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PRINCIPLES OF POLITICAL
ECONOMY

BOOK 1. GENERAIL NOTIONS

I. What is Political Economy ?

PoriticaAL EcONOMY is one of the sciences known
as the Social Sciences. There are many kinds of
social relations, and so there are many distinct
social sciences. The lines of demarcation in these
sciences are not so clear as in the natural sciences.
The classification is more or less artificial. Many
subjects come clearly within the scope of all those
social sciences .which are more closely related to
each -other. We must only remember that the
same subject can be studied from different stand-
points. With these preliminary remarks, political
economy may be defined as a science which con-
siders the relations of men living in society, so
far as these relations tend to satisfy the wants of
life, and concern the efforts made to provide for
all that is generally understood by material welfare.
An attempt is sometimes made to divide the science
into two branches—pure political economy and

Social Economics. These sciences do not differ
: 7



8 Political Economy

in their contents. The manner of treating the
subjects is different. Pure political economy (some-
times called abstract economics or simply economics)
investigates those relations that arise naturally
among men living together. It endeavours to
explain matters as they happen to be without pass-
ing judgment on them. Social economics, on the
other hand, purposes (o investigate and devise means
by which better conditions may be attained.

II. Are there Natural Laws in Political Economy ?

There are many who say that social sciences
can at best venture conjectures which are, as often
as not, discredited by actual occurrences. They
consider scientific prediction in social sciences
impossible.

There is a twofold error in the above argument :—

(1) We are in the habit of representing natural
law as an inflexible power commanding uncondi-
tional obedience. But Natural I aw i+ really nothing
more than the expression of certain relations which
arise spontaneously among things or among men.
These relations may be called necessary ones, but
only when certain conditions are fulfilled.

(2) Free will is commonly understood to mean
the power to do just as one pleases, without cause
or reason. On the contrary, the conduct of every
reasonable man is determined by motives, and there
are always sufficient causes, known or unknown,
for his actions.

Economic prophecies are often shown to be false
by subsequent events. If the previsions in Political
Economy are uncertain, the reason for this must
not be sought in the play of free will, but simply
in our ignorance of the causes at work.
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III. The Formation of Economic Science

The word economy, or economics, was used by
the ancients. But for them it meant only domestic
economics.  The designation political economy
was synchronous with the establishment of the
great modern states of Iurope, and signified that
the science had to do with the economy of the
body politic or the nation.

Some of the problems of economy have attracted
the attention of the ancients, but they failed to
conceive the possibility of making these matters
the object of a completely distinct science.

The discovery of America gave the first impetus
to the development of a true economic science.
The wealth of Spain was seen with envious eyes
by England, France, and Italy. The sale of mnanu-
factured products abroad was believed to be a
means of acquiring gold. IKlaborate measures were
devised, and the system known as the Mercantile
System came into prominence,

A\ strong reaction soon followed.  Foremost in
people’s minds seemed the desire for a return to
" the state of Nature.” This feeling found utter-
ance in the general literature of the time, particularly
that of France. Quesnay published his ““ Tableau
‘conomique.” A group ol eminent men became
his disciples and adopted the name of Physio-
crats ; it was then that economic science really
began.  The new school introduced two basic
ideas -

(1) The superiority of agriculture over com-
merce and industry. Classes of society other than
farmers they called ‘* sterile classes.”

(2) The existence of a ‘‘natural and essential
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order of human societies.”” They emphasized the
necessity of letting things alone.

The first of these principles, although it brought
about a fortunate reaction, was erroneous. The
second served during a century as the foundatjon
of the whole edifice of political economy.

The year 1776 saw the publication of the now
well-known work of Adam Smith. His * Inquiry into
the Nature and Causes of the Wealth of Nations
procured for him the title of the * father of political
economy.”

Adam Smith rejected the first physiocratic prin-
ciple, but he confirmed and developed most brilliantly
the second tenet. He was much superior to the
physiocrats in observing facts and in profiting by
lessons of history. Economic science has enlarged
little since his time.

A short time after Adam Smith, three economists
came forward. Two of these, Malthus and Ricardo,
were Englishmen. The first is the author of the
celebrated theory concerning the increase of popula-
tion. The second is equally famous for his theory
of rent. - The third, J. B. Say, was a Frenchman.
His ** Traité d'Economie Politique ™ is remarkable
for its clear style. Translated into all languages
of Europe, this- book was the first popular treatise
on Political Economy.

IY. Differences of Opinion concerning Method

The Classical school of economists, especially as
represented by Ricardo, preferred to employ the
deductive method. This method starts from certain
general data conceded to be beyond dispute, and
proceeds to deduce an infinite series of propositions.

The new school, called Historical or Realistic,
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recommends the inductive method. It starts from
the observation of certain definite facts and bases
its general propositions upon these observed facts.
In the field of economics this method consists in
the patient and accumulated observation of all social
facts as they are revealed to us. This school does
not attempt to discover general laws governing
abstract men, but historical laws governing the
relations among men living in a given nation at
a given e¢poch. For this reason the name
“ National ”” is sometimes applied to this school of
political ¢conomy,

This method is safer than the other, since it
abstains from all sweeping generalizations, but it
is less fruitful. There are two reasons for this :—

(1) The observation of economic and social facts
is a task far beyond the capacities of any single
person.

(2) The mere observation of facts without
experiment would never have given the marvel-
lous results obtained im the natural sciences,
and in social sciences experiments are almost
imposSsible.  The economist cannot make pre-
arranged experiments ; he is obliged to wait for
experiments to take place of their own accord.
Again, he is obliged to study facts as they happen
to occur, without being able to isolate any one of
them from the mass of other facts with which it is
interwoven.

After all, the new school employs the same cate-
gories of thought as the old school. It has not
remade economic science ; it has only introduced
into it a new spirit. In its turn, this school has
given rise to much criticism, inasmuch as, by dint
of devoting its attention to the observation of facts,
it incurs the risk of remaining purely descriptive.
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We cannot reject absolutely the abstract method.
The proper procedure has three stages : -

(r) Observing facts without any preconceived
notion.

(2) Imagining a general explanation in nther
words, formulating a hypothesis.

(3) Verifying this hypothesis by evperlmcnts if
possible, or Dby special observation. -This is the
method employed in natural sciences. The mis-
take of the classical school did not consist in making
frequent use of the abstract method, but in mistaking

the abstraction for the reality. The deductive
method is revived by two new schools of economic
thought.

The first of these is the Mathematical school.
This school regards the social economic forces as
susceptible of being expressed by algebraic factors.
For by doing so it reduces a problem to a certain
limited number of factors, excluding all others.

The second or Psychological school, called also
the Austrian school, devotes its attention almost
exclusively to the theory of value. Value, according
to this school, is only the expression of human
desire. Economic science is thus reduced to a
study of the causes which affect the human desires.
It tends to become a subtle psychological analysis.
In fact, the classical principle of seeking a maximum
of gratification at a minimum cost is nothing less
than a psychological principle.

These two schools carry the deductive method to
its logical consequence, but they differ from the
old school in considering their abstractions as
nothing more than hypotheses necessary for the
establishment of a science.

Say’s naturalistic method may be said to live
again in the Biologico-Sociological school which
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considers political economy as a kind of annexe to
Natural History and Biology. This school has now
lost much of its influence.

Y. The Yarious Economic Schools of Thought
SECTION 1. THE LIBERAL SCHOOL

This school has derived its name from its cele-
brated motto, Laissez faire, Laissez passer. 'The
beginnings of this school coincided with the origin
of ecconomic science. Its partlsans have assumed
the simple name of ‘‘economists.” Its doctrines
may be summed up in three points :—

(1) Socicties are governed by natural laws which
we could not alter. As these laws are good we
have not the least interest in modifying them, even
it we could. The economist has only to discover
these laws.

(2) These laws arise spontancously wherever men
ate free to act according to their own interests.
They establish a sort of harmony among individual
intcrests which is superior to any artificial arrange-
ment that could be devised.

(3) The part of the legislator must therefore be
limited to developing individual initiative as far as
possible. The intervention of governments should
be reduced to the indispensable minimum.

This conception lacks neither simplicity nor
grandeur. Whatever may be its future, it has at
least helped to establish a science of political
cconomy, and it will serve as a foundation for new
theories.

There are, however, serious drawbacks in it. The
school shows a marked tendency to optimism,
inspired by a desire to justify the existing order of
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things. No doubt the very fact of the existence and
duration of the institutions of a society shows that
they have a value ; but it is illogical to conclude
therefore that they are best.

The idea that the prevailing economic order is
the product of liberty, and that it could be replaced
only by an order founded on constraint and
therefore worse than the present one, is not well
conceived.

It is not legitimate to conclude that, because
natural laws are permanent and immutable, existing
economic facts and institutions should also possess
these characteristics.

SECTION z. THE SOCIALIST SCHOOL

The Socialist school is as old as the classical
school. The doctrines of this school are especially
of a critical nature. They may be summed wup
as follows : All sects of socialists believe that the
organization of modern societies is tainted by
certain deep-rooted defects, and that the present
social organization is therefore bound to disappear
sooner or later. In their opinion, this organization
is the result of many acts of injustice. They main-
tain that the source of these evils lies in free com-
petition and in private property, which tend to
increase the wealth of a small number by multiplying
the number of the poor.

They prophesy a new order of things in which
private property will be continually reduced. They
are divided into three classes :(—

(1) The Communists, who favour the entire sup-
pression of private property.

(2) The Collectivists, who favour the suppression
of property in the instruments of production.
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(3) The Nationalists, who favour the suppression
of property in land and buildings.

As for the details of the future society there is
much disagreement and doubt. The old socialists
(More, St. Simon, Fourier), who are disdainfully
called Utopian, attempted to build up a complete
social structure based on an e priori conception of
Justice. Karl Marx, Lassalle, and others who
assume the title of Scientific Socialists, assert that
the future society will issue forth from the present
society. They refuse to describe its features
but claim to see the society of the future in
an embryonic state in the womb of our modern
societies.

The assertion of the classical school that the
socialists deny the existence of natural laws is
not true. The classical school associates the idea
of stability with the term nafural law, while the
socialists employ the same term as implying the
idea of change. All these schools (save the Anar-
chist school, which is violently individualistic) are
disposed to extend the functions of the Government.
Their aim is to support private enterprises by public
agencies.

The criticisms of the socialists contain a large
share of truth and have exerted a salutary influence,
but as a positive doctrine socialism remains con-
jectural. The ideal future State would seem neither
realizable nor desirable.

SECTION 3. STATE SOCIALISM

This doctrine should not be confounded with the
preceding one. It represents an antidote for Social
Democracy, and is popular with established Govern-
ments, It is closely connected in its origin with
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the Historical school. The Historical school was first
distinguished from the classical in point of method,
but it soon came to differ from it in its tendency
and practical programme. It rejected the principle of
Laissez faire and gave a practical aim to political
economy. It regarded the old separation ot Art and
Science as antiquated at least in the social sciences.
It maintains that we cannot® completely transform
economic institutions, but with due regard to history
we can modify them. It attaches little importance
to Natural Law. but much to Positive lLaws, and
favours a considcrable extension of the functions
of the State.

This has exerted a wide influence in recent years.
The Labour lLaws, as well as the strong movement
in favour of an international regulation of the con-
ditions affecting labour, arc largely due to the
influence of this school. It has done a great service
in abandoning the attitude of systematic abstention
from all practical matters. It considers the State
a very active factor of social progress.

The great objection to State socialism is that
it can bring about reform only by mecans of laws,
i.e., by means of constraint. It may bc said in
reply that the State does not always act by means
of coercion. It very often acts by way of cxample
or by way of assistance. Another objection is that
the State has shown deplorable incapacity in
economic matters. But thesc defects are due less
to the essential nature of the State than to its
present organization. It is reasonable to hope that
when the State is constituted with a view to its
economic functions (and not solely for political
functions), it will be able to exert a better and
stronger influence in the economic domain.
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SECTION 4. THE CHRISTIAN SOCIAL REFORM

This school may be divided into two branches
corresponding to the two great divisions of the
Christian Church.

(1) The Catholic school believes in the existence
of natural laws, which it terms Laws of Providence.
It believes that the operation of these laws may
be, and is, seriously interfered with by the evil
use of liberty. The vehemence of the criticism of
this school against the present social organization,
against capital, against profit, against interest, &c.,
has procured it the name of Catholic socialism,
to which it strongly objects. It does not propose
to abolish the fundamental institutions of the present
social order. Instead of seeking its ideal in the
future, it recommends a return to the institutions
of the past, such as rural life and the trade guilds.
It advocates three kinds of authority : that of the
father in the family ; that of the employer in the
workshop ; that of the Church in society as a
whole.

This school is not hostile to State intervention,
but one section of the Catholic school is opposed
to 1t.

(2) The Protestant school, like the Catholic, has
little sympathy with the present economic order. It
does not attempt a solution by means of Guilds,
but by Co-operation. As for State intervention, it
is difficult to discover among Protestants any general
programme concerning this point.

SECTION 5. THE DOCTRINE OF SOLIDARITY

The fact of solidarity, i.e., the mutual dependence
of mankind, did not escape the attention of the
2
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classical economists. The school of Solidarity con-
ceives solidarity as the desirable result toward
which we should bend our will. It endeavours to
substitute co-operation for competition. It does
not believe in the efficacy of revolution or expro-
priation as a means for transforming man ; it
works, however, for the realization of the principal
desiderata of socialism. As means to these ends
it advocates association in all its forms. It is not
hostile to State intervention whenever legislation
tends to prevent the degradation of the masses.
It regards the State as the oldest and most impres-
sive form of solidarity and considers that the
solidarity imposed by Law prepares the way for the
fuller development of {ree co-operation. This
doctrine has succeeded in attracting adherents from
all classes, but its popularity is perhaps due to
the fact that its programme is quite indeterminate.

YI. The Wants of Man

Human wants have several characteristics :~

(1) They are unlimited in number. This feature
is the mainspring of civilization. To civilize a
people is to increase its wants. Nations are doomed
if they are too easily satisfied. But is this unlimited
multiplication of wants commendable? With the
satisfaction of every want another takes its place,
therefore our best course will be to replace these
wants by nobler ones. If we give them up without
filling their place, that will mean the retrogression
of social life toward the animal state.

(2) Wants are limited in intensity. This propo-
sition is very clear. A want decreases in intensity
up to the point of satiety when it is extinguished and
replaced by disgust or suffering. It is torture to
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suffer thirst, but it is also torture to be compelled
to absorb an excessive quantity of water.

(3) Wants are competitive. One want can often
be developed only at the expense of other wants.
Progress consists in replacing inferior wants by
higher ones.

(4) Wants are complementary, they form groups.
The want of food is allied, in some civilised societies,
with the want of tables, chairs, table-cloths, knives,
forks, &c.

(5) Wants, even acquired or artificial wants, tend
to become a matter of habit. They become our
second nature.

VII. What is Wealth ?

In  ordinary speech the word wealth 1s
synonymous with the word forfune. 1t seems
thercfore strange to apply the term wealth to
a loaf of bread. Yet this is perfectly correct if
we mean by wealth all that can satisfy human
wants. The capacity for satisfying human wants
1s  called atility.  Utility depends first on a
want felt by man, and secondly, on an object
capable of satisfying that want. Of these two
fcatures of utility, man, not the object, is more
uscful. Utility arises only with desire and vanishes
with the extinction of desire. It is subjective,
not objective. It matters little that an objcct has
qualities that may satisfy the wants of man, if man
is not aware of the fact. The falls of Niagara did
not represent economic wealth until men learned
how to utilize their motive power. On the con-
trary, it matters little that an object has not the
qualities for the satisfaction of human wants, if only
we think that it possess them. There are patent
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medicines that command high prices although their
curative powers are doubtful. Alcoholic drinks do
not possess any of the good qualities attributed
to them, but millions believe that .they do possess
these qualities ; they therefore constitute wealth.
Hence wealth may be defined as all that mankind
believes to be useful and tan utilize.

Many economists affirm that the term wealth
implies material goods—for wealth is that which
can be weighed, measured, and accumulated.

In reply it must be said that persons are of
course not things, and cannot be regarded as wealth.
But why should not their acts be regarded as
wealth? Are they not useful? Are they not paid
for? After all, it 15 a question of terminology.
The word wealth may be reserved for cor-
poreal objects; and all the acts of men that are
capable of furnishing enjoyment or utility may be
designated services.,

YIII. What is Value?

Value and wealth both involve the idea of utility.
But these two words do not express quite the
same idea. Sometimes they may imply even con-
trary ideas. The idea of wealth implies abundance.
The idea of value, on the other hand, is most
closely allied with that of scarcity. Suppose that
all objects are as abundant as the water of the
rivers : would not this be the maximum of wealth?
Yet is it not evident that these things would have
lost all value because of their superabundance?

The idea of value implies the thought of ex-
change. Health is wealth and would certainly
possess great value if it could be purchased, A
fine system of navigable rivers represents great
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wealth but no walue. Robinson Crusoe had
accumulated great wealth on his lonely island, but
it had no value.

The most essential characteristic of value is the
idea of a relation hetween two desires or wants.
In other words, value implies a comparison of
desires. Wealth or Utility may exist of themselves,
but Value is a relative notion. Why do we attach
value to an object?  We may value things because
of the pleasure they give us, or we may value
them because of the effort, the trouble, or the
pain involved in their acquisition. These are the
two inseparable ideas which underlie the concept
of value. Tconomists have usually placed all the
emphasis on one of them and minimized the
significance of the other. The innumerable theories
of value may be classified under these ideas. The
element of pleasure is foremost in those theories
which found value on utility, while the element

of pain is emphasized by the theories based oun
cost or labour,

SECTION 1. UTILITY

Utility is the characteristic of wealth. The
physiocrats therefore regard it as the cause of
value. When two objects satisfy the same want,
this explanation is satisfactory. Of two houses we
prefer the more comfortable, of two farms the
more fertile. But if we consider objects satisfying
different wants—for instance, a loaf of bread and
a hat—this theory fails to tell which is the more
useful,

It may be suggested that we should classify
our wants according to reason. Shall we then
put at the head of the list those objects that satisfy
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the most essential wants? A glance at such a
list would show that the value of a commodity is
not directly proportionate, but often inversely pro-
portionate to its rational utility. It could not be
objected that this condition of things is due to
man’s foolishness ; the theory of value should
explain that which is, not .that which ought to
be. Moreover the objection is not valid. Even
if the earth were inhabited only by wise men, a
glass of water would not be worth more than it
is now. Again, there are many uses for one and
the same object. We must therefore ask if utility
determines value. What is utility ?

To escape this difficulty an attempt has been
made to supplement the notion of utility by that
of scarcity. Value in this sense means scarce-
utility.  The idea of scarcity is insufficient. It
is difficult to understand the close relation between
these two elements—utility and scarcity--that seem
to have nothing in common.

A more recent school claims the merit of having
discovered the tie that binds these two ideas. It
propounds the theory of final utility. Only it has
demonstrated that scarcity—i.e., limitation in quan-
tity-—far from being independent of utility, is really
inseparable from it.

In basing value on a single principle, this theory
does not seem to have succeeded any better than
"preceding theories.

SECTION 2. LABOUR.

The second theory is the inverse of the first.
While the first clings to the idea of gratification
afforded by goods, the second emphasizes that of
the effort made to get them. First developed by
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Adam Smith, it has been accepted by economists
belonging to many different schools. This school
does not deny that utility is the fundamental con-
dition of value, but claims that the basis of value
is human labour ; utility is the condition of value,
but not the cause.

This theory seems to possess two advantages over
the preceding one :—

(1) That of being more scientific, because it
gives as the basis of value something that can be
measured. To say that a certain watch has twice
the value of another because it represents twice as
much labour satisfies our mind.

(2) Since it gives as the basis of value a human
element—labour—it satisfies better the idea of
justice.

Yet the explanation is unsatisfactory, for the fol-
lowing reasons :—

(1) If the essence of the value of a thing con-
sisted in the labour requisite for its production,
then value would necessarily be unchangeable, for
past labour is not susceptible either of a more or
less. It may be said in reply that we must consider,
not past labour but present labour. DBut there are
other objections more difficult to remove.

(2) If labour were the cause of value, equal
labours would always correspond to equal values.
But we see objects that have cost the same amount
of labour selling at different prices. On the other
hand, objects which have cost different amounts
of labour are sold at the same price.

(3) If labour were the cause of value, value
would be absent where labour is absent. But there
are numerous things which have value of their own
without the intervention of labour, e.g., springs of
petroleum. There are also things which acquire
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additional value without any additional labour,
e.g., wine that has been stored in wine-cellars.

(4) Above all, if labour is the cause of value,
what is the cause of the value of labour itself?
Undoubtedly labour is bought and sold, or rather
is hired every day at a certain price. To pretend
to explain this is to reason in a circle.

The real explanation lies in the adoption of both
these theories of value. We may place a value upon
things because they afford us pleasure, or we may do
so because they have cost us some expenditure of
effort or pains. )

IX. What is Price ?

To obtain a definite idea of the value of things,
it is not sufficient to compare them with one another.
A common measure is necessary. Such a measure
enables us to compare two things in different places,
or the same thing at different times. In order to
measure value we must take the value of a definite
object as a basis of comparison. Each nation and
every period seems to have had its own measure of
value. Almost all civilized people have agreed in
choosing as their standard the value of the precious
metals, especially gold and silver. To compare the
value of any object, they compare it with the value
of a particular weight of gold or silver, which serves
as the monetary unit. The price of a thing therefore
is its value expressed in money.

The precious metals have been chosen as the
common measure of values because they possess
two properties that enable them to fulfil the function
admirably :—

(1) Great value in small bulk, which makes them
very easily transportable.
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(2) Almost unlimited durability.

By virtue of the first property, the value of the
precious metals is that which varies least from one
place to another ; by virtue of the second property,
it varies least from one year to another. This
double invariability is the essential quality of every
good measure. But when we take very long periods
into consideration, this measure is found to be
defective. Various substitutes—such as wheat,
labour, the wages of a workman of the lowest
class—are proposed, but they hardly deserve serious
consideration. In the absence of something better,
we must rest satisfied with gold and silver.



BOOK II. PRODUCTION
PART I. THE FACTORS OF PRODUCTION

A THREEFOLD division of the agents of pro-
duction into Land, Labour, and Capital has been
handed down from the time of the first economists.
Classical political economy has shown a tendency
to regard these factors as equally important. Such
an effort is unscientific. Of the three, labour only
can claim to be an agent of production in the strict
sense of the word. Only man plays an active part
in production. Nature is absolutely passive, yet it
is indispensable to production. It must exist before
labour. The third factor, capital, also plays a purely
passive part. It is not even a primary factor of
production. It is derived from the other two. Its
right name is instrument of production.



CHAPTER I—LABOUR

I. On the Part Played by Labour in Production

PEOPLE scldom realize what an important part
labour plays even in those products that are often
inaccurately termed naefural. ‘They are ready to
believe that everything that grows on the earth is
duc to the generosity of Nature. As a matter of
fact nearly all the plants which supply man with
food have been modified by cultivation and by the
labour of hundreds of generations.

It is true, however, that some wealth is not the
product of labour, precisely because it exists before
any act of production, e.g., soil and all the sub-
stances with which it supplies us. ILven in this
labour plays some part. We must bear in mind
two points :—

(1) This natural wealth does not exist as wealth,
f.e., as uscful and valuable objects, until human
intelligence has been able to discover its existence
and to perceive that it can satisfy our want.

(2) Natural wealth cannot be utilized until it
has undergone a certain amount of labour. Virgin
soil must be cleared of its trees and underbrush,
before we can use it.

II. How Labour Produces

We must distinguish three varieties of labour :(—

(1) Manual labour. This is nothing more than

muscular energy directed by intelligence. It can
27
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produce only a movement or a change of place.
This movement may be a displacement of the object
or of its component parts. In the latter case we
say that there is a change of form, but every change
of form is really only a displacement. The exquisite
shapes assumed by clay under the hand of a potter
are only the effects of the arrangement or displace-
ment of molecules of clay. All that man’s labour
can do is to stir, separate, connect, insert, superpose,
and arrange. All these are only different kinds
of motions. Analyse_any industry and no other
factor can be found.

(2) All physical labour must be preceded by
purely intellectual libour which we may call
Invention. Industry has converted the apparently
worthless residue of coal into perfumes or dyes.
The list of our riches is every day being lengthened
with the advance of science. Invention does not
mean, as might be believed, the rare idea that
springs from the mind of a man of genius ; it 1s
a requisite of every productive act. There is no
movement of the arms or fingers in any productive
act that was not invented by some one.

(3) Finally, it must be remembered that all
collective labour requires direction or supervision.
Each labourer in a productive enterprise must be
told what to do according to a general plan. This
planning or directing is in itself a very effective kind
of labour, the importance of which increases as pro-
duction is conducted on an increasingly large scale.

III. The Evolution of Ideas concerning the
Productivity of Labour

The title of productives, originally applied only
to one kind of labour, has gradually been extended
in its application.
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(1) The physiocrats confined the epithet pro-
ductive to agricultural labour and denied it to all
other labour. According to them agricultural and
similar other labours furnish all the materials for
wealth, while other occupations only work them up.

(2) The definition of the physiocrats was too
narrow. The raw product of agriculture and mining
is usually unfit for consumption ; it must undergo
numerous modifications which are effected by manu-
facturing industries.

It is an error to say that agriculture and mining
create wealth, and that manufacture or industry only
transforms it. The farmer creates nothing ; he, too.
simply transforms the elements contained in the soi!
and air.

Ever since Adam Smith wrote on this subject
no one has hesitated to regard manufacturing as
productive labour.

(3) With regard to the labour of transportation
there has been more hesitation, because it seems to
make no change whatever in the article transported.
This feature of identity, it was urged, distinguishes
transportation from manufacturing.

If we decide that displacement is not essential
enough a modification to entitle it to be called
productive, then we cannot call mining productive
either. What distinction is there between the work
of a miner and that of the wagoner unless we pre-
tend that displacement is productive only when it
takes place vertically and not so when it takes place
horizontally ?

(4) With regard to Commerce or Trade, the hesi-
tation has been even longer. It may be said that
commerce or trade, i.e., buying for the purpose of
selling, does not imply any creation of wealth.

We must observe that commerce cannot very well
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be separated from transportation. Merchants are
the real directors of transportation ; the carrying
industries only do their bidding. Moreover, they
also preserve and storc up goods, and sometimes
even subject them to slight modifications. Even
when commerce is nothing more than exchange pure
and simple, the mere act of transferring a thing
to the person who will utilize it must be regarded
as productive.

(5) Finally, discussion has been kecnest with
regard to services, such as those rendered by the
liberal professions. It may be asked, Where are the
products of the labour of a judge or of a surgeon?
Two facts must be noted in this connection :
(¢) Production has for its direct object the satis-
faction of human wants, and some wants may be
satisfied without the intervention of material objects.
(b) Owing to division of labour, there is such an
interdependence in the labours of men that even
immaterial services are an indispensable condition
of the production of all material wealth. Un-
doubtedly the various kinds of labour do not con-
tribute in just the same way to production. It is
not even necessary to determinc which of these
labours is most useful economically. What we nced
is a proper co-ordination of the various functions
and labours.

IY. Pain as a Factor of Labour

All productive labour involves toil. If men
worked only for pleasure, it would no longer be
necessary to have private property or a stimulus
to toil. Fourier the socialist understood this. He
proposed to make all sorts of work just so many
kinds of sport. There is really nothing absurd
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about this ;

; but it must be observed that there is
a great difference between work done solely for
pleasure and work done for the purpose of earning
a livelihood. King Louis XVI. found amusement in
making locks ; a man who has to support himself
and his family by making locks surely cannot
appreciate the amusement. In order to induce
men to work, some kind of motive is needed. When
work was done by slaves the whip furnished -the
incentive. For the altruist of the future, the sense
of a social duty will perhaps be sufficient. DBut for
the man of to-day, as a general rule, the motive
is self-interest. Wants supply a sort of stimulus.
I in addition to the stimulus of present wants
there is also that of future wants, productive
activity is greatly increased ; but foresight belongs
only to civilized races.

Y. Time as a Factor of Labour

All labour not only involves a certain amount of
displeasure, but also requires a certain amount of
time. As a general rule, the time of waiting is pro-
portionate to the productivity of the enterprise. The
element of time—an indispensable factor in all pro-
ductive enterprises—is one of the principal reasons
for the importance of capital and the privileged
position of those who happen to own it.

We must note that man has only a limited amount
of time at his disposal, not only because life is
short, but also because many deductions must be
made from a man’s time. Man cannot work every
hour of the day, nor can he work all the days of
the year. There is no country in which there are
no holidays. Again, it is impossible for man to
work all the years of his life ; he must deduct the
years of infancy and also the years of old age,



CHAPTER II—-NATURE

NATURE signifies the sum total of those elements
and productive forces which are furnished by our
natural environment. Before we produce anything
we must have a favourable environment—land and
raw material, climatic conditions, geographical con-
figuration, and geological nature constitute the en-
vironment of man. Much of the industrial advance
and commercial success of a country depend on
the favourable character of this environment.

Land is another gift of Nature. With the growth
of population there is an increasing demand for land.
It would be absurd to fear that some day there will
not be room enough for all men, yet it is
not unreasonable to ask whether there will always
be space enough to supply food.

As for raw materials, Nature has spread some
about with lavish profusion, while others she has
given but sparingly. Even those that exist in large
quantities may be scarce in certain regions. Some
of these materials that are superabundant and un-
equally distributed may be transported by human
ingenuity to places where they are lacking. It is
for this reason that transportation must be regarded
as an act of production.

The Law of Diminishing Returns

As land and raw materials are limited in quantity,

the productions in which they are the necessary
32
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factors also must be limited. This applies with
particular force to industries such as hunting and
fishing. Yet these occupations may be changed
from simply extractive industries into productive
ones like agriculture, in which we do not merely
let Nature work, but assist and guide her. Even in
agriculture there are two important limitations :—

(1) Agricultural production is limited by the
supply of mineral substances that are indispensable
to plant-life. A part of these substances is removed
with every crop that is raised on the land. It is
true that the farmer aims at enriching the soil by
adding new substances to it, but the sources of
these substances are themselves limited. -

(2) Agricultural production is limited by the time
and space necessary for vegetable and animal life.
The farmer is reduced to an almost passive part
in production ; he must wait for Nature to accom-
plish her part of the work. Again, the space
required by every plant to spread its roots and to
breathe cannot be restricted.

Doubtless the farmer can increase the yield of
every piece of land, but after a certain point he
can only do so at an increased cost in labour.
Suppose twenty days’ labour is necessary to produce
torty bushels of wheat from an acre of land. To
double the product it would be necessary to treble.
perhaps to quadruple, the labour and expense. This
fact is expressed by the Law of Diminishing Returns,
according to which the returns are not directly pro-
portionate to the increased expenditure of labour
and capital.

Motive Forces

There are really four or five Motive Forces which
man has been able to utilize in production. The

3
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muscular energy of animals, the propelling power
of wind and of water, the expansive power of
vapours and, recently, electricity—man makes use of
these Natural Forces by means of machinery. There
are other forces which we have not learned to utilize.
The waves of the sea and the rising tide really
constitute inexhaustible stores of motive power.
Unfortunately, these forces of Nature seem too
savage to be controlled. Very lately it has been sug-
gested to draw from the sun all the heat we require.

The Illusions to which Machinery has given rise

Ambitious hopes have been aroused by the
marvellous effects of the use of Machinery propelled
by the forces of Nature. According to a socialistic
calculation, one hour and twenty minutes per day
would suffice to produce more wealth than is
necessary to satisfy all our wants. There is no
doubt that machinery has multiplied each workman'’s
productive power at least ten times ; or we may say
that each of them has ten slaves at his service. As
a consequence of this new slavery it is to be hoped
that men of the future will be able to lead the noble
life of the ancient Greeks or of the Romans. This
is indeed an alluring prospect, but a closer analysis
dissipates the illusion. Such a social state may
not even be desirable. Antique slavery was no
less harmful to the masters than to the slaves. We
have no reason to hope that modern slavery will
have different effects.

Again, these hopes are greatly exaggerated. The
first requisite of welfare is food. Vet this is pre-
cisely the province in which machinery has thus
far made but little advance. Machinery is applicable
only to a limited extent in the construction of houses.
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In manufacturing, machinery has exceeded our hopes:
It produces not only great cheapness but super-
abundance. Finally, we must blame machinery for
the crises produced by overproduction of goods and
for the constant failure of many workers to find
employment.

Political economists have generally pointed out
the following advantages of machinery :—

(1) Tt diminishes the strain on human muscles.

(2) It permits the employment of workers of
average strength and skill for tasks that formerly
required an exceptional degree of both.

(3) It performs work much more rapidly.

(4) Tt excels both in the performance of exceed-
ingly great tasks and in the accomplishment of
exceptionally delicate ones. .

(5) It performs the monotonous work and lessens
the monotony of life.

(6) It permits the production of a large number
of exactly identical pieces or products.

(7) It weakens the barrier between different
trades.

a

Whether Machinery is Detrimental to the Working
Classes

The classical economists sought to prove that in
our economic organization there could be no con-
flict between the interests of the society and those
of the individual. They endeavoured to show that
machinery does more good than harm to the work-
ing classes. The three classical arguments are the
following :—

(1) Machinery lowers prices. By the fall in
prices the workman gains an advantage as consumer
that is equivalent to his loss as producer.
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To this argument we must reply that the com-
pensation in reduced prices will not exist if the
product in question is not consumed by the worker.

Even when it is consumed by the worker, it
may form so small a part of his expenditure that
the fall in price is only an insignificant saving.

Again, the supposed compensation is not real
unless mechanical progress take place simultaneously
in all branches of production. In fact, mechanical
inventions affect but slightly the cost of the
important necessities of a workman.

(2) The increase of production. The optimists
claim that lower prices must involve larger sales
and increased production. Thus the final result
is to give new e¢mployment to the workmen.
Instead of taking work from them, inventions make
work for them.

To this we must answer, first of all, that this is
by no means always the case. (&) Some wants are
limited. The example of coffins has become
classical. Moreover, there are articles of luxury
which would be less in demand if their prices should
fall considerably. (&) Whenever one industry is
bound up with another a fall in price has little effect
on the amount sold. No matter how low the prices
of wine bottles may fall, no more of them will be
sold if there is no more wine to put in them. /

Even admitting an increase in consumption pro-
portionate to the fall in prices, it will take a long
time before this increase is effected. Manufacturers
are not eager to lower prices. Competition will
cause them to fall, but rival establishments are not
built in a day. Perhaps his grandchildren will profit
by the change of conditions, but for the workman
without employment there is very little consolation.

(3) Economy of labour. The use of machinery
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that economizes manual labour involves, it is main-
tained, a gain for some one. The money that was
previously paid to the workmen who are now without
work is cither in the pockets of the employers or
of the consumers, and it will be invested or spent.
In either case the money will encourage industry.
Bastiat’s argument that every mechanical invention
sets free a certain amount of labour and capital,
and that these two elements will end by combining,
is valid from an abstract point of view ; but we must
ask, Wherec and when will this combination of
labour and capital be effected? Perhaps in ten
years ; perhaps at the other end of the world.
Capital is readily transportable. Unfortunately, the
workman cannot so easily be moved. The natural
cffect of a permanent army of unemployed workmen
weighs on the market and lowers the wages of
labour. In a word all mechanical progress can
have no other effect than to render a certain amount
of Jabour uscless.

Must we thercfore, like Ruskin, preach to men
the abandonment of machinery? It is clear that
such advice would not be followed. Again, there
are rcasons for believing that the great economic
and mechanical transformation witnessed by the
nincteenth century is drawing to a close, and that
our grandchildren will not be troubled by the same
social uphecavals as have recently occurred.



CHAPTER III—-CAPITAL

I. The Two Concepts of Capital

ALL theories of Capital may be brought under
two heads, representing two great opposite tend-
encies. The first is that of the classical econo-
mists, the second that of the socialists.

(2) Numerous authors have invented stories of
the Robinson Crusoe type with a view to showing
us how man originally grappled unaided with the
difficulties of existence, but not one of these authors
has failed to provide his hero with a few tools or
provisions. Even this romantic figure could not do
without capital. But it is unnecessary to imagine
the situation of a Robinson Crusoe in order to be
convinced of the utility of capital. The same state
of things prevails in actual every-day society. There
is no problem more difficult to solve than how to
acquire something when one possesses nothing.
Take a common labourer. He would be as sure to
die of starvation as a Crusoe who had saved nothing
from the wreck, were it not for the wage-system.
Animals doubtless depend on their labour and on
Nature to obtain food. Primitive man was neces-
sarily in the same situation. At some time or other,
man, worse off than Robinson on his island, must
have solved the difficult problem of producing the
first wealth without the help of any pre-existing
wealth. Once started, thse most difficult step was

3



Production 39

taken. Our modern societies, living on the wealth
stored up by a thousand generations, find it easy
to increase all kinds of wealth ; yet they should
not forget how slow and perilous this process of
accumulation must have been. (b) The second
explanation of capital, given by the socialists,
especially by Karl Marx, may be summarized as
follows :—

Capital is not simply any instrument of produc-
tion, but all wealth which serves to provide its
possessor with an income independent of his labour.
This definition evidently presupposes that wealth
may be lent at interest or may be employed to give
work to people who are glad to hire themselves
out for wages. Now, this particular social organiza-
tion does not exist everywhere. It is of quite recent
origin. The socialists find the comparison of capital
to the bow and arrow of the primitive savage simply
ridiculous, since he could not have obtained an
income with them without the intervention of his
labour. The violent opposition between these two
theories is largely due to the fact that efforts have
been made to use them as weapons of social warfare.”
Yet there is no necessary contradiction between
them. FEach of them contains part of the truth.
Classical economists regard capital in its natural
and permanent characteristic, while the socialists
consider its acquired and relative nature. The first
definition emphasizes those features of capital that
are essential and necessary, while the second points
out only its accidental and ephemeral characteristics.
The fact that no wealth can be produced without
the help of pre-existing wealth is an economic law
whose importance cannot be exaggerated. This pre-
existing wealth whose function is so well defined is
generally known as capital.
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II. The Distinction between Wealth which is Capital
and Wealth which is not Capital.

All Wealth must be applied in one of two ways :
either to serve for consumption or to serve for
production. Wealth serves for consumption when
it is used to satisfy some of our wants. This
category of wealth is not the largest. There are
other kinds of wealth incapable of being used
directly to provide gratification. Such wealth is
used in the production of consumable wealth. It
consists partly of instruments and goods altogether
unfit for consumption, partly of raw material which
can be consumed only after having undergone
certain transformations. To this whole group we
apply the name capital. We must not believe that
it is possible to classify all commodities under one
or the other of these divisions by reason of specific
qualities inherent in each commodity. Any object
having value may become capital provided certain
conditions are fulfilled. The idea of capital does
not connote a certain class or kind of goods, but
a certain condition or purpose of goods. The
feature, condition, or purpose that makes wealth
capital is its productive use in conjunction with
labour. A diamond in the hands of a jeweller
and a clown’s costume in the hands of a theatrical
director, are alike capital, because they are instru-
ments of production. It should be noted that some
kinds of wealth even when not used productively,
but for consumption, may bring an income to their
owner—for example, money lent to a spendthrift.
Wealth in this case also is capital, but as it is
not in the service of labour it produces nothing
of itself. Such capital as this we shall call lucrative
capital.
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To sum wup, then, there are three kinds of
wealth :—

(1) That which serves only for consumption and
which is not capital, although, at any time, it may
become capital.

(2) That which serves only for consumption, but
which gives its owner an income derivede from
the incomes of others. This we call lucrative
capital.

(3) That which is actually employed in produc-
tion and which we shall therefore term productive
capital.

III. What is Meant by “ Productivity ” of Capital?

It is customary to say that capital yields an
income. This seems to be an essential part of
its nature just as trees bear fruits. The income
provided by capital is regarded as a product due
exclusively to capital. This mysterious productive
power is a pure chimera. Notwithstanding the
popular belief to the contrary, money does not
produce money. Capital is inert matter and by
itself is sterile, but when it is put in the service
of labour it gives labour a degrce of productivity,
that may be very great. What leads us astray
is the fact that we sce many persons living on
their income without working. In reality this
income is the product of labour, the labour of
those who borrowed the capital and employed it
productively. It is, however, possible that the
capital in the hands of the borrower has been
dissipated. In this case the interest received by
the lender does not represent the product of the
borrower’s labour, but the labour of some other
person,
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IV. The Durability of Fixed and Circulating Capital

Capital which can be used only once, because
it is consumed in the act of production, is called
circulating capital ; examples of this kind of capital
are : the wheat that is sown, the manure that is
mixed, with the soil, the coal that is burned. Capital
that can be used to serve for several productive
acts is called jixed capital; it may include the most
fragile inztrumeats, such as needles, and the most
durable kinds of wealth, such as canals and tunnels.

Whenever it can be done, there is great advan-
tage in employing capital of long durability. How-
ever slight the labour economized every year, a
time will ultmately bc reached when the capital is
redeemed, and the labour subsequently economized
will be a net gain to the society.

Three points, however, should not be over-
looked :—

(1) The formation of very durable -capital
generally requires an amount of labour proportionate
to the increased durability. A certain equilibrium
must therefore be sought between the labour-cost
of the capital and its durability.

(2) The formation of fixed capital demands the
present and immediate sacrifice of a large amount
of labour and other commodities, while the
remuncration anticipated is more or less distant.
The return for capital, moreover, is all the more
distant when it is of great durability. The con-
struction of a canal such as the Panama Canal
requires an immediate expenditure of a large sum,
while for the remuneration we must wait half a
century. Now, for such comparisons, considerable
foresight and firm faith in the future are needed.
Even under the most favourable circumstances the
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faculty of foresight is limited. An individual or
a company would not consent to advance capital
which will not be paid back for two centuries.
Generally capital that is not repaid in the course
of a generation is regarded as poorly invested.

(3) It must finally be pointed out that mere
material durability of capital is not nearly so
important as the period of its utility. We can
generally tell how long a tunnel will last, but we
do not know how long traffic may be expected to
continue taking the route that leads through the
tunnel. Utility is unstable, therefore the creation of
too durable capital must be regarded as ill-advised.

V. How Capital is Formed

Capital, like every other product, can only arise
from the two original factors of production—Labour
and Nature. An attempt has been made to base
the formation of capital on a new agent called
saving. l.abour and the forces of Nature are the
only conceivable creators of wealth. Some have
maintained that saving is a form of labour. But
to labour 1is to act; to save is to abstain, and
it is hard to conceive how a purcly negative act
could produce anything.

This strange idea must have been occasioned by
the use of money. A man who puts aside a hand-
ful of coins in a safe certainly does not create either
wealth or capital. No doubt he puts aside for
futurc use a certain amount of wealth, quite as
real as though he produced it by his own labour,
but this is a purely individual point of view from
which to consider saving.

Saving plays an important part in consumption,
but we do not perceive what it has to do with pro-
duction. It should be studied in its proper place.



PART II. THE METHODS OF PRODUCTION

CHAPTER I—THE ORGANIZATION OF
PRODUCTION

L. The Stages of Industrial Evolution

THE Historical school may claim the credit of
having outlined the successive types of industrial
evolution. It is customary to distinguish five
periods :—

(1) The home economy or family economy.
Under this system people are divided into small
groups. Each group suffices unto itself ; exchange
and division of labour exist only in an embryonic
form. Each group consists of a family, and slaves
or serfs are regarded as belonging to it.

(2) Corporative economy or the Guild system.
This system makes its appearance in the Middle
Ages, and is characterized by the separation of
trades.  The worker generally owns the raw
materials and tools and has become what is called
an artisan. He works only to order or for the
small local market. He is associated with other
workmen of the same trade in a kind of league
for mutual defence.

(3) Domestic economy. The workmen in the
Guilds, little by little, lose their independence. They
produce for a wholesale dealer. They work at
home and sometimes own their tools and raw

materials. But the little town market has given
44
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way to the national market, and the workers are
too poor to obtain control of the new market.

(4) Organized manufacture, or the workshop
economy. The intermediary now brings his dis-
persed workmen together in one place. Thus he
gains several advantages, principally that of an ex-
tensive division of labour. Henceforth the worker
has become an employee, while the intermediary
who possesses tools and raw materials has become
an employer. This transformation began to take
place about the sixteenth century. In France the
intervention of the Government was necessary to
accomplish the change. In England the destruc-
tion of the Guild was brought about by the
increasing exportation of goods to foreign countries.

(5) Machine industry, or the f[factory system.
This is the system which marks our own epoch.
It began with the application of steam to industry
and transportation. As it requires constantly in-
creasing amounts of capital, it perpetuates what the
socialists call the régime of capitalism. Among
its objectionable features are: the frequency of
accidents, the involuntary idleness of a large number
of labourers, over-production and the crises it
involves, the creation of colossal fortunes and of
a famished labouring-class often forced to sell its
labour for a crust of bread.

It is a mistake to suppose that each of the
economic systems did away entirely with its pre-
decessors. We can only say that each of them in
turn predominated. Domestic economy has espe-
cially survived, and tends once more to gain ground.
This strange revival of a former industrial system
is due to the recent intervention of the legislative
authorities. As the Labour Laws apply especially to
factories, many industries find that by having the
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work done in the homes of the labourers they can
easily escape legal surveillance.

We might be disposed to believe that the work-
man is happier by this change. Experience,
however, proves that the worst exploitation takes
place by this method, to which the name of
Sweating system has been aptly given. In this
form of industrial organization the workman is not
only robbed of the protection of the laws, but he
is also entirely in the control of the intermediaries.
He is, moreover, constantly exposed to the imminent
danger of losing employment, and to the risk of
irregular work.

II. How Production is Regulated

Classical political economy teaches us that pro-
duction is regulated, surely, rapidly, and auto-
matically, by the law of supply and demand.- If
it should happen that any branch of industry is not
sufficiently provided with labour and capital, the
goods which it produces acquire a higher valuc.
Attracted by the prospect of higher gains, other
producers engage in this favoured industry. Thus
the production of the goods is increased, until the
quantity reaches the amount desired by the public.
On the other hand, capital and labour are with-
drawn from unprofitable concerns, till the produc-
tion of the particular commodity is slackened to
meet the level of the amount consumed. In these
oscillations the value of goods tends constantly
toward a fixed point. This fixed point is deter-
mined by the cost of production. When the value
of an object is equal to its cost of production, we
may say that its value is normal. The above con-
ception of the mechanism of production is one of
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the celebrated ‘‘ economic harmonies’’ of Bastiat
and the liberal school. But for the economic
mechanism to operate thus admirably in actual
practice, many conditions are necessary that are but
rarely fulfilled. The supply must respond imme-
diately to the demand, and the demand must
immediately take advantage of the supply; the
factors of production must be absolutely mobile.
Again, this theory presupposes markets that are
closely united, like communicating jars of water.
Such a state of affairs is as yet far from realization.

All production presupposes an amount of fixed
capital which is not transferable at will. Again,
it must be borne in mind that the law of supply
and demand applies without regard for social use-
fulness. The most useful vocations tend to become
abandoned, while others that are least productive,
like saloon-keeping, are sought with great per-
sistency.

Under the old systems no one could enter any
trade or profession without the authorization of the
Government or of the Guild. The French Revolution
proclaimed the principle of the liberty of labour,
and this reform was welcomed throughout Europe.

The principle of free labour must be maintained,
because it is an essential part of human liberty.
But it is perfectly natural that unregulated produc-
tion should overthrow the perfect adjustment of
production to consumption and bring about those
disturbances known as crises.

III. Crises

Crises have been called ‘‘the diseases of the
economic organism’’ ; their nature is varied. Some
are periodic, others are wholly irregular. Some are
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short and violent, others are slow. Some are con-
fined to a particular country, others travel round
the world.

Some economists have attempted to construct a
general theory of crises. Such attempts must be re-
garded as premature, thougl we may discern common
characteristics in crises, and find them related to
a single fundamental cause. The disturbance of
equilibrium 1s due to a glut or dearth of goods.

(1) A general glut or scarcity of products. A
general glut is one of the most frequent forms of
economic crises, and may be regarded as a kind of
chronic ailment of modern industry. The develop-
ment of large-scale production and means of trans-
portation has enabled industry to throw enormous
masses of products on the market. The sale of an
article depends on the number of those who have the
means of buying it, and, unfortunately, the increase
in the income of the bulk of the population has not
been so great as the growth of manufactures. Pro-
ducers, in order to find an opening for their goods,
are obliged to lower the prices. This general fall
of prices means lower profits or failures for the
employers, while for the labourers it means lower
wages or loss of work.

Crises caused by scarcity of goods may in certain
cases be as formidable. The so-called ‘' cotton
famine ”’ which resulted from the American Civil
War led to the ruin of many manufacturers of cotton
goods. A bad harvest of cereals may cause terrible
famines in poor countries such as India.

It may happen that the crisis due to a dearth of
one commodity will produce the same results as
a crisis due to an excess in production. A shortage
in the wheat crop, for instance, causes a rise in the
price of wheat ; hence consumers of wheat with
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limited means are compelled to lower their expendi-
ture for other articles. In this way there is a mass
of goods which no longer finds purchasers. This
curious state of affairs is illustrated by famines in
India, which generally cause a crisis for English
manufacturers.

(2) A glut or a dearth in some factors of pro-
duction. In no productive enterprise can the factors
of production be brought together in a haphazard
fashion. Successful production requires a certain
amount of land, labour, and capital, both fixed and
circulating. The amount of land in a country is
limited. The number of labourers may also be said
to have a certain limit, but the quantity of capital
does not seem to have any limit at all--at least, in
advanced countries. Naturally this abundance causes
a fall in the rate of interest, and men try to devise
more profitable investments. New enterprises are
begun, and finally there comes a ‘‘ crash.”

The opposite state of affairs is also possible—
namely, insufficiency of capital which may follow
such crashes, or which may be due to the use of
vast amounts of capital in a costly war. Insufficiency
of capital may result in a crisis due to a rise in
the rate of interest and discount, and difficulty in
obtaining money.

Finally, there may be a disturbance of the normal
proportion between fixed and circulating capital, the
amount of circulating capital being relatively
smaller.

(3) Excess or scarcity of money. There is a
certain proportion between the amount of money
that ought to be in circulation in a country and the
needs of that country ; if the amount is suddenly
increased a crisis results. When we have to do with
metallic money, it is easy for a country to dispose

4
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of its excess. But this cannot be done when the
money is paper money or even bank notes.

A diminution in the quantity of money is regarded
by every one as a danger. When the balance of
trade has long been unfavourable to a country, a
time comes when it has fio longer enough money.
Exchange becomes unfavourable, the rate of discount
is raised, and many merchants become bankrupt.
Such conditions are called monetary crises. They
are the most dangerous of all, but they have been
most carefully studied, and their arrival can be
readily foreseen and successfully forestalled.

IV. Over-production and the Law of Markets

The fear of a general glut is a nightmare that
haunts the minds of all business men. Every pro-
ducer, seeing that his goods sell the better the
scarcer they are in the market, naturally concludes
that scarcity is a good and abundance an evil.

The economists of the classical school do not like
to admit the possibility of any discord in the
economic harmony. They maintain that when there
is a glut in any branch of production, the best
remedy consists in a proportionate increase in the
production of other goods. The crisis resulting
from abundance can only be cured by abundance.
Hence all producers are interested in making pro-
duction as abundant and as varied as possible. This
theory, known as the Law of Markets, was first
promulgated by J. B. Say. The greater the
resources of all other persons, the better is the
opportunity that each of us has of disposing of his
goods or services, and the quantity 'of my resources
depends on the amount I have produced.

Even supposing that all products without excep-
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tion increase in quantity, there may still be a fall
in prices, if there is not a corresponding increase
in the amount of money. To sum up, then, the law
of markets simply shows that there is no danger
in an excess of production whenever the increase
takes place simultaneously and proportionately in
all branches of production.

Unfortunately, the increase of production never
takes place under the conditions required by the
theory of markets. There is not one chance in
a million that an equal increase will ever occur
simultaneously in all branches of production. This
is why these crises remain an inherent evil of our
economic organization. This is why producers now-
adays seek to regulate production by means of com-
mercial agreements known as frusfs and pools.

—— )

Y. Competition

Competition appears to be the great regulator
of the whole economic mechanism of modern
society, The following good results are generally
gtrrivuced to it i —

(1) It adapts production to consumption.

(2) Tt gives a great impetus to production, stimu-
lating progress and effecting a kind of natural
selection,

(3) Tt tends to cheapen goods.

(4) It brings profits and wages to nearly the
same level in all industries.

Economists of the optimistic school delight in
singing the praises of the ‘‘ harmonies '’ evolved by
free competition. They regard the economic order
based on free competition as natural and conclude
that it is both perfect and permanent. A more
attentive observation of the actual effects of free



52 Political Economy

competition does not justify a blind faith in it.
The present organization is no more or no- less
natural than any preceding economic system—the
family economy, the caste system, or the guild
system, which were the natural result of historic
evolution. As for the beneficent effects of com-
petition, the following are its main drawbacks :-

(1) Free competition instead of assuring equi-
librium between production and consumption at
times threatens to disturb this equilibrium.

(2) Although free competition stimulates pro-
duction, it is also harmful to it, particularly in
regard to quality. KEach competitor, in order to
triumph over his rivals, endeavours to substitute
cheap materials for better and more costly ones.
Adulteration has now become a veritable art.

(3) Free competition may even cause high prices.
The case of bakeries offers a striking example of
this paradoxical result. The number of baker’s
shops is ridiculously excessive. As each of them
sells less and less owing to competition, each is
obliged to charge more in order to cover expenses.
On the other hand, the system of monopoly does not
mean the arbitrary rule of the monopolist. Every
monopolist finds it to his interest to keep prices
reasonably low, on the principle of small profits and
large sales.

(4) Free competition does not necessarily cause
an equalization of profits and of wealth. Those
countries in which competition is most vigorous,
e.g., the United States, are those in which the most
colossal fortunes are found.

(5) Lastly, free competition is not a permanent
state. It tends to destroy itself by giving rise to
monopolies ; smaller enterprises are eliminated, and
competition tends to cause the formation of giant
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enterprises that seek to suppress all competition.
Such combinations are generally known as frusts.

The economic evolution which is taking place
involves three stages : (¢) competition among small
producers ; (&) the monopoly control of large pro-
ducers ; (c¢) regulation by Law. This development
which would lead to collectivism or state socialism,
is fortunately not inevitable. A system of mutual
agreement between workmen and employers through
the medium of organizations of both, and also
between producers and consumers by means of Co-
opcerative Associations will do away with most of the
evils of competition.



CHAPTER II—ASSOCIATION

I. The Successive Forms of Association

THE word association to-day almost inevitably
suggests the idea of voluntary grouping. But this
is a mistake. Association was first the result of
instinct, then of coercion, and only recently has
it become the result of contract.

The very first form of association was probably
the union of sexes. It would be an error to suppose
that this association had no economic character. On
the contrary, at the outset it had a distinctly
economic character.

Association next became coercive in the form of
slavery. It was by means of this enforced co-opera-
tion that the ancients were cnabled to erect the
Cyclopean walls and the Egyptian pyramids.

Association gradually became semi-coercive.
During the Middle Ages it adopted innumerable
and complex forms. Finally it was transformed
into association under the leadership of employers.

The classical school holds that the contractual
association is the terminating point of social evolu-
tion. But we must deny that the present form of
association is founded on free contract. The union
of employers and employees is an association in fact
but not in law ; it is an association in production,
but not in distribution. The workers have no feel-
ing whatever of being associated with the employer
in a common undertaking.

But legislation now tends to give the wage-system
54
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the character of a real contract. Employers and
workers also tend toward this conception by found-
ing organizations and institutions. We may hope
that association under the leadership of employers
will in turn give way to more thorough and complete
association.

II. The Association of Capital

We have seen that the truly free association of
labourers has scarcely been tricd. The same state-
ment cannot be made with regard to the association
of capital. Several capitalists must unite in order
to furnish the necessary capital when businesses are

conducted on a large scale. Interprises are
generally launched in the form of so-called *‘ stock-
companies.”’

Of the three agents of production—land, labour
and capital-—the last most readily admits of associa-
tion, owing to its divisibility and facility of trans-
portation. When each share costs a comparatively
small sum, the purchaser may buy exactly according
to his wealth or the degree of his confidence in
the enterprise. Moreover, labour is not easily
moved ; land cannot be moved at all, but capital
has wings, so to speak. On the other hand, we
can hardly agree with those economists who regard
this form of association as the ccguing form of
business enterprise. The very fact that it associates
only capital and not persons is a sign of inferiority.
The stock-holders do not know each other. A stock-
company consists of two groups of persons: on the
one hand those who share the profits of an enter-
prise in which they do not work, and on the other
hand those who work in an enterprise the profits
of which they do not share. This situation involves
a singularly unstable state of affairs.
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III. Large-scale Production

The most characteristic change of modern times
is the passage from production on a small scale
to production on a large scale. This kind of
organization has assumed such enormous dimensions
as to attract public attention and arouse public
anxiety. Manufacturing syndicates tend to obtain
control of an eatire branch of industry in a country
and even in the whole world. They are generally
called 7rusts, and have developed most remark-
ably in the United States. Even Governments have
been alarmed at their power and increase, and have
adopted legislative measures to curb them—measures
which generally have proved ineffective.

Yet many persons regard trusts as the pre-
liminary steps toward a new industrial régime, which
will establish a proper equilibrium between pro-
duction and consumption. At all events trusts seem
to be successful in preventing the crisis of over-
production. Now the evolution which is taking
place is due to the fact that it offers certain incon-
testable advantages. Large-scale production permits
of certain undertakings which, because of their size
or of the time they require, far exceed the power
and the lifetime of an individual. Even in those
enterprises whkich would not actually overtax the
capacity of an individual, collective production
possesses a marked superiority. By grouping all
the factors of production it economizes them. The
various cconomies of large-scale production are
worth considering separately :—

(1) Economy of labour. In small-scale produc-
tion much time is lost and some of the workers are
obliged to be frequently unoccupied. A hundred
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business houses merged in one do not require a
hundred cashiers. Large-scale production admits
of a more perfect division of labour and saves time
by bringing the labourers together.

(2) Economy of place. Every-day experience
shows that to obtain a hundred times more room
in a store or factory, it is not necessary to have a
piece of ground a hundred times as large, nor to
purchase a hundred times the amount of building
materials.

(3) Economy in natural agents. A powerful
steam-engine consumes, relatively speaking, far less
coal than a weak one.

(4) Economy of capital. A large shop trans-
acting a hundred times the business done by a
small one need not keep on hand a hundred times
the goods kept in stock by a small shop. Probably
ten times the amount is sufficient. The consumer,
moreover, is better satisfied, for in consequence of
the frequent renewal of stock, the goods are newer
and more fashionable. Again, those who buy on
a large scale can secure better bargains, thereby
making a more effective use of their capital.

IV. Is the Tendenocy toward Large-scale Production
Inevitable and Desirable ?

If the cvolution just described should continue
in the future, it would involve the gradual dis-
appearance of all those persons who work under
their own guidance. These persons would become
employees—i.e., wage-earncrs. This prospect is
agreeable to many economists and to all collectivist
socialists. The latter profess a sovereign contempt
for small production and individeal enterprise.
These, according to Karl Marx, are compatible
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only with a rudimentary state of production and
society.

We cannot accept this sweeping condemnation.
The system of small-scale production would be con-
ducive to social peace, and favour a more equit-
able distribution of weakth ; especially it would
prevent the bitter conflict between labour and
capital. Even from the productive point of view,
small production is not so impotent as it is supposed
to be. Independent small producers may associate
and adopt some of the processes of large-scale
production. In agriculture, for example, small
farms are not absolutely incompatible with associa-
tion. Of course, among those who work in
manufactures, association will be easier, aided by
mechanical inventions that enable us to trarisport
motive power from the place of its generation to
the place of its application. Again, there seems
to be a limit to the size of business enterprises.
At all events, evolution toward large production
does not proceed with equal rapidity in all fields
of economic activity. It cannot be said in any
part of Europc that small farming is giving way
to farming on a very large scale. Extensive culture
is made possible in the United States by the cheap-
ness of land and the sparseness of population. But
when the population will have become dense, it
will be necessary to increase the crops by concen-
trating labour and capital on smaller areas. Large
farming may give a greater nct product, i.e., greater
profit to the landowner, but it generally yields a
smaller gross product, i.e., less food and less wages
for the nation. Now in view of the increasing
density of population, the future will belong to
that system of farming that can give the greatest
quantity of food.



CHAPTER III-THE DIVISION OF LABOUR

I. The Successive Forms of the Division of Labour

ASSOCIATION means nothing morc than the
grouping of individual forces, each person perform-
ing the same opcration ; this may be called simple
co-operation. Division of labour implies a dis-
tribution of work among the associated members
in such a manner that cach performs a different
operation. This may be called compley co-opera-
tion.

The earliest form of division of labour was the
division according to sex. The rudimentary division
of tasks thus cvolved coincided with the first phase
of economic evolution —the phase known as home
or family economy.

The second phasc—that of corporations or guilds
--coincided with a more detailed division of
labour, viz., the rise of separate trades. Iach
guild performed only one kind of labour. The
specialization of trades kept pacc with the gradual
perfection of the guild system.

In the third phase, that of the workshop and
domestic manufacturing, the division of labour
attains the highest degree of perfection. It was
in the workshop that the wonderful phenomenon
of the division of labour first attracted the attention
of Adam Smith, and led him to write those classical
pages on the subject in his ‘‘ Wealth of Nations.”

In the next phase—that of factorics—the division

of labour seems almost to have retrograded.
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Finally, there is beyond this another form of the
division of labour, which may be called international
division of labour. FEach nation devotes itself more
especially to those branches of production which
seem best adapted to its soil, its climate, and the
abilities of its inhabitants. This tendency is now
arrested by the Protectionist movement.

II. The Conditions of the Division of Labour

The extent of the division of labour depends on
the amount of goods to be produced. In other
words, division of labour is directly proportionate
to the size of the market. This is why the division
of labour prevails to a great extent only in large
centres of population. A country shop usually deals
in a pell-mell variety of goods, becausc a single
trade would not be sufficient to enable a village
shopkeeper to earn a livelihood.

Most books on political economy mention a
second condition necessary for the division of
labour, viz., continuous not intermittent production ;
hence the conclusion is drawn that division of
labour is not applicable to agriculture. Division
of labour on a farm cannot be managed in the
same manner as in a workshop, but it is possible
to introduce it in another form by having each
man, or group of men, devoted to the cultivation
of a specific plant.

III. The Advantages and Disadvantages of the
Division of Labour

The reasons why Division of Labour increases the
productive power of labour are as follows :—
(1) The most complicated work can be divided
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into a series of very simple and almost mechanical
operations. It is the division of labour into simple
constituent parts that has made it possible to con-
struct machinery for doing work that at first sight
appears to be most complicated.

(2) The division of labour creates a great
diversity of tasks, and enables us to fit each of these
tasks to the individual capacities of the workmen.

(3) The constant repetition of the same task
results in developing remarkable dexterity in manual
labour.

(4) Econgmy of time results from continuous
work .

(5) The economy of implements reaches a
maximum when each labourer employs but one tool
and uses it constantly.

(6) A shorter period of apprenticeship is neces-
sary to learn one particular branch only.

But as opposed to all these advantages some
serious drawbacks have been pointed out :—

(1) The degradation of the workman, who per-
forms the same simple operation all the time and
is thus reduced to the rdle of a mere machine.
Lemontey says: ‘It is a sad confession for a
man to make that during his whole life he has
done nothing more than make the eighteenth part
of a pin.’

It may be said that the introduction of machinery
constantly tends to remove this evil effect of the
division of labour. As soon as any productive
operation becomes so simple as to be purely
mechanical, it will not be long before the workman
will be replaced by a machine. Again legislation
tries to reduce the length of the work-day, thus
leaving the workman spare time.

(2) The extreme dependence of the workman
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who is incapable of doing anything except the
particular operation to which he has become accus-
tomed, and who therefore is in constant danger
of being helpless when discharged.

What, then, must be our-final judgment regard-
ing the division of labour? The advantages of
the division of labour far outweigh its disadvantages.
To be sure there are many kinds of mechanical
work that stunt the intelligence, but this is not due
to the division of labour. Would the workman who
makes pinheads gain much intellectually and morally
by making whole pins? The work of a street-
sweeper is not divided. Is it therefore nobler than
that of a labourer who makes nothing but nails?



BOOK I1I1. THE CIRCULATION OF
WEALTH )

THE Circulation of Wealth, more frequently called
exchange, is really only a part of production.
Indeed, exchange is not an end in itself. Exchange
and credit are really only methods of organizing
labour, having the same purpose as association and
division of labour. When wealth is once created,
the next step is to transfer it ; it does not again
change form, but it changes owners.
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CHAPTER I[—LEXCHANGE

I. The History of Exchange

EXCHANGE occupies an exceedingly important
place in modern life. Nearly all wealth that is
created is produced for the purpose of being ex-
changed. Our skill and our talents also arc most
frequently applied, not to satisfy our own wants
but those of others. This is why, when we estimate
our wealth, we do not estimate it according to its
utility for us, but solely according to its exchange
value.

In the first phase of industrial organization —that
of the family—there could be little exchange, as
each group formed a self-sufficing organism.

In the second phase—-that of guild production
—exchange necessarily results from the separation
of trades. It is, however, limited to one town.

In the third phase—that of manufacturing—the
market grows wider and becomes national. Here
exchange and commerce really begin. The market
becomes still larger by becoming colonial. This
extension of the market began in the seventeenth
century.

Then, finally, in the fourth stage—that of
machinery, railroads, and steamboats—the market
becomes truly international and commerce acquires

enormous dimensions.
64
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II. Exchange Value

The concept of value can exist apart from that
of exchange. Even Robinson Crusoe prized some
things more highly than others. However, in social
life exchange is the sole determinant of value.

The old economists, beginning with Adam Smith,

or rather with Aristotle, distinguished two kinds of
value-—value in use or individual value, and value
in exchange or social value. These two values may
be quite different from cach other. A shilling cer-
tainly has not the same value in use—i.e., utility -
for a millionaire as for a poor man. On the other
hand, it is evident that it has for both the same
value in exchange. Value in use is simply the result
of individual subjective judgments, value in ex-
change takes precedence over individual judgments
and obliges sellers and buyers to follow the market.
This is an economic Law of the greatest importance,
and may be formulated thus : [In the same market
there can be only one price for merchandise of the
saine quality.
" What, then, determincs value in  exchange?
Classical political economists gave a formula that
was, in appearance at least, simple and perfectly
clear ; they said that exchange value varies directly
with the demand and inversely with the supply.

There are several objections that may be raised
against it :—

(1) Despite its appearance of mathematical exacti-
tude, this rule is contrary to facts. If the supply of
wheat were diminished by half in a country having
no commerce with other countries, its price would
be five times as high. On the contrary, if the supply
of wine were diminished by half, we may be sure
that the price of wine would not be doubled.

5
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(2) It mistakes the effect for the cause. Instead
of saying that demand and supply regulate prices,
we may as well say that prices regulate demand
and supply.

(3) It attributes no intelligible meaning to the
terms supply and demand. The word supply may
mean the stock existing on the market, although
a purely imaginary reduction of the supply may
produce the same result as a real diminution. But
what are we to understand by demand? The quan-
tity in demand is, in fact, absolutely indeterminate,
since it depends entirely on the price.

We must therefore inquire what other theories
have been suggested in place of the classical
formula.

(a) Let us first examine the Utility theory. Very
ingenious as an explanation of subjective value, the
theory of final utility finds greater difficulty in
explaining exchange value. After showing that
bread has a different value for each person, how
can this theory account for the fact that the
exchange value of wheat is the same in one market
for millions of persons? In order to explain the
uniform exchange value of a commodity, the utility
theory says that we must take into account its final
utility, not only for the possessor but for possible
purchasers.

The manner in which exchange value is fixed in
an open market may best be explained by an
example.

Suppose there are ten persons prepared to sell
ten coats of the same quality. Suppose, further,
that the prices for which they are willing to part
with their coats range from one to ten shillings
respectively. Assume also that there are ten persons
contemplating the purchase of a coat. We shall
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uppose that the need of each purchaser is different,
ind that the price each is prepared to pay varies
rom one to ten shillings. Now, in the market all
he coats must sell at the same price. This price
cannot be ten shillings, for therc are sellers ready
to sell for a lower price and purchasers ready to
purchase with every diminution in the price. It
cannot be one shilling, for there is only one coat
available at that price for sale, and nine purchasers
who are ready to pay more. The price will settle
somewhere between five and six shillings. It will
be, perhaps, five shillings and sixpence, for at this
price five coat-owners find it profitable to sell and
five intending purchascrs find it to their advantage
to buy.

The following table will contribute to a clear
understanding of the way in which market value is
fixed. We assume that there are seven dealers
offering seven coats of the same quality but for
a different price, and that there are seven buyers
prepared to offer seven different prices :—

i ‘ :'
Coat-owners ... i el A B TC I DI F |G
| ' | H
Price for which each 1s | i | |
willing to sell ... el T2 0 3 1 4 |5 6 |17
| ‘ | 1 ! i
Purchasers .. .. .. H 1 { I ! K| L M| N
Price each purchaser is pic- } < : ! ! I |
pared to give . | 9 ! 8 7 10 ' 5 3 3
: ' |

A glance at the table will show that the price
cannot be one shilling, for at that price only one
coat will be offered. It cannot be nine shillings,
for only one will be purchased. The price must
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be five shillings. It secures the greatest amount of
sale, and is beneficial to the sellers and to the
buyers.

(b) Let us now examine the Labour or Cost
theory. This theory, which founds value on the
quantity of labour, at first seems to give a better
explanation of exchange value. We must inquire,
however, what is meant by quantity of labour.

If quantity of labour means the amount of effort
expended, then this theory is disproved by facts.
Exchange value bears no necessary relation what-
ever to the time or trouble of production.

If quantity of labour means the sum of values cx-
pended in raw materials, manual labour, &c., then
this theory no longer explains anything. It simply
amounts to the discovery that the value of the whole
product is cqual to the sum of the values of its
parts.

At all events, it must not be said that valuc is
determined by the cost of production. We might as
well say that the value of things determines their
production and regulates the expenses that arc neces-
sary for the purpose. The art of the industrial
manager consists in foreseeing what the wants of
men will be and what value men will attribute to
certain things.

Neither the cost of production nor value is the
cause or effect of the other. We may simply say
that under the pressure of competition the cost of
production and the value of the product always tend
to coincide. In a word, we must conclude with
regard to exchange value, as well as with regard
to value in general, that it is fruitless to seek a
single cause.

The following two points must be noted in con-
nection with exchange value :—
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(1) The current price must be such that demand
and supply coincide exactly.

(2) The current price must be such that all
parties, even the least favoured, secure a gain in
utility .

These two conditions of exchange relation are
together necessary and sufficient. The old formula
of supply and demand possessed the merit of
indicating very well the various elements of value.

III. How Value is Measured by Exchange

To measure the value of a thing is to measure
the intensity of the desire which that thing calls
forth within us. We have an accurate measure of
desires, viz., I’xchange. In order to obtain what
we want we must relinquish a certain quantity of
the wealth we possess. It is perfectly correct, there-
fore, to declare that the value of a thing is measured
by the quantity of other things for which it can be
exchanged ; or, more briefly, the value of a thing
is expressed by its purchasing power.

If T can exchange an ox for ten sheep, I may
say that the value of an ox is ten times that of
a sheep. This may be expressed in the formula :
The values of any two commodities are inversely
proportionate to the quantities exchanged. The
greater the quantity of a commodity that I must
relinquish in exchanging it for another, the less is
its value as compared with the other commodity,
and vice versa.

1V. The Advantages of Exchange

The physiocrats regarded exchange as unproduc-
tive. They argued, sophistically, that exchange, if
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equitable, presupposes the equivalence of the two
values exchanged, and, consequently, that there can
be neither gain nor loss on either side unless one
party is cheated.

If exchange never led to profit, or if every ex-
change necessarily implied that some one had been
cheated, it is difficult to understand why men have
persisted for so many centuries in carrying on
exchange. In reality, each party to an exchange
thinks that by it he receives more than he gives.
However strange this may appear, it is right, for
utility is purely subjective, and varies according to
the wants and desires of each person. Now we shall
state the advantages of exchange.

(1) IExchange enables us to utilize, in the best
way possible, a large quantity of wealth which,
without exchange, would remain unused. Without
exchange, what would England do with her coal?
We must regard exchange as the last of the series
of productive acts.

(2) Exchange enables us to utilize in the best
way a host of productive capacities which, without
exchange, would remain inactive. [f there were no
such thing as exchange, each man would be com-
pelled to produce all that is necessary to supply his
wants. He would be obliged to regulate his pro-
duction, not according to his aptitude but according
to his wants.

It may be said that these advantages of exchange
resemble those afforded by the division of labour.

Y. The Means of Facilitating Exchange

Exchange would be almost impossible had not
ingenious means been contrived for facilitating it.
The means may be classified as follows :—
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(1) The formation of a class of middlemen called
merchants.

(2) The invention of a commodity called money,
enabling us to divide barter into sale and purchase.

VI. History of the Part played by Merchants

Contrary to what we might be disposed to believe,
commerce or exchange did not first take place
among neighbours. Exchange was first practised
among peoples and regions far distant and different
from each other. Commerce was international
before it became local ; it was maritime before it
became overland. At the beginning, moreover,
merchants were persons of great note—men who
were envied and feared. Trade or commerce on
a small scale, and particularly retail trade, is of
comparatively recent origin.

In the evolution of trade two stages may be
noted :-—

(1) The first stage is that of travelling traders.
This condition survives in small towns where pedlars
carry their goods about in quest of customers. But
the system of itinerant traders is impossible, except
for goods that can be easily transported. Moreover,
it is a costly method.

(2) Therefore, whenever commerce attains any
development the travelling trader soon gives way
to the sedentary trader or shopkeeper. Formerly
the trader sought his customer ; now the customer
must find the trader ; but attempts are made to
attract the attention of the purchasers by advertise-
ments, travelling agents, &c. These commercial
travellers, however, differ from the travelling
traders : they carry samples with them instead of
the goods.
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The advantages to society from the existence of
traders are these :—

(1) They serve as intermediaries between the
producer and the consumer and save the time of
both.

(2) They buy goods .wholesale and sell them
retail, and thus avoid the difficulty which would
result from a difference between the quantity offered
by the producer and that desired by the consumer.

(3) They keep merchandise in <tock. The pro-
ducer rarely wants to sell goods at exactly the time
that the consumer wishes to buy.

These are, no doubt, important services rendered
by merchants, but we must inquire how much they
cost to society. Owing to an increase in their
number, middlemen tend to become social parasites.
When, in addition to this, we consider the frequent
adulteration of goods and the untruthful advertise-
ments, we must ask whether the services rendered
by thesc intermediaries are not too dearly paid.

Attempts are made to devise effective remedies
for this evil. Two kinds of associations are coming
into prominence—the association of producers who
agree to sell to the public—directly (¢.g., agricul-
tural syndicates), and the association of consumers
who agree to buy directly of the producers (e.g.,
co-operative societies for consumption).

[t is not impossible that the day will come when
there will be no more traders.

VII. The Means of Transportation.

The following difficulties of Transportation may
be noted :(— _

(1) Distance. Man’s genius cannot do away with
distance, but practically the obstacle of distance is
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converted into one of time, and human ingenuity has
been singularly successful in reducing the time
necessary for traversing a given distance.

(2) The nature of commodities. Weight, danger
of injury, perishability, &c., are hindrances to
transportation, but they may be partly overcome by
rapidity of conveyance.

(3) The nature and condition of roads. This is
the most serious obstacle of all, but it is also the
one that human industry has coped with most suc-
cessfully. By sea there is no need to build a road.
On land the difficulties are greater. Road-building
is a costly matter ; the better the road the more it
costs.

VIII. The Division of Barter into Sale and Purchase

When exchange is carriad on directly, commodity for
commodity, it is called barter. It is an inconvenient
and almost impracticable operation. It requires a
double coincidence. We have to find a man who
can give just what we want and who wants just what
we can spare. The difficulty increases when perish-
able articles like eggs are to be exchanged for
indivisible ones, like horses, oxen, carts, &c. The
invention of a third commodity to serve as a go-
between removes the difficulties and divides barter
into two distinct operations-—sale and purchase. The
two processes, although separated, nevertheless con-
tinue to form a whole. Every purchase means
a prior sale, and every sale points to a future
purchase. In thought, these two operations must
be connected.



CHAPTER II-METALLIC MONLY

I. The History of Money

ACCORDING to circumstances, many commodities
have served as the medium of exchange; for
example, cattle, rice, packages of tea, salt, and
coloured calico. But the metals gold, silver, and
copper attracted man's attention in all civilized
societies from the earliest times. By virtue of
chemical properties which make those metals com-
paratively unchangeable, they are furnished by
Nature in a relatively pure state. They soon took
the place of every other commodity as a suitable
intermediary in exchange.

The natural properties which give the precious
metals a marked superiority over all other com-
modities are :—

(1) Facility of transportation. No other objects
have so great a value in so small a bulk.

The importance of this quality of precious metals
is much greater than at first appears. The precious
metals are, of all commodities except precious stones,
the most easily transportable. For 1 per cent. of its
value gold or silver can be conveyed from England
to a Chinese port. Hence the value of the precious
metals is almost the same the world over. Of
course, in mining districts, where these metals are
produced, their value is somewhat lower than else-
where. Nevertheless, we may say that the value of

these metals is invariable from place to place.
74
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(2) Unlimited durability. By virtue of chemical
properties, gold and silver may be kept unchanged
for an indefinite period. No other wealth is so
durable. This characteristic has the same effect
with regard to time as the preceding has with
regard to place. It insures a relative invariability
of value from one period to another. The annual
production of these metals, compared with the
immense permanent accuinulation of gold and silver,
1s as unimportant as a river compared with the
ocean. Yet variations in the output of precious
metals may, in the long run, become perceptible.
If the rate of annual increase were 5 per cent. of
the supply, the stock would be doubled in about
fifteen years. When long periods are considered,
the value of these metals offers a far less satisfactory
guarantee,

(3) Identity of quality. The precious metals are
always identical—that is to say, one piece of pure
gold is like every other piece of pure gold.

(4) Difficulty of counterfeiting. The precious
metals, because of their colour, weight, and metallic
ring, may be recognised at once. No other
substances are likely to be mistaken for them.

(5 Perfect divisibility. By divisibility, we mean
economic divisibility. The value of each fragment
of an ingot is exactly proportionate to its weight.

Jevons enumerates seven qualities which the
material of money should possess: (1) Utility and
value ; (2) Portability ; (3) Indestructibility ;
(4) Homogeneity ; (5) Divisibility ; (6) Stability
of value ; (7) Cognizability.

The use of the precious metals as money has an
interesting history, extending through several dis-
tinct stages :—

(a) First, the precious metals were used in the
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shape of crude ingots. In every exchange transac-
tion these ingots had to be weighed and assayed.

(&) The inconvenience of being required to
weigh and assay metals led men to conceive the
idea of using cut ingots, the weight and standard of
which were fixed beforehand and guaranteed by
some official stamp.

(c) Still another step had to be taken. The
irregularly shaped piece of metal was inconvenient,
and in spite of the stamp impressed on it, nothing
was easier than to clip it without leaving any traces
of the debasement of its value. To remove this
difficulty, men have adopted the form of coined
money that is now thoroughly familiar to all civilized
nations.

II. Is Money a Superior Kind of Wealth ?

The popular answer to this question admits of no
doubt. At all epochs and in all places, except
among savages, money has occupied an exceptional
place in the thoughts and desires of men.

It would be interesting to trace through history
the various manifestations of the idea that con-
founds gold with wealth. The mediaval alchemists
attempted to transmute the baser metals into gold.

In later times, we mark the enthusiasm kindled
in the Old World by the arrival of the first gold-
laden galleons from America, and the subsequent
belief that in the new Eldorado an end would be
found for all human misery. A similar idea under-
lay the complicated systems introduced by most
European Governments in the sixteenth and seven-
teenth centuries to cause the influx of gold into
countries that had none, and prevent its exportation
from those that were well provided with it, Even
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to-day the anxiety with which statesmen and
financiers watch the exportation and importation of
coin is fundamentally due to the same conception
of the importance of money.

But if we ask the economists whether or not
money is a superior kind of wealth, the -answer will
be entirely different from the popular opinion.
Economists have maintained that money is a com-
modity like all other commodities, and even inferior
to others, because it is in itself incapable of satis-
fying any want directly. It is, consequently, the
only commodity of which we may say that its
abundance or scarcity is a matter of perfect
indifference.

These two contradictory opinions may casily be
reconciled. The public is right, from the individual
point of view ; the economists are right, from the
general or social point of view.

Every piece of money may be regarded as a
ticket or order, giving the bearer the right to claim
a part of the wealth not cxceeding the value indi-
cated on the coin. It is clearly our individual
interest to possess as many of these orders as pos-
sible. These orders are far more convenient than
any other kind of wealth. A particular commodity
corresponds only to a special and determinate want,
while money corresponds to an indeterminate and
universal want. The owner of a very useful com-
modity may not know what to do with it. The
possessor of money is never thus embarrassed ; he
can even keep it for a more favourable opportunity.

But if we regard the whole mass of individuals
constituting society, the point of view changes and
the economist’s thesis is more correct. If the amount
of money in the possession of all the members of
a community increases tenfold, no one is richer



78 Political Economy

than before. In other words the purchasing power
of each coin would be one-tenth as great.

Yet in their relations with each other particular
countries, as well as particular individuals, gain by
being well provided with money. It is, of course,
true that an abundance.of money in one country
would cause its value to fall there, but it would
still retain, at least for a while, its former pur-
chasing power in foreign markets. The economist’s
thesis, that the quantity of money is a matter of
indifference, is not perfectly true until we extend
our purview so as to embrace all mankind.

III. Disturbances caused by Fluctuations in the
Value of Money

If gold and silver losc one-tenth of their value,
it is evident that the price of all objects, i.c., their
value expressed in money, must have incrcased.
We may thereforc formulate the following law :—

Every fluctuation in the value of money causcs a
proportionate inverse fluctuation in prices.

As the quantity of gold and silver is the principal
factor affecting the value of money, we may add this
second formula : Every fluctuation in the quantity
of money causes a proportionate change in prices.

It is, therefore, very difficult to tell whether or
not the value of commodities has really changed,
for the only measure we have is itself subject to
variations. Several devices have been suggested
for detecting and correcting apparent variations in
value which are due to variations in the standard.
The system of *‘ index members ™ is, however, most
current.

Suppose that a list of all commodities with their
prices were prepared at a given time. Now suppose
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after some years we prepare a new list of these com-
modities, and, on comparison, we find that all prices
had increased 50 per cent. We should then declare
that the value of money had really fallen 33 per
cent. If we have to pay three shillings where
formerly we paid only two, it is clear that money
has lost one-third of its purchasing power or value.

This conclusion can have but one of two explana-
tions. Either all commodities have undergone a
general and parallel rise in prices, or the value
of money has fallen. The second explanation alone
appeals to common sense.

A general and uniform rise in prices never takes
place ; some prices rise, others remain stationary,
and still others fall. Yet if, during any period,
skilful calculations show that an average rise of
10 per cent. has taken place, for the reasons given
above, this could be accounted for only by an equal
and inverse change (/.e., fall) in the value of money.
[Economists have recently attempted a calculation
by lists of * index numbers.” These lists include
the principal commoditics with their prices at a
given epoch. To simplify the use of these calcu-
lations, it is customary to express the total for the
year which serves as the basis of comparison as
100. A list is prepared for each year under study,
and the totals for other years expressed upon this
basis. A comparison of totals indicates whether
the prices increased, diminished, or remained
stationary.

1Y. Whether Metallic Money will Continue to v
Decline in Value

The depreciation of metallic money during the
past thousand years is a historic fact. Neither gold



8o Political Economy

nor silver is as rare as it is supposed to be. The
rapid progress of metallurgy is continually lowering
the point below which it does not pay to extract
the metal from the ore. It is therefore probable
that the precious metals will continue to fall in
value. )

It may be maintained that the demand for these
metals will be increased by the growth of population
and the development of exchange, and that this
increased demand will counterbalance the effects of
an increased supply. But we must remember that
this factor is in turn more than counterbalanced
by the improvement and extension of the credit
system. In the great modern iinancial centres a
vast amount of business is carried on by means of
credit devices and clearing-houses, practically with-
out the intervention of money.

This depreciation is not a matter of indifference.
In reality it is a phenomenon of great social
importance, the effects of which must be regarded
as beneficent. First of all the depreciation of money
results ordinarily in a rise of prices. This is favour-
able to production ; it sustains the spirit of enter-
prise and tends to increase wages.

Moreover, depreciation is favourable to the debtor
classes, inasmuch as they have to pay less than
that which they received. It is true that to the
very degree that the depreciation of money is
favourable to the producer and to the debtor, it is
prejudicial to the consumer and to the creditor.
Yet even this effect is desirable, for if the con-
sumer is also a producer, his increased expenditure
is easily counterbalanced by the increased value
of his products or by higher wages. If he is only
a consumer, so much the worse for him ; the higher
prices only put a perfectly legitimate burden on
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him. As for the creditor, if his credit constitute
the basis of a permanent income, it is no more
than right that the gradual reduction of his income
should warn him that he is playing the part of a
parasite.

V. The Conditions which should be Fulfilled by all
Good Money -

All legal money should have a metallic value
strictly equal to its nominal value.

Money has a twofold function: it is the sole
instrument of purchase, and the only instrument for
the payment of debts. Both these functions are
the results of custom, but both require the sanction
of law. This legally privileged position of money
makes it what is called legal tender. But the legal
tender quality is based on the condition above
indicated.

LEvery piece of money must therefore be regarded
from two points of view. As a coin, it possesses
a fixed value, marked upon its surface. s an
ingot, it has a value equivalent to the market value
of the metal it contains. Whenever these two values
coincide we say that this money is good or sound
money .

If the value of the ingot be higher than that of
the coin, the money is said to be heavy. But as
soon as the public discovers this, it will regard
coins as bullion, and will sell them by weight. This
process will continue until the coins have completely
disappearcd.

If the value of the ingot be less than that of
the coin, money is said to be light. This is seriously
to be dreaded, because, once such light money has

entered into circulation, it remains most persistently.
6
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To maintain the identity of metallic value and
legal value, it is customary under every good
monetary system to give anybody the right to have
metal coined into money by the Mint. This is
called free coinage. As long as it exists, the identity
of values 1s guaranteed.

There are, however, in all countries certain kinds
of coins which do not fulfil the preceding require-
ments : their intrinsic value is inferior to their legal
value. These coins are called subsidiary or token
money. They are usually coins of small value.
They are not legal tender for large payments. There
is no free coinage for token money.

A few terms should be noted in connection with
coinage.

Brassage. The actual cost of coinage is some-
times called brassage. Some Governments transform
metals gratuitously into money. England is an
example of this.

Seigniorage. The term seigniorage is used to
designate the charge required by the Government
in addition to the actual cost of coinage.

Gratuitous coinage and free coinage. Where the
Government pays the brassage we call it gratuitou.
coinage. Free coinage does not mean that coinage
is done for nothing. It means only that any private
person has a right to bring bullion to the mint
and get it coined. It should be noted that some-
times the term seigniorage is used to include
brassage.

YI. Gresham’s Law

In every country where two kinds of legal money
are in circulation, the bad money always drives out
the good. .

This is one of the most curious laws of political
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economy, named after the commercial adviser of
Queen Elizabeth. Men always prefer good mer-
chandise to bad. Why, then, should men act
differently when money is the article in question?

Our astonishment ceases when we reflect that
money is not destined, like other wealth, either for
consumption or for production, but solely for
exchange. This explains why bad money continues
in circulation, but not why good money disappears.
It disappears in three ways : by hoarding, payments
abroad, and sale by weight.

(1) Hoarding. When people want to hoard
money for possible urgencies, they choose the best
pieces, because these offter the greatest security.
This causc ot the disappearance of good money,
however, is temporary.

(2) Payments abroad. 1t is always necessary
for a country to send a certain amount of specie
abroad to pay for its imports. Now a foreign
creditor takes the money for the weight of fine
metal it contains. Therefore the light money is
kept for use at home, and the good money reserved
for foreign commerce.

(3) But good money disappears most rapidly
from circulation because of its sale by weight. As
soon as gold money is worth more as metal than
as coin, it is clearly profitable to stop using it as
money and to regard it as bullion. Good coins
are withdrawn from circulation and find their way
to the market for precious metals.

Gresham's Law is applicable in the following
cases :—

(a) Whenever worn money is in circulation
together with newly coined maoney.

(b) Whenever depreciated paper money is in cir-
culation together with metallic money.
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(¢) Whenever light money is in circulation
together with good money, or even when good
money is in circulation together with heavy money.
In this case the lighter money drives out the other.

VII. The Necessity of e;nploying Several Metals and
the Difficulties which result therefrom

Every civilized country is obliged to employ
simultaneously coins of gold, silver, and copper, or
some similar metals. But there is no need to use
all three as legal tender ; in fact, copper is always
token money. Only the other two are of interest
in this connection. Should both precious metals
receive the character and attributes of legal tender,
or should only one be thus employed? This question,
formerly called * the problem of single or double
standard,” is now termed ‘‘ the problem of mono-
metallism or bimetallism."

If only one metal, say gold, be legal tender, there
is' no difficulty. Silver coinage is relegated to the
rank of subsidiary money.

If we allow both silver and gold coins to assun e
the character of legal tender, the matter becomes
complicated. A brief review of the monetary history
of the United States will illustrate this difficulty.

In 1792 the double standard of gold and silver
was adopted. Soon afterward silver cheapened. As
a result gold went out of circulation and entirely
disappeared in 1817. In 1834 the ratio of 1560
to 1 was proposed, but finally the ratio 16 to 1
was adopted. As gold was over-valued, silver coins
began to disappear. In 1873 the silver dollar was
dropped from the list of authorized coins. At about
the same time another great change took place.
The discovery of the silver mines in the West and
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the demonetization of silver money from Germany
changed the relative value of the metals. In 1876,
one pound of gold could purchase 21 pounds of
silver. There were a few attempts to make silver
dollars full legal tender, with the result that gold
was going out of circulation.

The most striking lesson to be drawn from this
monetary history is that the concurrent circulation
of the two metals can continue only so long as the
market ratio coincides with the legal ratio.

VIII. Why Bimetallist Countries really have but
One Money

“ What does it matter,” it may be asked, ‘‘if
our gold or our silver coins have a legal value
a little above or a little below their real value?
No one notices it, and in any case no one suffers
from it.”

This is a mistake. A regular movement of flux
and reflux carries away the metal that is high in
value and brings into the country that which is
low. Iivery country which -is nominally under the
double standard system falls into the singular posi-
tion of never being able to keep in circulation
more than one kind of money, and this one the
worse. This is only the application of Gresham’s
Law.

In France under the second empire there was
practically only gold currency because silver coins
were under value. A London banker took gold to
Paris, got it coined, converted it into silver francs
and exported whole shiploads of silver coins to
India, where they were turned into rupees. It was
not long before there was a veritable dearth of
silver money in France. It was therefore necessary



36 Political Economy

to diminish the weight or reduce the fineness of
silver coin. By common agreement on the part
of France, Italy, Belgium, and Switzerland, the
standard of fineness for all silver coins except five-
franc pieces was lowered in 1865. All these coins
then became, and have since remained, token
money. The exception in favour of five-franc
pieces was insisted on by France. Naturally the
five-franc piece continued to leave the country ;
but it could be dispensed with more casily than
the small change.

From 1871 on a reversal was effected in the
respective value of the two metals. Silver began
to increase in circulation. The nations belonging
to the Latin Union sought to avert this new danger
in 1878. The coinage of five-franc silver pieces
was completely suspended.  This measure fully
succeeded. There was no longer any profit in
buying silver abroad, for it could no longer bhe
coined into money in France.

We may, therefore, say that although the nations
of the Latin Union are still legally under a system
of bimetallism, they have in reality adopted gold
monometallism. Of all their silver coins, only one
is legal tender, and this one is no longer coined |

IX. Whether it is Advisable to adopt the Mono-
metallic System

There seems to be no room for hesitation. The
monometallic system is infinitely more simple than
bimetallism. It avoids all the difficulties that have
just been enumerated. The gold standard prevails
in the greater number of nations. The only im-
portant countries having bimetallism are the United
States, the Latin Union, Holland, and Spain. The
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only countries of importance which have the silver
standard are China and Mexico.

Of the bimetallist countries mentioned, the
principal ones are in reality gold monometallist
in the sense that they employ only gold for inter-
national exchange.

Why do these nations not cut the tie that binds
them so slightly to bimetallism, and adopt mono-
metallism as other nations have done? There are
two difficulties in the way of this step, one practical
and one of principle.

(1) The practical difficulty is that the adoption
of the gold standard means the demonetization of
silver. The withdrawal of silver dollars in coun-
tries like the United States, even in part, involves
a serious cost.

(2) The objection on principle is that fluctua-
tions in prices are much more to be feared with
a single standard than with a double standard.
The fluctuations in prices will be frequent and
abrupt when one metal is used as a standard.
When two moneys are used there arises a sort of
compensatory influence. Indeed, a new discovery
ot gold-mnines may justify these fears. The ex-
haustion of gold-mines would cause an even more
formidable perturbation.

Bimetallists endeavour to convert the gold-
standard nations, and maintain that none of the
difficulties that are feared would arise if bimetallism
were adopted by international agreement on the
basis of 16 to 1, or on the basis of any other fixed
ratio. This assertlon seems preposterous to the
_economists of the classical school. They declare
that the value of things is regulated solely by the
law of supply and demand, and is wholly beyond
the scope of legislative control.
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In our opinion, this line of argument adopted
by the classical school requires some qualification.
When we speak of the demand for precious metals,
we mean almost exclusively the demand by a
dozen or more government mints. Hence there
is nothing absurd in the supposition that if these
dozen buyers should agree among themselves to
fix the price of gold and of silver they could suc-
ceed in doing so. The classical school says that
it would be absurd to declare that an ox shall
always be worth ten sheep ! Certainly it would ;
the market for these commodities is immense.
But if in the whole world there were only a dozen
buyers it is highly probable that by concerted
action they could fix prices at the ratio of 1 to 10
or at any other ratio that pleased them. No doubt
this line of argument must not be carried to absurd
extremes, but within reasonable limits we do believe
that an international agreement would be efficacious
in determining the relative values of the two
metals, and in eliminating the principal disadvantage
of bimetallism, namely, the disappearance of one
of the metals. For whither could it disappear v.hen
in all countries it is subject to the same law?
It would appear, however, that such an international
agreement is not practically possible as so many
gold-using nations are against the arrangement.



CHAPTER TII—PAPER MONEY

I. Whether Metallic Money can be replaced by
Paper Money

IT is manifestly absurd to substitute for wheat or
coal mere pieces of paper on which are inscribed
such words as ‘‘ One Hundred Bushels of Wheat ”
or * One Iundred Tons of Coal.” Such piecces of
paper could not provide either tood or warmth.
But we know that money is unlike any other wealth.
A piece of money is nothing but an order giving
its possessor the right to claim a certain share of
existing wealth. The part played by an order can
be taken by a piece of paper quite as well as by
a piece of money. To Law the financier is due
the credit of having perfectly understood and
demonstrated this possibility.

Paper money may be divided into three classes :-—

(1) Representative Paper Money merely repre-
sents an amount of coin that has been deposited
somewhere. This kind of paper money is secured
by coins for which paper is simply a sub-
stitute. The American gold and silver certificates,
guaranteed by gold and silver deposits in the
Treasury of the United States, are good examples
of this kind of paper money. They are receivable
for all public dues, but are not legal tender.

(2) Fiduciary paper money takes the form of

credit instruments. It is a promise to pay a certain
R9
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sum of money. The value of the paper depends
on the solvency of the debtor. The national banks
of the United States issue money of this sort,
guaranteed by Government bonds deposited with
the Treasurer of the United States.

Fiduciary money (or, as it is sometimes called,
redeemable or convertible moncy), when issued by
the Government, is secured only by the general
solvency of the Treasury department, and not by
specific deposit. This is not quite safe. The assets
on which the Government relies for payment may
fail in an emergency ; and the dangerous power
possessed by the Legislature of declaring such notes
a legal tender, even if they are not redeemed, is
a constant menace to financial stability.

(3) Conventional paper money represents nothing
and confers a claim to nothing. The name paper
money, in its strict sense, is generally confined to
this category. It consists of strips of paper issued
by a government having insufficient metallic money.
These strips of paper have the appearance of
promises to pay, but every one knows that this is
a pure fiction. Conventional paper money (also
called irredeemable or inconvertible paper moncy)
may be regarded as money on which the Government
has charged 100 per cent. seigniorage. This kind
of money either is issued as such directly by the
State, or is the result of the degeneration of money
that was once convertible.

The substitution of paper money in this third
form for metallic money seems hard to understand.
It has, however, frequently been accomplished in
many countries. These strips of paper serve the
very same purpose as coins. Yet we must admit
that between the value of paper money and that of
metallic money there are important differences. The
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value of the former is always more precarious, more
restricted, and more changeable.

() The value of paper money is precarious
because it is dependent on the will of the legislator,
and can be annihilated as well as created by law.
Should the law demonetize paper money the holder
will have in his possession nothing but bits of
paper. The same thing is not altogether true of
metallic money, for besides its legal value it has
also a natural value,

(b) The value of paper money is more restricted,
i.e., its circulation is limited to a narrower area than
metallic money. It cannot be expected to circulate
beyond the boundaries of the nation which issues it.
Metallic money, on the other hand, can circulate
everywhere—if not as coined money, at least as
bullion.  Paper money is essentially a national
money, while metallic money is universal and inter-
national.

(¢) Finally, the value of paper moncy is more
changeable than that of metallic money, for the
excellent reason that the quantity of paper money
depends solely on the will of Government, while
the quantity of metallic money depends on natural
resources. An imprudent government can depreciate
paper money by issuing more than is needed, but
no government on earth can depreciate metallic
money in this manner. Iiven a prudent government
cannot remove some of the disadvantages of a paper
currency. The need for money varies from time
to time, according to circumstances. A period of
great business activity, requiring an increase in the
instruments of exchange, is followed by a period
of depression. In the first period there will prob-
ably be a dearth, while in the second an excess, of
paper money. This is true to some extent of
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metallic money. But the precious metals are sought
and accepted everywhere, and if they are in excess
in one country they naturally flow into others.

The above three disadvantages of paper money
would vanish if all c1v1llzed countries would bind
themselves --

(1) To confer the legal tender quality on only
onc kind of paper money, whl( h shall be accepted
everywhero.

(2) To augment its quantity only in a measure
fixed in advance and calculated for cach nation.

II. Whether the Creation of Paper Money is
equivalent to the Creation of Wealth

The idea that wealth can be created by paper
money is evidently absurd, for it assumes that wealth
can be created out of nothing. Yet it has been
ridiculed too much. Adam Smith first offered an
explanation. In a compaiison that has since become
celebrated, he declared that to do away with metallic
money would be like doing away with roads © if we
found the means of travelling in the air, we could
restore to cultivation all the surface of the carth
that is now devoted to transportation by land. This
ingenious comparison, however, is not entirely
satisfactory.

We can see readily enough that when roads and
railways are no longer required, the land they
occupy may be cleared and put under cultivation ;
but it is not so easy to see what can be done with
the metallic money when it is dispensed with for
currency purposes. There would be little economic
gain by converting it into gold and silver plate.
What would really result is this : the money would
be invested abroad, and thus bring considerable
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revenue. Paper money may increase the wealth ot
a nation by the total amount of metallic money in
circulation. In practice it would be daring to go
quite so far, however.

But it must be observed that the gain could not
be made by all countries at the same time. One
country could utilize its supply of metal productively
by selling it abroad, but if every country wished to
do this, 1t is evident that none would succeed.

Nevertheless, there would still be some advantage
to mankind in abandoning the use of precious metals
as money. All the labour devoted to the main-
tenance of the supply of these metals could be
utilized for productive purposes.

In short, we must not say that paper money in-
creases the wealth of a nation to the extent that 1t
Increases its supply of money, but, on the contrary,
to the extent that 1t permits of reducing its supply
of metallic money. )

Such is the economic advantage to a nation of
the emission of paper money. The fiscal advantage
to a government 1s more clear. When a govern-
ment falls short of money the creation of paper
money is a very convenient way of paying without
being obliged to borrow, and hence without being
required to pay interest. Of course, excessive issues
of paper money, without regard to the amount of
coin 1n circulation, must cause depreciation of the
paper and a loss to the Government and the nation.

III. The Dangers resulting from the Use of Paper
Money and the Way to Prevent Them

The advantages that paper money can procure for
a country or for a government are real enough,
but they may be dearly paid for, Some economists
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have gone so far as to say that paper money is the
greatest plague of nations. It may be noted, how-
ever, that the evil effects are due rather to the
imprudence of governments than to the nature of
paper money itself. Indeed, they are produced only
when a government, overstepping the proper limit,
issues more than is needed. There are several
signs, familiar to the economist and the financier,
which should warn us of the danger even when it is
far off.

(1) The first of these signs is the premium on
gold. The depreciation of paper money does not
affect gold and silver ; these metals retain their
former value. Bankers begin to seek bullion to
send abroad, and they will pay a small premium to
obtain it.

(2) The second sign is a rise in the rate of
exchange. Foreign bills of exchange are sold in all
the great commercial centres of the world. Like
any other commodity, they have a market price ;
this is called the rafe of exchange. The bills or
claims on foreign countries arc generally payablé
in gold. When paper begins to be depreciated,
these bills will naturally rise in value like gold itself.

(3) The third sign is the flight of wmetallic
money. However slight the depreciation of paper
money, all the metallic money will speedily disappear
from a country.

(4) The fourth sign is a rise in prices.  This
appears later on, and shows that the cvil has alrcady
become a grave one. While the depreciation of
paper money is slight, prices except those of the
precious metals are not affected, but when the depre-
ciation reaches 10, 15, or 20.per cent. the evil
suddenly bursts forth.

(5) Finally we must note that the old prices
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continue the same for those who can pay in metallic
money, for metallic money has lost none of its value.
Hence we observe the curious phenomenon of two
different sets of prices for commodities. Every
article now has two prices—one payable in metallic
money, the other in paper money. The difference
between the two prices exactly measures the depre-
ciation of the paper money.

I1V. American Paper Money

The first Government paper money in America took
the form of ‘“ bills of credit "’ issued by the colony
of Massachusetts in 169o. In 1692 they were made
legal tender in all payments, and as these were
redeemable in silver after twelve months, they were
equivalent to silver. Once introduced, however, the
idea of issuing paper money spread to the other
colonies, and was greatly abused. During the
revolutionary period the Continental Congress,
having no other means of raising money, had
recourse to this expedient. In 1775 * continental ”
paper currency was declared legal tender, and fresh
issues followed in rapid succession ; despite the
attempts to prevent depreciation, however, it quickly
became valueless.

After the establishment of the Union, various
issues of paper money were tried, hoth by separate
States and by the Government, but with the almost
invariable result of a steady depreciation in the
valie of the paper. The most successful *‘legal
tender '’ paper took the form of ‘* Treasury notes,”
running for three years and bearing interest not
exceeding six per cent. payable in ‘ lawful money."”

Of essential significance is the effect of depre-
ciated paper money on wages. The course of events,
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at this time, shows that, in times of inflation, wages
rise less quickly than prices, and that the period
of transition is one of hardship to the wage-receiv-
ing classes.

Since 1879 the notes have always been redeemed
in coin. g

VY, How even Paper Money may be Dispensed With

Paper money cconomizes metallic money, but it
has serious disadvantages. There is another method
which is more effective and less dangerous than
paper money. It consists in doing away with every
instrument of exchange.

In the first place: We replace cash sales by
sales on credit.

In the second place: We seek to have these
promises to pay fulfilled in some other way than
by actual payment in metallic money.

It was first of all in international commerce that
men learned to employ credit and to dispense with
the direct use of money. The foreign bill of
exchange is the first form of negotiable paper known
to English Law. In the seventeenth century inland
bills of exchange came into use between merchants
in different parts of England.

A bill of exchange or a draft is a written order
by which the person drawing the bill orders some
other person, upon whom he has a claim, to pay

a specified sum of money to a third person.
These bills are payable either at sight or at some
specified time. They may by endorsement be

transferred from one person to another. In this
manner one bill may serve to make many payments
before the drawee is called upon to make final
payment,
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The use of such bills avoids the manifest absurdity
of sending two shipments of coin across the ocean.
Without such ingenious devices as this, international
trade would be impossible.

In the transaction of business between individuals
we are by no means so advanced. Yet exchange
between individuals could be effected by the same
system as that used between nations, namely, selling
on short credits, creating bills of exchange, and
passing them from person to person until they are
counterbalanced by each other.

But we can conceive another method infinitely
more simple in theory and ecasicr to understand.
Suppose that all our citizens opened an account at
the same bank, and th#t it were the business of
the bank to register everybody’s sales and purchases.
Accounts then would be balanced by means of book
credits and book debits. Such a system as this
would dispense entirely with mioney. At the
end of the year the bank would send a state-
ment to cach person indicating his account for
the year.

YI. How Improvements in Exchange tend to bring
us back to Barter

The present tendency is to do away with the
instrument of exchange and bring us back to Barter.
Is not international trade now rcally carried on
by barter? It is virtually a kind of barter that
makes the cheque system and the great institution
of the clearing-house possible. There was a time
when merchants kept their money in their own
strong boxes. But in the course of time goldsmiths
obtained the privilege of keeping this in their vaults.
Merchants would simply give their creditors an

7
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order on the geldsmiths. The importance of such
orders has steadily increased. They now serve very
extensively as a substitute for money. A cheque
mav be defined as an order on a bank to pay
some one a specified sum of money. It can be
drawn only against a deposit of money in the bank
or against a credit previously agreed to by the
banker.

If cheques are drawn by different persons on the
same bank, the matter is perfectly simple. Now
suppose that each of these persons has an account
at a different bank. The recipicnt of the cheque
simply deposits it at his own bank and is credited
for the amount of the cheque. In the course of
a day’s business each bank receives a great variety
of cheques drawn upon different banks. Then the
representatives of the various banks meet at a clear-
ing-house and balance their claims agaimst ecach
other. Banks situated in different places settle their
accounts with almost equal ease. They have their
agents in the nearest clearing-house city.

Thus the clearing-house really reverts to a sort
of barter. It is, in fact, a colossal bazaar like
those which existed in the cities of antiquity. The
only difference is that here not the goods them-
selves are exchanged, but the certificates that repre-
sent them.

The precious metals, although they are losing
their position as instruments of exchange, still retain
their function as the measures of value ; for the
value of all these papers, cheques, bank notes, &c.,
is based on metallic money.

We cannot be sure that the precious metals will
not some day lose their privileged rank as a
measure. We can conceive a social state in which
the money of account is purely nominal. The livre
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tournois in France and the modern English guinea
are not represented by any comn.

Only when money has become a pure abstraction
shall we fully attain the social state in which all
receipts and payments are cffected by a thorough
system ot book-keceping.



CHAPTER IV—INTERNATIONAL TRADE

I. The Balance of Trade

THE term balance of trade designates the relation
between imports and exports. Statistics show that
the imports and exports of a country are rarely
equal. Since 1893 the United States has always
imported less than it exported. France shows the
opposite state of affairs. Her imports cxceed her
exports. If we consider the case of Ingland, the
statistics are still morc surprising. The annual
excess of imports over exports averages an immense
sum. In other words, onc year of forcign com-
merce at this rate would suffice to drain the country
twice of all its metallic money.

It is clear that these figures arc deceptive. In
order to ascertain whether the foreign trade of a
country is in equilibrium, we must consider, not
only the balance of its imports and exports but the
balance of its credits and debits. The balance of
credits and debits, or the balance of accounts, is
not the same as the balance of trade. There are
numerous other international claims which are
termed invisible exports and imports. The follow-
ing three stand out pre-eminently in importance :—

(1) The cost of transportation of exported goods,
i.e., freight and insurance. If the exporting country
has charge 'of the transportation of its goods, it
has a claim on other countries that certainly will

100
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not be counted among its exports. England has
large claims of this kind against other nations.

(2) The interest on capital invested abroad. Rich
countries invest abroad a large part of their savings,
and so receive each year large amounts of money.
India and the Australian colonies have negotiated
in England the sum total of their loans. Numerous
enterprises throughout the world are in the hands
of English financiers. In the United States English-
men own land having a total area equal to that of
Ireland. Spain, Turkey, Fgypt, India, and the South
American republics appear as debtors.  As long
as the loans issued by these countries are not fully
subscribed, they become creditors of the countries
which take up the loans.

(3) The expenses incurred by fjoreigners living
in the country. All countries which are resorted to
by foreigners are constantly receiving large sums
of money from abroad. The French census indi-
cates that there are in France 66,000 foreigners,
living mostly on independent incomes. The number
of those that stay but a short time is certainly
larger than this. This means an immense annual
tribute paid by the respective home countries of
these foreigners to France.

We must therefore conclude that the foreign
trade of a country is in equilibrium, not when
exports and imports are equal in value but when
its credits and its debits are equal.

II. How the Balance of Accounts is Maintained

We must abandon the old and absurd idea that
a country which imports more than it exports is
rapldly approaching ruin. The problem, however,
is somewhat altered by substituting the more.
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important ‘‘ Balance of Accounts '’ for the *‘ balance
of trade.”

If a nation buys more abroad than it sells and
has no other claims on forelgn nations to restore
the balance of accounts, it will be compelled to
export its metallic money. To remedy the grow-
ing scarcity of metallic money it will probably
resort to the issue of paper money. As this paper
money cannot be employed to pay forcign nations,
the country will be obliged to borrow abroad thc
sums that it must pay. Such a course as this
must inevitably lead nations, as it does lead in-
dividuals, to bankruptcy.

Yet there are certain counteracting forces which
operate very effectively. Persons who have pay-
ments to make abroad endeavour to settle them
by bills of exchange payable in these forugn coun-
tries in order to obwiate the inconvenience and
expense of transporting gold and silver. But if
a country owes more abroad than foreign nations
owe her, it is clear that toreign bills of exchange
will be at a premium. This premium will brmg
profit to those who have claims on foreign nations
and will stimulate the exportation of goods. In-
versely the necessity to pay this premium will
place the importers in a disadvantageous situation
and will discourage imports. The result will be
an increase of exports and a decrease of im-
ports—precisely the remedy best suited to the
situation.

Nor is this all. Let us admit that the inequality
of debits and credits involves a continual drain
of money. The scarcity of money causes a fall
in prices and this stimulates purchases by foreigners.
At the same time the amount of purchases made
abroad will decrease. In short, the situation just
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described tends to encourage exportation and dis-
courage importation.

If paper money has been issued, the result is
the same. Metallic money will be at a premium.
Exportation is profitable because it brings metallic
money which commands a premium. Importation,
on the other hand, is slackened because, owing to
the depreciated paper money, prices have risen.

To sum up then: there is a sort of automatisn:
in the balance of accounts that tends to restorc
the equilibrium whenever it is disturbed. The
current of trade cannot for ever continue in one
direction. Sooner or later it must change.

1II. The Advantages of International Trade

International exchange offers advantages similar
to .those resulting from personal and domestic ex-
change. It is strange that the advantages of Inter-
national Trade have been considered from two
precisely opposite points of view. The classical
cconomists consider only imports. They regard
importation as the raison d’éfre of international
trade. Exportation is but a means. The less we
give in exchange for what we want—so reason the
classical economists—the more profitable is the
transaction. According to the protectionists, and
according to current public opinion, the advantages
of international trade must be considered from the
view-point of exports. KExports, it is held, con-
stitute  the real profits of international trade.
Imports must be regarded only as a necessary evil.
Exportation means increased wealth, importation
means expense. »

Both these opposite points of view are false,
A great country cannot be likened to a person
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carrying on a trade solely as a means of procuring
what he needs. Inversely, the second point of
view, which likens a great nation to a storekecper
who buys only in order to sell again, is no less
erroneous.

In fact, the advantages of international trade are
not susceptible of arithmetical calculation. They
cannot be measured in money. The following
are the advantages of importation :—

(1) Additional well-being. Only by importation
can a country procure goods which cannot be
produced within its borders.

(2) Economy of labour. This is true whenever
goods are imported that could be produced at home
only at a higher cost than abroad ; or, again, it
may be to a nation’s gain to obtain certain goods
by importation even though it may be capable of
producing them more cheaply, if by doing so it
can devote its labour and capital to the production
of goods in which its superiority is greatest.

(3) International commerce provides a kind of
insurance against famines and against a multitude
ol economic evils.

As for exportation, the following are its ad- -
vantages :—

(1) It utilizes natural resources and productive
forces which, if there were no outlet tor them, would
be superabundant and therefore partially useless.

(2) International trade, by creating world-wide
markets for goods, tends to develop the division
of labour. It develops a nation’s industry.

IV. Why International Trade necessarily is Detri-
mental to Some Persons

International trade is not always beneficial to

everybody. One effect of importation is to
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economize labour and consequently to throw a cer-
tain class of labourers out of employment. Itistrue
that an increase of imports gives rise to a counter-
current of exports, but we must not forget that
goods imported may represent a lower value than
the corresponding goods supplanted in the home
market. The additional exports from home neces-
sarily balance the imports representing lower value.
The final result would be a diminution of home
products and a reduction in the amount of labour
required.

This is not all. Those who have invested their
capital in the production of goods which happen
to be supplanted are not always able to shift their
capital to other productive purposes. The result
is ruin for the employer and idleness and poverty
for the employees.

There are, however, attenuating circumstances.
International trade may ultimately cause an increase
in the amount of work in two ways :(—

(1) The fall in prices resulting from free trade
will cause an increase in consumption and con-
sequently an increase in production. What the
people save in the decreased price of one article
will perhaps be used to purchase goods of home
production. Even if the savings are used to buy
foreign goods, it will be necessary to pay for this
larger bulk of imports by exporting larger quantities
of home products.

(2) The consumers are enabled to devote the
amounts saved by a fall in prices to productive
purposes. This means the employment of additional
labour.

Exportation also may have undesirable effects.
Countries which regularly export cereals may
ultimately impoverish their soil.
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Y. The History of Protectionism.

During antiquity and the Middle Ages a few small
countries acquired a monopoly of commerce by
reason of their maritime position. Sometimes non-
commercial peoples sought to attract foreign
merchants by granting them certain privileges.
However, they always required them to pay special
taxes in exchange for the protection afforded. These
custom duties, if we may apply this name to the
early forms of compulsory tribute, were mere fiscal
taxes.

In the sixteenth and seventeenth centuries the
problem of customs duties acquired a different
character, for the following reasons :—

(1) Because the great nations of [Europe tried to
form national markets.

(2) Because the great importance attributed to
the precious metals led to the idea that a nation
should buy as little as possible abroad in order not
to be obliged to export metallic money.

(3) Because the opening of the world’s great
maritime routes led to competition between
nations.

The mercantilists exaggerated the importance of
money. This undue emphasis was not so absurd as
some authors have maintained, for at a time when
the great nations of Llurope were being formed into
powerful States, when taxation in money had just
taken the place of taxation in products, a great
increase in the amount of money in a country was
indispensable. Soon afterward the desire to place
the nation in a position of economic self-sufficiency
began to receive the attention of statesmen. This
ambition may be regarded as the original germ of
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the protectionist idea. Statesmen conceived the idea
of employing customs duties as a means of excluding
foreign competition. Customs duties lost their fiscal
character and became protective.

In kngland, Cromwell, and in France, Colbert,
were the first statesmen to devise a genuine pro-
tective system. Colbert formulated the principal
objects of the protective system under three heads :—

(1) To prevent the importation of manufactured
goods by means of protective duties.

(2) To favour the importation of raw materials
by reducing all charges which might restrict
importation.

(3) To encourage the exportation of national pro-
ducts, even by granting bonuses if necessary.

Colbertism reigned supreme until the economists
made their appearance with their famous motto,
Laissez faire, Laissez passer. In LEngland the
ideas of Adam Smith spread rapidly. Cobden began
the remarkable campaign that was destined to over-
throw the system of protection. He directed his
attack solely against the protective duty on corn.
Once this duty was abolished, all the rest of the
English protectionist system fell to pieces.

In France Emperor Napoleon III. signed a com-
mercial treaty with England. This celebrated treaty
was followed by the signing of analogous treaties
by most European powers. The era of Free Trade
had fairly begun.

Yet this rule was of brief duration. The United
States, after the Civil War, resolutely adopted a
strong protectionist policy, and has since then con-
tinued it. France, under Thiers, tried to follow
the example of the United States, and Germany, on
the initiative of Prince Bismarck, inaugurated the
return of European nations to a decidedly protec-
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tionist policy. The prevailing tendency among
Western nations thus appears to be decidedly in
favour of protection. In economic theory there has
been no such marked reaction. Nevertheless, the
German economist List and the American cconomist
Carey had already attacked the so-called Manchester
doctrine at the very time when it was in the full tide
of popularity. To-day the historical school insist
that the commercial policy of a nation must be
suited to its own particular conditions.

YI. The Doctrine of Protection

No question in political economy has stirred up
more controversy than that of international com-
merce. Is not commerce between nations in all
points similar to trade between individuals? If so,
why do we need a special theory of international
trade? To the classical economists the problem of
foreign commercial policy is no problem at all”
Iixchange, they declare, is a ftorm of the division
of labour. Its advantages arc reciprocal, and its
utility is absolutely independent of the question
whether or not those who engage in it are citizens
of the same or of different countries.

But public opinion generally does not profess
this superb indifference. It admits that free trade
might even conduce best to the welfare of humanity.
But nations are not accustomed to speculate on the
interests of humanity in general ; they usually care
tor the interests of the particular country in which
they live ; and this can hardly be regarded as a
criminal offence. They hold that international trade
does not confer equal and reciprocal advantages on
both participants. It may lead to the enrichment
of one nation and the ruin of the other. It must
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be regarded as a kind of warfare, a struggle for
life among nations.

The arguments generally advanced in favour of
protection may be summed up as follows :—

(1) International trade is likely to produce all the
unfortunate effects that arc inherent in economic
warfare and competition—namely, the destruction of
the weak. For instance, American manufacturers
could not compete with European manufacturers.
Should the manufacturing labourers of America take
to farming and cattle-raising? Russia may be able
to supply cheaper cereals to the world, and the
Argentine Republic may prove to be superior in
cattle-raising. In the production of raw cotton,
America seems to possess natural advantages beyond
contest. Shall the total population of the country,
therefore, migrate to the Southern cotton fields?
Will there be room for all American labour and
capital in this single branch of production? Is it
not obvious that the remuneration will be ridicu-
lously small ?

Should any country prove inferior to others in all
branches of production, it would be dislodged from
one occupation after another, and its only resource
would be to transport its population and capital to
those countries which had triumphed over it in the
struggle. This is the logical outcome of free trade.
Those who advocate it unreservedly forget that each
nation has the determination and the right to live
and to prosper.

An out-and-out Darwinist might sacrifice the
individual to the interest of the race. But we cannot
expect a nation to permit its own destruction for the
sake of mankind as a whole. The part played by
the nations of the world is by no means confined to
that of economic productivity. Shall we incur the
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risk of perhaps eliminating a new Greece from
among the nations of the world simply because her
arid soil may not enable her to produce so cheaply
as her rivals?

(2) Let it be granted. that each nation would
succeed in finding some branch of production in
which it could retain its superiority. Could this
be called a desirable state of affairs? The free-
trade school replies affirmatively. But in this case
the national interest is entirely sacrificed to the
supposed general interest. Such an ideal would
involve the degradation of all nations. A country
in which all persons were engaged in the same
occupation would be a monstrous thing without
intelligence and without vitality.

(3) The importation of foreign products, if not
counterbalanced by a corresponding exportation of
home products, is likely to ruin a country by
removing its money. A country may in this manner
be steadily and surely hastened toward bankruptcy.
Political economy teaches us that imports inevitably
lead to exports ; but they do this by effecting a
rise in the rate of exchange, and outflow of metallic
money, and a general fall in prices. All these
effects are very detrimental to a nation.

(4) Protectionists advance the fiscal argument
that customs duties are the best kind of taxes
because they are paid by foreign countries.

Nowhere has the problem of international trade
been discussed more persistently than in the United
States. A brief statement of some of the theories
will be useful.

The national economy of labour consists in
finding work for all those who are able and willing
to work. The greater the variety of industries, the
more the demand for labour.
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The national bent of the American character
toward the mechanic arts, and the inventions that
facilitate them, would, in the absence of manufac-
turing industries, find little or no vent.

Protection to industry is as much needed by the
farmer as by the manufacturer. When a nation
produces raw materials exclusively, and exchanges
them for manufactured goods from abroad, one side
pays for the transportation of bulky articles over
great distances, while the other pays for the transfer
of goods of the same value but more compact form.
Protection to industry gives the farmer a near and
steady market for his crops.

The *“infant industry " argument advanced by
Mill, although one of the ardent disciples of free
trade, is frequently quoted in support of protection.
“A country,” says Mill, ** which has skill and ex-
perience to acquire, may in other respects be better
adapted to the production of certain articles than
those earlier in the field. It cannot be expected
that individuals should at their own risk, or rather
to their certain loss, introduce a new manufacture
and bear the burden of carrying it on until the pro-
ducers have been educated up to the level of those
with whom the processes have been traditional. A
protective duty continued for a reasonable time will
sometimes be the least inconvenient mode in which
a country can tax itself for the support of such an
experiment.”’ .

Protectionists go so far as to assert that the com-
petition of home producers in the protected industry
soon reduces prices to a point that is not above the
ordinary level of profits in other industries.

Professor S. N. Patten has shown considerable
ingenuity in the defence of protection. He dis-
tinguishes what he calls ‘‘ static ”” societies from
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““dynamic ”’ societies. ‘‘ The American peaple are
in a dynamic state,” says he. ‘‘ We must seek new
opportunities for labour in which an increasing
population can find employment. The American
people should be more progressive than those of
Europe. The soil we occupy is newer than that of
Europe, the mines of which we make use are
superior, and these conditions, coupled with the spirit
of activity which fills the American people, should
push us along into a higher stage of civilization
much more rapidly than it is possible for the people
of older civilizations to advance.”

Professor Patten does not believe that there is
in political economy but one theory, the doctrines
of which hold true for every civilization.

YII. The Doctrine of Free Trade

The free traders usually point out the contra-
dictions involved in the various arguments just
enumerated.

The essential features of the free trade argument
may be summed up in the following five points :—

(1) From the view-point of consumption, pro-
tective duties tend beyond all question either
actually to increase the cost of living or to prevent
its decrease. Import duties cause an increasc not
only in the price of imported goods upon which
the duty is levied, but in the price of all similar
goods consumed within the country.

(2) From the view-point of distribution, pro-
tective duties create injustice, because their effect
is to guarantee an increased income to the producer
of protected goods.

(3) Even from the standpoint of national pro-
duction these duties really do an incontestable injury
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to home production, by increasing the cost of raw
material and all the equipment of productive enter-
prises.  All protective duties invite capital away
from industries in which a nation has unparalleled
advantages, into industries where facilities are not
so good.

(4) From the commercial point of view it has
been noted that protective duties reduce imports, and
thus simultaneously tend to reduce exports. Can
anything be more absurd than to spend millions
in digging canals, and then stationing customs
officials at both ends in order to restrict the passage
of as much merchandise as possible?

(5) From the point of view of industrial progress
free traders hold that protective duties slacken pro-
gress by removing foreign competition.

YIII. The Relative Importance of Foreign and
Domestic Commerce

The nations of the earth differ widely in area,
population, the nature of their soil, the qualities
of their inhabitants, &c. All these elements must
be taken into account in the discussion of a com-
mercial policy. The size of some countries is such
that they could under no circumstances aspire to
national self-efficiency in economic matters. The
principality of Monaco with an area of eight square
miles would scarcely act wisely in cutting off foreign
trade.

Countries like the Argentine Republic and Brazil
contain unlimited and varied natural resources, but
their small population, a great part of which con-
sists of uncivilized tribes, makes it impossible to
carry out the division of labour to any great

degree.
& 8
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The domestic commerce of such nations as
Belgium and Holland is of less importance than
their foreign trade. The Dutch have become rich
by importing and exporting goods, and their present
principal source of gain is their forwarding trade.

On the other hand, ldrge nations like Russia and
the United States are evidently in a much more
favourable position for the development of their
economic self-sufficiency, and would suffer little loss
from the interruption of international trade.

IX. Some Moderate Forms of Protection

There can be protection without protective duties
by means of premiums to producers. Premiums on
production must be distinguished from export
premiums such as are employed by several nations
in the case of sugar, and which produce the strange
result that sugar is sold cheaper abroad by these
countries than at home.

Premiums on production appear to be superior
to protective duties for the following reasons :—

(1) Premiums can be graded at will, in such a
manner as to protect those producers who most
need protection, and not the others ; while customs
duties establish an unequal protection, insufficient for
the weak and unnecessary to the strong. Premiums
can be adjusted to the cost of production, which is
seldom exactly the same in any two establishments.

(2) Premiums permit the development of expor-
tation and importation, and do not raise the price
of goods. Customs duties involve an expensive
administration, and give rise to smuggling.

(3) They are least likely to produce international
conflicts.

(4) They do not increase the price of raw
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materials, and thus do not artificially raise the cost
of production.

(5) Flnally, in this system the public knows that
it is paying for protection, and knows exactly how
much it pays.

Some years ago there began a movement which,
without advocating either protection or free trade,
favoured reciprocity in the matter of customs tariffs.
In England this is called jfair trade, as opposed to
free trade. It is said that free trade would be all
very well if every nation adopted it ; but so long
as other nations impose tariffs on our goods, we
must be prepared to retaliate. Some of those who
hold this view regard a tariff simply as a diplomatic
means of securing mutual concessions. In such a
case the question of tariff is political rather than
economic. But if we regard this conception as a
scientific theory, we find that it has no logical basis.
For if the protectionist system is good, it should
be adopted ; if it is bad, it should be abandoned.

Another form of moderate protection consists of
countervailing dutiecs. If it mean that those goods
which within the country are burdened with certain
taxes should be taxed to the same extent when
imported from abroad, no one will challenge this
principle of fiscal equality. But if it mean that
whenever a country has the misfortune to be heavily
taxed, it can lighten this burden by imposing high
customs duties on foreign goods, it is utterly absurd.

X. Commercial Treaties

Between the system of free trade and that of
protection there is fortunately another commercial
policy which is founded on international agreement,
and which may be called the contractual system. It
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may be regarded as a true outcome of the spirit
of international amity.

Commercial treatics offer the following advant-
ages i—

(1) They guarantce the stability of tariffs during
a definite period.

(2) They permit of a differentiation of duties,
according to the country with which the treaty is
madc.

(3) They lead gradually to a more liberal régime
and to the abolition or lowering of barriers between
‘nations.



CHAPTER V—CREDIT

L. Credit is only an Extension of Exchange

CREDIT is protracted exchange—exchange which
is not complete until a certain period of time has
elapsed. Introduce the clement of time into ex-
change and it becomes credit. Hence credit may
be defined as the exchange of present wealth for
future wealth.  Sale on condition of payment at
some future time, and loan, are the two essential
forms of credit.

When payment is deferred the price of goods is
likely to be higher than when cash is paid. The
difference between the two prices is commonly called
discount. In the case of loans the sum returned is
somewhat larger than the sum loaned, the difference
being called /nterest.

Credit involves the following characteristics :
(1) the consumption of the object sold or loaned ;
(2) the expectation of some new object of value
to take its place.

II. The History of Credit

Credit was rarely employed as a method of en-
couraging production in antiquity and in the Middle
Ages. In the loan contracts of the Middle Ages
the Church fathers endeavoured to distinguish those
cases in which loans aided production from those in
which they were clearly unproductive, and in the

1y
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former case they admitted the legitimacy of interest,
while in the latter they forbade it.

As a means of facilitating production, credit arose
only with the invention of negotiable paper—credit
instruments that may be bought and sold in the
market. The use of negofiable paper dates probably
from the thirteenth century. The most important
kinds of negotiable credit instruments are bills of
exchange and promissory notes. Bills of exchange
are drawn by creditors, and promissory notes are
made out by a purchaser or a borrower to his
creditor. Both are transferable by endorsement,
and they pass from hand to hand as easily as money.

[n representing credit by negotiable instruments,
there is a double advantage. The person who buys
on credit has some capital at his disposal, and the
seller if he wants money, before the bill of exchange
or promissory note is due, has simply to sell it, or
in the language of the bankers, negotiate it.

III. Can Credit Create Capital?

Credit is not a factor of production. It is a
particular method of production, like division of
labour. It simply transfers wealth from one person
to another. As J. S. Mill says, ** Credit is simply
permission to use the capital of others.”

As negotiable paper represents loaned capital,
the act of lending appears to double the amount of
capital. From the subjective or individual point
of view this is true. The paper is capital for the
lender but not for the nation. Mr. Macleod’s con-
tention, that credit instruments are real wealth, can
hardly be maintained. If every credit instrument
really constituted wealth, it would be possible to
double the wealth of a community simply by
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each citizen lending his estate to his neighbour in
exchange for a note. Credit does not create capital,
but renders eminent services to production by
enabling us to use existing capital to the best
possible advantage. It has been well said that credit
transforms latent capital into active capital.

IVY. The Function of Banks

Borrowing and lending are the two fundamental
transactions of all banking business. The sums
which the banks borrow are usually obtained through
deposits, and their loans are usually made in the
form of discount ; they are therefore commonly
called banks of deposit and discount. Some banks
perform a third function, namely, the issuing of
notes. This operation is not essential to banks ;
often it is a privileged function belonging only to
certain banks known as banks of issue.

V. Deposits

The banker’s first task is to get capital from
others. If he carry on his business only with his
own private capital, or with that of a group of
capitalists, his profits will be small and his services
of little importance to society.

What the banker tries to get hold of is the
circulating capital which people keep with them.
In all countries there is a large amount of capital
of this sort—capital which does nothing, but which
is simply kept in readiness for the time when it
shall be employed. The banker takes charge of
these funds, pays a low rate of interest, and per-
forms the additional service of being the treasurer
of the depositors. Whenever a person has to pay



120 Political Economy

any one he sends him to the bank to receive pay-
ment upon presenting a cheque or written order
drawn on the bank.

VI. Discount

When this floating capital has been borrowed by
the bank at a low rate, the next step is to turn it
to account by lending it to the public. The banker
cannot lend money for long periods. He holds
the money on trust and may be required to refund
it at a moment’s notice. The deposits must be kept
within easy reach.

When a merchant has sold goods on credit and
happens to require money before the time for pay-
ment 1s reached, he turns to the banker. The latter
will advance the sum that i1s due, minus a small
amount which constitutes the banker’s profit. Thus
the banker acquires the merchant’s claim on his
purchaser, i.e., his bill of exchange or promissory
note. He keeps this bill or note until the time when
it falls due, whereupon he collects it of the debtor.
This transaction is called discounting. ‘The bills
negotiated by the bankers are usually payable in
three months, but it is not generally necessary to
wait even for that time.

It is evident that in periods of ‘crisis the banker
must incur considerable risk. The money borrowed
by the bank is payable on demand, whereas the
money lent can be claimed only after a certain
period. There are times when this difference may
lead to bankruptcy.

In order to face any demands which may arise,
banks take care always to have a certain cash reserve
on hand. Generally a reserve of from 15 to 25 per
cent. of the deposit is sufficient to meet all demands.
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A bank’s reserve should be larger whenever its
credit is poor or whenever it has many large
depositors. It should strengthen its reserve par-
ticularly during commercial crises and on the
advent of new issues of Government loans.

The term deposit is applied indifterently to credit
balances originating in deposits of money or to those
having their origin in the discounting of notes, and
may therefore be defined as the aggregate amount
standing to the credit of the customers on the
banker’s books.

Banks also lend money in other ways: (a) By
making advances on securities. (&) By granting
an open credit to their customers, who are thus
allowed to withdraw more money than they have
deposited. As such uncovered loans or overdrafts
are very risky, many banks refusc to transact them.

The following are some of the terms employed
in the banking business :— '

Promissory notes are sometimes made out for
future or fictitious transactions. They are called
accommodation bills.

Some banks authorize persons to draw a maxi-
mum amount of money from the bank within a
given time, interest to be paid for the time that it
is kept out. These are loans on personal sccurity,
never less than two names being required, and are
called cash credits.

Bills of exchange or drafts are sometimes accom-
panied by bills of lading, warehouse receipts, &c.,
which are specific titles to property, the bank having
a lien on the property until the bill is paid. These
are exceptionally secure bills and command a lower
rate of interest than is usually paid.

Letters of credit are instruments of writing issued
by a bank, authorizing the holder to draw upon
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the issuing bank or upon some affiliated institution,
at sight or otherwise, and within a definite period,
a sum or sums of money not exceeding a specified
aggregate amount. The letter always indicates how
much has been drawn and how much credit remains
unexhausted. o

YII. The Issue of Bank Notes

Bankers have conceived the ingenious idea of
actually creating the capital they need, by issuing
simple promises to pay, i.e., by issuing Bank Notes.
Although a bank note is only an instrument of credit
like a bill of exchange, yet it represents a far more
convenient form of credit claim. It is superior to
most credit papers for these reasons :—

(1) It is transferable to bearer, just like coin.

(2) It is payable at sight.

(3) It is always payable on demand, whereas
negotiable paper may lose its value at the expiration
of a certain period.

(4) It is always for a round sum.

(5) It is issued and signed by a well-known
institution.

Bank notes are fiduciary paper money. It goes
without saying that banks derive great benefit from
the emission of notes. [t provides them with the
resources necessary for extending their transactions.
The capital obtained by means of notes is far more
profitable to them than what they receive in the
form of deposits.

We must not forget, however, that the sum total
of bank notes in circulation represents a debt that
is payable on demand. The bank consequently is
exposed to a twofold peril : it may be called upon
at any time to refund its deposits and to cash its
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notes. The necessity of a cash reserve becomes
therefore still more imperative.

VIII. Differences between Bank Notes and Paper
Money

(1) It is a matter of principle that bank notes
should always be convertible, whereas paper money
15 not,

(2) Bank notes are issued in the course of com-
mercial transactions, and only to the extent required
by these transactions ; whereas the issue of paper
money by the Government is for the purpose of
meeting its expenses, and has no other limits than
the financial necessities of the moment.

(3) Bank notes are issued by a Corporation whose
principal object is to carry on business, and whose
principal care is to safeguard its credit.

For these reasons bank notes are superior to paper
money issued by Government. Bank notes may, how-
ever, approach paper money by losing one or more
of the characteristics mentioned above.

(a) Bank notes may acquire forced circulation for
a time. FEven in this case there still remain two
other differences between bank notes and paper
money.

(b) It may happen, however, that instead of
being put into circulation in the course of com-
mercial transactions, bank notes are merely issued
for making loans to the Government. In this event,
the second guarantee likewise disappears. The issue
of notes then has no other limit than the needs of
the Government.

Yet even in this case the third guarantee still
subsists, namely, the definite identity of the Cor-
poration issuing the notes. This of itself is still
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sufficient to make bank notes much less subject to
depreciation than paper money.

IX. The Rate of Exchange

Bankers who deal in bils of exchange buy them
of persons who produce them, especially from
merchants who have sold goods abroad. If the
creditors necd money before the bills fall due, or
simply becausc they find it inconvenient to send the
bills abroad for collection, they sell the bills to the
banker. Bilis of exchange are eagerly sought by
all those who have payments to make in foreign
countries, particularly by merchants who have
purchased goods abroad.

It goes without saying that the degree of con-
fidence which can be placed in the debtor and the
period of time which must elapse before the bill
is due affect the value of the bill. But apart from
these self-evident causes of fluctuation, the value
of the bill varies from day to day according to
changes in the demand and supply.  These
variations constitute what is called the rafe of
exchange.

If the claims of a country on forelgn countries
are less than its debits abroad, there is not enough
commercial paper for all those' who want it.
Foreign bills of exchange rise in value. They are
above par; in other words, they command a
premium.

Conversely the bills fall below par when the
claims of a country are more than its debts.

When in any country paper payable abroad is
quoted above par, the rate of exchange is said to
be unfavourable to that country. If the expression
means that rate of exchange is unfavourable to
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those that buy exchange, we must add that it is
favourable to those that sell it. The term -really
means that the rise of the rate of exchange is
an infallible premonitory sign of the exportation
of coin. Conversely, when foreign paper is quoted
below par we say that the rate of exchange is
favourable. We mean that the balance of accounts
will be in our favour, and we must therefore expect
the importation of coin.

We must not attach too much importance to these
expressions.  For a nation to send money abroad
or to receive it from other countries, constitutes
neither a great danger nor a great advantage. But
from the banker's point of view this situation is of
very great importance ; for if money must be sent
abroad, it will probably be taken from the bank.

Variations in the price of exchange are confined
to narrower limits than the price of any other com-
modity. This is due to two causes.

(1) Bills of exchange on foreign countries are
sought by those who want to send them abroad
merely to save the expense of shipping coin. It
is obvious that if the premium for foreign exchange
is higher than the cost of shipping and converting
coin, therc will be no inducement to buy exchange.
Conversely, the merchants who are creditors of
foreigners will surely adopt the course of collecting
their bills abroad vather than sell them at too low
a price. Trade in foreign exchange has no other
purposc than to cconomize the cost of shipping and
changing money. As the cost of carriage is very
small, fluctuations in the rate of exchange will be
confined within rather narrow limits.

(2) These fluctuations are again limited by
another influence which is both more remote and
more subtle. A rise in the rate of exchange acts
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as a premium on exports. The increase of exports
gives rise to an increase in the amount of bills
of exchange, and consequently the value of these
bills falls until foreign exchange is at par.

If foreign exchange falls below par it will tend
to reduce exports, and thus reduce the supply of
foreign exchange until its value has again reached
par.

In some exceptional cases the rate ot exchange
may fluctuate greatly. Such cases are the
following :-- :

(1) When a bill of exchange is payable at a
place that is far distant or inaccessible, the cost
of shipping money would be great, and fluctuations
in the rate of exchange are likely also to be con-
siderable. ,

(z) When we have to do with a country whose
money is depreciated, fluctuations in the rate of
exchange may become excessive and appear to have
no limit at all.

N.B.—It is a mistake to supposc that the
Hindoo farmer who sells his wheat for three
shillings a bushel in London can ncgotiate his bill
of exchange on London (payable in Inglish gold
money) for twice its value in Indian silver moncy.

The Indian rupee has acquired an artificial valuc
after the closing of the Indian mints to the public.
The depreciation in the value of silver has practi-
cally no effect on the value of the Indian coin.
Conversely it is by no means necessary for an Indian
merchant to ship rupees to foreign countrics in
case he has to make a cash payment. He will
find it cheaper to send gold or silver abroad than
to send rupees or convert them into silver by means
of a melting pot.

(3) Finally whenever the debtor finds it difficult
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to obtain gold, the rate of exchange may rise far
above par.

X. A Rise in the Rate of Discount

Banks incur the risk of being obliged to redeem
a great quantity of their notes whenever considerable
amounts of money must be paid to foreign nations.
This situation may become perilous for a bank if
its reserve, and especially its gold reserve, is short.
Fortunately the banks are forewarned of this con-
tingency by a rise in the rate of exchange. When
the rate of exchange becomes unfavourable, the bank
must adopt the measures necessary either to increase
its reserve, or to decreasc the quantity of its notes
in circulation or of its other demand liabilities.
It is within the power of the bank to issue no more
notes, either in the form of advances or in the
form of discounts. Such a measure would, how-
ever, be too radical. It would provoke a terrible
crisis in the country, and also work great injury
to the bank itself. The bank may bring about the
same result in a less violent manner by raising the
rate of discount. This measure has beneficial effects
on the country. It gives rise to an influx of money
from abroad, or at least prevents the outflow of a
nation’s own supply of money.

The first result of a rise in the rate of discount
is the depreciation of all commercial paper. The
bankers of all nations, especially the arbitrage
brokers, will purchase bills of exchange in this
country because they can be bought here at a low
price.

The second result is the depreciation of all stock-
exchange securities. Bankers frequently employ
internatjonal stock-exchange securities, in place of
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commercial paper, to pay their debts abroad. Busi-
ness men who cannot negotiate their commercial
paper prefer to get money by selling whatever shares
they possess. Hence these stocks fall in value.
This gives rise to an increcased purchase of them
by foreign capitalists. .

Finally, if the rise in discount is great and suffi-
ciently lasting, it will cause a general fall in the
price of commodities. This stimulates purchases
from abroad and makes the country a creditor of
foreign nations.

All these effects may be summed up by declaring
that a rise in the rate of discount creates an artificial
scarcity of money, and thus involves a general
decline in values.

XI. Some Special Forms of Credit

(1) Land credit. Tt is based on land as security
and takes the form of a mortgage. From the stand-
point of the lender, it possesses an advantage--
namely, an absolute security due to the fact that
land cannot be destroyed or stolen. Such loans,
however, possess great disadvantages. They burden
the borrower with a comparatively high rate of
interest. The lender is unable to enforce payment
readily. His claim is not easily sold, and he may
be obliged to have recourse to seizure and ejection.

In some countries mortgages are made negotiable
simply upon indorsement. But the holder of a
mortgage cannot negotiate it as easily as commercial
paper. A mortgage will always, to some extent,
partake of the immobility of the land upon which
it is based.

In France and Germany there are banks of a
special nature, known as land-credit societies. These
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societies play the part of intermediaries between
capitalists and landowners. They offer important
advantages to both parties concerned. To the
capitalists they offer credit instruments that are quite
as safe as mortgages, but which are much more
easily negotiable because they are guaranteed by
the entire assets of a society. To the landowners
they offer the following three advantages: (a) the
loans they make are for long periods ; (b) repay-
ment is effected very gradually ; (¢) they exact
a comparatively low rate of interest.

It is difficult to see the usefulness of land credit,
no matter what ingenious forms may be given to
it. Loans by way of mortgages often end disas-
trously in the case of small farmers. Something
like the Homestead Laws of the United States should
be adopted in every country for the benefit of small
farmers. '

(2) Agricultural credit. The farmer continually
needs funds to meet running expenses. It is the
object of agricultural credit to provide capital for
this purpose. Agricultural credit is not based on
land itself. It is secured either by the equipment
of the farm or by the personal solvency of the
debtor. .

Mutual credit societies among farmers have
made much progress in Germany. The farmers
lend money to each other through the medium of
their societies, and employ their collective credit
to obtain loans from outsiders upon very favourable
terms. These societies present the following
features : (¢) Members, as such, make no payment
to the organization as there are no shares ; (&) they
receive no dividends ; (¢) the members are liable
to the extent of their property for each other’s
debts.

9
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(3) People’s banks. 1t is a familiar remark that
“only the rich can borrow.” Yet the poor also
may have need of credit, even more than the rich.
An isolated labourer cannot furnish sufficient
guarantee for a loan. But if labourers are grouped
in an organization, and held together by the ties of
collective responsibility, they will find it easier to
obtain credit. Such co-operative banks, the essen-
tial characteristic of which is the unlimited liability
of all members, have achieved extraordinary success
in Germany. The heads of these associations hope
that they will enable small-scale industry to com-
pete with the larger industrial concerns. ‘This will
be an important result, but up to this time credit
granted to labourers for productive purposes has
accomplished nothing of importance.

(4) Building uassociations. In Iingland and the
United States Co-operative credit has been confined
almost exclusively to the so-called building and loan
associations, the primary object of which is to enable
working men to acquire homes for themselves, the
property being mortgaged to the association until the
amount advanced is fully paid.

The building and loan association is practically
a Co-operative savings bank. [ts funds are used
by the depositors themselves, and not placed at
the service of business men. IKvery member has
a voice in the management of the association and
shares in the profits. A board of managers has
charge of supervising the business of the association.
A fraction of the capital stock is issued in what is
known as a series and paid in monthly instal-
ments, commonly called dues. Whenever the
monthly payments, plus the accumulated profits,
equal the face valuc of the shares, the series is
withdrawn. The money obtained by the association
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is lent to shareholders who desire to buy or build
homes. No member can borrow more than the face
value of his shares.,

XII. Free Banks

The economists of half a century ago upheld
the doctrine of Iree Banks quite as strenuously
as the doctrine of free trade. They insisted that
there should be both free competition and free
issue,

(1) The argument advanced for free competition
in the banking business was the classical plea that
monopoly means dearness, whereas competition
means cheapness.

We may reply that there are numerous exceptions
to this economic principle, even with regard to the
production of ordinary commodities ; and in the
present case it is of particularly doubtful validity.
Moreover, the problem of monopoly versus com-
petition does not arise with reference to banking
operations in general, but with reference to the
issue of notes. This problem concerns the general
public much more than the commercial classes. The
right to coin money is reserved by the Government.
It is perfectly reasonable for the Government, when
it does not exercise the right of issuing notes, to
confer it upon such institution or institutions as
command the confidence of a nation.

When there are many banks of issue, there is
likely to be a great variety of bank notes.

(2) As regards the unrestricted issuc of notes,
the stock argument is that there can never be any
danger of an excessive issue of notes. The reasons
given for this are three in number :—

(@) Bank notes are issued only in the course of
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banking operations—i.e., by way of discounts. The
quantity of notes that the bank can issue depends
on the amount of commercial paper presented for
discount. Issues are thus regulated by the needs of
the public, and not by the wishes of bankers.

(b) Again, bank notes circulate only for a short
time. The bank will, in the course of a month’s
or a yecar’s business, take in about as many notes
as it issues.

(¢) Finally, even admitting that the bank could
issue an excess of notes, it will be impossible to
keep them in circulation ; for if too many are issued
they will necessarily be depreciated, and the holders
of notes will bring them to the bank and demand
payment.

The above three arguments certainly contain an
element of truth. But if an unscrupulous bank
should aim solely at attracting customers, it could,
by sufficiently lowering the rate of discount, largely
increase its business, and thus augment the amount
of its notes in circulation. No doubt depreciation
will take place, but it will require several weeks.
It will be, perhaps, too late when the notes are
returned, and the bank may not be able to redeem
them.

XIII. The Organization of Banks

The system of free competition in the issue of
bank notes and the total absence of restrictions is
practised almost nowhere. Although legally free
competition prevails in Scotland, there are in reality
only a few banks which possess the right of issue.
There is no regulation of issues, but a very effective
guarantee exists in the fact that all shareholders are
liable without limit for all the obligations of the
bank, including the notes issued by it.
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Everywhere else a system of monopnly or of
restriction and regulation by law has prevailed. In
most countries a combination of both systems has
been adopted. The experience of America is
sufficiently varied to exemplify the nature of the
difficulties encountered in the organization of banks
of issue.

Early American banks. ‘The main business of
the early American banks was to issue circulating
notes. The right to issue them existed without
legislative authorization.

The two United States banks. The charter for
the first Bank of the United States was granted by
the Congress for twenty years. The Government
pledged itself to grant no other charter during the
continuance of this one, the notes of which were
receivable for all public dues. The bank main-
tained a high standard of commercial honour.
Unfortunately the charter was not renewed for
political reasons. The State banks now held the
field alone. A short time after the beginning of
the second war with England nearly all the banks
except those of New [ngland suspended specie pay-
ments. As a result the second Bank of the United
States was chartered on the same plan as the first
bank of the same name. This bank also was drawn
into politics. The charter expired, and the Congress
refused to grant a new one.

Two important banking experiments were tried
in New York, known respectively as the safety-fund
system and the free-bank or bond-deposit system.
The first of these was practically a mutual insurance
of the banks for the protection of their creditors.
The law also provided for the appointment of three
commissioners to examine all the banks three times
a year. Any three banks might call for a special
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examination of any bank in the system. There
were many failures, and after the expiration of the
charters of these banks the national bank system
was established.

The second New York experiment was more
radical than the first. A law was passed enabling
any person to engage in the business of bank-
ing and to circulate notes on condition that
the notes were secured by deposits of such stocks as
were approved by the State Comptroller. The Civil
War broke out and the National Bank Act soon
afterward superseded all other systems.

The national banking system. The financial
necessities of the Civil War made it desirable to
place large Government loans upon the market. The
secretary of the Treasury advocated a system of
national banks whose note issues should be secured
by an abundant deposit at the Treasury depdrtment
of United States bonds. In order to give these
banks a practical monopoly of the right of issue,
the State banks were madc to pay a })r()l\ll)ltlve
tax on their notes.

Icach national bank, now, besides being allowed to
carry on the ordinary business of a bank, is allowed
to issue national bank notes. The stock-holders
are liable for the debts of the bank up to double
the par value of their stock. I[ach bank is required
to report its condition five times a year. It must
invest in United States bonds a sum of money equal
to at lcast onc-fourth of its capital.

The national bank notes are not legal tender,
although the Government will reccive them for all
taxes except duties on imports. ILach national bank
is required to receive the notes of every other bank
at par value, and to redeem its own notes on demand
in legal tender money. It is also required to keep
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a reserve of lawful money. One great merit of
this system is the unification of banking in all the
States.

The Bank of England. 1In 1694 the English
Government required a loan to continue the war
against France. The subscribers to this loan were
formed into a Chartered Company known as the
Bank of IEngland, which was given the right to
issue interest-bearing notes to the amount of the
loan. Three yecars later another loan was made,
and the bank was authorized to issue demand notes,
payable to the bearer, for a total amount equal
to the new loan. A few years later Parliament
decreed that no other corporation should exercise
the right to issue demand notes in England. In

1826 the monopoly of the bank was relaxed and the
privilege of note issues was granted to joint-stock
banks at a distance of sixty-five miles or more
from London.

In 1833 Parhament passed an Act making the
notes of the Bank of England, so long as they
are redeemed in gold on demand, legal tender at
all places m England and Wales except at the
bank itself.

Sir Robert Peel’'s Act of 1844 made the issue
of notes automatic.. The Bank was divided into
two distinct departments.  One of these depart-
ments was charged with banking operations, the
other was cntrusted with the issuing of notes. The
sum of &£14,000,000 of securities, including the
Government’s debt to the bank, was transferred
to the issue department, which was allowed to
turn over to the banking department £14,000,000
of notes. Beyond this sum the issue department
could issue notes to any person only in exchange
for gold coin or standard bullion. If the banks
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having the right to issue notes should cease to
exercise the right, the Bank -of England might be
authorized to issue two thirds of the amount so
withdrawn by adding an equivalent sum to the
government securities in the issue department. The
amount of the bank .notes has been thus raised
to £17,000,000.

During the crises of 1847, 1857, and 1866 this
system was found wanting and the restriction on the
note issues had to be suspended.

It cannot be said that the monopoly system pre-
vails in England. Nor is the English system one
of free competition. But when none of the provin-
cial banks of issue are left, the Bank of England
will possess a virtual and legal monopoly of the
right of issue.

The Bank of France. The Bank of France has
the sole right to issue notes. It is not a Govern-
ment bank but a stock company, only, instead of
being managed wholly by the stock-holders, its
governor and vice-governor are appointed by the
Government. The following are some of the most
important conditions which the bank has to
observe :—

(1) The bank is permitted to discount only such
bills as bear three signatures, and are drawn for
ninety days at the most.

(2) It is not allowed to pay interest on its
deposits.

(3) It can make loans on certain kinds of secur-
ities, but it must not permit customers to overdraw
their accounts. To the Government it is obliged
to make certain uncovered loans.

(4) It cannot issue notes beyond a stipulated
amount.

(5) It is obliged to share its profits with the
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Government, according to a somewhat complicated
method of calculation.

Its true function as a banking institution is, as
some have expressed it, that of a bank of banks
and a treasurer for other institutions. It may be
said that the whole credit of the country dzpends
indirectly on the reserve of the Bank of France.
The bank has to keep an enormous reserve.

Whether the system adopted by a nation be that
of competition or that of monopoly, some arrange-
ment is always devised to ensure the redemption
of the notes. Four systems may be distinguished :

(1) The first consists in limiting the amount of
the notes in circnlation by the amount of the reserve.
This system is applied to the Bank ot England. The
bank can issue notes only to the amount of its
reserve plus £17,750,000.

(2) The second method consists in fixing a
certain ratio between the amount of the reserve
and the amount of the notes issued. This rule
15 observed in Belgium and Germany. The system
is more elastic than the preceding one, but leads
to the same result.

(3) The third plan consists simply in fixing a
maximum of issue. This system is practised in
France.

(4) The fourth plan is to compel banks to secure
their note issues by reliable instruments of value,
which are generally Government bonds equal 1n value
to the notes. This is the system employed in the
United States.

No system thus far devised offers an absolute
guarantee for the redemption of notes. It is im-
possible to combine the advantages of credit and
those of strictly cash transactions,



BOOK 1V. ‘DISTRIBUTION

PART I. THE VARIOUS SYSTEMS OF
DISTRIBUTION

CHAPTER I—THE PRESENT SYSTEM

I. How the Distribution of Wealth is Effected

CONSTANTLY wealth is being consumed or with-
drawn from circulation ; constantly wealth is being
produced and put in circulation. The whole
question of distribution is to discover whether each
person withdraws from the social product a value
equivalent to that which he contributes.

The classical economists hold that i a society
based on the liberty of labour and the absolute
freedom of contract every one receives the just
and exact equivalent of the wealth he creates. [ach
of us offers for sale the commodities he possesses.
These products or services are sold at a price fixed
on the market by the law of supply and demand.
The public determines the share that cach of us
shall receive by the price it consents to pay for
our product or services. The classical economists
point out, morcover, that competition always tends
to correct any inequalities that may arisec. If any
industry realizes excessive profits, a horde of rivals
will engage in that industry and thus reduce the

profits. Thus the value of every commodity tends
138
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to be regulated by the trouble and expense necessary
to produce it.

II. Why the System of Distribution does not
seem Just

As a scientific explanation of what takes place,
the classical explanation is good, but as a justifica-
tion it is poor. A famous musician is often paid
ten thousand times as much as a miner for a day’s
work. Does the former render society a service ten
thousand times greater than the latter ? The classical
school would answer in the affirmative ; but if this
be true, then the products, services, and labours
that are most useful to mankind may possess almost
no exchange valuc. On the other hand, such labour
or acts as provide the most immoral pleasures may
be purchased at extravagant prices. The law of
value has nothing to do with the question of justice
or injustice.

Finally, the law of free competition, which,
according to the classical economists, acts as a cor-
rective, never operates fully.

We must, nevertheless, admit that the present
method of distribution, founded on frec competi-
tion and the law of demand and supply, accom-
plishes fairly well two things which are of capital
importance.

First, it stimulates productive activity, Secondly,
it violates no one’s right of free initiative. The
distributive process, tounded on free competition,
does not call for the intervention of a distributive
authority. Admitting for a moment that we might
discover the ideal rule of distributive justice, it
would require the intervention of some authority to
apply it. Again, the authoritative regulation of
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distribution necessarily involves the regulation of
production and labour. It would be too dear a
price to pay for a more equitable distribution if
we were obliged to sacrifice liberty to attain it.

III. The Origin of the Right of Property

The classical economists define property as a
man’s right to the product of his own toil.
Lawyers have been more cautious; they do not
attempt to justify private property. Their asual
definition of property is to the effect that it confers
the possession, use, disposal, and enjoyment of a
thing. There is no mention of labour in these
definitions. In most legal systems occupancy is
regarded as the primary fact underlying the right
of property. As it is not possible to go back to
the beginning, it may be said that property is usually
based on prescription--i.e., long-continued and un-
interrupted possession. We must therefore regard
private property as a historical fact.

IV. The Evolution of the Right of Property, with
Regard to its Object

There was a time when the scope of private
property was confined to a few objects. At first
it comprised slaves and women. Later, it came te
include home. Private property in land was estab-
lished very gradually.

Different kinds of property have successively
played a dominant part in the history of mankind.
Private property has now been extended to the so-
called invisible wealth—that 1is, credit claims or
shares. Works of literature, science, and art have
become the objects of property under the names of
Copyrights and Patents,
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Y. The Evolution of the Right of Property, with
Regard to its Attributes

The Right of Property has two characteristic
attributes : perpetuity and free disposal.

Inseparably connected with the perpetuity of the
right of property is the right of legacy or in-
heritance. From the view-point of the distribution
of wealth, the perpetuity and inheritability of
property result in the ownership of wealth by persons
who have not produced it.

The right of free disposal, which confers upon
ownership an absolute character so inherent that we
can scarcely conceive of ownership without it, did
not always exist.

Probably the order in which the right of private
property acquired its essential attributes was as
follows :—

(1) The first property right was that of exploit-
ing one’s possessions—that is, making them yield
something for the owner by means of the labour of
others.

(2) The right of gift—at least, in the case of
movable objects—seems to have been anterior even
to the right to sell.

(3) The rights to sell and to rent seem to have
sprung up much later.

(4) The right to bequeath was even slower in
becoming a part-of the right of property.

Inheritability, gift, and legacy, taken together,
make it possible to possess wealth without having
performed any labour.

The power to lend, to lease, or to rent property
gives rise to a dnlsmn of society into two classes—
creditors and debtors. It results in the creation of
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a new way to live without working, viz., living on
an independent income.

The right to utilize property exploitatively gives
rise to another division of society into two classes- -
wage-workers and employers. It prepares the way
for the conflict between labour and capital.

The right to sell transforms the ownership of the
product into the ownership of the value of the
product.

Three of these effects of the right of private
property appear particularly objectionable irom the
standpoint of social justice. The first is the extreme
inequality of wealth, the second is the right to be
idle, the third is pauperism.

YI. The Inequality of Wealth

The inequality of wealth has led the poor to com-
plain bitterly, and has given rise to socialism. With-
out doubt, this state of atfairs is due partly to an
unworthy feeling of envy, but the following circum-
stances appear to justify the fecling that social
justice is violated :—

(1) The present inequalitics of wealth do not
appear to be natural, but artificial. Differences of
wealth do not seem to be gifts of Nature, but the
unforeseen results of a specific social organization.
This is probably true of countries like Tngland ;
but it cannot be said of democratic countries hke
France or the United States that the wealthy are
made rich solely by the laws.

(2) Natural inequalities harm no one. The pos-
session of intelligence by a few does not make the
others stupid. It is held, on the other hand, that
the wealth of the rich is created bv plundering the
poor.
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Certainly we cannot deny that all great fortunes
are created by taking a part of the proceeds_of the
labour of others, but this appropriation is not neces-
sarily robbery. It is neyertheless true that economic
inequalities are much more pronounced than natural
inequalities.

(3) Finally, this inequality of wealth becomes
more unbearable when we consider that all the other
inequalities  which formerly separated men are
gradually being abolished.

An investigation of these three objections does
not lead to the conclusion that all inequality of
wealth should be abolished. In the first place, it
would be impossible to do this. In the second
place, it does not seem desirable to' do away with
the inequality of wealth. Iiconomic inequality acts
as an incomparable stimulus to production. It keeps
all men on the alert, from the bottom to the top of
the social ladder, by offering the prospect of gradual
advancement.

Yet we must admit that perpetual inequalities are
extremely unfortunate, because they create class dis-
tinctions. Economic extremes engender two evils--
indolence and pauperism, both of which lead 1o
unproductive consumption.

VII. The Right to be'ldle

In all societies there are persons, usually a
minority, who do nothing. It is among people of
this class that we find the largest incomes. Not
only are these incomes often larger than those due
to labour, but they possess the great advantage of
being more regular. When a man possesses this
advantage, he is said to live on an independent
income.
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An investigation of the origin of the various
classes of income would establish the principle that
the man who receives an independent income lives
on the product of past labour. When this income
may be regarded as the result of his own past labour,
there can be no reasonable objection to it; but
when this past labour was the labour of others,
the question becomes a more embarrassing one, and
implies the solution of the difficult problem of
inheritance.

From the purely economic point of view, this
problem is easy to solve. Money has been com-
pared to orders or claims to goods. Suppose that
a man has earned by his labour a large number of
these orders. If he does not care to use them
himself he can transfer them to some one who will
use them in his stead. Obviously, he has a perfect
right to do this.

From a moral point of view, the problem is a
more difficult one. It may be maintained that the
goods which the idle property-owner consumes from
day to day are the products of present labour, and
justice would seem to demand that in exchange for
what his fellow-creatures are doing for him he
should be required to do something for them.

It cannot be denied, however, from the historical
point of view, that the so-called idle rich have in
the past performed a genuine social function of
the very first importance, namely, the creation of
arts, sciences, literature—everything, in a word, that
constitutes civilization. But will this always be the
case? Socialists assure us of the contrary. They
hold that all the necessary and desirable social func-
tions can and will be performed and rewarded even
in modern democratic societies.

There is no doubt that we should endeavour to
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assure to all persons a certain amount of leisure ;

then there will be no excuse for the existence of
a special class of idle rich.

YIII. The Right to Relief.

The inequality of riches not only creates a class
of idle property-owners, but it also gives risc to
a numerous class of idle dependents who cannot
or will not live by their own labour.

There are three possible reasons why people do
not work :--

(1) They may not have strength to work.

12) They may not be willing to work.

(3) They may be unable to find the means or the
opportunity to work.

Society cannot escape the problem of making
some provision for them.

The first class should be taken care of, because
society as a whole should feel a certain degree of
responsibility for all its members.

Society must care also for the second class,
because it constitutes a public danger. The army
of crime is recruited from this population of vaga-
bonds, and it is more prudent and more economical
to reduce crime than to punish it,

Society should also give attention to the third
class, because it is to some extent responsible for
their misfortune. The very law of progress causes
unemployment and crises. It is therefore just and
proper that society, which profits by each step of
economic progress, should also bear its unfortunate
consequences.

The claim which these various classes have upon
society may be called the right to relief. Socialists
prefer to employ the term right fo existence, or,

10
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when speaking of able-bodied dependents, right fo
work. All these terms have the same meaning.

We must recognise that the expression *‘ right to
relief ”’ implies not only a natliral but a legal obliga-
tion on the part of soeiety. The expenses necessary
to accomplish this object should form a part of the
regular expenditure of the nation or the munici-
pality. When this is the case we speak of legal
relief as opposed to optional relief.

The classical economists have pointed out the
dangers of such relief. Malthus says that “ the
number of dependents tends to increase in direct
ratio to the aid they count upon receiving.” The
reasons given for this formula are the following —

(1) The right to relief puts a premium on im-
providence.

(2) The right to relief causes a rapid increasc
of population among the dependent classes.

(3) The right to relief burdens the productive
classes of society for the sake of the unproductive
classes.

The above arguments show that we must be care-
ful in the administration of relief. Nevertheless we
must not ignore the bond of social solidarity which
unites all mankind.

No doubt the prospect of regular help from the
public Treasury may tend to curtail productive
activity and saving. But the same may be said
with regard to the wealthy classes which we have
considered in the preceding pages. We must admit
that the birth-rate is higher among dependents than
among the classes that support themselves, but if
the children of the former can be made useful
citizens, they should not be regarded as a danger
but a gain, especially in view of the fact that among
the rich the birth-rate is rapidly decreasing.
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It is true, finally, that the maintenance of all
discased, infirm, or defective persons may be pre-
judicial to the economic evolution of society. But
moral advancement is quite as important as economic
progress.

We must, furthermore, bear in mind that a well-
organized system of public relief does not increase
the number of dependents. It is said by socialists
that the day of private and public relief is past, and
that its place will be taken up by insurance founded
either upon mutual association or upon Govern-
ment co-operation.  Certainly this would be desir-
able.,



CHAPTER 1II- THE SOCIALISTIC SYSTEMS

THI. quest of a better method of distribution in
place ol the present unjust one has given rise to
the numerous systems of Socialism. Some socialists
would transform the entire system of production and
exchange. Tourier cares less for the means of
effecting a Dbetter distribution of wealth than he
does for the best way to increase the supply of
wealth.  Marx regards all systems of distribution,
past or present, as the necessary outcome of pre-
vailing methods of production. VYet, since all these
systems of socialism are phases of the perpetual
war of the poor agaiust the rich, they are included
under the heading ** Distribution.”

We shall examine the principal systems of
socialism, especially those which advocate any
of the following four principles of equitable
distribution :— -

(1) Every one should have an cqual share of
the social product.

(2) Fach person should receive according to his
wants. -

(3) Lach person should receive according to his
merits,

(4) Fach person should receive according to his
work .

I. Equal Sharing

This childish system of distribution seems to have
prevailed in the very remote past. In primitive
148
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communities such a system as this was possible.
But in modern societies it would be absurd. There
is still a trace of this idea at the basis of socialistic
systems. They take it for granted that there is
more than enough wealth to satisfy the wants of
all. We need only take back that part of the social
product which the rich have unjustly appropriated.
Revolutionary socialists would do this by expro-
priation ; moderate socialists would accomplish
it by means of progressive taxation.

In all countries, however, the rich constitute a
small minority. Even if the incomes of the rich
were divided among all the people no one would
thereby become opulent. In fact, there is not
enough wealth for distribution.

II. Communism

As every kind of division would simply give
rise to new inequalities, why not regard all wealth
as belonging to everybody? Let every one con-
sume according to his-wants.

Such is the simplest and the oldest of all
systems of socialism. But this system had already
begun to be somewhat out of date and ridiculous,
when, quite recently, the anarchists took up the
theory and gave it a new lease of life.

“To each according to his wants "’ would be the
most agreeable rule. But in that case wealth would
necessarily have to exist in unlimited or at least
superabundant quantities. Unfortunately this is not
the case. Hence, some method of sharing must
be devised. But the social plan of the communistic
anarchists involves the suppression of all authority
and all government. -

We do not hold that the realization of com-
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munistic societies on a small scale is impossible.
There are such societies in the United States.
Let us examine the conditions of their relative
success —

(1) These communities must be very small.
Fourier fixed the maximum number at 1,500. Owen
fixed the number between §oo and 2,000. An-
archists would suppress the central Government, and
the nation, and base their society on the independent
commune .

The political evolution of modern society points
to centralization. Even 1if it were possible to
substitute independent communes for the central
Government, the inequality of individuals would
simply make way for the inequality of local groups.

(2) These communities must be subjected to
very strict discipline.  Ixperience shows that the
tendency 1s for members to try to cvade the rules
and to shirk the burdens put upon them. = The
practicc of the communistic régime, when com-
bined with the anarchistic ideal involving the
abolition of all discipline, is entirely absurd.

III. Saint-Simonism and Inheritance

The school of Saint-Simon exerted a remarkable
influence upon an entire generation of French
thinkers, and even upon those of other countries,
in the carly part of the nineteenth century. This
school insisted strongly on the claims of merit. [t
is not opposed to social inequality, but proposes
to replace the equality due to wealth by that
due to individual merit. It would turn all branches
of human activity into public offices. People should
be appointed to these positions and remunerated
by the Government, The abolition of inheritance is



Distribution 151

the keystone of this system. There are some points
which should be brought out with regard to it -

(1) Admitting for a moment that we might
succeed 1n abolishing the inheritance of wealth, in-
heritance would still exist with regard to many other
advantagces, such as health, talent, and social rank.

(2) By depriving men of the right to dispose of
the results of their labour, we should lose one of
the most powerful incentives to production. There
are many persons who work and save for others,
not only for themselves. If you oblige them to
think only of themselves, they will work less and
spend more. A vast amount of wealth would thus
be transferred from productive uses to unproductive
consumption.

(3) If the head of the family is not permitted
to designate his successor, who is to be entrusted
with this important duty? Shall the Government
appoint each individual to a particular occupation?
Such a Government would have to be infallible
to justify the exercise of so great a power. Even
if appointments took place by popular vote or by
competitive examinations, little would be gained.
It seems foolish to regard the abolition of in-
heritance as the proper means of realizing the
distributive formula of the school.

From the standpoint of ideal justice we may
reasonably ask why intellectual or physical superi-
ority ought to be a claim to greater wealth. Is
not exceptional intelligence or physical superiority
in itself a sufficient advantage?

IY. Collectivism

Collectivism is a moderate form of communism.
It involves the common ownership of all instruments
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of production; products are still left under the
régime of private property, although collectivists
desire a more equitable distribution of them. Karl
Marx has developed an elaborate doctrine of col-
lectivism, which is often called Marxism, in honour
of the illustrious theorist. All collectivists, how-
ever, are not disciples of Karl Marx. The Fabian
Society in England and the so-called independent
collectivists in France do not belong to the school
of Marx.

Collectivism, at present, does not even advocate
the common ownership of all the instruments of
production, but only of those that are exploited
collectively—i.e., by means of the employment of
wage-workers. It asserts, however, that a time must
come when all the instruments of production will
be transferred to collective ownership.

Expropriation, with or without indemnification, is
the only means of accomplishing this transfer of
private property to collective ownership. Collec-
tivists declare that when expropriation has taken
place the instruments of production will be utilized
by the nation or the commune. The proceeds will
be paid into the national treasury, which, after
deducting the part necessary to meet the general
expenses of society, will give back the surplus to
the labourers. Collectivism proposes to reward each
person according to the effort he has made,
measured by the number of hours he has worked.
Those who are unable to work receive a certain
minimum allowance. Under this system no one will
be able to profit except by his own labour. Thus it
is supposed economic inequalities would be greatly
reduced. It would do away with the idle classes and
social parasitism, since no one could become the
exclusive owner of land or capital. Collectivism,
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however, does not do away with inheritance. But
inheritability, being limited to objects of consump-
tion, has but little importance. The proceeds of
productive activity would be increased by the share
which was previously appropriated by idlers and
parasites. The labour required of each member
of society would be greatly decreased. Accord-
ing to the calculation of an English socialist,
one hour and twenty minutes per day would be
enough.

It is held, moreover, that collectivism would do
away with pauperism. [f society became the owner
of the instruments of production, it would find em-
ployment for all who were able to work ; and for
those who were unable to work it would provide
the means of subsistence.

Collectivists maintain, finally, that by recognizing
the right to dispose freely of one's possessions,
individual liberty would be kept perfectly intact.

In answer to these assertions, the following points
may be raised :--

(1) The so-called law of social evolution upon
which collectivism is founded—viz., the gradual
transformation of individual production into collec-
tive production—is only a sweeping generalization.

(2) The right of private property, which collec-
tivists assert they are simply narrowing, would be
a mere illusion. If it possessed all the attributes
which constitute the right, it would again give rise
to the inequality of wealth. Hence, collectivists
expressly stipulate that the so-called owner of
property would in no case be permitted to sell or
lend his share of the productive proceeds, or to
use it as a means of employing the labour of others.
He would be forbidden, in other words, to use it for
any other than unproductive purposes. This state
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of affairs would not be very reassuring from the
standpoint ot production.

(3) The plan to substitute directors, appointed
by society or elected by labour unious, for all the
captains of industry is calculated to causes grave
anxiety in the minds of .those who have any know-
ledge of practical industrial conditions and of the
meagre economic training of the labouring classes.

But the social class whose disappearance may
well cause most anxiety is that of the capitalists
who save. Under the collectivist régime the great
motive of individual saving would be destroyed.
Public saving is suggested as a substitute.  But a
government which knows how to save, which 1s
willing to save, and which is able to save, has never
yet existed. We have no reason to belicve that the
collectivist government will be entirely unlike all
preceding governments.

(4) The proposed distributive tormula gives rise
to an 1mportant cthical problem. Shall labour itself
or the product of labour be the ultnn.ttu standard
of distributive justice ?

Again, the practical opceration of the formula
would put a premium on laziness. Experience shows
that a man who devotes most time to a given task
1s generally not the good but the poor workman.

Marx answers the objection by taking into con-
sideration socially necessary hours of labour. He
measures value by the period of labour required to
produce any exchange value under present normal
social conditions of production, and with the average
degree of dexterity and intensity of labour.

This calculation is not an easy matter. Besides,
when we speak of the labour of production, we
should consider individual labour, not social labour,
Justice has nothing to do with social averages,
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Y. Co-operation

The term Co-operation is now employed 1n a
specific sense by those who regard it as a complete
scheme of social reconstruction. The scheme is
not socialistic, because it would retain private
property, together with its principal attributes. Yet
it seeks to realize several of the most important
desiderata of socialism.

In the beginning of the nineteenth century, Robert
Owen (m Ingland) and Fourier (in France) in-
vented ingenious schemes of voluntary association
which proved unsuccessful.  But the necessities of
hard, practical life, more potent than theories of
reform, have given rise simultancously in several
countries to widely different varieties of association.
These associations have already begun to make
important changes in prevailing ecconomic condi-
tions.  We shall point out some of the important
features which characterize all kinds of co-opera-
tion : -

(1) All co-operative organizations aim at the
cconomic emancipation of certain classes of society.

(2) They all aim at the substitution of solidarity
" for competition.

(3) They all aim, not to abolish private property
but to make it more general by facilitating the
acquisition of private capital, and to create collec-
tive ownership of stores, banks, workshops, &c.

(4) They all aim, not to suppress capital but to
deprive it of its controlling influence in production,
and to withhold that part of the product which
capital appropriates in the form of profits and
dividends.

(5) Lastly, all these associations possess great
educational value.
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Co-operation is the only social experiment of
the nineteenth century that has been successful. Co-
operative credit associations and consumers’ associa-
tions have developed most remarkably. Co-operative
societies of production also have in some instances
achieved glorious success, but these instances have
thus far been few in number.



PART II. THE VARIOUS KINDS OF INCOME

W shall now make a more detailed examination
of the share which each of us receives as Income
and discover the origin and causes of each kind
of income.

To-day the principal agent of production, called
the entrepreneuar, usually furnishes only a small share
of the clements indispensable to production ; he
1s obliged to borrow from others part or all of these
elements - -labour, land, and capital. He must there-
fore pay his collaborators for their assistance. To
the labourer he must give wages, to the capitalists
interest, and to the landlord rent ; the remainder
he will keep to himself. This constitutes his income,
and is called profits.

As said above, profit is that part of the value of
the product which is left after the shares of the
other participants have been withdrawn. Hence it is
most convenient to begin with the study of the other
three kinds of income.

IFach of the three factors of production has its
distinct share in the product. These various kinds
of income seemed perfectly natural 1o the classical
economists.

If we remember that labour, or rather man, is
the true agent of production, and land and capital
only instruments in his control, the serene con-
tidence of classical economists in the reasonablenes-
and justice of this symmetrical division is shaken.



CHAPTER I—-WAGES

I. Definition of Wages

WAGES, as generally defined by economists, mean
the income received by a person in exchange for his
labour. The definition is not correct. It should
be the province of science to discriminate between
the various kinds of labour and the incomes arising
therefrom. The word wages should be applied only
to the remuneration for labour performed under
certain clearly defined conditions. Wages should
be defined as the price of labour hired and employed
by an entrepreneur.

II. History of the Wage System

I'ven under the slave system of antiquity, there
were poor freemen who hired their labour to the
rich in exchange for money or for goods. But
this kind of labour was entirely exceptional. Nor
could there be a large class of genuine wage-workers
under the guild system. The journcymen were
doubtless paid by the master of the shop, but their
relation to him was not that of the wage-worker
to the employer. All of them hoped some day
to become masters.

Toward the end of the Middle Ages new roads
and routes were opened, and gave rise to national
and even international markets. The medizval

masters were unable to produce on a sufficiently
158
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large scale for these markets. Thus the modern
employer of labour was evolved. The journeymen
found it impossible to become masters and formed
guilds of their own. From that time onward
capitalists and labourers are separated.

Still another step was required for the evolution
of a class of wage-workers such as exists to-day.
Ultimately most luropean governments did away
altogether with guild regulations and decreed the
entire liberty of labour.

This last step made the workers free. Human
labour became a commodity the value of which
is fixed by the same laws as govern the value
of any other merchandise. The modern wage
system was thus fully evolved.

This economic régime has given a remarkable
impetus to production. But the industrial liberty
was at first much more profitable to the employers
than to the employees. The latter were unorganized
and were victims of laws which forbade them to
unite.  The guild system was a hindrance to the
workman, but it was a protection also.

Many improvements have now been effected in the
condition of employed labour for these reasons :—

(1) Because employees have learned to unite, and
because the laws which prevented them from exercis-
ing this right have been abolished.

(2) Because in many countries so-called Labour
Laws or Pactory Laws have been passed in the
interest of the working classes.

III. The Laws of Wages

Laws of Wages should formulate the general
principles which determine the rate of payment for
hired labour, and should indicate the causes of its
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rise and fall. Before taking up the problem of
wages, two distinctions require to be drawn very
clearly, viz., that between the real and nominal
wages, and that between the real and nominal cost
of labour.

We often speak of. wages as the labourer’s share
of the product. This, however, is not entirely
accurate. Wages are almost always paid in money.
They represent a certain share of the value of the
product. But they are advanced by capitalists in
anticipation of future return.

Payment in commodities—supplied usually by
stores kept by the employers—is called the fruck
system. It has often been made a device for robbing
the labourers.

The worker prefers to have his remuneration in
money because of its advantages. ‘The payment
of money, however, must not blind us to the fact
that what the labourer really works for is not money,
but the things he wants. These are his real wages.
Provided he gets more of them, it does not matter
whether he gets more or less money., Walker
defines real wages as ‘‘the remuneration of the
labourer reckoned in the necessaries, comforts, and
luxuries of life.”” He points out that wages may
apparently be the same and yet differ widely by
reason of the following circumstances :--

(a) Variations in the purchasing power of
money.

(&) The form of the payment, as when the board
of the labourer, the rent of the cottage, &c., are
added to the money wages of the labourer. '

(¢) The great opportunities for extra ecarnings
in some branches of industry.

(d) The greater regularity of employment in
certain avocations than others.
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(e) The longer duration of the capacity to labour
in some avocations and some countries than in
others. ’

From the standpoint of the labourer, therefore,
real wages, not nominal or money wages, are of
importance. From the standpoint of the employer
wages may be high and yet labour may be cheap.
When we speak of cheap labour, we refer usually
to labour that is poorly paid. But this is not
quite correct. The cost of labour is high or low:
as the employer gets an ample or a scanty return
for the wages he pays the labourer, whether these
be great or small.

Differences in the productivity of labourers in
the same trade and locality are often so great, that
wages are not paid according to the time of work
but according to the quantity of work that is done.
Such remuneration is called piece wages, as dis-
tinguished from fime wages.

In view of the fact that wages vary from trade
to trade, from time to time, from place to place,
we may ask whether there are, in fact, any natural
laws which regulate the rate of wages.

It is not the province of a scientific law to
explain each particular case in all its details, but
to formulate those general and permanent tendencies
which are everywhere present. ’

As labour is simply a commodity, it is evident
that its price must be determined by the same
laws as those which govern the price of any
mer¢handise. But the formula of demand and
supply, applied to problems of distribution, lacks
scientific precision. Many economists have aban-
doned it and endeavoured to discover a more
accurate and satisfactory formula.

Three important wage theories have been sug-

II
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gested, each of which has attained considerable
celebrity, and each of which has its advocates at
the present time.

(1) The wages fund theory. For a long time
this was the classical English theory of wages. It
is merely a more precise statement of the theory
of demand and supply. The supply consists of the
labourers who are in quest of work. The demand
consists of the capital which seeks investment. The
ratio beitween this capital and the number of
labourers determines the rate of wages. Take the
circulating capital of a country, which English
economists call the wages fund. Then take the
number of labourers. Divide the former quantity
by the latter, and the quotient is the average rate
of wages.

According to this theory a rise in wages is
possible in only two cases :—

(a) If the wages fund is increased ; and the
only way in which this can be done is by saving.

(b) If the labouring population is diminished.
This can be done only by the labourers apply-
ing the principles expounded by Malthus ; either
by abstaining from marriage or by having few
children.

Certainly this theory is not encouraging for the
future of the working classes. It is feared that
the divisor will increase far more rapidly than the
dividend. Population increases spontaneously, but
not capital.

The wages fund theory is now generally dis-
credited. The thought on which it is founded,
viz., that a certain definite amount of capital is
necessary for employing labourers, is of interest
only with regard to production, not with regard
to distribution. To know whether an entrepreneur
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has the means to set labourers to work, is one
thing ; to know what share of the proceeds of
the enterprise he will be able to yield to his
employees, is quite another thing. The first of these
matters depends upon what he possesses ; the second
depends upon what he produces.

The apparent exactitude of this theory, more-
over, is illusory. When we examine it more closely
it amounts to saying that the average rate of wages
may be ascertained by dividing the total amount
paid out as wages by the number of wage-earners.
This is simple tautology.

We must inquire finally whence comes this cir-
culating capital, this wages fund. Obviously from
labour itself. Wages are taken immediately from
capital, but the quantity withdrawn from it is added
to it by the products resulting from industry.

The most destructive criticism of the wages fund
theory is that presented by Thornton, whose cele-
brated book ‘‘ On ILabour' led J. S. Mill, who
had most skilfully claborated the theory, to abandon
it.  Thornton maintains that labourers by combining
may raise the rate of wages ; and if this be true,
there can be no fixed wages fund. If there be
a national wages fund, it can only be an aggregate
of smaller funds. DBut is there any specific portion
of any individual’s capital which the owner must
necessarily expend upon labour?

(2) The iron law of wages. lassalle declares
that the price of labour, like the price of all other
merchandise, is determined by the law of supply
and demand. But the average ratio of supply and
demand is determined by the necessary cost of
production. Thus it is the cost of production of
labour which determines wages.

Now the cost of production of labour includes :
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(a) the amount necessary to support the work-
man ; (b) the amount necessary to replace him
by another workman when he becomes unfit for work.

Thus wages are necessarily determined by the
minimum that is absolutely necessary for the
support of the labourer and his family. For thirty
years this theory has been repeated again and again
by socialistic agitators. It was advanced first by
classical economists. Turgot was the first to declare
that in every kind of labour the workman’s wages
must fall to a level determined solely by the neces-
sities of existence. J. B. Say and Ricardo used
almost the same words.

If the theory means that the workman’s wages
can never rise above what he absolutely requires
to live on, it is much too pessimistic and mani-
festly contrary to facts. Why is the rate of wages
not the same in all trades? Must a skilled mechanic
consume more food-stuffs than a stone-breaker?
Why are wages higher in the United States than
in Lngland? Is there any physiological reason
why an American should eat more than an
Englishman ?

But this law is sometimes interpreted in a broader
sense. It is sometimes taken to mean that the
wages of labour are governed by the standard of
living of the working class to which a man belongs.
If we are agreed that this standard of living is 1n
reality elastic, we should speak not of the iron law,
but of the golden law, of wages.

According to this theory, the wages of the work-
man would not determine his manner of living, but,
on the contrary, his manner of living would deter-
mine his wages. If so, who could be more fortunate
than they? To increase the wages they have simply
to go on increasing their expenses.
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In reply to this theory it is objected that labourers
would lower their standard of living rather than
starve. The famine-stricken millions of human
beings struggling for existence in times of des-
tructive famines in India supply overwhelming
proof of this.

The theory mistakes cause for effect. Wages
are not high because the standard of living is high,
but vice versa. To get better wages a man must
increase his productivity- that 15 to say, his use-
fulness to those who employ him. It is no use
trying to raise wages by increasing the standard
of living.

(3) The theory of the productivity of labour.
According to this theory the value of labour depends
on its productivity. The most striking form of the
theory 15 that given by Walker. This theory main-
tains that the workman receives as wages all that
remains of the total product when interest, rent,
and profits have been deducted. These three shares
are strictly determined in their respective amounts,
whereas the worker's share possesses the advantage
of not being fixed. The wage-worker may be com-
pared to a residual claimant or legatee who takes
what is lett when the other heirs have received their
stated shares of an estate.

This theory, if sound, would be quite encourag-
ing. Everything that increases the worker's pro-
ductivity will inevitably increase his wages.

The wages fund theory was too pessimistic ; this
doctrine is too optimistic. Yet both theories make
it appear impossible for labour organizations to
improve the condition of the working classes. For
if the labourer is a residual claimant, he is power-
less to increase or decrease his share in distri-
bution, except by an increase in his productivity.
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Walker makes an important provision that an
increase in the product goes to the labourer by
purely natural laws provided only competition be
full and free. But it must be said that these con-
ditions are rarely fulfilled.

How little is this theory justified by facts! No
doubt the productivity of labour influences the rate
of wages by increasing the general wealth of a
country. It is also true that whenever a particular
kind of labour is more productive than others,
more wages are usually paid. But this theory leaves
in the background one of the most essential factors
of the problem, viz., the abundance or scarcity of
labour.

An attempt has been made to claborate the pro-
ductivity theory more scientifically by the econo-
mists who accept the doctrine of Final Utility. The
German cconomist von Thuenen was not only the
first to develop this doctrine as a scientific explana-
tion of value, but he appears also to have been
the first writer to apply it to the solution of the
problems of rent, wages, and intercst.

According to this school of thinkers the rate
of wages is determined by the marginal productivity
of labour. There is in every business enterprisc a
point beyond which it will not pay the entreprencur
to hire more labourers. Now the net profits of any
business are greater when the number of labourers
has reached the point where the last labourer will
produce more additional value than he costs his
employer. If the labour of the last man is the
same as that of the others, it is evident that all
labourers will receive the same wages because
different wages cannot be paid for like labour. In
other words, the wages reccived by the marginal
labourer must determine the wages paid to all the
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other labourers of the same kind and the same
ability. _

This theory is practically an extension of the
law of diminishing returns, which occupies so
important a place in the theory of land rent.
Professor J. B. Clark, an advocate of this theory,
speaks constantly of ‘“distribution by a law of
rent."”

In conclusion, there is not one determinant of
wages, but several causes which operate with varying
degrees of influence at different times and under
different circumstances. All the forces that in-
fluence the value of merchandise also affect the
value of manual labour. There are, moreover, other
determinant influences peculiar to wages—-such as
public opinion, strikes, and the growing conscious-
ness among workers of their rights and their social
importance.

IV. The Increase of Wages

A gradual increase of wages during the past
century seems beyond question. Innumerable
statistics from all countries show that wages have
been more than doubled. Yet we must not over-
look a number of circumstances which make the
increase less beneficial than we should at first sup-
pose 1t to be.

(1) In the first place, this increase of wages is
partly nominal and due in a measure to the depre-
ciation of money. After comparing the wage
statistics and the price statistics, it is not far from
truth to assume that the cost of living for the
average working-man’s family has increased about
one-third since the beginning of the nineteenth
century ; and as wages have increased considerably
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more than this, we may infer that real wages
have increased.

(2) The increase in wages, though real, has not
been proportionate to the growth of gencral
prosperily. In other words, the wages of labour
have increased more slowly than the income of the
other classes of society.

From the standpoint of social justice, we must
admit that the labouring class is entitled to an
increase of income at least proportionate to that
of the other social classes.

(3) It should be noted, finally, that the average
wages given by statistics are assumed to be paid
regularly throughout the year. But in many trades
there are frequent periods of obligatory inactivity
known as ‘‘ dead seasons.”” Again, there are large
numbers of workmen who cannot find employment
of the kind for which they are fitted, and who are
therefore obliged to turn to lower occupations with
poorer pay. A large number of labourers, moreover,
are employed only part of the week, or part of
the day. Unemployment is becoming a chronic
ailment of our present economic system.

Is this rise of wages due to natural or artificial
causes? The uncompromising members of the
classical school do not believe in the existence of
artificial means. They declare that all we can do
is to make labour more mobile, quickly transferable
from one place to another, or from one occupation
to another. This alone is sufficient to cause the
price of labour to rise gradually as a result of the
general increase of wealth.

There is no doubt that the increase of wages
during the nineteenth century is due largely to
natural causes. But there are other causes also. We
must not forget that fixing the price of manual
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work always presupposes a certain amount of
higgling. The greater advantage will always
accrue to the stronger party. The intervention of
law, the influence of labour organizations, and
sometimes strikes, are effective means of accom-
plishing a new and more favourable adjustment of
wages,

Y. The Hours of Labour

Shortening the work-day is one of the reforms to
which great importance is now attached. Socialists
regard it as a means of emancipating the labourer,
and of preparing him for the social and political
struggle for class supremacy. Labourers regard
this reform as meaning less work with the same
pay. But the greatest significance of this move-
ment lies in the fact that 1t gives increased oppor-
tunity for the intellectual, moral and physical
improvement of the labouring-classes, by enabling
the workers to cease being mere productive machines
and to become men. ]

It is often said that business competition among
modern nations is so intense that it would be diffi-
cult for one country to shorten the work-day
without placing itself in a position of competitive
inferiority. No doubt international agreement on
such matters is desirable ; but each nation should
not make it a pretext for waiting until others take
the first step. Experience has shown that countries
both ethically and industrially advanced have not
much reason to fear competition from countries
having longer work-days.

For the solution of the problem we must take
into consideration the age and sex of the individual
worker.

(1) Child labour. All civilized countries, with
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but a few shameful exceptions, forbid the employ-
ment of young children in factories and workshops.
Usually the law provides that no child under ten
years of age shall be employed, and that those from
ten to fourteen must have a certain amount of
schooling and a sufficient amount of time for rest
and recreation. Cértain dangerous occupations are
sometimes entirely forbidden to children and minors,
and night work is in most cases not allowed to
persous of less than eighteen years of age.

It must not be supposed that thesc limitations on
child labour were enacted without opposition. The
campaign against child labour, begun in England
in 1802, owes its ultimate success in 1844 to the
heroic perseverance of the Farl of Shafteshury.

The adversaries of laws against this state of
affairs argued that it was the business of the parents
to look after their children, not that of the State.
There can be no doubt, however, that there was a
most abominable traffic in the labour of children,
conducted on a very large scale.

(2) The labour of womern. In the case of
women the problem is more difficult. With the
introduction of machinery, it became possible to
employ the labour of women, which is cheaper
than that of men. So many occupations are thrown
open to women that the fear has sometimes been
expressed that women arc crowding mecn out of
employment.

Some persons have advocated the entire exclusion
of women from factories and workshops. They urge
in favour of this measure that the industrial em-
ployment of women destroys the family and the
home, and exposes women and girls to morally and
physically pernicious influences; in the case of
pregnant women the health of the mother and
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child is jeopardised, and the risk of abortion is
greatly increased. .

On the other hand, it should be advanced that at
a time when so much is being said in favour of
the equality of sexes, it would be strangely illogical
to prevent women from earning a living by their
own labour. Unmarried women find it hard enough
now to earn an honest living ; their condition would
certainly not be improved by closing the factory
doors to them. The outcome of this discussion,
therefore, is a sort of compromise. Women arc
usually not forbidden to work in factories ; but
in many countries they are not allowed to engage
in certain dangerous kinds of labour. In some
countries night work and work during a period of
several  weeks after child-bearing, arc likewise
prohibited.

(3) Adult male labour. 1t is, of course, entirely
out of the question to forbid the labour of adult
males in factories. The question is whether it
should in any way be limited. The liberal school
argues that adult individuals ought to be entirely
free to regulate the use of their time and of their
labour. To this assertion we may reply that under
the present system this liberty is impossible. The
labourer must start work when the factory whistle
blows ; he must stop work when the factory
stops.

We are naturally disposed to belicve that a
decrecase in the hours of labour would necessarily
mean a diminution of the product and a fall in
wages.  Actual experience proves the contrary.
Limitation of the hours of labour by law, how-
ever, is still the exception rather than the rule.
Labourcrs themselves naturally advocate a shorter
work-day than is now customary.
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YI. Trades Unions

The workman who deals individually with the
employer is at a considerable disadvantage for the
following reasons :—

(1) The capitalist can wait, whereas the labourer
cannot. ' .

(2) The entrepreneur can get along without the
workman, whereas the workman cannot readily dis-
pense with the employer.

It is an easy matter to find another labourer, but
it is not so easy to find a new employer.

(3) The entrepreneur has better opportunities for
grasping the whole economic situation and taking
advantage of it.

For these reasons the labour contract has
generally been a free contract in name only. But
when labourers form an orgamzation, employer and
employee are more likely to be on an equal footing
for the following reasons :-—

(1) Labour organizations enable the workman to
refuse to work when the terms of employment are
unsatisfactory. They support him during the period
of unemployment.

(2) Labour organizations oblige the employer
to deal with a whole group of labourers or their
representatives, because he cannot deal with in-
dividual labourers.

" (3) Labour organizations provide bureaux of in-
‘formation for labourers.

To the economists who maintain that trades
unions cannot arbitrarily fix the rate of wages, we
must reply that this is not their purpose. All they
seek to do is to obtain the wages justified by,
the general state of the market.

Labourers first acquired the right of coalition,
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i.e., the right to act as a unit in demanding certain
terms of employment, and in case of .refusal to
abandon work and to strike. But the right to
act jointly is not enough. In order to be effective,
the claims of labourers must be backed by per-
manent associations. In English-speaking countries
they are commonly called Trades Unions.

England is the classic country of trades unions.
Many of the Iinglish trades unions are wealthy
organizations, grouped into powerful federations
directed by prudent and distinguished men. They
have devoted themselves to the practical task of
increasing wages or reducing the hours of labour
without asking for Government intervention, and
they have been moderate in the usc of strikes.

The unionist movement has extended to the ranks
of unskilled labourers, who have formed numerous
organizations, showing a pronounced tendency to-
wards socialism. This tendency is sometimes called
** the new unionism.”

In respect to the strength of labour organizations
the United States rival Great Britain. The Federa-
tion of Labour is the greatest labour organization
in America. The objects of trades unions in the
United States are essentially the same as in England.
They pay benefits, as a rule, in case of death, sick-
ness, or permanent disability of a member.

Trades unions have undoubtedly increased the
power of the working classes. They have con-
tributed to the education of labourers and promoted
culture and social intercourse among their members,
and have secured better conditions in the labour
contract in several ways.
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1. STRIKES

A Strike is a concerted refusal to work. Strikes
are often regarded as the sole purpose and the
essential function of trades unions. But this is a
mistake—in fact, the best organizations and most
powerful unions are those that declare the fewest
strikes. In most civilized countries the right to
strike is not controverted, but the effectiveness
and wisdom of strikes is still a matter of
discussion,

Strikes, being appeals to force, possess all the
disadvantages of war. They entail an enormous
waste of productive energy ; they cause great suffer-
ings, and leave in the heart of the vanquished party
a feeling of resentment. But it cannot be denied
that they have helped to raise wages and reduce the
hours of labour. The efficacy of strikes must not
be judged from the number that are recorded as
successful. A single successful strike may result in
an increase of wages in a great many industries.
It is, moreover, not so much strikes themselves
which raise wages as the constant fear of strikes.

Those who deny the efficacy of strikes point out
that wages have increased cqually rapidly in those
occupations in which strikes never occur. But why
is this true? Because these classes of labourers have
profited indirectly by the increase of wages in the
organized industries. Wages have increased on the
farms simply because labourers have migrated from
the country to cities in quest of better wages.
Wages of domestic servants naturally tend to
increase whenever the wages of industrial employees
increase. Trades unions are becoming the regu-
lators of the labour market.
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2. ARBITRATION AND CONCILIATION

Conflicts between labour and capital tend to be
adjusted by peaceful agreements ; but in order to
accomplish the best results labour organizations must
be sufficiently strong and enlightened. In some of
the great industries of England, Boards of Concilia-
tion and Arbitration perform their work successfully.
In the United States the principle of conciliation and
arbitration has steadily gained ground.

The formation of a committee representing both
labour and capital, for the purpose of considering
fairly the questions at issue, is an eminently rational
method of settling disputes. This method is known
as conciliation.

Arbitration s an. appeal to the decision of an
impartial third party. It has often proved success-
ful where boards of conciliation have failed. Some-
times the two parties to a dispute voluntarily agree,
in advance, to abide by the decision of the board
of arbitrators.

New Zealand has introduced compulsory arbitra-
tion. In that country the board of arbitration is
really a court of law ; it may even try to settle
labour conflicts upon its own initiative. This system
appears to work well and has preserved industrial
peace. DBut we must remember that New Zealand is
a small country, in which trades unions have long
been powerfully organized, and in which they include
the whole labouring population. Wherever labour
orgahizations are still in an embryonic state, there is
practically no way to make arbitration compulsory.

Another device for securing industrial peace is the
establishment of sliding scales. As a result of an
agreement between employers and employees, the
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rate of wages is determined arithmetically according
to the selling-price of the product. When prices
rise wages rise, and vice versa.

7/

VII.- Working-men’s Insurance

Every labourer is exposed to five possible mis-
tortunes—illness, old age, death, accidents, and loss
of employment.

The labouring classes have succeeded in providing
against only one of these risks - illness—by means of
mutual benefit societies. These societies are sup-
ported by small dues, and usually meet the doctors’
and druggists’ bills of sick members. As regards
the four other risks, little or nothing has been done
by the labourers themselves. The poorer classes
cannot afford to insure themselves against death and
accidents.

As regards insurance against loss of employment,
the English trades unions have accomplished excel-
lent results, because of their strong organizations
and because of the high dues which their members
are obliged to pay.

Some employers have voluntarily founded insur-
ance funds to provide for the financial relief of
disabled members. Sometimes these funds are
furnished entirely by the employers, sometimes they
are provided by both employers and employees.
Arrangements of this sort, however, are the excep-
tion rather than the rule.

In Germany the expense of providing against
illness, accidents, old age and incapacity to work, is
borne partly by the employers, partly by the em-
ployees, and partly by the Government. There are,
however, two risks against which the German system
makes no provision—unemployment and death.
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Labourers’ insurance is obligatory under the
German system. In most countries it is entirely
optional. The plan of optional insurance is not
only in better harmony with the principles of
Liberalism, but less vexatious and less burdensome.
On the other hand, it is to be feared that optional
insurance will cover only a small part of the popula-
tion.

The German system provides insurance against
three risks only. It was originally the intention of
the Government to provide also for labourers’ in-
surance against death.

With regard to insurance against loss of employ-
ment, the difficulties are insurmountable. Nothing
is harder than to find out whether the labourer who
claims to be unable to find employment is truthful
and sincere. Again, this misfortune involves large
groups of labourers simultaneously.

VIII. The Future of the Wage System

The wage system has its advantages and its
defects.  The following are the two principal
advantages attributed to it :--

(@) To the entrepreneur it secures the entire
control of the business.

() To the labourer it guarantees a certain fixed
and immediate income.

These advantages are so pronounced that the
wage workers and the entrepreneurs prefer this
system to all others.

In our opinion, however, the following disadvan-
tages of the wage system far outweigh its
advantages :—

(1) This method of remuneration treats labour—
that is to say, labourers—as a commodity, and

12
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regards it as subject to all the laws that determine
the value of commodities. Chateaubriand declared
that the wage system is a survival of the slave
system. .

(2) The labourer gives up all claim to the pro-
duct of his labour in consideration of a fixed sum.
He has no incentive to do his best. The only
motives that can lead him to work well are duty and
fear. Of these two motives the first is felt only by
exceptional minds, and the second has never suc-
ceeded in getting men to do more than the least
possible amount of work. To overcome this dis-
advantage, there is now a tendency to adopt the
system of piece-wages. Labourers are generally
opposed to it. They have often advocated the
system under which a group of employees agree to
perform a certain task or job at a price fixed upon
with their employer. The employees constitute a
sort of small co-operative association in the midst of
the factory.

(3) This system, finally, is sure to create strife
between master and workman.

Each great school of economists has its own
particular plan for the reform or abolition of the
wage system.

The liberal school regards wages as the most
perfect conceivable system of remuneration. The
only improvement which it advocates is to make the
labour contract still more free. This may be accom-
plished either through the exercise of the right of
labourers to organize or by means of such institu-
tions as Labour Exchanges, which make traffic in
labour more nearly like traffic in merchandise.

The collectivists demand the abolition of the wage
system. But we believe that collectivism would only
perpetuate it and make it universal. Collectivism
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proposes to make the nation the only entrepreneur.
It would not suppress the class of wage-workers,
but it would do away with the class of employers.

The catholic school accepts the wage system as
a normal and permanent condition, but it protests
against the treatment of labour as a commodity. It
maintains that the labourer has a right to fair wages.
Catholic reformers usually accept the idea that the
‘ fair wage " must be fixed by law. From a purely
theoretical pomnt of view, wages established by law
must be regarded as unjust, because it implies that
wages at a fixed figure shall be regarded as fair.

The co-operative school regards the wage system
as a relatively inferior method of remuneration.
Co-operators expect that some day the labourers
will be united in co-operative societies owning the
instruments of production, and that they will cease
to be employees and will become their own masters.
Meanwhile, this school endeavours to graft upon
the wage system the arrangement known as ‘' profit-
sharing.”



CHAPTER IIINTEREST

I. The Ownership of Capital

SHOULD private property in capital be regarded
as legitimate? This question has given rise to
heated controversies. The classical economists have
answered the question decidedly in the affirmative.
They mamtain that the right of private property in
capital is based on a twofold claim : it is not only
due to the labour of production, but also to that
of saving.

The legitimacy of property in capital has never-
theless been vigorously attacked by socialists. Marx
regards private property in capital as a result of past
spoliation and a means of continuing this spoliation
in future.

Collectivists divide capital into two classes--small
capital and large capital. The former, being the
result of the owner’s labour, they regard as legiti-
mate private property ; in the latter, which involves
the appropriation of the product of others’ labour,
they regard private property as illegitimate. Now,
all large capital must have been small at one time.
We are thus led to the conclusion that private
property in capital is legitimate at the outset, con-
tinues to be so up to a certain point, and then
becomes an abuse.

The assertion that capital, by its very nature,
can be increased only by plundering the labourer

180
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is objectionable. Moreover, the ownership of capital
is dictated by social utility. The development of
production absolutely requires a supply of accumu-
lated wealth.

The problem of private property in capital once
settled, therce are still two others to be solved :—

(1) Has the owner of capital the right to lend it
to others on interest?

(2) Has he the right to use it to set others to
work, making a profit thereby?

II. The Legitimacy of Interest

Of all kinds of income the legitimacy of none has
been more violently contested than that of Interest.
The following are the principal points that have
been raised during the controversy :—

(1) It was asserted by Aristotle, among others,
that money is unproductive.

To this economists reply that money only repre-
sents capital which is productive.

(2) It was asserted that in lending money the
lender undergoes no genuine privation, and therefore
has no right to an indemnity.

In answer to this, the economists endeavour to
prove that the capitalist must deprive himself in
order to create capital.

(3) It was asserted that the perpetuity of interest
is unnatural and unjust. At the rate of 5 per cent.
(simple interest) the lender will collect the original
sum twice over in twenty years.

To this it is answered that the regular payment
of interest is by no means the same thing as the
gradual restitution of the loan, any more than the
annual rent of’a farm is part of the purchase price
of the land.
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(4) It was asserted that the borrower is obliged
to pay back more than he has received.

This the economists deny. There is a difference
in the value of present goods and future goods.

In antiquity and the Middle Ages the discussion
with regard to interest was largely ethical or
religious. With the classical economists and their
successors the problem became economic. Various
theories have been started to account for interest.
Boehm-Bawerk makes the following classification :--

(1) The productivity theories. 'This name is
applied to the theories based on the fact that a
workman provided with capital can produce more
products than without capital. This additional pro-
duct produced by capital constitutes interest. J. B.
Say seems to have been the first author to speak of
the productive power and the productive services
of capital.

(2) The use tlzcory The fullest statement of
this theory is found in the Austrian economist
Menger. The theory asserts, in brief, that in
capitalistic production there is a sacrifice, not only
of the material substance of capital but also a sacri-
fice 'of the use of the capital during the period of
production.

(3) The abstinence theory, first clearly stated by
Senior. If men postpone the present enjoyment of
their wealth and devote the resources so spared to
production, it is manifest that the resulting increase
in product is very intimately connected with the
saving which made productive methods possible.

(4) The labour theories. This head includes a
number of theories which agree in considering
interest as the remuneration for labour performed
by the capitalist.

(5) The exploitation theory. This celebrated
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theory, founded by Marx, regards rent, interest, and
profits as due to the exploitation of working-men.
As applied to interest, it may be stated as follows :—

The value of a commodity is measured by the
quantity of labour required to produce it. Capital
1s not an original factor of production, but may be
resolved into the labour that produced it. The
whole product, therefore, belongs in equity to the
labourer.

(6) The sixth group of authors treats the problem
of interest as a problem of value, and draws atten-
tion to the influence of time in the estimation of
values. Present goods are, as a rule, worth more
than future goods of like kind. Whoever exchanges
present for future goods demands some premium ;
this premium 1is interest.

Some of these theories are endeavours to explain
interest.  Others are attempts to justify the
capitalist’s income. We may safely accept the
principle that so long as there is capital there
will be interest. The question is, Shall we admit
the legitimacy of private property in capital? If
we do, the legitimacy of interest follows as a logical
consequence. What is the need of inquiring
whether the wealth is employed productively or
whether the owner undergoes privation? As the
legitimacy of interest seems so evident to-day, why
has it so long been denied? Because of historical
circumstances which we shall now consider.

III. History of Loans at Interest

Throughout antiquity loans were made at interest.
But Moses, Aristotle, Cato, and the Church Fathers
have stigmatized it: Although this attitude sub-
sequently came to be regarded with profound con-



184 Political Economy

tempt, it can very easily be explained by the
conditions which prevailed at the time. Borrowing
in those days was resorted to chiefly by the poor
for procuring means to buy bread. When the time
for payment came,.the debtors could pay neither
interest nor capital ; they were therefore forced
to become the slaves of their creditors. This is
sufficient to explain the old and stubborn prejudice
against interest. The economists, however, allowed
interest on loans for productive purposes.

The Reformation brought about a reaction. But
the economic doctrine in favour of loans at interest
was fully established by Turgot and Bentham.

To-day the parts have been inverted. The rich
and powerful borrow from the public, and make
up their funds out of the savings of the masses.
The lender is a worthier object of compassion than
the borrower. The entreprencur now pays interest,
and this interest is part of the cost of production.
It would therefore be absurd to dispense with the
payment of interest.

IY. The Laws of Interest

Many of the classical economists were unable
to get a very accurate notion of interest. They
treated interest and profits under the general name
of Profits. In popular speech to-day profits are
sometimes made to include interest on capital.
Economists have deemed it advisable to draw a
distinction between these two incomes. They have
also endeavoured to remove from the concept of
interest several elements which in popular parlance
are included in it. Pure interest, [.e., interest in
the strictest sense of the term, may be defined as
the price paid for the use of capital or, from the dis-
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tributive point of view, as the share of the capitalist
in the product of industry.

In the real world of business we rarely encounter
pure interest, but nearly always find it combined
with other kinds of compensation, of which the
following two are most frequently present :—

(2) The cost of renewing fixed capital, the con-
stant use of which involves wear and tear. (This
does not apply to capital in the form of money.)

(b) The payment for the risk attending the
investment of capital,

Pure interest, therefore, is that which would be
paid for the loan of money in large sums and for
long periods under conditions of absolute security.
[f capital were lent in the shape of commodities,
a different price would have to be paid for the loan
of each commodity, according to its quality, dura-
bility, and productivity. But capital is usually lent
by means of money or credit instruments. This
fact accounts for the frequency of the statement
that interest is paid for the use of money. What
the borrower really wants, however, is not money
but the goods that money will buy.

An important consequence of this fact is that the
rate of interest does not depend on the amount of
gold and silver that the country possesses, but on
the amount of its riches or stock. Yet it is a
popular idea that the rate of interest depends on
the amount of money in the country. This idea
is correct in the case of short-time loans. Intcrest,
as well as capital itself, exists in the form of money.
A fluctuation in the value of money operates equally
and simultaneously on both. It is therefore clear
that the rate of interest cannot be affected by these
fluctuations.

As all kinds of capital are lent and borrowed in
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the form of money, they are on the same footing.
It follows, then, that there is, at a given time, but
one and the same rate of interest in the money-
market of a whole nation or even of the whole world.

The question now arises, What are the laws
which determine this ‘general rate of interest? There
are many factors which may be summed up in
the old formula of supply and demand, or in the
newer doctrine of final utility.

The supply of capital depends on the following
factors :—

(a) On the nation’s capacity for saving.

(b) On the security afforded to investors.

(¢) On the existence of a large class of persons
unable or unwilling to utilize their own capital in
active business.

The demand for capital is determined by its
productivity. As long as there is any advantage
in the employment of capital the demand for it
will continue to increase. The point beyond which
the use of additional capital would not be advanta-
geous has never been reached in the mdustrlal life
of any nation.

Capital will, of course, first seek those invest-
ments in which the returns arc the greatest ; what-
ever capital is not thus employed must turn to less
and less productive uses. But there cannot be
different rates of interest. Naturally the rate of
interest is determined by the return from the least
productive use of capital—in other words, from
the last increment of capital that is cmployed
productively.

Interest, like wages and rent, is agreed on in
advance, and it is not influenced by the outcome
of the enterprise. Modern credit has, however,
devised an arrangement by which the lenders may
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get a share of the profits, if there are any. If
there are actual losses, they are met with the
creditor’s capital. Under this arrangement the
credit instruments owned by the lender are called

shares of stock, and the income derived therefrom
dividends.

Y. Does the Rate of Interest tend to Fall?

From the standpoint of distribution it is desirable
that the rate of interest shall fall. It would reduce
the share of the capitalists and would increase the
share that may go to the other participants in
production. Also from the standpoint of production
a fall in the rate of interest diminishes the cost
of production and facilitates the completion of enter-
prises that are otherwisc impossible.

But it is not sufficient to show the desirability
of a fall in the rate of interest. We must ask
whether it is likely to occur. 1Is it of a permanent
nature? Political economists have answered these
questions in the affirmative.

As a matter of fact the rate of interest has fallen
during the past thirty or forty years from six or
seven per cent. to three or four per cent. The
theorctical argument is that in a progressive society
capital is becoming more abundant and investments
more secure. These secem valid grounds for believ-
ing that capital will become less productive ; there
would even appear to be no assignable limit to
this decline. But no one of these arguments is
conclusive. The very suddenness and extent of the
decline in the rate of interest indicates that this
is not one of those great historical changes which
constitutes economic evolution, but a temporary
oscillation. History confirms this supposition.
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The prophecies regarding a decrease in the risks
incurred by capitalists and the diminished produc-
tivity of capital are of doubtful validity.

In short, it seems most likely that the rate of
interest will rise again after having reached a certain
minimum level. The reaction, in fact, has already
begun.

A steady decline in the rate of interest might
be brought about, not through the operation of
supposed natural laws, but through the rational
and persevering cffort of men combined into mutual
credit associations. This would, indeed, be a most
sensible form of collectivism.



CHAPTER III—-THE RENT O LAND

I. The Law of Rent

Is there a surplus income that is peculiar to
land, separate and distinct from the return for labour
and for the use of capital?

Some economists deny the existence of such a
separate and distinct return.  They maintain that
a return from land is necessarily made up of wages,
interest, and profit. But this theory is not generally
accepted.

The Physiocrats, Adam Smith and J. B. Say,
regarded the return from land as really due to
natural productive qualities of the soil. [If the land-
lord profits by these qualities, this is simply because
property in land constitutes a genuine monopoly.
This explanation of the revenue from land implies
the idea that Nature can create value. It implies
adherence to the doctrine that value is based on
utility.

Such an explanation could not satisfy Ricardo.
He was the principal author of the theory accord-
ing to which value depends on labour and the cost
of production. Therefore he could not, without
demolishing his whole theory, admit that- the value
of land is created partly by Nature. Nor could
he hold that the return from land represented
nothing more than the labour of cultivation. In
order to escape this dilemma Ricardo invented his
celebrated theory of Land-Rent

19
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Originally, said Ricardo, as men were obliged
to cultivate only a small section of land, they chose
the best plots. The cultivation of these plots did
not yield a greater income than could have been
obtained from any, other employment of labour
and capital. But the increase of population
necessitates an increase of production ; and when
all the land of the first quality has been ap-
propriated, less fertile land must be put under
cultivation. It is clear that the cost of production
on this inferior land will be higher than that on
the land of the first degree. But the products
from both these kinds of land will realize the same
price in the market, and this price will be determined
by the cost of production on the inferior land,
leaving thus a gain to the owners of the superior
land. This gain is precisely what is called rent
in Ricardo’s theory.

As population continues to grow and to require
an increased supply of the means of subsistence,
men are obliged to cultivate lands of even poorer
quality. This order of cultivation may go on
indefinitely, always causing a rise in the price of
food and an increase in rent.

In Ricardo’s theory of rent we must take it for
granted that there is always some land for which
no rent is paid. This is the land, however, that
plays a decisive part in the determination of rent.
The income of all other lands is due to their relative
fertility, i.e., to the comparative barrenness of com-
peting lands. The owner of a fertile plot of land
enjoys a monopoly of a peculiar kind, which does
not consist in being able to sell above the market
price but in ability to produce below the market
price. In other words, prices are not high because
rent is paid, but rent is paid because prices
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are high. Rent is not the cause but the effect
of the prices.

Ricardo’s theory is now somewhat out of favour.
Yet we must accept the theory as true in its
general features, except the historical order of culti-
vation, which is by no means an essential part
of it.

Rent is of a peculiar nature that distinguishes it
from profit, because it is wholly beyond the influence
of competition, and because it is due to forces
absolutely independent of the control of him who
receives it. The landlord plays a purely passive
part.

As used popularly, the term renf has a much
wider significance. It is applied to whatever is
annually paid to a landlord by his tenant.

II. The Unearned Increment of Land

We must bear in mind that land has three
characteristics which no other wealth possesses in
the same degree.

(1) It provides for the satisfaction of human
wants, which are essential and permanent.

(2) It is limited in quantity.

(3) It lasts for ever.

In view of these facts we can understand why
the value of land increases constantly. The growth
of population is the principal cause of increasing
rent. The English economists designate this surplus
value of land by the significant name of unearned
increment,

There are two factors capable of arresting the
increase of rent or causing it actually to decrease.
The first is the competition of new lands which
may take place as the result of colonization or im-
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provements in the means of transportation. The
second is a great.and sudden improvement in the
manner of farming.

It should be noted that neither the one nor the
other of these two .possible causes of a decline in
rent would affect building lots.

III. The Legitimacy of the Rent of Land

The circumstances which cause an increase of
rent, do not speak in favour of the Iegitimacy of
Land-Rent. Yet if the legitimacy of private property
be established, that of land-rent would necessarily
follow.

But is property in land legitimate? Land pos-
sesses the unique characteristic of not being a
product of labour. All goods are the product of
labour except land. If we accept the theory that
the basis of property is labour, we must conclude
that all things may come under private ownership,
except land.

The optimistic school asserts that land is just
as much the product of labour as any other kind
of wealth. Man has not created land ; but labour
never creates anything, it simply modilies the
materials that Nature provides.

And even if the land were not a direct product
of labour, it is (says the optimistic school) at
least the product of capital. If we kept account
of all the expenditure .incurred by the successive
owners of land, we should reach the conclusion
that no land is now worth what it has cost.

Despite the element of truth which this argu-
ment contains, it does not seem to be cConclusive.
Although land is the instrument of labour, it is not
the product of labour. It existed before any human
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labour. Man by labour and expenditure confers
additional utility on it. But the soil has its original
value. This original value is most easily perceptible
in the forest that has not yet been cleared, but
which may be sold or rented at a high price. It
is equally plain in the case of building lots in
large cities. Iven in the case of cultivated land,
the natural value of the soil is evidenced by the
unequal fertility of different farms which have been
subject to equal labour and expenditure.

The argument that no land is worth what it has
cost is mathematically false. It is not enough to
add the value of the labour and capital expended
on a given piece of land. We must consider all
the receipts from the land. If we do this the
balance will show that land has yielded a constantly
increasing revenue.

It is difficult to defend private property -in land
from the standpoint of abstract justice. The best
defence is that it is based upon public utility. Its
origin is due to historical forces :—

(1) The growth of population compelled man-
kind to practise more ‘' intensive’’ farming.

(2) To stimulate labour it was considered neces-
sary to give the cultivator, not only a right to the
products of the land but also to the land itself.
Finally this right was made perpetual.

IV. The Evolution of Property in Land

We may distinguish six successive stages in the
Evolution of Landed Property.

(1) Landed property can arise only with the
beginnings of agriculture. There can be no such
property among races leading a nomadic life. Even
in the early phases of agricultural life landed pro-

. I3



194 Political Economy

perty is not yet instituted, because land is super-
abundant, and because the farmer leaves one field
as soon as it is exhausted, and takes another.

(2) Gradually population becomes denser, and
more closely attached to the soil. The first stage
is succeeded by the second, viz., that of temporary
possession together with periodical divisions.

(3) There comes a time when these periodical
divisions fall into disuse. Skilful farmers who have
improved the land do not willingly submit to the
arrangement. Thus arises the institution of family
proprietorship.

(4) Conquest creates a new disturbance. In
Europe the victors assumed the legal ownership and
overlordship, leaving the subjected people practically
in possession of the soil. Thus arose feudalism.

(5) The growth of individualism and of equality
resulted in the final establishment of free property
in land.

(6) But one step more must be taken. It consists
in making property in land perfectly mobile and
transferable. This final step has been taken in
Australia. It is probable that Europe also imay see
the introduction of this system.

It can be seen from the above review that
property in land has gradually departed from its
original collective form and become increasingly
individualistic.

Y. The Hire of Land

In the United States agriculture has been carried
on chiefly by the proprietors themselves, in England
by the farmers who hire the land owned by some
rich man.

Rent closely resembles wages and interest. Bu



Distribution 195

there is a great difference also. In the contract
between the labourer and the entrepreneur the
latter occupies a predominant situation, whereas in
the contract between the landowner and the entre-
preneur known as fenanft, the former undoubtedly
has the advantage. The price paid for the hire of
a farm (Fr. fetmage) is usually greater than the
economic rent.  There are improvements connected
with the farm of which the landlord is the owner.
In respect of these, he is the capitalist, and the return
he receives is interest. The pressure of necessity
may oblige the tenant to pay the landlord a part of
the reward of his own labour. It may happen, on
the other hand, when tenants are in great demand.
that they will retain for themselves a part of the
proceeds due to the natural advantages of the land.
It may be said that generally rent, like wages and
interest, is determined by the laws of supply and
demand.

The system of tenantry and the income due to
it must be regarded as incompatible with the best
interests of society.

The tenant system undermines private property
in land. We have taken it for granted that no one
can make better use of the land than the owner
himself, but this assumption loses all sense when
the owner shifts the work of cultivation upon some
one else. The landlord who uses the land as a
means of living in idleness is ill-suited for the
social mission assigned to him.

The separation of the roles of landowner and
farmer is disastrous to agriculture. The former
often lives far away from the land and sometimes
knows nothing about it ; the latter merely hires
it for a time and does not care what ultimately
becomes of it.
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The arguments presented in favour of the tenant,
system are these :—

(1) The system constitutes a division of labour.
“The landlord,” says Professor Leroy-Beaulieu,

“stands for the future and permanent intcrests of
the farm, whereas the tenant (‘onelders its present
and temporary interests.’

But these interests may conflict with each other ;
hence it would be better that both interests be in
care of the same person.

(2) To forbid leasing land to tenants would com-
pel many owners to sell their estates.

This may be true. Yet il these persons cannot
properly perform their function as landowners let
them cease to be landowners. A function that is
so important for the welfare of society must not
be leased or delegated.

V1. Plans for Nationalizing the Land

Various plans are suggested for reformmg the
institution of property in land, in the interests of
saociety as a whole. The iollowing are the most
important of them :—

(1) The government should buy the land and
lease it to individuals for cultivation, in the same
manner that it grants franchises to railroad com-
panies. After the lapse of the period fixed the
government could lease the land for a new period.
Thus the State would receive all the unearned incre-
ment and collect an enormous revenue that would
ultimately permit the abolition of all taxes.

But if the present owners of land are to be paid
equitable prices, the State must incur an expense
which would be ruinous.

(2) Single tax system. This system was ad
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vocated by Mill. It has acquired widespread
celebrity since its advocacy by Henry George. It
consists in levying an increasing tax on land values,
50 as to absorb the whole uncarned increment.  Mr.
George holds that this single tax would yield more
than enough to support the Government and would
make all other taxation unneccessary.

The great objection to this plan is that there are
usually two elements in the increased value of land.
The labour and capital of the landowner have often
contributed much to the increased value of land.
How is a public officer to ascertain the increase
duc to social causes.  Again, if socicty profits by
all gains in the value of land duc to social causes,
it is bound in equity to make good all losses arising
from the decreased value due to social causes.

Finally, confiscation of rent by taxation would
have the same ceffect as the contiscation of land
itself. It would destroy the value of land as such
and give rise to the necessity of paying an indemnty
to the present holders. )

Land nationalization scems to be impossible so
far as it concerns property already established.
With regard to future property, the Government
could retain the proprietorship and merely grant
leases to cultivators.

YII. The Subdivision of Property in Land

Social evolution, by which property in land tends
to resemble property in capital, vaturally diminishes
the evils of the individual ownership of land.

It facilitates the division of land. What danger
can there be in a monopoly when millions of men
share in it?

It facilitates the transferability of land, thus
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depriving the unearned value of the land of the
character of a perpetual and increasing advantage.

These forces are economic. But legislative bodies
are certainly able to exert great influence, either
favourably or unfavourably. In old countries pro-
tection against the’ competition of foreign soils
would aggravate the monopolistic character of land-
ownership. Again, the laws of inheritance are potent
factors for good or for evil. Owing to such devices
as the right of primogeniture, the right of entail,
and the countless expenditures and formalities
attending the transfer of land, landed property
appears nowhere more odious than in Great
Britain.

In France the law requires that estates shall be
divided equally among all the children ot the
deceased parents. This system carries the partition
of estates far beyond the limits compatible with
good husbandry.



CHAPTER IV-— PROFITS

I. The Nature and Definition of Profits

THE share of the entrepreneur is called profifs.
Three explanations of the part played by the entre-
preneur and of the essential nature of profits may
be distinguished :—

(1) English economists have usually regarded the
entreprencur and the capitalist as identical, and have
designated both by the latter name. They have
regarded profits as a capitalistic income, analogous
to interest, but fixed at a somewhat higher level.

It must be admitted that this way of looking at
things seems quite in conformity with facts. In
practice the rate of profit goes hand in hand with
the rate of interest, and is calculated in the same
way, viz., as a certain per cent. of the capital
employed. This interpretation, however, must be
abandoned. The part of the entrepreneur and that
of the capitalist are distinct in theory, and sometimes
in practice.

(2) French economists clearly separated these
two parts. In their opinion the predominant
characteristic of the entrepreneur is the performance
of a certain kind of labour. Profits are the
remuneration of labour, but of a particular kind
of labour, consisting of the following elements :—

(a) Invention. The truly productive act is

thought. The entreprencur must have business
199
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ideas. He must discover what will please the public,
and must invent new wants.

(b) Superintendence. Collective labour is more
productive than isolated labour, but there must be
somebody to divide the work and give every labourer
his proper place. This is the part of the entre-
preneur, and for this reason he is called the captain
of industry. Business, in fact, is much like war— the
commander-in-chief wins or loses the battle.

(¢) Cominercial speculation. 1t is no difficult
matter to produce goods; the great problem is to
sell them. The art of buying and selling on the
most favourable terms is one of the principal accom-
plishments of the successful entrepreneur.

There 1s much truth in this theory, but it does not
set forth the essential nature of profits. The func-
tion of the entrepreneur may be performed by hired
employees. As a matter of fact, all large enterprises
organized as companies employ men to perform the
several tasks of the so-called entrepreneur.

(3) A great many economists consider the cntre-
preneur as possessing a monopoly. Profits are a
monopolistic income, or so-called monopoly surplus.
This monopoly may result from personal abilities, or
from certain advantages of situation or opportunity.

This theory is most consistent with facts. It
explains why the entrepreneur generally happens
to be a capitalist. It also explains why exceptional
personal qualities may be a source of large profits.

II. The Laws which determine Profits

If V represents the value of the finished product,
W the wages, I the interest he must pay if he has
borrowed all or part of his capital, then P the
profit would be determined by this simple formula :—

P=V— (W +I).
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Yet several elements are missing from this
formula. The entreprencur often has to rent
land.  Should not this rent be included in the
cost of production? The economists of the English
school answer that the rent of land 1s never a part
of the cost of production, because it is the cost ot
production which determines rent. But this doctrine
is too absolute. In all cases where rent is the price
of a genuine monopoly- such as buildings and lands
situated in cities—it is certainly part of the cost.
Even if the entreprencur furnish such land, there 1s
no reason why rent should not form part of the
cost of production. Again, the entrepreneur sup-
plies a part of the capital and the labour of super-
intendence. It is clear that the interest on this
capital and the wages for this labour should be
reckoned a part of the cost of production. What
remains after deducting all these elements is profit.
But in many cases nothing remains. It is inevitable
and just-inevitable because free competition s
likely to keep the value of the finished products on
a level with the cost of production, and just because,
when the entrepreneur has received remuneration for
the elements mentioned above, he cannot properly
claim more.

III. The Legitimacy of Profits

The entreprencur has been the principal target
of socialistic attacks. But the socialistic objections
to the entrepreneur were vague until the publication
of Marx’s book on Capital. The comparison estab-
lished by some economists between the entrepreneur
and the labourer, says Marx, is absurd. There was
a time when the employer worked side by side with
the workman, but under the present system of large-
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scale production the employer is exclusively a
capitalist. He derives profit from buying and selling.
He buys the productive power of the workman,
known as labour. He sells the same power trans-
formed and made concrete in the shape of com-
modities. The difference between the two constitutes
his profit. The value of the product offered for
sale is determined by the labour which it cost to
produce them. But the entrepreneur pays the work-
man a sum necessary to support the workman and
to keep him fit for work. The employer’s profit,
therefore, is a certain amount of unpaid labour.
The value produced by the labourer is greater than
the value required to support him.

This elaborate argument, designed to prove that
profit is based on spoliation and cannot exist other-
wise, is founded on the assumption that the value
of manual labour is determined solely by the cost
of production. If we refuse to accept this funda-
mental assumption as true, the whole structure
erected upon it collapses. We have seen that in all
cases value is determined by various causes.

In spite of this, there is much truth in the con-
tention that labour has been treated as a commodity.
Employers have, as a matter of fact, tried to obtain
labour as cheaply as possible. It should not be
forgotten, however, that nowadays trades unions,
labour laws, co-operation, &c., tend to regulate the
rate of wages by other laws than those which govern
the price of commodities.

Nevertheless, while insisting that profits are not
necessarily illegitimate, we may raise the question
whether the office of the entrepreneur is an indis-
pensable and permanent one. There are even now
many successful stock companies which appear to
get along without an entrepreneur. The place of
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the individual employer is taken by a multitude of
idle stock-holders. If we do away with these stock-
holders as well, the enterprise will continue pre-
cisely as before.

Such are the views of the collectivists, but they
seem to be illusory for the following reasons : —

(1) All stock companies were originally founded
by private individuals, and nearly all of them are
still managed financially by one leading share-
holder, who is really an entrepreneur.

(2) In stock companies the absence of an
employer is really the cause of a marked inferiority,
and involves disadvantages resembling those that are
inherent in public administration.

FEconomic evolution seems to point to the
ultimate elimination of the class of employers, but
the time does not yet seem ripe for accomplishing
this step. We find sufficient proof for this in the
difficulties experienced by co-operative societies for
production. It should be noted in conclusion
that there is a general tendency to exaggerate the
rate of profits. If all the employers were done away
with, and their profits divided among all the
labourers, the latter would be surprised to discover
how small an increase of their incomes would be
the result of this expropriation.

IV. Profit-Sharing

We have seen that the wage system has some
inherent evils. Under the existing economic
organization of society, employers and workmen con-
stitute two separate groups facing each other in
an attitude of mutual opposition, yet each unable to
proceed without the other. Moreover, the labourer
is confined to a purely passive part, and has no
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direct interest in the success or failure of the enter-
prise with which he is connected.

Profit-sharing is that method of remunerating
labour which aims to do away with the disadvan-
tages of the wage- system by making the labourer
a kind of partner with the employer. The work-
men thus receive an addition to their regular wages
if the enterprisec has been successful. The name
" profit-sharing ” is applied to those cases in which
it 15 not simply a spontancous gift on the part of
the employer, but a contractual arrangement. The
shares given to the labourers may cither be paid
to them in money or placed to their credit in a
savings bank or insurance association. In Irance,
where profit-sharing seems to be most successful,
the latter method prevails.

The objects of profit-sharing are as follows :

(1) To reconcile labour and capital.

(2) To increase the productivity of labour by
stimulating the workman’s activity.

(3) To increcase the labourer’s income.

t4) To avoid loss of employment.

The system has met with little encouragement
either from socialists or from conservative
economists.  Socialists regard prolits as a robbery.
They arc not satisfied with the restitution of a part
to the labourers. Conservative economists hesitate
to acknowledge the utility of protit-sharing. Pro-
fessor Leroy-Beaulieu ironically declares that
labourers have no right to a share in the profits,
inasmuch as profits are exclusively the result of the
entreprencur’s management.

But if we maintain that profits arc generally the
result of a monopoly-element of some sort, it is only
just that the labourers should participate in the advan-
tages due to a monopoly which is useless without
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their help. Profits are due much less to the work of
the share-holding capitalists than to that of the
employees. If the former are supposed to be fully
cntitled to a proportionate part of the proceeds of
an enterprise, why not the latter?

It is argued that profit-sharing is unjust because
employees do not share the losses. This argument
is not conclusive. If there are losses the labourers
will receive no profits. As for the wages, the
labourers have as much right to them as the
capitalists have to the stipulated interest. If the
enterprise fails the capitalist loses his capital. The
labourer has no capital to lose, but he loses his place.

Profit-sharing may be transformed into the quasi-
partnership of labour and capital by making the
labourer a shareholder. This more radical variety
of profit-sharing is sometimes called industrial
co-partnership or labour co-partnership.

V. Productive Co-opsration

Productive Co-operation is a still more radical
scheme. It contemplates the gradual disappearance
of the employer. The industrial co-partnership may
be regarded as the transition stage between the two
systems. But societies for productive co-operation
may also be formed without passing through these
transitional stages. Irance is regarded as the
classic land of institutes of this nature.

The obstacles encountered by these societies are
numerous :—

(1) The greatest obstacle consists in the lack of
economic education among the working classes.

(2) The second drawback is the want of capital.
However, carefully organized associations would be
able to borrow capital.



206 Political Economy

(3) The third danger is that they tend to re-
establish the very institutions which they seek to
eliminate, namely, the class of employers and the
wage system. These associations have a tendency
to become nothing more than joint-stock companies.

Yet there is reason to hope that these obstacles
may be avoided by first traversing a stage of
preparation. This preparation could be provided
n these ways : (1) by profit-sharing, (2) by trades
unions, (3) by consumers’ co-operative societies.

It is by the last-named method that productive
co-operation may achieve greater successes in
future. In this connection it is important to note
the difference between the federalistic and the
individualistic system.

Under the federalistic system, consumer’s co-
operative societies establish workshops or factories
for producing some of the articles they require.
The labourers in their employ are simply wage-
earners, and have no share in the profits, There
has been much opposition to this system, on the
ground that labourers should have a share both in
the profits and in the ownership.

Under the individualistic system, which may be
called the autonomous system, the labourers form
independent productive societies ; the consumers’
societies provide a market, and protect them from
competition.



BOOK V.--CONSUMPTION

I. The Nature and Laws of Consumption

To consume wealth is to utilize it for the satis-
faction of our wants. Consumption is the ultimate
aim of all economic activity. Logically, then,
economics should begin with the study of consump-
tion. The tendency of modern economic theory is
to give greater importance to consumption. The
Austrian school studies consumption and value from
the standpoint of final utility, and emphasizes the
principle that in consumption of wealth the maxi-
mum of gratification is reached when the final
utilities of the last increments consumed are equal.
Everybody, consciously or unconsciously, employs
his income according to this law.

Two fundamental principles may be deduced con-
cerning the order and quantities in which goods
will be consumed : (1) We shall first procure goods
which yicld the greatest surplus of utility over cost.
(2) We shall endeavour to reach a maximum ot
gratification by making the final utilities of the
last increments of all commodities as nearly equal
as possible.

Some authorities deny that it is possible to
express such subjective matters as desire and utility
in quantitative terms. Moreover, men are not so
much creatures of reason as of habit and impulse.

207
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Wants are often aroused by advertisements and
show-windows.

Yet it must be pointed out that there is a striking
uniformity in the habits of consumption of large
classes of people., The inferences drawn by Dr.
Engel are as follows :—

(1) As the income of a family increases, a smaller
percentage is spent on food, while the percentage
of expenditure for clothing, rent, fuel, and light is
nearly the same.

(2) A constantly growing percentage is expended
for education, health, recreation, &c., as the income
increases.

It must not be supposed that consumption
necessarily implies des*ruction. On the other hand,
we must not confound consumption with production.
The consumption of raw materials involved in pro-
duction 1is generally designated reproductive con-
sumption to distinguish it from that which serves
for the direct satisfaction of our wants, and which
is called unproductive consumption. But only the
latter is consumption proper, and the term should
be confined to it.

Consumption is of two kinds :—

First, it is direct or immediate. It satisfies
present wants and is effected by spending.

Secondly, it is postponed. It is intended to
provide for future wants, and this is done by
saving.

We shall examine both these presently. But
before doing so, we must say a word about another
celebrated problem due to the circumstance that the
need of food involves the destruction of wealth.
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II. Whether Production will always keep Pace with
Consumption

Malthus affirmed that fthe population tends to
increase more rapidly than the means of subsistence.
tHe declared that production would always lag
behind the demands of consumption. In an illustra-
tion he says that the population increases in a
geometrical  progression, while the food supply
increases  in an arithmetical progression.  The
equilibrium could be brought about only by a
frequent reduction of population, effected by means
ot wars, epidemics, famines, &c. To make these
immediate  checks upon population unnecessary
Malthus recommends a moral restraint.

A century has elapsed since the publication of
this remarkable doctrine, and experience has not
yet justified the prophecies of its author. To-day
our principal anxiety is of quite the inverse nature.
All speculations concerning the economic future of
mankind can have little scientific value. Yet the
following considerations may be noted :—

(1) The Dbirth-rate tends to decrease with the
growth of prosperity.

(2) The birth-rate is lower in democratic com-
munities than in others.

(3) It is reasonable to hope that the fecundity
of the human race will diminish in proportion
to the moral and intellectual development of
individuals.

14



CHAPTER I—-SPENDING

I. Whether Spending helps Business

CERTAINLY money that is spent benefits those
who receive it. It enables them to continue and
expand their business. But we are mistaken when
we believe :— '

(1) That because spending encourages produc-
tion, spending is more useful than saving. Money
that is saved is always ultimately spent for some
purpose. Instead of being spent by its owner, it
is perhaps spent by the borrowers. Such a
fallacy is due to the fact that consumption is the
purpose of production. When men cease to con-
sume they will cease to produce. But to argue,
therefore, that consumption is the efficient cause
of production is an absurdity.

(2) That spending is always an advantage, even
though it involve the useless destruction of wealth.
This popular misconception is defended by the
assertion that the necessity of replacing the wealth
destroyed furnishes additional work for labourers
and capitalists. But the money would have been
used, in any case. If the argument is based
on sound reasoning, we must regret that things are
not destroyed ten times as quickly and easily as
they are.

II. Luxury

In its ordinary use the word /luxury means the
gratification of a superfluous want. This definition

210
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does not imply the condemnation of luxury. When
it degenerates into wastefulness it is condemnable.
Public opinion measures wastefulness by the amount
spent. The sole criterion of society is not the
amount spent but the quantity of wealth or labour
consumed in the satisfaction of a given want. The
desire for flowers is certainly a luxury, but it is a
charming, eclevating luxury. When, however, we
decorate our drawing-rooms with orchids brought
from distant lands at the expense of hundreds of
pounds, and perhaps at the cost of human life, this
kind of lusury falls under the second definition.
The consumer of the luxury does not contribute to
social progress. It must not be supposed that the
deplorable effects of this kind of luxury are imput-
able only to the rich. The sums that the poor spend
daily tor drink amount to much more than the value
of the pearl which Cleopatra threw into her wine-cup.

III. Consumers’ Associations

There are various devices for lowering the
expenditure without reducing the quantity or lower-
ing the quality of the objects consumed. The
following are some of them : —

(1) The common household. Grouping several
families together effects a great saving, but unfortu-
nately it destroys home life.

(2) Puarchase in common. Many advantages of
living together may be realized by co-operative
associations in which a number of persons unite
to make their purchases jointly. More than one-
fifth of the whole British population now purchases
its ,goods in part or entirely at the stores of such
associations. Co-operative consumption (or, as it
is sometimes called, distributive co-operation) is
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carried on in many other countries, but on a smaller
scale than in Great Britain.

Most consumers’ associations are characterized by
these features : (1) sales for cash, (2) sales at
the customary retail price, (3) distribution of profits
among members according to the amount of pur-
chases, (4) the use of certain parts of the profits
for social and educational purposes.

The advantages of these associations are as
tollows :—

(1) An economy in the cost of living.

(2) A check on the adulteration of goods.

(3) Abolition of advertising.

Should this movement continue to develop in
future, the tollowing will be its ultimate effects -

(1) The elimination of business intermediaries.

(2) A decrease in the number of individual con-
cerns to the extent that these societies devote them-
selves to production.

(3) A decrease in the number of large fortunes,
and an increase in the number of small ones,

(4) The perfect adjustment of production and
distribution and the suppression of crises.

IV. The Cost of Housing

In modern times the economic conditions of life
compel men to agglomerate in large cities.  This
tendency toward centralization has caused a steady
increase in the rent of houses. Cheap and rapid
local transportation has a tendency, however, to lead
people to choose homes in the suburban districts.
Meanwhile, another remedy consists in the construc-
tion of houses built to be rented to workmen. This
can be brought about in various ways.
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Y. Absenteeism

The term absentecism is used to designate the
custom among wealthy property-owners of living
abroad, or at least away from their estates. From
the moral point of view, it is severely condemned.
As regards landed proprietors, the condemnation is
well founded. Their social function cannot properly
be performed by proxy. In the case of capitaiists
it is otherwise. .\ certain degree of cosmopolitanism
is quite useful in helping them to invest money
most intelligently.

From the purely economic point of view
absenteeism is condemned because the man who
spends his money away from home does not enable
his ncighbours to profit by his expenditure, but helps
strangers to profit thereby.



CHAPTER II—-SAVING

I. The Conditions Necessary for Saving

SAVING is really postponed consumption. In
ordinary speech saving 1is generally allied with
investment. But the two acts are entirely distinct.
Several conditions must be fulfilled before saving
can take place.

(1) As a subjective condition to saving there
must be a certain degree of foresight.

(2) As an objective condition to saving, it must
be possible to preserve the commodity saved. The
invention of money facilitated saving and made
possible the marvellous enterprises of modern times.

(3) Before a man can save, his labour must yicld
more than the necessaries of life.

(4) There must be institutions for facilitating
saving. Modern society has created various such
institutions.

II. Institutions to Facilitate Saving

(1) The best known of these institutions are
savings-banks.

(2) Mutual provident societies consist of persons
paying monthly dues; at the end of a certain
period the accumulated capital is divided among
the members.

(3) Consumers’ co-operative societies. These
societies make saving automatic and unconscious.

(4) Co-operative credit socicties, which are
214
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simply popular banks, serve quite as well for saving
money as for lending it.

III. The Social Utility of Saving

Saving possesses as a whole the same utility for
society as for individuals: it provides for future
wants. No progressive nation can do without it.
It is the duty of all those who can save, to do so.
Particularly it devolves upon the rich to save because
they can do it most readily. The advice to the
poor to save is not always justified. Whenever
saving involves a curtailment of the necessary wants
of men, the effect is rather bad than good. Use
of alcohol and tobacco, to be sure, should be dis-
couraged, as the sums used for these purposes
could be better employed.

Much the same advice may be glven to the rich.
It should be remembered, moreover, that apart from
personal expenditures there are other :ocially impor-
tant and useful ways of spending money.

IV. Investment

Investment presupposes saving. But saving and
investing are quite distinct. To save is to post-
pone consumption. To invest is to transfer to
another one's power to consume. Investment is
not an act of consumption, but of production.

There was a time when investment was difficult
for two reasons :—

(1) Becausc there was no opportunity to invest.

(2) Because there was no security.

The social usefulness of investment is incontest-
able. Yet the man who invests is sometimes quite
as much the object of popular animadversion as
the man who hoards.






INDEX

A

PAGE
Absenteeism . 213
Abstinence 43, 182
Abundance .49
Accidents 45, 176
Adulteration 32,72, 212
Advertising . 71,72, 212
Agriculture "9, 33, 58, 104, 105
American Federation of Labour . . . 173
Anarchism ., . . . . . . 13, x4(), 150
Apprenticeship
Arbitration . . . . . . . . 75
Aristotle . . . . . . . . . 6; 181, 183
Association 18, 54 ff
Austrian school 12, 207

B

Balancce of accounts . 100ff
Balance of trade . 100 ff
Bank-notes . 122 123, 127, 131 ff
Bank of England 135, 136
Bank of France 136, 137
Banks 119 ff, 130 f{f
Banks, bavmgs . . . . . . . 214
Banks of United States . . . . . . . 133, 134
Barter . . . . . . . . 73, 98
Bastiat . . . . . . . . . . 37, §7
Bentham . . . . . . . . . . 184
Bills of credit . . . . . . . . 9§
Bills of exchange . . . . . . | 96, 97, 118
Bimetallism . . . . . . . 84 ff
Biologico-sociological school - . . . . . .12
Birth-rate . . . . . . . . . 146, 209
Bismarck . . , 107



218

PAGR

Boehm-Bawerk 182
Bond-deposit system 133
Book credits . 97
Brassage . 82
Building associations 130
Capital - 26, 37, 381f, 46, 49, 55, 155, 157, 162, 180 ff, 184 ff
199 ff, 205

Capitalism )

Carey . 10
Catholic social reform 17, 179
Cheques . . 08
Child labour . 169 ff
Christian social reforin . S &
Cities . 212
Clark, J. B. . 167
Classical economics 26, 139, 180
Clearing-house 93
Clipping . 76
Cobden 107
Coinage, free . 82
Coinage, gratuitous . . 82
Coins . 76 ff, 81 ff

Colbert
Collectivism
Colonial markets
Commerce
Communism
Competition
Conciliation
Conquest
Consumption .
Contract

Contractual system .

Co-operation

Corporative econom

Cost

Cost of productxon '

Credit
Crime
Crises
Cromwell

Customs dutie§

glff 68- 131, 13

17, 18 54, 72, 130 155, 179, 205, 206 21.1 214

- 107
14 s,, 57, 151 ff 178, 203

. 64
2(), 64.71 100, 113
14, 142 150
8ff, 201
175
- 194

40, 2o7ff 211, 214
. . 5435
115

44
. 21 68
68, 190, 201

89, 117 ff, 128 ff, 184

145
45 ff 127,212
.. 107

107, IIA’



Index 219

D
PAGE
Demand and 5upply . . . . . . . 46, 66, 69
Dependents . . . . . . . 145, 146, 147
Deposits . . . . . . . . . 119, 121
Depreciation of momy . . . . . . . .91
Desirability . . . . . . . . . 21 69
Diminishing returns . . . . . 32, 33
Discount . . . . . . . 117ff 120, 127, 128
Distribution . . . . . . . r§8ff 148, 212
Dividends . . . . . . . 187
Division of labour . . . . . . . 5off
Domestic Economy . . . . . . . . 44
Drafts . . . . . .
Duties . . . . . . . . . . 11§
Dynamic socetics . . . . . . S §
1)
Economics, object of . . . . . . . 8
Economics, rise of . . . . . . . off
Economics, scope of . . . . . 8
Employee and emplO\ er . . . . . 17, 45
Employers . . . . . . 54, 159, 176
Engel, Dr. . . . . . . 208
Entrepreneur . . . . . . . 157, 172, 199 ff
Environment . . . . . . . . .32
Equal sharing . . . . . . . 148 ff
Exchange . . . . . 64 ft
Expenditure, famxly . . . . . . . 208
Expermment . . . . . . . . .11
Exploitation theorv . . . . . . 182
Exports . . . . . . . . . Iooff 103 ff
F
Fabian Society . . . . . . . . . 152
Factors of production . . . . . . . . 26
Factory laws . . . . . . . . . . 159
Factory system . . . . . . . . .45
Fair wages . . . . . . . . . 179
Fair trade . . . . . . . . 115
Family . . . . . . . . . 17, 194, 211
Family economy . . . . . . . . . 4§
Farmers' associations . . . . . . . .
Female labour e e . 170 ff

Fermage, . e e e . . 195



220

Fertility .

Final utihity

Food

Fourier

Free banks

Free contract .
Free trade

French Revolutlon

George, Henry .
German labour laws

Gift

Gold

Government mtu ventlon
Gresham'’s Law

Gulds

Historical school
Hoarding

Holidays

Home economy
Homestead Laws

Hours of labour

Houses .
Household commumty .
Housing .

Idleness .

Imports .
Improvidence

Incomes . .

Index numbers
Indolence .
Inductive method .
Inheritance

Instruments of produchon
Insurance, social
Interest .

Invention . .
Investment . . .

Index

PAGE

. » 103

22, 66, 1 6 207

. 19, 208 209
1,, 30, 148 150, 155
. .131
138

112, 113

47

G

. 197
176, 177
.14
. 84 ff
13. 15

. 8aff

44, 64, 159

. 10
83, 215

. 3r

44

. 129

31 61, 169
. 34
211

212

. 143 ff

100 ff, 103 {f

. 146

l42 143, 149, 157
79

143

. 141 150 ff, 198

14, 26, 151 ff

. 147, 176, 177
. 101, 117, 157, 1801t
. . 28, 199, 200
. . 218



Jevons

Index

221
J
PAGE
75
L

Labour 22 {f, 26, 271f, 30, 4,,()8 159([ 1()-,, 1(»91& 178 192, 201 ff

Labour co- p\lln(l\hlp 205
Labour organizations 172 173
Labour insurance 176, 177
Labour laws 10, 54, 159
Labour theories of mterest . .oaB2
Lassez faiie 13, 16, 107
Land . 20, 32 Af, 190 ff, 201
Land as property 140, 191 ff
Land-rent 189 ff
Large scale pmdugtmn . . 501f
Lassalle . 15, 163
Latin Union 86
Law . 39
Laws in economics . . 3
Legal tender 81, 84, 92, 93
Leroy-Beauheu 190, 204
Laberal school 13, 173
List . . 108
Loans x17,x4x 133, 184
Luxury 210, 211
M

Machinery 34 f, 61, 62, 64
Malthus . 10, 140, 102, 209
Manufactue . . .45
Markets . 44 45, 60, 64 tf
Markets, law of 50, 51
Marx, Karl rg 30, 57, 148 1:,2 1\4, ho 183, 201
Menger . . 182
Mercantilism . 9, 106
Merchants 71,72
Mill, J. S, 103
hqonuv *},45,49,30,,1 /4th lﬂ ff, 144,181 5 ~|4
Monoinetallism . 8at
Monopoly 52, 53, 200
Moral restraint . . 209
Mortgages 128
Motive forces .

1.futual societies

%3 34
. 214



222

National banks
Nationalism

Nationalization of Lmd

Natural law
Nature
Normal value .

Occupancy
Optimism
Owen, Robert .
Overproduction

Pain and labour
Paper money
Patten, S. N.
Pauperism
Pedlars

People’s banks
Physiocrats
Piece-wages
Pleasure and pain .
Pools .
Population
Premium on gold

Premiums to producers .

Prescription
Price

Price statistics.
Production
Productivity thcox)
Professions
Profits
Profit-sharing
Progress .
Promissory notes
Property .
Protection

Protestant social ref orm'

Purchase
Pure economics

Index

N
PAGE
134 ff
. 15
196, 197
8, 13, 15, 16
32 ft, 38
46

140
13

. ISS
35, 48 1t

l)
30, 31
83, 89 ft
111, 112
143
71
. . 130
9, 10, 29, 69
. . 178
21
. 5I
;2 146 193, 209
94
114
. 140
24, 6-,tf 78 1f 88 94, 95, 128 190, Igl
. 167
26 ft 38 tf 159, 163, 180 ff
. . 165, 182

30
32 157, l8l 184, 199ff 212
. 203 ff
- 37
. sz}
14, 15, 140 ff, 132 tt 180, 192
. Ioéff 114 ff
.17
73, 211, 212

7



Quesnay .

Railroads
Rate of exchange

Ratio of gold and silver

Realistic school
Reciprocity
Rent .
Reserve .
Ricardo .

Right to existence

Right to relief
Right to work .
Roads .

Safety-fund system .

Saint-Simon

Sale

Saving

Say, J. B.
Seigniorage
Senior

Services .
Shares of s(OLk
Shopkeepers
Silver

Single tax system
Slavery

Smith, Adam
Social democracy
Social economics
Socialism
Solidarity
Speculation
Spending

State socialism
Static societies
Stock companies
Strikes

Subdivision of land

Superintendence

Index 223

PAGE

. 5
. I41, 189ff 201
120 ff, 12
10, 164 189
- 145
145, 146
. 146
64, 73

S

. 133
15, 150

- 73

43, 146 1:,4, 208 214, 215
10, 12, 50, 104, 182, 189

. . . . 8

182

30
187

.71
. 84ff
. 196, 197
- 44) 54, 140, 158
10, 23, 29, 65, 92
. 15

14, 15, 142, 144 1t, 201, 204
. 1,, 18, 146 155
200

208 211 ff

. 15, 16, 53

. IIX

202 203, 200

169, 173, 17

- 197, 19
28, 200



224

Sweating system
Syndicates, agr icultural .

Tariff

Tenant system
Thiers
Thornton
Thuenen, von .
Time

Token mouney
Trade .
Trades unions
‘I'ransportation
Treasury notes
Treaties of commerce
Truck system .
Trusts

Turgot

Unearned increment
Use theory of interest
Utility .

Value

Wage-earners
Wages

Walker

Wants

Wealth

Working classes
Workshop economy

PAGE
46
72

. . . 11§

. . . 195

. . . . . . . 107
“ . . . . . . 163
. . . . . 166
31 33, 183

29, 44, 7[ ff, Ioolt xo3h
172tt 206

29, 100

- 95

115, 116

. 160

. 51,53, 50

g,

U

18

19, 21, 22, ()6 207

. 20, 21, 46, 65 ff, 154, 207

W

. 57,159 ff

54, 8o, 157ff 177 ﬁ 201, 204, 206
. . 165, 166

18 19, 77, 207, 210

19. 20, 40, 43: 142, 143, 149

. . 150

45

UNWIN BROTHERS, LIMITED, THE GRESHAM PRESS, WOKING AND LONDON.












	00000001.tif
	00000002.tif
	00000003.tif
	00000004.tif
	00000005.tif
	00000006.tif
	00000007.tif
	00000008.tif
	00000009.tif
	00000010.tif
	00000011.tif
	00000012.tif
	00000013.tif
	00000014.tif
	00000015.tif
	00000016.tif
	00000017.tif
	00000018.tif
	00000019.tif
	00000020.tif
	00000021.tif
	00000022.tif
	00000023.tif
	00000024.tif
	00000025.tif
	00000026.tif
	00000027.tif
	00000028.tif
	00000029.tif
	00000030.tif
	00000031.tif
	00000032.tif
	00000033.tif
	00000034.tif
	00000035.tif
	00000036.tif
	00000037.tif
	00000038.tif
	00000039.tif
	00000040.tif
	00000041.tif
	00000042.tif
	00000043.tif
	00000044.tif
	00000045.tif
	00000046.tif
	00000047.tif
	00000048.tif
	00000049.tif
	00000050.tif
	00000051.tif
	00000052.tif
	00000053.tif
	00000054.tif
	00000055.tif
	00000056.tif
	00000057.tif
	00000058.tif
	00000059.tif
	00000060.tif
	00000061.tif
	00000062.tif
	00000063.tif
	00000064.tif
	00000065.tif
	00000066.tif
	00000067.tif
	00000068.tif
	00000069.tif
	00000070.tif
	00000071.tif
	00000072.tif
	00000073.tif
	00000074.tif
	00000075.tif
	00000076.tif
	00000077.tif
	00000078.tif
	00000079.tif
	00000080.tif
	00000081.tif
	00000082.tif
	00000083.tif
	00000084.tif
	00000085.tif
	00000086.tif
	00000087.tif
	00000088.tif
	00000089.tif
	00000090.tif
	00000091.tif
	00000092.tif
	00000093.tif
	00000094.tif
	00000095.tif
	00000096.tif
	00000097.tif
	00000098.tif
	00000099.tif
	00000100.tif
	00000101.tif
	00000102.tif
	00000103.tif
	00000104.tif
	00000105.tif
	00000106.tif
	00000107.tif
	00000108.tif
	00000109.tif
	00000110.tif
	00000111.tif
	00000112.tif
	00000113.tif
	00000114.tif
	00000115.tif
	00000116.tif
	00000117.tif
	00000118.tif
	00000119.tif
	00000120.tif
	00000121.tif
	00000122.tif
	00000123.tif
	00000124.tif
	00000125.tif
	00000126.tif
	00000127.tif
	00000128.tif
	00000129.tif
	00000130.tif
	00000131.tif
	00000132.tif
	00000133.tif
	00000134.tif
	00000135.tif
	00000136.tif
	00000137.tif
	00000138.tif
	00000139.tif
	00000140.tif
	00000141.tif
	00000142.tif
	00000143.tif
	00000144.tif
	00000145.tif
	00000146.tif
	00000147.tif
	00000148.tif
	00000149.tif
	00000150.tif
	00000151.tif
	00000152.tif
	00000153.tif
	00000154.tif
	00000155.tif
	00000156.tif
	00000157.tif
	00000158.tif
	00000159.tif
	00000160.tif
	00000161.tif
	00000162.tif
	00000163.tif
	00000164.tif
	00000165.tif
	00000166.tif
	00000167.tif
	00000168.tif
	00000169.tif
	00000170.tif
	00000171.tif
	00000172.tif
	00000173.tif
	00000174.tif
	00000175.tif
	00000176.tif
	00000177.tif
	00000178.tif
	00000179.tif
	00000180.tif
	00000181.tif
	00000182.tif
	00000183.tif
	00000184.tif
	00000185.tif
	00000186.tif
	00000187.tif
	00000188.tif
	00000189.tif
	00000190.tif
	00000191.tif
	00000192.tif
	00000193.tif
	00000194.tif
	00000195.tif
	00000196.tif
	00000197.tif
	00000198.tif
	00000199.tif
	00000200.tif
	00000201.tif
	00000202.tif
	00000203.tif
	00000204.tif
	00000205.tif
	00000206.tif
	00000207.tif
	00000208.tif
	00000209.tif
	00000210.tif
	00000211.tif
	00000212.tif
	00000213.tif
	00000214.tif
	00000215.tif
	00000216.tif
	00000217.tif
	00000218.tif
	00000219.tif
	00000220.tif
	00000221.tif
	00000222.tif
	00000223.tif
	00000224.tif
	00000225.tif
	00000226.tif
	00000227.tif
	00000228.tif
	00000229.tif

