalisation: it enters into the functional
activity of the business in the way of discounting bills, bank
advances, and cther temporary loans.

The whote 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 the same time earning for himsclf a
profit.  Both borrower and lender here evidently look in
this “speculation” to the probabitity of profitable sales.

What is true here, remains true of the more elahorated
speculative system of modern ‘“credit,”  The financial Dasis
of the whole “credit” system is the estimate of “earning
capacity,” the ability of the actual business apparatus to
market goods at such a rate and such a margin over cost as
will enable a profit to he paid: the discases or errars of the
credit system are all attributable either to miscalculations or
misrepresentations of this ** earning capacity.”

§ 4. Inhonest company business, although the form of the
capitalisation is to attribute a scparate value to the tangible
assets—land, buildings, machinery, stock, etc, and the
intangible assets such as patents and goodwill, the real
valuation of the assets is upon earning capacity. If, as
often happens, the tangible assets are valued 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 ¢an
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 elastic 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 narmal 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 15 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
rarning-capacity.

It is evident that, however carefully financed, a large
Company, whether its putative earning capacity depends
largely upon control of markets or vpon 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 devclopment, where new nations are rapidly
entering the ficld of competitive production, where the
industrial arts are shifting so quickly, and where new
markets are constantly arising from an extension of com-
munications and an expansion of wants, it is probable that
this essential factor of speculation is growing larger, render-
ing it more difficult to forecast earning-capacity with any
degree of accuracy. A well-established business, with an
expensive equipment of the best plant and an excellent
name, is liable at any time to be outclassed by a rival with
some new machine, and to be obliged to “scrap” its
valuable plant or see its earning rapacity ocoze out, leaving



MODERR CAPITALISM. 245

its assets, tangible and intangible, quite valueless. A
famine in India may knock out the margin of his profit by
raising the price and restricting the supply of his cotton or
other raw material, a coal strike may stop bis source of
power, a war in China or a revolution in Argentina may
destroy his market; with every expansion in number and
variety of markets in which he buys and sells comes an
increasing number of incalculable risks. ‘T'hough some of
these may be cancelled on the theory of putting one’s eggs
in several baskets, the net result is to render future earning-
capacity less calculable. Indeed, the growing variety and
magnitude of these risks has largely given rise to that great
depariment of modern finance known as Insurance, which,
by discounting and distributing certain specific risks, such
as loss by fire, loss at sea, dishonesty of emnployees, etc.,
counteracts to some extent this growing incalculability of
future earnings.

§ 5. The limits of the sound 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 business, 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
business into which they put their money. An agreed and
recognised rate of commission for such work of finaneial
construction and promotion, with a further commission for
underwriting, paid either by the vendors or by the Company
or both, would be the gain of the promoter and financicr
most conformable to reasonable business methods.  1Macing
a business upon a basis wherc it can command more
working capital and more bank credit increases its com-
petitive, and in some instances even its industrial, efticiency,
and is entitled to payment for this service.

But the actual operation of the promoter and financicr in
construction of Companies and the natwme of the gains
which accrue to them are not normally confined within
these limits. 'The vendors, promoters, and underwriters of
a Company are not unnaturally given to calculating in the
first place how much they individually and collectively can
get out of the business enterprise, or in otber words how
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little they can leave to the ordinary investing public whose
capital they want to attract. It is their profit and not the
interest upen the shares of investors that is the orlgmatmn
motive of most Companies, as we have seen.

Now, they may t’lkC these profits in three different ways.
By over-valuation of the earming capacities of the various
plants of amalgamating businesses, of the patents and
especially of the goodwill? 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 much of the
mote vendible stocks as they can conceal, substituting in
this capitalisation the consideration of immediate ven-
dibility for future earningcapacity. So far as they can
succeed in ralsing the immediate market value of the
stocks they have allotted to themselves for services or
obtained by the ordinary methed of subscription, it will be
to their interest to unload these stocks upon the market
before the infiated capitalisation of the market is effectively
exposed.

A great deal of “bogus” company promotion and even
of more substantial promotion of family businesses and of
combinations is primarily motived by the desire of the
financial promoters to scoop out the whole value of the
(Company by this method of extraction, which shall leave
the swollen carcase to shrvel 10 its meagre unprofitable
dimensions in the hands of deluded investors. The arts of

! This goodwill is chiefly a capitalisation of the difterential ad-
vantages possessed by the several concerns as coupetitors in business,
and is for 1he most part of no use for other than competitive business
ends. It has for the most part no aggregate industrial effect. The
differential advantages possessed by lusiness concerns as conipetitors
disappear when the competitors are merged in the degree in which
they cease to compete with rival bidders for the same range of business.
To this aggregate defunct goodwill 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 goedwill belonging to the
new corporation as such,”—Veblen, Fheory of Business Enterprise,
P 126-7.

{50 far, however, as goodwill is expressed im terms of “*credit,” this
consohidation may creale a value of goodwill larger than the cancelled
goodwill of the amalgamating units: the credit of the new corporation
may be greater than the added credits of the old ones. This Veblen
admi 15, p. 168 note.—J. A. H.}
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drawing a prospectus and of *making a market” aic
devoted to the single end of producing a temporary boom,
Improper accountancy misrepresents the value and the
past profits of the business that is incorparated, expert
engineers, chemists, etc., are paid to over-estimate the
productive and profit-earning capacity of the mines,
machinery, and other plant acquired by the Company; wetl-
known business names, and in Great Britain politicians and
titled persanages, are procured for the directorate; the
bright and solid prospects of the business are set out with
consummate literary skill, every present defect or future
risk carefully concealed; the whole glamour of the pro-
position is suddenly flashed belore the face of the confiding
public by a parade of fuli-page advertisements. Any
sluggishness or suspicion of the investing public is over-
come by making a market, the promoters manipulating
prices by coliusive dealing on the market, until the outside
investor is lured on to buy.

The motive and effect of these financial arts are to create
a false confidence on the part of the ordinary capitalist or
investing public which expresscs itself in a temporary boom
of watered stocks. .

This of course does not exhaust the functions of the
promoter, especially where an amalgamation or the forma-
tion of a “trust” is the object of the Company. Here there
is much scope for strategic work of a preparaiory nature:
rival interests must be fused upon terms advantageous to
the trust-makers, with much usc of bluff, intrigue, threats,
bribes, and actual processes of *freczing out.” When
strong businesses “stand out” they can often obtain an
exorbitant price for consenting to come in, and this exor-
bitance is a large factor in the over-capitalisation of the
Company.!

This formal over-capitalisation or statemcnt of the earn-
ing capacity of the Company ia an excess of shares, would,
however, be comparatively harialess (and uscless to pro-
moters) unless the processes of over-valuation were con-
cealed. When this over-capitalisation, atlended by a sale
of inflated stock by the promoters, takes place, the husiness
is of course one of organised deception, that of a profes-

! The Atlantic Shipping Combine well illustrales this point.
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sional dealer palming off a shoddy or adulterated article on
to an ignorani amateur public.!

While this frandulent method of flotation is only too
common a practice of professional promoters, profits of
cempany 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. Where
the new form of the Company tepresents 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 the vendors or promoters are
able to take while selling to the public shares which are
genuinely interest-bearing securities. Where for private
reasons of convenience a family business is conwverted into
a public company, the promotion has often been conducted
witheut deception, 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 this 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.

§ 6. Most financiers or money-dealeis, hawever, are not
chiefly engaged in prometing Companies, but in getting
profits from handling the stocks and shares upon the
market.  As in Company construction so here the
business rests on a real foundation of utility or pro-
ductivity.  This utility consists in using skilled fore-
sight, so as to direct the flow of industrial capital into

! For simpiicity we have assumed that the ¢ promoters” clear out
of the Cumpany after & first unloading of their shares upon an artificially
inflated market.  Often it is quite otherwise; they retain a sufficient
control over the ordinary shares 1o enable them, after the Company has
failed and gone into liquidation, Lo assumc the task of rcconstruction,
during which they can freeze oul the surviving ialerests of outsiders
and either secure the real assets of the reconstructed company for
profitable kolding, or play anew the fornier game of unloading inflated
shares upon a newly-made market.
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the most serviceable industrial channels. For the rises
and falls of stocks and shares, so far as they are
naturally induced, and rest upon sound business informa-
tion, are the financial machinery directing the creation of
the various quantities of concrete capital required to co-
operate with labour in the maost efficient working of the
various industries, The really useful skill of stockbrokers,
billbrokers, bankers, and other financiers who handie stocks
and shares, buying or sclling 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, a2 knowledge of the relative strength and weakness of
the various trades and of the particular businesses which
operate in them. It is their function to stimulate aud
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 1t is most
wanted is thus the social function of these orders of
financiers. The performance of this work rtequires not
only Targe 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 unifed in is
structure, and it admits of a high arder of specialisation.
Groups of brokers or financiers attach themselves to par-
ticular classes of stocks, the classification being partly
local—e.g., South African mines or American railroads.
The “legitimate™ business of this finance is to operate
the machinery for the disiribution of capital by accurate
registration and calculation of price-movewents,  Since the
liits of calculation are often very narrow, the element
of chance or speculation must enter in as a nccessary
ingredient of the business so far as any individual operation
is concerned. But while the ignoance of most amateur
investors converts their investments into mere acts of
gambling, the professional financier 15 not properly a
gambler. When he departs frum “legitimate” finance it
15 nat primanly to gamble but to nianipulate prices, so as
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lo assist his calculations. Instead of merely predicting
price-changes he endeavours to produce themi. 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 method: 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 investing public a larger quantity of money
than could be got by any single coup of Company pro-
mation.” Any group of financiers furnished with large
enough resources may fasten upon a stock, using it either
to mitk the innocent investing public by preconcerted price
movements which deceive then into buying and selling at
a loss, or to corner the stock and squeeze other financiers
not “‘in the know” by forcing them to buy stock at
monopoly prices in order to lulfil their engagements, But
the financiers, who are themselves promoters or directors
of a Company and have retained large blocks of shares, can
play this profitable game at a great advantage. Instead of
over-capitalising a Company at construction and clearing
put by a single act of “unloading,” they may retain their
shares and use them for what is euphemistically termed
“speculating” on the bourse, but what is in reality an
alternate ‘“rigging and depressing of prices.” Superior or
carly access to information affecting the movement of
prices gives them their first advantage; this they may
supplement by manipulating public opinion ihrough the
press; finally, their financial position and control of move-
ments enables them more effectively than outsiders to bult
and bear the market.  An inttinsically unsound business,
with incaleulable or fluctuating assets, best lends itself to
sueh operations. A classical example in modern finance is
the South African Chartered Company, a wildly speculative
venture of such magnitude and superficial possibilities, so
wetl adapted to political and sentimental appeals, as to
enable its crafty organisers to plan and execute price move-
ments of enormous range. The advantages enjoyed by
financiers ““in the know ™ are well illustrated by the record
of the helding of Chartered Shares before and after the
Jameson Raid by Messrs. Rhodes, Beit, Rudd, and thetr
mtimates in South African finance.

These operations of financiers in managing the play of
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mobile stocks resembles the keeping of gaming tables: 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 nust win, the amateurs
who play with them must lose.

§ 7. The skilled financier, who makes large gains by
*speculative” business in floating companics and planning
coups upon the Stock Exchange, desires, if he retains any
““conservative instinct,” to possess sore substantial, profitable
stake 1n the world of finance, some considerable investment
in real estate or in regularly remunerative businesses : such
holding substantiates his credit, gives him social position
and respectability, and so assists his speculative operations,
besides furnishing a soft hed on which to fall in the event
of some knock-down blow. The master of modern finance
does not therefore use ali Ins resources in speculative busi-
ness, nor does he find it lo Ins interest to impart mobility
to every form of investment,  In his career he enjoys ex-
ceptional opportunities of making or discovering genuinely
prohtable investments based upon the control of rich natural
resources or other protective support.  The directors of the
Standard il Trust or of the East Rand Mines or De Beers
do net “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 such “monopolies,” and with the cumulative
profits of their well-directed speculations,

The financial class, then, as distinguished {from the main
body of capitalisis or amateur investors, grafts upon its
legitimate and useful function of determining and directing
the most productive flow of capital, three methods of private
gain, each of which is a corruption and abuse of its truc
function,

Planning and promoting Companies based, not upon
cconomy of industrial or financial working, but upon an
artfully enhanced vendibility of shares, they cause a wastc
of general capital by obtaining an cxcessive subscription to
the Company and diverting the excess into their own
pockets, thus imparting insccurity to otherwise sound
businesses, damaging their credit and impeding their pro-
ductive operations.  To this waste must, of course, be added
the injury wrought by floating **Logus ” Comipanies 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 easy, natural flow of capital throughout the industrial
organism.

Creating or stimulating fluctuations of prices in, order to
contrive corners or to practise concerted comps 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 controi of
the most profitable forms of natural menopoly and other
abnormally prosperous businesses impart a strength and
solidity 10 the new financial oligarchy which enable it to
fasten its hold still more firmly on the necks of the prole-
lanat of capital, who thus, cut off more and more from
secure investments, are driven into the * gambling hells” of
speculative stocks and shares kept by these masters of
finance. .

T'he multitude and magnitude of these interferences with
the delicate 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
new order of capitalism. The business of a Company whose
stack, 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 financial purposes, is rendered
insecure: the actual flow of capital into it, plundered at the
source, is insufficient for its full expansion, attempts to
“support the market” by earning good profits through
economy of *‘costs” or other unsound business finance,
drive the Company into difficulties, force it to call up more
of its capital, weakening s general credit, while special
emergencies impel it to seek advances from bankers and
other accommodations,

§ 8. From the financial standpoint the whole of the economy
of large-scale production, and in particular of joint-stock
cuterprise, may be summed up in the single phrase, enlarged
credit.  This credit, however, is not merely drawn from the
investing public in the form of subscription to its stocks
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and bonds: the ‘““capital” thus created is also a basis for a
more elastic sort of credit required in the actual running of
a modern business. In order that a business may make its
maximum earnings it must secure the quickest turnover and
the largest volume of business. This expansion of the rate
and volume of actual business involves the use at certain
times of a far larger amount of “money” than is actually
owned by the Company: the Company must buy more than
it can pay for in cash, and must obtain from elsewhere the
purchasing power. It is driven constantly to increase its
Habilities and to discount its bills, In other words, it must
have recourse to bank credit, using its actual capital, visible
and invisible, as collateral security upon which 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 the increased volume of busi-
ness thus made possible yields a margin of profit in excess
of the rate paid to the bank for “credit.” Since any firm
which employs this command of credit to the full has an
advantage over another firm which does not so utilise it, the
impulsion to its full cmployment in competitive trade
becomes evident, *Under modern conditions,” writes
Professor Veblen,! “business cannot profitably be done by
any one of the compctitors without the customary recourse
1o credit.  Without the customary recourse to credit a
.‘reasonable’ return could not be cbtained in the invest-
ment.”

But where businesses are normally worked upon a basis
in which credit is strained to its utmost, it is clear that any
abnormal occurrence causes trouble.  Where in addition to
the risks to which all industries are inore or less exposed,
from natural accidents, political changes, labour conflicts,
etc., operations of financiers upon the stock and produce
markets are taken into account, we perceive that businesses
using their maximum credit must come more and wore to
lean on “banks” and “finance companies.” ILiven where
businesses are not developed in the fullest form of capital-
ism, the frequent recourse to bank-credit plays an important
part, and it is cltearly seen that in all “capitalist” trades
the private business, or the ‘unlisted” company whose

LR 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
1o 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 evergrowing part of the banking business.
Where, as in London, bill-brokers form a distinct class
dcaling with the better sorts of paper, they are chiefly
financed by banks. The large profitable business of modern
banking 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
adjunct to the financial structure of the joint-stock com-
pany, part of a financial system for applying capital at places
and at times where it may be most productively used. A
sound working of bank loans extends the actual business
operations of firmis which can obtain such loans, and since
ceterls partbus 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 industrial system.!

Wheh full account is taken of the double part played by
banks in financing companies, fitst as promoters and under-
writers, often as large holders of blecks of shares undigested
by the investing public, secondly as money-merchants dis-
counting bills and advancing money, it becomes cvident
that the business of the modern banker is largely that of
tlie general financier and that the financial dominance in
capitalist industry is exerrised in great measure by bankers.

! Professor Veblen appears to hold that no considerable net increase
of industrial productivity accrues from this use of credits.  *‘ They are
business capilal unly; they swell the volume of business as counted in
price, ete., but they do nut directly swel the volume of industry, since
they do not add to the aggregate material apparatus of industry, or alter
the character of the processes employed, or enbance the degree of effici-
ency with which industry is managed ™ (p. 99} But this is only true
an the supposition which DProfessor Veblen appears (o make (p. 99)
that an incompetent manager has an equal aecess to such ““eredil” with
a competent one.  Surely this is not the case.  Dank credit tends 1o
put more actual industrial power in the hands of the more competent
and thus ta “enbance the depree of cfficiency with which industry is
managed.”
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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 {urnishes the **credit”
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
particulat banks enable the latter in many 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 Dby pawnings of the company's
share or debenture capital, or through excessive advances, is
itself squeezed by the company. Weaker companies, how-
ever, which, by over-capitalisation, incompetent management,
or misfortune, are often in need of temporary assistance,
become bond-slaves to a bank, which is not only able to
extort exorbitant prices for its services, but can at any time
by forcing the company into liguidation gain possession of
what really valuable assets it contains. Reckless or dis-
honest construction of companies, weakening the financiat
structure at the outset of its career, obliges a large 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; scecondly, that
this machinery operated for private profit can often earn the
highest profits by causing induostrial distocation and mal
adjustments.

§ 9. As “eredit” becomes more and more the vital force
of modern business, the class that controls credit hecames
more powerful and takes for itself as “earnings” a larger
propartion of the product of industry.  1f, however, “credit”
were left to the free competition of a large number of bankers
and financiers, this control would not imply mastery. In
order to comprehend the power of finance we must look a
little closer at its structure.  In no other husiness operation
is the advantage of a large over a small capital so ohvieus:
nowhere else is the force making for concentration of busi-
ness so evident, If any limit exists Lo the “law of in-
ereasing returns” in banking, insurance, and finance, it is
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not easily discernible.  Great operattons of public or
private finance, the floating of public loans or great
industrial combinations, the contrivance and execution of
great moverents in the stock and share markets, can only
be conducted with the suddenness and secrecy which are
requisite to safety and success by financial businessés of
the first order of magnitude. Great businesses alone can
stand their ground against the larger shocks to the general
credit of a nation, or can rely npon their political influence
to secure governmental aid in cases of real emergency.
Thus 1t anises that a large proportion of the most profitable
business of financiers is never exposed to effective com-
petition, and the prices they receive for their services are
“monopoly” prices: either it is business which they
initiate and organise and for which they charge “ 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 can be taken of the urgent needs of the
applicant for loans.

Although no statistics are procurabte, it is certain that
the profits of * finance” form a constantly increasing toll
on industry. 1t s also probable that this toll and the
control 1t represents are concentrated in a few hands.
Though the diffused ownership of capital makes a large
number of persons small participants in the profts 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 canstruction above described.
The share of the proletariat of capitalists in the net gains of
financial business is very smali as compared with that of the
magnates of finance,

In parts of the world where economic conditions are
most favourable to the rapid ripening of finance, we perceive
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 modemn capitalism. That the concerted action of a
small number of banks and financial companies in New
York could produce the panic and the depression which
swept over the United States in 1893 was an early mani-
festation of a power which is now stronger and more closely
organised. '
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A study of the origins and careers of the great American
financiers discloses three chiefl sources of financial power:
raitroads, industrial trusts and banking, and the unmon in
the same hands of the control of thesc three ecoflomic
functions is an instructive testimony to the nature 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 over
agriculture, irrigation, mining, city devetopment, has led
rzilroad men into the promotion of all sorts of business
enterprises more or less dependent upon railroads; while
the tortucus financial history of most roads has necessitated
a constant recourse to the general machinery of finance.
Though the same is not equally true of the man who makes
his pile by the successful operation of an industrial trust,
another economic necessity drives him into general finance.
The profitable management of a trust depends primarily
upon regulation of output, which involves a limitation of the
employment of capital. It is thus impossible ex Jipotiesi
for a trust-maker to find full continuous employment for the
high profits he makes by extending the plant and working
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 afield. 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 large and a grow-
ing fund of free capital which naturally associates itsell with
the free funds held by bankers, and operates by the ways
we have described in fastening a general control of finance
upon business that cnables the financial class to extract a
larger share of the generat wealth.  So trust-makers such as
Messrs. Rockefeller, Regers, Havemeyer, and railway men
such as Harriman, Gould, Depew, or Vanderbilt, be-
come bankers or directors of insurance companies; \\hl]t,
bankers tike J. I Morgan organise steel and shipping
combines and sit on a nnmber af railroad and industrial
directorates.

The following table illustrating these transverse business

17
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affiliations was drawn up by I'rofessor Meyer.!

“The

names,” he adds, “have been selected at random and the

table could be extended through hundreds of names.”
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{From the Divectory of Divectars for New York, 1902.)

represents the number and kind of companies in which

certain men act as dirertors or ofticials.

Ur we may take the case of a single great trust, the

Vo dmerican Econ. Assn, Refort, 1904, p. E11
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Standard Oil Company, and watch the necessary affiliations
that it forms. For five years past the Oil Trust has
yiclded dividends averaging forty-five miillion dollars a
year, or nearly 5o per cent. on its capitalisation. Probably
one-third of this goes into the hands of Mr, John D.
Rockefeller and go per cent. into the little controlling
group. ‘ Consider,” writes Miss Tarbell, “what must be
done with the greater part of this $45,000,000. It must
be invested. The oil business does not demand it.
There is plenty of reserve for all of its ventures. 1t must
go into other industries. Naturally, 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 the
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 oo nearly all of the great
railways of the country—the New York Central. New York,
New Haven, and Hartford, Chicago, Milwaukee & St
Paul, Union Pacific, Northern Pacific, Delaware, T.acka-
wanna & Western, Missouri Pacific, Missoun, Kansas &
Texas, Boston & Maine, and other lesser roads. “They
will go into copper, and we have the amalgamated scheme,
They will go into steel, and we have Mr Rockefeller's
enormous holdings in the steel trust.  They will go into
banking, and we have the National City Bank and its
allied institutions in New Vork City and Doston as well as
a long chain running over the country.”

The central ganglion of the great financial systern of
which the Standard O#l Co, the United States Stecl
Corporation, and the * Big Four” Railtoad Combine are the
main industrial arteries, is the National City Dank and its
connections, The National City Bank is the creation and
the direct financial organ of the Standard Oil Company.
Four National City Bank directors sat (1003) as presi-
dent, vice-president and trustees on the board of the great
insurance company the “*New York Life”; its vice-presi-
dent was a trustec of the * Mutual Life” of New York,
while another directed the Equitalble Trust Co. and the

! History of the Standard Oil Trust,” Jfwdure, Oct. 1904,
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Mercantile 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 Mutual 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 American capitalism,
represented by railroad amalgamations, industrial trusts, and
banking corporations, tends more and more to assume the
shape 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 coxg, or to crush some threatened invasion upon
one of its “‘sphercs of influence” The main stress of its
recent application is towards a strengthening of its hold
over the tailroad system of the country, which it rightly
regards as the best means of securing a permanent contrel
over the natural resources and the industries of the
country.

The solidarity of financial interests which has been
described is of course far from complete:’ 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
fieht, in Wall Street in the Legisiature and the Courts. In
the railroad, the banking, and the industrial worid; the
spirit of combination bubbles up in many places into

! The American correspondent of the Econamist (quoted Raflalovich,
p. 143) in 1901 named five financiers—John D. Rockefeller, E, Harri-
man, J. I Morgan, W. K. Vanderbilt, and George Gould as possessing
amongst them a lortune of Son |mll|on dollars, and representing with



MODERN CAPITALISM, 261

+
financial shapes seeking expansion in alien enterprises where
they meet opposition. Though the financial combination
described above is all powerful over 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 strong temporary unions
of other credit forces can sometimes be formed for some
concrete purpose of atiack,

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 stecl
admit of a sufficiently absolute dominion. Control of the
main highroads, the railroad system, is the only practicable
means of attaining full financial supremacy, and to that end
the most powerful group of American financicrs is evidently
looking. The fight for the railroads is the gnost urgent
issue in the economic evolution of Anierica.  But the main
and ultimate object is not the power Lo levy tolls upon the
transport industry, but to obtain a fulcrum sufficiently
solid to enable them to work the lever of financial
supremacy.

§ 1o. One otheraspect of the hinance of capitalist concen
tration deprands attention. A trust or ather combine cannot,

their allies a conlrol of Soco millivn dellas investel in railroads, banks,
and industrial businesses out of a total of 17,000 employed in these
branches. e grouped them as follows :—

MIT LIS UF Mg T ARE.

Raiks. Faoks,  fodustdal g,

Standaird Oil, Gould, Hani-
man U 2 RO 7ah . 288
Morgan e Lhor ooz LO7T o 5,400
Vanderbilt ... 755 - 12 .. o ... 7TA
Pennsylvania Railroad ... e R T o . 00
5.3 219 2,403 T.on3

The chiefl interest attaching 1o this rough calcuiation consista 1n the
relative importance of 1he several classes of undertaking in the Truat
cconomy.  Since 1901 1hese greups have drawn inuch closer, though
not yet working in full harmony.

The Swummary of the Ceusus, rpoo, p. 329, gives a considerably
smaller figure for the capital of Indusirial Trusts, the Steel Trust not
then Leing 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 finance, and are thence directed into
forming and financing other trusts and large businesses. Thus
the process of concentration and consolidation proceeds
apace over all those industrial fields where capitalist methods
of production prevail.  But if a single trust cannet usefully
absorb its profits, neither can a group of trusts. The
movement, therefore, seems to be attended by a growing
restriction of the field of investment.  Thus there is a grow-
ing natural pressure towards the acquisition of markets out-
side the present aren of monopoly, in America, the national
arift-protected market.  The fruits of this pressure are
already visible in the economic policy of the American
tiusts, (n the shape of a demand for larger external outlets
for their goods and their investments.  Without such outlels
the ‘“trust” movement is ultimately suicidal, larger and
larger masses of “profits” will be annually earned which
cannot he put into the trust-machine and cannot find any
other profitable use.  This “free™ capital will either tend
to pass mto the hands of businesses which would attack the
trusts, or it must find outside employment. The pressure
is already felt in the large manufacturing corporations: some
1ehief 15 found n a policy of subsidising export trade, and in
seeking foreign investments in clectric and other fields of
cuterprise where they can push most successfully without
tariffi aid.  The ill-contrived and extravagantly financed
Adantic Shipping Combine was an carly and crude attempt
to reach after a new policy which is required by the logic of
the evolution of trusts.

Another expression of the same economic need, fraught
with even graver importanice, s the new public policy of
American political expansion.  The cconomic tap-roat,
the chief directing motive of all the maodern impenalistic
expansion, is the pressure of capitalist industries for
markets, primarily markets for investment, secondarily
markets for surplus products of home industry.  Where
the concentration of capital has gone furthest, and
where i rigorous protective system prevails, this pres-
sure 15 necessarily strongest.  Not merely do the trusts
and other manufacturing trades that restrict their out-
put for the home market more urgently 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 War, the Philippine annexation, the Panama
policy, and the new application of the Munroe doctrine to
the South American States. South America is nesded as a
preferential market for investment of trust “ profits ” and
surplus trust products: if in time these states can be
brought within a Zollvercin under the suzerainty of the
United States, the financial area of operations 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 men;
the growing trade in American cotton and other goods in
that country will be a subordinate cansideration to the ex-
pansion of the area for American investments. Diglomatic
pressure, armed force, and where desirable, seizure of terri-
tory for political control, will be engineered by the financial
magnates who control the political destiny of America.
The strong and expensive 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
poiicy imposed upon the nation by the economic necds of
the financial capitalists.

It should be clearly understood that this constant pres-
sure to extend the area of markets is not & necessary impli-
cation of all forms of organised industry. If competition
was displaced by combinations of a genuinely co-aperative
character in which the whole gain of improved economies
passed, either to the workers 1 wages, or to large bodies of
investors in dividends, the expansion of demand in the
home markets would be so great as to give full employment
to the productive powers of concentrated capital, and there
would be no self-accumulating masses of profit expressing
themselves in new credit and demanding external employ-
ment. It is the “monopoly 7 profits of trusts and combines,
taken either in construction, financial operation, or industrial
working, that form a gathering fund of seif-accumulating
credit whose possession by the financial class implies a
contracted demand for commoditics and a correspondingly
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restricted employment for capital in American industries.
Within certain limits relief can be found by stimulation of
the export trade under cover of a high protective tanff
which forbids all interference with monopoly of the home
markets.  But it is extremely difficult for trusts adapted to
the requirements of a profitable tied market at home to
adjust their methods of free competition in the world
markets upon a profitable basis of steady trading. More-
over, such a mode of expansion is only appropriate to cer-
tain manufacturing trusts: the owners of railroad, financial,
and other trusts must look always more to foreign in-
vestments for their surplus profits. This ever-growing
need for fresh ficlds of investment for their profits is the
great crux of the financial system and threatens to
dominate the future cconomics and the politics of the
ureat Republic.

The financial cconomy of American capitalism exhibits in
more dramatic shape a tendency common to the finance of
all developed industrial nations. The large, easy flow of
capital from Great Britain, Germany, Austria, 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 by the class of profes-
sicnal financiers.  To a limited extent this cosmopolitanisa-
tion of finance 1% a natural and normal result of improved
material and moral comniunication between the various
nations of the earth.  But in large measure it arises from a
restriction of home markets which must be called artificial
in the sense that industrial and financial trusts, pools, and
other combinations, taking out of the aggregate product a
larger quantity of “ profit” than they can employ for further
profit in these or other home investments, are impelled ever
to look further afield and to use all their financial and
political influence to develop foreign markets by such pacific
or forcible means as will best serve their purpose. In every
case the financier 1s the instrument or vehicle of this pres-
sure: a swelling stream of investors’ savings is constantly
passing into the banking and financial system which he
controls; in order v keep 1t flowing with greatest gain to
himself he wust find or fashion fresli investments.
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§ 11. 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 fow 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, while 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 Mr. Rhodes, financed by Messrs. Roths-
child, was able to propose to Mr. Barnito an amalgamation
which gave the De Beers’ Company a complete ownership
and control of the productive mines,  "T'his diamond mining
trust, controlling by far the most important contribution to
the werld's supply, fortified itsclf 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 on a calculation of maximum net
profits! which in rgo4 amounted to three million pounds
sterling.

The profitable working of De Beers formed the tinancial
nucleus of the early speculative gold-mining companies in
the Potchefstroom and Witwater Rand districts, and when,
carly in the nineties, the full richness of the banket rcef of
the Rand was disclosed, the De DBeers financiers werc
found in control of the greater part of the most valuable
mines in the two associated groups of Wernher, Beit & Co,
and the Consolidated Goldficlds of South Africa (Messrs.
Rhodes, Rudd & Rothschild). The conditions of the
gold-mining, while favourable to large capitaiist methods,
did not render feasible a close amalgamation of interests on
the De Beers pattern.  In the first place there was no
necessity to limit output, the interests of the financiers lay
in encouraging every expansion of mining which could pay
or form a basis of company prometion ; secondly, the size
of the new goldfieid and the cropping up of the reef at so
many points assisted the entrance of many groups of cosmn-

! Although the recently discovered Tremier Mine in the Transvaal
is independently organised for production and disavows all cornection
with De Beers, there can be ne doubt that io the merchandising of 1he
diamonds a theroughly effcctive agrecment is maintained,
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pelitan financiers, who set up more or less conflicting
interests.  From these groups a few men, mostly Jews,
forced their way into the inner circle of Transvaal finance;
but upon the whole 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
moest tempting new propositions in the share-markets was
in their hands. DMloreover, the vast speculative exploit of
the South African Chartered Company was the financial
offspring of De Beers, and enterad the investment market
backed by all the financial prestige of the diamond and
gold kings.

The most distinctive feature of South African finance,
however, has been the skilled use which the tinanciers made
of political machinery to assist them in improving and
marketing investments. The actual lands which form the
material basis of indusirial and speculative exploitation,
Kimberley, the Rand, Rhodesia, have in each case involved
in their acquisition the application of a medley of non-
economic forces, legal treachery in the case of Kimberley,
the dupery of ““concessions,” riveted by armed force in
Rhodesia, bribery and diplomatic coercion followed by war
in the Transvaal. The financiers worked ¢ politics” and
the coercive machinery of the State at every turn in their
career: to obtain special legislation for the diamond
dustry, 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-
volved Imperial infiluence; the management of Mr. Kruger’s
government in the Transvaal kept them incessantly dab-
bling in the internal politics of that country, seeking
concessions and  other privileges, planning raids and
ultimately orzanising a catastrophe which was worked
on their behall and by their express machination at the
prodigious cxperse of the British Government. In new,
unsettled countries the financier is in constant nsed of
pelitical assistance ; he needs political control in order to
mature his financial operations, and bhe 1s able to obtain it.
The power of the little group of men who wield the hnance
of Ide Beers and the Rand is virtually absolute in the
politics of South Africa: their control over the finances of
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the country, public and private, enables them to wreck any
political schemes antagonistic to their interests; all that
woney can do in a poor 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 mining
industrics under their control, the only solid sources of
riches the whole country possesses, but that upon them
depend the success or failure of the trading interests
at the ports and in Kimberley and Johannesburg, of
the public and private railroad and telegraphic companies,
the banking and insurance businesses, the collicries and
ron-mines, irrigation, and all othet manufacturing and
agricultural works demanding capital. Not merely are
all these industries economically dependent on the mines,
but the mineowners supply their capital and appoint
their officers. Nowhere in the world has there ever
existed so concentrated o furm of capitalism as that
represented by the financial power of the mining houses
in South Africa, and nowhere else does that power
so completely realise and enforce the need of controlling
politics. The newness of the country and the absence of
any earlier growth of strong vested 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 possibilities of
financial exploitation has attracted thither not a few
financial intellects of the highest order, men who have
known how to adapt finance to the particular environment
and to operatc at once upon the racial and economic
antagonisms within thetr area of industrial operatiens, and
upon the patriotic sentiments in Creat Britain needed to
secure for their juvestments the political and military
assistance necessary to mature them. Their sirategy has
been large and masterful.  Recogaising that the success of
their financial operations and of their palitical adjuncts was
dependent upen the movement of public opinion and
public sentiment in South Africa and Great Britain, they
bought the leading ovgans of the South African press,
subsidised political parties in Africa and Great Britain, and
organised a moral propaganda among the churches and the
philanthropic bodies. By thus creating a volume of public
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interest and confidence in South African “development”
they secured an atmosphere favourable to investmeni;
by playing upon fears, suspicions, and sentimental aspira-
tions they produced an agitation of the public mind
reflected 11 the share-market; by a concentrated exer-
tion of ail their moral and intellectual influence they
engineered a catastrophe, {rom 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 several elements or strains are distinguishable. In
the acquisition of the matenal bases of finance the services
of aclass of adventurous explorers and concession-mongers
were essential; to this class men like Rudd, Jameson,
Maguire, and cven Rhodes himself must be relegated,
though the political and financial 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
whom, in early origin diamond dealers at Kimberley, found
ant illimitable opportunity in the construction and handling
ol mining properties in the diamond and gold fields, and
later in Rhodesia. (f this class the Beits, Barnatos, Albus,
Neumanns, Ecksteins, may be taken as leading examples:
most of the abler and more successful members of this class
are Jews, origimally from thie European continent, though
assimilating with ecase and fervour to the environment of
British sentiment, which is helpful to their financial designs.
The admission even to the inner Hnancial circle of a few
members of the British aristocracy, attracted by the sheer
spirit of adventure, was valuable, not only for the vulgar
purpose of prospectuses, but for the slower and more
delicatc work of constructing political and **social ”
supports for the Rhodesian hubble. So we find men like
the Duke of Abercorn, Earl Grey, Lord Harris, taking an
active part in South African finance. These factors of
British influence arc needed for the profitable working of
hig “confidence tricks,” and the great masters of the
financial wachine can well afford to “let in” a certain
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number of decorative personalities, few of whom, however,
are allowed to touch the levers.

The co-operation of these three separate strains was for a
time concealed by the dominating public part played by
Mr. Rhodes, who, essentially a combination of the first two
strains, adventurer and financier, was able, by his politieal
genius, to give a temporary cloak of politieal significance to
adventures which were awx Jfond 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” and
“merchants” in Johannesburg, Kimberley, and London,
The profitable working of their *“system” follows the lines
which are more fully set forth in cur main analysis. The
masters of the system retain for themselves the ownership
and dividends of the most solid and remunerative properties
in the diamend and gold fields. The everyday investor
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 more precarious
propositions, the values of which being more sensitive are
more amenable to skilled manipulation, are used to tempt
the investing or the gambling public, the professional
“croupiers ™ raking in the profits of the table.  [Last, not
least, comes the periodic harvest of company flotation,
where more highly-organised displays of financing enable
the promoters to make a number of large **scoops” out of
the public credulity, craftily stirred and stinulated at times
when a period of industrial prosperity bas furnished a
swollen supply of savings. 1If it were possible to set fortts
the ownership of the shares in the chicf companies, this
concentration of financial power would be most convineing;
all the great financial interests would be seen closely linked
by transverse ownership.  The following tables' dealing with
the directorships held (1gog) by a uumber of leading
financiers illustrates, though less perfectly, the solidarity of
financial control :-—

! Constructed from the Directory of Directors and the Stock
Fxchange Vear Book, 1003,
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The following facts assist us to understand the nature
of the consolidation which the table suggests. Messrs.
Wernher, Beit, Iickstein, Phillips, and Rube are members of
a “mercantile” firm in London and Johannesburg, Two
of these, Messrs. Wernher and Deir, are life governors of
De Beers: they are also directors of the Rand Mines,
forming with Mr. S, Neumann the London Committee of
that Company. Now, Mr. S, Neumann is also on the
lLondon Committee of the Premier {Transvaal) Diamond
Company, sitting there with three other directors, one of
whom 1s My, F. A English. Mr. F. A. English is not
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a director of De Beers, but Mr, R. English is. Thus the
relations between the two (independent ?) diamond groups
are tolerably clear. None of the Wernher Beit directors
sits on the Consclidated Goldhelds directorate, but Alr,
Maguire, a director of this latter Company, sits on the
directorate of the Chartered Company with Messrs. Beit
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. Beit and Mr. S. Neumann. QOn the
E. Rand Proprictary Mines Sir G. Farrar and Mr., 5. H.
Farrar sit with Mr. L. Phillips of Wernher Beit and Mr,
F. Drake of the Rand Mines. On the directorate of the
Albu group (W. Rand Consolidated Mines) ‘Messrs. C. S,
Goldmann and A. Reyersbach sit with the Albus; the
former sitting with Mr. Phillips, 5. Goldmann, and the
Farrars on the E. Rand Proprictary Mines; the latter a
director of the Premier iamond Company. C. Meyer of
De Beers is a director of Goltz & Co., while S. B. Joel
of De Beers is a member of the firm of Bamato Tirothers
{merchants).

Following these illustrative lines of connection we can
perceive the close union of management between all the
chief gold groups, and between gold and diamonds and the
speculative finance of the Chartered Comipany, while the
railroads, banks, collicrics, telegraphs, exploration com-
panies, and newspapers are seen to be appendages of this
central cluster,

The small mmer ring of South African finance may be
thus indicated from the directorate of the five most repri-
sentative companics ;-

Rand - ‘ ¢ hareered
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To these we may add the names of Mr. F. Eckstein, Loid
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 held
in their control the financial, the industrial, and the political
destinies of South Africa. Iivery important interest is
directly managed by these men and their close business
associates, All, with the exception of Lord Harris and
Mr. Maguire {of the Goldfields), and Sir G. Farrar, are
De Beers and Wernher Beit men. Tt 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 which they direct
are able to control many other companies. Most of the
strongest Press is also in their hands.  The following rough
diagram correctly delineates the situation ' —
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CHAPTER XI.
MACHINERY AND INDUSTRIAL DEPRESSION.

e external phenomena of Trade Depression,

Correctly described as  Under-production and Over-
production.

Testimony to a general excess of Productive Power over
the vequirement for Consumption.

The connection of modern Mackine-production and
Depression shown by statistics of price.

Changing forms in which Ouver-supply of Capital is
embodied,

Summary of economic welation of AMachincry fo De-
pression.

Under-consumption as the root-evil.

LEeonomic analysis of “Saving.”

Saving reguires increased Consuwmplion in the fiture.

Qrantitative relation of paris in the organism of
Industry.

Quantitative relation of Capital and Consumption.

Economic limits of Soving for a Community.

No limits to the possibility of individual Saving— Clisk
of Indipidual and social interests in Saving.

Qdyection that excess in forms of Capital seonld drice
interest 1o zero not valid.

Loxcess is in embodinents of Capital, not in real Capital,

Uncontrolled Machinery u souree of fuctuation.

§ 1. The leading symptom of the discasce called Deprossion
of Trade is a general fall of wholesale prices, accompanied
by a less than corresponding fall of retail prices. Whatever
may be the ultimate causes of a trade depression, the direa
and immediate cause of every fall of price wust be a failure

i3
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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 cfficient cause then of any fall of
price is an actual condition of over-supply at earlier prices.
A very small quantity of over-supply will bring down prices
in a business, or In a whole market, provided the competi-
tion between the businesses is keen. Where such a fall
of prices quickly stimulates demand so that the aver-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-
monly deseribed as a “tendency to oversupply” But
it is important to bear in mind that in strictness it was
not 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 praduction
at the lower prices.

The mere fact then that prices are generally lower than
they were five or ten years ago is no evidence of depressed
trade. Depressed trade sigmifies not merely low prices but
relaxed production: more has been produced than can be
sold at the lowest profitable prices, and markets are congested
with stock, but less is being produced than could be produced
with existing means of production. The fact which faces
us in a period of depression is an apparent excess af
productive power. If this excess were of labour alone
it might be explained with some plausibility as due to
the displacement of labour by machinery. For it has
been admitted that the first and immediate effect of
introducing labour-saving or labour-aiding machines may
be a diminution in the demand for labour, even when
the labour of making and repairing the machines and of
distributing the increased product which finds a sale is
taken into cousideration.  The simultaneous application
of a number of new forms of machinery attended by
other general economics in the organisation of industry
might scem to explain why for a time there should be a
general redundancy of labour in all or most of the chief
industrics of a country. Such an oversupply of labour
would result from the accumulated action of “ first effects,”
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When 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, Therc exists
simultanecusly a redundancy of both factors 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 with this
retaxed 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 the extractive industries, agriculture, mining,
ete,, the exclusion from productive use of land which had
formerly found a profitable employnicnt.

§ 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 functional
activities are weakened. The slackness of trade thus
induced is rightly described as under-production.

It is commonly said by English writers upon econoniics
that the state of over-production, the redundancy of capital
and labour, though found in onc or two or several trades at
the same time, cannot be of general application. 1If too
much capital and labour is engaged in one industry there is,
they argue, too little in another, there cannat be at the same
time a general state of over-production.  Now if by general
over-production is meant not that every single industry is
supplied with an excess of capital, but that there exists a
net over-supply, taking into account the plethara in some
trades and the deficiency in others, this assertion of English
economists is not in accordance with ascertained facts or
with the authority of ecenomists outside of England.

§ 3. If a depression of trade significd a misapplication 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 fall of prices, and the
admitted symptom of depression, the simultaneous fali of
price in all or nearly all the staple industries, would not
occur.  The most careful students of the phenomena of
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 con-
sumption.

Lord Playfair, writing on this subject in 1888, says, “ It
matters not whether the countries were devastated by war
ot remained in the enjoyment of peace; whether they were
isolated by barriers of Protection or conducted these
industries under Free Trade; whether they abounded in
the raw materials of industry or had to import them from
other lands ; under all 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 conelusion is “that the improvements of
machinery used in production have increased the supply of
commodities beyond the immediate demands of the world.”!
In support of this position he adduces the authority of con-
tinental writers such as Dz A, von Studnitz, Piermez, Jules
Duckerts, Laveleye, Trasenster, Annecke, and Engel. In
the Umted States, Carroll Wright, David Wells, and Atkinson
are foremost in upholding this to be the explanation of
depression of trade.  Mr. Carroll D. Wright, Commissioner
of Labour at Washington, is emphatic in his assertion of
the fact. **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 the
consuming power of the nations involved, and of those
dependent upon them, demand ; in other words, the over
production of power-machinery logically results in the over-

U Concemporary Kevier, March 1385,
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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.’!
The Reports of the English “Commission on the Depres-
sion of Trade and Industry” make similar admissions of an
excess of producing power as distinct from a mere miscal-
culation in the application of capital and labour. The
Majority Report, defining * over-production” as “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 remuncrative price to the producer,”
affirms ‘‘that such an over-production has been one of the
prominent features of the couwrse of trade during recent
years, and that the depression under which we are now
suffering may be partially explained by this fact. . . .2
The Minerity Report lays still stronger stress upon
“ systematic over-production,” alleging “ that the demand
for commeodities does not increase at the same rate as
formerly, and that our capacity for production 15 conse-,
quently in excess of our home and export demand, and
could, moreover, be considerably increased at short notice
by the fuller employment of labour and appliances now
partiatly idle.”®  Breniano speaks of German Kartels as
“providing a parachute o cnable the victims of over-
production to get safely down to a solid basis.”

The most abundant information regarding the excess of
the machinery of production in the several brancles of
industry has been given by Mr. ). A, Wells, who regards
machinery as the direct cause of depressed trade, operating
in three ways—{1) increased capacity of produection, {2)
improved methods of distribution, {3) the opening up of
new abundant supplies of raw material.  ‘Thus production
grows faster than consumption. *1n this way only is it
possible to account for the circumstances that the supply of
the great articles and instrumentalitics of the world’s use
and commerce have increased during the last twelve or
tiftecn years in a far greater ratio than the contemporaneous
increase of the world's population or of its immecdiate con-
suming capacity.”1

The earlier inventions in the textile industries, and the
general application of steam to manufacture and to the trans-

! ]\’ejor! ot Tudustrial Depressions, \Washington, 1886,

? Report, pars. 61-66, 5 Repuort, par. 106,
Y Contemporary Review, July 1887,
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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 themselves, 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 alt the
chief industrial arts, in the opening up of new supplies of
raw niaterial, and in the improvement of industrial organisa-
tion, 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
measured by ‘“displaccment of the muscular labour,”
amounts to more than one-third, taking the aggregate of
manufactures into account. In many manufactures the
introduction of steam-driven machinery and the factory
system belongs to this generation. The substitution of
machinery for hand labour in boot-making signifies a gain
of 8o per cent, for some classes of goods, 5o per cent. for
cthers.  In the silk manufacture there has beén a gain of
5o per cent., in furniture some 30 per cent, while in many
minor processes, such as wood-planing, tin cans, wall-
papers, soap, patent leather, etc, the improvement of
mechanical productiveness per labourer is measured as a
rise of from 50 to 3oo 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
etficicncy in the foundational industries. In the manu-
facture of agricuttural implements the increase is put
down at from 5o to 7o per cent, in the manufacture of
machines and machinery from 25 to 40 per cent., while “in
the production of metals and metallic goods long-estab-
lished firms testify that machinery has decreased manual
Iabour 331 per cent.” The increase in thg productive
power of cotton mills is far greater than this. From 1870
to 1884 the make of pigiron rose 131 per cent. in Great
Eritain and 237 per cent. in the rest of the world! “In
building vessels an approximate idea of the relative labour

1 Contemporary Review, March 1888,
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displacement is given as 4 or g to r—that is, four or five
times the amount of labour can be performed to-day by
the use of machinery in a given time that could be done
under old hand methods.”!

In England the rise in productiveness of machinery is
roughly estimated at 4o per cent. in the period 185¢ to
1885, and there is no reason to suppose this is an excessive
estimate.  In the shipping industry, where more exact
statistics are available, the advance is even greater. The
diminution of manual labour required to do a given quantity
of work in 1884 as compared with 1870 is put down at no
less than 7o 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 cargoes.?  In the construction of
ships enormous economies have taken place. A ship which
in 1883 cost £ z4,000 can now be built for £r14,000. In
the working of vessels the economy of fuel, due to the
introduction of compound-cngines, has been very 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 Western
Railway, a compound locomotive dragged a ton of goods
for one mile by the combustion of two ounces of conl”?
The quickening of voyages by stcam motor, and by the
abandonment of the old Cape route in favour of the Sues
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 have played no inconsiderable part in

U Report of the Comniissioner of Ladowr, Washington, 1586, pp. 80
to 83.

2 D. A, Wells, Contcmporary Keview, August 1887,

¥ Lord Playfair, in the Contemporary Reviewe, March 1888, gives a
number of interesting illustrations of recent economies in transpart and
tanufacture.
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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 of
railways, has played an important part as an immediate
cause of modern trade depression. The depression begin-
ning in 1843 and culminating in 1898 is described as having
its origin “in the excessive lock-up of capital in the con-
struction of railways, especially in America and Germarny,
many of which, when built, had neither population to use
them nor troffic to carry; in the wild speculation that
followed the German assertion of supremacy on the Con-
tinent ; in the exagperated armaments, which withdrew an
inordinate amount of labour from productive industry, and
over-weighed the taxpayers of the great European nations;
and in over-production in the principal trades in all
‘uropean countries,”?

AMr. Bowley points out that “after each ot the great
railway booms of the century, for instance in England
about 1847, in America before 1857 and 1873, in India
in 1878, and on the Continent 1n 1873, the collapse has
been very violent; for the materials are Lought at exag-
verated pricess the weekly wage during construction Is
cnormots ; no return is obtained till the whole scheme,
whose carrying out probably lasts many years, is complete.”

A great deal of this railway enterprise meant over-
production of forms of transport-capital and a correspond-
mg withholding of current consumption. In other words,
a large part of the “savings” of England, Germany,
JAmerica, etc., invested in these new railways, were steril-
ised ; 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 pigantic enterprises, a collapse is
economically necessary. If 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 standard of consumption, much of the new

v Seadisd, 1870, quoted Bowley, Emylund's Foreigm Trade In the
Alncteenth Centuryy po 8o
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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 1836g9-72 in railway
enterprise could have found any safer or more remunerative
investment. It is the overflow of “savings,” alter all capital
economically needed to carry on the work of production
to supply steady current wants has been secured, that flows
into the hands of speculative company-promoters. Such
savings are 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 more lasting. A
comparison between more backward countries largely en-
gaged in raising food and raw materials of manufacture for
the great manufacturing countries is sometimes adduced in
support of the contention that highly-evolved industry is
steadier. But though Mr. Giffen is undoubtedly correct in
holding that depressions are often worse in countries pro-
ducing raw materials than in manufacturing countries,? this
is only true of raw-material producing countrics which
produce for export, and which are thercfore dependent for
their trade upon fluctuations in demand for commoditics in
distant markets whose movements they are least able to
calculate or control. Irregularity of .chmate, discase, and
other natural causes must be o constant source of fuctua-
tion in the productivity of agriculture. But those non-
manufacturing countries which are little dependent upon
commerce with manufacturing nations, and which are chiefly
self-supporting, will of necessity retain a larger variety of
agriculture and of other primitive industries, and will there-

Y Essaps in Finance, vol, i p. 137, cle.



282 THE EVOLUTION OF

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-
ating demands of distant and wholly incalculable markets.
The fluctuations brought about by irregular consumption
and uncontrolled production in highly-evolved industrial
countries are thus reflected with terrible force upon the
more primitively-ordered parts of the industrial world.
Thus does the character of modern machine-industry
impress itsell 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
statistics yield maore accurate information, we have most
distinct evidence that so far as the world-market is con-
cerned, the fluctuations are far mare extreme in the
industries to which machine-production and high organisa-
tion have been applied. An investigation of changes
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
fluctuations of the latter have been much more rapid and
pronounced. (See following diagrams.)

§ 5. It ought to be clearly understood that the real con-
gestion with which we are concerned, the over-supply, does
not chiefly consist of goads in their raw or finished state
passing through the machine on thetr way to the consumer.
The economic diagnosis 15 sometimes confused upon this
point, speaking of the increased productive power of
machinery as if it continued to peur forth an unchecked
flood of goods in excess of possible consumption. This
shows a deep misunderstanding of the malady. Only in its
carly stages does it take this form. When in any trade the
producing power of machinery is in excess of the demand
at a remunerative 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, thes
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
WHLAT FRICES.
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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
engagements, and collapse, when the stronger firms are
forced to close some of their mills, to shut down the less
productive mines, to work short hours, to cconomise in
every form of labour, 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 avenues of commerce and to check
further production, but it does not represent the real
burden of oversupply. The true excess now shows itself
in the shape of idle machinery, closed factories, unworked
mines, unused ships and railway trucks. It is the auxiliary
capital that represents the bulk of oversupply, 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, a large proportion of it is not

GENERAL FOOD PRICLS.
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required to assist in produding the quantity of consumptive
goods which can find a market, and must of neccessity stand
idle; it represents a quantity of uscless forms of capital,
oversupply, and its unused productive power represents
an incomparably larger amount of potentinl oversupply of
goods. Economic forces are at work preventing the con-
tinuation of the use of this excesstve machinery; if it were
used in defiance of these forcus, if its owners could afford to
keep it working, there would be no market for the goods
it would turn out, and these too would swell the mass of
over-supply.

§ 6. The general relation of modern Machinery to Com-
mercial Depression is found to be as follows :—Improved
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machinery of manufacture and transport enables larger and

larger quantities ef 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 of”

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 in
the retail shop. This congestion of the channels of produe-
tion automatically checks production, depriving of all use
a large quantity of the machinery, and a large quantity of
labour.  'l'he general fall of money income which bas
necessarily followed from a fall of prices, uncompensated by
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a correspanding expansion of sales, induces n shrinkage of

consumption.  Under depressed trade, while the markets
TENTILE TRICES.

02 4 6 8870 5 6 8'880 4 5 890, 4 ¢ 5900, 4

=
=3

o
=

o T

i
o

|

180

130

e
<

1

"o

——

Rap@® | ReOD I AP | nsOD iRl badB|LEOD
1

100

——

¥

g
(=]

[+
Q
TR ELL L

3
bow
1
L]

Lpe

g
nad Py

e ginmgbauaREEn NFATEEE

g

continue to be glutted with unsold goads, only so 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
under-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 discase, but the real responsibility does not rest
on the shoulders of the inventer 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
15 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, have deniced 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 every one who produces createsa correspond-
ing power to consume. There cannat, it is maintained, be
too much machinery or too much of any form of capital
provided there exists labour to act with it ; if this machinery,
described as excessive, 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 wide currency from the pages of Adam Smith and
McCulloch, has been swallowed by later English economists,
unfortunately without inquiring whether it was consistent
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with industrial facts. Since all commerce is ultimately
resolvable into exchange of 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
certain 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 machinery, the spinners and manu-
facturers have the power to consume what is produced, while
a mass of starving, ill-clad beings in Russia, East London
-—even in Manchester—may have the desire to consume
these goods, But since these latter are not owners of any-
thing which the spinners and manufacturers wish to consume
or to possess, the exchange of commodities for commeodities
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, amd
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 commoditics must be brought about.
And this answer is valid, on the assumption that the
Lancashire producers desire 1o consume an equivalent of
the goods they produce. DBut lct us suppose they do not
desire to do so. The reply that since human wants arc
insatiable every one with power to consume must have
desire to consume, is inadequate.  TIn ordet to be operative
in the steady maintenance of industry the desire to consume
must be a desire to consume oz, to cansume continuounsly,
and to consume to an extent corresponding with the powcr
to consume.

Let us take the Lancashire trade asa test case. Evidently,
there could be no superflucus capital and labour in T.anea-
shire trade if the cotton-spinners, manufacturers and their
operatives, increased their own consumption of cottan
goods to correspond with every increase of output.

But if they do not do this, they can anly make good

ll)
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and maintain their capital and labour in employment by
persuading others to increase their consumption of cotton
zoods. 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 these things, raising their prices and so
stimulating their 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 employed in Lancashire trade.

But if, instead of taking this course, the Lancashire
capitalists and operatives want not to consume either cotton
or anything else, but simply to saze and put up mare mills
and prepare more yarn 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
cendition that they or others shall increase their con-
sumption of cotton goods. They themselves ex Aypothesi
will not do so, and if the capitalists and operatives engaged
in setting up the new cotton-mills, etc., will consent to do
s0, 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 demanding more cotton goods—
a reductle ad absurdum.  In short, cotton capitalists and
operatives can only eflect this saving and provide this
increasedd employment of capital and labour on condition
that either those engazed in erecting and working the new
mills shall spend all fheir income in demanding cotton
zoods, or that other persons shall diminish the proportion
of their incomes which hitherto they have saved, and shall
apply this income in increased demand for cotton goods.

Now if the same motives which induce ILancashire
capitalists and workers to refuse to increase their present
consumption par’ passu with the rate of production are
generally operative, it will appear that capital and labour
lie idle because those who are able to consume what they
could preduce are not willing to consume, but desire to
postpone consumption—i.e., to save,
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§ 8. The process of “Saving” has received'but scant
attention from economic writers. Jevons appears to have
held that superflucus food and other necessary consumptive
goods, in whoscever hands they were, constituted the only
true fund of capital in a community at any given time.
Sidgwick alsoc holds that all ¥ Savings ™ are in the first in-
stance *food.” That this is not the case will appear from
the following example:—A self-sufficiug man produces
daily for his daily consumption a quantity of food, etc.,
denoted by the figure 10. 5 of this is necessary and §
superfluous consumption. This man, working with primi-
tive tools, discovers an implement which will greatly
facilitate his production, but will cost 4 days' labour 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 1o 8 days. Or he may increase the duration of his
working day by one quarter, giving the extra time to the
making of his new implement, which will be finished in 16
days. Or lastly, he may continue to produce consumptive
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 days, which le 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 case only does
the “saving” or new “capital” take as its first shape food.
In the same way a community secking to introduce a more
“roundabout ” method of production requiring new plant,
or seeking to place in the ficld of industry a new series of
productive processes to satisfy some new want, may achicse
their object by “saving” food, etc, or by clanging for
awhile the character of their production, ar by extra
labour. Thus new capital, whether from the individual or
the. community peint of view, may take cither “food” or
any other material form as its first shape.

Since “savings” nced not take the shape of food or
any article capable of immediate  consumption,  Adam
Smith and J. 8. Mill are clearty wrong when they urge
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in terms almost identical? that what is saved is necessarily
consumed, and 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
in 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 present
consumption—i.e., future or productive goods.

Each member of an industrial community receives his
meney 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 an equivalent quantity of material or non-material
wealth has been already created.

Let A be the owner of a requisite of production, receiving
A 500 2 year as income in weekly payments of £ 10, Before
receiving each £10 he has caused to come into existence
an amount of wealth which, if material goods, may or may
not be still in existence ; if services, has already been con-
sumed. It is evident that A may each week consume £1o
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 the bank. Now what becomes
of the £5 worth of goods and services which A might have
consumed, but 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? 1In
other words, what actually takes place in the world of com-
merce when money income is said to he saved, what other

1 ““\What is annnally saved is ag regularly consumed as what is annu-
ally spent, and nearly in the same time (co; but it is consumed by a
different seu of people.”  {HYvalth of Nuations, p. 1494, McCulloch.)
* Everything which is produced is consumed ; both what is saved and
what is said 1o Le spent, and the fornier quite as quickly as the latter,”
(Principles of Political Eoonemy, Book 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 are possible.

(1) B, a spendthrift owner of land or capital, wishing
to live beyond his income, may borrow from the bank
each 45 which A puts in, mortgaging his property. In
this case B spends what A might have spent; B’s property
(former savings perhaps?) falls into A's hands. A has
individually effected a “saving ” represented by tangible
property, but as regards the community there is no saving
at all, real or apparent.

(z) C, a fraudulent promoter of companics, may by
misrepresentation get hold of A's saved money, and may
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.” Hecre A
has individually effected no saving.

From the point of view of the community there is no
real saving (C has consumed instead of A}, but so long
as the “stock” has a market value there is an apparent
saving. To this category belongs the “savings " effected if
A lends his money to u government to be spent on war.
From the standpoint of the community there is no saving
(unless the war be supposed to yield an asset of wealth or
security), but A’s paper stock represents 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.?

{3} D and E, manufacturers or traders, engaged in pro-
ducing luxuries which A used to buy with his /75 before
he took to saving, finding their weekly “ takings " diminished
and being reduced to financial straits, borrow A's ““ savings "
in order to continue their business operations, mortgag-
ing their plant and stock to A. So long as, with the
assistance of A’s money, they are enabled to continue pro-
ducing, what they produce is oversupply, not nceded to
supply current consumption, assuming the relation between
spending and saving in the other members of the com-
munity remains unaltered. This over-supply is the material
Eil

! An able analysis of the nature of * paper savings™ is found in

Mr. J. M. Robertson's Fullacy of Sawvingy.  (Sonnenschein.)
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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 knowledge of the facts, would only
lend to D and E up to the real value of their mortgaged
capital. When this point was rcached 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
Als 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 £5 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
sacisfy some new want, then A's action will have resulted in
“saving” from the point of view of the community—ie.,
there will be an increase of real capital; forms of capifal
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 becoming effective capital. The things he
renounced were luxurious consumptive goods and services.
But he could chanue 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 incorme in putting extra
plant, machinery, etc., into some trade. Whether he does
this himself, or incites F to do it, makes no difference ; it
will be done. In this way, by establishing new forms of
uscful capital, A can make good his saving, assuming an
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increase of general consumption. These are the four
possible effects of A’s saving from the point of view of the
community—

(1) Nil

{2) Bogus or ' paper” saving,

(3) Oversupply of forms of capital.

{4) Increase of real capital.

It appears then that every act which in a modern
industrial society is “saving,” from the standpoint of the
community, and not a mere transfer of “spending” from
one persen to another, consists in the production of a form
of goods In its nature or position incapable of present
CONSUMpLion.

This analysis of “saving” convicts J. S. Mill of a double
crror in saying, * Everything 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.
Mill seemed to think that what was “ saved ” was necessarily
food, clothing, and so-called finished goods, because “saving™
to him was not a process, hut a single necgative act of
refusing to buy. Because a man who has “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 saving 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 more food, clothing, etc., which,
after- all, is not stored, but is handed over to others
to consume. He fails to perceive that a person who
saves from the social as opposed to the individual
point of view necessarily produces something which
neither he nor any one else consumes at once—ie,
steam engines, pieces of leather, shop goads. A *saving”
which is merely a transfer of spending from A to B is
obviously ne saving from the poiat of view of the com-



206 THE EVOLUTION OF

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 ctherwise not have been made, when this machine is
made something is saved, not before.

Though Mill does not seem, in Bk. L chap. v., to regard
increased plant, machinery, etc., as “savings,” but rather as
something for which “savings” may be exchanged,® the
more usual economic view of “savings” embodies part of
them in plant and raw material, etc., and considers the
working up of these into finished goods asa * consumption.”
But though industrial usage speaks of cotton yarn, etc,
being consumed when it is worked up, the same language is
not held regarding machinery, nor would any business man
admit that his * capital” was consumed by the wear and
tear of machinery, and was periodically replaced by
“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”; what he puts inte
additional plant alone does he reckon “savings.” It would
be well for cconomists to cleatly 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—iz.¢.,
the production of “future goods,” plant, machinery, raw
materials in their several stages, instead of commodities
suitable 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.c., to
postpone consumption. It is true that the latter may be
said alse to involve a desire to consume the results of the
savings 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.

! Chap. v. § 5.
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It is this considcration 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 oversupply. *The error is in not per-
celving 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 produe-
tion proves that this is not actually the case.”! 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 *“{fully 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 caon-
sumption, and the desire to save, as well as the desire to
consume, 15 a vera cgxsa in production, then the fact of
continued production affords no proof that such production
must be required to supply articles which are desired for
consumption.  Ultimately a belief that some one will
consent to consume what 15 praduced underlies the con-
tinued production of “a saving person,” but, as we shall
sce presently, the belief of a competing producer that he
can get a market for his poods, even when justified by
events, 1S 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 on next page may serve more clearly
to indicate the quantitative maladjustment of Consuming
and Saving which constitutes under-consumption, and
exhibits itself in a plethora of machinery and productive
goods.

A, B, C, D, E represent the several stages through which
the raw material obtained from Nature passes on its way to
the position of a consumer’s utility. The five stages re-
present the five leading processes in production—the
extractive process, transport, manufacture, wholesale and

1 Bk, IIL, chap. »iv. § 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 2nd character; they are then distributed by
wholesale and retail merchants, who hand them over to
persons who consume them as bread, boots, kettles,
chairs, shirts. The extractive, transport, manufacturing,
and merchant stages may of course be subdivided into many
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complex processes, as applied to the history of the more
elaborately-produced commodities. But at each point in
the process of production there must stand a quantity of
plant and machinery designed to assist in moving the
productive goods a single step further on the road towards
consumption.  This fixed capital is denoted by the black
citcles placed at the points A, B, €, D, E. But each
machine, or factory building, or warehouse is itsell the
ultimate product of a series of steps which constitute a
process similar to that denoted Ly the ain channel of
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production.  Consisting 1n raw material extracted from
nature, the machinery and plant are buiit up by a number of
productive stages, which correspund to A, B, C, D, E, intc
the completed shapes of fixed capital, adjusted to the
positions where they can give the proper impulse to the
main tide of production. Iach productive stage in the
production of plant or machinery requires the presence of
other plant and machinery to assist its progress. Each of
these secondary forms of fixed capital situate at @, 6, ¢, 4, ¢,
has of course a similar history of its own. "T'o represent the
full complexity of the mechanism of incustry thus suggested
would be confusing and would serve no purpose here. It is
sufficient that we recognise that at each point A, B, C, D, F,
and at each of the points a, 4, ¢, 4, ¢, upon the perpen-
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 Y, determines the rate at which
retailers demand and withdraw shoes f{rom wholesale
merchants, assuming for the sake of simplicity that all shop-
keecpers deal with manufacturers throush the medium of
merchant middlemen, 1f 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 wilt in normal con-
ditions keep in stock will be regulated by the demand of
consumers.!  Thus the flow of shoes from T} tn E, and the

1 The stock of a small retailer will not, however, in all cases vary
proportionately with the aggregate sales of all elasses of poods, A
small shopkeeper, to tetain his custonm and credit, is often required 1o
keep a small stock of a Targe variety of goods not often in request,  1f
he sells them rather more quickly, he daes not necessarily increase his
stock in hand at any particular time,
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quantity of shoes which at any given time are at the point
L, are determined by the demand of consumers—that is to
say, by the quantity or pace of consumption. If, owing to
miscalculation, a larger number of shoes stands in the retail
shops than is required to satisfy current consumption, or if
the flow from I3 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
I3, 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 ‘““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
A, B, C, D, L, 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
peint, are determined by the amount of consumption of
shoes. If we knew the number 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 how 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, K What applies to the shoe trade applies
to trade in general.  Given the rate or quantity of consump-
tion in the community, it is possible to determine exactly
the quantity of stock and plant 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}  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 provide
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 negativing the
capital of other traders. :

§ 11. The truth here insisted on, that an exact quantitative
relation exists between the amount of stock and plani,
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 explicitiy denied, the important results follow-
ing from its recogrition have been obscured and be-
fogged by several conceptions and phrases relating to
capital which have found acceptance among Inglish
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 part of such stock or plant. Secondly, to include
under capital the food in the possession of productive

1 It likewise determines the quantilyof plant and stock at a, 4, 2,4 down
each of the perpendicular lines, for the demand at each of these points
in the production of plant and machinery is derived from the require-
ments at the points A, I3, C, D, E. The tlow of goods therefore up these
channels, though slower in its movement {since in the main channel
only goods flow, while fixed capital is subject to the slower * wear
and tear”), is equally determined by and derived from the conswmyp-
tion at F.  The whole motive-power of the mechanism is genciated
at F, and the Aow of money pali nver the retail counter as it pa--es
in a reverse current from Frowards A, supplies the necessary stimulus
at each point, diiving the goads anotber stage in their journey,
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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 we follow Bohm-Bawerk and the Austrian economists
in definitely refusing to include the consumptive goods of
labourers as capital,! we get a conception of capital which
is at once in accordance with the universal conception of
commercial men, and which enables us to realise the vital
relation between capital and consumption. We now see
Capital in the form of stock and plant at each point in the
industrial machine deriving its use and value from its con-
tribution to the end, Consumption, and dependent for its
quantity upon the quantity of Consumption. We have
seen that a demand for commodities is the true and exact
determinant of the quantity 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 plant and stock which constitute the material forms of
capital at the points A, B, C, D, E must in a properly adjusted
state of industry have an exact quantitative relation to the
consumption indicated by F.  If I increases, the guantity of
forms of capitalat A, B, C, D, E may severally and collectively
increase; if I' declines, the useful forms of capital at each
point are diminished. Since we have seen that the sole
ohject 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, itis
evident that the amount of useful saving is limited by the
rate of consumption, or financially, by the amount of “spend-
ng.”  Where there 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”—ie., to the increase of forms of capital; a due
proportion must g6 to increased spending and a general
rise in consumption.

§ 12. This will hardly be disputed, except by those who
still follow Mill in maintaining that the whole of the current
production could be “saved,” with the exception of what
was required ta support the efficiency of labour, a doctring

! Bohm-Bawerk, Positive Theory of Casital, p. 67.  See Appendix
I. for conflict of opinion among English economists.  Cossa stigmatises
the inelusion of labourers’ consumptive-goods under capital as one of
*“those well-known wngles of misconception which have proverlially
aflicted English economists,”  (Intron to £Fvditnad Kconony, 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 cou-
sumed by the said labourers—that is to say, would not be
“savings” at atl, but a transfer of “spending” from one
class to another.! If capital be confined to commercial
capital, and “saving” 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 any time
depends upon the current rate of consumption, or that any
temporary increase of such 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 consumption does produc-
tion, and who appear to bold that any increase in present
saving, and the consequent increase of amount of plant and
stock, have an cconomic power to foree a corresponding rise
of future consumption which shall justify the saving.  This
they urge in the teeth of the fact that in a normal state
of industry In machine-using countries there exists more
machinery and more labour than can find employment, and
that only for a brief time in each decennial period can the
whole productive power of modern machinery be fully used,
notwithstanding the increasing blood-lettinz to which super-
fluous saving is exposed by the machinations of hogus
companies, in which the “saving” done by the dupes is
balanced by the “spending” of the sharps.  lenoring the
fact that the alleged power of increased saving to stimulats
increased consumption is not operative, they still maintain
that there cannot be too much “saving,” because the
tendency of modern industiy 13 to make production more
and more “roundabout” in its methods, and thus to pro-
vide scope for an ever-increasing quantity of forms of
capital.

Under modern machinery we sce a constant increase

1 Principles of Palitical Feonomy, Bk 1., chap. v. § 31 see also
Bk. 111, chap. xiv. § 3.

2 1t should be noted thal an inereased amount of consumption in the
tute does nol necessmily compensate for a disturlance ot the current
balance of saving and spending, lot an fucresied progoriion of fulior
emcome will have 10 Le spent in wider to compensate,
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the number of direct and subordinate processes connected
with the forwarding of any class of commodities to its com-
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 the 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 harbeours, 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 uniimited proportion of this
“saving” can be stored in forms which are practically
imperishable; 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 fact neither of these conditions exists, How-
ever much present ““saving ” we stored in the most enduring
forms of capital with which we are acquainted—e.g., in the
permanent way of railroads, in docks, in drainage and
improvement of land, a large proportion of this *saving?
would be wasted if the consumption it was destined to
subserve was postponed for long.!  Neither can we predict
with any assurance that the whole value of such “savings™

1 Tt must be borne in mind that many articles of utility and enjoy-
ment must in their final processes be produced for immediate ¢consump-
tien. 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-
wise that large portion of productive work termed ¢ personal ser-
vices'” cannot be antedated. These limits to the possibility of
‘saving ¥ are important.  No amount of present sacrifice in the
interest of the next generation could enable them to live a life of
Juxurious idleness.
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will not have disappeared before a generation has elapsed
by reason of changes in industrial methods. '

The amount of present “saving” which is justified from
the potnt of view of the community is strictly limited. We
cannot forecast the demand of our twentieth generation of
descendants, or the industrial methods which wilt then
prevail; we do not even know whether there will be a
twentieth generation; there are certain large inevitable
wastes 1n postponed consumption by reason of the perish-
ability of all material forms of wealth, or the abstraction
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 excessive
wealth without a corresponding personal effort of producing,
nor would it be good for us to exert effort withont some
proximate and corresponding enjoyment. ‘The limits of
individual life rightly demand that a large proportion of
individual effort shall fructify in the individual life.

Thus there are practical limits set upon the quantity of
“saving” which can be usefully effected by extending the
interval between effort and enjoyment.  If the right periad
be exceeded the risk and waste is too great.  The analogy of
gardening adduced by Ruskin 15 a sound one.! By due carc
and the sacrifice of bud after bud the gardener may increase
the length of the stem and the size of the flower that 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 upon the procrastina-
tion. The proportion of *saving” which may be and is
apphied to establish late-fructifying forms of wealth, differs
net only with the different developments of the industrial
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 arts of
supplying them advance, a larger amount of “round-
abeut” production becomes possible, and as regard for
the future generations advances, more capital wiil he put
into forms which fructify for them.  But at the present in
any given community there is 2 ratinnal and a necessary

Y Ruskan, Lowta this Last, p. 1545,
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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 [uture 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’'éfre 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.
‘T'his increase of productive machinery has not in fact been
able to force such an increase of consumption as gives
adequate employment to these new forms of machinery and
to the labour which 1s at hand to work them.

$ 13. It is not therefore correct to say that the rate of
production determines the rate of consumption 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
mcrease 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 1s 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. Ina
period of depression every other important branch of
industry displays the same symptoms of excessive plant,
over-supply of stock, irregular and deficient employment of
labour, though not to the same extent, Nor is there any
@ priori reason why there should not be from time to time
such general maladjustment. .

It 15 universally admitted that from ignorance or mis-
calculation too much new capital often flows into certain
industries or groups of industry, and too little into others;
some are congested, others starved.  All economists allow
that temporary over-production i certain fields of industry
is thus cansed, other lields being insufficiently fertilised with
capital.  T'his maldistribution of capital among the several
occupations, they will likewise admit, involves a net waste
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of productive power: it is bad economy of production.
But if this waste from misdirection in the application of
capital at a given time 1s admitted as a natural occurrence,
why is it unreasonable 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 words, is it unreasonable to expect that the saving
and investing classes as a whole may be deceived as to the
amount of new capital that can be economically absorbed
by the industrial organism during a given period? Thus
deceived, may they not be led from time to time to cn-
deavour to put a larger amount of new capital into effective
operation than is needed, in the actual condition of industry,
to provide for the increased rate 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 temporary misdirection of capital: errors will
arise as to the total quantity of saviny that is economically
desirable at a particular time,

The quantitative relations actually subsisting between the
aggregate of “spending ” and of “saving” do not rest upon
any such basis of direct and accurately measured self-interest
as will serve to keep a constant just halauce, ealling 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 consumption.

On the contrary, while it is the interest of every ““saver ”
to put his savings into the most remuncrative investment
he can find, and he normally exerts some conscious effort
in finding it, the question how large a proportion of his
income he shall save does not in many cases form a subject
of serious consideration, If every one saved with a keen
eye to the rate of interest he was to get, increasing his
saving when interest rose, decreasing it when interest fell,
there would be a fairly effective economic check upon such
over-saving and eonsequent over-production as we perceive
takes place.  But in fact a great deal of the “saving ” is an
automatic process by which surplus elements of income.
over what is needed to maintain a customary class standard
of consumption, save themselves.  Much of the saving of
the wealthy classes is of this nature.  Fven with regard o
the saving of the less wealthy, much of it is done without
regard to the rate of interest, and some soris of saving,
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where the object 15 to secure a future income of a given size,
are actually stimnlated by a fall of interest.

Thus there exists no 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 plays a large part in the aggregate of saving,
it is reasonable to expect the frequent recurrence of
a tendency to congest industry with excessive capital,
For consideration of the industrial organism shows that
maladjustment in the relation of “saving” to “spending”
can ouly lean one way. ‘T'here 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 than 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
than it produces.  An individual can do so by living on
his capital, a nation may do se for a time by living upon
its capital, giving to other nations by means of an increased
debt a lHen upon its future wealth., DBut a whole industrial
community can never live upon its capital, can never in the
literal sense of the term ““spend too much,” This state-
ment reguires a single qualification.  While a community
can never by ‘' spending ” deplete its capitai, 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 propertion in order to fully utilise
new discoveries in the industrial arts which shall justify in
the future increased consumption,

With this necessary qualification it is true that a com-
munity carnot exceed in the direction of spending. But
the balance may lean the other way. A community may
“save too much,” that is to say, it niay establish & larger

1 This does not necessarily imply a stimulation of new saving. A
fuller vitality given to existing forms of capital will raise the quantity of
real capital as measured in money.  Mills and machipery which have
no present or future use, though they embody saving, bave 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 prospective cansumption.
What 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, L, and in all or most branches of
industry, a larger quantity of forms of capital than are
required ?

It is said that the harmony which subsists between the
social interest and the self-interest of individuvals will
prevent this, or, in other words, that individuals would find
that if they attempted unduly v increase the aggregate of
capital beyond what was socnallv advantageous in view of
the community's consumption, it would not pay them to do
so. Is this true?

An individual working ent:rely for himself, whose capital
lay in his tools and his raw or unfinished commaodities,
would never increase the latter unduly. A socialist com-
munity properly managed would never add to iis stock
of machinery or increase the quantity of its raw materials
or unfinished goods, 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 interests comes in there is no such
security.

It may pay individuals to build new tactorics and put in
new machinery where it would not pay the community to
do s0, were it the sole owner of the means of production.

The knowledge that enouzh capntal is already invested in
an industry to fully supply all current deinands at profitable
prices has no power to deter the investinent of fresh capital,
provided the new investors have reason to believe their
capital can be made to displace some existing capital owned
by others. If the new-comer can, by superior business
address, by successful advertising, by ““sweating” his em-
ployees or otherwise, get hold of a portion of the business
hitherto in the hands of other firms, it will pay him to
build new factories and stock them with the requisite
machinery, and to begin the process of manutacture.  There
may be in existence already more bicycle works than are
sufficient 1o supply the consumption of the community.
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But if a would-be manufacturer thinks he can withdraw frcm
other makers a sufficient number of customers, he will set
up works, and make new machines, though his methods of
production and the goods he turns out may be no better
than those of other makers. The same holds at every stage
of production. In wholesale or retail distribution the fact
that there are sufficient warehouses and shops in existence
adequately tu supply the current demand does not prevent
any one from embarking new savings in more warehouses or
shops, provided he believes he is able to divert into his own
firm a sufficient amount of the business formerly held by
others. In a district two grocers’ shops may be quite
sufficient to supply the 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, can 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 the other are no gainers by
his action,

There is indeed much evidence to show that it may be
to the advantage of individuals 1o 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 of business men that the Lancashire trade has
been congested with mills and machinery in this way. As
a result of an cxcessive desire to postpone consumption
there are considerable sums of money which cannot find a
safe remunerative 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 and an architect who desite the contract of
putting up the factory; the various firms interested in manu-
facturing and supplying the machinery, the boiler-maker and
fitters of various kinds, the firm of solicitors whose services
are requisite 1o place the concern upon a sound legal foot-
ing, or to establish confidence, take up shares. It is to the
interest of all these and many other classes of persons to
bring into the flield of production new forms of capital,
quite independently of the question whether the condition
ol a trade or the consumption of the conununity has any
need for them,
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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.

In 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
ta 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 15 proof that every legitimate occupation for capital
is closed, and that the current rate of saving is beyond that
which 1s industriaily sound and requisite. These bubble
companies are simply tumours upon the industrial body
attesting the sluggish and unwhoelesome circulation; they
are the morbid endeavours of “saving” which is socially
unnecessary, and ought never to have taken place, to
find investments. When one of these *“ bubble” companies
collapses 1t is tacitly assumed by unthinking people that
those who invested their money in it were feolish persons
who might have sought and found 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, every
sound form of business being alteady fully supplied with
capital.

At first sight it might appear that Consols and first-class
railway and other stocks were open, and that the folly of
the investors in bogus companies consisted in not preferring
a safe 214 per cent. to a risky § or 1o per cent.  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 214 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 guantity of some one else’s capital,
A could not buy Consols unless B scld, therefore the com-
munity to which A and B beleng could not invest any fresh
savings in Censols. 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 234 per cent. The same effect would obviously
follow any effective legal interference with company-pro-
moting of this order, The fact that Consols and other
first-class investments do not rise greatly at such times is,
however, evidence that the promoters of unsound enter-
priscs succeed in persuading individual investors that their
chiance of success 15 not less than z4 per cent. In many
instances the investor may be acting wisely in preferring a
smaller chance of much higher profits, because a secure 214
per cent. may be quite inadequate to his needs. For it
must be borne in mind that a knowledge that the new bank
or new building society is unnecessary, because enough
banks and building societies already exist, does not make 1t
impossible or necessarily improbable that the new venture
will succeed.

The objection, then, which takes the form that over-
saving cannot exist, because the worst investments made
with open eyes must be preductive of more than that which
could be obtained by investing in Consols, is not a valid one.
It weuld only be valid on the supposition that capital were
abeolutely fluid, that the quantity of soundly-placed invest-
ments were indefimtely expansible, and that new forms of
capital had 1n no case the power to oust or negative the use
of old forms of capital.  But this we have seen is not the
case, 1 there existed absclute fluidity of competition 1n all
forms ol capital, the fact that interest for new investments
stocd above zero would be a proof that there was not excess
at forms of capital.  Capital appears to have this fluidity
when 1t is regarded from the abstract financial point of
view, A man who has “saved” appears to hold his
“savings” i the torm of bank credit, or other money which
he s able to nvest in any way he chooses.  But, as we have
sven, the seal “savings,” which represent his productive
effort 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 when reflected in
bank money.

§ 15. The evils of trade depression, or excessive growth
of the forms of capital beyond the limits imposed by con-
sumption, are traced in large measure directly, but also
indirectly, to the free play of individual interests in the
development of machine-production. The cssential 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 ecapitalist production.

In fastening upon the uncontrolled growth of machinery
the chief responsibility for that depression of trade which is
derived from an atterupt to devote too large a proportion of
the productive power of the community to forms of *“saving,”
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. [f there are soc
spinning-mills in Lancashire where joo would suffice, the
destruction of 20e mills would no whit diminish the amount
of real capital. If 200 mills were burnt down, though the
individual owners would sustain a loss, that loss, estimated
i money, would be compensated by a money rise in the
value of the other mills. The quantiiy of real capital in
colton-spinning is dependent npon the deinand for the use
of such forms of capital—that is to say, upon the consump-
tion of cotton goods. If 300 mills are suthicient to do the
work of supplying yarmn to meet the demand of all manufac-
turers, the value of goo mills is no greater than of 300,
assuniing that the soo mills ciually distributed the trade,
it would simply mean that the reat capital was thinly spread
over so0 mills, which could only work a little over half-time
without producing a glut of goods, instead of bieing con-
centrated upon zoo mills fully cccupied.

Turning once more to the diagram,

a b ¢ iz ¢
e < f{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, @, #, ¢, 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 though / has an economic power to force
into existence the requisite minimom 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, &, ¢, d, ¢ 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
15 under-consumption or over-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—i.e,
1s saved. Any disturbance in the due economic preportion
of these two parts means an excess of the one and a defect
of the other. All underconsumption therefore implies a
correspondent over-saving. This oversaving 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-saving is not measured by the quantity of new mills,
machinery, etc., put into industry. When the mechanism
of industry 1s once thoroughly congested, over-saving may
still continue, but will 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 growth of population or from any other cause. Such
increased saving 15 of course not over-saving. The propor-
tion, as well as the absolute amount of the coramunity's
income which is saved, may at any time be legitimately
increased, provided that at some not distant time an
increased proportion of the then current income be con-
sumed. If in a progressive cammunity the proportion of
“saving ¥ to consumption, in order to maintain the current
standard of living with the econemic minimum of ““forms™
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of capital, be as z to 1o, the proportion of saving in any
given year may be raised to 3 to g, in order to provide for a
future condition in which saving shall fall to 1 to 1. Such
increased “saving” will not be over-saving; the forms of
capital in which it is embodied will not compete with
previously existing forms so as to bring down market prices.
The efforts which take the form of pcrmanent improvements
of the soil, the erection of fine buildings, docks, ratlways,
etc., for future use, may provide the opportunity to a com-
munity of increasing the proportion 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 indefinitely
continue to increase the proportion of our savings to our
consumption, bounded 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.

§ 16. Machinery has intensified the malady of under-con-
sumption or over-saving, because it has increased the oppor-
tunities of conflict between the interests of individuals and
those of the community. With the quickening of competi-
tion in machine industries the opportunities to individuals
of making good their new “savings” by cancelling the old
“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 held their own, the effarts of improved
machinery to find a market for its expanded produet,
will continue to produce gluts more frequently, and the
subsequent checks to productive activity, the collapse of
businesses, the sudden displacement of large masses of
labour, in a word, all the symptoms of the malady of
¥ depression ” will appear with increased virulence.

It must be clearly recognised that the trouble is due to
a genuine clash of individual interests in a competitive
industrial society, where the frequent, large, and quite incal-
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 harmany,
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that the steady and intelligent parsuit 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 powers 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 individuvals to
secure for themselves advantages arising from improved
methods of production without regard for the vested in-
terests of other individuals or of society as a whole.
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CHAPTER XII.

MACHINERY AND DEMAND FOR LABOUR,

§ 1. The Influence of Mackinery wpon the nunmiber of
Emploved, dependent on “elasticity of demand”

§ 2. Measurement of direct efects on Employment in Stapk
Manufacturers,

& 3. Fallacy of the Separatist Measure of Zmployment.

§ 4. Influence of Introduction of Mackhinery wpon Regularity
of Employment.

§ 5. Effects of ¥ Unorganised” Mackine-industry upon Kegu-
larity,

§ 6. Different Ways In which modern Industry causes Un-
employment,

§ 7. Swmmary of General Conclusions.

§ 1. In discussing the direct influences of machinery upon
the economic position of the labourer we must distinguish its
effects upon (1) the number of workers employed; (z) the
regularity of employment; {(3) the skill, duration, intensity,
and other nualities of labour; {4) the renumeration of
labour. ‘Though these influences are closely related in
complex interaction, it is convenient to give a separate
consideration to each.

(1) Effects of Machinery wpon the number of Employed —
The motive which induces capitalist employers to introduce
imto an industry machinery which shall either save labour
by doing work which labour did before, or assist lahour by
making it ore efficient, is a desire to reduce the expenses
of production. A new machine either displaces an old
machine, or it underakes a process of industry {ormerly
done by hand Jabour without machinery.

In the former case 1t has been caleulated that the
expenses incurred in making, maintaining, and working the
new machines so as 1o preduce 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 each machine went as wages and as profits, it must
follow that the reduction of expenses achieved signifies a
net 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 machines, Moteover, since in the
case of an old manuflacturing 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; for’
otherwise no economy would be effected.

\What then is meant by the statement so generally made,
that machinery gives more employment than it takes away
—that 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,
through competition of producers, be reflected in a lowér
scale of prices, and this fall of prices will stimulate con-

1 Against this we may set the possibility of a fall m the rate of
interest at which manufacturers may be able to borrow capital in order
1o set up improved machinery. VWhere an cconomy can be effected in
this direction, the displacement of labaur due to the introduction of
machinery may nul be so large--7e, it will pay a manufacturer to
introduce 1 new machine which only **saves™ a small amount of
money, if he ean eifect the change at a cheap rate of borrowing. (CKL
Marshall, Privnciples of Ecoromics, 2nd edit., pp. 569, 570.)
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sumption. Thus, it is urged, the output must be greatly
increased.  When we add together the labour spent in
producing the machinery to assist the enlarged production,
the labour spent in maintaining and working the same, and
the labour of conveying and distributing the enlarged pro-
duction, it will be found that at least as much labour is
required uvnder the new as under the old conditions of
industry.  So runs the familiar argument.

The fallowing is a fair example of the argument whiclh
has passed current, drawn {rom the pages of a competent
economic writer:—

*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 altogether; but il it
has taken labour from ten persons, it has provided labour
for a thousand. How does it work? A yard of calico
made by hand costs two shillings, made by machinery it
may cost fourpence. At two shillings a yard few huy it ;
at fourpence a yard multitudes are giad 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 labourers now employed
in the production of calico may be immensecly less in
proportion to a given gquantity of calico, the total number
required for the millions of yards now used greatly exceeds
the number engaged when the whole work was petformed
without any aid of machinery.”!

Now, turning from the consideration of the particular
instance, which we shall find reason to believe is peculiarly
unfortunate when we deal with the statistics of the cotton
madustry, it must be observed that ecanomic theory makes
dead against this & priors optimism.  Ianoring, for the
sake of convenience, the not improbable resuit that an
economy of production may, al any rate for a lme,
swell profits instead of reducing prices, it will be evi-
dent that the whole value of the argument turns upon

b Leone Levi, Hord and fay, . 25,
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the effect 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-preduction will stimu-
late so large an increase of consumption that employment
will be given 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 fiity 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 labour,
while in the later case there will be a net displacement. Itis
therefore impossible to argue & priord that the ultimate effect
ofa particular introduetion of machinery must be an increased
demand for labour, and that the labeour displaced by the
machinery will be directly or indirectly absorbed in forwarding
the increased production caused by machinery.  Itis alleged
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 agricuitural
implements 6co men now do the work which fifteen or
twenty years ago required =214, thus displacing 13135,
and so forthl Now in some of these cases we shall find
that the fall of prices following such displacements has led
to so large an increase of demand that more persons are

U Statement by Mr. Shaftoe, President of the Trades Union Con-
gress, 18885 cf. Carroll 1. Wright, Aeport on Industvial Depressions,
Washington, 1886, pp. So-go.
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directly engaged in these industries than before; in other
cases this is not the case.

The following gquotation from a speech made at the In-
dustrial Remuneration Conference in 1885 will present the
most effective criticism upen Professor Leone Levi’s position ;

“In carper weaving 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 od. to 1s.
per yard, while at the present day a girl attending a steam
loom can produce sixty yards & day, and does not cost her
employer 114d. per yard for her labour. That girl with her
loom is now doing the work of eight men. 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, *What would those twelve men be doing
now?’ *‘Oh, he said, ‘they will he much better employed
than if they had been with me, perhaps at some new
industry.” He asked, 'What new industry?’ But the
employer could not point out any except photography; at
last he said they would probably have found employment in
making sewing machines. Shortly afterwards he was asked
to visit the American Singer Sewing Machine Tactory, near
Glasgow. He got this clothier to accompany him, and
when going over the works they came upon the very same
kind of machines as the clothier had in his establishment.
Then he put the question to the manager, * How long would
it take a man to make cnc of these machines?’ He said
he could not tell, as no man made a machine; they had a
more expeditinus way of deing it than that—there would be
upwards of thirty men employed in the making of one
machine ; but he said *if they were to make this particular
kind of machine, they would turn out one for every {our
and a half days’ work of each man in their employment.
Now, there was a machine that with a_girl had done the
work of twelve men for nearly ten years, and the owner of
that machine was under the impression that these twelve
men would be employed in making another machine, while
four and a half days of each of these men was sufficjent 1o
make another machine that was capabte of displacing other
twelve men.”

21
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In cases like the above we must, of courss, bear in mind
that a diminution of employment in the several manu-
facturing processes directly and indirectly engaged in for-
warding an industry, is not of itsell conclusive evidence
that the machinery has brought about a net displacement of
labour. If the cutput is increased the employment in the
extractive, 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 case. The enormous expansion of production in-
duced 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 connected with textile produc-
tion. But, in the first 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
which greater efficiency and cheapness of transport played
the most considerable part.  Secondly, assuming that the
more pressing needs of the vast body of consumers are
already satisfied by niachine-made textile goods, we are not
at liberty to conjecture that any further cheapening “of
goods, owing to improved machinery, will have a cotre-
spondent effect on consumption and the demand for labour.
If England had been a self-contained country, manufactur-
ing enly for her own market, the result of machinery applied
to textile industrics would without doubt have een a con-
siderable net displacement of textile tabour, making every
allowance for growth of population and increased home
consumption. ‘The expansion of English production under
the rapid development of machinery in the nineteenth cen-
tury cannot therefore be taken as a right measure of the
normal effects of the application of machinery.

Neither in economic theory nor in industrial practice is
there any justification for the belief that the net result of
improved machinery is a mainlenance or an increase of
empldyment within the particular trade, or even within the
group of the interdependent trades engaged in producing or
supplying a class of commodities. Stitl less support is there
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for this belief as applicd to the trade of a particular locality
or national area. hile 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 Irnprovements in most
British textile mills, cotton, woollen, hemp, etc., have been
followed by an absolute reduction of employment.

The following figures! exhibiting the relative growth in
the consumption of raw cotton in Great Britain and the
number of persons employed in cotton manufacture from
1854 to 18¢1 affords a general indication of the influence
of improved machinery and methods of production upon
quantity of employment:—

Persons employed in
Cattan and Lace Trades
(incturding [Jealers).

Consumption of Raw Cortan.
Billion Cwts.

1854 ... 6.0 627,819
1861 ... 0.0 660,231
1871 ... 10.8 647,633
1881 ... 129 604,279
1891 ... 13.9 632,073

The same economy of labour, thaugh less marked, is
evidenced in the statistics of the relative growth of the con-
sumption of iron in the United Kingdom and the number
of persons employed in iron and steel trades,

Estimated Consumption of Pig Tron. Per<ons employed in lran
Million Tons. and Steel Trudes.
1854 ... 2.8 119,408 (Census 1850"
1861 3.3 149,360
1871 5.0 223,445
1881 0.7 241,340
1891 6.6 245,847

Even il we take account of the industries subsidiary to
such particular manufactures and the transport and dis-
tributive employment of handling the larger quantitics of
cheapened goods, we cannot conclude that the net effect of
certain improved machinery will not be a reduction in the
quantity of employment,

The statistics of employment given in Chapter NV point
to the conclusion that the further a nation advances tn the

' Cd. 1761, 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 expansion of demand for this class of goods
to absorb the labeur 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 proporticn 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, expases the fal-
laciousness of seeking to test the general effects of
machinery 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 befare, provided that the income
liberated from a particular demand is applied to other
demands for commodities.  If a class of British consumers
has been spending 1o 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 commadities, will afferd as much employ-
ment for labour as has been saved in the food or clothing
trades.
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[f, 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 wonld be 1o stimulate new
wants, and so to create new channels of production yielding
employment to displaced labour, That this is in fact the
normal operation of economic forces in the world of
industry, 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 ¢ffect in reducing the volume of employment
would occur: the young labour ripening for the labour
market would flow into the industries which were tncreasing
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, trregular,
and incalculable, this natural adjustment is not possible.
It is this irregular action of machine-development which
has proved so injurious to large bodies of lahourers whose
cmployment is subjected 10 a sudden and large shrinkage.
From time to time great numbers of skilled workers find
the value of their personal skul cancelled, and are driven
either to acquire a new skill or to compete in the unskilled
labour market for a lower livelihood.

Where by a rigorous system of protection a trade is
virtually restricted to the home market, these dislocations
are larger, more frequent, and more injurious than where
frecedom of commerce aflords maore clasticily of loreign
trade. This 15 a chiel reason why, during recent waves of
general industrial depression moving over the industrial
world, the amount of unepployment has been gieater in
high-tariff nations, such as I'rance, Germany, and the United
States, than in Great Britain?

‘Fhis irregularity in mnchine-development, invelving large
temporary displacements of labour at certain times, is of
course no inconsiderable factor in the problem of un-

T Cf. Memerandum on DBritish and  Foreign Trade, Cdo 2337
{Second Series, Board of Trade).
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employment, though subsidiary 10 the main cause as
defined in Chapter };I

In an industrial society where the state of distribution of
income was such that every saving in the general ex-
penditure upon a particular commodity, due to improved
machinery or other economy, automatically stimulated an
increased expenditure upen other commeodities, 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 1goo (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
heard.

8 4. Under actual conditions of industry, however, the
disturbing mfluence of machine-economy upon regularity, as
distinct from volume, of employment is very considerable.
We have so little means of measuring the irregularity of
cimployment before the industrial revolution that it is not
possible to judge whether former leakages were as large as
those in recent times: the waste due to sudden new
methods of production was certainly less, but the lmita-
tions of and interferences with markets may have caused a
net auncunt of waste quite as injurious to trade,

When agriculture was relatively so much more important
a branch of industry than now, and manufaciures were
more dependent upon local supplies of raw materials,
climatic and other natwral disturbances must have occa-
stoned great irregularity of employnient.

‘T'wo points, however, are raised by Professor Nicholson
which deserve consideration.  He finds two laws or
tendeneies which operate to reduce the disturbing in-
fluence of machinery. He holds (1) that a radical change
made in the methods of production will be gradually and
continuously adopted; (z) that these radical changes—
these discontinuous leaps—tend to give place to advances
Ly small increments of invention.!

History certainly shows that the fuller application of
reat inventions has Leen slow, though Professor Nicholson

o
o

1 J. 5. Nicholson, Egfects of dlachinery on ages, po 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 powerloom the
number of hand-loems 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.! 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. 'T'his was the case with the
crinoline-hoop makers of Yorkshire, the straw-plaiters of
Bedfordshire, Bucks, Herts, and Hssex.! The 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 generaily 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 into other industries
which are growing in accordance with the new mecthods
of production, though much suffering is inflicted upon the
labour which is already speciaiised in the older method of
industry.

Mereover, the changes which are taking place in certain
machine industries favour the increasing adaptability of
labour, Many 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 one trade to another, is every year
rising in importance relatively to that manual skili and
technical knowledge which are speeialised in one brauch of
industry,”® we have a progressive force which tends to
minimise the amount of unemployment due to new applica-
tions of specific machinery.

Professor Nichelson’s second law is, however, more specu-

1 Babbage, Econonty of Manufactures, . 230.

2 Cf, Thorold Rogers, folitical Economy (1369), pp. 78, 70.

8 Marshall, Frinciples of Ecenomics, p. 607; cf. Cunningham, Les
and Abuses of Meney, p. 59.  See, however, fufra Chap, ix
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lative and less rchable in its action. It seems to imply some
absolute limit to the number of great inventions. Radical
changes 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 carlier 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
difficultics in the general application of electricity as a
maotor can be overcome, there is every reason to believe
that, with 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 excecd 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 not 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
emplayment may be only “temporary,” but as the life of a
working man is also temporary, such loss may as a disturb-
ing factor in the working life have a considerable importance.

§ 5. (#) Whether machinery, apart from the changes due to
its introduction, favours regularity or irregularity of employ-
ment, 15 a question to which a tolerably definite answer can
be given.  The structure of the individual factory, with its
ever-growing quantity of cxpensive machinery, would seem
at first sight 1o furnish a dircet guarantee of regular employ-
ment, based npon 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 regelar employment of labour. On this account,
then, machinery would scem to favour regularity of cmploy-
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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
fAuctuations in wages and irregularity of employment.” In
a word, while it is the interest of each producer of
machine-made pgoods to give regular employment, some
wider industrial force compels him to irregularity, What
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
adjustrment of parts; in the aggregate of machine-production
we have no organisation, but a chaos of haphazard specula-
tion. **Industry has not yet adapted itsell to the changes
in the environment produced by machinery.” That is all.

Under a monetary system of commerce, though commo-
dities stal] exchange for commodities, it is an essential con-
dition of that exchange that those 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,—the condition which
the business man rightly regards as over-supply of the
matenal forms of capital. When production was slower,
markets? narrower, credit less developed, there was less
danger of this big miscalculation, and the corrective forces
of industry were more speedily effective.  Dut modern
machinery has enormously expanded the size of tnarkets,
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 these great fluctuations which
bring, as their most evil consequence, irregularity of wages
and employment,

3 Effects of Machiviery on Wages, p. 66.

2 An increase in the space-area of a market may, hawever, in snme
cases make a trade more steady, especially in the case of an article
of luxury subject to local fluctualions of fashion, ete. A nmarrow silk
market for England meant fluetuating employment and low skill.  An
open market gave improved skill and stability, for theugh silk is still
the most unsteady of the textile indusirics, it 1s far less fluctuating than
was the case in the cighteenth century.  (Cf. orter, n. 225.)
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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 develop from a gigantic star-fish,
any of whose members might be destroyed without affecting
the rest, into a péya {@ov which is convulsed in agony by a
slight injury in one part. A depression of trade is now
felt as keenly in America and even in our colenies as it is
here. S5till, 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 ; but at present the disturbing forces often outweigh
altogether the supposed principal elements.”?

The organisation of capital under the pressure of these
forces is doubtless proceeding, and such organisation, when
it has proceeded far enough, will indisputably lead to a
decrease of unsound speculation.  But these steps in
organisation have been taken precisely in those industries
which employ 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
such organisation have not yet had time to assert then:-
selves to much purpose. The competition of larger and
larger masses of organised capital seems to induce heavier
specalation 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 predoninate.

§ 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 scen that the proportion of
workers engaged in producing comforts and luxuries is
growing, wiile the proportion of those producing the prime
necessaries of life 15 declining. How far the operation of
the law of diminishing returns will allow this tendency to
proceed we cannot here discuss. But siatistics show that
this is the prescnt tendency both in England and in the
United States. Now the demand for comforts and luxuries

Lop. it p.o1ry.
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is essentially more irregular and less amenable to cou-
mercial calculation than the demand for necessarics. 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
Coveniry ribbon-weavers to “make to stock " during the
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 more 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 are driven into fevered
activity of manufacture for short irregular periods. ‘The
same applies to many other season and fashion trades.
The irregularity of demand prevents these trades from
reaping the full advantages of the cconomies of machinery,
theugh the partial application of machinety and power
facilitates the exccution of orders 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 expended i their production.
This signifies a drifting of labour from the more steady
forms of employment to thouse which are less steady and
whose unsteadiness is constantdy incrcasing. A larger pro-
portion of town workers 1s counstantly passing into trades
connected with preparing and preserving animal and vege-
table substances, to such mdustries as the hat and bonnet,
confectionery, bookbinding, trades affected by weather, holi-
day and season trades, or those in which changes in taste
and fashion are largely operative.

Thus it appears there are three modes in which modern
capitalist methods of production cause temporary unemploy-
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ment. {1) Continual 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 parti-
cularly prone, bring about 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 commoditics, 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 and economy of ‘‘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 achieved, ignering altogether the two latter classes of
consideration. There is, however, reason to belicve that in
an average year a far larger 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 brought about by organic changes in the
economic structure of the trade.

The size and importance of the * unemployment ” due
primarily to trade depressions is very imperfectly appreci-
ated.  The following statistics! set forth the fluctuations of
the last twenty years: a. in the general body of skilled
trades; 4 in a relatively unstable group of trades:—

Pereentage DPercentage for Percentage Percentage for

Year. for all Engineering, Ship- Year. fur all Engineering, Ship-

Trade {frions.  buitding, & Metals. Trade Unions, huilding, & Mertals,
188y . 715 . . 108 1804 . 7.70 . . 1L2
885 . 8.5 . . 129 1595 . 0.05 8.2
s8¢ . 6.55 . . 135 1890 . 3.50 4.2
[N 705 . . I0.4 15897 3.03 4.8
1888 415 . . Lo 1595 3-15 4.0
1539 2.0§ a3 1899 2,40 2.4
1860 c.10 2.2 100 2.585 2.6
181 . 3.40 K 1001 1.50 3-8
1802 . bozo L. 7.7 1902 4.00 5.5
1893 . 7.0 . . 1L} 1903 5.30 0.0

Y Statistical Tables, Cd. 2,337 (1904).
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~ When 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 “slack time,” that the building and season trades
are not included in the estimate, and that women’s industries,
notoriously more 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 several periods. The Report
on Principal and Minor Textiie Trades deducts 1o 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.”?

The injury inflicted upon the wages, working efficiency,
and character of the working classes by irregular employ-
ment i5, however, very inadequately represented by figures
indicating the average of “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 operatives. Secondly,
in measuring the evil of “unemployment,” we must look
rather to the maximum than to the mean condition. Ifa
man is liable to have his food supply cut off for a menth at
a time, no estimate showing that on the average he has
more than enough te eat and drink will fairly represent the
danger to which he is exposed. If once in every ten years
we find that some 10 per cent. of the skilled workers, and
a far larger percentage of unskilled workers, are out of
employment for months together, these figures measure
the economic malady of ‘“unemplayment,” which is in
no sense compensated by the full or excessive lahour of
periods of better trade.

§ 7. Our reasoning ({rom the ascertained tendencies of
machine-production points to the conclusion that, having
regard to the two prime constituents in demand for labour,
the number of those employed, and the regularity of employ-
ment, machinery docs not, under present conditions, gencr-
ally favour an increased steady demand for labour. It tends
to drive an increased proportion of labaur in three directions,

(1) To the invention, construction, and maintenance of

! Page xii
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machinery to make machines, the labour of machine-
making being continvally 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 guantity 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 patural result of the influence of machinery, in setting
free from “making” processes an increased proportion of
labour,

(3} T'othe supply of new forms of wealth, which are either
{a) wholly non-material—/.e., intellectual; artistic, or other
personal services; (4) partly non-material—e.g., works of
art or skill, whose value consists chiefly in the embodiment
of individual taste or spontaneous energy, or {¢) too
irregular or not sufficiently extended in demand to admit
the application of machineryv. The learned professions, art,
science, and literature, and those branches of labour engaged
in producing luxuries and luxurious services furnish a con-
stantly increasing employment, though the supply of labour
is so notoriously in excess of the demand in all such
employments that a large percentage of unemployment is
chronie.

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
moere intricate standard of consumption, there is no evi-
dence to justify the conclusion that machinery has the
cffect of causing a net diminution in demand for labour,
though it tends to diminish the proportion of employment
in the “manufacturing” industries; but there is strong reason
to believe that it tends to make employment more unstable,
more precarious of tenure, and more fluctuating in market
value.
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CHAPTER XIIL
MACHINERY AND THE QUALITY OF LATOUR,

1. Kinds of Labour which Mackinery supersedes.
§ 2. Jnfluence of Mackine-evolution upon tntensitv of plysical
work.
. Machkinery and the length of the working day.
The Education of TWorking with Mackinery.
o The levelitng tendency of Alachinery— The subordination
of individieal capacity in work,

L LR L
L LI S

§ 1. In considering the influence of Machinery upon the
quality of labour—se, skill, duration, intensity, intcl-
lectuality, etc., we have first to face two questions—-1What
arc the qualitics in which machincry surpasses human
labour? What are the kinds of work in which machinery
displaces man? Now, since the whole of industrial work
consists in moving matter, the advantage of machincery
must consist in the production and disposition of motive
power.  The general economics of machinery were found
to be twol—(1) The increascd quantity of motive force
it can apply to industry; (2) greater exactitude in the
regular application of motive force (@) in time—the exact
repetition of the same acts at regulated intervals, or greater
evenness in continuity, (4} in place —exaet repetition
of the same movements in space® Al the advantages

1 Cf. supra, chap. iii. § 2.

? Karl Marx ranks the chiel economies of machinery under two
heads—(1)} Machinery supersedes the skill of men waorking with tools.
“The machine, which is the starting-point of the industrial revolution,
supersedes the workman, who handles a single taol, by a mechanism
operating with a number of <imilar tosls, aml set in maotion Ly a
single motive power, whalever the form o that power may be.” (2)
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imputed 1o 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
displace human 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 15, 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
Marshall inclines.!

So far as each several industry is concerned, it has been
shown that the introduction of machinery signilies 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
demand for which is not yet sufficiently large or regular to
justify the application of laboursaving machinery. But
even assuming that the whole or a large part of the dis-
placed labour is engaged in work which is proved to have
been less muscular or less automatic by the fact that it is
not yet undertaken Ly 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.

Machinery supersedes the strength of man. *fIncrease in the size of
a machine, and in the number of its working tools, calls for a more
massive mechanismeto drive it; and this mechanism requires, in order
to overcome its resistance, a mightier moving power than that of man.,”
(Capieal, vol. il pp. 370, 371.)

Lo Prineiples of Economics, nd wdit,, po. 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” and less *‘automatic” in character will be a
tendency towards greater division of labour and more
specialisation in these employments. Now 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.

§ z. Nor is it shown that the growth of machine-produc-
tion tends to diminish the total physical strain upen 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 deal of evidence to show that, in the typical
machine industries, their new work taxes their phvsical
vigour quite as severely as the old work. Professor Shield
Nicholson quotes the following striking statement from the
Cotton Factory Times--—' It is quite a common occurrenice
to hear young men who are on the best side of thirty years
of age declare they are so worked up with the long mules,
coarse counts, quick speeds, and inferior matenal, that they
are fit for nothing at night, only going to bed and taking as
much rest as circumstances will allow. There are few
people who will credit such statements; nevertheless they
are true, and can be verified any day in the great majority
of the mills in the spinning districts.”

Schulze-Gaevernitz shows that the tendency in modern
cotton-spinning and weaving, especially in England, has
been both to increase the number of 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

R
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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.”! With regard to speed,
‘“since the beginning of the seventies the speed of the
spinning machines alone has increased about 15 per cent.”?

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. DMuch of the laboursaving 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 1s in every case an increase in the
amount of machinery tended. But carding machinery has
been revolutionised within the last few years; the drawing
frame has been made to stop automatically when there is a
fault, thus relieving the tender of a cettain amount of super-
vision; in the shlubbing, intermediate, and roving frames
certain detailed improvements have been effected, as 1s also
the case in the spinning mules and sizing machines.

To some extent the increased quantity of spindles, etc.,
and increased speéd may be regarded as set off by relief
due to these improvements. Moreover, though there has
no doubt been some general speeding up, any exact measure-
ment is hardly possible, for the speed of machinery is very
often regulated by the amount of work each process is made
to do; for example, if a roving frame makes a coarse
hank, the speed of the spindles dees not require to be so
great as when the hank is finer; in that case the mule draws
cut the sliver to a greater extent than when the roving is
finer, or, in other words, the mule in one case does the work
of the roving frame to a certain extent.

The general opinien seems 10 be that in the spinning

1 Der Grossbetried, p. 520, 2 Jbid., poo117.
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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.”

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 T'actory legislation
of 1878, the speed of looms was generally from 170 to 190
picks per minute during the ten hours’ day. In the course
of about two years after the reduction of hours (6 per cent.)
the general speed had become 190 to zoo 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 weaver,
and increased danger and disagreeability of work owing
to the heavy sizing and steaming it has brought into
vogue. It is not easy to arguc 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 upan the class
of looms and of goods they are manufacturing.  “It is quite
as easy to drive five looms of some classes as two of others.”?
But the prevalence of the ““driving” system, by which the
overloockers 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 labour.

Summing up the evidence, we are able to conclude that
the shortening of working hours and the impravenments in
machinery has been attended by an increased effort per
unit of labour time. In the words of an expert, “the
change to those actually engaged in practical work is 1o
lessen the amount of hard manual work of one class, bt
to increase their responsibility, owing to being placed in
charge of more machinery, and that of a more expensive
kind; while the work of the more lowly skilled will e
intensified, owing to increased production, and that from

! Evidence given by Mr T, Birtwistle.
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an inferior raw 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 1s fair
to assume that their work has been intensified at least in
proportion to the increase of spindles, etc.”

The direct evidence drawn from this most highly-evolved
machine industry seems to justify thé 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 guwantity of ladour, negatively,
by not developing the mind, positively by doing harm to
the body.”!

§ 3. When 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: frst, by “forcing the pace -
f.e., compelling the worker to attend more machines or to
work more rtapidly, thus increasing the strain, if not upon
the muscles, then upon the nerves; secondly, by extending
the hours of labour. A lighter form ef lzbour 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 2n increased tax upon the vital energy.
It is not disputed that a general result of the factory system
has 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 fact that workers can be induced to
sell the same daily output of physical energy as before, while
in many cascs a longer time s required for its expenditure,

Y Op, cit., p. S2. Babbage, in laying stress an one of the ““advantages”
of machinery, makes an ingenuous admission of this ** forcing ” power,
“One of the most singular advantages we derive from machinery is the
check it affords against the inattention, the idleness, or the knavery of
human ageots.”  (Feonomiy of Alackinesy, p. 391 cf. alsn Ure, Piile-
sophy of Manufacture, po 30}
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Anather influence of equal potency is the economy of
machinery effected by working lenger 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 iiluminants. Before the chcap 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 bhefore it
passed in general use In manufactories and retail shops.!
Now a portion of nature’s rest has been annexed to the
working day. There are, of course, powerful social forces
making for a curtailment of the working day, and these
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 cconomic
influence f{avours an extension of the working hours, for
machinery untired, 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 incrcased human
effort within a given time, a certain net advantage in limit-
ing the working day for an individual begins to emerge,
and it becomes increasingly advantagcous to work the
machinery for shorter hours, or, where possible, to apply
“shifts ” of workers.*

But in the present stage of machine-development the
economy of the shorter working day is enly abtainable in
a few trades and in a few countries; the general tendency ts
still in the direction of an extended working day.? The
full significance of this is not confined to the fact that
a larger propertion of the worker’s time is consumed M
the growing monotony of production. “The curtailment of
his time for consumption, and a consequent lessening of
the subjective value of his consumables, must be sct off
against such increase in real wages or purchasing power as
may have come to him from the iucreased productive
power of machinery. The value of a shorter working day

L Porter, Progress of the Nation, p. 590.
2 Cf, Schulze. Gaevernitz, p. 115
3 For a fuller treatment of this subjcct, 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 which he was precluded under a longer working day.!
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 Mill's somewhat rhetorical verdict. “Itis
questionable if all the mechanical inventions yet made have
lessened the day's toll of any human being.” But when
rude forms of unskilled or low skilled muscular labour are
taken over by machinery the benefit to labourers is indis-
putable. Steam-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 mare efficient
worker, a broader man, and a better citizen.”

But while this holds true where machinery is made a
scrvant of labour, this condition is not yet applicable to
most factory trades. At any rate we have as yet no security
that machinery, owned by individuals who do not them-
selves tend 1t shall not be used in such a way as to increase
the physical strain of those who do tend it.  “There is a
temptation,” as Mr. 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 rmachine as the
instrument which helps hun; the machine may be made
the primary consideration, and the man may be treated as a
mere slave who tends it.”?

§ 4. Now to come to the guestion of “monotony.” Isthe
nect tendency of machinery te make labour more monoton-
ous or less, to educate the worker or to brutalise him?

1L Patten, The Theory of Dynanuc Economics, chap. xi.

* 1. R. Dodge, ** American Farm Labour,” in Rept. of fud. Com.
{tgo1t, vol. x. 7, p. 111 {queted Quintance, p. 74).

3 Use and Abuse of VMoney, p. 111,
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Daes labour become more intellectual under the machine ?
Professor Marshall, whe has thoughtfully discussed this
question, inclines in favour of machinery. 1t takes away
manual skill, but it substitutes higher or more intellectual
forms of skill.? *The more delicate the machine’s power
the greater is the judgment and carefulness which is called
for from those who see after it.”? Since machinery is daily
becoming more and more delicate, it would follow that the
tending of machinery weould become more and more
intellectual. The judgment of Mr. Cooke Taylor, in the
conclusion of his admirable work, The Jlodern Factory
Syszem, is the same.  “If man were merely an intellectual
animal, even only a moral and intellectual one, it could
scarcely be denied, it seems to us, that the results of the
factory system have been thus far elevating.”® Mr. Taylor
indeed admits of the operative population that “they have
deteriorated artistically; but art is a matter of faculty, of
perception, of aptitude, rather than of intellect.” This
strange severance of Art from Intellect and DMlorals,
especially when we bear in mind that Life itself is the finest
and most valuable of Arts, will scarcely commend itself to
deeper students of economic movements. The [uller signifi-
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, Tt would be
open to one to admit with 3r 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 intellectual powers,
as compared with various forms of freer and less specialised
manual labour.  The intellectualisation of the town apera-
tives (assuming the process to be taking place) may be
attributable to the thousand and one other influences of
town life rather than to machinery, 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

Y Principles, p. 315. 2 Jénd., p. 316, 3 Page 433,

¢ A similar difficulty in distinguishing town influences from specific
trade influences confronted Dr. Arlidge in his investigalion inlo
diseases of employments. *'It is a most difficult problem 1o solve,
especially in the case of an indusirial lown papulation, how far the

diseases met with are town-made and how far trade-made; the former
almost always predominates.” (Diseases of Qecupation, 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 -
vention, 10 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
intellectual faculiies of observation, judgment, and specula-
tive imazination.  Of that portion of workers who may be
said, witlin limits, to control machinery, there could be no
question that the total effect of machinery has been highly
educative. '

The zrowing size, power, speed, complexity of machinery,
undoubtedly makes the work of this class of workers **more
intelicctual.”  Some measure of these educative influences
even extends to the “hand” who tends some minute
portion cf the machinery, so far as the proper performance
of his task requires him to understand other processes than
those to which his labour is directly and exclusively applied.

5o likewise consideration must be taken of the skilled
work of making and repairing machinery. The engincers’
shop and other workshops are becomiing every year a more
and more important factor in the equipment of a factory or
mill.  But thourh “breakdowns™ are essentially erratic and
must always afford scope for ingenuity in their tepair, even
im the engineers’ shop there 1s the same tendency for
machinery to undertake all work of repair which can be
brought under routine. So the skilled work in making
and resaiving machinery is continually being reduced to a
minimun, and cannot be regarded, as Professor Nicholson
is disposed to regard it, as a factor of growing import-
ance in connection with machine-production.  The more
machinery is used, the more skilled work of making and
repaiting will be required, it might seem.  But the rapidity
with which machinery is invading these very fuhctions turns
the scale in the oppesite direction, at any rate so far as the
making of machinery is concerned.  Statistics relating to the
number of those engaged in making machinery and tools
show that the proportion they bear to the whole working
population is an increasing one; but the rate of this increase
is by no means proportionate to the rate of increzse in the
use of machinery. Moreover, an increased proportion of
machinery production is for cxport 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.!

Finally, it should be borne in mind that in several large
industries where machinery filis a prominent place, the bulk
of the labour is not dircctly governed by the miéchine.
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.

Thougl the quality of intelligence and skill applied to
the invention, application, and management of machinery
is constantly increasing, practical authorities are almost
unanimous in admitting that the proportion which this
skilled work bears to the aggregate of labour in machine
industry is constantly diminishing. Now, setting on one
side this small proportion of imtelligent 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 pertion of a single
machine, the whole result of which is continually tw push
some single commodity a single step along the joumney
from raw material to consumptive 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 final completion
or its ultimate use. “‘T'he constant employment on one
sixty-fourth part of a shoe not only offers no encouragement
to mental activity, but dulls by its monotony the brains of
the employee to such an extent that the power to think and
reason is almost lost.”?

The work of a machinetender, it is urged, calls for
“judgment and carefulness.” So did his manual labour
before the machine took it over. His ““judgment and
carefulness ” are now confined within narrower limits

Y Cf. Marshall, Zrenciples of Economics, vol. i. . 315.
P D. A Wells, Contemporary Review, 1889, p. 392.
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than before. The responsibility of the worker is greater,
precisely because his work is narrowed down so as to 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 15 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
guestionable whether the vast 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 *the mere exhibition
of the skill displayed and the magnitude of the operations
performed in factories can scarcely fail of some educa-
tional effect.”  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 whele department. Present conditions
do not enable the “tender” to get out of machinery the
educational influence he 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.”?
1. Arlidge expresses a more decided opinion. ¢ Generally
speaking, 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 quicken or brighten the intelligence,
though it may sharpen the sight and stimulate muscular
activity in some one limited direction.”?

The work of machine-tending is never of course abso-

Y Taylor, Jodern Faclory Systert, p. 435,

* Cf. the comparisen of conditions of town and country labour in
Adam Smitl’s Halth of Nations, Bk, 1., chap. x., part 2,

5 Diseases of Oceupations, 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 instinet, is often substituted a scries
of adjustments requiring accurate quantitative measurement
and conscious reference to exact standards. In such in-
dustries as those of 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 af his work. But though
economists have paid much attention to this industry, in
considering the character of machine-tending it is not an
average example for a comparison of machine labour and
hand labour; for the extreme delicacy of many of the
operattons 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 mare
mental training out of his work than falls to the ordinary
worker in a textile or metal factory. Wherever the material
is of a very delicate nature and the processes involve some
close study of the individual qualities of each picee of
material, as is the case with the more valuable metals, with
some forms of pottery, with silk or lace, elements of thought
and skill survive and may be even fostered under machine
industry. A great part of modern inventiveness, however,
is engaged in devising automatic checks and indieators for
the sake of dispensing with detailed human skill and reduc-
ing the spontaneous or thoughtful elements of tending
machinery to a minimum.  When this minimum is reached
the highly-paid skilled workman gives place to the low-skilled
woman or child, and eventwally the process passes over
entirely into the hands of machinery. So long, however,
as human labour continues to co-aperate 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 overlooked, exaggerated
importance should not be attached to them. The lay-
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man is often apt to estecm too highly the nature of
skilled specialist work. A locomotive superintendent of
a railway was recently questioned as to the quality of
engine-driving.  * 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.”  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 by mechanical necessity, the educative
pressure of the latter foice must be predominant.  Machinery,
like everything else, can only teach what it practises. Order,
exactitude, persistence, conformity to unbending law,—these
are the lessons which must cmanate from the machine
They have an important place as elements in the formation
of intellectual and moral character.  But of themselves
they contribute a onesided and very imperfect education.
‘Machinery can exactly reproduce; 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, 1s its absolute conservatism. The
law of machinery is a law of statical order, that everything
conforms to a pattern, that present actlons precisely resemble
past and future actions. Now the law of human life is
dynamic, 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 fecling is an exact copy of any
other. Therefore, if you confine a man to expending his
cnergy in trying to conform exactly to the movements of a
machine, you teach him to abrogate the very principle of
life.  Variety is of the cssence of life, and machinery is the
enemy of variety. This 15 no argument against the cduca-
tive uses of machinery, but only against the exaggeration of
these uses. If a workman expend a reasonable portion of
his energy in following the movements of a machine, he may
gain a consicderable educational value; but he must also
have both time and energy left to cultivate the spontaneous
and progressive arts of life.

§ 5. Itis often urged that the tendency of machinery is not

Y The Social Herizon, p. 22.
2 CL Veblen, The tieory of Business Enterprise, pp. 308-300.
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merely to render monotonous the activity of the individual
worker, but to reduce the individual differences in workers,
This criticism finds expression in the saying: “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. Moreover, 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.

‘““Whenever a process requires peculiar dexterity and
steadiness of hand, it is withdrawn as socon as possible
from the cunning workman, who is prone to irregularities
of many kinds, and it is placed in charge of a peculiar
mechanism, so selfrregulating that a child can superin-
tend it.”!

That this is ot true of the most highly-skilled or quali-
tative work must be conceded, but it applies with great force
to the bulk of lower-skilled Jabour. 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 plece-work, as practised in textile
and hardware industries, shows that the most complete
machinery has not nearly abolished the ndividual 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 muscular,
or is conducted by human skill with simpler implements,
The difference in productive capacity between an English
and a Hindoo navvy is considerably greater than the differ-
ence between a Lancashire mill operative and an operative
in an equally well-equipped and organised Bombay mill.,

But this is by no means all that is signified by the
“equality of workers Dbefore the machine.” It is the
adaptability of the machine to the weaker muscles and

Y Ure, Dhilosophy of Manapactures, chap. i p. 19,
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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. “ Machine-
weaving, for instance, simple as it seems, 15 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 several colours.”! But the general effect
of machinery is to lessen rather than to increase individual
differences of efficiency. The tendency of machine industry
to displace male by female labour 1s placed beyond all
question by the statistics of occupations in England, which
show since 1861 a regular and considerable rise in the
proportion of womien to men workers in most branches of
manufacture where machinery is most fully applied.? Legal
restrictions, and in the more civilised communities, the
growth of a hezlthy public opinion, prevent the economic
force from being operative to the same degree so far as
children are concerned.

Those very qualities of narrowly restricted cate and
indgment, detalled attention, regularity and patience,
which we see to be characteristic of machine work, are
common human qualities in the sense that they are
within the capacity of all, 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 that 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 which are Individual.®  * (General ability”
15 coming to play a more important part in industry than
specialised  obility,? and though considerable differences

V Alarshall, Principles of Economies, p. 205,
YU General Report of Census for 1goi, p. 56.
¥ Narshall, Principles of Econamies, chap. x,
* Lf. Marshall, poo268,
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may exist in the “general ability” of individuals, the
differences will be smaller than in specialised abilities.?

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, management, and
direction of machine industry, and upon all whose wark 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, by the duration 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 slicht understanding of
the large co-operative purposes and methods of machine
industry which his position enables him to acquire.

U Cf. Marshall, Principles of Economics, p. 263
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CHAPTER X1V

THE ECONOMY OF HIGH WAGES.

§ 1. The Leonomy of Low 1lages.

§ 2, Modifications of the Early Doctrine—_Llord Brasse's
Luvidence from Heavy Manual Vork.

§ 3. Wages, Hours, and Product in Mackine-industry,

S 4. A General Application of the Economy of High Wages
and Short Hours inadmissible.

§ 5. Autwal Determination of Condilions of Employment
ard Productiviiy.

§ 6. Compressibiftly of Labour and Intensification of Effort,

§ 7. Effective Consumption dependent upon Spare Energy of
the orker.

§ 8. Growth of Mackinery in relakion to Standard of Comfori,

§ 0. Economy of High Wages dependent upon Consumption.

§ 1. 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. Dut these facts, summed up in
the phrase, * Il ne gagne que sa vie,” and elevated to the
position of a natural 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 would nct pay
an employer to give wages 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 the leading English economists of the first half of the
nineteenth century, has dominated the thought and in-
directly influenced the practice of the business world. Tt
is true that Adam Smith in a well-known passage had given
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powerful utterance to a different view of the relation
between work and wages :—* The liberal reward of labour
2s it encourages the propagation so it encourages the
mdustry of the common people. The wages of labour are
the encouragement of industry, which, like every other
human quality, improves in proportion to the encourage-
ment it receives.”!  But the teaching of Ricardo, and the
writers who most closely followed 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 our trade, uphold our
rents, and reform the people into the bargain.” {Smith's Alemoirs
en Weol, vol. ii. p. 308.)

Compare with this Arthur Young's frequent suggestion that
rents should be raised in order to improve farming.? So
Dr. Ure, halfl a century later, notwithstanding that his main
argument is for the ** economy of high wages,” bath 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 thankfuluess of temper
and improvement of mind, have, in too many cases, cherished
pride and supplied funds for supporting refractory spiri's in
strikes wantonly inflicted upon one set of mill-owners after
another throughout the several districts of Lancashire for the
purpose of degrading them into a state of servitude” (F*Ailosophy
of Manufacture, p. 366.)

L Wealth of Nations, vol. 1, p. 86.
2 Cf. Northern Tour, vol. il p. 86

[
[¥]



354 THE EVOLUTION OF

So again (p. 298):~“1In fact, it was 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 convinee his fellow-manufacturers that a high standard of
comfort ameng the workers would bring a correspondent
rise in working efficiency.

The history of the early 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, fur below true “subsistence wages,”
furnished to the commercial mind a convincing argument
in favour of *cheap labour,” and set political economy for
half a century at war with the rising sentiments of humanity !
Even now, the fear frequently expressed in the New World
regarding the * competition of cheap labour” attests a
strong survival of this theory, which held it to be the
first principle of “good business ” to pay as low wages
as possible.

§ 2. The trend of more recent thought has been in the

! It is true that out-and-out defenders of the factories against eariy
legislation sometimes had the audacity to assert the ** economy of high
wages,” and te mainiain that it governed the practice of early mili.
owners. So Ure, “* The main reason why they (7.e. 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 careful, and thereby injure the quality of their work
more than could be compensated by his saving in wages. The less
proportion wages bear to the vatue of the goads, the higher, genenlly
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 1o reduce them till absolutely foreed to. it
by a want of remuncration for the capital and skill embarked in his
business” (P47 losophy of Marfacture, p. 330). This does not, however,
prevent Dr. Ure from painting cut a little later the grave danger into
which trade-union endeavours to raise wages drive a trade subject to
the competition of ¢ the more frugal and docile labour of the Continent
and United States” (p. 363).  Not do Dr. Ure's statements regarding
the high wages paid in cotton-mills, which he places at three times the
agricultural wages, tally with the statistics given in the appendix of his
own book (ef. p. §35). ~ Male spinners alone received the ‘“ high wages”
he names, and out of them had ta pay for the labour af the assistants
whom they hired 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 an opportunity of
making accurate comparison of the work and wages of
workmen of various nationalities, and his son, lLowul
Brassey, collected and published a number of facts bearing
upon the subject which, as regards certain kinds of work,
established a new relation between work and wages. Ile
found that English navvies employed upon the Grand
Trunk Railway in Canada, and receiving from 5s. to 6s.a
day, did a greater amount of work for the money than
French-Canadians paid at 3s. 6d. a day; that it was more
profitable to employ Englishmen at 3s. to 3s. 6d. upan
making Irish railways than Irishmen at 1s. 6d. to 15 8d.;
that “in India, although the cost of dark labour ranges
from 424d. to 6d. a day, mile for mile the cost of railway
work is about the same as in England ;7 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.” Lxtending 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 was not less, but greater, In
the United States and in a {ew trades of Hotland, 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 cificiency of labour was found to vary
with tolerable accuracy in accordance with the standard of
comfort or real wages,

In his introduction to his work on Foreign ITork and
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English Jlages, Lord DBrassey gives countenance to a
theory of wages which has frequently been attributed to
him, and has sometimes been accepted as a final statement
of the relation of work and wages—viz., that ““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 obvicus 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 that some definite relation should
subsist between wages and work, or, in other words, between
the standard of consumption and the standard of produc-
ticn, it 15 not @ prior: 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
cconomic 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 assumpticn 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 fdod, etc,
consumed by labourers to be reflected in an exactly corre-
spondent difference of output of productive energy—an
assumption which needs no rcfutation, for no one would
maintain that the standard of comfort furnished by wages
is the sole determinant of efficiency, and that race, climate,
and social environment play ne part in economic production.
The alternative assumption 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 between work and wage, production, and
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consumption. Though what is called a * tendency”
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 closely 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 does not justify a
serious investigation of this theory of indifference or equiva-
lence of work and wages. For, in the great majority of
instances which he adduces, the advantage 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 hy a great quantity of
carefully-collected evidence, 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 play a chief part
in directing the pace and character of productive effort. It
would not be unreasonable to expect that the quantitative
relation between work and wages might be closer in indos-
tries where freely expended muscular labour played a more
prominent part than in industries where 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 physical consumption te
navvies, but that it would not pay to the same extent to
give high wages to factory operatives, or even to other
classes of workers less subject to the strain of heavy
muscular work,

In so far as the tendency of modern production is to
relieve man more and mwore 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 wages 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
labours 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, Mz, Gunton, Mr.
Schoenhof, Mr. Gould, Mr. K. Atkinson, have made close
tesearches into the relation between work and wages in
America and in the chief industrial countries of Europe.
A tco patent advocacy of tariff reform or a shorter
working day has in some cases prevented the statistics
collected from receiving adequate attention, but there
is no reason to doubt the substantial accuracy of the
research,

The most carefully-conducted investigation has been
that of Professor 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
established 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 analysis of cotton spinning and weaving,
successfully formulates the observed relations between
wages and product. Ile compares not only the present
condition of the cotton industry in England and in
Germany and other continental countries, but the condi-
tions of work and wages in the English cotton industry at
various times duringithe last seventy years, thus correcting
any personal equation of national life which might to some
extent vitiate conclusions based only upon international
comparison.  This double method of comparison yields
certain definite results, which Dr. Schulze-Gaevernitz sums
up 1in the following words:-—* Where the cost of labour
(s.e. piece wages) 15 lowest the conditions of labour are
most favourable, the working day is shortest, and the
weekly wages of the operatives are highest” (p. 133). The
evolution of improved spinning and weaving machinery in
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England is found to be 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 :—

SPINNING.

|
Prodact of ng‘]_‘i‘:_:;)f | Produet peri Cost af Averaze
. yarn in spinm.n“ worker Lzbour _v_e:ul}'
in 1000 kbs. mills. in 1bs. ‘ per ib, Wazes,
‘ jooa d £ a8
1819-21 106,500 | 111,000 968 6 4 (2613 o
1829-31 216,500 § 110,000 1346 4z 27 6 o
1844-46 | 523,300 | 1go,000 2754 23 | 2812 o
1859-61 | glo000 | 248,000 3671 z 1 32 1o ©
1830-82 | 1,324,000 } 240,000 3320 19 |41 4 o

WEAVING.

1 i )
: . Praduet per| Cost of | Avernoo
Proditcta in | Number of ! =
e walker Libhenr yearly
1000 1ba, workers. in lhs, per th, | fucome,
. P
1815-21 8o,620 | 230,000 322 135 5 12018 o
1829-31 143,200 | 275,000 521 0 0 19 13 o
1844-46 348,110 | z2ro,000 1638 3 03 21 10 O
R 3y L] 3 2 pl
1850-61 630,870 | 203,000 3200 2 9 3013 0
50,07 3y ). 53015
1880-82 993,540 | 246,000 1039 2 3 13 o o

V Der Grosshetrieh, p. 132, In regarding the advance of recent
average wages it shouli be borne in mind that the later years contain a
larger propottion of adults.  In considering the net yearly wages o
deduction for unemployment should be made from the sums named in
the table,

? Account must he taken of the deprussed condition of hand-loom
weavers, who had not yet disappearcd. .



360 : THE EVOLUTION OF
The same holds good of the growth of the cotton-weaving
industry in America, as the following table shows :—

Yearly | Costof Yearly
product labour earnings
per worker. per yard. per worlker.

Yards. Cents. Dollars.
1830 4321 L.g 164
1850 12,164 1.55 190
1870 19,293 1.24 240
1834 28,032 1.07 290

Of Germany and Switzerland the same holds. Every im-
provement 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
attended by a higher weckly wage, and in general by a
shortening of the hours 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-
parison between England and the United States shows that |
in weaving, where wages are much higher in America, the
labour is so much more efficient as to make the cost of
production considerably lower than in England; in spin-
ning, where Lnglish wages are about as highly paid, the
cost of production is lower than in America (p. 156). A
comparison between Switzerland and Germany, England,
and America, as regards weaving, yields the following
results {p. 151) :—

“YZEEL}L Cosy ‘ Hours of | Weekly
‘pepr worker.| PEF yard. | labour. wage.
Yarda. l s d
Switzerland and Germany 66 0.303 12 11§
y 3

o
t3
[s]
Ly L2

England . . . o 706 0.275 9 16
America . . . ., 1200 Q.2
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The low-paid, long-hourcd 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
labour of the central governments of Vladimir and Moscow,

Schulze-Gaevernitz goes so far as to maintain that under
existing conditions of low wages and long hours, the Indian
factories cannot underscll their Lancashire competitors, and
maintains that the stringent factory laws which are demanded
for India are likely to injure Lancashire,! 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 .—

“In England the worker tends nearly twice as much machinery
as in Germany ; the machines work morc quickly; the loss as
compared with the theoretic output (ic, 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—especially when the
work of supervision is taken into account—is decidedly smaller
in England than in Germany. So the wages of the English
spinners are nearly twice as high as in Germany, while the
working day occupies.a little over g hours as compared with 1t
to 113 in Germany.” (P. 136.)

More recent investigations directed to a comparison
butween the efficicney of British and Continental labour
confirm the cenclusions of Schulze-Gacvernitz. Gernman
workers are still inferior to Eunglish in the cotton trade,
though they have gained in efficiency during the last ten

1 Here Schulze-Gaevernilz appears to strain his argument.  Though
official reports lay stress upon the silver question as an imporlant
factor in the rise of Bombay mills, there seems no doubt of the ability
of Bombay cheap labour, independently of this, to undersell English
labour for low counts of collen in Asiatic markets.  Brentano in his
work, Howrs and Wages tn Nelation to F'rofuction, supports Schulze-
Gaevernita.
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years, a gain 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 ““ The
number of operatives required to manage a given quantity
of machinery was 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.”?

Later comparisons of the relative efficiency of American
and English weavers 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
cight-loom weavers of Massachusetts, earning their 45s. or
30s. 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 in the quality of the
cotton goods further complicates the comparison. The
higher average wages paid to cotton operatives in the
Northern States 15 not, however, in the judgment of a recent
professional observer,? compensated by a corresponding
supcriority of efiiciency. 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 many instances the labour cost is
actually higher in the South though the wages are so
much lower.””3

Some interesting testimony from Germany directly sup-
ports the economy of high wages in hard manual occupations.
A Foreign Orfice report of 189S on the coal industry of
Rhenish Westphalia states: “Although wages are doubtless
lower than in England, even in this district, where they
stand higher than in any other part of Germany, I think it
will still be found on the average that the working effect per
coat-hewer and shift is only about half what it is in England,
[or the lollewing reasons: because the English pitman lives
better, works with more judgment and skill, and once he

! Diraseey and Chapman, p. 132
7 Mr. Young. 4 Brassey and Chapman, p. 181,
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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 conlirmed 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 speak-
ing, overstrain and under-fecding disable the German from
competing with him.”!

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 encrgy. How far this is susceptible of physio-
logical explanation, the better food converted into more
work, may perhaps be questioned. Probably psychical
factors play at least as important a part. The recognition
of a career open to every talent, or at least a fair oppor-
tunity of distinct and appreciable improvement in the
standard of comfort, has been a stimulus operative among
all sections of American workmen, though recent econ-
ditions of the low-skilled labour market have diminished
its effectiveness.  The increase of the population of
negroes and foreign immigrants, forming an  unskilled
class of labour kept in its place by a reduced demand
for skilled labour relative to the supply, seems likely to
reduce the energy of the American “stroke” to the level
of the Luropean. If in addition to this, the real wage
of unskilled labour falls, as it has in fact done since 1897,
one great source of American industrial progress is per-
ceplibly weakened.

§ 4. From the evidence adduced by Sehulze-Gacvernitz,
modern industrial progress is expressed, so far as its eftects
olt labour are concerned, in seven results: {a) Shotter hours
of labour,  (#) Higher weekly wage.  (¢) Lower picce-wage.
(@) Cheaper product, (¢) Increased product per worker.

V How the Fnglisk 1lorksman Lives, Emst Duchershoff (18gg),
quoted Brassey and Chapman, . 48.
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{/) Increased speed of machinery. (g) Increased number
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-
clusion that a business, or a federation of employers, may
go ahead increasing wages and shortening hours of labour
ad /ibifem 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, how far as the effect of efficiency of
labour? The evidence adduced simply proves that a 4 ¢,
certain phenomena relating to efficiency—as size of pro-
duct, speed of workmanship, quantity of machines tended
—vary directly with 4 ¢ # 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 a 2 ¢ are
causes, or effects of concomitant variations in & ¢ J; or
whether both sets of phenomena are ot are not governed by
some third set, the variations of which affect simultaneously
and proportionately the other two.

The moral which writers like Mr. Gunton and Mr.
Sclicenhof have sought to extract, and which has been
accepted by not a few 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 does not support any such sweeping
generalisation.  The statistics of Mr. Gould and Mr
Schoenhof, for instance, show wmany cases where higher
money and real wages of American operatives are not
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accompanied by 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, ought clearly to be added in, where a com-
parison is made between the relation of net labour-cost to
product in different countries, or in different stages of
industrial development in the same 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! and the selling price may
be higher. Lastly, in that comparison between England
and America, which is in many 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 real wage
is not commonly accompanied by a difference in hours of
labour.

The evidence we possess does not warrant any universal
or even general application of the theory of the economy
of high wages. Tf it was generally true that by increasing
wages and by shortening working hours the daily product
of each labourer counld be increased or e¢ven maintained,
the social problem, so far as it relates to the alleviation of
the poverty and misery of the lower grades of waorkers,

! Mr. Gould’s general conclusion, fram his compaiisan of American
and European production, is “* that higher daily wages in America db
ne!l mean a corvespoudingly enhanced ltbowr-cost to the manufuatiorers”
(Contemperary Review, Jan. 1593).  This he holds tn he partly due to
superior mechanical agencies, which owe their existence to high wages,
partly to superior physical furce in the workers. Tut Mr. Gould's
evidence and his conclusion here slated, taken as testimony to the
‘Yeconomy of high wages,” are insuflicient, for Lhey only show that
high wages are altended by increased output of labour, not by an
increase correipondent to this higher wage.
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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 of 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 will 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 be 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. We
are not at liberty to conclude that the early Lancashire
mill-owners adopted a shortsighted 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. In 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 wages 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 incentive 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 calico-
printing as directly attributable to this cause!

But, admitting these tendencies in certain machine indus-
tries, we are not justified in relying confidently upon the
ability of a rise of wages, obtained by organisation of labour
or otherwise, to bring about such improvements of industrial
methods as will enable the higher wages to be paid without
injuring the trade, or reducing the profits below the minimum
socially required for the maintenance of a privately con-
ducted industry.

QOur 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 maost
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
loems for short heurs, than to pay lower wages to inlerior
workers such as are {found in Germany, Switzerland, ar even
in Lancashire.  But in coal-mining it appears that the
American wages are cconomically too high—that is to say,
the difference between American and IEnglish wages is not
compensated by an cquivalent difference of output.  The
gross number of tons mined by United States miners
working at wages of $326 per annum is 377, vielding a cost
of 86% cents per ton, as compared with 79 cents per ton,

Y Ure’s Philosophy of Alanufuctrere, pp. 367-369.  Dr. re regarded
mechanica} inventions as the means whereby capital should keep labour
in subjection. In describing how the **self-acting mule™ came into
use he adds trinmphantly: ** This invention comprises the great doctrine
already propounded, that when capital enlists science in her service the
refractory hand of labour will always be laught decility ” (p. 363).
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the cost of North Staffordshire coal produced by miners
earning $253, and turning out 322 tons per head.! S$o also
a ton of Bessemer pig iron costs in labour about 5o cents
more in America than in England, the American wages
being about 4o per cent. higher.?

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 commaodities.

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 worker
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 versd ; 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 npe hand, and efficiency of labour or
size of product on tae other, is clearly one of mutual
determination. Every rise in wages, leisure, and in general
standard of comfort will increase the efficiency of labour;
every increased efficiency, whether due directly to these or
to other causes, will enable higher wages to be paid and
shorter heurs to be worked.

!t No, 64 Consular Report " {quocted Schoenhof, p. 209).
* Bchoenhof, p. 216
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§ 6. One further point emerges from the evidence 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. Buot 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 rused.
Intenser labour undergone for a shorter time may obtain a
higher money wage per unit of time, but the price per unit
of effort may be lower. Tt has been recognised that a
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 the case
with the work of children employed as piecers, In Ure’s
day (1830) he was able to claim that during threefourths of
the time spent by children in the factory they had nothing 10
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 before. What 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 upen the worker
is of a more refined order than the heavy muscular work it
has replaced. But its tax upon the physique is an ever-
growing one. “A hand-loom weaver can work thirteen«
hours a day, but to get a six-loom weaver to work thirteen
hours is a physical impossibility.”?  The complexity of
modern machinery and the superhuman celerity of which it
is capable suggest continually an increased compression of
human labour, an increased output of effort per unit of
time. This has been rendered possible by acquired skitl
and improved physique ensuing on a higher standard of
living. But it is evident that, where it appears that each

1 2 Grossbetry /) p. 107,
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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 weaver to tend four looms
during the LEnglish factory day for the moderate wage of
16s. a week than to earn 115. 8d. by tending two loams in
Germany for twelve hours a day, it does not follow that it is
better to earn 2os. 3d. in America by tending six, seven, or
even eight looms for a ten-hours day,! 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
amount 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
machinery, if the possible activity of this same machinery
is made a pretext for forcing the pace of such work as
devolves upon machine-tenders,

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 direction: 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
econamic question of the effect of the more compressed
labour upon the worker considered both as worker and
a5 consumer.

P Vide supra, p. 300, These wages, however, are the average of all
the labour employed in the weaving-sheds, not of *“weavers"™ alone.
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There is not wanting evidence to show that increased
leisure and higher wages can be bought too dear.

In drawing attention to this consideration it must not,
however, be assurned that the increase of real 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 Marx) that the oper-
atives has obtained some portion of the increased produc-
tivity of improved machinery in a rise of wages. Even
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 ar 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 who
insist that the chief aim of workers should be to make
their labour more produciive. So far as the higher
efficiency simply means more skill and inveolves 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 shorter
hours is generally acknowledged. A rise of money wages
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 producing
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,
involving not merely the purchase of boaoks, ewc., but the
time to read such books, this benefit requires that the
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higher wages should be supplemented by a diminution
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 labour.  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 disquahfy a worker 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 maintaining that each unit of labourtime will be more
productive. When the argument concerns itself merely
with alleging the influence of higher wages, without shorter
hours, upon the efficiency of labour, this neglect of the
consideration of intense labour 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
English 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. Where the
increased productivity of labour is largely due to the
improved 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 that short bours and high wages may
stimulate an injurious compression of the output of pro-
ductive cffort 15 one which must not be overlooked in
considering the influence of new industrial methods upon
labour. :

§ 8. Duration of labour, intensity of labour, and wages, in
their mutual relations, must be studied together in any
attempt to estimate the tendencies of capitalist production.
Nor can we expect their relations to be the same in any two
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industries. Where labour is thinly extended over an in-
ordinately long working-day, as in the Indian mills, it is
probable that such improvements of orgamsation as might
shorten the hours to those of an ordinary Innglish factory
day, and intensify the labour, would ke 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
intensily the working-day might injure the workers, even
though their output were increased. 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 carnings would probably be widely
different for English and for Indian textile workers. It
would, & prieri, be unreasonable to expect 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 more energetic nervous temperament of
the Americair operative may qualily him or her for a shorter
and intenser working-day than would suit the Lancashire
operative. It is the inseparable relation of the three factors
—duration, intensity, and earnings—shich is the important
point.  But in considering carnings, 1not mercly the money
wage, nor.even the purchasing power of the money, but the
net advantage which can be obtained by consuming what is
purchased must be understood, if we are to take a scientific
view of the question.

It should be clearly recognised that in the consideration
of all practical reforms alfecting the conditions of labour,
the *““wages” question cannot be dissociated from the
“hours ” question, nor both from the “intensity of labour”
question ; and that any endeavour to simplify discussion, or
to facilitate “labour movements,” by secking a scparate
solution for cach is futile, because it is unscientific,  When
any industrial change is contemplated, it should be regarded,
from the “labour” point of view, in its influence upon the
net welfare of the workers, due regard being given, not
merely to its effect upon wage, hours, and intensity, hut
to the complex and changing relations which subsist n
each trade, in each country, and in each stage of industrial
development between the three.

But although, when we¢ bear in mind the effects of
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machinery in Imparting intensity and monotony to labour,
in increasing the number of workers engaged in sedentary
indoor occupations, and in compelling an ever 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 impraved standard of material
comfort among the machine-workers, taking the objective
measurement of comfort.

Whatever allowance may be made for the effects of
increased intensity of labour, and the indircct influences of
machinery, the bulk of evidence clearly indicates that
machine-tenders are better fed, clothed, and housed than
the hand-workers whose place they take, and that every
increase in 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
anticipate 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 that it is equally applicable to all industries and all
countrics.

It might, therefore, appear that as one industry after
another fell under machine-production, the tendency of
machine-development must necessarily make for a general
elevation of the standard of comfort among the working
classes. It may very well be the case that the net influence
of machinery is in this direction.  But it must not be for-
gotten that the increased spread of machine-production does
1ot appear to engage a larger proportion of the working
population in machine-tending. Indeed, if we may judge
by the recent history of the most highly-evolved textile
industries, we are cntitled to expect that, when machinery
has got firm hold of all these industries which lend them-
selves casily 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. Il this is
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so, we cannot look upen the evolution of machinery, with
its demand for intenser and morce efficient labour, as an
adequate guarantee of a necessary imiprovement in 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, "busmen, 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 rsise in the
efficiency of their labour as to stimulate a series of such
rises. The automatic movement which Schulze-Gaevernitz
and others trace in the typical machine-industries is not
shown to apply to industry as a whole, and if the tcudency
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 movement of the earning of high wages in
machine-industry, )

§ g. But though the individual self-interest of the producer
cannot be relied 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.” We have scen that the possession
of an excessive proportion of “power to consume” by
classes who, because their normal healthy wants are already
fully satisfied, refuse to exert this power, and insist upon
storing it in unneeded forms of capital, is directly responsible
for the stack employment of capital and labour. If the
operation of industrial forees throw an increased proportion
of the “ power te consume ¥ into the hands of the working
classes, who will use it not to postpone consumption but to
raise their standard of material and inteliectual comfort, a
fuller and more regular employment of labour and capital
must follow. If the stronger organisation of labour is able
to raise wages, and the higher wages are used to demand
more and better articles of consumption, a dircct stunulus
to the cfficiency of capital and labour is thus applied. The
true issue, however, must not be shirked, If the power of
purchase now “saved ” by the wealthier classes passed into
the hands of the workers in higher money wages, and was
uot spent by them in raising their standard of comfort, but
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was “invested ™ in various forms of capital, no stimulus to
industry would be afforded; the *savings” of one class
would have fallen inte 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 working classes an increased proportion of those forms
of capital which are socially useful, this simple act of
transfer, however brought about, would furnish no stimulus
to the aggregate industry. From the standpoint of the
community nothing else than a rise in the average standard
of current consumption can stimulate industry.  When it is
clearly grasped that a demand for commoditics is the only
demand for the use of labour and of capital, and not merely
determines in what particular direction these requisites of
production shall be applied, the hope of the future of our
industry is seen to rest largely upon the confident belief
that the working classes will use their higher wages not to
draw interest from investments (a self-destructive policy) but
to raise their standard of life by the current satisfaction of
all those wholesome desires of body and mind which lie
latent under an “ economy of low wages.” The satisfaction
of new good human desires, by endowing life with more hope
and interest, will render all intelligent exertion more effec-
tive, by distributing demand over a larger variety of com-
modities will give a fuller utilisation both of natural and
human resources, and by redressing the dislocated balance
of production and consumption due to inequality of pur-
chasing power, will justify high wages by increased fulness
and regularity of work.  But it must be clearly recognised
that however desirable “saving” may seem to be asa moral
virtue of the working classes, any large practice of saving
undertaken before and in preference to an elevation of
current consumption, will necessarily cancel the econoniic
advantages just dwelt vpon,  Just as the wise individual will
see he cannot afford to “save” until be has made full
provision for the maintenance of his family in full physical
efficiency, so the wise working class will insist upon atilising
carlier accesses of wages in promoting the physical and
intellectual efficiency of themselves and their families before
they endeavour to “invest” any considerable portion of
their increased wages. Mr Gould puts this point very
plainly and convincingly: “Where econamic gains are small,
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savings mean a relatively low plane of social existence, A
parsimonious people are never progressive, neither are they,
as a rule, industrially efficient. It is the man with many
wants—not luxurious fancies, but real legitimate wants—
who works hard 1o satisfy his aspirations, and he it is whe
is worth hiring. Let economists still teach the utility and
the necessity of saving, but let the seciologistas firmly insist
that to so far practisc economy as to prevent in the nive-
teenth century a corresponding advance in civilisation of the
working with the other classes is morally incquitable and
industrially bad policy. T am nat 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 more 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 gain thereby,
since the iinistering to new wants only begets others.”!
If there are theoretic economists who stili hold that “‘a
demand for commodities is not a demand for labour,” they
may be reminded that a paradox is not necessarily truc.
In fact, 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 round to register in theory the finm empirical judg-
ment {rom which the business world has never swerved, that
a high rate of consumption is the surest guarantee of
progressive trade. The surest support of the @ econamy of
high wages” is the conviction that it will operate as a
stimulus to industry through increased consumiption.  The
working classes, especially in the United States and in
England, show a growing tendency to employ their higher

wages in progressive consumption.  Upaon tie qtud\'
operation of this tendency the cconomie future of the
working classes, and of industry in general, largely depends.

¢ E. R, L. Gould, Corzemporary Aevicw, January 1593,
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CHAPTER XV

SOME LFFECTS OF MODERN INDUSTRY UPON THE WORKERS
AS CONSUMERS.

$1. Mow far the different TVorking Classes gain from ihe
fall of Prices.

§ 2. Lart of the Economy of Muchine-production compensated
by the growing Work of Distribution.

5 3. The Lowest Class of Workers gaius least from Machine-
production.

$ 1. In considering the effect of machine-production upen
a body of workers engaged in some particular industry we
are not confined 1o tracing the effects of improvements in
the arts and methods of that single branch of production.
As consuniers they share in the improvements introduced
into other industries reflected in a fall of retail prices.
Insemuch as all English workers consume bread they are
benefited by the establishment of a new American railway
or the invention of new milling machinery which lowers the
price of bread; as all consume boots the advantage which
the introduction of boot-making machinery confers upon
the workers 15 not confined to the higher wages 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 meodern capitalist production
tend to benefit the labourer in his capacity as consumer?

Economic theory is in tolerably close accord with experi-
ehice in the answer it gives 10 this question.  Each portion
of the working classes gains in its capacity of consumer
from improved 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 sweated worker least. The worker earning forty
shillings per week gains much more than twice as much as
the worker earning twenty shillings from each general
cheapening in the cost of production. There are several
reasens why this is so.

1. Where there exists a constant oversupply of labour
competing for what must be regarded at any particular time
as a fixed quantity of employment, wages are deterimned
with tolerably close reference to the lowest standard of
living among that class of workers, and not by any fixed or
customary money wage. This is particulasly 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 “standard of living”
of this class are lalle to be speudily reflected n a fall of
money wages paid fer such low-skilled work. In other
words, a “bare subsistence wage” does not gain by a fall
in the price of the articles which belong to its standard
of comfort.

Lven in the lowest kinds of work there is no doubt some
tendency to stick to the former money wage and thus to
raise somewhat the standard of real wages, but where the
competition is keenest this ors fnertie s liable 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 1o workers who are less exposed to the dircet
constant strain of competition, where there is not a chronie
over-supply of labour. Here a fall of retail prices is not
necessarily or speedily followed by any corresponding fall of
money wages, and the resuhis of the higher real wages
enjoyed for a time impress themselves tn a higher habitual
standard of comfort and strengthen the resistance which is
offered to any attempt to lower moncy wages, even though
the attempt may be made at a time when an oversupply
of labour does exist.

In proportion as a class of workers is highly paid,
educated, and organisced, it s able te gain the benefit
which improved machinery brings to the consumer, beeause
it is better able to resist the cconomic tendency to deter-
mine wages by reference to a standard of comfort inde-
pendent of monetary considerations. 5o far as the lowest
waged and most closely competing labourers have 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 iarger sum previously.

2. The smaller the income the larger the proportion of
it that is spent upon commodities whose expense of pro-
duction and whose price 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 have 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 watches, ptanos, books, and
bieycles, has gained much more by the fall of prices
than those who are obliged to spend all their wages on
the purchase of bare necessaries of life.  The gain of the
former is manifold and great, the benefit of the latter is
confined to the chexpening of bread and groceries—a great
benefit when measured in terms of improved livelihood
no doubt, but small when compared with the increase
of purchasing power conferred by modern production upon
the Tancashire factory family, with its £3 or £4 a week,
and in laroe measure counterbalanced by the increased
proportion of the income, which, in the case of town
operatives, goes as rent and price of vegetables, dairy
produce, and 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 nat
compensated by an increased intensity of labour on the
part of those working short hours, it implies an inereased
capacity of making the most cut of their wages. Longer
leisure enables a worker to make the most of his con-
sumption, he can lay out his wages more carefully, is
less tempted to snuander his money in excesses directly
engendered by the reaction from excessive labour, and
can get a fuller cnjoyment and benefit from the use of
the consumables which he purchases. A large and increas-
ing number of the cheapest and the most intrinsically valu-
able commodities, 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 fails to exercise its full
influence upon retail prices. There are two chief reasons
for this failure. To one of these adequate attention has
been already drawn, the growth of definite forms of capital-
ist monopoly, which secure at some point or other in the
preduction of a commedity, 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 subdivision of the work of
distribution carried to a point far beyond the bounds ot
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-
suinption at profitable prices, are driven into closer com-
petition, a larger amount of labour is continually engaged
in the attempt of cach firm to secure for itself the largest
share of business at the expense of another firm.  On the
other hand, shut out from cffective or profitable com-
petition in the manufacturing industries, a larger amount
of capital and labour secks to engage in those departments
of the distributive trade where new-comers have a better
chance, and where by local settlement or otherwise they
have an opportunity of sharing the amaunt of distribution
that is to be done. Ilence a lall of wholesate prices is
usually not reflected in a correspouding fall of retail prices,
for competition in retail trade, as J. 5. Mill clearty 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.”!

§ 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
upon the condition of the working classes which is com-
monly found in treatises of political economy. To present
a comparative picture of the progress of the working classes
during the last half century, which assigns to them an
increase of money wages, obtained by averaging a number
of rises in different employments, and reduces this increase
to real wages without any reference to the different use of
wages by different classes, is an unscientific and mischievous
method of dealing with one of the most important economic
nuestions.  The influence of machine-production appears
to bz widely different upon the skilled mechanic and the
common labourer 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 give 1o the skilied workers to combine
and  thus frequently to obiain wages higher than are
economically requisite to secure their efficient work. On
the other hand, growing feelings of humanity and a vague
but genuine feeling of social justice in an ever larger
portion of the public often enable the tow-skilled worker
to sceure a higher standard of comfort than the operation
of economic competition alone would enable him to reach.
hut after due allowance is made for this, the conclusion is
forced upon us that the gain of machine-production, so far
as an increase in rezl wages is concerned, has been chiefly
taken by the highly-skilled and highly-waged workers, and
that as the character of work and wages descends, the
proportionate gain accruing from the vast increase of pro-
ductive powcr rapidly diminishes, the lowest classes of
workers obtaining but an insignificant share,

Y Principles of Political £.cnomy, Bik. ii., chap. iv. § 3.
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CHAPTER XVI.

OCCUPATICNS OF THE FPEOPLE.

1. Skifts of LEnglish employment as atiestod by the
Censuses.

2. Advancing and declining Manufactures,

. Stmilar shifis of employment in the United Stafes,
France, Germany, Ausiria, Sweden,

General fatos of the shift of occupations.

Explanation of general movements af emplayment.

The normal law of evolution of employment.

Relation of employment to international trade.

wHtmLnLes L WR
PRSI S

§ 1. The most valuable source of information regarding
the effects of modern industrialism is the study of the com-
parative statistics of occupations. Tike every statistical
inquiry, this is full of pitfalls, and much of the apparent
precision which columns of figures and percentages suggest
disappears when modes of collection and classification are
subjected to delailed analysis. But while such errors in-
validate many particutar conclusions as to the nature and
size of fluctuations, they do not affect Lo anything like the
same degree the broader judgments based upon a large mass
of cumulative statistical evidence.

Now there is a stnking consensus 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 five
censuses for England and Wales give the following
enumeration of the employed population und:r general
heads:—
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ENGLAND AND WALES—S8UMMARY TALLES OF QCCUPATIONS.

1. Frofessional Class
11. Domestic
| I11. Commereial .

1V. Agricultural  and
Fishing

V. Industrial .

Tetal Gecupied .
Total Population
I'ercentage Tncrease of

Population since last
census . .

1361, 1871 1831, 1891. Igor.
481,657 68,102 647,075 26,132 972,68¢
1,367,782 | 1,653.504 | 1,803510 | 1,000,328 | 1,004,917
623,710 S15,424 950,128 | 1,399,735 | 1,858,434
2,010,454 | L657,138 | 1,583,184 | 1,330,045 1 1,152,495
4,828,399 | 5,137,725 | 6373307 | 7,336,334 | 8,350,176
9,312,302 | 9,927,003 | 11,187,504 | 12,899,484 | 14,328,727
20,066,224 | 22,712,260 | 25,074,439 | 29,002,325 | 12,527,343

11.90 13.21 14.36 11.65 12.17
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1go1,! stating the proportions per million employed in the
principal sub-heads in the Jast three censuses, and dis-
tinguishing those which show an increase from those which
show a decline.

The relative decline of agriculture, so far as employment
is concerned, was not the sequel of the repeal of the Comn
Laws. The census report of 1851 for England and Wales
presents the following comparative table of percentages: —

Agricultural
1811 ... e 33

rie)
1321 33
1331 28
1841 22

To which we may add the later estimates derived from sub-
sequent censuses, whicl, though computed on a somewhat
different basis, exhibit the same general tendency:—

1851 23.5
1861 20,2
1871 £0.8
1831 ... i3.8
1801 ... . i1
1gol ... 9.5

Turning to the professional class, we have first to note
the growth of persons engaged in (Governmental work,
general or local, a growth of 37.3 per cent. during the last
decennium, or more than three times greater than the
growth of population. In the private “ professions,” the
clerical and legal callings (except in their humbler branches)
fail to keep pace with the occupied population; medicine
grows faster, though its fargest growth is in nurses and other
medical attendants.  "The teaching profession and engineet-
ing show a moderate increase, somewhat faster than the
aggregate of the occupied classes. Dy far the Targest pro-
porticnal advance is found under the heads of “ Art, Music,
and Drama,” and “ Fxhibitions and Games,” while the
smaller group entitled * Literary and Scientific ™ also crows
- apace. In other words, the classes subsidiary to the jiberal
professions and -the classes engaged in catering to luvuries
and recreations grow fastest among the “ professions.”

1 See Cd. 2174, p. 132
25
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Domestic service is declining in 1ts proportionate em-
ployment, chiefly through the opportunities open to women
to undertake industrial employment, partly also through the
raising of the “‘school age.” In the twenty years from 1881
to 1901 female domestic servants increased by only 8.2 per
cent., while the entire population advanced 25.2 per cent.

One of the plainest and most considerable tendencies is
the rapid growth of commercial occupations of almost every
class,  The “commercial” group in the English census
consists almost entirely of clerks, accountants, brokers,
agents, travellers, auclioneers, and persons engaged in
banking and insurance. The main body of merchants,
salesmen and buyers, and most retailers are relegated to the
branches of *industry ” which are concerned with the goods
they handle. This prevents the census from affording exact
or [ull measurement of the increase of commercial occupa-
tions.  But in recent derades the rate of growth of tlns
class has far exceeded that of the “industrial ” class, giving
a rate ol increase of 42.8 per cent. for 1881-g1, and 44.6
per cent, for 18g1-1901.  In ordinary cominerce the growth
of commercial clerks and travellers is respectively 7.1 per
cent. and 46 per cent. during the last decade, or about four
times as fast as the growih of the occupied population.
Banking, broking, and finance agencies have increased
during the same period 43.1 per cent., while insurance has
grown no less than 7.4 per cent.

Although it is found impossible so far to separate dezalers
front makers as to present a faithful account of employment
in retail trade, enough figurcs are available to make it certain
that the retail trading occupations are growing faster than
the “making ” parts of the industries.

In his analyses of the censuses from 1841 to 1881 Mr.
Charles Booth shows a very considerable advance in the
proportionate imporiance of dealing —

184 3.3 per cent.
1831 ... by
1861 ., T | "
1871 7.8 "
1881 78,

I'he recent census, making a cautious estimate of retail
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trade, reaches the figure 9.5, giving the aggregate of
1,358,500 as covering the shopkeeping classes.

The census for 1801, comparing a nunber of retail trades
where the dealers are separated from makers, showed an
increase of 27.9, as compared with an increase of r5.1 for
the whole occupied population.

Extracting from the comparative table of occupations far
the last three censuses! such figures of retail dealers as are
clearly distinguished under the several industrial sub-orders,
we reach the following resalt, which may be taken as fairly
representative, from the varieties of retail business 1t
includes:—

1881 1891 1901
Persons occupied .. 600,100 ... 794,300 ... 922,750

Regarding the commeraial 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 latter. 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 “preducers,” would be sull maore
striking.

Turning now to the industrial group, which includes
manufagtures, mines, and the building trades, we find that
though the whole class shows a considerable and continuous
increase in proportion of employment, that increase is chiefly
attributable to mining and building. Taking manufactures
in the wsual signification of that term, we do not find them
gaining in the proportion of emplayment they afford during
recent decades. Mr. Booth’s recent investigations® show
that, while the proportion grew up to 1561, it declined from
that date to 1881,

His percentages for persons employed in manufactures
are as follows:—

1841 ... 27.1 per cent.
ISSI rer 327 It
1861 ... 310 "
1871 ... 3t.0 .
1881 ... 307 "

1 Cd. 2154, Table 34. T Oocupations of the People,
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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, r8gr, and 1901
enables 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
years of age are as follows : —
1831 1301 190X
Manufactures (excluding building} z2r.54 2189 2173
Manufactures (including building) 23.50 2349 2618

If the dealing classes, included here, were left out, it seems
probable that the decline shown hy Mr. Booth to have
taken place between 1861 and 1381 would be proved to
have continued.

§ z. A closer examination of the changes of employment
in the several groups of manufactures shows that while
manufactures as an aggregate are neatly stationary in the
proportion of employment they afford, some sorts are ad-
vancing, others declining.

The orders which show the greatest decline are textiles
and dress. While metal, ships, pottery, wood, food, etc.,
show a moderate advance, precious metals and instruments,
vehicles, chemicals, printing, show a great increase. A still
closer examination into the sub-orders of the census returns '
shows that the foundaticnal and the staple processes of
manufacture are stagnant or declining in importance, while
those concerned with the finishing processes of manu-
factures, especially those concerned with the manufacture
of more highly specialised articles, are increasing. In the
metal trades, while the more fundamental and genersl
branches, classed as ‘“‘iron and steel,” show an advance
of only 10.3 per cent. in the employment they afford in the
period 18y1-1901, the sub-order engineering and machine-
making shows an advance of 67.4 per cent,! while the
trades connected with the manufacture of brass, wire, and
electro-plate goods, show large gains.  Electrical apparatus
and various species of scentific, surgical, and musical

' Some of this increase, however, must be imputed to greater pre-
cision in the census return,
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instruments, together with the trades generally classed with
jewellery, illusirate the same tendency in the metal in-
dustries for the finer and later processes to absorb a larger
share of the occupation.

The order * paper, prints, books ” shows the same tend-
ency.  The most rapid growth is in the processes of printing,
lithography, bookbinding, etc.; lhe least rapid in the paper-
making indusiry.

In the textile industry, amid a general decline of the
staple branches of the spinning and weaving trades, the
only group which holds its own is that cmployed on minor
manufactures, “hemp, jute, cocoa fibre, rope, mat, canvas,
sailcloth.”  The order “dress™ would have shown a positive
decline in the numbers employed between 1891 and 1gor
had it not been sustained by the inclusion of various
“dealing” and small miscellaneous manufacturing trades.
All the staple trades here also show a marked decline in
the rate of growth. In the “food” order, again, the most
conspicuous gains are in confectionery, jams, pickles,
spices, muneral waters, and o other trades where
“making” is weighted by the incluston of dealers. In
“spintuous liquors, board, and lodging,” the manufacturing
processes fail to keep pace with the pepulation in the
employment they afford; the only real advances are in the
mercantile and retail processes of distribution.  Jeweltery,
printing, jam and pickles, motor cars, electrical apparatus,
oilcloths, ginger-beer, india-rublicr, drugs, explosives, house-
fittings and decorations arc instances of rapidly-advancing
manufactures from the standpoint of employment,

Two importani groups of *making” trades which exhibit
a most marked advance require separate notice.

First, the group of trades connected with houses, their
building and furnishing. The greater mability of the
population, the increase of great towns, the demuand for
larger and better housing, the development of public build-
ings for educational and other public purposes have bred a
great demand for building labour, while the comparatively
meagre unse of machinery and substitution of machine-
formed for hand-formed materials bas obliged this demand
to be met by a great increase in the supply of labour.
Though the figures of the last two censuses are vitiated for
exact comparison by the exclusion in the former of large
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numbers of “general labourers” included in the latter, the
fact that the number of houses, built or building, had in-
creased by 15.5 per cent. between 1891 and 1901 is a
sufficient testimony to the progress of this industry. Under
the general head of building are also included “*works of
construction and roads,” industries in large measure sub-
sidiary to the transpert trade.

The second of these great progressive groups of industry
is that concerned with the manufacture of vehicles for land
or water carriage.  'The growth of land vehicles, including,
of course, the new cycle and motor car trades, greatly sur-
passes even the growth of the shipbuilding trades. The
following figures show the increase of occupation per
million of the population {over ten years of age) during the
last two decades :~-

1881 1891 1901
Vehicles ... 3280 5694 4679
Ships and boats ... 2,801 3,162 3,421

This great advance of the ship and vehicle industries
serves to introduce one of the most significant movements
of occupation, the enormous rise of the transport order. 1f
we add to the conveyance heading of the census certain
groups of workers engaged in or contributing to the railway
service, we find that the percentage for the last three decades
stands thus:—

1581 1891 1901

44 4.9 5.5
1831 . ... 4.1 per gent,
18ot ... .o 46
1871 . PR 1 « T
188 . 56,

Each sub-order of the conveyance industrics shows a signal
advance in the amount of c¢mployment, except the sub-
order *‘on scas, rivers, and canals,” where there is a slight
decline in absolute numbers during the twenty years. This
decline of British employment, however, i1s attended by
a considerable growth of foreigners employed in British
ships, the total mncrease from 1887 to 1gcz being consider-
ably faster than the increase of tornage.®

1 Alr. Booth's different classification of transport in his analyses,
18351-81, includes ¢lements omitted here.

¢ Statistical Abstract, Cd. 1727, p. 193,
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§ 3. Statistics of occupations in the United States exhibit
many of the samc broad tendencies  as those of Great
Britain, a decline in the proportion of agricultural employ-
mcnt, a large advance in the professional classes, in
commerce and the professions, a preat development of
mining, and during the last decade a stoppage of the
carher nise in the proportion of wauufacturing and
mechantcal classes.

The following table marks the broadest lines of change -

PERCENTAGES OF ToTAL EMPLOVED POPULATION.
1580 180 1goo

Agriculture o 4443 377 35.7
Professions e 345 d4.1 13
Domestic and pelsonul service 159.7 13.0 19.2
Trade and transportation 10.7 14.6 16.4
Manufactures und mechanical pmsun: 21.8 250 244

Many of the more detailed changes resemble those which
are occurring in England.

In the professions thoere is the same abnormal advance
of the tcaching, medical, and legal classes.  'FThe increase
of the commercial classes 15 marked especially in employ-
ments connected with hanking and iusurance, and by an
cnormous rise in the number of clerks, bookkeepers, ac-
countants, and eommercial travellers.  Most of the groups
engaged in the conveyance of persons, goods, and news
show an abnormal increase, especially those connected with
street traffic, telegraphic and telephonic services.  “I'raders,
wholesale and retail, do not, however, advance so rapdly
as in England.

In the manufacturing and other productive industries the
most rtapid recent advance is o the iron, steel, and
machinery trades, in cotton, hosiery, and silk, in paper and
printing, glass, oil, chemicals, and a few mimor manufac-
tures. Among the manuofactures which decline in the
proportion of comployment they aflord are muny of the
building and food trades, brewing and disttlling, watch and
clock-making, and precions metals, and various textile
trades.  An absolute decline in employment between 1891
and' 1901 is recorded in boot and shoemaking and the
general leather trade, 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
vears from 387,000 to 56.4,000.

The only available comparison of the movements of
occupations tn France, as afforded in the censuses of 1866
and 1896, exhibits the same general trend :—

Occupations.t Numbers. Percentages.
1866 1896 1806 | 1890
Agriculure .. oo 6195.3297 8,421,319 | 52 47
{7,200,000)
Industry Lo 715,503 | 6,373,239 | 34 33
Commerce .ol 572,816 916,532 4 5
Professions varous)and
transport .., ool 488,630 971,433 3 5
Liberal professions  ...| 914,034 | 1,403,382 7

The rapid advance made by the *“professional ” classes,
Itheral or industrial, the commercial and transport classes,
and 1 manufactures by the metal and food industries, is
exhibited by a closer aralysis of these general figures.

The change of occupations in Germany is exhibited in a
comparison of the results of the two great industrial

censuses of 1852 and 1895:—3

Occupationa. I Numbers. Percentages,
‘ 1882 1393 1882 | 1895
Agriculture and fishing 8236496 | 8,292,602 | 46.7 | 30.9
Industry and numing ... €,306,40% | §,281,220 | 36.2 | 39.9
Trade and transport ... 1,570.318 | 2,338,511 8o | 112
Demestic callings c. 397,382 432,491 2.2 2.07
Professicns, military and -
avil 5L,O31,147 | 1,423,061 58 6.8
17,632,008 20,770,875
Unoccupied ... e 1,355,486 | 2,142,683

! Table compiled from the Rlwultars Statistigues de Recensement,

Tome 1v., 190k,

2 In order to compare 1866 with 1890 about one millien domestic
cmployees must be accredited Lo the earlier year,

* Statutiche Jakrbucker, 1885 and 1904
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The detailed figures exhibit a striking 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, and in insurance; while
textiles and clothing show a relative decling, and agricul-
ture is virtually stationary in the absolute, and rapidly
retrogressive in the proportionate, employment it affords.

By way of comparing the four largest and most advanced
industrial countries with less developed countrics, we may
take the following official tables exhibiting the tendencies
of occupations in Austria and Sweden :—

AUSTRIA, Percentages.
18y0. 190U,
Agriculture ... B2 58.2
Manufactures ... . ... 2Lz 2.3
Trade and Commerce . ... 6z 7.3
Official and l‘:ofesslonal Service ... 1o 12.2
100.0 100.0
SWEDEN. Percentages.
1880. 15850. 1gco.
Agriculture and Fislung ... 7187 ... 6oz ... 36.32
Industry eee 1370 L oz L0 27.08
Trade and Transporl e 5006 0 8og2 L. 1047
Public  Service, etc. (in-
cluding professmn:.) e 8500 L0 733 o 7
100.0 1000 100.0

§ 4. In all these countries the statistics of aucupattons
point to certain eommon tendencics :—

1. A relative decline mn the importance of agriculture, a
rapid positive decline in free-trade England with ns earlicr
develepment of capitalistie industry and 1ts dense popula-
tion, a considerable relative decline in cach of the ather
countries, irrespective of tanlf policy, density of population,
land tenure or manufacturing development.  Agricultural
protection, combined with a large retention of sniall land-
owners as in I'rance and Germany, the possession of a large
expert trade in agricultural produce, as in the United
States, retard, but do not cancel, the operation of the
tendency.
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2. An abnormally rapid growth of the transport and
distributive trades (wholesale.and retail) with the building,
car-making, electric, and other manufacturing industries
subsidiary to transport and distribution.

3. Wherever large deposits of coal and iron exist a great
development of cmployment in mines.

4. A relative dechne of the staple or fundamental manu-
facturing industries, especially the textile and dressmaking,
as compared with the manufactures of final commodities
for consumption.  Luxury trades, or trades subsidiary to
the arts and professions, present an increasing proportion
of occupation.

5. In almost every instance a large, rapid increase in the
propurtion of the occupied population engaged in public
services, professions, and other branches of non-material
production.

6. Ao increase in the proportion of the retired or un-
occupicd classes.

Now it is cvident that these movements are in part the
cxpressien of the cvolution of capttalism through improved
cconomtics of machmery and the attendant organisation of
labour.  Where machinery is most perfected and most
generally applied, as In the leading branches of the textile
and other staple manufactures, such as milling, we find
everywhere a relative, in several instances a positive, decline
in the quantity of occupation, notwithstanding the existence
of a large export trade in these articles. The minor in-
dustrics, especially those concerned with the supply of
lusuries, and other articles, the demand for which fluctuates
with fashion, season, or taste, or where rapid changes i the
methods of production preclude the large use of expensive
machinery, absorb a larger and larger proportion of the
manufactuiing classes.  But manufacture, as a whole, does
not advance at all, or at any rate not so fast as commerce
and transport. This Is cvidently 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 tixed capital than manufactures, and although
the proportion of fixed capital in the shape of machinery is
very large in the main branches of the wransport trades, enly
a comparatively small proportion of the employees in these
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trades are directly engazed in operating machinery, the
great majorily being occupied n subsidiary operations to
which machine economy is but slightly applicable.  The
great proportionate increase of mining and building em-
ployment in mest countries is also attnbutable in part to
the comparatively small use of machinery in these opera-
tions, though it is possible that the use of coal-cutting and
other machinery of digging and haulage fer mining, and the
use of prepared steel, wood, and other inachine made
materials tn the building trades, may reduce the growth of
direct employnient in these industries.

The rapid growth of the professions, and of most of the
other classes ecngaged in producing ‘‘services” or nan-
material forms of wealth, is evidently due tn large measure
to the inherently individual cconomy of these modes of
production.

The decline in the propottion of domestic scrvice to the
total of the occupied classes, eahibited o England and
America, seems at first sight inconsistent with the attribu-
tion of so much importance to the capitalist economy.  Hut
reflection will show that while sowcthing may here be
attributed to the reduction 1 supply for domestic services
arising from the increased use of women in industrial and
cummercial occupations, a more dircct source of the decline
is the removal from the home, and the performance by
machine-industry, of many of those processes of washing,
cooking, cleaning, dressimaking, ete, which were formerly
donc at home,  ‘I'his is une of the most abvious ecunomics
of that city life which is lived by an ever larger proportion
of our population,

§ 5. The positive or relative decline of agricultural occapa-
tions cannot, however, be adenuately explained by the growth
“of machinery and scientific miethods.  Nor is it in the main
attributable to dependence upon foreigt countries for food
supplies, for the United States, a great food exporter, and
France, Germany, and Sweden, all of whicl are alinost seli-
supporting in agricultural produets, show rapid reduction in
the proportionale emiployment i agriculture.  Against the
economies of machinery and of more scientific farming must
be set the necessity of having recourse to less fertile lands
to meet the growing demands of consumers.

In order 1o explan the decline of agricultural employ-
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ment we must lock 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 preportion which food and other products of the soil
bear to the total of consumption. Whercas in the early
decades of the nineteenth century food swallowed up 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 and lower middle classes, its present
place 1o the standard of comfort of these classes, though
important, 1s much smaller, If any accurate comparative
statistics 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 agricultute would show a rapid
diminution during the last cighty years. What is true of
food is also truc of many sorts of manufactured goods, as
the standard of comfort of large classes of a nation advances
further,  Though for the working classes the earlier
advances of rcal wages from a bare subsistence economy
may be taken almost entirely in demand for better and -
more various foods, and for larger quantities of furniture,
clothing, and other manufactured goods, further advances
exhibit a larger expenditure upon recreation, travel, educa-
tion, professional services; and the middle and weli-ta-do
classes spend a still larger share of their growing incomes
upon non-material consumption and upon those more
highly-finished or artistic forms of material wealth which
derive a simaller proportion of their value from the extractive
and mechanical processes.  The paper and printing trades,
as a half-way house between material and intellectual com-
modities, advancing 1n every country far faster than the
occupied population, 1 spite of their great use of machine
economies, may be cited as a coovinecing instance of the
change in consumptien. 1f improved education ever brings
a better economy of reading, substituting a qualitative for a
quantitative consumption, a diminution of the paper and
print occupations may follow, accompanied by an increase
of occupation in the higher non-material arts of literary and
scientific interpretation, or cven by a substitution of the
non-economic art of thinking.

The rapid growth of the professional and commercial
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classes is partly attributable to the fact that a larger 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 be regarded as an artificial
inflation, due to a combination of economic and social
circumstances. The superior social constderation 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 education, leads 10 a
congestion of many of the professions and to a growth of
what is somelimes called an “intellectual proletariat,” a
struggling, ill-paid, and trregularly employed mass of quali-
fied teachers, doctors, engineers, journalisis, and other
writers,

While a large increase of wholesale and retail dealers,
agents, travellers, and other commercial classes is required
for the improved distnbution of the growing quantities of
cheapened material products, the actual increase of many
of these classes seems greatly in excess of this requirement.
The increasing difficully experienced in setting up for one-
selfl with any prospect of success in a manufacturing busi-
ness, as a farmer or other independent producer, drives
larger and larger numbers of men into commercial pursuits,
where with smaller and less specialised 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 mercantile or insurance business. Tt is
easier to enter the distributive competition with a chance of
getting away some husiness from another firm than to enter
a productive business.  While therefore it is doultless true
that an excessive amounl of productive power exists in
many of our manufactnring industries, the waste is far less
than is caused in the mercantile and retail processes by the
reckless multiplication of distrilnstaors,

§ 6. The normal development of accupations for a nation
passing through the era of modern eapitalism would seem
to be as follows:—Deginning at a point where the large
majority of the population were occupled in or about agri-
culture, and a small minority occupied exclusively in manu-
facture or in commeree, 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 manufactures, or would become a large
importer of the cruder manufactures, and would employ
itsell. more largely in the final stages of manufacturing
commedities for consumers, in novel industries concerned
with special 1astes and loxuries.  Transport and commerciat
operations will then come to play a greater part, and the
finance aspect of business life to engage an increased
amount of energy.  While "dealing™ becomes relatively
more important than “making " in regard to the occupation
it afferds, the production and distribution of non material
as compared with material goods grows apace—that is to
say, the arts and professions (including the art of Govern-
ment) engage a larger share of the population. When the
general standard of consumption for the great mass of the
people has reached a point where the more urgent needs of
food, clothing, housing are salisfied, all further rises in
the standard represent a larger proportion of demand for
recreation, edocation, professtonal services and other im-
materiak forms of wealth.  Tow rapidly a national economy
will follow this line of progress depends largely upon special
circumistances.  Among these the most important are the
relative power of the working classes to secure a share of
the increased material wealth which capitalist methods tend
to produce, and the frecdom and expansibility of foreign
markets.  Where a large expansion of home markets for
agricultural and manufacturing products is furnished by a
rising effective demand on the part of the main body of the
nation, and where at the same time a larger command of
foreign markets is oblained, the propertion of employment
in the productive arts may remain large for a considerable
period. The rapidly expanding markets for British manu-
tactures diring the first two-thirds of the nineteenth century
served 1o maintain a very large praportion of the people in
productive occupations in spite of the great economies of
laheur effected by machinery.,  Where a rigorous protective
policy prevails, as in the United States, Germany, and
I'rance, the rate of displacement of agricultural and manu-
facturing occupations by commercial and professional is
considerably slower.  These nations, not entering the era
of machine econnmy for mannfactures 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 displacing by home products
the former imports from Great Britain, in part providing for
the early increments of a material standard of comfort for
their growing pepulations,

Where a nation enters the modern capitalist econony
with a low standard 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 cccupation which is an inevitable tendency
of an advanced economy.

§ 7. The bearing of this upon international trade is ob-
vious. Although the number of wants commaon to members
of different nations constantly increases, and an international
standard of comfori thus established furnishes an ever-
growing Dbasis of international diviston of labour and
exchange, very definite limits exist at any time to the
kinds of national wealth really available for international
trade. While improved and cheapencd methods of storage
and transport continually increase the quantity of foods,
raw matertals, and manufactured goods available for wide
international distribution, an ever-inereasing proportion of
national energy is put into these final processes of preparing
these matenial forms of wealth {or consumers, and into the
processes of distribufion, which are of necessity confined to
national industry. Again, every increase of the transport
trades, and every growth in the proportionate importance of
the arts, professions, and other branches of non-material
production, further restricts the proportion of the national
wealth adapted to international exchange.  Where a nation
is throwing an increasing proportion of its energies into
these occupations, the proportion of its aggregate demands
which is of a nature 1o be supplicd from extra-nationat
sources will diminish. It by no means {ollows that the
volume and value of 1ts imports is diminished cither abso-
lutely or n proportion to its total expenditure. Such a
nation may, for a time at any rate, rely 10 an increasing
extent upon forcigners for its supplies of food, raw material,
and cruder manufactures.  So long as it has large access to
the markets of less advarced nations, it may displace its
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 {or to an increasing extent by higher
types of manufacture and by vatious sorts of services, com-
mercial and financial.

While there is no theoretic limit thus assigned to the
growth of an import trade which may more and more dis-
place the more primitive home industries, it is to be ex-
pected that, 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 foreignh goods. This decline in the
relalive importance of foreign trade, so far from implying a
fall of national prosperity, would imply an advance, signily-
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,

Great Dritain is the nation which has gone furthest in this
evolution, The history of her foreign trade during the
nineteenth century shows ber during the fiest half increasing
the value of her import and export trade at a pace enor-
monsly more rapid than the growth of her aggregate incorme,
foreign trade assuming an ever greater importance.  About
1860 the pace of growth of foreign trade began to slacken,
advancing at a pace which but slightly exceeded the growth
of the aggregate income of the nation.  After 1885 a slow
decline 1n the rate of growth as compared with nationzl
income 13 discernible, It seems likely that Great Dritain
lhias already passed the turning-point in the development of
foreign trade, and that in the future, while the volume
and even the value of her imports {and therefere of her
exports) will show a continual advance, those imports will
constitute 2 stowly diminishing proportion of the annual
ageregate of commodities and services consumed by the
nation.

‘The statistics of eccupations among other advanced in-
dustrial nations indicate that, though their later develop-
ment may keep them for some time further in the era of
rapidly expanding foreign trade, the time will come when
they also will be subject to the same law, the aggregate of
their national industry growing faster than their foretgn
trade.
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§ 1. 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 material 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, DMoreover,
as dn offset against the growth of material wealth, machinery
has been a direct agent in producing certain material and
moral maladies which tmpair 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 in modern in-
dustry are but the measure of a present maladjustment.

The progressive adjustment of structure to environment
in the unconscions 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-rooted custom in a man yields very slowly to
the pressure of changed circumstances which make it nseless
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 slowness of this
work of industrial adjustment has been in no small measure
due to the lack of definite realisation by the members of
modern communities of the need and importance of this
adjustment. A society which should bring its conscious
will to bear upon the work of constructing new social and
industrial forms to fit the new economvic conditions, may
make a progress which, while rapid, may yet be safe,
because it is not a speculative progress, but one which is
guided in its line of movement by precedent changes of
epvironment.

Regarding, then, this conscious organised endeavour,
enlightened and stimulated 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 ef
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 2 readjustment between
modern methods of production and social welfare?  The
answer to this question requires us to amplify our interpre-
tation of the industrizl evolution of the past century, by
producing into the future the same lines of development,
that they may be justified by the appearance 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 he upon the road of
industrial progress, rendered subordinate to larger human
social ends,

§ 2 So far as the waste of economic maladjustment
consists in the excessive or defective application of various
kinds of productive force at different points of industry,
upon the existing basis of individual initiative and control,
the reforms which are desirable must be considered as
contributing to the more complete establishment of ¢ free”
competition in industry.

The complete breakdown of all barriers which impede
the free flow of commerce and the nugration of capital and
labour, the fullest and widest cissemination of industrial
information, are necessary to the attainment of the indi-
vidualistic ideal of free trade. Perfect transparency of
industrial operations, purfizct fuidity of labour and of wealth
would effect incalculally great econoemies in the production
of commercial wealth. ‘The free-trader, in tns concentration
upon the achievernent of the latter economy, has generally
failed to do full justice to the impertance of the former.
He has indeed te some jimited extent recognised the value
of accurate and extended industrial informaticn as the
intellectual basis of free trade.  Liut, in common with most
economists, he has failed to carry this consideration far
enough. [t is generally admitted that the increased pub-
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lication of accounts and guotations 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
information are maintained, show how inadequately the true
character of modern industry is grasped. Iu 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 bearing on prices, wages, profits, methods of produc-
tion, etc., merely concerns a single firm or a single body
of workers. Every industrial action, however detailed in
character, however-secretly conducted, has a public import,
and necessarily affects the actions and interests of innumer-
able persons. Indeed it is often precisely in the knowledge
of those matters regarded as most private, and most carefully
secreted, that the public interest chiefly lies. Yet so firmly
rooted in the business mind is the individualistic conception
of industry, that any idea of a public development of those
important private facts upon which the credit of a particular
firm is based, would appear to destroy the very foundation
of the commercial fabric. But, 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
quite evident that the whole community interested in the
game would gain immensely if alt the hands were on the
table.  Many, if not most, of the great disasters of modern
commercial socicties are attributable precisely to the fact that
the credit of great business firms, which is pre-eminently an
affair of public interest, is regarded as purely private before
the crash.  As industry grows more and more complex, so
the interest of the public and of an ever-wider public in
every industrial action grows apace, and a correspondingly
growing recognition of this public interest, with provision
for its security, will be found necessary. So far as the
natural changes of industrial structure in the private busi-
ness fzil to provide the requisite publicity, the exercise of
direct puhlic scrutiny st 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 activity, which education can do something to
remove, but which, if not removed, must be overruled in
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 desirabte adjustment between
the healthy social organism and the environment of machine-
production.  Full free trade would supply, quicken, and
facilitate the operation of those large economic forces which
we have seen at work: the tendency of capital to gravitate
into larger and fewer masses, localised where labour can
be maintained upon the most economical terms: a corre-
spondent but slower and less completc organisation of labour
in large masses : the flow of labouring population into towns,
together with a larger utilisation of women and (where per-
mitted) children for industrial work: a growing kecnness
ol antagonism as the mass of the business-unit s larger,
and an increased expenditure of productive power upon
aggressive commercial warfare: the growth of monopolies
springing from natural, social, or cconomic sources, con-
ferring upon individuals or classes 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 free trade in alt directions
has no power whatever to abate the activity of these forees,
and would only serve to bring their operation into more
signal and startling prominence.

~ For the waste of periodic over-production visible in trade
depression, for the sufferings caused by ever larger oscilia-
tions m prices and great irregularity of employment of
capital and labour, for the specific evils of long hours or
excessive intensity of labour, dangerous and wnwholesome
conditions of employment, increased cinployment of women
and children, and growth of large-city life, freedon of trade
conjoined with publicity of business operations can furnish
no remedies.

It has been seen that these injurics to individuals and
groups of individuals, and through them to society, arise
naturally and necessanly from the unfettered operation of
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the enlightencd self-interest of individuals and groups 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 are 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 shall abate these evils and
secure for humanity the uses of machinery without the
abuses will lie in two directions, each of which deserves
consideration ; (1) an adequate social control over machine-
production; (2} 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 restrictive legislation eof Factory Acts, Mines
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, whether designed directly to secure the
interests of a class of employees, as in the case of Factory
Acts, or to protect the consuming pubhc, as in the case of
Adulteration Acts, must be regarded as involving an admis-
sion of a genuine antagonism between the apparent interests
of individuals and of the whole community, which it 15 the
business of society to guard against.

All this legislation is rightly interpreted as a restriction of
the frecdom of individual industry under imodern methods
of production, required in the public interest. Uncontrolled
machine-production would in some cases force children of
six or eight years to work ten hours a day in an unhealthy
factory, 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 1o injure the consumer by noxious adulteration
of his goods, would force wages ta be paid by orders upon
shops owned or controlled by employers, would oblige
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workers 1o herd together in dens of infection, and to brecd
physical and moral discases which would injure the body
politic.  The need of a growing sociat control over modern
machine-production, in cases where that production is left
in the main to the direction of individual enterprise, is
admitted on cvery side, though the devetopment 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 frecedom of industry
imply a clearer recognition of the falgchood of the Jasssez
Jaire position. The'%'ndertaking by the State or the Muni-
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 ndusiries which the State either lmits or
controls in the interest either of a hody of workers or of
the consuming public way be regarded as passing from a
private competitive condition to a public non-competitive
condition. If therelore we wish to ascertain how far and
in what directions social control of modern production
will proceed, we shall examine those industrics which
alrcady exhibit the collective character. We shall find that
they are of two kinds—(1) industries where the size and
structure of the “business” is such that the protection
afforded by competition to the consuming public and to
the workers has disappeared, or is in bequent abeyance;
(2) industries where the waste and damage of excessive
competition outweighs the loss of enterprise caused by a
removal or restriction of the incentive of individual gam.
As we have scen in the analysis of “trusts,” these two
characteristics, wastcful competition and monopoly, are
often closely related, the former signifying the process of
intense struggle, the object and ultimate issue of which is
to reach the quict haven of manepoly.  Generally speaking,
soctal contrel in the case of over-competing industries is
limited to legislative enactments regarding conditions of
employment and quality of goods. Only those industries
tend to pass under public admimstration where 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 methed,
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 * business,” 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 tesults 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
iiwcrease. The railway and shipping industries, for example,
in countries like lngland and the Unijted States, have
already reached a stage of industrial development when the
sucial danger arising from an arbitrary fixing of rates by a
line or a “pool” of lines, from a strike or lock-out of
dickers or railway nen, is gaining keener recognition
every year.  The rapidly growing organisation of both
capital and labour, especially in the fundamental industries
of coal, 1ron, and machine-making, in the machine-transport
industries, and the inost highly evolved manufactorics, gives
to a body of employers or employed, or to a combination
of both, the power at any moment to paralyse the whele or
a large portion of the entire trade of a country in pursuit of
some purely private interest or rescntment, or in the acquis-
ition of some strategical position, which shall enable them
to strengthen their competing pawer or gain a monopaly.
Although the organisation of masses of capital and of labour
may, as is often urged, make industrial 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. Morcover, as these private movements of
capital and labour proceed, the probability of combined
action between employers and employed in a particular
indusiry, to secure for themselves some advantages at the
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public expense, will be a factor of increasing importance in
ndustrial evolution.

The Trade Union movement and the various growths of
Industrial Partnership, valuable as they are from many
points of view, furnish no remedies against the chief forms
of economic monopoly and economic waste ; they can only
change the personality and expand the number of monopo-
hsts, 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 conirol 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 intercsts of the wider public than now,
because such a policy would be far more likely to succeed.

§ 6. When it is said that modern industry is becoming
essentially more collective in character and thercfore de-
mands collective control, what is meant 15 that under
modern industrial developnient the interest of the industrial
socicty as a whole, and of the consuming pubhc 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 com-
monly be seccured by the enactment of restrictive legislation.
Where such partial control is insufticient to sceure the
social interest against moncpoly or waste, State manage-
ment, upon a national, municipal, or such other scale as is
economically advisable, must take the place of a private
enterprisc which is dangerous to soctcety,  This necessity
becomes obvious as soon as the notion of a bLusiness as
being purely * private” or “self-regarding ? in its character
is seen to be directly negatived by an understanding of the
complex social nature of every commeercial act.  So soon as
the tdea of a social industrial organism is grasped, the
question of State interference in, or State assumption of,
an industry becomes a question of social expediency—that
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is, of the just interpretation of the facts rclating 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 welfare. DModern machine-evolution, as is scen,
permits and encourages the wanton invasion and destruction
of forms of capital by the competition of new savings cm-
ployed in an anti-social way. It likewise tends to the
frequent destruction of the value of that labour 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.”?

There are certain wastes of economic power involved
in all competition ; there are certain dangers of monopely
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 eonditson of the most highly evolved
machine-industries of to-day, and develops along with the
corresponding economies, corresponding dangers and wastcs,
larger portions will pass under restrictive legislation or State
management,

The evolution in the structure of capitalist enterprise, while
it breeds and aggravates the discases of trade depression,
sweating, ete., likewise prepares the way and facilitates the
work of social control. It is easier to inspect a few lafge
factories than many small oncs, easier to arbitrate where
capital and labour stands organised in large mmassecs, easier
to municipalise big joint-stock businesses in gas, water, or
conveyance.  lvery 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 pars passu
with this evolution there was a springing up or an expansion

U Wealth of Nations, p. 110
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of other industries not so amenable to large machine pro-
duction, and therefore not prone to the dangers 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 are 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
50 long as large quantities of very cheap hand-labour are
procurable. This class comprises the bulk of what are
commonly called the *“sweaung” trades, conducted for the
most part in the homes of the workers, or in small work-
shops. Most of these trades are rightly regarded as cases
of *“arrested development,” in the sense that they are kept
out of the main course of industrial evolution by certain
special circumstances relating chicfly to the supply of cheap
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 amigration of labour from
country to town and from foreign lands, the diminution of
domestic work for women in the home, these and other
movements leed the large industrial centres with quantities
of unskilled and untrained labour which can be bought so
cheaply that in the lowest grades of many industrics it does
uot pay the capitalist ensreprenenr 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-skiiled, inefficient
labour presenis a grave obstacle to the social and mnral
order of industrial nations, Large masses of *general”
casual labourers, dockers, cheap caommereial cluLs, shop-
assistants, etc,, offer by their presence in the labour market
an unsurmountable obstacle to the hetter organisation of
the occupations to which they adhere.  The low economic
calibre of these grades of workers, their lack of skill, educa-
tion, thetr low standard of consumption, keep alive a
number of small, irrcgular, loosely-managed busincsses,
retarding the legitimate cveolution of organised capitalism,
and sustaining tbe most wasteful and degrading sorts of
competition.
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Economic and social progress demands the destruction
of these arrested developments: sanitary and other
humanitarian legislation should harry the sweating den;
technical and general education should implant more
skill and evoke more wants; trade-organisation, where
practicable, should make for higher wages and other im-
proved conditions of employment; labour colounies and a
mote enlightened poorlaw administration should assist to
drain these malarial marshes. The retarded or discarded
growths of “sweating” trades involve social surgery for their
removal, and the governmental *interference” it involves
should rightly be distinguished from the ‘‘socialism” 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 wark which remain
outside of capitalist production, because they are from their
nature or the necessary conditions of their performance not
amenable te machine industry. In branches subsidiary to
the great routine industrics we have seen 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 factory rule, and that where
the irregularity of the material or of the conditions of
work preclude full wse of routine methods, as over a large
part of agriculture, an economy of small-scale production
SUrvIVes.

Certain recent tendencies of mechanical development
favour, and may even extend, these types of small industry.
The extension of small-power machines and the cheaper
distributien of electric power, under public ownership or
control, might pive a new independence to small masters
in some of our maoufactures; while greater facilities and
cheapness of transport might substitute co-operation of
small farmers for the centralising process even in casecs
where the latter is at present predominant.

These genuine survivals of small businesses tn agriculture
and the manufactures, as also in certain departments of
commerce, areg, as we have scen, attributable to elements
of personal care, skill, and nterest, which, forming im-
portant conditions of success, are found to outweigh the
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economies of large-scale production. They are, in fact,
elements which distinguish the business where they are
found from mechanical industry, and stamp upon it the
character of an art.

Wherever these individoal mental activities of workers
play a 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 are
concerned with producing objects of which the utility con-
sists in their ““beauty”; sometimes they may Le 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 utilitarian order.  But wherever these
characteristics of an industry attain importance, the direct
stream of tendency towards large capitalism and machine-
economy is checked or reversed,

Although, as has been pointed out, the indirect control of
the capitalist system over the surviving forms of small handi-
crafts, farming, retail distribution, and even over the profes-
sions and the fine arts, is sometimes very considerable, the
survival of these large and even growing departments of
industry in small business forms vitalised by individual
qualities of workmanship is a phenomenon of supreme
signtficance.

If, therefore, we provisionally accept the view which
regards the large routine-businesses, where mechanical
methods are dominant, as tending towards a condition
where competition disappears and public control, ultimately
public administration, become necessary, we must clearly
recognise the existence of even larger domains of industrial
activity which, not conforming to this ecanomy, remain in a
state of competition and of private enterprise.

Accepting this method of interpretation, we shall be dis-
posed to regard those large routine-industries, where public
control is growing tighter, and which are striving ever more
successfully to eliminate competition, and to establish forms
of trade agreement or combination, as destined to pass into
the form of public industries.

§ 10. Qur examination of tendencies in the morc advanced
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industrial countries enables us to designate pretty clearly
the general cutline 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
well as the basis of the home, is making its way in various
forms into the work of modern government. While the
present movement as regards agricultural and urban lands
is chiefly directed to securing for the public by taxation an
increased share of land-values, the growing recognition of
the needs of city life imposes everywhere more restrictions
upon the private use of lands and an increased public
ownership of land for special public purposes, In modern
demaocratic countries an increased availability of land for
small settlers, embodying the principle of equal access
to the natural resources of the soil, is rapidly advancing
as a public pelicy. ILegal restrictions upon large estates
or upon other wasteful or extortionate uses of land are a
chief line of governmental action.  But the growth of city
life in populous countries is pressing the demands for a
maore ‘rigorous control over urban areas which makes for
public ownership of city land as the final security for public
hygiene, convenience, ®sthetics, and finance.  How far the
interference with private contract, through the establish-
ment of land-courts and the utilisation of public credit
for converting tenants into ocwners, may turn out to be
the preparatory stage of a process of public ownership
of agricultural lands, occupied by tenants whose pay-
ment for their land may be regarded indifferently as a
tax or a rent, remains a question for answer in the near
future.

In regard to the primary uses of land, practicable socialism
may confine itsell to securing for the State as large a share
of the annual value of the land as it can safely take, and to
mmposing more stringent conditions upon its uses, while
abstaining from any large exercise of public ownersship and
administration.  The greater interest imparted to the public
by modern industry in the limited niineral resources of land,
taken in conjunction with the appearance of cartels, trasts,
and other combinations for the capitalist control of mining
industries, places the latter in the category of those in-
dustrics which appear destined to pass into public enter-
prise, and the fact that 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 development indicated by
our earlier analysis, we shall ascribe to collectivism also the
administration of the chief modes of transport by land,
and probably by water, the main systems of national
and international hichways. The greater part of the rail-
ways of the world are already public industries, and
it is extremely unlikely that Great Dritain and America,
the two important exceptions, will long resist the demand
for nationalisation.

That local transport, especially in city areas, is passing
from private into public enterprise, part passz with other
local routine scryvices, is already sufficiently evident
Although the energy of private capitalist companies has
at present secured this field for private profitable enter-
prise in most cities of the United States and many of
Greal Britain, they cannot long held a position which a
wider survey of the civilised world shows to be a gross
anomaly.

How far the nationalisation of manulacturing industry is
likely to go, we have at present insufficient data for
prophecy. If the prevalence of tariffs encourages the
growth of strong industrial trusts within national areas, the
instinct or necessity of public pratection against these
manopolies may compel civilised states to substitute public
for private monopoly, and to embark upon those funda-
mental metal, and other manwofactures which are wvital
factors in national industry and consumption.  Such a step
would, however, be prefaced by a series of experiments in
taxation and control, through restrictive legislation affecting
prices andd conditions of employmient.  Dut while there is
no early probability of modern industrial states engaging
in manufactures {except for special purposes of revenue or
public security} there is more likelihood of a powerful, new,
direct public control over manufacturing industrics being
exercised through public ownership of manufacturing power.
As electricity becomes more and more the source of
industrial power for manufacturing as well as for transport
services, the ownership and disuibution of this power
will more and more be recognised as a function which
municipalities, or other larger public areas of govern-
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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
to render unnecessary public ownership and working of
specific manufactures.

How far municipal or other public enterprise is likely to
inyade 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 which 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 secore the public health against diseased or adulterated
wares, new invasions upon the domain of private trade will
oceur.

The public abattoirs which already exist in many
Fluropean cities may twm out to be the first stage in a
public meat supply; mwnicipal dairies and bakeries may
displace private trade in bread and milk; while the present
extortionate practices of rings of coal merchants would
hardly be likely to survive public ownership and manage-
ment of railroads, Though the general machinery of credit
and insurance still remains for the most part in private
Lusinesses, considerable encroachments in the shape of
State insurance and public savings banks have been made.
ITere, 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 our present cutlook to recognise
the supersession of private by public enterprise which is
taking place in that department of production which we
erm the professions.  The assumption of education as a
chief function of the State is of course the most conspicuous
instance of this tendency. In most European countries,
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however, the socialisation of medical services and of general
hygiene is advancing at a considerable pace. Even in Great
Britain the majority of our hospitals and infirmaries are
publicly supported and managed, and public 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 caver new areas of
controversy, reforms of procedure, as in bankruptecy and in
the administration of Public Companies Acts, gratuitous
legal advice of magistrates, criminal defences paid out of
the public purse, and various other movements illustrate
this slow, uneven, but continuous advance towards the fuller
nationalisation of justice,

The routine trades or professions engaged in supplying
common forms of recreation are also becoming socialised,
partly as appendages of public education or of public
hygiene. Art gallenies, free libvaries, public parks and
gardens are but a few of the embellishments of civic life
which form important bases of public professions and
industries.

§ 11. We now stand facc Lo face with the mam ohjection
s0 often raised against all endeavours to remedy industrial
and social diseases by the expansion of public control.
Competition and the zest of individual gain, it is urged,
furnish the most effective incentive tn enmterprise and
discovery.  Assuming that society were structuwrally com-
petent 1o administer industry officially, the establishment
of industrial order would be the death blow to industrial
progress,  The strife, danzer, and waste of industrial com-
petition are necessary conditions to indnostrial vitality.

How much foree do these aljections contain in the light
of the information provided by our study of industiin}
evolution? It should be recognised at the outset that the
economic individualist is not a conservative, defending an
established order and pointing out the dangers attending
proposed innovations,  Our analysis of the structure of
modern industty shows the progressive socialisatton of
certain classes of industry as a step in the order of events,
equally natural and necessary with the earlier steps by which

27
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machine-industry superseded handicraft and crystallised in
ever larger 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 legishative 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 Parhameut, an
eminently unscientific mode of reasoning.

But though this growing exercise of social control can-
not be refwrdul as “fighting against the constitution of
things,” ! it may be considered by those who hold we have
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 strifc in commerce may be regarded as a mark of
diminishing vitality, which seeks immunity from effort and
an equable condition of material comfort, in preference to
the risks and excitement of 2 more eventful and arduous
carger.  Order will be purchased at the price of progress ;
the abandeament of mdividual enterprise in industry is part
of the decadence of humanity. This is the interpretation
which Dr. Pearson, in his Natlonad Life and Characier,
places upon the socialistic tendencies of the age: the sup-
pression of competitive industry in order to cure poverty,
physical misery, and social injustice, will praduce a society
which is “ sensuous, genial, fibreless.”  The validity of such
a judgment rests upon tweo assumptions: first, that social
control of industry necessarily crushes the spirit of indi-
vidual enterprise and checks industrial progress; secend,
that extension of State control over capitalist, industry
necessarily implics a diminished scope of individual control
in the production ol wealth,

The first assumption is open to a number of criticisms
which must be held to greatly modify its force, and which
may be summarised as follows :—

{1) Much individual Cntorprise in industry does not make
for industrial progress. A larger and larger proportion of
the energy given out in trade competition is consumed in

!V Spencer, Cowzernnporary Revdemr, March 1884
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violent warfare Hetween 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 invention, 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 offered in socially-
controlled industry, not merely publicity and honour, but
such direct material rewards as were useful.

Industrial history shows that in maodern competitive
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 made money out of their
inventions. On the other hand, the exfreprencur, 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 induace
him to apply his ** business " qualities to the undertaking.

(4) The same charges of weakened individual interest,
want of plasticity and enterprise, routine torpidity, are in a
measure applicable to every large business as compatred with
a smaller. Adam Smith considered them fatal barriers to
the growth of joint-stock entetprise outside a certain
narrowly-defined range. But the e¢conomies of the large
business were found to outweigh these considerations.  So
a well-ordered state-industry may be the most econoemical
in spite of diminished elasticity and enterprise.

But while these considerations qualify the force of the
contention that state - control would give no scope for
industrial progress, they do not refute it.  The justification
of the assumption by the State of various functions, military,
judicial, industrial, 1s that a safe orderly routine in the
conduct of these affairs is rightly purchased by a 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 modern
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 experimental and
more mechanical. It 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
m 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
routineg businesses, into the ranks of state-industry.  If the
chief object of society was to secure continual progress in
military arts and to educate to the utmost the military
qualities, it wonld 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
1t mduces 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 not, however, understood to
imply 2 dimination of individual enterprise, but an altera-
ticn in its application.

11, starting from this point of view, we regard human life
as comprising an infinite number of activities of different
sorts, operating upon different planes of competition and
educating different human ** litnesses,” we shall understand
how the particular phase of industrial evolution we are
considering is related to the wider philosophic view of life.
All progress, from primitive savagedom to modern civilisa-
tion, will then appear as consisting in the progressive
socialisation of the lower functions, the stoppage of lower
forms of competition and of the cducation of the more
brutal qualities, in order that a larger and larger proportion
of individeal activity may be engaged in the exercise of
higher functions, the practice of competition upon higher
planes, and the education of higher forms of fitness.
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If the history of past ctvilisation 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-contrel
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 iuman 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, will imply
a net diminution in the scope of individual self-expression,
rests upon the patent fallacy of assigning certain fixed
and finite limits to human interest and activity, so that
any encroachment frem the side of routine lessens the
absolute scope of human spontaneity and interest.  1f, as
there is reason to believe, human desires and the activities
which are engaged in satisfying them are boundless, the
assumption that an increase in 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 alone can cxplain and Jjustify each
step in progressive socialism, is the attainment of a nct
cconomy of individual effort, which, when it 1s rcleased
from exercisc upon a lower plane of competition, may
be devoted to excrcise upon a higher.  1f the result of
extendimy social control over industiy were mercly to hring
about a common level of mulerial comfort, attended by
spiritual and intellectozal torpor and contentment, the move-
ment might be natural and nceessary, but could hardly be
termed progress.

But such a view is based upon a denial of the axtom that
the satisfaction of one want breeds another want. Experi-
ence does not teach the decay but the metamorphosis of
individuality.  Under socialised industry progress in the
industrial arts would be slower and would absorb a smaller
proportion of individual interest, in order that progress in the
finer intellectual and moral ars wight be faster, and might
engage a larger share of life.  To future geocrations of more
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highly evolved humanity the peculiar barbarism 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 1t 1s 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. 1ndustrial progress would undoubtedly
be slower under state-control, because 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 net,
however, right to assume that progress in the industrial
arts would cease under state-industry ; such progress would
be slower, and would itsell partake of a routine character—
a slow, contmuous adjustment of the mechanism of produc-
tion and distribution to the slowly-changing needs of the
community. ’
§ 12. A most important misunderstanding of the line of
industrial development arises from a conviction that all
production of wealth embodied in matter tends to pass
under the dominion of machinery, that an increasing
number of workers in the future will become machine-
tenders, and that the state-control of machine-industry would
bring the vast majority of individuals into the condition of
offictal machinc-workers.  'This, hawever, is by no means
a reasonable forecast. In competitive machine-industry,
althongh it is to the interest of the individual business to
“save ” as much labour as possible, the play of competition
causes to be made and worked a much larger quantity of
wachinery than is enough to mamtain the current rate of
consumption, and thus keeps in the ranks of manufacture a
much larger quantity of labour than is socially necessary.
Yet 1o a typical manufacturing country like England statis-
tics show that the proportion of the working population
engaged in machine manufacturcs is not increasing. If,
then, by the gradual elimination of competition in the
wmachine-industries, the quantity of machine-work were kept
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down to the social requirements 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 hecome of the increasing
proportion of the workers not required by machinery? will
they go to swell indefinitely the ranks of distributors?
Will the number of merchants, jobbers, speculators, shop-
keepers, agents, middlemen of various sorts, grow without
limit? Assuming that the work of distribution were left to
competitive enterprise, and that the quantity and quality of
consumption remained the same as now, this result would
scem necessarily to follow. The labour saved in manu-
facture would pass, as it does now, to intensify the com-
petition of the distributive trades and to subdivide 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 departiments of distribution, the anti-social
power thus bestowed upon individuals would necessitate
the extension of statc-control to them also.  The work
of distribution would thus pass into routine-industry ad-
ministered by the public for the public lnterest,  Thus the
area of socialised industry would extend until it absorbed
one after another all industries possessing the machine-
character and capablc of administration by routine. It
might thus appear that, after all, the forchodings of the
individualist would be venficd, the work of life would be
reduced to a dull monotonous mechanisin grinding out
under burcaucratic sway an cver growing quantity of matcrial
comforts for a community absorbed in the satisfaction of its
orderly Lehaviour,

This goal scems nevitable if we assume that no change
takes place in the quantity and quality of the consumption
of the community, that mdividual consumers save or try
to save the same proportion of their incomes as now,
and apply the portion that they spend to the purchase
of increased quantities of ever-cheapening machine-made
goods.

But are we justified in considering it necessary, or even
probable, that consumption will in amount and character
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remain unchanged? In proportion as the large industries
pass into the condition of monopolies, whether under
private or public control, the area of safe and profitable
mvestment for the average “saving” man will be more
restricted.  Thus some of the uscless “saving” which
takes the shape of excessive plant, machinery, and other
forms of capital will be preveated. In other words, the
quantity of consumption will increase, and this increase will
give fuller employment to the machinery of production and
1o the labour engaged in working it and in distributing the
increased product. 1f, however, increased consumption
merely took the form of consuming increased quantities of
the same material goods as before, the gain would be limited
1o 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 betterto-do. A mere increase in quantity of
consumption would do nothing to avert the drifting of
industry into a bureaucratic mechanisn.

§13. It is to improved quality and character of consump-
tion that we cau alone look for a guarantee of social progress.
Allusion has been already made to the class of artistic and
intellectual work which cannot be undertaken by machinery.
It must never be forgotten that art is the true antithesis of
machinery. The essence of art in this wide sense is the
application of individuval spontaneous human effort.  Each
art-product is the repository of individual thought, feeling,
cffort, each machine-product is not.  The *“art” in machine-
work has been exhausted in the single supreme effort of
planning the machine; the more perfect the machine the
smaller the proportion of individual skill or art embodied
in the machine-product.  The spirit of machinery, its vast
rapid power of multiplying quantitics of material goods
of the same pattern, has so over-awed the industrial
world that the craze for quantitative consumption has
seized possession of many whose taste and education
might have enabled them to offer resistance,  Thus, not
only our bread and our boots are made by machinery,
but many of the very things we misname ““art-products.”
Now a just indictment of this cxcessive encroachment of
machinery is nol based upon the belief, right or wrong,
that machinery cannot produce things in themselves as
fit or beautiful as art.  The true inadequacy of machine-



MODERN CAFPITATLISM. 425

products rfor human purposes arises from the fact that
machine-products are 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
shape, size, colour, material, to assimilate their consumption
1o one another, machinery will supply them. But since no
two individuals are 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 machinery over the workers (ends to
the destruction of individuality in wark, 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 consumers
by imposing a common character upon their consumption.
The progressive utilisation of machinery depends upon the
continuance of this indiscriminate consumption, and the
willingness of consumcrs to employ every increase of income
in demanding larger and larger quantities of goods of the
same pattern and character.  Once suppese that consuniers
refuse to conform te a common standard, and insist more
and more upon a consumption adjusted to their individual
needs and tastes, and likewise strive to follow and to satisfy
the changing phases of their individual taste, such individ-
uality in consumption must impose a corresponding -
dividuality in production, and machinery will be dethroned
from industry. lLet us take the example of the cloth-
ing trade. Provided the wearing public will consent to
wear clothes conforming to certain connnon patterns and
shapes which are only approximate “ fits,"” machinery can be
used to make these ciothes; but if every person required
his own taste to be consulted, and insisted upon an exacti-
tude of fit and a conformity to his own special idcas of
comfort, the work could no longer be done by machinery,
and would require the skill of an *artist.” It is precisely
upon this issue that the conflict of machine zersus hand-
labour is still fought out.  "T'hc most Lighly-finished articles
in the clothing and boot trades are still hand-made; the
best golf-clubs, fishing-rods, cricket bats, embody a large
amount of high manual skill, though articles of fair average
make are turned out chiclly by machinery in large quantitics.
These hand-made goods are produced for a small portion of
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the consuming public, whose education and refinement of
taste induces them to prefer spending their money upon a
smaller quantity of commeodities adjusted in character to
their individual needs, than upon a larger quantity of
common cominedities.

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 play a 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
ordinary material consumption, i1t 1s 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 yet reached. The luxury and foppish
refinement of a small section of ‘“fashionable” society,
unnaturally relicved of the wholesome necessity of work,
cannot be taken as an indication of the ways in which ndi-
viduality or quality of consumption may or 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 scems reasonable to expect
that on the whole machinery 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 otder life as to secure, not
mercly the largest amount of individual freedom or self-
expression, but the highest quality.  If an undue amount of
individuality be devoted to the production and consumption
of food, clathing, cte., and the conscious, refined cultivation
of these tastes, higher forms of individual expression in
work and life will be neglected. The just economy of indi-
viduality will thercfore relegate eertain branches of produc-
tion to maéhinery, 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,
50, as they gradually develop higher material wants, and,
after these are satished, @sthetic, intellectual, moral wants,
their individualism becomes morc and more marked. It is
therefore in the most highly developed, or, as they are some-
times called, the more “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 nceds, will be
common to all, and will engage little individual attention.
These may be graded as routine wants, and may be satisfied
by machine-made goods. As a society, safely ordered in
the supply of ordinary physical comlorts, continued to
develop, a less and less diversity would show itself in the
ordinary aspect of its material civilisation, beccause the
individuality which once found expression there is raised
to 2 higher plane of activity. The enrichnient and enlarge-
ment of human life in such a society would undoubtedly
manifest itself in a greater likeness between the individual
members in the lower modes of life, but the extent of indi-
vidual difference in the higher modes would be ever widen-
ing. The object of the levelling in the lower processes of
life would be that higher individual differences might have
opportunity to assert themselves.  Ina progressive saciety
thus conceived, where socialisation and individuation grow
inseparably related and reacting on one another, there is
evidently no fixed limit to the progress of machinery.  As
each higher want is educated, some lower want will drop
into the position of a routine-want, and will pass into the
rightful province of machinery,  But though a large propor-
tion of material commodities would doubtless be made by
machinery, it is not signified that art will be banished from
what are commonly called the industrial arts.  On the con-
trary, art may be in many ways the friend and co-operator
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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, tlie 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 1s hard, dull, dangerous, monotonous, and
uneducative, while that which is pleasant, worthy, interest-
ing, and educative is reserved for the human agent?

§ 14. Machinery is thus naturally adapted to the satisfaction
of the routine waunts of life under social control.  The charac-
ter of machine-production, as has been shown, is essentially
collective. The mua'adies of present machine-industries are
due to the fact th,  'his cellective character is inadequately
recognised, and + chinery, left to individual enterprise and
competition, oppresses mankind and causes waste and com-
mercial instability. 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.
Iti this way alounc can society obtain the full use of the
“labour-saving” character of machinery, minimising the
amount of human cxerticn engaged in tending machinery
and maxmising the amount engaged in the free and
interesting occupations.  Engaged in satisfying the steady,
constant needs of society under social regulation, machinery
would no longer be subject to those fearful oscillations of
demand which are liable unforeseen to plunge whole
masses of workers into unemployment and poverty, and to
waste an infinite amount of “saving.” Where 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 uscless to endeavour to
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predict how far art will continue to occupy itsell 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 ina 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-
peoint 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 1s hardly too much to say 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 te consume in order
to demand increased quantities of the _ame articles they
consumed before, or flash variety of tu ionable goods in
no wise adjusted to individual need or .aste, they extend
the dominion of machinery. In 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 formula called
the Law of Diminishing Returns, which casts a dark shadow
upon industrial progress as it is commonly conceived.  ‘The
more food and clothing, fuel, and other material goods we
require, the further we have to go for the material, and the
harder it is to get: we must plough inferior lands yielding
smaller crops, we must sink deeper shalts for our ceoal and
iron.  As our population grows ever larger, and this larger
number wants more and more pieces of the earth to feed

1 Professor Jevons’ work upon this branch of Feononiics was marred
by an altempt to treat it purely mathemalically, that is lo reduce qual-
itative to quantilalive differences—an impossibility.  Among recent
writers, Professor Patten, of Pennsylvania University, has made Ly far
the most important contributions towards a systematic trealment of
the economics of zonsumption.
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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 the economies attending large-
scale machine-production.

This danger will also be found to result entirely from the
quantitative estimate of human wealth and human life,

Confining our view for the moment to that branch of
production which is engaged in providing food, to which
the Law of Diminishing Returns is held to apply with
special rigour, we 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 country persist in maintaining a single
narrow standard of diet,; and use the whole of their land
for growing wheat and ramsing sheep, not merely do they
waste all other fine productive qualities belonging to
certain portions of the cuitivated 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 hest, instead of grading its land ex-
clusively according to its wheat or sheep-mising capacity,
it is able to defeat the “niggardliness of nature” which
asserts {tself when the community insists upon a continual
extension of the same demands. For land which may
be very had for wheat-growing or grazing, which may
even be “below the margin of cultivation” for these
purposes, may be well adapted for producing other com-
modities. A large variety of alternative uses will enable
us to get the largest net amount of utilities out of Nature,
and a community which, in licu of an extension of demand
for the same commodities, asserts its civilisation in the
education of new demands and a greater complexity in

! Patten's Preamises of Political Kcanemy, chap. iv.
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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. It is simply one more
example of the economy attainable by diviston of labour
and specialisation of function.

§ 16, What applies to food will equally apply to the use
of the earth for providing the raw material of all other forms
of material wealth. A people with growing variety of con-
sumption is ever finding new and more profitabie uses for
slighted or neglected capacities of nature, The social
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 neceds of mankind seeking the full harmonious
development of their faculties in their given physical en-
vitonment. A progressive cultivation of taste for a variety
of strong drinks, though it might provide an increased
number of alternative uses for the soil, and might enhance
the aggregate market-values of tlie wealth produced, would
not, 1t is generally held, make for social progress. That
nation which, in its intelligent attainment of a higher
standard of life, is able to thoroughly assimilate and har-
monise the largest varicty of those praducts for which their
soil and climate are best adapted, will be foremaost in
industrial progress and in the other arts of civilisation which
spring out of it

The case 15 a simple one. A mere increase in the variety
of our material consumption relieves the strain imposed
upon man by the limits of the material universe, for such
variety enables him to utilise a larger proportion of the
aggregate of matter. Dut in proportion as we add to mere
variety a higher apyreciation of those adaptations of matter
which are due to human skill, and which we call Art, we pass
outside the limits of matter and are no longer the slaves of
roods and acres and a law of diminishing returns. So long
as we continue to raise more men wha demand mure food
and clothes and fuel, we are snbject to the limitations of
the material universe, and what we gt cver costs us more and
bepefits us less.  But when we cease to demand more, and
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begin to demand better, commadities, more delicate, highly
finished and harmonious, we can increase the enjoyment
without adding to the cost or exhausting the store. What
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 art come to an end? When we are
dealing with qualitative, r.e. 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 n 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 the art of living we shall be likewise free.

§ 17. So far the consideration of reformed qualitative
consumption has been confined to material goods. Buta
people moving along the line of progress, seeking ever a
more lighly qualitative life, will demand that a larger pro-
pertion of their energy shall be given to the production and
consumption of intellectnal goods.

This world hkewise 1s at present largely under the
dominion of Machinery and a Law of Diminishing Returns.
By making of our intellectual life a mere accumulation of
knowledge, piling fact upon fact, reading book vpon book,
adding science to science, striving to cover as much intel-
lectual ground as possible, we become mere worshippers
of quantity. It is not unnatural that our commercial life
should breed snech an intellectual consumption, and that
the Tnglish and American nations in particular, who have
beyond others developed machine-production and  the
quantitative genis for commerce, should exhibit the same
taste in their pursuit after knowledge, Pace, size, number,
cost, are ever on their lips. T'o visit every European capital
in a fortnight, see acres of pictures, cathedrals, ruined castles,
collect out of books or travel the largest mass of unassorted
and undigested information, is the abject of such portion of
the commercial life as can be spared from the more serious
occupations of life, piling up bale after bale of cotton goods
and eating dinner after dinner of the same inharmoniously
ordered wvictuals,

Qur schools and colleges are engaged in turning out year
by year immense guantities of common intellectual goods.
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Qur magazines, hooks, and lectures are chiefly machine-
products adjusted to the average reader or hearer, and are
reckoned successful if they can drive a large number of
individuals to profess the same feelings and opinions and
adopt the same party or creed, with the view of enabling
them to consume a large number of copics of the same
intellectual commodities which can be turned out by intel-
lectual machinery, instead of undergoing the effort of think-
ing and feeling for themselves. ‘T'his danger, connected
with the rapid spread of printed matter, is a grave one.
Happily there are visible here also counteracting influences,
forces that tend to individualise 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 people to give
more time and attention tu intetlectual consumption ; they
must demand intellectnal goods vitally adjusted to their
individual needs.

§ 18. To the increased regard for quality of life we must
likewise look to escape the moral maladies which arise frum
competition.  For what is the cause of anti-social com-
petition? It is the hmitation of quantity.  Two dogs are
after one bone. Two persons wish to consume one com-
modity at the same time. Now, even in matenal goods, the
more qualitative consuniption becomes, and the more insist-
ent each individual s upon the satisfaction of his pecnhar
tastes, the smaltler will be the probability that two persons
will collide in their desires, and struggle for the possession
of the self-same commodity,  Lven in art-objects which are
still bounded by matter, among genuine lovers of art the
individuality of each stands out in mitigation of the
antagonismm of competitinn, for ne twoe will have precisely
the same tastes or estimates, or will seck with equal avidity
the same embodiments of art.  As we rise o purely intel-
lectual or moral enjoyments, competition gives way to
generous rivalry in eo-operation. In the porsuit of know-
ledge or goodness the rivalry is ne longer antagonism—
what one gains another does not lose.  Oone man's siccess
is not another’s fmlure.  Ou the cantrary, the enrichment
of one is the e¢nrichment of all.  Both in the production
and the consumption of the highest gonds of Science, Art,
and Virtue, social, not anti-social, motives are the chief

28
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stimulus. In the highest forms of consumption, the practice
of the noblest arts of life, the enjoyment of the finest
intellectnal and spiritual 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
*spirit of the age”; the enjoyment of such knowledge is in
an even wider communication. The practice and enjoy-
ment of the arts of goodness are necessarily social, because
the good life can only be lived in a good society. Spinoza
has summed up the truth in saying—* The highest good is
common to all, and all may equally enjoy it.”  So it appears
that the highest goods arc cssentially at once individual
and social, pointing once more the attainment of the higher
synthesis in which the antagonism of the “one” and the
*all,” which shows itscll in the lower planes of competing
effort and enjoyment, disappears.

§ 19. One necessary condition of this progressive life
cannot be ignored.  THuman life itself must become more
quahtative, not only in its functional activities, but in its
physical hasis.  The greatness and worth of a community
must be seen more clearly to consist not in the numbers,
but in the chameter of its members. If the number of
individuals in a socicty continually increascs, no reform in
methods of eonsumption can 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 wlhich are, and in spite of all improved methods of
treating nature will remain, wltimately subject to a law of
diminishing returns : so, less and less energy can be spared
for the Yife of varied and delicate consumption, high indi-
viduality and intellectual and moral growth.  Professor
Geddes has well expressed the tmportance of this truth:
“The remedy lies in higher and higher individuation—
f.e., if we would repress excessive multiplication, we must
develop the average individual standard throughout society.
Population not murely tends to out-run the means of sub-
sistence, but to degencrate helow the level of subsistence,
so that without steadily «lirccting more and more of our
industry from the production of those forms of wealth
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which merely suppert 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.”!

§ 20. One final consideration remains.  Modern large-
scale industry has enlarged and made more distinct an
unnatural and injurious separation of the arts of production
and the arts of consumption. Work has become more and
more differentiated from enjoyment, and in a twofold way.
Modern machine industry has in the first place sharpened
the distinction between the “working classes,” whose name
indicates that their primary function is to labour and not 1o
live, and the comfortable classes, whose primary function
is to live and not to labour, which private eoterprise in
machine-industry has greatly enlarged. The extremes of
these large classes present the divorcement of labour and
life in startling prominence. But since wotk and enjoy-
ment are both human functions, they must be organically
related in the life of every individual in a healthy com-
munity. It must be recognised to be as essential to the
consumer to produce as for the producer to consume. The
attempt on the part of an individual or a class to escape
the physical and moral law which requires 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 book upon Zhe Diseases of
Occupations, points the inevitable lesson in the high rate of
disease and mortality of the “unoccupied class” in that
period of their life when they have slaked their zest for
volunteer exertion and assume the idle life which their
economit power renders possible. The man of “inde-
pendent means ” cannet on the average keep his life in his
body nearly so long as the half-starved, ill-housed agn-
cultural labourer, from whose labour he draws the rents
which keep him in idleness.  The same law applies in the
intellectual world.  The dilettante person who tries to
extract unceasing increments of intellectual or wsthetic
enjoyment from books or pictures or travel, without the
contribution of steady, painful intellectual effort, fails to

L Professor Patrick Geddes, Clarms of Latowr, GO Fhe Focturion
of Sexr, chap. xx. (Contemporary Science Series: Waler Seon
Publishing 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 worker. Industry which is purely
monotonous, burdensome, uninteresting, uneducative, which
contains within itself no elements of enjoyment, cannat be
fully compensated by alternate periods of consumption or
relaxation. The painful effort involved in all labour or
exertion 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
human standpoint, it is the presence of this which dis-
tinguishes every art. Hence in a progressive society we
must Jook 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 be able
to absorb a larger share of human exertion.

The arts of production and consumption will, in the
evolution of a wholesome industrial society, 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 brings the identification of life, a continuous
orderly intake and output of wholesome energy. This
judgment, not of *sentimentalism” but of science, finds
powerful but literally accurate expression in the saying
of a great modern thinker, ** Life without industry is guilt,
imdustry without art is bruiality.”  Just in proportion as
the truth of the latter phrase finds recognition the con-
ditions which make “life without work” possible will
disappear. Lverything in human progress will be found to
depend upon a progressive realisation of the nature of good
“consumption.” Just in propoition as our tastes become
so qualitative that we require to put our own spontaneity,
our sense of beauty and fitness, one vital force, into what-
ever work we do, and likewise require the same elements of
spontaneity and individuality in all we enjoy, the economic
conditions of a perfect society will be attained.
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§ 21. 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 refetence 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 develop they disclose
certain material wants which are common to all or most
members, and are less subject to fluctuations in quantity
or quality of demand than others. These routine wants,
representing that part of consumption which is common,
can be supplied most cconomically 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 3s
worked for the benefit of sections of the community whose
interests conflict, botlh with one another and with the
general interest, an iminense amount of waste and danger
arises from the working of 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 commoditics it supplies to the public.  Such
industries as develop these economic powers of monopoly
in the highest degree, and in relation to the supply of
prime necessaries or comforts of comman life, pass gradually
mntn the condition of public industries organised for the
public good. It seems likely that all the important machine
industries engaged in satisfying common routing wants will
gradually develop the monepolic characteristics which acerue
to large production, and will pass by degrees through the
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different phases of public 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 natura) tendency to supply common wants
by common efforts.  So long as the commeon wants in their
wider significance only extend to protection of the person
and of certain forms of personal 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 1o 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
&'étre of this mereased social cohesiveness is to economise
and enrich the individual life, and to enzble the play of
individual energy to assnme higher forms out of which more
individual satisfaction may accrue, more and more human
effort will take shape in industries which will be left to
individual 1nitiative and control, the arts in which the
freedom of personal spontaneity will find scope in the ex-
pression of physical or moral beauty and fitness and the
attainment of intellectual truth.  The infinite variety which
these forms of artistic expression may assume, {raught with
the individuality of the artist, will prevent them from ever
passing into “routine” or “common” industries, though
even n the fine arts there will be certain elements which, as
they beecome part of the common possession, will become
relatively void of individual intcrest, and will thus pass into
a condition of routine activity. The idea of continuity in
human progress demands this admission. But since each
encroachment of routine upon the * fner aris 7 15 motived by
a priur shifting of the interest of the consumer into forms
of higher refinement, there will be a net gain and not a loss
in the capacity of individual exercise in artistic work. In
every form of human activity the progress of routine
industry will be the necessary condition of the expansion of
individual freedom of expression.  But while the choice and
control ¢f each higher form of “industry” will remain
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individualistic, in proportion as the moral bonds of society
obtain fuller conscious recognition, the work of the “artist ”
likewise will be dedicated more and more to the service of
his fellow-men. Thus will the balance of the social and
individual work in the satisflaction of human wants be
preserved, while the number of those wants increase and
assume different values with the progress of the social and
individual life.
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THE EVOLUTION OF MODERN CAPITALISM. g4I
Part 1.

§ 1. The increasing atlention recently given by govern-
ments and private economists to statistics cf production
and of cccupations enables us to trace with more certainty
and exactitude the changes of business structure taking
place in the industrially developed countries.  The advance
of capitalistic methods in the industry, commerce, and
finance of such countries as the United States, Germany,
and Japan enables us both 1o verify and to correct general-
isations based too exclusively upon the example of Great
Britain, and the experience of these later followers of
capitalism  lhas disclosed some new developments in
economic structure,

The statistics of all these countries testify 1o the truth of
the central law of the evolution of capitalism—uviz, the
movement of businesses engaged in the routine processes
of manufacture, trade, transpost, mining, and finance into
large joint-stock firms, employing larger numbers of workers,
turning out increasing cutputs, and hmiting free compets
tion by various modes of rcgulation, co-operation, and
combination.

The continued growth of jointstock enterprise i Great
Britain 1s attested by the targer increase in the number of
Registered (,ompames as well as by the larger though less
r:lpldly increasing aggregate of the captal invested in these
forms of business.

Rrctsteren Conraxies 1y GREAT BriTary.

Year. Number. Paid-up Capital.
1000 - - 20,730 - An62640016
1905 . - 30,6016 1,950.337.135
1910 - - 31,787 2,1758,610,734
1913 - - 00,731 © 245740057

If we accept the rough estimate made by the Foral
Report of Census of Lroduction (- 30) af the total capital
employed in the manufacturing, mining, transport, and dis-
tributive trades as amounting in 1907 to a figure between
4,200 millions and 5,000 millions, we shall come to the
conclusion that a little less than hall of the total business
of the country had by that time passed to the joint-stock
form. The fact that the total number has grown consider-



4472 THE EVOLUTION OF

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 enterprise, and the consequent displacement of
individual businesses and private firms, is given by the
camparison of the resnits of the Censuses of 1904 and 190y
m the manufactures of the United States.! During the
term of five years the proportion of the total number of
establishments under the control of Corporations increased
from 23.6 . to 235.07". The proportion of wage-earners
employed by Corporations increased from 70.6% to 75.6%.
The proportion of the value of the manufacturing product
turned out by Corporations grew from 73.7/4 to 59.0%.
The value added by the process of manufacture (7e, the
net product) increascd from 7107 to 77.2%.

Another interesting table in the sams Report? bears
even closer testimony to the concentration of capital in
manulactures by showing the increasing proportion of
(1) number of workers; (2) quantity of gross product;
{3} quantity of net product, in the bands of large businesses
with a “value of product ” exceeding one million dollars.

Per cent. of Per cent. of Per cent. of

Workers. Product. Net Product.
1004 23.0 380 209.9
1909 30.5 43.8 - 35.7

% 2. We have seen that the concentration of capial in
the sense of the tendency of businesses to take larger shapes
and to limit competition is not a law of universal applica-
tion in the world of business. In agriculture, in mining, n
manufacturc, in trade, in transport, and even in finance,
there are sowme business processes favourable to the main-
tenance of small businesses. Nor is this economy of the
small or moderatesized business confined to processes
where expensive machinery 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
carning of the big business, at any rate as regards manu-
facturing esiablishments.  In the texule, metal, and other

Vo Seadfstical déstract of the U5 A4, Now 131 ? Nu. 132
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staple manufactures in different countries, capital and labour
tend to flow in to productive nnits of a more or less uniform
size and composition, forming a representative or dominant
type.

Amaong spinning and weaving businesses in lancashire
it has been shown that there is a representative type, in
respect to number of spindles and looms, to winch the
industiy tends to conform. That number is larger in 1911
than prevailed in 1889, hut definitely, not indefinitely,
larger., There i5s now in Lancashire a size oc type for each
branch of work beyond which it evidently is not profitable
to lay out a business, unless some unusual circumsiance
favours a larger type.  An extremely valuable staustical
enquiry by Professor 3. J. Chapman and Mr, 'I'. 8. Ashton
into *“'The Size of Busmesses mainly in the Textile Indus-
tries,”! places before readers a large amount of well-sifted
evidence regarding textile business 1n various countries.

Related to the question 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 upon the specialisa-
tion of business types. There may, indeed, be more than
one type of maximom etficiency 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 1o
circulating capital, or of capital as a whole to tabour
employed. To those who grasp the conception of a
Business as an organic slructure these conclusions will
appear «, priort rcasonable.” But the accumulation of
evidence gives them a sound inductive foundation. Tt may
here suffice to state in gencral terms the results of recent
inquiries in the summary which Messrs, Chapman and
Ashton append 1o their study:—

“Generally speaking, theie would secin to exist 1o industries
or branches of mdustnes, of adequate size, under ziven sets
of conditions. typical or vepresentative magnnudes to which
businesses tend to grow, tvpical propartions between their parts
and typical constitutons,  The number of spindles possessed by
an exclusively spinnimg firmy, the proportion of spindles to looms
in a combined firm, and even their absclute numbers, the form
of government ongmally, whether autacracy, ohigarchy, or

Y el of Kapal starisedoad Soc, April 1914,
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elected directorate, all would seem to be subject mare or less
to law analogous to natural law. Indeed, the growth of a
business and the voluine and form which 1t uttimately assumes,
are apparently determined in somewhat the same fashron as the
development of an organism 1n the animal or vegetable world.
As there 15 a normal size and form for a man, so, but less
markedly, are therc normal sizes and forms for businesses,
AMany varauons about the huthan type are to be found, accord-
ing to variations m antecedents and enviromments and in those
uuknown causes which for the sake of convenience are termed
chance, But & type will emerge in any given place or time
which results from the fundamental facts of our nature.
Roughly, a sinmlar transformation mayv be expecied mn the
industrial werld. according te the showing of our analyses of
facts, though more and greater vanations are te be found in the
case of individuals.”™!

The determinant factors of sizes are partly objective.
Conditions relating to the provision of mechanical power,
available local supplies, the maximum workable size of
engines, the economy and waste of transmission, are of
leading importance. These objective conditicns determine
the mechanical limit of maximum efficiency, and limit the
size of the single productive establishment. But modern
organisation ay (dace several or many establishments
under the same control and management. The limit to
the size of the business as a financial and managerial unit
is far more elastic, for though it is true that A straitened
supply of initiating, orgamsing, and directing ability, for
instance, is bound at some point to evoke decreasing
returns in a business,” it is not easy to find these limits
experimentally.  Modern business finance is continually
engaged in discovering new forms of co-operation ar federal
union between formerly “independent” businesses which
can raise the magnitude of “the subjective units of maxi-
mum efficiency ™ towards a level which gives it an effective
control of the selling market.

§ 3. How far this admitted limitation of the productive
¢fficiency of concentrated capital furnishes a natural check
upon economic monopolics still remains a matter of acute
controversy. In some lines of business the limit of maxi-
mum efficicncy may not be reached until a substantial
monopoly has been attained.  The limit of productive

U Jonrnal of Stalisticed Soc., p. 313
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efficiency may compel the survival of a considerable number
of businesses in the textile and nietal 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 banking or other
branches of finance the business unit of maximum efficiency
may be so large as to render elfective competition impossible
over many fields of enterprise.  In Great Britain, as in the
United States and wherever railroading has remained a
private enterprise, the absorption of small and weak by
large and strong companies has been continuous, and
working and rate arrangements between formally competing
lines have been more frequent and better maintained. In
Great Britain, even before the war, railway companies,
fixing rates between competitive points, had led, first, 1o
arrangements between single companies with a view to
more eccnomical 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 1890 the number of Jont Stock Banks in England
and Wales was 1045 in 1900 it had fallen to 77, in 1910 to
45, in 1915 to 37.  The number of branches had increased
during the same period—18go-t915—frum 2,203 to 6,026,
The deposits rose during this period from £ 308,663,000 to
A092,555,000. That is to say, onethird of the former
number of banks did nearly three times the former volume
of business. ‘The diminution 1n the number of private
banks during the same period is quite as significant. In
1895 there were 38; in 1900, 1y; 10 1915 they had shrunk
to 7.1 .

§ 4. But amalgamation, in the strict sense of the word, is
not the commonest mode: of limiting competition, securing
economy of administration, and controlling markets.  Too
much attention has been accorded to a few dramatic in-
stances of amalgamation along horizantal and verticat tnes
of movement, too little to the numerous experiments in
associations, federal or other, shart of amatgamation, which
constitute the main trend of modern capitatistic combination.

! Banking Supplement of 74he Econemist, May 20th, 1916,
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According to Mr. Macrosty’s serviceable analysis,! the
lowest or weakest class of business associations are *‘ 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 prices and price changes. ‘They generally leave
restriction of output alone.  But the industrial combination
is uspally directed not merely to price lists but to that
regulation of output which is essential to a control of prices.
The essential feature of the Cartels or Syndicates which
are so conspicuous in the recent capitalism of Germany, is
the agreement as to quantities and proportions of supplies
to be put upon the market. The general character of these
cartels has already been described.? But an interesting
development of recent German experience has been the
establishment of Sales Associations, whereby the members
of the Syndicate form a joint-stock <company which takes
from the members their agreed product or output at an
arranged price and sells it at a price determined by the
executive in accordance with the state of trade and of
outside competition.

Whether the Syndicate or Cartel of this finished form is
but the steppingstone to a 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 instances, as Mr. Macrosty points out,
associations have led to amalgamations, the classical instance
being that of Messrs. J. & P. Coats.  DBut in Germany and
Austria the net economy appears to incline to the somewhat
looser federation, which leaves much liberty of management
to the several members. But while the combination has
been closer in Great Britain, where it bas taken place, the
general conditions of British trade have been unfavourable
to the establishment of strong, eftective, durable, national
monopolies.  * The development of cartels and trusts in
English industries,” says Mr. Hermann Levy in his important
study,® *is restricted by three facts—the absence of a pro-

Uofhe Drast Atovement i Britdih Todictrp, (Longmans & Co.)

¥ Chapter ix. »
B Wonopofies and Compelition, p. 304 (Macmillan.)
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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 monopalies,”

National (ree trade is not, however, necessarily a barrier
to combinations upon an international basis, and during
the opening years of this century international capitalism
had made a-number of fairly successful attempts to regulate
or control output and prices in articles of general use.

“In one way or another the worll's trade tn rails, tubes,
nails, screws, sewing-thread, bleaching powder, borax, nitrates,
and tobacco is to a yreuter or less degiee brought under inter-
natignal control, while, at least till latelv, dynamite was so
controlied, and repeated attempts have been made simluily to
syndicate the whole steel trade ™!

§ 5. We have seen that modern capitalism brings o atl
countries certain definite changes in  the proportionate
importance of occupations.  Agriculture, though its pro-
ductivity gains less directly from capitalistic economies
than other processes, generally dwindles, an increasing
proportion of foods and materials coming in from outside
comimerce, T'he staple manufactures, except those engaged
in supplying growing foreign markets, increase to a maxmmum
and then show a positive or relative dectine, as measured
by the employment they afford. On the other hand, the
transport and distributive trades, engaged in moving and
selling goods, show a marked advance. 5o do the occupa-
tions providing professional, financial, official, and other
services.

The British census of 1511 shows these pracesses to be
continuous., Agriculture shows a growth much below that
of the population as a whele, the numbers heing 1,128,060,
in 1got, and 1,235,237 inigr1. Mining, on the other hand,
shows an advance nearly three times as fast as the growth
of the population—viz , 33.2 per cent. in the decennium.
The conveyance trades increase by 13,0 per cent, the
percentage for railway employees being at the higher figure
of 16.7, albeit a much less rapid rate of growth than in any
of the preceding census retnrns. Of the manufacturing
trade-groups metals and machinery show a considerable
rise, 20.§ per cent. in the case of men  This class, how-
ever, contains the shipbuilding and the vehicle trades,

' I Macrosty. p. 342

-
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inclusive of motors, *‘ Precious metals,”” etc,, shows an even
larger increase, 23.7 per cent., largely accounted for by
‘“scientific instruments, musical instruments, and apparatus
for sports and games.” ‘* Wood, 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 g.3 per cent. in the decade, carrying with them a smaller
shrinkage in the * brush, cement, pottery, glass group.”

The other large proportionate advances of manufacture
are 1n *chemicals, oil, etc.,” where the enormous rise of
338.2 is registered, and in ““ paper, prints, books, stationery,
ete.,” where the increase is z4.3 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 in the cotton trade, The woollen and dress
trades lose ground, the latter groups registering a decrease
of 1.5 for men, and an increase of only 3.8 for women
among the * makers.” .

Wholesale trade, and retail, wherever the latter is
distingnished from processes of manufacture, continue
to absorb a largely increasing proportion of emplayees
This is secn in the increase of the whole group “ com-
mercial,” with a figure 14,3 percent.  Commercial travellers
yicld 31 per cent; banking, 33.3 per cent.; insurance
agents, 560.9 per cent.  The group called “dealers™ gives
23.8 per cent. for men, 4.2 per cent. for women The
boot and shoe trade presents an instructive contrast. For
whereas the makers show a decline of 7.9 pér cent., the
dealers show a rise of ;2.9 per cent. Domestic and allied
services continue to show a proportionate declize, especialty
indoor domestics, whose increase is only 1.3 per cent.
Professions show a large continuous advance, though the
rise of new subsidiary branches makes exact measurement
difficuit.  The same qualification applies to the figures for
general and local government, which include many persons
*“taken over” from private employment during the period.
The actual and proporttionate advance in public employ-
ment remains, however, a noteworthy fact. The increase
is from 174,687 1o 244,379, or 42.3 per cent. for males;
from 26,500 to 44,882, or 6g.4, for females. .
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The accompanying table indicates the rise or decline in
the relative impertance of the general classes of occupations
of males during the decennium 1go1-19r11.

MaLe OCCUPATIONS.

MALES PER J0,000 OVER 10 YEARS, Exoranp asNp Wal g

oI 1611 Lot g
I. General or Local VI Agriculture—

Government 141 179 Farmers EE 175
I1. Defence - 139 151 z‘)a;‘m-wurken 303 33
: azm o thers - -2 12y

II}. PIO[ESSI.'O'I‘.IS 237 26y VIIL Mining_
1V. Domestic— Coal - 228 fy-
Ouwdoor - 145 166 ot MY
; Uthers - o 52

Domestic— - o IX. Metals—
lndum,' etc. - 102 11b Machines Sty S46
V. Commercial— Ships - 16
la) Merchants, Vehicles 93 12
Ageats, Bank- X. Ruilding - - 53 bog
ing, etc. - 184 222 AL Wood 160 038
{8) Clerks - 254 204 NIL Paper, Print 113 131
VI, Conveyance— NIL[E Testiles - 3300 %43
(2} Rail - - oz2oo 21 NIV, Dress - C303 T
(&) Road- - 3155 343 NV, Food, erc. - 035 oug

§ 6. In the rccent evolution of economic foims and
methods women have been taking a continually larger part.
Not only have they foliowed into organised and specialised
industry the various processes of spinning, weaving, and
dressmaking, the preparation of food and drink, laundry,
and other once domestic oceupations, hut they have entered
in increasing numbers into a larger number of gencral
occupations, many of which until lately were exclusively
male in personnel. The most rapid and the largest advances
have been in certain branches of commerece, public service,
and the professiens.  1uring the last hall century the
census figures show that in the class, convmercial clerks,
women have advanced from 5 to 2435 per 1,060 ' persons
so employed,” the last decade alone being responsible for
a rise from 153 to 235. The telegraph and telephone
departments have now fallen predominantly into female
operation, the rise heing from 406 to 322 per 1,000 in the
decennium. Inthe drapery, shoe, and certain other hranches
of distributive trade, women are displacing men rapidly.

On the other hand, in the manufacturing branches of

20
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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.

Increase

1901 gre. per cent.
Persoms Occupied - 529,131 605,177 L4.4
Males - 196,898 233,3%0 8.5
Females - - 332,233 371,780 11.9

The woollen trade figures run on the same line, showing
that the tolal increase of emptoyment, amounting to 6.2
per cent., 1s made up out of an increase of g.o per cent.
for males and only 4.2 per cent. for females.  In the dress
manufactures women continue ta gain on men, but these
industries themselves show a rate of growth fauch below
that of the occupied population as a whaole.

PrororTion oF FEMares v CErTaiN OCCUPATIONS QUT
OF EVERY 1,000 PERSONS s¢ EMPLOVED

{ e ! € | 1881 | 1861 } gor. | 1grr
Teachers - - - | 725 1 741 | 727 | 740 | 745 | 727
Photographers - - S eoi 147 | 197 | 234 | 257 | 297
Laundry >ervice - . -1 gan 087 | 981 | 904 | 957 | 951
Commercial ¢lerks - 50 16 33 2 153 | 245
Teiegraph and Telephnne S§2 7 76| 236 | 291 | 406 | 52z
Earthenware, ete. - Sl31r 334 384 | 385 | 302 | 421
Erdia rubber Workers 206 200l 275 | 391 ] 368 | 370
Brush, erc. - - : 3200 346 | 382 | 330 ] 431 | 440
Paper Manufacturing S 417 5395 | 444 | g01 ] 366 | 312
Sratlenery, etc. . 345 380 | 531 | 6001 643 | 053
Cotten - - - - | 587 | 598 | 620 | 6og | 628 | b1y
Wool . . , - | g6t ‘ 5130561 | 557 | 582 [ 571
Sik - . . | vz | 676 | 691 | 067 | 7Oz | 003
llemp and uthcr Texnlc\ . < 263 1 304 374 ] 393 | 492 | 530
Hosieiy - S U ) 465 | 533 1620 | 713 | 733
Lace - - - -l 8Sza | 826 ) 743 | 625 | 633 ] 630
Carpet, Rug - . S| rN3 o312l 362 | 44010 517 | 544
Drapers. Mercers . <208 2357 | 349 | 433 | 504 | 560
Straw Manufactmes - - < lu2 026 | o3 | Sra | 737 | 666
Glove Makers - . - S| N6y 881 | 854 [ 7691 761} 731
Boot and  Shoe Makers and !
Dealers - - - - k54t s | tho [ 185 ) 210 | 226
Tobacco - - - -] 22t } sgu | 435 | 548 | Gor | 590
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The foregoing table, dealing 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 number of trades and manufactures.
Earthenware, stationery, pbotography, hosiery, carpets,
shoes, brushes, chemicals, are prominent in this class,
Not merely does domrstic service show a large relative
shrinkage before the demands of industry and commerce,
but the predominant part taken by wowmen as teachers
appears to have reached its zenith and to be declining.
‘I'nis doubtless is due to the larger number of occupations
open to educated women.

§ 7. How rapid has been the gereral advance of capital-
istic industries in the principal countries is peihaps best
indicated by recent statistics showing the growth in their
cutput of coal, pig iron, and steel, the chief material in
strumentis of machine industries,

Taking the leading industrial countries first, it becomes
evident that in all these branches of production Cermany
and the United States are advancing far more rapidly than
Great Britain,  As regards coal, the relative advance of
Germany, though considerable, is partly abscured for in-
dustrial significance by the large part British coal, as com-
pared with German, plays in export trade.

More significant 1s the stagnation of the production and
consumption of pig iron in Great Britain as compared with
the advance in Germany and the still more rapid advance
in the United States.

When stect s investigated the same great gain in growth
of output is claimed for the Uuited States and Germmany,
the growth in the former case being somewhat the larger,
But hardly less significant is the rate of advance in some of
the smaller and less advanced countries.  France’s produc-
tion of pig iron, though absolutely much smaller, shows a
relative growtn almost equal to Germany's, while the rate
of growth of her consumption of pig iron is considerahly
greater.  The French production of steel shows a rute of
advance not less than that of Germany, and about as large
as that of the United States. Helguum kept pace with
Germany in tatc of growth of praduction of pig iron, though
not of coal, and considerably exceeded her in growth of
output of crude steel.  Russia, Austro-Hungary, and
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Sweden are clearly advancing fast in the foundatmns of
industrial capitalism.

CoarL Provucnten. {Cd. 7,525, p. 489.)

Metric Tonnes (goo omitted).

Year. ‘ Russia. Sweden. Germany. ?fgg:r Belgium, U.K,
. —_— o B I PR R
Coal. . Coal. Coal Lignite. Coal. Coni. Caal.

100 | 16,157 | 252 | 109,200 40.498 320 | 23.463 | 228,793

1905 ' 10,684 322 | §21,200 §2,512 468 21,775 | 239,918

1910 24,560 | 303 | 132,828 60,3547 | 1,292 | 23,617 | 268,077

1912 26,423 . 360 | 174.575 80,935 | 1,725 | 22,992 | 204,670
I

Pic Irox Propuction aNp CONSUMPTION,

Tons (oos omitted).

Year L %A U k. Gertnany. ’ Frarnice,

,‘T.'IE Cone Prod. Con Prod. Can Prod. Con,
1990 13,789 13,554 3,000 7,705 8,307  9,1002,714 2,832
1905 22,492 23,153 9,008 38,740 | 10,875 10,513 2,974 2,025
IGLO 27,304 27,314 L0012 §,628} 14,794 14,160314,038 4,163
tgr2 29,727 29,578  ¥,731 7,700 | 17,617 16,?75|4,939 5.011

Yeur. Ru~ia Sweden, Belzium, Austro- Huneary.
Frond Cone | Prlod, Con. b Prod. Con. Frod € on.
19001 2,805 2,540 | 527 gan 010 1,317 [.436 1,522
19031 2,700 2721 | 540 470 1,3ta 1,791 1,541 1,553
1910] 3,032 3030 | voy 534 1,852 2,504 | 2,044 2,09
1912 4,150 3,200 , 7o 583 2,301 3,088 2,313 —

Provucnioy oF CrRupe STEEL. (Tons.)

- -
Year, | U.K.

! Russia, Sweder Germany.

|
1900 { 4.001.000 2,201,000 300 000 6,362,000
1905 | 5.812.00G | 2,511,000 365,000 10,067.000
1910 ! G.y70000 3.536.000 }72.000 13,699,000
1912 0,GU3,L00 4,Ju0.00s | 313000 17,302,000
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ProvUCTION 0F CRUDE STEEL— Con.

{Tons.}

Year. ‘ Belgium. France. Austro-Hungary. s

I e - _

1 ‘
1900 ! 683,000 1,585,000 | 1,145,000 10,188,000
1905 I 1,227,000 2,240,000 1,439,000 20,024,000
1910 1,645,000 3,413,000 | 2,327,000 25,095,000
1912 2,315,000 ‘ 4,404,000 2,686,000 30,251,000

§ 8. The growth of economic internationalism tends to
strengthen the bonds of commercial intercourse between
the different countries of the world, to promoate a closer
and more 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 arts of
production and consumption in all countries brought into
this economic 1iatercourse.  This movement has made
notable advances in various districts, both extensively and
intensively, during the opening years of the present century.

The absolute and the proportionate increase of import
and export trade of the chief European countries during
the previous years is contained in the following table.

It will be observed that every country has shown an ex-
ceedingly marked advance both in import and in export
values. In every country, except Russia, 2 large, and for
the most part a growing, surplus of import over cxport
values is recorded. In Germany, for example, the surplus
of imports has risen from a little under 50 millions in 1901
1o nearly gz millions in 1gt2, in France from 16 millions
to 59 milliens. In Austio-Hungary an export balance of
16 millions in 1no1 has passed into an import balance of
34 millions in 191 2.

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 sent by recent
immigrants into those countries.
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1901 E 1504,
. |

GREAT BRITAIN— £ !

Imports - - - - 520,000.108 . 331,035,628

Exports - | 347,501,268 371,013,323
RuisniA~- !

Imports {Special) - . -1 62,039,000 08,759,000

Fxports - - - - - 8o, 359,000 106,229,000
UKRMANY —-

Imports {General) - - - 291,;78.000 3.40,444.C00

Exporls (General) - - - 32,247,000 273,022,000
BELGIUG M —

Imports - - - . <1 145,026,000 177,058,000

Exports - . - - 120,575,000 153,004,000
FrancE—

Tmports - - - - - 224,248,000 228,560,000

Lxports - - - 204,783,000 229,750,000
ITary—

Tmports - - . - - 69,753,000 78,514,000

Faports - - - - 35.997,000 635,853,000
AUSTRO- llum.mv_

Tmports {Special) . - 68,860,000 85,329,000

Exports (Special} - - - 78,561,000 87,028,000




anD I'RoOM,

Value £

1907. 1910, 1912

£
6435.507,9;32 675,257,014 744,640,613
317,977,107 §34.143.817 598,061,130
84,344,000 114.46G,000 123,687,000
111,152 0G0 152,955,000 160, 318,000

470,550,000
365,91 3,000

24.,052,000
207,646,000

314,084,000
200,244,000

119,094,000
81,590,000

104,249,000
to2,387.000

405,309,000
307,252,000

262,006,000
227,7%6,000

364,104,000
324,196,000

137,860,000
87,553,000

118,269,000
100,775,000

568,062,000
476,140,000

411,744,000
352,956,000

156,646,000
100,594,000

148,200,000
113,911,000

1234

NOILN10Ad dHL

d0
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The significant fact, however, is the rapid growth of inter-
national trade.  After making due allowance for the general
rise of prices in recent vears, that growth has been con-
siderably faster than accepied estimates of the growth of
industry as a whole in the respective countries.  Foreign
trade has everywhere been growing faster than internal
trade. Closer investigation will also show that the trade
has been more varied, as regards kinds of goods, and as
regards the countries with which it is carried on.  In
civilised countrics everybody has become increasingly de-
pendent upon the production of a greater number of
foreigners for the supply of an increased number of their
daily necds.

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 departments
of economic life:—

ExPoRT aND Imrort Trane. CENsUs oF PrRODUCTION.

N (Cd., 6,320, p. 25.)
GUTPLT. Net
Tmports
Value at [.:_old.fnr ) \?olfl ‘nsk Exported | | at
l)lﬂlf‘ of et Lise aterials . . l"”‘[ n[-
Froduction or Con- for other [Value Free Landing
) VNN cumption Groups. | an Boasd. g

£ Millions. | £ Millions | 2 Millions | £ Millians, | £ Millisa.

[. Agriculture - 210.0 165.6 40.0 4.1 2081
2. Fishery - 11.7 5.0 2.0 .7 A
3. Mines and

Quarries - 128.6 39.G 47.6 42.0 6p0t

4. Manufactures,
Buildings, and
Public Works-| 1,165 ° 7or.5 . 406 | 418851 324.6

e 4 m el

To14l B ST | 21,2 13r.2 I 4639 | 5975

v [.e., Tmports less 1e exports

1 l:]Lludxno net impuris of aorefined gold bullion and of silver hu'lion for use in
industry.

3 Including expaorts of uod! and silver ballion refined iu the United Kingdom zad
eap':rtﬁ {on h'!lance) of Bntish gold and sibver coins, les> the uet imports of foreign
wng colonial silver cowns (valued us Lullicn;.
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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 balances of the countries engaged in it)
has been common to all the advanced industrial countries
of Lurcpe. The United Kingdom has gone furthest in this
direction, both as to the amount of money invested abroad
and the proporticn of that sum to home investments. The
investments from the United Kingdom are also more widely
distributed over non-European countries than is the case
with the foreign investments of France, Germany, and other
capilal-exporting countries.  Though no closely reliable
measures of the flows of exported capital or of the flow of
home investments are available, such indices as are available
point to a large absolute and relative growth of foreign as
compared with home investments on the part of the United
Kingdom since 1goi. That year first registers a large
predominance in the total of capital absorbed in London
for investment abroad, as compared with that subscribed
for investment at home, and the figures for subsequent
years up to 1913 emphasize this predominance. When
allowance is also made for capital “subscribed partly on
the Continent,” but wholly subseribed through London,
the comparative figures, compiled from the beginning of the
century, run as follows;—

Iy THousaxns oF £

£
Ve For Investment in For Investinent
cat. United Kingdom. Abroad.
1000 100,121 26,069
1401 106,383 26,978
1902 5024 62,214
1503 14,568 60,013
1504 30,083 64,6010
1603 18,4260 110,617
1905 39304 72993
1407 32,588 79,334
1503 50,052 117,871
1000 18,681 150,468
1510 60,200 179,832
14511 26,346 152,740
1912 435,333 144,560

1913 55,951 140:733
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Though the actual proportions of subscribed capital for
the several fields do not closely correspand with the figures
of issues, while Jarge vclumes 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 Umited States and Argentina,
other South American countries have been large recipients;
smaller though considerable sums have been found for
South Africa, Egypt, and ocur other African colonies, while
India and Australia have also taken a share. Russia within
recent years has come to count as a borrower of British
ravings.

“The main-purpose for which these gigantic sums are re-
qgquired 15 still railway construction in almost every part of
the world. Docks, water and gas works, electric hghting,
telegraphs and tramways, form another important group of
enterprises which ave constantly demanding fresh capital. = All
of these activities are conducted both by Governmental author-
ities—central or lecal—and by ioint-stock companies.  In
addition there are mining cencerns and plantations, land
mortgage companies, banks, trust insurance and trading com-
panies, all of which figured prommnently during earler periods
of foreign invesiment. There 15, however, a new characteristic
visible 1in the course of foreign investment during the past
few years—namely, a tendency 10 invest in manufacturing
and industrial concerns.”?

Statistics of issues on the French Hourses show the same
tendency to a larger volume and a wider distribution of |
foreign investments, and though the proportion of foreign
issues m the case of Germany is much smalter, the absolute
amounts, inclusive of Government loans, are very consider-
able.  Whereas during the last few years Grreat Britain has
invested yearly sums varying fiom 1co ta zoo millions in
the colonies and foreign couniries, the yearly flow of French
money into foreign lands has been from 8o to 100 millious,
that of German from 4o to 6c millions.  Holland and
Belgium have also been contributors towards a stream ot
money furnished from Western Europe to the borrowing

Y The Export of Capival, by C. I Hobson (p. 139) (Conslable), the
fullest historical and statistical treatment of the subject up to 1914,
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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 1914 10 be approximately £ 3,500,000,000;
French capital may be put at £ 1,80c,000,000; German
capital at £1,zc0,000,c00.

§ 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 given immense im-
pottance to the machinery of banking and finance. The
modern investnient system, through joint-stock enterprise,
has not only extended and depersonalised the modern
business; 1t has given a dominant and determinant place
in the business world to little groups of men in the great
monetary centres who control and regulate the flows of
capital and the credit system by which an increasing pro-
portion of moderr business is conducted. The work of
floating new cnterprises by collecting from diverse sources
the vequired capital, of converting private inte public joint-
stock businesses, of assisting to finance the concrete opera-
tions of industry and commerce by loans, discounts, and
other financial aids, of undertaking risks and providing
guarantees, of furnishing to stockbrokers and other dealers
m “paper” the means to carry on their operations, has
given a pivotal position in modern capitalism to the men
and houses wielding this money power. The great joint-
stock banks in most countries ate the centres of this power.
Mosi of these operations are conducted, or at least financed
by them. The direct relations between the bank and
industry have differed 1n 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 Great Britain.

But in every advanced country the development of bank-
ing and insurance, both extensively and intensively, has
been a marked feature of our time.  Every town, every
considerable village, bas its branches and its agents of some
large company. The savings of all classes are tempted into
broader channels of investment, and cheques are everywhere
playing a larger »d/ as methods of payment.
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What applies to internal trade applies 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 counntries.  Great
Britain, with her great predominance 1 shipping and i
foreign trade, has taken the lead. In recent years, how-
ever, the more adventurous German banks have forced
numerous openings.  The United States banks, hitherte
absorbed for the most part in financing their own great
developing industries, have recently begun to enter on the
international field, the National City Bank being the ploneer
in the establishment of foreign branches in Brazil, Argentina,
Uruguay. and Cnba A paper read by Professor Emery
R. Johnsun at the meeting of the American Economic
Association (December 19135) stated, on the authority of a
well-known New York banker, that more than a bundred
Eurgpean banks bad established branches in foreign
countries, exceeding two thousand in number.  “There
are more than one hundred in South America, about three
hundred in Asia, four hundred in Africa, and more than
seven hundred in Australia, New Zealand, and the Pacific
Isles.”

The growth of foreign trade and investments has been
closely related to this movement of international finance.
It is the most fluid form of ccunomic internationalism.

§ 11. No account of recent economic development
can dispense with some reference to the gencral rise of
prices which has taken place since the middle of the last
decade of the ninctecnth century, and lhas advanced with
growing rapidity in the years preceding the war.  The
general and approximately equal advance of prices in all
countries is itself a register and a result of the cffective
internationalism which commerce and investment have
brought about,

The substance and magmitude of the rise of prices in
certain principal countries are given in the following table,
compiled by Mr. Hooker :—)

! 4 The Course of Prices,” Journal of the Statisticali Seciety, Dec.
1911,
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U.K. UK France. U.5.A. | Canada.
e (Board o (Réforme . (Bureau | (Depart-
Avirage. of (ga?.e;. Kcono- Germany. o ment of
| Trade) ek migue.) | Labour.) | Labour.)
1890 1899 100 100 100 100 100 100
1060 100G 104 1t 109 15 118 15
1910 113 118 118 128 132 125
Sept. 1911 — 122 126 139 —_ —_

The closer summary ol price changes, given for Great
Britain by $ir G. Paish on the Sauerbeck basis, brings into
prominence certain interesting facts.  In the first place the
rise of prices in materals has been considerably greater
than in foods.  For while foods have risen from 62 in 1896
to 77 in 1973, materials have risen from 6o to g1.  Again,
the different classes of foods and of materials show consider-
able divergencies 1 the rate of rise, Animal food has
risen more than vegetable, while groceries have shown a
small absolute decline.  In materials, again, the nse has
been greater for minerals than for textiles, a nise from 63 to
111 for the former, as against a rise from 54 to 84 for the
latter.

These facts point to the operation of some single general
factor, modified, or even cancelled, in relation to particular
groups of commoditics by particular factors.  Since prices
are registers of the ratio between quantity of purchasing
power {money) and quantity of goods, a general rise of
prices means primarily a more rapid increase in the supply
of money than of goods.  An increase of money may signify
a larger quantity of gold or other monetary instruments, or
a larger amount of work done by a given quantity of mopey
in a given ume. There can he no doubt that the rise of
prices has been largely due to a combination of causes
operating to increase abnormally the quantity of money
within the period in gquestion.  The enlarged output of gold
has played a part, though Tuss important than is commonly
supposed.  T'he great extension of banking and other credit
facilities, though supported by the increased output of gold,
is not closely controlied or regulated by it.  The expanding
machinery for supplying credit has coincided with an
expansion of the effective demand for credit, through the
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conversion of so large a number of businesses into corpor-
ations with negotiahle assets.  So credit facilities have been
rendered rapidly available over new areas and for new
classes.

This enlarged supply of money has proceeded more
rapidly than the enlargement in the supply of marketable
goods throughout the world.  For, though the growing
population of the world and the improved arts of production
and of transport make for a continually growing cutput of
wealth, that growth is restrained by forces which have been
powerfully operative during the last two decades. The
absorption of larger quantities of labour in military service,
the destruction and waste of wars, excessive competition
in the distributive processes, high tariffs hampering the
productivity of capital and labour, combinations alike of
capital and of labour for the restinint of output, and in-
creased pressure of demand for foods and materials con-
forming to the so-cailed “law of diminishing returns,” are
jointly accountable for a retardation in the growing rate of
supply of marketable goods. Finally, the large application
of the savings of the industrial world to *developmental ™
work in South America, Canada, and other new countries,
the full results of which will mature later on, is attended by
a certain sacrifice of immediately consumable commaditics.

So approaching the phenomenon of rising prices from
both sides, money and goods, we perceive that a period of
rapid acceleration in the supply of money has coincided
with one of consideralile retardation in the supply of current
marketable goods and waste in productive power.  Not, af
course, that the supply of voods is nut increasing all the
time; 1t is only the rate of that increase that is rotarded.

This increase of prices has had important reactions upon
the distribution of wealth. The rate of interest npon
current investment in consols and first-class debentures in
this country, which fell steadily far more than thirty years
preceding 1306, have since then risen to an extent of at
tcast 25 per cent.!  Fven had money wages risen equally
with general prices, the excessive rise of certain retail food
prices during this periad would have involved some loss o
wage-earners.  But in Great Dritain, and certain other

L See Mr. R. AL Macdonald, * The Raie of Interest since 1844,
Staiistica’ Journal, March 12,
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industrial countries, there has been a significant failure of
maney-wages to rise in full compensation for the rise of
general prices. In Great Britain “real wages,” which had
been rising with fair regularity and increasing rapidity from
1879 to 1896, from that time on showed a fall. During the
opening decade of the twentieth century statistics show
some loss of real wages in Great Britain, France, Germany,
[taly, the United States, and Canada. In other words, the
rise of prices has been attended by a change in the dis-
tribution of wealth 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 wages
was undoubtedly a chief cause of the growing industrial
unrest which during the years preceding the war vented itself
in_ conflicts between capital and labour of unprecedented
violence and magnitude.

Part II.

§ 1. The experience of war-time has brought into clearer
light many features of our industrial and commercial system.
It has tested at many points the structure of national and
international trade and finance, and has revealed some new
possibilities of economic development.

The most imposing revelation from the experience of
Sritish industry during the war has been its quantitative and
qualitative adaptability to sndden new demands,  After
nearly two years, during which more than four million men,
or nearly one-third of the adult able-bodied male poluiation,
had been drafted into the fighting services, while something
like a millinn more had been added for the special require-
ments of the munitions trades, the ordinary trades of the
country were stili able to be carried on so as to supply the
material 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 when freights and
other special costs are taken into account, it is probable that
the actual quantity of imparted foods and materials available
for civilian use and consumption was not much above the
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normal. It is clear that the nation has been able to draw
upon internal reserves of productive power much greater
than would hitherto have Leen believed to exist,  The pro-
duction of material wealth as a whole {inclusive of munitions
and other material war-requisites) did not appear to have
been diminished by the withdrawal of four million men.

How has this been possible?  Well, in the fitst place, not
more than half this supply of men has been taken out o
labour employed in the direct production of material goods.
Probably nearly a hall 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 hall a willion represent
the emigration suspended dunng the war.  Some of the
luxury trades and recreations, especially those catering for
the needs of the well-to-do male, have fallen into abeyance.
But the fundamental material industries have been reinforced
from various sources, so that their aggregate cutput has not
much dimisished.  The unemployed margin has been ab-
sorbed, retired workers have come back to work, children
and young persons have been taken from education into in-
dustry, great numbers of women have been drawn into manu-
facture, commerce, and agriculiure, a fuller week 1s worked,
with much overtime and even Sunday lubour, more labour-
saving machines have been mtroduced, and all machinery
has been speeded up, “dilution” has produced a more
effective division of labour, and a suspension of trade-union
rules has given more elasticity and productivity to labour.
While, therefore, the distributive and other services have
been much let down, the “productive™ have been well
maintained.

This revelation of the amount of “slack” or reserve
energy in our cconomic socicty will have important effects
upon the reconstruction of industry after the war.  The
need for improved and enlarged production, in order to in-
crease the size of the real income of the nation, will assume
great urgency, ‘The repair of the let-down ar damaged
fabric of industry, the provision of new capital for fresh in-
dustrial ventures Lo mcet the changed condition of foreign
trade, and to bring our plant up to date, the demands of
the immense taxativn which war will leave behind, the high
rate of interest that must prevail,—these things will make it
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impossible to retain the pre-war level of real wages and
standard of comfort—unless the aggregate product is con-
siderably increased. The war experience will have dis-
closed some of the sources out of which this increased
productivity can 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 enterprise on the part of managers and em-
ployers, betier provision of scientific and technical instruc-
tion, greater willingness to apply science to industry on the
part of business men; and last, not least, better organisation
of credit and general finance—these are the more obvious
desiderata for an increased national output.

Some of the problems they invaolve press especially on
labour, some upon the efficiency of the employing and
directing classes, others, again, upon State organisation
and assistance.

Before the war these issues had been ripening. The
more rapid cconnmic development of Germany and the
United States, in particular, had brought severe strictures
upon the slowness of our business classes to avail them-
selves of the great contributions of chemistry and physics,
“Seientific Management” and organised finance, to modern
industry and commerce. The detailed evidence of our
Census of Production had shown that our output of wealth
was not adequate to provide a satisfactory standard of com-
fort for our whole population, even if it were better dis
tributed.  Many social reformers were profoundly impressed
by this evidence of national poverty, and were brought to a
clear recognition of the close correlation of the problems of
increased production, more equitable distribution, and iw-
proved consumption of wealth.

§ 2. After the war, the task of economic reconstruction
will compel the adoption of bolder experiments both in
public and private enterprise than had hitherto been possible.
To realise the enlarged productivity, more pacific co-operation
between capital and labour, employer and employed, is a
first essential.  The immediate penil of an economic situa-
tion in which labour seems liable to a sudden fall of wage
from the artificially mflated war level, wiill evoke conscious
efforts to find ways of harmonising the interests of capital
and labour. The issue is one of devising adequate and re-
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liable stimuli to draw from the workers a targer and more
regular output of productive energy, 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 labour
to realise its community of interest witlt capital, that
community itsell must be established on a firmer footing.
Labour must be given a more definite “interest” in the busi
ness and in its conduct, so far as matters directly affecting
labour are involved, Hitherto the business has “belonged
io” the persons who owned the capital, it has been exclu-
sively their property. The “interest” of any worker in it
has been terminable by a week’s notice, or less.  Except so
far as grudging concessions have been made to trade-union
pressure, the worker has had no voice in regulating the
“conditions of labour” in the factory, mine, mill, or farm.
Some more sohd property in and control of the husiness
must be secured for the workers in it.  How to make 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 methods of production and
the buying and selling processes, will be the great problem
of business reconsiruction.  But closely related to it will be
the problem of securing to the workers a definite pecuniary
interest in the success of the business as a whole.  The wage
system cannot be displaced.  The workers canuot be called
upon to share fully in the risks and possible losses which
the owners of the capital nndertake. l'or no chances of
participation in profits, however high, could secure the
workers against the risks of periods of **working at a loss.”
But the wage system conld be supplemented and strength-
cned by some participation in the gaing, applied so as to
stimulate the greater clticiency of labour which should ereate
gains. The evident defects which have caused the failnre of
most profit-sharing schemes should be studied, and reniedies
should be sought for them.  For if Capital and Labour are
to be brought into conscious harmony within the business,
they must be got to realise that they stand to gain by cfiec
tive co-operation.  If the labourers, through their accredited
representatives, had some better understanding of the nature
and methods of the business, and of the factors contribut

39
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ing to success or failure, had some control over the con-
ditions of working, and some deflinite 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 1s a third
factor, the interests of which must be brought into harmony
with those of Capital and Labour—namely, the Market, the
Consumer.  In freely competitive industry, the competition
of rival businesses is considered te furnish a sufficient
gnarantee 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 Bank Insurance and Shipping Rates to retail
prices of milk and bread, the consumer’s interests are
jeopardised by more or less tight, widespread, and con-
tinuous arrangements between the members of a trade.
The experience of this war will 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 have 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 harmontse their interests without any regard to the
effect of their harmonised interests upon the consumer.
For if effective arrangements are made, enabling Capital
and Labour to work amicably together and to enlarge the
output, it is pretty certain that the trade, and not the
single business, must in many instances become the area
of harmony. Even if certain individual and more ad-
venturous businesses took the lead, success in the new
experiment would bring into line other businesses, and
trade agreements about condmons of labour and participa-
tion in profits would be accompanied by trade agreements
on selling prices,  In other words, there would be a great
development of the Combine as a Selling Syndicate, or, at
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least, as a price-regulating association.  The further effect
of such a development might even be to reverse the first
impulse towards unrestricted output. In such an indusiry
as the South Wales Coat Mines, 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 left wholly
unrepresented in the control of industry this risk will
always remain.

§ 3. This opens up the wider issue af the new attitude of
the State towards industry. The emetgencies of the war
have compelled the Government to interfere in various ways
with the operations of the private business wotld, sometimes
to aid and supplement private businesses, sometimes to
regulate and restrain them, sometimes to supersede their
private management. Nobody can suppose that the whele
of this State action will siniply evaporate after the war is
over. The Railways, which bhave passed into a single
control and have had their ordinary competition for profit
suspended for several years, will not be lLikcly to revert to
the pre-war condition. Nationalisation, already on its way,
will probably become an early achievement, a great mass of
capital and labour thus passing from private into public
employment. The great new Munition Works, established
and operated by the State, will open up the wide (uestion
of the relation of the Government, not only towards the
armament firms bnt towards the whole shipbuilding and
engineering businesses which, for the duration of the war,
have been “controlled firms.” Notl only commercial but
grave political considerations will enter here. Can thesu
private firms be allowed once more to begin supplying
ships, guns, and ammunition to fureign nations as before ?
Can they be allowed to enter into business arrangements
with foreign firms, and to set up branches in fareign lands?
Must they not be kept under such control as will secure
their productive servires exclusively for the requirements of
this country? If so, must not the reguiation of the prices
of the goods they scll be accompanied by security against
strikes or locwk-outs and other labour troubles?  Various
half-way houses between complete nationalisation and
private industry will probably he svught.

The same tendency to press larger public regulation upon
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industry will 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 war control already established, and
probably to extend it to mining and certain so-called “key
industries.”

Although it is mantifestly impassible 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 supplies of certain essential
products in which the experience of war shows we are liable
to shortage. If the Furdpean Governments are unable
to build up international arfangements which furnish any
prospect of durable peace, the armed nationalism into
which our people, as others, must retire, will compel the
subsidisation and probably the nationalisation of a number
of these **key industries.”

£ 4. The special consideration of the state of the lahour
market and of wage conditions after the war iz likely to lead
toa large and a rapid advance of the State in two directions
in which experiments were established before the war--viz,
Trade Boards, for determining minimum wage rates and
other conditions of labour, and Unemployed Insurance.

The former institution, established to deal with certain
definitely “sweated ” trades,! may well be extended to some

1 Regulations under 1he Board of Trade Acts, 1909, were issued for
the estallishnient nf Boards in the chain rrade in 190¢, and in the
paper-box trade ol Great Byitain, the lace-finishing trade, the tailoring
trade of Great Britain, Lhe paper-bux trade of Ireland, and the tailor-
ing trade of Ireland in 1910,

¢ ht s estimated Lthat these six Boards in the four originally scheduled
trades cover some 200,000 workers, of whom about 70 per cent. are
women.”

In 1913 the Act’s operation was extended to cover {1) sugar con-
fectionery and food preserving; (2) shirt-making; (3) hollow-ware
making;* {4) linen and colton embroidery ; (5) certain operalions in
sleam laundries.

From Reporls already iscued It is clear that a legal minimum wage
can be hyed withoul causing ~erious inconvenience either to employers
or Lo workers in low-paid Dhades. ¥t has appeared that it is impossible
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larger national industries whose wages 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 Board method, indicates the new trend.of public
interference with what was once considered *“the natural
law” of wages. In agriculture, proposals were already
being concerled before the war jor fixing district minimum
wages. The disorganised condition of most lahour markets
when the disbanded soldiers flow back and the war-contracts
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 provisions
to the trades specially hable to post-war collapse will
furnish some mitigation of the trouble.  The need for
dealing with the labour situation after the war will bring the
State into an cconomic prominence it has never occupied
before. Not only will it be called upon to secure minimum
wages, and to make provision against unemployment, it
will probably be compelled to set on foot large public
““reliel” works, in order Lo ease the penicd of re-absorption
of the soldiery and the restoration of disturbed industries
into the pre.war conditions.

$ 5. The attitude of the State towards hanking and the
financial system will be a subje.t of serious consideration,.
Here, again, the experience of war has made important
discoveries.  The first 15 the revelation of the areat State
reserve of “credit” at the beginning of the war. At a
time when the whole system of bankig and finance was in
imminent danger of collapsing, the Government pumped
into its perishing sinews a great Now of public credit.  This
achievement showed, first. that bank currency, the money
which conducts the great majority of busimess transactions,
is inadequate to a great, sudden emergency: secondly, that
public credit, by the issue of public notes and public

1o help the lowest grade of sweated workers withnut incidentally alo
increasing by direet interference the wapes af a ciightly Letter but still
badly paid class. In fact, the Trade Board: have done as much for
this class as for the lowest grade of sweated persons. They have,
further, been of assistance to men as well as ta women. and they have
directly or indirectly dealt with the question of the hours of labour and
of 1he employment and training of juveniles.”" (Mr. Frederic Keeling
in The Eeonemic Jorranal, NMarch 1914.}
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guarantees of bank operations, is adequate to such an
emergency. It 1s not unnatural that the question should
be raised, “Why should not 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, be made available for the
normal purposes of business life, instead of being kept in
the background for rare use in an extreme crisis?”  *Is it
reasonable or safe,” others ask, “that private profiteering
companies, like our banks, should know that they are able
in an extremity, whether caused by public policy or business
misadventure, to summon the resources of the State to save
them from disaster2”

The knowledge 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 of our Joint-stock and private banks to supply
on reasonable terms, or at all. the credit or currency
required for certam needs of the trading community is
another. Small traders and manufacturers complain that
the mechanical administration of the great banks denies
them the credit aid which they once got from the smaller
local banks. Land reformers, interested in farmers’ co-
operation and small holdings, want new credit institutions
to furnish the financial aid which the banks refuse. Still
more important is the new demand for some large financial
organisation to undertake the risks attending the floating
and financing of new large industrial and trading ventures,
especially in colomal and foreign trade. This work our
banks have du hined to do, refusing to immobilise so large
a proportion of their assets.  bor these several departments
of finance, as also for the mare profitable employment of
the small savings which have flowed into the Post Office
Savings Bank, a thorough overhauling of our public and
private machinery of money is required. A demand will
certainly formulate itself for the Suate to resume to a large
extent the monopoly of currency which it once enjoyed,
and which has been allowed to pass out of its control and
to become the basis of a lucrative 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 highly profitable 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 shareholders in the banks,
and to a large and increasing extent by the very customers
who buy and pay for the credit which banks scll, and by
the State which makes it understood that, in the last resort,
it will place the credit of the State behind the Joint-steck
banks. No other business is enabled and allowed thus to
trade for private profit with the capital of cther persons
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 singularly
improvident policy to continue.  Credit bears to the busi-
ness life much the same relation as do reads, beth being
essentially instruments for the movement and transfer of
wealth. The modern railroad is everywhere passing under
the direct control of the State, as the national highway.
The growth of National Banks, first for co-operation with
and co-crdination of the resources of banking companies,
afterwards for their displacement. seems an equally nevit-
able process.  The dangerously rapid fluctuations of prices,
in their bearing vpon employment and the livelihcod of the
workers, must more and more compel Government to
grapple with the problem of money. To leave entirely 10
private business enterprise the production and the supply
of money, with occasional inroads of State intervention at
moments of peril, 1s a course as indefensible in reason as it
is injurious in practice.

§ 6. Another heavy intrusion of the State into the
economic system, resulting from the wagz, will be the greatly
increased taxation which must follow.  With the exception
of Great Britain, virtually ne attempt has been made by
belligerent governments 1o raise any considerable contribu-
tion towards the costs of war dut of current income by
taxation, Loans of various forms, with much arcompanying
inflation, have been the vsual methods. FEven in Great
Britain, not more than one-fifth of the war-bill of the
opening two years was raised by increased taxation. The
result will be that the war will leave in every country a
large new ‘“‘rentier 7 class.  Even if the war concludes in
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the present fiscal vear, the lasting addition to the annual
body of taxation for providing interest and sinking fund of
the war borrowings, with 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
wealth and hand over a large amount, in this country not
far short of a tithe, to a comparatively small body of well-to-
do investors, who perform no current service in return, not
cven the service of placing laud or productive capital for
co-operation with labour in producing wealth, The war
debts will Le a heavy dead weight upon current industry,
involving a propurtionate diminution of the rewards of active
capital and labour.  Falling heaviest at a time when, in
cach country, industry and commerce are struggling 1o re-
establish themselves and recover from the blows of war, it
will cause grave discontent. Lo every nation the fiscal policy
will assume a @eater importance than ever before. The
State will have to tap new sources of income and to work
out new policies for increasing the national productiveness
in order 1o take its share of the increased wealth.

§ 7. The war is likely to have a lasting influence in
stimwiating that movement for the revival of agriculture
and ether rural industries which had in recent years gained
much strength.  Political and military considerations will
lr powerful auxihiaries to referms which seek to put an
increasing proporuon of our people “on the land” and to
raise a larger proportion of our food within our country.
The demand for an out-door, active life under conditions
of frecdom and derent remuneration will be reinforced by
the nvitation to eolonial life as an aliernative.  Before the
war thy establishment of small-heldings by voluntary or
compiuisory arrangements was going on at a moderate vace,
and a great land campaign was afoot for applying the wage-
board system to agricultural labour, so as to raise wages 1o
a level of economic efficiency, and for building upon a large
scale labourcrs’ cottages free from the control of landlord
ur farmer, Schemes for co-operation in various agricultural
processes and in marketing, and the establishment of local
credit associations, needed to put small farmers on a sound
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business footing, were actively prometed.  Agnicultural
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 sct upon
a more scientific and a more business-like footing,

The war will have given greater urgency to this move-
ment, both on its economic and its social side. The
discontent with ordinary conditions of the rural labourer’s
tife and wages will be greatly stimulated by the war experi-
ences. ‘The movement for securing district minimum wages
by public intervention will be irresistible.  But the parts of
the programme involving heavy State subventions will
necessarily be impeded by the need af public ¢conomy.
It seems unlikely, therefore, that the State will embark on
any cousiderable schemes for acquiring land, erecting
cottages, improving communications, or suppotting local
credit-associations, at a time when the stramin of taxation
will be felt more severety than ever before.

¢ 8. But the financial condition of the State, as well as
the whole industrial and commercial condition of the nation,
after peace is concluded, must hinge upon the nature af the
settlement and the political relations established between
the constituent states of the world.  If the peace 1s not of
such a kind as to afford reasonable security against the
outbireak of another war, the political and military situation
will involve important cconomic consequences,  In the first
place, it will set hack the tide of economic intcrnationals,
restricting the flows of foreign trade and of foreign invest.
ments.  Political and military considerations wilt imped
each nation to endeavour to retain within its own horders
those industries which will furnish a sufficient supply of all
essentials of war and pearce, and to supplement its defici-
encies fromt countries bound toit by casy access and reliable
bonds of friendship or of matertal interest.  Whether the
world be thrown back upon wholly independent States,
trusting solely and primarily to their own resources for
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survival and power in a dangerous world, or, as seems more
likely, there issues a new grouping of States in separate
and hostile alliances, scheming for political and economic
power and attachments among the uncommitted countries,
either result would invelve large restraints upon freedom
of commerce and of the movements of capital and labour,
which bave been playing so large a part in bringing the
whole habitable world into a single economic system. The
perils of such a situation will drive every State towards a
closer national economy. Great Britain, whose economic
cosopolitanism had 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 securily, would drive her along
that road of economic self-dependence which the protec-
tionist-militarist countnes of the Continent have more or
less consistently and conscrously taken. We should be
driven to strenuous efforts, by taniffs, bounties, and other
ncentives, Lo improve cur agriculture so as to increase our
domestic food supplies and to retain within our borders the
manufactares required to supply our 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 itsell to encourage and to regulate
the economic activities of our population to this end. As
it would stimulate and encourage certian activities and
employments, it would depress and discourage others, It
would, for example, conserve for our national use the coal
which has played so important 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 fiows being
directed by imperial and other political considerations.
Since no measures of merely “ national economy ” could
succeed in so reversing the tendencies of the past as to
make Great Britain nearly self-sufficing, special efforts would
be made to supplement her deficiencies by supplies drawn
exclusively from the Lmpire and from reliable Allies.
Hence a series of proposals for binding together first the
parts of the Empire, secondly the countries of the Alliance,



MODERN CAPITALISM. 475

by preferential tariffs, navigation laws, and financial arrange-
ments. A similar movement 15 on foot amaong the Central
Powers to bring into being an economic Aiddle Europe,
designed primarily to secure for Germany the more camplete
economic self-sufficiency required for the contingencies of
war.

If Furopsz after the war thus breaks back into two
political and economic systems, based on a feeling of military
insecurity, the stress of the situation will be upon national,
or perhaps in our case, imperial self-sufficiency.  The public
activity of the State, and of such new imperial govermental
institutions as can be improvisud, will be thrown into the
task of 2 finance, 2 commerce and a direction of productive
resources, which will make the British Empire strong for
defence. This will most likely be compassed by a strong
national and imperial bureaucracy, working on German
lines, established and cndowed with power by legisiation
passed under emergency conditions in which the repre-
sentatives of the populace will exercise vo real voice or
choice.

But whether the main stress for Britain be upon national
or upon imperial organisation, the econonne transformations
must be greater here than in any other countries.  For not
only would the reversal of internationalism produce greater
disturbance in our manufactures, commerce, shipping and
finance than in the case of any other country; it would in-
volve greater expenses, both in the way of damage to the
. national resources and of increased public expenditure.
The contraction of our free trade and investments through-
out the world would not only reduce our commercial
profits, but would be attended by a shrinkage of our world
control of shipping and finance, and of the large direct
and indirect gains accruing to our nation therefrom. The
national or imperial economy which would mmpose these
sacrifices will not be arguable on any other ground than
that laid down by 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
nationat and imperial wealth. RBut of that diminished
volume a larger quantity than formerly would be required
and 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 into account the new rising naval power of America)
an army maintained upon a Continental scale. Such a
sactifice of opulence would not, however, afford security;
it would only mitigate the ymmediate 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 unfavourable to economic progress. Industry
and commerce would be consciously subjected everywhere
to political and military motives, and such sclentific and
techuical 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
hostite to free processes of human co-operation. Nor is
that all.  The autocratic and protective functions exercised
by the State would inevitably be exploited by orgamsed
business interests to build up menopolies and to secure pro-
fitable dips into the public purse. The cry for economc
self-sufhciency always means risiig rents and high profits
for protected trades, with a consequent depression in real
wages.

§ 9. The only escape from the costs and periis of economic
nationalism 1s by a fuller measure of economic international-
ism, sccured 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 war, the struggles of trading,
manufacturing, and financial groups, using the foreign
policy ” of their respective governments to push their private
profitable intcrests, are easily discernible. Look behind the
recent diplomacy in all the recent danger zones, Egypt,
Persia, Transvaal, Tripoli, Morocco, China, the Balkans,
the real crievances that rankie, the real aspirations and
demands that formulate policy, are of a mainly economic
character, the desire for access to trade voutes and harbours,
the push for markets, and, above all, the establishment of
capitalistic control over the undeveloped resources of great
backward countries with supplies of cheap labour and weak
or corrupt governments. If a durable peace is to be
obtained, it can only be obtained by international arrange-



MODERN CAPITALISM. 477

ments directed primarily towards stopping the conflicts of
business interests and the consequent political disputes
which arise between advanced industrial and commercial
nations for markets and lucrative investments, T'o expect
that all the advanced countries will easily or quietly
abandon their national protective tarifts and admt one
another's goods freely is unreasonable.  But it is not im-
possible that they should assent to an agreement to maintain
" or to establish equality of access to all markets in their
colonies, pfotectorates, and spheres of influence, and equal
opportumities to the members of every nation to take part
in the profitable development of the resources of these
dependencies.  Such an arrangement, could it be got,
would remove most of the feelings of suspicion, jealousy,
and resentment which underlie the policy of imperialistic
competition. Free access to trade routes by 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 opporiunities afforded by
backward independent countries —these are the basic con
ditions of such an international arrangement.

It is in part the fuller application to foreign trade of the
doctrine of /aisser fusre, laisser afler.  But it is a positive,
not a merely negative application that would be required.
The State could not simply leave its traders and investors
to go where they liked and put their goods where they
liked at their own nisk.  'The Covernments of the several
States should agree to give equal protectian to the rights
of the members of all nations in their respective areas of
political control.  Not merely shonld they agree nat to take
separate political action to secure markets, concessions, or
other economic privileges for their respective nationals.
They should agree to take concerted action for the fair
apportionment of economic opportunitics i dealing with
the governments and peoples of countries which, ltke China,
were ripening for development by the use of foreign capital
and enterprise.

A purely Jaisser faire internationalism, which left indi-
viduals or groups of husiness men within cach vation free
to engage in any foreign trade they chose or to invest their
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capital in any foreign enterprise at their owa risk, has never
been practised, and 1s not practicable. The actual practice
has been for business men to secure the assistance of their
Governments in pushing for markets, investments, and
concessions cutside their ewn country, in cempeting with
business men of other nations similarly supported by their
governments, and in bringing diplomatic or public pressure
to bear upen the government or people of any weak
country where their trading or other econcmic interests are
threatened. It is this illicit and underhanded use of foreign
policy by private husiness interests which has converted
economic internationalism into the peril it has shown itself
to be. Since it is impossible for governments to take a
disinterested attitude towards the business operations of
their nationals in foreign lands, a more definitively respon-
sible control of these operations is the only alternative,
And, if 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 intermational politics.  This forward
movement i pehtical and economic internationalism is
the only escape from a reversion towards a reactionary
nationalism which wilt at once diminish the “opulence ® of
each country without securing its “ defence.”
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