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PREFACE TO THE SIXTH EDITION

THis book, well known to students at home and overseas
for many years, provides a sound introduction to the study of
Economics, especially for those gaining their first ideas of the
subject. The matter is presented in such a manner that the
volume will make a ready appeal to the ordinary reader
anxious to obtain a knowledge of current economic problems.
It forms, moreover, a comprehensive basic textbook for
candidates for the General Certificate of Education (Ordinary
Level) and other examinations of similar standard.

In the fourth edition the text was extensively rewritten,
divided into sections, and completely reset in modern style,
and new matters dealt with included the Marketing of
Consumer Goods, the Organisation of Business, and Money
and Capital Markets, Foreign Exchange Control, and the
Nationalisation of Industry.

In this edition the main body of the text remains sub-
stantially unchanged although the latest available information
has been included, but in order to bring the work into line
with the new requirements of the syllabus for the London
General Certificate of Education (Ordinary Level), new
sections have been inserted in Chapters I, VI, and VIII,
covering such topics as the size, the age, and sex distribution,
of the population, the location of industry, the occupational
distribution of the working population, and a descriptive
account of the most important British industries.

An outlne sketch of the main occupational changes that
have taken place since the early nineteenth century is also
included.
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GROUNDWORK OF ECONOMICS
CHAPTER 1

INTRODUCTORY: THE SUBSTANCE AND SCOPE

* OF ECONOMICS
1. Introduction

Wants, efforts, satisfactions, comprise the circle of life’s
activities, a circle in which we move either successfully or
unsuccessfully according to the extent of our self-interest, our
interest in others, our education, our experience, our judg-
ment, our ability, our courage, our opportunities. Econemics
deals with the actual conditions of this circle; it examines
our activities in the business of life, not as they ought to be.
or as they would be under ideal conditions in a modern Utopis
or Arcadia, btt as they are—a mixture of meanness and of
nobility, of sorrow and of joy.

Unfortunately, our wants cannot always be satisfied
because of the relative scarcity of the means with which to
satisfy them. This relative scarcity of means, or resources,
leads us to choice-making, the foundation of most of our
economic activity. If all goods and services were in super-
abundance, the problems of choice would not arise, and
economic activity as we know it would largely cease.  All
the ideas and schemes brought forward for the economic
improvement of society, e.g. co-operation, nationalisation,
etc., have for their main object, the overcoming of scarcity.

It is true, of course, that technical science has modified the
scarcity of many means of satisfaction, at least, in particular
areas, but if we view the world as a whole the means of
satisfying flost human wants are likely to be relatively scarce
for a very long time to come.

We muss always remember that economics deals with man
as a social being, as a member of society, as an individual jn

G. ECON
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a g herd” with the “herd mstmct ” as a gregarious animal living
in communities. He may, for instance, be one of thousahds
of workers in a factory, or one of many vendors in a town
market, or one of a large number of speculative buyers ih an
organised produce market, or one of the board of directors
of a powerful joint stock company, or one of the partners of
a prosperous private business.

Obviously, therefore, we should be particularly cautious
in considering the implication of the principal terms that are
used in economics, always bearing in mind that their economic
-neanings do not necessarily coincide with their popular
neanings. The term “wealth,” for example, leads us to
hink of such terms as “money,” “capital,” “property,”
‘income,” “stocks and shares,” “the national dividend,” and
srobably many others; the term “market” immediately
‘eminds us of “buyers,” “sellers,” “middlemen,” “specu-
ators,” “wholesalers,” “retailers,” ‘“consumers,” ‘“‘pro-
ducers,” “freight,” “transport,” “mass production,” *“com-
petition,” “monopoly,” “rings,” ‘“combines,” “trusts”; the
term “wants” brings thoughts about “labour,” “the workers,”
“the management.”

And each of these in turn leads to further trafns of thought,
to further associations of ideas, as instances of which we may
take two of the most important of the preceding—*“income”
and “property.”  “Income” suggests at once not only such
terms as “earnings,” ‘“wages,” “salary,” “fees,” “profits,”
“rent,” “interest” and “dividend,” but also the inseparable
income tax and the problems of taxation. “Property”
makes us think about inheritance and bequest, about great
“fortunes,” and about the inequality and accumulation of
wealth, a train of thought which leads to the taxation of,
and the income from, property.

Hence our subject matter appears to become considerably
bigger; we begin to think that economics is in itself a “big
business.” But as we proceed it will be seen how our economic
horizon gradually becomes not only wider and wider, but also
more and more interesting, if, of course, we proceedtautiously,
carefully considering the significance of the various terms and
always remembering that the fundamentals are thg wants of
man and his efforts to satisfy these wants.

” ¢
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2. Population

Man is a member of society, and fow that reason certain
aspects of the population, its size, future trend, and age, and
sex "distribution, are of vital interest to the economist as
changes in the size, and in the age and sex composition of a
population, have a profound effect on the economic activities
of the community.

We have no reliable information on the growth of the
population of England before 1700, but it is highly probable
that between the Norman Conquest and 1750 the rate of
increase was very small; diseases due to insanitary condi-
tions, impure water supplies, and to inadequate and improper
feeding took a heavy toll of the population.

After 1750, however, the population began to increase
with unprecedented rapidity. especially between 1780 and,
1821, and the high rate of increase was maintained through
the nineteenth century. Between 1901 and 1941, however,
although the absolute size of the population was increasing,
the percentage rate of increcase was falling steadily as is indi-
cated in the table below taken from the Report of the Roya]
Commission qp Populaton published in 1947.

ToTAL p INCREA¥ N ]I,:ICREASE AS A
REVIOUS TWENTY RCENTAGE OF
DaTE (.Potl;)uuzno&i) YEARS PoPULATION TWENTY

In thousands (in thousands) YEARS BEFORE
1801 10,501 — —
1821 14,092 3,591 4
1841 18,534 4442 2
1861 23128 4,594 2%
1881 29,710 6,582 28
1901 37,000 7,290 25
1921 42,769 5,769 16
1941 46,605 3,836 9

The reagons for the rapid growth of the population after
1750 are controversial, but most authorities believe that the
decline in the death rate had an eflect much more marked
than any increase in the birth rate. The agricultural changes
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incthe second half of the eightgenth century made fresh meat
and milk available all the year round, and attention began
to be given to preventive medicine, sanitation, and to pure
water supplies. In 1848, public health became a concern of
the Government, and during the second half of the century
the rate of mortality gradually declined. This downward
trend in the death rate became more marked after 1900 with
advances in medicine and surgery.

It is probable, however, that there was some increasc in
the birth rate between 1770 and 1870. The development of
canal and rail transport made it possibleé to move heavy
building materials about the country, and with the greater
supply of houses couples would tend to marry at an earlier
age and have larger families. The factory system created a
demand for child labour, and when children are largely self-
supporting at an early age, and the general standard of living
is low, parents have no vital economic motive to limit the
number of their children.

3. The Falling Rate of Increase of Population

Between 1900 and the outbreak of the Second World War,
the population of Britain continued to increase, but at a
definitely diminishing rate, and statisticians began to predict
the possibility of a stationary, and of even a declining
population before the end of the century.

It is not difficult to think of various reasons to account for
this change, so marked a contrast with the corresponding
period of the previous century. The fundamental cause was
the decline in the birth rate, and a large part of the absolute
increase was due to the decline of the death rate, especially
of the very young, and middle-aged persons.

The causes of the lower birth rate are too complex to be
discussed in detail here, but some authorities believe that there
has been a decline in human fertility since the mid-Victorian
period. During the past hundred years the proportion of
married persons to the total population has rem#ined fairly
constant although there has been some variation in the
average age at which people married, and, other things being
equal, a female who marries young is more likely to have a
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large family than one who marries later in life. But, as wjth
plants, human fertility does not remaingconstant in all con-
ditions, and it is possible that in the more primitive conditions
of the first half of the nineteenth century human fertility was
higher than it is to-day. 1n round figures, in the period 1840
to 1850, the average number of children born in a family was
six, but in the period 1920 to 1930 it had fallen to just over
two.

Changes in the birth rate, however, are not due solely to
changes in fertility. The voluntary factor is equally, it not
more important. *Probably some control of the birth rate has
taken place in every phase of civilisation, but the effects were
negligible, or at least very small, until the beginning cf the
present century. To-day, most married couples have a defi-
nite idea of the number of children they desire, and expect
to rear. This raises grave social problems as it does
not necessarily follow that a future generation will spring
from the classes most socially desirable, either from a moral,
or intellectual standpoint. The population problem, there-
fore, is closely related to many important present-day State
activities—edwcation, child welfare and nutrition, housing,
family endowment, and so forth.

4. Age and Sex Distribution

The population problem is not exhausted by the question
of changes in size. The population of this country is com-
posed of two classes, male and female, each of which can be
divided into a large number of different age groups. It is
possible, therefore, to have two populations of equal size, but
fundamentally different in all other respects.

The proportion of males to females is not a matter of
indifference in various ways. A century ago there was a
considerable excess of females in the age group 15 to 49, the
marriage and child-bearing age group, due to emigration and
higher rage of male mortality. In the last twenty or thirty
years this excess has been greatly reduced, and it is believed
probable ghat the position will be gradually reversed, and that
long before the end of the century there will be a slight excess
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of males. When females are in excess there is a natural ten-
dency for them to marry at an early age, a fact of importance
for the natural birth rate.

More important than the sex ratio, however, is the age
distribution of the population. In spite of scientific inven-
tions and labour-saving devices, men and women, as a labour
force, are still of supreme importance. In the welfare State
the real goods and services expressed by the money paid out
in pensions, family allowances, health services, education of
young people, the maintenance of defence forces, and interest
on the public debt must be provided by those sections of the
population within the limits of the working age. The working
age is an elastic term, but in most forms of productive employ-
ment producnve capacity diminishes with age, so that, speak-
ing broadly, in any welfare community, the older age groups
are supported by the younger.

During the last sixty years very important changes have
taken place in the age distribution of the population. In
1891, 75 per cent. of the population of Great Britain was
under forty years of age. In 1947 it was estimated that the
percentage had fallen to 5-8. During the samegperiod it was
estimated that the percentage of persons sixty years and over
rose from 7 to 15. The serious point is that forces have been
set in motion, that, if not checked, will tend to make matters
gradually worse. During the above period the fall in the
birth rate was lowering the percentages in the lower age
groups ; the lengthening of the average duration of lifc was
increasing the numbers in the upper age groups.

A top-heavy population is a serious matter for a people
with a huge national debt, and a complex and costly system
of social services. The greater the bulge in the higher age
groups and the heavier the burden of supporting the social
services that must_ fall on the shoulders of the younger work-
ers. If the distortion were carried beyond a certain point an
intolerable position must follow.

Apart from the question of age distribution th® absolutc
size of the population is a thorny problem. From the point
of view of food supply there are probably too many people
ir “hese islands. Despite the attention now paid to agriculture
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much of our food will probably always have to be imported.
Before 1940 that was an easy matter, apd we obtained our
food on very easy terms. The situation is very different
to-day, and is likely to become more difficult in the future.

On the other hand, from a manufacturing point of view
there are definite advantages in a large population. Speaking
broadly, with modern machine production, the average cost
of producing goods diminishes as the output becomes larger ;
indeed, many of the most economical methods of production
are not profitable to use unless the output demanded is very
large. A large *population provides the necessary home
market. Much of the success of American methods of mass
production has been due to the huge American domestic
market.

5. The Family

Man is not only a member of society, but he is also a
member of many lesser associations as well, the most impor-
tant of which is the family. The importance of the family as
a political and ethical institution has always been recognised.
Aristotle paida high tribute to the family as a training ground
in civic virtue, and, although Plato and certain Christian
Fathers inclined to the view that family ties and affections
tended to seduce the individual from his loyalty to the State,
and to God, the majority of writers have seen in the family
the true centre of moral and social life.

The institution of the family is the great preservative of the
continuity and stability of society. Family ties, affections,
and interests form a barrier against sudden and violent
changes. That does not mean that the existence of the family
renders changes all but impossible; the family itself changes
from one generation to another; but it does mean that an
institution naturally conservative gives a certain balance to
society. We are concerned, however, only with the economic
aspect of the family.

6. The Family, the Economic Unit

The family, rather than the individual, is the real economic
unit of seciety. The family provides the necessary supplies
of labour; its habits, tastes, and size govern the direction, of
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industrial activity. In every competitive industrial society
which produces forg market, the consumer is the king, even
though his demands can sometimes be modified by producers.
A change in family tastes, and habits, or a change in its'size,
affects the demand for services and commodities.

In a Dictatorship the position is different; the demands of
the consumer must be subordinate to the plan of the Dictator
and even in this country, if all industries were nationalised,
the consumer would lose some of his sovereignty,—production
would probably be much more standardised than it has been
in the past, but as long as our free political institutions are
preserved, the demands of the family will be a strong influence
in our economic life.

We need not travel back very far in history to find in the
family a self-sufficient economic unit. There was a time when
the family consumed only what it produced. In the course of
time certain forms of production were specialised into indepen-
dent productions for small local markets outside the family
circle; but until the development of the railway, a very large
part of the family needs was satisfied by home production.
During the past hundred years many family activities, e.g.,
laundering, baking, jam making, etc., have been specialised
into separate occupations.

Changes in family habits affect production in many ways.
There was a time when the family spent most of its leisure
in the home, and spent the bulk of its income on matters
connected with the home. The family now spends much of
its leisure and surplus income outside the home, and this
change has decreased the demand for many things connected
with the home, and greatly increased the consumption of
amusements, and recreations of various kinds, e.g., the cinema,
motoring, and the seaside holiday. As a result of changes in
family habits, then, new occupations have arisen, and the
demand for the products of certain industries has declined.

7. The Size of the Family

As has already been shown the size of the family has been
a matter of grave public concern for many years. Throughout
the Victorian era the large family was the normal umt of
the working classes, and even among the middle classes the
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large family was very common. By 1914, the large middle
class family had almost disapptared, and since 1920 the small
family has spread to most sections of the so-called working
classes.

One of the important causes of this change in the size of
the average family has been a deliberate limitation of the
number of off-spring for various reasons. In the first half
of the nineteenth century the employment of children in the
factories and other forms of work was very common, so that
children were more or less self-supporting at an early age.
From a financial point of view, therefore, a large family was
a matter of indifference to the parents. During the course
of the century, however, Factory Legislation and Education
Acts gradually excluded children from gainful employment.
By 1914, children had to be fully maintained by their parents
for a period much longer than was the case in the early nine=s
teenth century; a large family, therefore, had become a
crushing financial burden. Many young people, when they
reached the age of marriage, would almost instinctively seek
to escape the poverty of their parents by having a smaller
family.

The same tendency was even stronger in the middle classes.
In these classes it was not a question of poverty, but of main-
taining a conventional standard of life. It was rarely possible
to do this and provide a number of children with an expen-
sive public school, and university education, or training for
the learned professions.

Since 1914, especially, the habits of the so-called working
classes have changed greatly. People have aimed at a higher
standard of living; large sections have acquired motoring
and holiday habits, and where income is limited such desires
cannot be indulged in when the family is large.

Many people now wish their children to enjoy greater
opportunities for advancement than they themselves had.
They feel that they can make provision for one, and possibly
for two children, but not for more. They desire their children
to follow some occupation more attractive than their own.
A large family often means that children remain in the same
station of life as their parents.
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Another, and to some extent independent factor, has been
tife lack of economig security trom 1875 down to 1939. The
struggle to keep one’s job became intensified ; unemployment
was always round the corner, and economic insecurity is not
fertile soil for enlarging the family, at least where married
people have a sense of parental responsibility.

But perhaps the most important factor of all is the change
that has taken place in the economic position of women. In
Victorian days marriage was the main source of livelihood for
the majority. Women of the poorer classes did find employ-
ment in the textile factories, in various forms of domestic
service, and as shop assistants; but much of the work was
menial, wages were low, and marriage was the main avenue
of escape. Suitable employment for women of the lower
middle classes, apart form some forms of teaching, was
‘practically non-existent. Marriage was practically their sole
career.

A century ago a married woman was restricted to the role
of producer of children, and, in most cases, to that of a house-
hold drudge. To-day, women compete in almost every form
of employment open to men, and large numpers of them
continue their employment after marriage, either because of
their professional interests, or because they wish to preserve
their former standard of life. But whatever the reason for it
may be, employment after marriage is incompatible, as a
general rule, with unrestricted child-bearing.

Since 1914, and especially since 1939, the housing shortage
has prevented large numbers of young married couples from
having children. Few women want even one child unless they
are in a home of their own. From the standpoint of popu-
lation the housing shortage is the greatest social evil of the
present day.

8. Some Consequences of a Falling Birth Rate

The fall in the size of the family is a matter of economic
as well as of social significance. An expanding Population
may tend in some circumstances to keep down wages, but it
increases the demand for the primary necessitieseof life,—
foodstuffs, clothing and houses; it also tends to keep low the
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\verage age of the population, and that means a strong demand
or services and commodities ‘used by ghildren and youﬁg
sersons,—toys, certain articles of furniture and so forth.

Small families have the opposite effects. There is a smaller
lemand for the primary necessities, and as the average age of
he population rises, a larger demand for goods and services
consumed by older people.

A small family means that a smaller proportion of the
family income need be expended on the first necessities of
life; there is thus a larger surplus for the so-called luxuries;
a smaller family means a larger demand for pianos, wireless
sets, motors, etc.

This is an important economic fact. The smaller family
means a change of demand from things for which demand is
fairly stable, to things for which demand is very variable;
many of the so-called luxuries pass in and out of fashion very
easily, and in such trades the demand for labour is likely to
be very irregular.

Some industries, especially those that cater for primary
needs, like coal, the textiles, and iron and steel develop pro-
ductive capacnty, but a reduction in their size is a difficult
matter as specialised capital and labour cannot be transfer-
red without heavy loss. A blast furnace is useless except as
a blast furnace. Cotton making is difficult to adapt to other
forms of production. Similarly, a redundant miner is not
easily turned into a bricklayer. These problems arising from
surplus productive capacity were very serious ones during the
inter-war years.

It is sometimes supposed that a declining population must
mean less total unemployment, but that is not necessarily the
case. Every individual is a consumer for many years before
he competes for employment, and in many cases, for some
years after his working life has ended. A reduction in the
size of the population may reduce the amount of work
demanded in a greater ratio than the number of workers.

]
9. Family Endowment

The remedy for the falling birth rate most widely advocated
is family endowment, that is to say, special state assistance
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towards the maintenance of the family. In some form or
other, family endowment has long had a foothold in many
European countries, and also in Australia, and New Zealand.
In the past, the only direct assistance given by the State to the
family in this country has been the income tax reliefs. In the
year (1946), the State began to grant weekly allowances to
the mother, on all children after the first one, and this direct
grant is now supplemented by certain provisions of the new
Education Act relating to free milk and dinners in schools,
and by the abolition of fees at the Grammar Schools. Family
endowment has long been a controversiak subject. It has
been argued that it is necessary to correct the downward trend
of the birth rate; to ensure that every child shall be properly
clothed and fed; and to make possible equal pay between men
and women doing the same work.

On the other side it has been argued that family endowment
must weaken the sense of responsibility in the parent, and
that it will lead to a disproportionate increase in the least
desirable elemcnts of the population. Whether this is true
or not, time alone will show.

10. The Geographical Distribution of the Population

So far, we have considered population in its aspects of size
and structure; it now remains to consider its geographical
distribution and its distribution between different occupations.

The population of Great Britain is very unequally distri-
buted. Large areas, e.g. Westmoreland, Cumberland, the
Southern Uplands, Central Wales, and north of a line going
Glasgow to Aberdeen, are very thinly peopled. Outside of
these areas, in the counties predominantly agricultural, the
density of population is small. In England, the bulk of the
population is concentrated in six relatively small industrial
areas,—the greater London area; the Lancashire area,
including a part of Cheshire and a small fragment of Derby-
shire ; the West Riding of Yorkshire; the North Fast coast,
comprising the County of Durham, part of the North Riding
of Yorkshire, and part of Northumberland ; the Blrmmgham
to Wolverhampton area, comprising parts of Staffordshire,
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Warwickshire, and Worcestershire; and South Wales, com-
prising Glamorganshire, and parts of Monmouthshire, Breck-
nockshire, and Carmarthenshire.

In‘Scotland, the population is concentrated mainly in the
basins of the Clyde, Forth, and Tay.

The above concentration of population is not accidental.
It is explained by the fact that we are mainly an industrial
people ; hence, during the past hundred and fifty years the
population has gradually become concentrated on the main
sites of industry, that is, on and around the coalficlds. Since
1875, and down to 1939, agriculture has been relatively neg-
Iected as we found it more profitable to import most of our
food-stuffs in exchange for the products of our manufacturing
industries.

In the interval between the world wars some slight redis-
tribution of industry took place. The basic industries on
which our industrial greatness was founded, coal, iron and
steel, engineering, shipbuilding, and the textiles, were in a
very depressed condition. On the other hand, new light
industries, e.g. the motor car, electrical equipment trades,
artificial silk, gnd chemicals, were expanding rapidly. These
new industries did not always take root in the old centres for
various reasons. The old industrial areas were highly rated
ones, so that it was cheaper to develop new sites. The
development of electricity as a source of power made it
unnecessary for industry to be tied to the coalfields, and the
new road motor transport allowed firms a wide range of
settlement. Moreover, the policy of spreading industry was
favoured by the Government for reasons of national security.
The tendency that began with the Industrial Revolution to
concentrate the population on the coalfields was thus slightly
reversed, and for twenty years there was a definite drift of
population from the north to the south, and from South Wales
into England.

Since 1945, there has been a reversal of Government policy.
The locaton of industry, and, in consequence, that of the
population is now being deliberately planned by the Govern-
ment. Bryjefly, the present policy is to limit the growth of the
very large towns by building round them a ring of small
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satellite towns. Also, instead of encouraging a drift of popu-
lation from areas uliarly ‘liable to industrial depression,
the Government is actively stimulating the growth of new
industries in such districts.

Incidentally, the problem of shifting surplus population
is an exceedingly difficult one. Single men can be induced
to migrate with comparative ease, but it is otherwise with a
married man and his family. Many conflicting interests must
be considered and reconciled. It may be to the advantage of the
father to move, but that advantage may be outweighed by the
adverse effects of migration on the interests of the children.

11. Occupational Distribution of the People

Towards the end of 1950 the number of workers in civil
employment was approximately 22,500,000. These figures do
not include persons serving with the forces, employers, or
persons working on their own account. This working force
is distributed between different occupations. The distribution
does not remain constant in proportions; it is affected by
short term temporary changes, and by long term permanent
ones. The number of men engaged in coal mining, for
example, declined very considcrably between {913 and 1939.
but since 1946 every attempt possible has been made to win
men back to the pits. It is very unlikely, however, that as
many miners will ever again be employed as there were in
1913, one reason being the mechanisation of the mines.

The number of textile operatives, especially in the cotton
branches, also declined in the same period. On the other
hand the number of building trade workers steadily expanded
owing to the building boom. Machinery plays a small part
in the building trade, so that the demand for houses, and for
factories, constitutes a direct demand for labour.

The number of workers in any industry tends to expand
and contract with movements of trade. If an industry falls
into prolonged depression, young people are deterred from
entering it. There may be some movement of adult workers
into occupations requiring a similar amount of skill, but
mobility between trades is restricted in various ways,and often
in peace times by trade unions. The long term permanent
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movement is or greater nnportance, but that will be discussed
in another chapter.

Workers can be classified either by Phe industry or the
occupation they follow. It is often necessary to draw this
distinction as an industry may include many distinct occupa-
tions. Personal service, for example, includes not only domes-
tic servants, but waiters, and waitresses in hotels, and
restaurants, theatre, and cinema attendants, and so forth.
Similarly, the textile industry includes a variety of occupa-
tions, ranging from cotton spinning, and rayon production
to lace, and carpet making. An industry as a whole may
be prosperous and yet certain occupations with it may be
depressed and losing workers. In any industry new occu-
pations may arise, e.g. rayon and nylon weaving in the textiles.
New industries may develop. The motor and electrical
industries are of comparatively recent date.

The Ministry of Labour gives the following distribution
of workers between the various occupations and services in
October, 1950: —

INDUSTRY OR SERVICE Thousands
Basic Industries:

Coal Mming . .. .. .. 156
Other Mmmg, and Quarrymg .. .. .. 82
Gas, Electricity, and Water supply .. .. 327
Transport, and Commumcatlons .. .. .. 1812
Agriculture .. . .. .. ..o 1221
Fishing .. .. .. 41
Total Bastc Industncs .. .. 4239

Manufacturing Industries:
Chemicals, and Allied Trades .. .. .. 454
Metals, Engmeermg, and Vehncles .. .. 3947
Textiles . .. .. .. 1026
Clothing .. . .. 152
Food, Drmk and Tobacco . .. .. .. 19
Other Manufactures . . .. .. 1485
Total Manufacturmg Industries .. 8443
Building, and Contracting .. .. .. .. 1496
Distributive Trades .. .. 2849
Professional, Financial, and Miscellaneous Services 3953
Nati®hal Government Service. . . . 650
Local” ’ R .. .. .. .. 188
9736

Total Number of Workers Employed . 22418
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As has already been shown small fluctuations continually
take place in the various groups, but they are of no special
interest. The basic industries produce and convey the raw
materials for our manfacturers, but they provide employment
for only half of the number of workers in the manufacturing
industries. Clearly, then, a large proportion of our raw
materials must be imported from abroad.

The largest group of workers in the basic industries are
not the miners, nor those engaged in agriculture, but the
transport workers. This, at first glance may seem curious,
but as an industrial and commercial society progresses,
markets become correspondingly wider and transport gains
in importance.

In the manufacturing group the iron and steel, engineering,
and textile trades are still the most important, at least from
the point of view of employment. But the most interesting
fact disclosed by the table is that the number of workers in
the distributive trades, the public services, the professions,
and financial institutions is roughly equal to the whole of the
workers employed in the manufacturing industries.

12. Permanent Occupational Changes

In order to appreciate the significance of the paragraph
above, it is necessary to turn back to the beginning of the
nineteenth century, as from 1800 to 1939 permanent occupa-
tional changes were taking place in a definite direction.

There were at least four broad trends in the nineteenth
century,—an absolute and relative decline in the number of
agricultural workers; a proportional decline in the number
of domestic servants; a moderate proportional increase in
commercial and professional employment, and in employ-
ment in the public services. These movements were slow
down to 1860, but after 1870 they quickened, and by 1914
they were in full swing.

One of the remarkable features of the nineteenth century
was the relative decline in agricultural employment® Between
1811 and 1901, the percentage of agricultural workers fell
gradually from 35 to 9-5 per cent. of the employed popula-
tion. To-day, it is about 54 per cent. This relative decline
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did not begin with the Repeal of the Corn Laws, as by 1841
the percentage had fallen from 35 to 23° During the worst
years of agricultural depression, between 1871 and 1891, the
number of agricultural workers dropped by 5 per cent., but
between 1851 and 1871 there was an even greater fall, and
those years are often described as the “Golden Age” of
English farming. There are two explanations. The improve-
ments in agricultural methods gradually reduced the amount
of labour needed to raise a given crop,—that has been very
marked since the war with the mechanisation of agriculture.
A more fundamental reason, however, is as follows: in agri-
culture, most of the labour used in the past has been used
in the growing of cereals, and wheat in this country. But, as
the standard of living of the working classes rose, bread ceased
to be the main element in working-class diet. Other, and
manufactured goods came into use. This alone would explain
the relative decline in agricultural employment, and the
phenomenon has not been peculiar to this country.

The decline in the importance of domestic service which
began to be apparent as early as 1881 has been due partly
to the increasii’g opportunities for women in industrial em-
ployment. To-day, there are many occupations available,
akin to domestic service, but without its disadvantages. The
change has also been due to the redistribution of wealth that
has taken place since 1900. Pcople can no longer afford to
keep many servants even if they were available. There is
also a third reason of some weight. In 1800, a very large
staff was needed to work a country mansion. Coal fires had
to be made and maintained : a multitude of lamps had to be
cleaned and trimmed daily ; all the washing was done on the
premises ; grooms were required for carriage horses, and so
forth. To-day, the motor car has emptied the stables, except
perhaps the hunters; electricity and central heating, the
laundry, and other devices have made it possible to run the
large house gvith much less labour.

Since 1860, the number of industrial workers has grown
with the increase of the population, but the rate of increase
has gradually slowed down. The reason is the gradual sub-
stitution of automatic machinery for labour. In the hand-work

G. ECON. 2
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days, an increase in the demand for goods could only be
met by an increaséd supply of labour. During the course
of the nineteenth century a position was reached in which
output could be increased with a smaller proportional labour
supply. That is a special characteristic of the manufacturing
trades. In the coal mining and building trades down to 1913,
the number of workers continued to increase, as before that
date machinery had a negligible effect in those trades.

After 1860, as society became richer and more complex,
commercial occupations, that is, marketing occupations
became more and more important. The number of retailers,
wholesalers, and commission agents began to multiply.
Branded goods gradually appeared on the market and with
them an array of commercial travellers and advertising agencies.
Marketing began to be as important as the production of
goods. Correlated with this movement was a great expansion
of financial institutions of various kinds.

Towards the close of the nineteenth century the rapidly
growing wealth of the country gave an impetus to occupations
that hardly existed, or were of negligible importance in 1800
-—the classes catering for luxuries and recreation, such as the
actor, the artist, the newspaper employee, the professional
footballer, and more recently, the occupations connected with
the cinema, and wireless industries. The increasing com-
plexity of business life and the increasing size of certain
business units increased the demand for the services of the
lawyer, the architect, the accountant, the auctioneer and valuer.
The development of the joint stock company created a large
demand for financial services of various kinds The number
of workers connected with the Stock Exchange, and in the
offices of brokers, company promoters, and bankers multiplied
rapidly. At the same time there was an ever increasing
demand for the services of the doctor and the nurse. A series
of Education Acts that began in 1870 gradually called into
being a large number of teachers. The reason fog the growth
in the number of transport workers needs no explanation.

Perhaps the most outstanding change is the enormous growth
in the number of persons directly employed by®the Central
Government and the local authorities since 1914, and



INTRODUCTORY . _THE SUBSTANCE AND SCOPE OF ECONOMICS 16

especially since 1939. This has been due to the growth in
the economic and social activities of the 8tate.

13. Private Property

A fundamental institution of our economic life, and one
closely connected with certain aspects of the family, is that of
private property, although it would be an error to suppose
that the family, or society need rest, or always has rested, on a
foundation of private property. Among tribal peoples,
communal properdy has always been the rule, and not the
exception, and even in the early Christian world, private
property was regarded by many of the Christian Fathers as
a “Fall from Grace”; private property in land and slaves was
the Divine punishment for sin.

Incidentally, it may be noted that in modern times private
property has been explained, and justified, in several ways.
The philosopher John Locke explained private property as
the fruits of man’s labour, and as man had a natural right to
his own body he had an equal natural right to that which his
body might produce,—to the work of his hands.

In some cases, among settlers in a new country, and perhaps
also in an industrialised country where a small business man
acquires property through work and abstinence, Locke’s
theory had reason, but it was easy for later socialists to point
to innumerable cases of people acquiring property without
labour in any form.

Another explanation of private property is that it is simply
a convention of society, an institution like other legal institu-
tions created by the State for the convenience of society. This
theory is of interest to-day as it has been used as a justification
for the confiscation of private property. If private property
is simply a creation by the State, what the State can create, it
can also take away.

In economic and social controversies, private property refers
only to the ownership of the means of production,—the land,
the minerafs, the factories, and the railways, etc. The private
ownership of personal possession is taken for granted, and
such ownership would not be challenged in any form of
modern society.
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14. The Socialisation of Private Property

The arguments ih favour of the socialisation of private
property are long, many, and old, but of special interest to us
all now that the nationalisation of the basic industries has
been accomplished. The Bank of England is now a State
bank ; the coal, gas, and electricity undertakings, and most
of the means of inland transport have been nationalised. A
matter that was largely academic in this country as recently
as 1939, has now become a concrete reality.

In summary, the argument against private property is as
follows : —Private property is the source of most of our
social evils, for as long as the ownership and control of the
means of production are in private hands, they will be
employed with a view to private profit, and not for the advan-
tage of the community as a whole. In a socialised system,
it is argued, the real needs of the community, and not private
profit, would determine the uses that would be made of the
scarce means of production.

From the side of the worker it is argued that workers can
never bargain on equal terms with the owners of property, for
the latter have waiting power, and the workess must toil w
live. The right to work is a natural right and should not be
dependent on the owners of property, for in a modern indus-
trial society unless owners of the means of production will
allow them to be used, the workers must remain idle.

Another argument is that the receivers of urban ground
rents, and dividends of joint stock companies, receive
payments out of all proportion to their services to the
community.  Many reformers argue that the claims and
interests of private property are a grave obstacle to social
reform at home, and a major cause of wars abroad.

The existence of private property and its rights leads to
great inequalities of wealth in many ways, the most important
of which, perhaps, are the results of inheritance and bequest.
These property rights concentrate property into the hands of
a relatively small class of persons, and an idle class may
exist on the labours of society as a whole. In any case, the
inheritors of property gain a start in the race of lffe through
ne effort of their own, and in the view of many reformers the
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right of inheritance of property leads to an order of societv
that is neither natural nor the best possible.

15. The Case for Private Property

In social matters, something can always be said for the
other side. Many of the worst defects in private property
have been corrected by the actions of the State.  Great
inequalities of wealth, arising from private property, have been
diminished by income and sur-tax, and by death and
inheritance duties.

Even the right of inheritance, although not free from defects,
is not wholly an evil. It gives expression to a fundamental
family instinct; a man’s will to work and to save is greatly
stimulated by the ambition to leave an inheritance to his
children, and it is probable that the balance between spending
and saving would be seriously disturbed if inheritance weres
abolished by the State.

The supporters of private property stand on the ground that
nothing promotes efficiency so much as private property.
Rightly or wrongly, man is by nature an acquisitive animal,
and his passion for wealth and power has been the main
driving force of progress through the ages. Deprive him of
the outlet for this instinct, as would be the case if private
property were abolished, and the strongest of all the incentives
to progress would disappear. Men vary greatly in intellectual
and in other abilities, and these natural differences find expres-
sion in the corresponding inequalities arising from the
institution of private property, and this is, on the whole, to
the benefit of society.

Lastly, and this argument is very old, each person is an
individual as well as a member of the community, and private
property allows each individual to give expression to his
individuality; in other words, private property is a medium
through which personality can be developed.



CHAPTER 11

THE FOUNDATIONS

1. Introduction

We begin, then, by examining briefly the nature of the
wants of mankind, and the meaning of the economic term
“wealth.” In economics, when we speak of our wants, which
are sometimes referred to as “desires,” it is implied that we are
prepared to make an effort or a sacrifice in order to satisfy
them, and not that we are simply longing or craving for
certain commodities. Thus, with certain striking exceptions,
before we can satisfy our wants by the possession of desirable
things, before we can obtain what the economist terms
“goods,” there must have been a certain amount of effort
or sacrifice on the part of someone or other. The striking
exceptions are water in streams or in the sea, air, and sun-
shine, which are accessible to all, and are therefore termed
“free goods.”

“Free goods” are not man’s products; they are not the
result of human effort or sacrifice. Consequently they are to
be distinguished from the “goods” which are the result of
such effort. The latter are termed ‘“economic goods.”
Water, for instance, becomes an “economic good™ after it is
conveyed in pipes from a rescrvoir for the use of dwellers in
a town. Its conveyance has entailed a cost, and the users or
“consumers” of such water have to pay a small charge or
rate because the water has been brought to their homes.

Thus we have two great classes of goods: (1) free, and
(2) economic; and it is the latter which the economist usually
rcgards as wealth, though it is not inaccurate to include under
the broadest meaning of the term wealth free goods as well.
Economic goods include all those things that hgve entailed
a cost to produce, and all those services, such as the services
of the doctor or the lawyer, which are not to be had free.
In other words, economic goods are scarce goods and services.

22
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2. Classification ot Goods

To the economist, therefore, oods include not only materitl
things but also the services which pers8ns perform for one
another for a remuneration. Thus we may classify goods
into: (1) material, which we can handle, and exchange for
other goods, and (2) non-material, or personal, which we
cannot handle and transfer, such as our own powers of skill
and ability. In the former class we must, in addition to
ordinary commodities like merchandise, include investments
in commercial enterprises, patents, copyrights, and the right
to make use of material things; and the latter class we may
subdivide into internal non-material goods or the qualities
which lie within ourselves, and external non-material goods
such as the goodwill of a business, which depend on our
relations with other members of a community. We may also
classify goods into: (1) transferable, and (2) non-transferable,
while another classification which is frequently used groups’
goods according to ownership into: (1) public, municipal, or
national, and (2) private.

It is thus evident that goods, that is, wealth in the broadest
scnse, may be classified in more than one way, but for our
purpose it is gufficient to emphasise that the chief feature of
goods is that they satisfy our wants, that they possess certain
qualities or attributes which make them more or less desirable,
more or less agreeable, more or less useful, in brief that they
possess what the economist terms “utility.”

3. Utility

The utility of a commodity is therefore simply its capacity
of fulfilling a want, of satisfying a desire. An article which
may be “worthless” to one person, which so far as this person
is concerned possesses no utility, may possess a great deal of
utility to another person.

It should be noted, however, that utility in the economic
sense has no moral significance. It does not necessarily mean
usefulnesg in the colloquial sense. Gin, for example, has
economic utility; whether it is useful or not is a matter of
opinion. Economic utility is simply the capacity to satisfy a
want. e
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Utility is therefore of fundamental importarice in economics.
We make or produce things because of their utility; we buy,
enjoy, or, as the eodonomist says, “consume” things because
they possess utility. Furthermore, utility varies. Qther
things being equal, if we possess a great amount of one
commodity, any addition to this commodity will possess less
utility than an addition to a possession of half the amount of
the said commodity. An addition to our stock of a commodity
possesses less utility than a previous similar addition to the
same stock, or, in other words, an increase of the stock reduces
our desire, our eagerness, our anxiety, to acquire more of this
particular commodity. By increasing the stock in this way
with equal additional increments we ultimately reach a point
where instead of acquiring another increment we begin to
think about the utility of a different commodity. Thus the
utility of an article diminishes as we add to the stock of that
«article, and this is termed the law of diminishing utility or of
satiable wants.

We have now reached another very important fundamental
conception.  The utility of an article is the basis of our
demand for that article; the process is quite clear: wants,
utility, demand. In other words, demand depends upon our
wants, our preferences, our choice, our comffarison of one
commodity with another, and also, of course, upon our
possession of other commodities. As the stock of a commodity
increases the utility of each additional increment decreases
until we arrive at a point when no further increment is desired,
and the increment which we are almost on the point of not
adding to our stock is said to possess marginal or final utility.
The utility of the whole stock is termed total utility.

4. Marginal Utility

Normally, the economist has no interest in the total utility of
even the primary necessities of life, as total utility has no
influence on our economic activity. Without air, water, food,
clothing and shelter we could not exist; without spectacles,
the short sighted person could not earn a living, and without
recreations and amusements, life would be a very dull affair.

Fortunately, in normal circumstances, we can and do take
all the above items as totalities, for granted. No person ever
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considers the question of doing without food or clothing
entirely; what he does consides is the question of consumiwg
a little more of the one or less of the ather. A rise in the
income tax does not make the motorist give up his car, or
the smoker cease smoking. They may motor a little less, or
smoke a little less, or, alternatively, they may redress the
balance by slight economies in other directions. Economic
choice is always a consideration of slight changes.

When the economist uses the term utility, it is always
marginal utility that he has in mind, the gain or loss from a
slight change, in either ditection, of his supply of any good
or service. It follows, therefore, that marginal utility is very
closely related to scarcity. The marginal utility of a cigarette
to a smoker is very much less when he has a box of a hundred
than it is when he possesses but two, particularly if there is no
possibility of immediately renewing his supply.

5. Competition

Before leaving these foundations some reference is necessary
to competition, the framework in which economic activity
moves. The economists of the early nineteenth century usually
assumed an idgal, or perfect competition that worked without
hindrance. In those days, that assumption was not without
reason. Machinery had gained only a foothold in industry
and was of a simple character; the typical business unit was
a small onc man ownership, or family partnership; trade
was still largely local, and anything approaching a trade
combination was regarded as abnormal.

A century ago, wages were determined by competition; the
trade union movement was in its infancy, and the majority of
the workers were outside it. In the early nineteenth century,
free competition was a reality.

Industrial society presents a different picture to-day. The
terms monopoly, combination, price ring, and trade union
are familiar to all. Competition still exists, but in an imper-
fect form. Most actual competition is limited by custom,
prejudice, and lack of knowledge; by the cost of transporting
goods and services from place to place; by the cost of moving
anything from one occupation to another; and by the fact
that mostegoods sold on the market are a series of brands.
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People do not regard one brand of a given article as a perfect
substitute for any other brand¢ As soon as a product on the
market acquires a special trade name, it enters the sphere of
imperfect competition.

It follows, therefore, that the imperfections of the market
can be removed in three main ways. In the first place by
commercial education designed to diffuse market knowledge,
and above all to remove the irrational preferences of buyers
for particular brands of certain products. Secondly, by
reducing costs of transport; and thirdly, by state assistance
to capital and labour to change over easily from one
occupation to another.

Competition has a very important bearmg on the pricing
system. It is easy to see that, when competition is very free
between producers and buyers, there can be no great difference
between the price of an article, and its necessary costs of
production; and also, that each firm will be forced to produce
in the cheapest possible way. On the other hand, as soon as
competition is imperfect, prices may, and usually do, remain
well above costs, and producers make high profits.



CHAPTER 111

VALUE AND PRICE
1. Value

In commercial advertisements we often see such announce-
ments as “splendid value,” “we give value for money,” “go
to Wilson’s for value,” “we stock no valueless goods,” and in
our ordinary conversation we frequently make use of such
phrases as “the value of the Bible,” “the value of clothes,”
“the value of vitamins,” “the value of argument” and “the
value of rubies.”

These examples show that in popular usage varying shades
of meaning are attached to the term value. It is, for example,’
obvious that value in the phrase *“the value of the Bible”
has not quite the same meaning as value in the phrase “the
value of rubies.” The loose way in which the term value is
used in everyday language shows the necessity of a thorough
grasp of the egonomic meaning.

In economics therc are no varying shades of meaning to
value. To the economist value is a relative term; it expresses
the ratc which an article will exchange for another or for
others. This is what the earlier economists described as
“value in exchange,” which must be carefully distinguished
from what they termed ‘value in use,” which modern
economists call utility. The difference is thus explained by
Adam Smith: “The word value has two meanings, and
sometimes expresses the utility of some particular object and
sometimes the power of purchasing other goods which the
possession of that object conveys.” Value, has also been
defined as the power which an article confers upon its pos-
sessor of commanding, in exchange for itself, the labour, or the
products of the labour, of others.

In this gvork, however, we shall not be concerned with the
theory of value; in a groundwork of Economics, value may be
identified with price, and the first question that presents itself
for consideration is how do prices arise?

27
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2. How Prices Arise

The reason why g price cannot be charged for air, and for
water in this country, when it is in a crude state, is very
obvious. There is always enough for everyone, and to spare,
and for every use to which these vitally necessary things can
be put. Land in this and in most other countries has a price
simply because it is scarce in relation to the demand for its
use. Land in the centre of an industrial city commands a
high price: land in an agricultural district has a relatively
low price, because, in the one case, the demand for any partic-
ular portion of urban land is very intense, and in the other
case, the demand for agricultural land is much less keen
because the land can only be employed in less profitable uses.

What is true of land applies to all the other means of
production, and goods. Houses have a price that varies with
the scarcity in relation to demand. On the outbreak of war
in 1939, all house building ceased, and by 1943, an acute
house shortage, accentuated by the effects of the German air
raids, had set in, and the prices of houses began to rise like a
rocket. Rents would have behaved similarly but for the fact
that they were controlled by an Act of Parliamént.

In the shops, the prices of all goods not controlled by the
Government have greatly increased and so have most wages
and salaries.

The explanation is sometimes offered that the rise in prices
has been due to wicked profiteers, and that wages have had
to rise in sympathy, but if so, why do not the profiteers force
up prices in peace times, and how is it that there was no
marked general increase in wages and salaries between 1920
and 1939? No simple answer will give the whole truth, but
the most important reason has been the scarcity of houses,
goods, and workers.

As a first approximation, then, we can say that prices arise
because the supply of goods and services is alwayg scarce in
relation to the demand for their use, and that the price of
any good or service will rise, or fall, as its supply becomes
more or less relatively scarce.
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3. Functions of Price

In an economic society still largely based on privawe
property and enterprise, price has two functions, it regulates
production, and it limits consumption.

The fact that price limits consumption needs little explana-
tion. Most of us would increase our consumption of clothing,
most kinds of food, tobacco, and so forth, if they were free
gifts. It is true, that, for the rich man, the prices of the
primary necessities of life are a matter of indifference, but that
is because their total cost is a very small item in his total
expenditure. He'is not indifferent to the price of servants’
labour, works of art, and many other things that enter the
circle of his class or conventional consumption.

The limitation of consumption by means of price is the
method by which demand is adjusted to supply in a competi-
tive society, and, if allowed to function unhampered, it will*
always adjust the demand for any good or service to the supply
available. Whenever the supply of anything tends to outstrip
the demand for its use, prices fall; and, conversely, whenever
the demand for anything exceeds the supply available, the
price of it will rise to the point at which demand is just equal
to the supply."

The second function of the price system in a competitive
society is to distribute the production resources of the com-
munity among the different forms of production, and in such
a socicty, all decisions as to what to produce, and how much
of it to produce, are made by independent individuals.

It is not an accident, or chance, that at any time there is a
certain number of articles of clothing for sale in the shops,
or a certain number of men working down the coal mines.
In all forms of production, producers regulate their decisions
by their anticipations of the demand prices of the buyers,
for in a competitive society the consumer is king, and produc-
tion is governed by the demands of the consumers. When
these decisions are correct, consumers are offered just the
kinds of gpods they want at the prices they can just afford to
pay. If the producers estimate wrongly, and produce too
much of one good, and too little of another, changes in the
price mechanism will give the warning signal to damp down
one form of production, and to expand another.
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Unfortunately, in an advanced industrial society, these shifts
of production can, only be made slowly and with great
difficulty. A steel works cannot be turned into a cloghing
factory, or a clerk into a coal miner, at short notice. Shifts
of production due to change in the price mechanism leave in
their trail a legacy of unemployment and waste.

4, Costs and the Price Mechanism

Cost is a complex concept to explain. It is much more
correct to regard the cost of the late war, not as so much
money, but as the loss of the various social, and consumer
amenities, we might otherwise have cnjoyed, but as we are
concerned with first approximations only, we shall use the
term cost in the usual sense as the money price paid for the
goods and services embodied in the production of a
commodity.

In the sections above, we have used the term supply as if
it were something given, but in reality, the size of a supply
has a close relation to the cost of producing it. In normal
times there is usually an abundant supply of pots and pans,
but always a more or less scarce supply of houses, and the
reason is this. Pots and pans cost little to® produce, and
they are usually produced in circumstances such that the
greater the number produced, the smaller is the cost of each,
at least up to a certain point. A house, on the other hand, is
relatively costly to build, and in consequence, its supply
remains well below demand; for that reason, a house usually
sells for much more than it cost to build.

Costs of production, then, have a definite influence on supply,
and many people have supposed that the prices of all goods
and services are determined by their costs, and, in certain
conditions of society, this belief has some reason. In times
of war, Governments usually pay manufacturers for munitions
of war on a basis of costs plus a percentage for profit, and an
economic dictator might possibly decree a price system based
on costs; but in a free competitive society, the consumer is
always more or less “king,” and costs gradually adjust them-
selves to his demand prices.

Suppose, for example, that a manufacturer preducing a
certain line of goods finds that demand price has fallen below
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his costs, what must he do?s Clearly he cannot continu;
to produce his present output, and in vieyv of competition he
cannot raise his prices; neither can he afford to keep his
machines idle. Two courses are open to him: either he must
find some way of reducing his unit costs, or he must adapt a
part of his production resources to some other line of produc-
tion with a higher demand price.

These movements, which are a fundamental part of modern
economic activity, are made possible by technical progress,
which is always striving to find new ways of reducing produc-
tion costs; indeed? the industrial history of the past hundred
years has been mainly an expression of the principle
of reducing unit costs in order to expand demand. 1In a
society in which production is undertaken by the decisions of
free individuals, even when competition is imperfect, costs
always tend to adjust themselves to the anticipated demand.
prices of the consumers.

S. Alternatives to the Price Mechanism

A state of socnety in which the price system as the regulating
mechanism is suspended is conceivable, but such a system
would require an iron economic dictatorship. The dictator
would doubtless use a system of prices for accounting pur-
poses, but all decisions in respect of production and
consumption would be made by him. The merits and
demerits of such a “Utopia” are matters of opinion, but one
thing is clear, the sovereignty of the consumer would cease.
The forms and the quantities of production would be decided
by the will of the dictator, and so would the occupation of
each individual.

An iron economic dictatorship, however, is not likely to be
established in this country for a long time to come, but the
free working of the price mechanism can be, and since 1939
has been, modified in various ways, of which the most familiar
is the ragonmg of essential food stuffs. When a good is
rationed it ceases to be distributed through the agency of
prices; rationing, therefore, is an alternative to prices as a
means of equating supply and demand. Demand is limited
to the supply available, and the quantity allotted to each
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igdividual is decided by a Gowerument Department, irrespec-
tive of the individual’s demand, and of his ability to pay.

Other Government controls of the uses of raw materials
and labour work to the same end. At the present time, what,
and how much, shall be produced is decided mainly by
Government policy, and not by the prices the consumers are
willing to pay.

Under present conditions, these restrictions on the price
mechanism are vitally necessary. In respect of the uses of
land, building materials, and many forms of labour, the public
interest must override that of the individual #f we are to escape
chaos. How far these controls should be gradually lifted,
and which, if any, should be permanently retained, is a contro-
versial subject beyond the scope of this book. The only point
we seek to establish here is that the free price system is not
<he only way of equating supply and demand.

6. Overhead Costs

The costs of producing an article fall within twomain classes.

In the first class fall the wages of labour, and the costs of
raw materials. These are called prime, or Variable costs,
because they vary with the size of the output. If the demand
for a product falls off, the costs of labour and raw materials
can be reduced correspondingly, and immediately.

The second, and in many cases, the more important class of
costs is called overhead, or supplementary, or fixed, costs.
The main overhead costs are rent and rates, interest on
borrowed capital, cost of depreciation of machinery and equip-
ment, and the expenses of organisation. These costs are fixed
whether a business is working at full capacity, or working short
time. Usually, they can be increased fairly readily, but they
can be reduced only with great difficulty and loss. Overhead
costs are very high in respect of railways, and public utilities,
and in the mining, steel making, and shipping trades, and,
wherever they are high, a reduction in demand for products
is a serious matter for the business.

High overhead costs explain why, in normal times, a railway
company issues so many cheap excursion tickets. The object
is to attract passengers, who would not otherwise travel, to
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use rolling stock that otherwise would be idle. ~ What is
earned over and above fuel expenses, is a credit towards
overhead costs, as the railway staff would be employed in any
case.» High overhead costs also explain the frequent cut-
throat competition in the shipping world, and they are a factor
in the tendency to industrial combination. One of the reasons
why firms combine, although not the only one, is the possibility
of lowering average overhead costs.

7. Joint Products

In speaking of nroduction it is easy to think of a single
product only, and in many cases, a firm does produce a single
product. On the other hand, many products are produced
jointly, that is, two or more products are produced at the
same time from the same source. When the products are of
roughly equal importance we usually call them joint products;
when one product is a main product, and the others are inci-
dental to its manufacture, we use the term by-products. Wool
and mutton, beef and hides, are typical examples of joint
products; gas and chemical manufactures yield a range of
by-products. One aspect of economic progress is the turning
of what at one time was waste into usable by-products. By-
products indirectly cheapen the manufacture of the main
product, and but for these by-products we should have to pay
much more than we do for many things.

There is one peculiarity about joint products which may
be noted. The proportions between the products may, or may
not, be capable of variation. When the proportions cannot
be varied, an increase in the supply of one means a propor-
tionate increase in the supply of the other; but if the demand
for one product only increases, the price of the other product
will fall sharply. Where the proportions can be easily varied,
the case is somewhat different. Wool and mutton for
example, need not be produced in fixed proportions; ‘the
proportions can be varied by cross-breeding. An increase in
the demand for wool only would lead sheep farmers to produce
sheep that yield more wool and less mutton, and in that way
the supply of mutton would be gradually brought down to the
level of demand. Varying the proportions by cross-breeding
has been practised in Australia with marked effects.

G. ECON. 3



CHAPTER 1V
VALUE AND PRICE (continued)

1. Marginal Demand and Supply

In Chapter 111, demand and supply were discussed in very
general terms and a little deeper analysis, is now necessary.
It is a fact of experience that when a number of people enter a
shop to buy, say, apples, the quantities that each is prepared
to take will depend on current prices.

At a given price one customer will be willing to buy 14 Ibs.,
another perhaps 13 Ibs., and so on, down to a customer who is
prepared to buy 1 lb. only at the given price. The same
customer, if prices were slightly lowered, would perhaps
purchase 2 Ibs.; on the other hand, if prices were slightly
raised, he would expend his money on some other purchase.
This customer is usually called the marginal customer, and his
purchase the marginal purchase.

Let us now suppose that a quantity of apples is being sold
by auction and that the stock must be cleared. The bidder
just induced to buy the last basket is the marginal buyer, and
the price at which it is sold is the marginal demand price.
These concepts are of fundamental importance as they explain
much of the selling activities of producers. Producers are
always striving to reach new marginal buyers, or new marginal
classes of buyers, that is to say, to tempt people on the margin
of doubt about purchasing by reducing their technical costs,
and thus making possible a slight reduction of prices. As it
is impossible to charge different prices to different customers
for the same good in effective competition, the demand price
is the marginal demand price.

The concept of the margin applies also to supply. If the
different firms of an industry are producing thei: outputs at
different average costs per unit, the firm with the highest
average costs is usually regarded as the marginal firm, as, if
a fall in demand price makes a reduction of supply necessary,

kL]
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that firm will usually shift its rgsources, or at least a part of
them, into some other line of production. Wherever competi-
tion is very free, there will be a strong tendency for the average
costs bf the most efficient firm to equal the marginal demand
price for the output of the industry.

Neither marginal supply price nor marginal demand price
should be regarded as something fixed, except during a short
period. Both change with new conditions; for example, a
new invention will change the marginal costs of an industry,
a change in tastes will affect marginal demand.

2. The Interdependence of Prices

As we probe the price question a little more deeply, the
complexities increase. It might be supposed at first glance,
and, indeed, it has often been assumed, that prices form an
independent system, that is to say, the quantity of apples I am
prepared to buy depends solely on the price of apples. A little
reflection, however, will show that such is not really the case;
owing to the necessity of making my income cover most of my
wants, I am forced to adopt, consciously or otherwise, some
pattern of expenditure. What I am prepared to pay for apples
is affected by what I have to pay for other things. Any change
in prices that affects my pattern of expenditures at one point
will quickly have reactions at one or more other points. A rise
in the price of clothes, if I must buy the same quality as before,
will affect my demand for one, or more, of other things. For
example, I might decide to buy two, instead of three pairs of
shoes in a year, or, alternatively, I might decide to buy the
same number of pairs of shoes as before, but of a cheaper
quality. A change in one price, therefore, may have various,
and unexpected reactions on a number of other prices.

3. Substitution and the Price System

It may appear from what has been said above that we are at
the mercy of a price system over which each of us, as
individuals, ®an exert little or no control. Fortunately,
however, we are not wholly defenceless, as many of our wants
can be satisfied by alternatives. My appetite for meat, for
example, can be satisfied by beef, mutton or pork. A rise in
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the price of beef will shift sqme of my demand to mutton or
pork. Similarly, 3 rise in the prices of butter and tea, will
transfer some demand to margarine, and to cocoa or coffee.
The possibility of substituting margarine for butter limits the
power of the butter producers to exploit prices.

Substitution is the consumers’ main safeguard against
monopoly exploitation. An uncontrolled monopoly cannot
exploit the public beyond a certain point if possible substitutes
for its product are available.

Substitution is not less important in industry and agricul-
ture. A farmer must always use some land, some labour, and
some implements; an industrialist must always use buildings,
labour, machines, and so forth, but they need not use them
always in the same combination. Slight variations, or marginal
substitutions, are usually possible. A rise in wages may
cause the industrialist to use new labour-saving machines,
and the farmer to use a machine for work formerly done by
hand. A rise in rents may cause a farmer to use a little less
land, and more intensive methods of cultivation. A rise in
the price of coal may cause the industrialist to change over
to some other form of power. Substitution is one of the
main forms of economic activity; one of the most important
ways of keeping down average costs.

4. Elasticity of Demand

A peculiarity of demand which may now be noted is what
is termed the elasticity of demand. ~We know that a small
drop in the price of some commodities may cause a big
increase in the amount sold, while a small drop in the price
of other articles results in only a very small increase, or
perhaps no increase, in the amount sold. In the former case
demand is said to be elastic, and in the latter inelastic. A
small drop in the price of a commodity that is usually cheap,
such as matches, salt, potatoes or bread, would not result in
a very great increase in the amount bought. Thus the demand
for these articles is inelastic. The demand for stch articles of
food as meat or butter, is, as far as the lower or middle classes
are concerned, elastic; for a small drop in price wpuld lead to a
big demand for these commodities among these classes.
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The connection between elastjcity of demand and substitu
tion is very close. If a good can be easily substituted the
demand for it will be very elastic. The démand for bread in
this &ountry is inelastic, not only because of its low price,
but because in normal circumstances, there is no satisfactory
substitute.

The demand for any good will also be inelastic when its
price is but a small item 1n normal expenditure. A slight fall
in the price of an expensive good will stimulate demand to a
much greater extent than a slight fall in the price of a cheap
good. Other facters that effect elasticity of demand are the
durability of a good, and in some cases, the price of another
good with which it must be used, for, just as certain products
are supplied jointly, many goods are demanded jointly,—
pens and ink, for example.

FElasticity of demand is sometimes expressed in the following
way. If, after a slight change in price, the total amount of
consumers’ money spent on a good is the same as before, the
elasticity of demand for that good is unity. It follows, there-
fore, that if the total consumers’ outlay on the good after a
slight fall in price is greater than before, the elasticity of
demand is greater than unity. Conversely, if the total
consumers’ outlay is less after a slight fall in price, the elasti-
city of demand will be less than unity.

It should be noted that elasticity refers only to slight
changes, but in normal circumstances it is only with slight
price changes that the decisions of the consumers are
concerned.

Elasticity of demand is usually discussed in connection
with demand schedules and curves. A demand schedule for
a commodity is simply a list of amounts that consumers will
purchase at given prices. A simple schedule would appear
as follows:—

PRICE PER POUND OF BUTTER QUANTITY DEMANDED

1s. per lb. 5% lbs.
e 2s. » » 3* ”»
33- » » ) 2 ”
° 48- ”» 9 l ”»

Ss. » » * ”»
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If we now take a piece of squared paper, we can easily
construct a demand curve from the above data. If we draw
two axes at right angles, and measure the prices per lb. along
the vertical axis, and the quantities demanded on the hotizon-
tal axis, we should get a curve of the shape shown below.

Demand curves vary with their schedules, but most curves
slope downwards from left to right, and flatten as they
approach the horizontal axis. That means that as price falls
they become more elastic, which from what has already been
said, we should expect.
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In exceptional cases it is possible for a demand curve to
slope upwards from left to right. A rise in the price of a
good may increase the demand for it by making it more
fashionable. A rise in the price of shares may induce specu-
lators to buy more in the hope of making a profit from a
further rise. It has been argued that a rise in the price of
bread will induce very poor people to consume more than
before, because bread has such a high food value. They
would probably gain by transferring expenditutt: from less
nutritious foods over to bread.

The above cases, of course, are exceptional ones, and do not
invalidate the general principle.
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5. Elasticity of Supply

Like demand, the supply of any good may be elastic or
inelastic. If the supply of a good expands, or contracts easily
with changes in demand, we say that the supply is elastic.
Conversely, if changes in the supply of a good can be effected
only slowly, and with difficulty, we say that the supply is
inelastic.

The elasticity of supply of any good depends mainly on
the nature of the factors used in its production. Speaking
broadly, production factors are either specialised, or general,
that is to say they’ can be used for one or two purposes only,
or they can be used for a variety of purposes.

Much of our land is a general factor as it can be used for
pasture, corn, potatoes, and other crops. Many labourers
are general factors; an agricultural labourer can easily become
a miner, a building labourer, or an unskilled worker in a
factory. On the other hand, much modern machinery, and
many factory buildings are specialised to one use only.
Professional men, lawyers, doctors, accountants, etc., are also
highly specialised factors.

If, therefore, production of a good involves factors of a
general nature only, the supply of that good will be elastic;
the supply of factors necessary for an expansion of production
can be easily increased; on the other hand, should it be
necessary to curtail production, these factors can be easily
drafted into alternative occupations.

Where the production of a good uses highly specialised
factors, the supply of that good will be expanded but slowly,
and it can be contracted without scrapping expensive capital
only as these factors wear out, when they will not be replaced.

6. Changes in the General Level of Prices

We must distinguish between a rise or fall in the price of
one commodity and a rise or fall of prices in general. Changes
in general prices, or what the economist refers to as changes of
the price 18vel, often give rise to serious economic problems,
and during the last hundred years there have been big
fluctuationg in this respect. In his Introduction to the Study
of Prices, Layton traces with great clearness the history of
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these fluctuations during the nineteenth century. He examines
the causes of the changes in the general level of prices, and
shows that between 1820 and 1900 there were two periods of
rising prices, 1849-74 and 1896-1910, and that both these
periods were preceded by periods of falling prices.

Before the 1914-1918 war these changes in price levels were
fundamentally due to a rise or fall in the production of gold.
But owing to the fact that during the war period gold went out
of circulation the very high prices immediately after the war
were primarily due to the great increase of paper money
accompanied by a decrease in the outpu: of commodities.
This is what is termed inflation, a subject which we shall have
to examine in more detail in a subsequent section.

We must next consider how changes in price levels are
measured. How, for example, is it possible for economists to
state that prices in any one month are approximately 50, 60
or 70 per cent. higher than they were fifty or sixty months
previously?  Changes in prices are measured by means of
index numbers.

7. Index Numbers

An index number has been defined as a device for ascertain-
ing the average change in the prices of a number of
commodities. There are at present several types of index
numbers in use in various countries, but the underlying
methods of construction are the same in each type. In
England there are three important ones, those published in
the Economist and in the Statist, and that issued by the
Government through the Board of Trade.

Index numbers are constructed by taking a large number of
typical commodities in every-day use, and comparing their
wholesale prices at different intervals. There are, however,
obvious difficulties in making our calculation such as the
number, and the 