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PREFACE TO THE FIRST EDITION

WHEN I was helping my husband to prepare a third
edition of his Manual of Political Economy, it occurred
to us both that a small book, explaining as briefly, as
possible the most important principles of the science,
would be uscful to beginners, and would perhaps be
an assistance to those who are desirous of introducing
the study of Political Economy into schools. It is
mainly with the hope that a short and elementary
book might help to make Political Economy a more
popular study in boys’ and girls’ schools that the,
following pages have béen written. In order to addpt
the book especially for school use, questions have been

added at the end of each chapter.

CAMBRIDGE, 1870.



PREFACE TO THE SECOND EDITION

IN preparing a second edition of this little book, I
have made no alterations in its general character and
scope. Each page has, however, been carefully revised,
and at the end of each chapter I have added, after
the questions, a few little puzzles, which the learner is
expected to be able to solve for himself or herself;
they may also, in cases where this book is used in a
class, serve as a vehicle for introducing a discussion.

I am greatly indcbted to Mr. E. E. Bowen of Harrow
School for his kindness in suggesting this addition ; and
I am also specially indebted to Prof. J. E. Cairnes for
many most valuable criticisms, of which in preparing

this edition I have largely availed myself.

LONDON, 1872.



PREFACE TO THE FIFTH EDITION

“THE principal alteration in this edition of ZPolitical
Lconomy for Beginners, is the adoption of Prof. Jevons’
enumeration of the qualities which should characterise
the substance seclected to serve as money. I have gone
through each chapter very carefully, and have altered
and enlarged a great many of the illustrations, en-
deavouring to make them apposite to the economic
conditions of the present time. I have also added an
index at the end of the book, which 1 hope may add

r
to its usefulness to teachers and their pupils.

LONDON, June 1880.



PREFACE TO THE SIXTH EDITION

I uave endeavoured in the present edition to make such
alterations and additions to this little book as the cir-
cumstances of the time seemed to require. The principal
among the latter are references to the theories propounded
by Mr. Henry George in Progress and FPoverty, and to
recent experiments in England and on the Continent of
Europe in co-operation and profit sharing. Mr. Sedley
Taylor, Trinity College, Cambridge, has made a special
study of the subject of profit sharing, and I am mainly
indebted to him and to his boqk (Profiz Siaring, by
Sedley Taylor, M.A., Kegan Paul and Co.) for the facts

contained in the present edition.

September 1884.



PREFACE TO THE SEVENTH EDITION

THis edition has been prepared without making any
matcrial alteration in the plan or character of Political
Economy for Beginners. As on former occasions, I have
brought the little book up to date as to facts and
figures, and I have substituted new illustrations, in some
cases, in the place of old ones. It has also been
endeavoured to throw some light, from the teaching
of economics, on one or two of the problems of the
present day, such as that which is associated with the
words “the unemployed.” The facts and figures I
have used are for the most part taken, unless some other
authority is quoted, from the Statesman's Year Book
1887, published by Messrs. Macmillan and Co., and
from the Statistical Abstracts for Great Britain and

foreign countries published annually as blue-books.

LONDON, December 1888.



PREFACE TO THE EIGHTH EDITION

THE principal changes in the present edition are in the
form of expansions. Socialism, or, as it is now some-
times called, collectivism, is rather morc fully treated
than in former editions. A similar rcmark applies to
the subject of bi-metallism.

The recent changes in the history of co-operation and
co-partnership rendered it necessary to treat this subject
in a new chapter, in which attention has been called,
among other things, to the beginning of agricultural
co-operation in Ireland, to the remarkable success of
the Raiffeisen credit banks in Germany and Italy, and
to the cfforts now being made to start similar organ-
isations in the United Kingdom.

The effect on the price of agricultural produce brought
about by cheapening and facilitating its transit from the
most distant markets, is one of the most important
economic facts of our time ; and has modified many of
the conclusions formerly arrived at upon the effect of
increased population on the rent of land and on the
price of food. By taking account of these and other
changes in economic development, I have endeavoured
to bring this little book up to date, and I hope it may
still prove helpful to beginners.

o
, LONDON, July 1896.



PREFACE TO THE NINTH EDITION

‘IN preparing a ninth edition of this little book, I have
acted on the same principles which have guided me on
previous occasions. The pruning knife has becn used
and dead wood cut out. New examples have, in many
instances, been given, taken from recent events, such as
the South African War, the Brussels Sugar Convention,
the passing of another Irish Land Act, the development
of agricultural and industrial co-opcration in England
and Ireland, and the fiscal controversy of r9o3-4.

In some or all of these the intelligent boy or girl is
already interested or sprepared to be interested. My
wish is that this little book should help towards the
understanding of these and similar subjects and in the
application of cconomic principles to the problems of
every day.

I am much indebted to Sir George Livesey for in-
formation concerning the continuous growth of co-
partnership in the South Metropolitan Gas Works ; to
Lord Monteagle and to the Rt. Hon. Sir Horace
Plunkett for an account of the satisfactory growth of
the Raiffeisen banks and other formsYof agricultural
co-operation in Ireland.



xiit PREFACE 7O THE TENTH EDITION

For statistics I have relied on the Statistital Abstracts,
the Board of Trade Blue Book, Cd. 1761, 1903, Mulhall’s
Dictionary of Statistics, The Statesman's Year Bvook and
the Journals of the Royal Statistical Society.

LONDON, Marck 1904.

PREFACE TO THE TENTH EDITION

IN preparing the tenth edition of this little book my
thanks are due for valuable information courteously
afforded by the Rt. Hon. T. W. Bailey of the Irish
Land Commission ; the department of Agriculture and
Technical Instruction for Ireland; and the Irish Agri-
cultural Organisation Society.

For other statistical information I have relied upon
the Statistical Abstracts for the United Kingdom and for
Foreign Countries and upon Zke Statesman’s Year
Book.

My aim has been as heretofore to bring the book up
to date by deleting illustrations which had become
obsolete, and by adding new ones suggested by recent
events. I hope in this way to keep up the living interest
of the subjects dealt with.

LONDON, Ocfober 1911.



INTRODUCTION

Political Economy is the science which investigates
the nature of wealth, and the laws which govern its
Production, Exchange and Distribution.

As wealth is the subject of political economy it is necessary
to understand precisely what wealth is.

Wealth is anything which has an exchange walue.
This definition will be readily understood if the student re-
calls some things which, however useful and indispensable,
cannot be considered wealth. Thus, the air we breathe has
no exchange valuc ; no one will exchange anything for any
quantity of air, because everyone can freely and without any
labour obtain as much air as he requires. In the same way
the light of the sun has no exchange value. In many places
water has no exchange value. Water, however, acquires an
exchange value in all places where the natural supply is
insufficient to meet the wants of the inhabitants. In large
towns, for instance, water is supplied by means of canals and
aqueducts, and in this case it has an cxchange value, and
may consequently be regarded as wealth.

Many most mischievous errors have been fallen into by
persons who have mistaken the truec nature of wealth. For-
merly it was almost universally considered that * wealth” an
“monley” wete synonymous terms.. ‘Acting’ on “this belief,
tfe wealth of a country was estimated by the amount of gold
and silver it contained ; and artificial restraints were placed
upon commerce, with the view of preventing the precious

B



2 INTRODUCTION

metals from being sent out of the country. There are many
excuses for the persons who made the mistake of confound-
ing money and wealth. Like many others, they mistook the
sign for the thing signified. Wealth is always estimated in
money. * The income of a rich man is said to be so many
thousand pounds; the national revenue and the national
expenditure are said to be so many million pounds.

These and hundreds of similar facts caused the true nature
of money to be misunderstood. The best way of arriving at
a trustworthy conclusion respecting it is to look back into
history, and see what other nations have done who have not
made use of gold and silver coin. The money of the Chinese
once consisted of small cubes of pressed tea; there are
certain tribes of Indians who use a sort of shell as money ;
the pre-historic Greeks used cattle as a medium of exchange,
and they substituted pieces of metal impressed with the image
of ‘an ox only when they began to trade across the seas.
Adam Smith speaks of some Arabs who also used cattle for
money ; they fell into the same error as those who thought
that wealth was the same thing as money, for they thought
that no country could be wealthy that did not possess vast
herds of cattle. 'When they first heard of France and wished
to form an idea of its wealth, they asked how many cattle it
contained. There have been times in the history of every
country when the use of money, eVen of a rude description,
was unknown ; all exchange then had to be carried on by
means of barter.

Thus if a man who had two boats were in need of a spear,
he would offer a boat in exchange to anyone who would give
him a spear. Though commerce could not flourish under
such a system of exchange as this, yet it is idle to assert that
these barbarous communities possessed no wealth, for we
previously explained that wealth was anything that had an
exchange value.

The real nature of Money. What then is money? It
is a measure of value, and a medium of exchange When it
is said that money is a measure of value, it is virtually
affirmed that any substance is money which is selected by
‘universal consent to serve as a standard by which the value
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of all other commodities may be estimated. That this sub-
stance need not be gold or silver has been shown above ; in
fact, any article might be selected to serve as a measure of
value.

The meaning of the assertion that money is a medium of
exchange is that the exchange of commodities is usually
transacted through the medium of money. Thus a farmer
who wished to sell barley and buy guano would not probably
effect a direct exchange of these two commodities ; he would
sell the barley for money, and with this money he would
buy the guano.

The mercantile system. Thec crror of identifying wealth
with money led to the policy, briefly alluded to above, of
doing everything to foster the accumulation of gold and
silver. With this end in view statesmen did all they could
to encourage the export trade of their own country, and
to discourage importations from abroad by placing heavy
duties on imported goods, and by giving bounties on exports.
At the time when this policy was prevalent in England, very
large dutics were placed upon French wine, brandy;, silks, lace,
etc.,, with the object of preventing large quantities of these
commodities being bought in England; for this, it was
argued, would decrease England’s wealth by causing money
to be sent from England to France. The fallacies of this
policy, which is known a% the Mercantile System, were first
exposed by Adam Smith in his grcat book Z/%e Wealth of
Nations, published in 1776. In this work he pointed out the
errors of a book called England’s Treasure in Foreign
77radv, which was the guide of the statesmen who carried
out the Mercantile System. The object of this book
actually was to shew that home trade was of little conse-
quence, because it did not increase the amount of gold and
silver in the country. Adam Smith’s work explained, for
the first time in England, the true nature of money, and
shewed that if all restrictive duties were discontinued the
exports and imports of a country would tend'to be equal.

Free trade. This part of our subject wilj be more fully
explained in a subsequent chaptcr; at present it is only
necessary to add that the policy of removing restrictive®

B2



4 INTRODUCTION

duties on imports and allowing commerce to take 1ts natural
course is known as the Free Trade Policy.

With these few introductory remarks we pass to the con-
sideration-of the first of the three great branches into which
our subject is divided, viz., the Production of Wealth.

QUESTIONS ON THE INTRODUCTORY CHAPTER.

1. What is Political Economy ?

2. What is Wealth ?

3. What is Money?

4. Enumerate some of the articles which have at various
times been used as Money.

5. What is Barter?

6. Describe the Mercantile System.

7. Whence arose the errors of this system ?

8. By whom and how were the errors of the Mercantile
System first combated ?

9. By what Policy has the Mercantile System been
superseded ?

1. Could a man be said to be wealthy, if he had not
sixpence in the world?

2. Was the Spartan nation poorer because it prohibited
gold?

3. Is barter quite extinct in England ?



SECTION 1
The Production of Wealth.

IT was stated in the Introduction that Political Economy
investigated the laws which regulate the Production, the
Exchange and the Distribution of Wealth.

The three requisites of Production. It is proposed in
this section to dwell solely upon the Production of Wealth.
There are three requisites of production, by the combined
agency of which wealth is produced. These are Land,
Labour and Capital. In order that the various functions of
these three requisites may be clearly explained, and that the
peculiar office which each performs in the production of
wealth may be accurately defined, this section will be divided
into three chapters, undey the heads of Land, Labour and
Capital.

CHAPTER 1. On Land.

Land as an agent of Production. A few moments’
reflection will reveal the indispensable naturc of the service
which land renders to the production of wealth. There is
no article of commerce the origin of which cannot be either
directly or indirectly traced to land. Look round the room
in which you sit, or look at the clothes you wear, and you
will notice that you can see nothing that has not been de-
rived from the land. A piece of woollen cloth, for instance,
is derived from the land. The wool from wh"ch it is made
has been originally taken from the back of a sheep, which
lived on the grass, turnips, etc., grown on the land. Calico

5



6 PRODUCTION SECT. I

can be traced even more directly to the land. The cotton
plant, from the fibres of which calico is made, is the pro-
duction of the land. All manufactured articles are made
either of animal, vegetable, or mineral productions, all of
which are derived from the land.

In fact the importance of land as an agent of production
is so great that the French economists, in the time of Adam
Smith, asserted that land was the sole source of wealth. It
will, however, be shewn that Labour and Capital are also
indispensable to the production of wealth.

Circumstances which increase the productive power
of land. There are many circumstances that increase the
productive power of land. The beneficial effects of the
artificial manures which chemistry has brought within the
reach of the farmer are well known. We need do no more
than allude to the modern inventions of the numerous
machines, such as the reaping and thrashing machines,
which do so much to increase the productive power of land,
labour and capital. Many large tracts of country, such as
the fens of Cambridgeshire, which were once useless swamps,
have been turned into rich corn land by means of drainage.
It is evident that the productiveness of such land is mainly
dependent on the labour and capital that have been devoted
to its improvement.

Large and small farming. Mach controversy has been
carried on as to the relative advantages and disadvantages
of large and smallfarming. One of the principal advantages
of large farming is that it makes the use of improved
machinery much more available. A farmer who rents 8oo
acres will find it pay him to use the steam plough and steam
thrashing-machine ; and he will be able to avail himself o1
all the latest improvements in the manufacture of agricuitural
implements. A flock of 1000 sheep does not require twice
as many shepherds as a flock of 500. The housing of a
large number of cattle does not cost so much per head as
the housing of a smaller number.

The principal advantage of small farming is that the farmer
being himself a labourer, and being continually workinc
swith and among his assistants, there is no probability of t!
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work being neglected ; the strongest motives of selMinterest
prompting the farmer to the most strenuous exertions.

A distinction between peasant proprietors and
peasant tenants. While dwelling on the influence of
small farming in stimulating the industry of the farmer,
it should be stated that the remarks just made apply much
more powerfully in the case of peasant proprietors than in
the case of peasant tenants. Nothing can be more depress-
ing to the industry of the peasant tenant than to know that
the more he exerts himself the more certain he is to have
his rent raised. The peasant proprietor reaps all the fruit
of his hard work himself ; whercas the peasant tenant often
knows that increased exertions would benefit not himself
but his landlord. The peasant tenants in some parts of
Italy suffer almost incredible hardships from want of suffi-
cient food. Everything which their land produces, except
the barest pittance of Indian corn, is taken from them in the
form of rent. Ireland, before the passing of the Land Acts
of 1870, 1881, 1885, 1887, 1903-9, afforded another example
of the cvils arising from the system of peasant tenant farmers.
Before the earlier of these Acts were passed, the tenant usually
held his land from year to year; he was liable to have his rent
raised if he improved the land, and he was liable to arbitrary
eviction, without compensation for such improvements as he
had been able to carry put. The Act of 1870 gave him a
claim for compensation for improvements and for arbitrary
eviction ; and legalised the Ulster custom of the sale of the
tenant right. The Act of 1881 went a long way towards
giving the tenant the advantages of proprietorship, for it
conferred upon him the power to appeal to the Land Court
to fix a “fair rent” ; the rent so fixed was supposed by the
Act of Parliament to be unalterable for fifteen years, and
the tenant’s interest in his holding thus created can be sold
by him, the landlord having merely the first choice of be-
coming its purchaser. The Act of 1885, generally known as
Lord Ashbourne’s Act, enabled the tenant, with the consent
of his landlord, to become the purchaser of his holding ;
the money that he requires for this purposedis advanced by
the Government, and the tenant by paying four per cent. on
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-t
this sum for forty-nine years clears off both principal and
interest, and will become the owner of the fee simple of the
land. The interest paid to the Government is gencrally
about twenty per cent. less than the former rent. Another
Irish Land Act was passed in 1887, one of the provisions of
which legalised the lowering of the judicial rents fixed for
fifteen years by the Act of 1881, in accordance with the fall
in agricultural prices. The Act of 1903 (Mr. Wyndham’s
Act) was a further extension of the principle of Lord
Ashbourne’s Act. It authorised the advance to a body
called The Estates Commissioners of £ 100,000,000, spread
over fifteen years, from the Imperial Exchequer, to be used
in making advances to tenants to enable them to purchase
the fee simple of their holdings ; and it likewise provided a
“bonus” of 12,000,000 to be used to induce landlords to
sell on terms acceptable to the tenants. The Wyndham
Act broke down largely because it was based on the
expectation that all money to be advanced to purchasing
tenants could be provided by Government stock bearing
interest at 2§ per cent.  But it turned out after the passing
of the Act, that money could not be raised on these terms.
It was provided by the Act that any loss due to the issue of
the Stock at a discount should be borne by a fund known as
the Irish Development Grant. This fund soon became
completely exhausted owing to the continued and increasing
demands upon it. In the year 1909, agreements to purchase
were pending amounting to £56,000,000, and owing to the
insufficiency of the Development Fund, the loss due to the
fall in the Government Stock would have been thrown upon
the Irish ratepayers, causing an annual charge on the rates
of about £250,000 for sixty-eight-and-a-half years, or if all the
agricultural land in Ireland were sold the charge cn
the rates would have amounted to £877,000 annually.
Mr. Birrell, therefore, by his Land Act of 1909, provided
that for all pending purchases the loss should be borne by
the Treasury and not by the ratepayers ; while, as regards
future purchases, it was provided that vendors should be
paid in a 3 pefcent. stock and the purchasers should pay
3% per cent. instead of 3}. The bonus to landlords to
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induce them to sell was also modified by Mr. Birrells Act.
Formerly the bonus was a fixed percentage on the purchase
money. But Mr. Birrell's Act provides for a graduated
us ranging from 3 to 18 per cent, diminishing in
accordance with the number of years’ purchase at which
the land is sold.” The £12,000,000 limit to the total sum
available as bonus, was at the same time removed.!

Most contradictory accounts are given by different writers
as to the results of small proprietorship on the Continent,
but there are some agricultural products which are seldom
successfully cultivated in those countries where small farming
is unknown. Fruit farming and poultry rearing are rarely
successful but in those localities where small farming pre-
vails. A similar remark applies to dairy farming. An
illustration of the difference between the agriculture of the
Continent of Europe and England may be given by the fact
that in 1909 the United Kingdom imported from forcign
countries no less than £7,233,932 worth of eggs.2 This may
be due in part to the soil and climate of some of the countries
of Europe being more favourable for poultry farming than
those of England ; but there must be other causes as well ;
Denmark, for instance, sends us annually more than
42,000,000 worth of cggs,? and it has not a better climate than
our own. A more powerful cause is probably to be found
in the fact that Denmark’s chief source of wealth is
agriculture, and that the land is very much subdivided
into small holdings. The peasant farmer thinks no trouble
too great if it results in profit, and he is therefore
peculiarly successful in such an industry as poultry
farming, where everything depends on personal work and
constant attention to small details. English farming is done
on a much larger scale and in many districts by capitalist
farmers. Who has not heard in the country the continual
complaints of the difficulty of getting good milk and butter ?

1 See short Sketch of the Irish Land Acts, Their History and
Development, by the Right Hon. W. F. Bailey, Estates Com-
missioner.

2 Statistical Abstract, United Kingdom, 1895-1 939

3 Statistical Abstract, Principal and Minor Foreign Countries.
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People 84y “ The farmers’ wives are such fine ladies now, that
they are too grand to do what their mothers and grand-
mothers did before them, that is, get - up at five o’clock and
do the dairy work themselves.” This remark points out e
difference between large and small farming ; the fact beffig
that in modern times the size of farms has very greatly
increased ; the farmer and his wife are therefore removed
from the social position they formerly occupied, and they will
no longer work like their own labourers. When everything
has been said on both sides respecting the advantages of
large and small farming, the question still remains an open
one. In a future chapter it will be pointed out that there is
a way of combining the advantages of both systems, by
giving labourers a direct pecuniary interest in the soil which
they cultivate.

QUESTIONS ON CHAPTER 1. On Land.

I. What are the three requisites of the Production or
Wealth ?

2. Shew that Land is an indispensable agent of Production.

3. Mention some of the most obvious means of increas-
ing the Productivencss of the Land.

4. Enumerate some of the advantages and disadvantages
of large and small farming.

5. Why should a distinction be made between peasant
proprietors and peasant tenants ? °

1. If the Irish Land Acts have the effect of consoliglating
the small farms into a smaller number of much larger farms,
would this probably cause any change in the production of
butter in Ireland?

2. Milton exchanged the copyright of Puradise L..* for
415, It had an exchange value and was consequently
wealth. What had Land and Capital to do with the pro-
duction of this wealth??!

1 The French socialist Fourier, in the scheme which he elaboratg
for the reconstruction of society, placed ¢ Talent” among the re
quisites of Production, and assigned to it a certain definite shar

(one-fourth) of the wealth resulting from the combined efforts of the
members of the society.
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CHAPTER II. On Labour.

Labour a requisite of Production. In the Introduction,
Wen the nature of wealth was explained, an example was
given of a commodity which in some circumstances cannot
be regarded as wealth, and yet in other circumstances
certainly constitutes wealth. It was shewn that water has
no exchange value so long as it is supplied spontaneously in
sufficient quantities by the bounty of nature, because no one
will buy what he can obtain gratuitously and without labour ;
but water immediately becomes wealth when labour is re-
quired to convey it to the spot where it is nceded. In the
same manner, all commodities which have an exchange
value have been made available for consumption by many
different kinds of labour. It is in fact almost impossible to
enumerate all the different kinds of labour which have been
required to produce such a simple thing as bread. Bread,
it is true, may be said to be the result of the labour of the
baker, but his work is only a very small part of the great
amount of labour employed in producing bread. There are
the miller who grinds the wheat, the reaper and the sower,
the ploughman who prepares the land, the agricultural
implement maker who manufactures the plough, and the
miners who obtain the metal of which the plough is made;
besides these there are.the waggoners, bargemen, sailors,
and others, who convey the materials to the places where
they arc wanted ; the shipwrights who build the ships, and
so on in never-ending succession.

Definition of the exact service which Labour renders
to Production. The cxact service which Labour renders
to the production of Wealth is defined by Mr. Mill to be
“ putting things into fit places,” or “moving one thing from
or to another.” This simple definition is so comprehensive
as to include all the varied operations of industry. * Labour
then, in the physical world, is always and solely employed in
putting objects in motion ; the properties of matter, the laws
of nature, do the rest.”

Take as an example the labour which s employed in
building a house. How are bricks made? By moving a
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certain kind of clay from the place in which it is found ;
by pressing it into a mould and by bringing it in contact
with fire. How are planks made? By moving an axe throu

a tree, and by moving a saw through the fallen trunk. 1
unnecessary to enumerate further instances of the application
of the principle that “man has no other means of acting
upon matter than by moving it.” (Mills Principles of
Political Economy, pp. 32, 33.)

Many examples of the extent to which skilled labour
can add to the value of commodities may be taken from
the various operations of watch-making. For instance, one
pound weight of the microscopically small steel screws used
in watches is worth six pounds weight of pure gold, or more
than £280. In an article on watch-making by Miss Faithfull
in the Victoria Magasine, the following description is given
of the “hair-spring ” which every watch contains :—* A hair-
spring weighs only yzYup of a pound troy. In a straight
line it is a foot long. With a pair of tweezers we draw one
out in spiral form till it is six inches long ; but it springs
back into place, not bent a particle from its true coiling. It
must be exquisitely tempered, for it is to spring back and
forth 18,000 times an hour, perhaps for several generations.
A pound of steel in the bar may cost a dollar ; in hair-springs
it is worth 4,000 dollars.”

Though no wealth can be produced without labour, yet
there are some kinds of labour which may be very useful but
which do not assist-the production of wealth. This labour is
called “unproductive.” Political economists have differed
widely in their definitions of unproductive labour. This has
partly arisen from some economists attaching an implied
geproach to the epithet “unproductive.” There is however
np reproach conveyed in this term, unless the production of
wealth is the only worthy object of existence. Mr. Mill’s
definition of Productive Labour is *that which produces
utilities fixed and embodied in material objects.”

Labour which is indirectly productive. The question
then arises, “Is the labour of a teacher unproductive?” A
schoolmaster mSy not with his own hands produce “ utilities
fixed and embodied in material objects,” but through his
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instrumentality the number of productive labourers may be
vastly increased. Let us suppose, for example, that a school-
master educates fifty boys taken from lives of idleness and
vike in the streets of London ; if he trains them in habits of
intelligent industry, a very great number of them will prob-
ably beccome productive labourers. Is the inventor of a
machine an unproductive labourer when by means of his
invention the productiveness of other men’s labour may be
increased a hundredfold ? These questions must certainly
be answered in the negative. A distinction must therefore
be drawn between labour which is indirectly productive and
that which is directly productive. In the former class we
place the labour of the schoolmaster, the inventor, the police-
man, ctc. ; in the latter we place the labour of the shipwright,
the shoemaker, and all those labourers whose manual work
produces utilitics fixed #d embodied in material objects.

Unproductive Labour. Unproductive Labour is that
which neither dircctly nor indirectly helps to increase the
material wealth of the community. The labour of an opera
singer, an actor or a public reader is unproductive. The
labour of a statesman is generally unproductive, although
occasionally it is indirectly productive of wealth. The aboli-
tion of the corn laws, for instance, and the adoption of a
free trade policy, caused an enormous increase in the material
wealth of this country.! *Butit must be remembered that the
work of statesmen in getting rid of protection consisted in
releasing trade from the shackles which the mistaken policy
of previous generations of statesmen had imposed upon it.
It is very often the case that when the labour of statesmen
appears to be indirectly productive in the highest degree, it
gains this characteristic because it undoes the mistakes
of former statesmen. It is therefore very difficult to say
whether on the whole the labour of statesmen is indirectly
productive of wealth, except in so far as it guarantees the
security of life and property.

Sometimes the labour of productive labourers turns out to

1 This statement has recently been disputed by ;hose who desire

to revive protective duties. It can, however, hardly be denied on a
review of the facts that free trade has caused an immense improve-
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be unproductive ; as for instance in the case of the labour
which produced the numerous unfinished canals which were
abandoned about the time when it became apparent that rail-
roads would supersede water-carriage. On the contrary the

ment in the condition of the general mass of the people of this
country. In 1842, when Sir Robert Peel began his series of
financial reforms which culminated in the entire abolition of pro-
tection, nearly 1200 different articles, many of them of primary
necessity, were subjected to import duties. Wheat was more than
three times its present price, wages were low, distress was chronic.
In the agricultural districts of Somersetshire, Wiltshire and Dorset-
shire wages were only 7s. or 8. a week. In Lord Morley's
Life of Cobden the weekly budget of a farm labower in Somerset-
shire, with a wife and five children, in the year 1840 is given :—

5. d.
Half a bushel of wheat 4 O
Grinding, baking, and barmg, 6
Firing ... 6
Rent ... . 1 6
6 6

leaving out of the total earnings o seven shillings a balance of six-
pence, out of which to provide a family of seven persons with
clothing, tea, sugar, potatoes, and all the other necessarics of human
existence. It is not claimed by the advocates of free trade that the
wholc of the improvement between 1840and the 2oth century isdue
to free trade. It is in part due to education, to improved means of
communication both by sea and land, to the greater productiveness
of labour in consequence of steam and better machinery. But all
these amcliorating circumstances have been at least as actively
operative in Germany as they have been in England ; the main in-
dustrial difference between England and Germany is that while
England for more than half a century has enjoyed the advastages of
free trade, and has had the world for her granary and her stock-
farm, Germany has remained a strictly protectionist country. A
comparison of the wages, hours of work, and cost of bread in Ger-
many and in England is very strikingly in favour of England. Com-
paring the wages in fifleen skilled trades in both countries the Board
of Trade Blue Book, Cd 1761, shews (p. 289) that they are 42s. a
week in England, against 24s. in Germany. Taking larger groups
of trades it is estimated that if 100 represents an average family
income in the United Kingdom, 69 represents the corresponding
figurein Germany. The hours of labourare also about half as long
again in Germany as in England ; while the price of wheat, which
was 36s. 11d. a’juarter in England in 1909 was 48s. 5d. a quarter
in Germany, the excess in Germany being principally attributable
to the import duty of 7s. 74d.
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labour ot an unproductive labourer sometimes becomes, as it
were by an accident, productive of wealth. Through the labour
of scientific chemists, discoveries have been made which
have greatly facilitated many industrial processes. It will
thus be seen that it is sometimes difficult to decide concern-
ing any class of labourers whether their labour will prove
productive or unproductive. Before a final decision can be
given the result of their work must be known. The more
difficult a piece of work is, the more impossible is it to tell
beforehand, as the proverb says, whether the workman “ will
make a spoon or spoil a horn.”

Adam Smith’s Three Advantages of Division of
Labour, There are many circumstances which greatly
increase the productive power of labour. Foremost among
these must be placed the Division of Labour. In many
industrial processes, sud¥ as that of making a glass bowl, a
great number of workmen are employed, each one of whom
performs a single operation. One man blows the glass into
shape ; another polishes it ; another makes deep flutings on
it ; then it is repolished by another ; and after a variety of
more or less delicate operations, a highly skilled workman
engraves upon it some beautiful and artistic figures. The
various advantages which are produced by the division of
labour were enumerated, as follows, by Adam Smith. 1st,
The dexterity of the workman is increased. 2nd, Time is
saved by the workman not passing from one employment to
another.  3rd, Suitable machinery is more likely to be
invented, if the mind of the workman is concentrated on a
special process.

An illustration of the first advantage. The increased
dexterity of the labourer is by far the most important advan-
tage derived from the division of labour. In some of the
manufactures of such a town as Birmingham, the dexterity
of the workmen produced by division of labour is quite mar-
vellous. Inthe pen manufactory the sole occupation of some
of the workmen is to take the pens from the machine in
which they are made: this is done with sych wonderful
rapidity that the spectator can scarcely follow with his eye the
movement of the workman’s hand. This dexterity can only
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be acquired by the workman devoting himself to a single
operation. -

An illustration of the second advantage. An illus-
tration of the advantage gained by the workman not passing
from one cmployment to another may be taken from what
every one has seen at a railway station. When the lamps
in the carriages are being taken out, one man goes on the
top of the carriages, takes out a lamp, throws it down to a
man who puts it into a rack for the purpose of holding lamps.
In this manner thirty or forty lamps can be taken out in a
very few minutes ; whereas if one man performed the whole
of the work, and had to ascend and descend the carriages
with every two or three lamps he removed, it would probably
take him more than half an hour to take out as many as with
the assistance of another man he removes in five minutes.

An illustration of the third adtlvantage of the division
of Labour. Adam Smith says that the third advantage of
the division of labour is the invention of a great number of
machines which facilitate and abridge labour, and enable one
man to do the work of many. Adam Smith gives a good ex-
ample of the importance of this advantage. When the first fire-
engines were constructed a boy was employed in opening and
shutting a valve. This was his only work, and he thought
that if he could contrive some plan by which the valve
opened and shut without his assistance, he could spend all
his time at play; he accordingly tied a string from the
handle of the valve to another part of the machine, by means
of which the valve opened and shut at the proper time with
out demanding any attention on his part. .

A fourth advantage of division of Labour. Adam
‘Smith failed to mention one other most important advantage
derived from the division of labour. The omission was first
pointed out by Mr. Babbage. This advantage is that each
workman can be employed solely upon the work which he
can do best. It is very wasteful to employ a man who is
capable of doing work worth 10s. a day, to do some unskilled
work worth only 25. a day. The old saying, that it is
no good to*'put a race-horse to plough, may be used to
suggest an illustration of the fourth advantage of division of
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labour. To return to our example of the glass bowl; it
would manifestly be quite useless to employ an unskilled
labourer to engrave a delicate pattern upon the glass ; and
it would be very wasteful if the skilled workman, who is
perhaps paid at the rate of £3 per weck, were obliged to
perform operations which could be equally well done by a
boy receiving 8s. or gs. per week.

Perhaps it may not be out of place to mention one or two
disadvantages connected with the division of labour. A
turner who spends his whole life in making front legs of
chairs has no responsibility for the chair as a whole: he
merely turns out, to pattern, so many gross of legs of chairs
per week or month. Hence the intelligence and artistic
perception of the workman are not awakened. Chairs are
manufactured which are neither strong, comfortable nor
beautiful ; and this is probably due to the division of labour
which makes no one man responsible for the chair as a whole.
Excessive division of labour also tends to reduce the labourer
to a mere machine : he can perform one particular operation
with great dexterity ; but if his task is changed his skill and
usefulness vanish. His intelligence may be naturally good
and it may have been developed by the other circumstances
of his life ; but where division of labour is carried to a very
great length, it is hardly developed by his daily work.

Free Trade a division of Labour. The division of labour
is a great subject, and should be carried beyond the work-
shop and the manufactory. Free trade is simply an exten-
sion of the principle of the division of labour. By breaking
down the artificial barriers which have been erected between
nations, cach country, instead of being obliged to depend
entirely on home manufactures, can devote its energies to
those branches of trade or agriculture to which natural
circumstances or national peculiaritics have especially
adapted it.

Co-operation of Labour. Great as the effect of the division
of labour is in increasing its productiveness, it is probable
that the co-operation of labour is a still more powerful
agent in augmenting the efficiency of labour. \Co-operation
of labour has been defined as “the combined action of

(o3
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numbé€rs” ; the meaning of the term may be illustrated by
an example. In hauling a life-boat up a steep beach the
combined labour of a great number of men is needed, and in
this way the boat is drawn up in a comparatively short
time. If one man attempted to draw up the boat by himself
his labour would be thrown away.

Simple and complex Co-operation of Labour. There
are two kinds of Co-operation of Labour.

1st, Simple Co-operation ; or the co-operation which takes
place when several persons help each other in the same
employment ; for instance, in lifting a heavy weight, as in
the example just given.

2nd, Complex Co-operation ; or the co-operation which
takes place when scveral persons help each other in different
employments. An instance of complex co-operation of labour
may be found in the labour which is employed to manufac-
ture a piece of cotton cloth. In this case many different
kinds of labour, employed in different ways and in different
places, combine or co-operate together. Those who sow the
cotton seed, and after the pod is ripe pack it in bales for
exportation ; the sailors who convey it from America to
England ; the artisans who perform so many operations
upon the raw cotton before it is converted into cloth, com-
bine their labour in order to produce a piece of calico.
Another instance of complex co-operation, or several persons
helping each other in different employments, is found in the
assistance which agricultural labour iand manufacturing
labour render each other. In other words, when “one body
of men having combined their labour to produce more food
than they require, another body of men are induced to com-
bine their labour for the purpose of producing more clothes
than they require, and with those surplus clothes buying the
surplus food of the other body of labourers.”

Mr. Wakefield's theory of Colonisation. A consider-
ation of the mutual benefits which town and country
labourers derive by exchanging the surplus products of their
industry formed the basis of Mr. Wakefield’s theory of
Colonisation,.

Mr. Wakefield pointed out that the plan of granting to
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each family of settlers in a new colony a tract of fertile land,
large enough to supply all its wants, tends directly to dis-
courage the growth of commerce and the progress of civilisa-
tion. A certain amount of rude abundance may be obtained,
but each family being isolated and independent there is
neither inducement nor opportunity for enterprise, and no
motive to produce more than is required for the consumption
of the household. To remedy this Mr. Wakefield proposed
that, as far as possible, there should be, in every colony, a
town population side by side with the agricultural population.
Division of labour would thus be greatly encouraged, and
production would be stimulated, for a market would be
found for the sale of agricultural produce in the town ; the
inhabitants of which would in return be compelled to ex-
change some articles of manufacturing industry.

The use of Tools and Machinery. Having mentioned
two causes which act very powerfully in increasing the produc-
tiveness of labour, viz. Division of Labour and Co-operation
of Labour, we now pass to a third, the importance of which
must be evident to all ; viz. the use of tools and machinery.
There is no industry which is independent of the use of
tools ; even the rudest agriculture could not be carried on
without a spade, nor the plainest sewing without a needle ;
and in nearly all branches of industry the introduction of
elaborate machinery is rapidly becoming general. There
are two ways in which machinery increases the productive-
ness of labour. One in which it supersedes or takes the
place of the labour of individuals, as in the case of the reap-
ing-machine, or the sewing-machine ; and the other in which
machinery achieves that which no amount of unassisted
human labour could perform ; such as propelling an express
train at sixty miles an hour. In the first case machinery, by
enabling a few persons to do the work previously performed
by a great many, sets free a large quantity of labour, which
seeks employment in other dircctions. In the second case
it opens new fields of enterprise, which tend to absorb the
labour set free by the introduction of machine? into other
industries.

The productive power of Labour is increased by the

c2
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skill, intelligence, morality and trustworthiness of the
labourer. The three principal material agencies have now
been mentioned which increase the productive power of
labour. But there are other than material agencies, which
must not be passed over. Thesc are the skill, intelligence,
morality and trustworthiness of the labourer.,

That the skill of the workman increases the piroductive
power of labour is so self-evident as scarcely to need illus-
tration. In many industries the necessary skill cannot be
acquired without a long apprenticeship, and it is frequently
several years before the labour of the apprentice is remuner-
ative to his master; for from want of skill the apprentice
frequently spoils the materials of his industry.

The Intelligence of the Labourer. The importance ot
the diffusion of intelligence among workmen and work-
women, as a means of increasing the productiveness of
labour, can hardly be exaggerated.  An unintelligent work-
man performs his task mechanically ; he does what he has
learnt to do, and no more ; he suggests no improvements.
If the industry in which he is engaged becomes depressed
and he consequently loses his employment, he can turn his
hand to nothing else ; and he and his family soon become
dependent on the rates, or on private charity.

The Morality of the Labourer. The morality of the
labourer is also an important agent in increasing the pro-
ductiveness of labour. All intemperance greatly diminishes
physical strength.  The habitual drunkard is usually incap-
able, even when he is sober, of performing any severe labour,
and habits of intemperance nearly always produce premature
decay and death. The morality and the intclligence of the
labourer are intimately connected with each other. An un-
intelligent person can never enter into intellectual enjoyment,
and can seldom appreciate innocent pleasures. The general
diffusion of education is very important from the economical,
as well as from other points of view. Education stimulates
the intelligence and thus makes the labourer more efficient ;
it also tends to make him more temperate, because it opens
to him new sources of healthy and innocent pleasure and
recreation. There was a very decided decrease in crime
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and pauperism in England and Scotland after the passing
of the Elementary Education Act in 1870; and it may be
fairly concluded that to a considerable extent the improve-
ment was due to education. The decrease in crime between
1870 and 1895 was about 25 per cent., and the decrease in
pauperism was about 20 per cent. This decrease in crime
and pauperism in England and Scotland since 1870 is the
more satisfactory, when it is remembered that it is an actual
decrease, and not merely a decrease in proportion to the
numbers of the population: the diminution in crime and
pauperism having been accompanied, in Great Britain, by
an increase of population, during the same period, from
25,000,000 in 1870 to 34,000,000 in 1895.

The Value of Trustworthiness in the Labourer. If
labourers are untrustworthy, it is necessary to employ persons
whose only business is to see that the labourers do their
work. If people could be trusted, the labour of overlooking
and watching might be saved, and drafted off to some other
employment. It must also be remembered that if labourers
require to be watched they will always find opportunities of
shirking their work, no matter how careful the overlooker
may be. This is particularly the case in agriculture, where
the nature of the various occupations, and the great distance
over which the labourers are scattered, render supervision
extremely difficult. .

Before leaving the subject of productive and unproductive
labour, it may be well again to enumerate those causes
which increase the productiveness of labour. These causes
are divided into two classes :

MATERIAL and MORAL.

The Division of Labour. | The Skill,
The Co-operation of La- | The Intelligence,

bour. The Morality, LOE the
The Use of Machinery | The Trustworthi- abourer.
and Tools. ness

Having now discussed the meaning of the terms pro-
ductive and unproductive labour, it will be nedessary, before
investigating the functions of capital, that the student
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should know what is meant by productive and unproductive
Consumption.

Productive and Unproductive Consumption. The
distinction between productive and unproductive labour
must be borne in mind, and it will then be seen that the
productive labourer is also the productive consumer, and
vice versd. All the consumption of the productive labourer
is not productive consumption, but only that part of it which
is employed in sustaining him whilst he is engaged in pro-
duction. All luxuries must be consumed unproductively,
because the consumption of them does not assist future
production. All waste is unproductive consumption; and
instead, as some suppose, of being beneficial to society,
is in reality injurious to it. If the mere consumption of
commodities were productive of wealth, no matter whether
the object for which they are consumed is useful or not, the
quickest way for a nation to become rich would be to burn
down houses, manufactories and public buildings, destroy
the railways and docks, and pull down the telegraph wires.!
There can be little doubt that such conduct would soon
produce great activity in the building and engineering
trades ; but their gain would be at the expense of the
general loss. An American paper, after the great firc at
Chicago, remarked what an excellent thing that great
calamity had been for the building trade. The writer did not
seem to remember that all that the building trade gained,
and much more, had been lost by the owners of the property
that had been burnt. These remarks may be concluded by
a very excellent illustration in explanation of this point
taken from the writings of M. F. Bastiat: “ Have you ever
witnessed the anger of the good shopkeeper Jacques Bon-
homme, when his careless son happened to break a square
of glass? If you have been present at such a scene, you
will most assuredly bear witness to the fact, that every
one of the spectators, were there even thirty of them, by
common consent apparently, offered the unfortunate owner

1 War affordf one of the most striking examples ot unproductive
consumption on a large scale.
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this invariable consolation, ‘It is an ill wind that blows
nobody good. Everybody must live, and what would become
of the glaziers if panes of glass were never broken?’ Now
this form of condolence contains an entire theory which it
will be well to shew up in this simple case. . . . Suppose it
cost 6 francs to repair the damage, you say that the accident
brings 6 francs to the glazier’s trade—that it encourages that
trade to the amount of 6 francs—I grant it; I have not
a word to say against it ; you reason justly. The glazier
comes ; performs his task, receives his 6 francs ; rubs his
hands ; and in his heart, blesses the careless child. All
this is that which is seen. But if, on the other hand, you
come to the conclusion that it is a good thing to break
windows, that it causes money to circulate, and that the
encouragement of industry in general will be the result of
it, you will oblige me to call out, ‘Stop there! your theory
is confined to that which is seen ; it takes no account of
that which is not seen.’

“It is not seen that as our shopkeeper has spent 6 francs
upon one thing he cannot spend them upon another. It is
not scen that if he had not had a window to replace he
would perhaps have replaced his old shoes, or added
another book to his library. In short, he would have
employed his 6 francs in some way which this accident
has prevented. D

“Let us take a view of industry in general as affected by
this circumstance. The window being broken, the glazier’s
trade is encouraged to the amount of 6 francs ; this is that
which is seen.

“If the window had not been broken, the shoemaker’s
trade (or some other) would have been encouraged to the
amount of 6 francs ; this is that which is not seen.

“And if that which is not seen is taken into consideration,
because it is a negative fact, as well as that which is seen,
because it is a positive fact, it will be understood that
neither ;industry in general, nor the sum total of national
labour, is affected, whether windows are broken or not.

“Now let us consider Jacques Bonhomma himself. In
the former supposition, that of the window being broken, he
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spend; 6 francs,-and has neither more nor less than he had
before, the enjoyment of a window.

“In the second, where we suppose the window not to
have been broken, he would have spent 6 francs in shoes,
and would have had at the same time the enjoyment of a
pair of shoes and of a window.

“ Now as Jacques Bonhomme forms a part of society, we
must come to the conclusion, that taking it altogether, and
making an estimate of its enjoyments and its labours, it has
lost the value of the broken window.”

This illustration exhibits the folly of the excuse so often
made for waste and luxurious extravagance, Z.e. that they
are good for trade.

A knowledge of one of the first principles of political
economy is sufficient to shew that society is no gainer by the
reckless expenditure of the spendthrift. This subject cannot,
however, be further investigated without entering upon an
explanation of the functions of capital. This introduces
another branch of the science of political economy, and
must be reserved for a future chapter.

QUESTIONS ON CHAPTER Il. On Labour.

1. Shew that labour is indispensable to the production of
wealth. .

2. Enumerate some of the different kinds of labour
necessary to produce such a commodity as bread.

3. Define the exact service rendered by labour to
production.

4. What is productive labour ?

5. Shew that unproductive labour is often indirectly very
productive.

6. How does division of labour increase its productive-
ness? Quote Adam Smith’s three advantages of division
of labour. '

7. What fourth advantage has been pointed out by
Mr. Babbage?

8. Is there€any drawback to the usefulness of division
of labour?
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9. Shew that Free Trade is simply division of labour.

10. What is co-operation of labour?

11. Define simple and complex co-operation.

12. What is Wakefield’s theory of colonisation ?

13. In what ways does machinery increase the pro-
ductiveness of labour ?

14. What moral agencies incrcase the productiveness
of labour?

15. What is productive and unproductive consumption ?

16. Shew by M. Bastiat’s example that unproductive con-
sumption does not conduce to national prosperity.

1. Is the air in a diving-bell wealth, and if so why?

2. Is the labour of a boy writing Virgil for a punishment
productive or unproductive ?

3. What kind of co-operation of labour is there in a game
of cricket, and what division of labour between the different
parts of the human body?

4. What are the advantages gained by division and
co-operation of labour in games ?

5. What is the effect of the division of labour which now
universally prevails, on the highest kind of artistic skill ; as,
for instance, Herr Kreislex’s violin-playing ?

6. Is the co-operation of labour in a game of cricket
simple or complex?

7. In a game of cricket is the co-operation of any labour
required except that of the players?

8. Is smoking a productive or unproductive consumption
of wealth?

9. Would it be good for trade if an earthquake shook
down all the houses in London ?

10. Would it be good for trade if an explosion of gun-
powder blew up the Houses of Parliament ?

11. State the economic result of your father’s gardener
knocking off one of his quarts of beer.

12. What would become of undertakers if geople left off
dying?
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CHAPTER III. On Capital.

It is erroneous to suppose that Capital and Money
are synonymous. Capital is sometimes spoken of as if it
were synonymous with money ; if this were so it would not
be true that Capital was one of the three requisites of the
production of wealth, for money in itself does not assist in
the production of wealth. A few pages back the use and
functions of money were explained, and if this explanation
is borne in mind it becomes evident that money is not iden-
tical with either wealth or capital. It must not be forgotten
that money is a measure of value and a medium of exchange:
in other words that it is a substance which is selected by
universal consent to serve as a standard by which the value
of all other commodities may be estimated, and which con-
sequently may be exchanged for all other commodities.

A Definition of Capital. Capital may be defined as
that part of wealth which is saved in order to assist future
production. It is sometimes objected that capital is not
really necessary to the production of wealth, because a
savage, for instance, may gather the berries and roots on
which he subsists without the help of any previously stored
up wealth; or a civilised man thrown naked on a desert
island may by his labour applied to the land gradually
accumulate and create wealth. The objection however is
fanciful rather than essential. The moment the savage
shapes a flint and uses it as a tool, he is no longer inde-
pendent of capital ; the moment Robinson Crusoe saves
back half the berries gathered on Monday to supply himself
with food while he works uninterruptedly at his canoe on
Tuesday, he is no longer without capital. It may be stated
broadly, that in the conditions of modern life and modern
industry, capital is one of the requisites of production.

An example of the service which Capital renders to
Production. Agricultural operations could not be carried
on unless the labourers were supported by wealth which
had been previously accumulated. Many months elapse
between thefsowing of the seed and the time when the
produce of that seed is converted into a loaf of bread. It is
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therefore cvident that the labourers cannot live upon that
which their labour is assisting to produce ; but they are
maintained by that wealth which their labour or the labour
of others has previously produced. This wealth is Capital.
Formerly the service which the wealth produced by past
labour rendered to future production was more apparent ;
because farmers, instead of paying their labourers in money,
paid them by giving them so much corn, potatocs, beer,
cider, etc. This was called paying “in kind.” A some-
what similar mecthod of paying labourers is also known as
“truck,” which has been restrained and regulated by many
Acts of Parliament. The farmer now exchanges his wealth
for money, and distributes that portion of it which he gives
as wages to his workpeople in money also. Wages are now
almost universally paid in money ; this money is the repre-
sentative of wealth previously accumulated, and renders the
same assistance to future production as the food with which
the labourer was formerly remunerated. Let it then be
remembered that the wealth which is distributed as wages
to productive labourers is capital, and that it renders an
essential service to production by maintaining the labourer
whilst he is engaged in assisting future production. It must
always be remembered that the moncy, in which the wages
arc distributed, is not capital : but the food, clothing, etc.,
for which this money is exchanged, are capital. Gold and
silver cannot of themselves maintain labour ; they are useless
unless they can be exchanged for the necessaries of life.
During the hardships suffered by the French army in the
retreat from Moscow, ‘the difficulties of carriage made it
neccssary to abandon the treasure-chest. Its contents were
seized by some of the soldiers, who filled their pockets and
knapsacks with the gold. But they did not keep it long ;
it was entircly uscless in alleviating their wretchedness ; the
weight of it, in fact, increased their distress. They soon
flung it out upon the snow rather than endure the burden
of carrying it. This incident illustrates the uselessness of
money unless it can be exchanged for commodities which
are capable in themselves of supporting life or increasing its
pleasures.
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.

It is objected by Mr. Henry George in Progress and
Poverty that it is fundamentally erroneous to say that wages
are paid out of capital. He contends that wages are paid
from the value of that which labour produces, and that labour
thus produces its own remuneration: he urges that if a
labourer is paid 16s. for a week’s ploughing, it is because a
ploughed field has a higher value than an unploughed field,
the labourer has created wealth, and the wealth thus created
or some part of it is the wages of labour. It is no doubt true
that the ultimate source of both wages and profits is the value
of that which labour and capital combine to create; but as
long as the whole risk of the business is undertaken by the
capitalist, who pays to those engaged in the work certain
weekly wages for months and sometimes for years before the
commodity can be brought into the market, who pays those
wages even if the commodity should ultimately prove un-
saleable, it seems clear that wages are paid out of capital,
that is, out of wealth which has been saved with the object or
assisting future production. The Kentish farmer, for in-
stance, pays wages for planting and training hops ; he does
this because he expects the price he will get for the hops will
repay him all he has spent in wages and something more ;
but this expectation may be disappointed ; a blight, a cold
June or a July hailstorm may render his crop almost worth-
less. If labour were paid directly from the value of the
commodity it produces, the labourers who planted and
trained the hops would in such a case get nothing ; but in
the present state of society labourers are not in a position to
take this risk, they have generally speaking no reserve on
which they can live if their labour results in a loss. Hence
they are compelled to sell their labour to the capitalist for a
dlefinite price which is probably on an average lower than
what they would receive if they could afford to take the
risk of the fluctuations of trade: they however secure
the advantage, which in their present circumstances is
all-important, of a certain weekly income.

The wages-fund. The wealth which is expended in wages
is called by fome economists the wages-fund. This expres-
sion must not be understood to imply that each capitalist
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possesses a special fund which he must devote to tfle pay-
ment of wages and to no other purpose ; but simply #Zat in
the absence of great industrial changes, each industry requires
its wages-capital to be in a certain proportion to its other
capital, 7Z.e. to its buildings, machinery and raw material :
and therefore that an increase in the non-wages capital, if
the conditions of industry remain unchanged, necessitates a
proportional increase in the wages capital or wages-fund.!

It must be remembered that the wealth expended in wages
is not all cmployed to support productive labourers. A
considerable proportion of it is distributed to those whose
labour is strictly unproductive. Only that portion of the
wages-fund which supports productive labour is capital.
The wages-fund, therefore, resolves itself into two leading
divisions :—1Ist, that which supports productive labour and
forms a part of the general capital of the country ; and 2nd,
that which supports labour not creative of wealth, and goes
in unproductive expenditure.

An example of another service which Capital renders
to Production. The maintenance of the labourer is not
the only service which capital renders to the production of
wealth. All wealth which is set aside to assist future pro-
duction is capital. Buildings, machinery and tools which
assist the production of wealth, constitute capital. Many
manufactures cannot be profitably carried on without the
erection of large buildings and costly machinery. Take
for an example the case of the manufacture of woollen cloth.
The manufacturer, besides the capital which he requires for
wages, must also have a vast amount of capital in buildings,
tools and machinery. It must not be supposed that the
whole wealth of the manufacturer is capital ; a part of his
wealth is spent in various luxuries ; that part only of his
wealth is capital “ which he designs to employ in carrying on
fresh production.” In the words of Mr. Mill, “ What capital

1 It is not desirable in an elementary book to enter at length into
the controversy on the wages-fund theory. Those who wish to do
so are referred to Thornton Or Labour, pp. 84, 85, Cairnes’ Lead-
ing Principles of Political Economy, pp. 218, 21y, and Prof. II.
Sidgwick’s Principles of Political Economy, Chap. viii, Book 1I.
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does for production is to afford the shelter, protection, tools
and materials which the work requires, and to feed and
otherwise maintain the labourers during the process. These
are the services which present labhour requires from past, and
from the produce of past labour. Whatever things are
destined for this use—destined to supply productive labour
with these various pre-requisites—are capital.”

A demand for commodities not a demand for labour.
It was said above that the part of the wealth of the inanu-
facturer which he spends in luxuries does not constitute
capital, but that part only is capital which is.employed in
carrying on fresh production. But it may be said that the
wealth which he gives for luxuries maintains labour. If, for
instance, he spends £50 upon lace, may it not be asserted
that this 450 maintains the labourers who make the lace,
and that therefore it is employed as capital, exactly in the
same way as if the manufacturer had employed it in his own
business ?

This brings us to a most important proposition respecting
capital, one which it is essential that the student should
thoroughly understand.

The proposition is this—A demand for commodities is not
a demand for labour.

The demand for labour is determined by the amount of
capital directly devoted to the remuneration of labour : the
demand for commodities simply determines in what direction
labour shall be employed.

An example. The truth of these assertions can best be
shewn by examples. Let us suppose that a manufacturer of
woollen cloth is in the habit of spending £50 annuallyinlace.
What does it matter, say some, whether he spend this 450
in lace or whether he use it to employ more labourers in his
own business? Docs not the £50 spent in lace maintain the
labourers who make the lace, just the same as it would
maintain the labourers who make cloth, if the manufacturer
used the money in extending his own business? If he ceased
buying the lace, for the sake of employing more clothmakers,
would there mot be simply a transfer of the £50 from the
lacemakers to the clothmakers? In order to find the right
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answer to these questions let us imagine what would actually
take place if the manufacturer ceased buying the lace, and
employed the 450 in paying the wages of an additional
number of clothmakers. The lace manufacturer in con-
sequence of the diminished demand for lace would diminish
the production, and would withdraw from his business an
amount of capital corresponding to the diminished demand.
As there is no reason to suppose that the lacemaker would,
on losing some of his custom, become more extravagant, or
would cease to desire to derive income from the capital
which the diminished demand has caused him to withdraw
from his own business, it may be assumed that he would
invest this capital in some other industry. This capital is
not the same as that which his former customer, the woollen
cloth manufacturer, is now paying his own labourers with ;
it is a second capital ; and in the place of £50 employed in
maintaining labour, there is now £100 so employed. There
is no transfer from lacemakers to clothmakers. There is
fresh employment for the clothmakers and a transfer from
the lacemakers to some other labourers. (Mill’s Principles
of Political Economy, vol. 1. p. 102.)

This example illustrates the fallacy of the popular notion
that luxurious expenditure is good for trade. No benefit
is conferred upon the wages-receiving classes by the con-
sumption of luxuries ; and if the money given for luxuries
be withdrawn from such an employment as farming the
labourers suffer in two ways. In the first place, as shewn
in the above example, the wages-fund is diminished by an
amount corresponding to that given for the luxuries ; and in
the second place, the production of wealth and consequent
reproduction of capital are checked.

Another example. This last point can be best explained
by another example, which will further illustrate the truth of
the assertion that a demand for commodities is not a demand
for labour. A farmer sells his wheat for the purpose of
purchasing commodities. If these commodities are con-
sumed unproductively, an amount exactly equalling their
value is abstracted from the capital of the ,country. If
however these commodities are consumed productively, the
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capitil of the country is increased. In other words, if with
the money obtained by selling his wheat the farmer buys
velvet, this purchase in no way assists production. It may
add to the pleasure and gratification of the purchaser; but
when it is worn out, so much wealth has been consumed
without any productive result whatever. If however the
farmer uses the money for which he sells his wheat in paying
his labourers, they spend it in procuring the necessaries of
life ; these are consumed productively, for they maintain the
labourer while he is assisting to produce future wealth. In
the first case the purchase of the velvet lcads to no result
beyond the pleasure of the purchaser; in the second case
the purchase by the labourers of bread and beef leads to the
reproduction of wealth.

That part of wealth which consists of luxuries cannot be
consumed productively, therefore the consumption of luxuries
decreases the capital of a country ; for capital is that part of
rwealth which is set aside to assist future production. But it
may be said that the capital of a country is decreased by the
persons who manufacture articles of luxury, and not by those
who purchase them. This remark would not be made if it
were remembered that articles of luxury would not be made
if there were no demand for them. A demand for com-
modities does not incrcase the amountof capital and labour, but
it determines the direction in which they shall be employed.

Another illustration. As a further illustration of the
principle just enunciated, let it be supposed that the owner of
a valuable picture intended to sell it, in order to buy jewelry.
The intended purchase, if it were carried out, would have no
more effect upon the wages-fund and the condition of the
labourer, than would be produced if by some accident the
picture were destroyed, and in consequence the purchase of
jewelry prevented. If the picture were destroyed the demand
for jewelry would be diminished by the amount of the value
of the picture ; the manufacturer of the jewelry would with-
draw a corresponding amount of capital from his business ;
but he would, in all probabili