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PREFACE

AN apology is needed for adding another to the large
number of books that attempt to deal with the whole
subject- matter of Economics in a single volume. I offer
two pleas in extenuation. The first is that nearly all
existing introductions to the subject are intended primarily
for the University student. The pious wish is generally
expressed that they may be of use also to the general
reader; but the general reader’s special needs and oppor-
tunities are scldom borne in mind. His needs are different,
inasmuch as he has not the guidance of a teacher and the
leisure of the student ; on the other hand, his opportunities
are some compensation for these disadvantages, since he
has usually a practical interest in the economic system and
an experience of its working, which the academic student
lacks. It scemed, therefore, worth while to try to do for
the economic organisation as a whole what Bagehot and
Mr. Hartley Withers have done for a part of it, the credit
system—to explain the principles of its construction and
working in the language of ordinary life, and with reference
to the experience and interests of the ordinary man. While
it would need a Bagehot to succeed, I hope that the mere
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viii ECONOMICS

attempt will have done something to make it easier for
the general reader to ptrceive the bearing of economic
studies on the political and social problems in which he is
interested.

My second plea’ is that existing introductions to
Economics give the student too little help in applying its
conclusions, since they give too little attention to the most
interesting and important part of the subject, that, namely,
where it borders on the allied studies of Politics and Ethics.
The instinct which leads the working-man in discussions
on economic questions to return constantly to the ethical
aspect of them is a sound one, and Economics will gain
rather than lose in authority by discarding its Mid-Victorian
pose of the one and only science of society. No study of
Economics, therefore, it seems to me, is worth making
which does not include some consideration of the relation
of the economic organisation to political and ethical aims
and standards; which does not, in other words, indicate
what light Economics can throw on Ruskin’s question,
“ What is Wealth 2’ Hitherto economists have tended
to confine themselves to explaining how the economic
organisation works, postponing indefinitely the considera-
tion of its political and ethical aspects ; moralists, on the
other hand, have applied their rules to the criticism of the
economic organisation without taking too much trouble to
understand it first. The chapters of my book, therefore,
dealing with the political and ethical aspects of the economic
organisation, which to some may seem irrelevant, seem to
me to deal, however inadequately, with the most important
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section of economic studies; at the same time I hope that
any moralist who may take up. the book will read the
first nineteen chapters first.

I am conscious that my fitst plea has lost much of its
force by the publication of Dr. Cannan’s Wealth, and my
second by that of Mr. J. A. Hobson’s Work and Wealth.
Unfortunately for me, I did not know that these books
were being written ; they were not published until this
book was almost completed, and I did not read them until
it was quite completed. I trust that the importance of
the subjects, and the differences in my treatment of them,
will be considered sufficient to justify another book.

I wish to acknowledge my debt to previous writers.
If I do not go beyond a general acknowledgment, it is due
not to any wish to conceal an obligation, but solely to the
impossibility, after seven years of teaching, of tracing to
their sources all conceptions and arguments that I owe to
other writers. It is casier to assess one’s indebtedness to
friends. DProfessor D. H. Macgregor has helped me with
many difficulties. Mr. R. H. Tawney and Mr. G. H.
Thompson recad my first draft of Chapters II. to VI. and
XII. and XIII., and helped me with their criticisms and
suggestions. Mr. H. Sanderson Furniss read the whole
of my manuscript with a care for which I cannot thank
him sufficiently, and enabled me to remove a great many
obscurities, errors, and other imperfections. My wife
performed a similar service while the book was being
written, and Mr. A. E. Zimmern when it was in proof. My
thanks are due to the Tutorial Classes Committee of the
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University of Oxford for relieving me of lecturing work,
and so enabling me to gi've the book the revision for which
it had been waiting a year. And I thank, though they are
too numerous to mention by name, all the members of my
classes, who have ailowed me to draw on their wide and
diverse industrial experience, and have helped me with
their criticisms of the views, my own and other people’s,

that I have put before them.
H. C
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CHAPTER 1
INTRODUCTORY

I

The Scope and Subject-matter of Economucs

Ecovowmics is the study of business in its social aspect ;
the word “ business ”” being used in its broadest sense, to
cover all lawful ways of making a living. It will help us
to reach a clear understanding of the scope and objects of
the study if we take an example of the simplest kind of
business transaction, and remind ourselves of the social
arrangements which make the transaction possible.

We will take the purchase of a woollen shirt, the price of
which is ten shillings. We notice first of all that it is not
made in the home, as it would have been a couple of genera-
tions ago ; it is less trouble to buy it from an outfitter. The
outfitter did not make it; he bought his stock of shirts
from a shirt manufacturer, or possibly from a warehouse-
man who bought them from a manufacturer. When we
say the shirt manufacturer ‘ made” the shirts, however.
we do not mean that he made the material of which the
shirts are made ; he may have done so, but more probably
his business was confined to ‘ making up ”” material which
he bought from a piece-merchant or flannel manufacturer.

E 1 B



2 ECONOMICS CHAF.

From other merchants or manufacturers he would buy
the thread, buttons, and material for collar-bands. The
flannel manufacturer would use several kinds of yarn in
making his flannel, and each of these yarns would be spun
from several kinds of wool. The origin ot the shirt, then,
which we obtained by the simple process of handing a ten-
shilling piece over a counter, is to be sought on the York-
shire hills, the Murray River sheep-runs and the South
American plains, where the wools were grown, in the cotton
plantations of the United States which supplied the raw
material for the thread and collar-band, and in Birmingham
where the buttons were made. In the course of its journcy
from the sheep’s back to ours, the wool has probably
travelled through three or four factories, through a dozen
middlemen’s hands and half round the globe. It is one
item in the output of an organisation, the woollen industry,
the ramifications of which reach most parts of the civilised
world.

The woollen industry was not the only organisation
involved in the production of the shirt, and necessary to
its production on the modern system. Each of the factories
through which the material passed required for its work
on the material many machines, which in their turn required
power to drive them. Several branches of the machinery
and engineering industries were therefore involved in the
making of this shirt ; so were the iron and steel industries,
which supplied the material of these machines; so were
the oil and leather industries, since they supplied subsidiary
materials. The coal industry was involved. because coal
is the chief source of power; the building trades, because
modern factories and warehouses have to be built specially
for their work. The more important forms of transport
were all of them employed in the making of this shirt.
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since its materials came from so,many different quarters,
and were shaped and put together in so many different
places. The credit system was probably involved, since
some of the firms that handled it would be dependent on
assistance from banks to carry on their business, and the
movement of raw materials is very largely financed by bills
of exchange. It would hardly be too much to say that the
apparently simple transaction of purchasing a shirt was
the completion of a process in which the modern economic
system as a whole was involved.

Moreover, when we spoke of the parts of that system,
manufacturers and merchants, transport agencies and the
credit system, we were referring summarily and simply to
things which in themselves are complex. The flannel manu-
facturer employs eleven or twelve different kinds of worker
in four departments, even if he neither spins his own yarn
nor dyes his own pieces ; the clothier employs ten different
kinds of worker on three or more different machines in five
or more departments; transport agencies vary from the
country carrier with a horse and cart to railway companies
with 70,000 employees and £100,000,000 capital ; even the
merchant, who employs directly only half a dozen clerks in
a modest office, may be the meeting-point and support
of a network of trade connexions covering a continent ;
even the outfitter's business requires an expert. The
shirt. then, which we purchase with so little thought, is a
product cf the most complicated piece of social organisa-
tion that mankind has yet devised. Our attempt to get
behind the superficial simplicity of our business transactions
has entangled us in a labyrinth, the paths of which lead
into every social class, and has involved us in a study of a
large part of the activities of the human race.

This system of social arrangements, the existence of
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which is revealed by the analysis of any business trans-
action, is the subject-matter of Economics ; it is the object
of Economics to explain the arrangements in detail and to
show how the system works. The example we have taken
(and any other would have served as well) justifies the use
of the word *‘ system.” At first sight the business world
offers a spectacle of confus on rather than order. We
found however that things did not happen anyhow. The
materials of which our shirt was made could not have found
their way from the place of origin, through all the processes
of manufacture, to the outfitter’s by accident. There was
order in the process : the outfitter’s shop, the shirt-maker
and the other firms concerned were parts of a working
system ; our transaction was one of millions which depend
on one another. Our glimpse of the working of the system
gave the impression of a great automatic machine. The
gystem is not a system like the political system, which has
8 sovereign directing authority. It is not the work of a
single brain or the embodiment of a single purpose ; it is a
spontaneous organisation, the outcome of actions which
were not consciously directed to establishing or maintaining
it. Hence, although we are parts of it, we can study it
objectively, like a piece of external nature, and search for
the principles of its structure and working as the physi-
ologist searches for the principles of 4he structure and
working of the human body. What points of contact this
economic order has with the political order, and how far it
harmonises with the moral order, are questions we can ask
when we have examined it and ascertained its principles.
The example we took will illustrate also the interest and
importance of Economics. Why was the shirt ten shillings?
Why did the outfitter charge us no more ? How is it that
we could not get it for less? Who gets our ten shillings
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and all the other shillings paid for shirts ? In what pro-
portions is the price divided among the different firms
which handled the goods ? and, within each firm, between
operatives and employers ? On what principle does this
division take place ¢ These are questions which every one
tries to answer at some time or other, and Economics is
only a systematic attempt to answer these and related
questions. How do the many firms which contribute to
the making of the shirt manage to carry on between the
time when they incur the expense of making the shirt and
the time when the user pays for it ¢ How are payments
made in America and Australia for goods sent to England,
and what difference would a protective duty on all imports
into England make on the course of trade ? What would
be the effect on the price of shirts of a rise in wages, or a
new tax on profits or rents ¢ What would be the effect of
extending the Trade Boards (Minimum Wage) Act to cover
all the industries concerned in the making of a shirt ¢ or of
the formation of a * combine ” of shirt-makers or flannel
manufacturers # Is a ‘ combine ” probable in either of
those industries ? Under what conditions is an industry
likely to be * trustified ” ?  These are less obvious problems
which our example presents—less obvious, but still the
kind of questions that the investor, the trade union official,
and every citizen who uses his vote intelligently is con-
stantly being called upon to face; and all of them fall
within one or other of the more important sections of
Economics.

The system works; and even if we take its working
for granted without enquiring how it works, its defects
compel study. Unemployment, speculative gambling,
waste and poverty, are results of it obvious to the most
superficial observer. Are these evils inevitable ¥ If they
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are, what advantages dees the system offer to counter-
balance them ? if not, why are they there # Above all,
what is one’s personal responsibility in the face of these
evils ¥ Economics is the systematic study of these questions.
Some study of Economics is at once a practical necessity
and a moral obligation. And as a matter of fact everybody
makes some such study, everybody at some time or other
is a student of Economics, an economist ; like M. Jourdain,
who was surprised to learn that he spoke prose, the general
reader may not have realised that he was an economist.

II
Relation of Economic Study to Business Experience

Every one, then, makes some study, more or less casual
or systematic, of the subject-matter of Economics; and
every adult has one important qualification for such study,
namely experience. It is on the basis of their experience
of the present economic system that people form their
judgment on its problems; it is in their experience that
they find the materials for answering such questions as
arose from the example we took of an economic transaction.

Experience, however, while it is a qualification, and an
essential qualification, for the study of economic problems,
cannot be an adequate substitute for that specialised and
systematic study of them which constitutes the science of
Economics. It is easy to be familiar with a thing, and
even to work with it, without understanding it. The
engine-driver can do his work excellently without knowing
anything of the science of thermo-dynamics, and most of
us succeed in spending a lifetime with our bodies without
acquiring any considerable knowledge of the science of
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human physiology ; similarly a man may be a good business
man and yet a bad economist. The experience which any
one man, or even any one social class, gains of the economic
system in the course of everyday life and work is limited.
So far as it goes, it is a sound basis for economic judgments :
but a thorough practical acquaintance with banking would
not help a man much to understand the organisation of a
colliery, an intimate knowledge of the building trade would
not fit a man to understand, either in their private or their
social aspect, the operations of a Liverpool cotton-broker.
To find a secure basis for an understanding of the economio
system it is necessary to bring together the experiences of
all trades and occupations, of manual werker and industrial
organiser, of private industry and government service, of
housewife and producer; the experience of any individual
or class is too limited to give by itself anything but a
limited and partial insight into the system as a whole.

Moreover, the understanding of the system that a man
gains from the experience of being a part of it is more of
the nature of instinct than knowledge. It enables a man
to judge and act ; it does not enable him to explain always
how he judges and why he acts. If forced to give an ex-
planation, the explanation may be a wrong one; copy-
book maxims about industry and early rising have a
suspiciously large place in the explanations given by self-
made men of their success; luck and a lack of scruple,
though at least as important, are never mentioned. Thus
the experience of people actually engaged in industry has
to be subjected to their own reflection and studied from
outside, to be analysed, before it can add anything to the
body of knowledge which all may share who are willing to
study ; treated in that way it becomes the most valuable
of all sources of knowledge.
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Individual experience,is limited and unconscious; it
has to be supplemented by Economics for a more important
reason. Its point of view is that of the individual, the
point of view of Economics is that of society. Every
business transaction has more than one aspect. The indi-
viduals who are parties to it are interested chiefly in its
private aspect; Economics is concerned with its social
aspect, which may be a different thing. From the point
of view of the individual, profits are the difference between
his expenses and his receipts; from the point of view of
society, they are the incentive to, and the payment for,
organising work ; the individual is concerned only with
their amount, society with their origin and the extent to
whick they elicit and represent services to society. Specula-
tion, from the point of view of the individual, is the act of
buying at one time and selling at another, and is justified
if the selling price exceeds the buying price; from the
point of view of society, it is the process bywhich fluctuating
supplies are adjusted to a fluctuating demand, and is justi-
fied (or the reverse) by its influence on price fluctuations.
To the individual it may make little difference whether he
increases his profits by higher prices on a smaller output
or by a larger output at lower prices; society is keenly
interested to learn under what circumstances the former
method is likely to be adopted and undersvhat circumstances
the latter. There is the same difference between the two
views as there is between the view of a town which a man
gets from his street-door and the view he would get from
an air-ship, No one, unfortunately, can lift himself into a
position to take an “ air-ship ”” view of society ; so that the
economist, and other students of society, have to construct
their ¢ air-ship ”” view of society by collecting, comparing
and relating a large number of street-door views.
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Economics, we have said, is the study of business in s
soctal aspect, and the point of view is fundamental to the
study. Business in its private aspect is so much a matter of
personal character and accidental cirgumstances, that only
a very small part of it can be reduced to rule or stated
in systematic form. University courses and even degrees in
“Commerce ” can now be taken, but the study of Economics,
as defined above, can help the future business man only by
making him more interested in business and therefore more
likely to devote his undivided energies to it. From the point
of view of society’s interests, however, it is very desirable that
business men should study Economics, since it is to society’s
interest that they should reflect on and realise the social
offects of their private actions. For the same reason, that
the private and the social aspects of business are so often
different, a ““ government of business men *’—if the phrase is
intended to be understood in a narrow sense—would be a
bad government. It would apply to the work of govern-
ment standards and tests derived from private industry
that are not applicable to public services ; it might forget
that it often ‘ pays ”’ a government to run a public servioa
{such as sanitation or education) * at a loss.”

111
The Method of Economics

The study, then, of our subject-matter, in which every
one at some time or another engages, can be supplemented
with advantage by the specialised and systematic study of
it, which we call Economics. The latter grows out of the
former, the former is the best preparation for the latter.
And the method of the unconscious and unsystematic study

B2
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is the method, used deliberately and consciously, by which
the systematic study reaches its conclusions. That method
is—to reflect; to generalise on the basis of the known
facts; in the light of the generalisation to collect further
facts with which to test it ; and by this process of testing,
and by comparison with other generalisations reached by
the same process, to reach a generalisation which exactly
fits the facts. By this method any one who is forced by
circumstances to frame an answer to some economic
problem brings his experience and casually accumulated
knowledge to bear upon it; by this method Economics
seeks to reach and to state the principles of the present
economic system.

Economic Theory is the body of generalisations so
reached. The practical man is suspicious of * theory.”
His suspicion is justified, if “ theory " is used as a sub-
stitute for ascertainable facts. But generalisation, the
making of theories, is unavoidable. Facts do not explain
themselves. In some problems, the causes of trade fluctua-
tions for example, the multitude of facts is so great that we
cannot even begin to collect: them unless we collect on some
plan; we shall be overwhelmed if we do not take with us
to the facts some co-ordinating idea, in other words if we
do not frame a theory and take it to the facts to test it by
them. On some important questions we cannot hope to
enumerate all the ascertainable facts; if we wait to form
our judgment on the influences that fix wages until we
have examined all the ascertainable facts, we shall never
form a judgment, their number is so great. On other
problems some decision has to be reached for purposes
of action, although facts are scarce or unobtainable;
taxes are often based on theories which it has been
impossible to verify, the collection of the taxes sub-
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sequently eliciting the facts that are needed to verify the
theories. .

Again facts may be contradictory, at any rate on the
surface : it is a fact that the introduction of labour-saving
machinery has on many occasions displaced labour; it is
also a fact that the amount of labour-saving machinery in
use has steadily increased for generations without being
accompanied by any corresponding increase in the propor-
tion of the population unemployed. Or the facts may
bear more than one interpretation. There are several
conflicting theories of wages, all of them ‘‘ based on facts” :
for example, according to the theory on which English
Poor Law policy is based, any subsidy to the wage-earner
from the State will force wages down; according to the
theory on which the feeding of school-children and old
age pensions are based, State subsidies have no effect, or
only a negligible effect ; some facts can be found to support
either theory. On the same foundation of facts different
statesmen have based two entirely different fiscal policies
in regard to foreign trade. Facts are seldom simple and
usually complicated ; theoretical analysis is needed to
unravel the complications and interpret the facts before
we can understand them.

The practical man'’s objection to “ theory ” is a valuable
protest against hasty generalisation on an insufficient basis
of fact or on an inadequate survey of available facts. But
the opposition of * facts” and * theory ” is a false one;
their true relation is complementary. We cannot in prac-
tice consider a fact without relating it to other facts, and
the relation is a theory. Facts by themselves are dumb ;
before they will tell us anything we have to arrange them,
and the arrangement is a theory. Theory is simply the
unavoidable arrangement and interpretation of facts,
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which gives us generalisations on which we can argue and
act, in the place of a mass of disjointed particulars. What
we are seeking in our study of economic problems, whether
it is a conscious and systematic study or not, are principles.
We want to know What, in the operations we observe,
is the rule, what is the exception; why certain arrange-
ments are as they are, and what will happen if we change
them, Unrelated facts will not answer our questions;
we want chains of facts, regularities, relations of cause and
effect. We are seeking principles in order that we may
act on them, because the ultimate motive of economic
study is not curiosity, but the necessity to act, and rational
action must be based on some principle. All arguments are
based on principles, facts are of use only as they represent
or illustrate principles. Economics, therefore, in order to
liscover the principles on which the present system is
constructed and operates, surveys the facts of the system,
arranges them, analyses them, generalises on the basis of
them. Like every other science it advances by constantly
liscarding generalisations which newly discovered facts
have revealed as unsound or inadequate, and devising new
generalisations which will cover and explain the new facts,

Conscious and deliberate theorising is necessary, because
there is so much unconscious and haphazard theorising.
The man who opens a discussion by saying that he is
going to *“deal with facts not theories ” does not mean that
he is going to refrain from generalisation ; he usually means
that he wishes to confine attention to a few facts that
support his generalisation, and to ignore all facts that
conflict with it. The field of political controversy is strewn
with hasty generalisations treated as if they were estab-
lished truths, and used as the basis of argument. * Trade
follows the flag,” * Wages depend on the cost of living,”
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“The present competitive system,” are examples; and
even more insidious arp the theories of wages, profits,
value, exchange, on which people base their judgment of
economic problems without ever formulating them even to
themselves. The time-honoured “ Law of Supply and
Demand ” has been misused so long to justify quiescence
in the face of obvious evils that a natural reaction has led
to the view that it can be ignored.

One of the great difficulties of all study of which man
and his activities are the subject-matter is that the student,
being himself part of the subject-mnatter of the study, is likely
to be influenced in his judgmrents by assumptions, based on
interests and prejudices, of which he is unconscious. The
danger is particularly great in the study of the economic
system, and the most careful student can hardly hope to
attain a perfectly impartial judgment. It is doubly import-
ant, therefore, that economic theorising should be carried
on “ in the oper,” that the assumptions underlying economic
policies should be brought to light, and the ‘ views ” (or
unconscious theories) on which people in practice base
their judgment of problems of wages, prices and other
things, should be stated explicitly, in order that they may
be critically examined. If everybody is, as has been said,
an economist, certainly everybody has his own economic
theories ; if those theories are not formed by conscious
and deliberate study, they will be based on a limited
experience and on prejudices, interests, ideals, which mis-
lead the judgment just because they are unsuspected.
An incidental advantage of deliberate study is that it leads
people to define their terms. Such words as Wealth,
Value, Profits, Monopoly, Competition, Co-operation, can
be used in more than one sense each, and the different
senses are not distinguished clearly in ordinary conversa-
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tion. Economics, by confining each word to a single sense,
and defining that sense, makeg progress in argument
possible, and tends to prevent those lengthy controversies,
so frequent in politicg, which are lengthy only because the
parties to them mean different things by the same words.
The twofold difficulty of handling the multitude of
available facts and collecting additional facts, where relevant
and decisive information is not already available, has
produced a tendency to split up the subject-matter of
Economics into a large number of smaller studies. It has
been possible by so doing to utilise more fully the collections
of facts made by Governmert departments, royal com-
missions and private enquiries, to supplement them, and
8o to deal exhaustively with particular problems, such as
unempioyment and the minimum wage, or paiticular
developments of industrial structure, such as the trust
movzment and co-operation. Recent work in Economics
of this character has had an immediate influence on social
policy by indicating the need and method of particular
reforms. Such enquiries, however, are supplementary to
the study of the general characteristics of the economic
system ; they aid it, they do not make it unnecessary.
The different problems are interdependent, and can only
provisionally be treated as separate and independent.
Wages cannot be considered without some consideration of
profits and rent, combinations cannot be studied without
considering the nature and effects of competition; the
system of distribution is intimately bound up with the
system of production. The secondary and less obvious
results of changes, therefore, are often more important than
the immediate and obvious results; the reactions and
repercussions of a new invention, or a piece of social legisla
tion, or an innovation in business organisation, may spread
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far beyond the immediate objects to which it is directed.
The economic system, in fact, as our example showed,
operates as a unity, although its unity may be made up of
lesser unities ; and the relation of one part to another, the
bearing of one problem on another; and the secondary
effects of a limited reform can be understood only by
studying the system as a whole. Some such attempt to
understand the system as a whole is, as a matter of fact,
made by every one; society’s economic arrangements so
intimately affect the political organisation of society and
the moral life of the individual that it is hard to reach a
decision on any broad political or moral question without
incidentally judging the economic system.

The phrase, ‘ a science of Economics,” was used above.
The claim of Economics to that description has been dis-
puted. In the only sense of the word ‘ science,” however,
that matters—the study of a group of problems, in which
the solution of one assists in the solution of the others
(J. Cook Wilson)—any study of society proves that
Economics is a scicnce. The objection is sometimes made
that Economics cannot be a science because economists
disagree. But doctors disagree, and no one denies that
physiology and anatomy are sciences. There are disagree-
ments in every science, yet in every science the advantages
to be gained by specialised study have been proved by
experience. Adam Smith is regarded as the founder of
the science of Economics, because he perceived that there
was a connexion between different economic problems, and
at the same time that economic phenomena were largely
independent of the political arrangements with which, up
to his time, they were usually studied. He displayed more
clearly than had been done before the social co-operation
which results from the pursuit of their private interests by
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individuals, and so pointed the way to a specialised study
of business in its social aspect.

. v
The Limits of Economics

This separateness and independence of economic pheno-
mena must not be exaggerated. The immediate successors
of Adam Smith, under the influence of laissez-faire ideals,
did so exaggerate it, although Adam Smith himself put
forward his economics as part of a general study of moral
and political philosophy; itis well, therefore, to recognise at
the outset the limits of Economics, Economics is not a
complete philosophy of society ; it does not give a complete
account even of that part of human conduct which it studies.
The social relations to which business gives rise are the
subject-matter not only of Economics but also of the
science of Politics, the study of social action in general,
and of Ethics, the study of conduct in general. And
Economics is the subordinate study of the three, because
the probiems of social practice to which its study is directed
are seldom purely economic, and when it comes to action
the ethical aspect is always, and the political aspect is
usually, more important than the economic aspect. The
study of the economic element in social and political
problems is essential if they are to be solved, but few of
them can be decided by purely economic considerations
alone.

An example or two will illustrate the distinction. The
system of State regulation of industry and commerce
known as the Mercantile System was condemned by
Adam Smith, and shown by him to result in waste ; yet he
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describes a part of the system, the Navigation Acts, as the
wisest of all our commercial regulations, because he attri-
buted English naval power to them and considered that
the political principle that defence is more important than
opulence overrode the economic consideration of waste.
So an Englishman to-day might support Protection and
Imperial Preference on purely economic grounds, thinking
that such a policy would strengthen and increase British
trade ; but he might advocate the same policy, while
believing that it would result in a net loss of wealth to the
country, on the ground that it would knit together the
different parts of the Kmpire, and that such a political end
was worth some economic sacrifice. A man may be a socialist
on purely economic grounds, believing that an extension
of State ownership would result in cheaper and better
supplies ; but he may believe that State ownership would
result in some waste, and still advocate its extension on
the political ground that so important an influence on life
as the supply of the means of life should be democratically
controlled, or on the ethical ground that competition as 1t
works at present is immoral. So, again, a legal minimum
wage, the public provision of better housing, or improved
free educaticn may be advocated on the economic ground
that they would increase efficiency and, in the long run,
more than pay for themselves; or on the ethical ground
that society can afford them and ought to provide them,
whether the result be economic loss or gain.

Or we may put the relation between Economics and
Politics and Ethics in another way. In every problem
there are two questions—What is ¢ and What ought to be ¢
The problem can be dealt with only when both are answered.
Kconomics is concerned chiefly with the first ; the second is
(or should be) decided rather by a consideration of the
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political and ethical aspects of the problem, because our
political and ethical opinions give us the ends of our actions.
Where on political or ethical grounds two or more alterna-
tives are admissible, then the economic end of cheapness, a
maximum return for a minimum of expenditure, may decide.
In practice society does not accept this principle in its full
rigour, but compromises between its ideals and cheapness ;
in democratic countries we rest content with an oligarchic
organisation of industry for fear of * drying up the springs
of wealth,” and in Christian countries we apply the doctrine
of brotherly love to economic relations only within limits,
for fear of being forced ourselves to rely for a livelihood
on the brotherly love of others.

It should be noted that the object of Economics is not
the advocacy of the present or of any other economic system,
but explanation solely. In explaining, for example, that
competition is the chief force controlling industry in the
social interest, the economist is not saying that it ought
to be, or that it is an ideal method of control. Explanation
is not justification, a trath which the classical economists,
in the excitement of discovering how the economic system
worked, tended to forget.

Not only is Economics a subordinate study, but its
conclusions have a temporary application only; they are
not, like the conclusions of mathematies, true for all time
and under all circumstances. This is so because they aim
at giving a systematic explanation of the social arrangements
by which man satisfies his wants, and these arrangements
are temporary and conditional. They depend very largely
on the state of the physical sciences; for any sudden
increase in man’s control over nature would be reflected
in a changed social organisation. The social effects of the
discovery of the use of coal as a source of power, of cheap
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steel, of electric communications, warn us against any
attempt to forecast the future simply on a basis of the
study of existing economic arrangements. The arrange-
ments depend also on the possibilities of human nature.
A religious revival, which made the motives of the early
disciples the dominant motives of society, would produce
a sudden rearrangement of economic institutions; and a
theory of distribution which gave a true account of incomes
to-day would become suddenly false. Or a growth of
civie patriotism, like that of the Athenians, would make
possible economic arrangements which, as men are, would
not, work. Those economists who have approached the
study of economic arrangements from the standpoint o1
psychology have concerned themselves more with measuring
the strength of motives than with distinguishing and
classifying the kinds of motives which actuate men in
their economic relations and estimating their comparative
importance. The latter is a field that needs exploration.
In emphasising so strongly the limits of Economics we
are not underrating its importance. We wish merely to
guard against the confusions which invariably arise when
some subject of everyday experience is subjected to scien-
tific examination. The economist is constantly accused of
saying that things ought to be as they are, when he merely
points out that they are. On the other hand, where his
authority is recognised, he is constantly quoted as the
final authority on all social questions, whereas Economics
is concerned with only one aspect of social questions.
Though subordinate, Economics is not unimportant. In
answering the first of the questions that face us in every
social problem—the question What is ?—Kconomics can
give perhaps more help than any other study. The widely
varying views of the nature of the economio system which



20 ECONOMICS CHAP.

are held by people who play an important part in working
it are sufficient indication of the difficulty of the question.
And it is as important as it is difficult. It is only by under-
standing the present system that we can make with a
minimum of dislocation the transition to the different
system which our political and ethical ideas dictate ; and
the less the dislocation which a social reform involves the
less is the danger of reaction following the reform. There
is no need, however, to emphasise further the importance
of the economic aspect of social arrangements ; everybody
experiences it. And the economic end of cheapness or
plenty is sufficiently important, even if it should not be
allowed to dominate the whole of life ; while it should be
kept in its place, it should never be forgotten.

The advantage of isolating the economic aspects of
society for separate study is that it conduces to clear
thinking and a better understanding of the complexity of
social relations. Its justification is the advance that has
been made in the understanding of economic relations since
Adam Smith made the study of them a separate science.
In judicial procedure experience has taught the necessity
of considering separately questions of fact and questions
of law, although both are essential to the judgment;
similarly in social study, it is a help to consider questions of
economic fact and questions of moral right separately,
although our action will be influenced by the two considera-
tions jointly. The separation assists in the constructive
handling of the mass of facts which bewilder us at our first
attempt to discover the principles of the social organisation.
It prevents the confusion of thought and the argument at
cross-purposes which inevitably result from the attempt
to discuss all the aspects of a complicated question at once.
Just as physiology, anatomy, and psychology study the
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same subject, man, from different points of view, so the
social sciences, economics, ethics, politics, and law, study
different aspects of the same subject, society. The method
is simply an application of the common-sense principle,
“ One thing at a time.” Specialisatidn is as necessary in
research as in industry; the progress of knowledge has
been based on the same principle as the growth of the
Roman Empire, Divide et vmpera. The method has its
dangers, since aspects of a problem that can be separated
for study cannot be separated for purposes of action; but
the misuse of the conclusions of specialised study is no
reason for giving up the study.

The following pages will not answer all the questions
that have been raised in this chapter; considerations of
space and the patience of readers forbid. What they
attempt to do is to provide the general reader with a
framework into which he can fit the facts and principles
which he acquires in the course of his own experience, to
put at his service some of the conceptions and lines of
thought which students have found useful, and to intro-
duce him to a systematic study of the more importansg
questions which are raised by any attempt to understand
present-day economic arrangements as a whole.



CHAPTER 11
THE DIVISION OF LABOUR

1
The Economy of Specialisation

THE clue to the labyrinth in which the attempt to analyse
a simple business transaction involves the enquirer is
given in the first sentence of Adam Smith’s Wealth of
Nations: “ The greatest improvement in the productive
powers of labour, and the greater part of the skill,
dexterity, and judgement with which it is anywhere
directed, or applied, seem to have been the effects of the
division of labour.” Others had seen that the division
of labour was important; Adam Smith first gave it its
true place as the fundamental principle of economic
organisation, and on that account perhaps put it at the
very beginning of his treatise. The history of industry can
be viewed as simply the ever-widening application of the
principle of the division of labour; the latest economy in
business organisation, the so-called ‘ scientific manage-
ment,” is a conscious application of it.

From the point of view of the individual the division of
labour means specialisation : from the point of view of
society it means co-operation. The individual specialises,
because by restricting his work to a single trade or a single

22
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process he can become more efficient at his work than he
could be if it were more varied. But specialisation by
individuals is practicable only in society. Some individuals
can give their time exclusively to the provision of clothing
or furniture, only because other individuals are directing
their efforts to the provision of food and shelter. In an
advanced industrial society every producer is a specialist
in detail, because the society includes specialists in every
other kind of work needed to satisfy the society’s wants.

Specialisation is fundamental in economic organisation,
because it is the means by which man increases the return
to a given amount of work. It brings about this result
in two ways, by subdivision of tasks and by repetition of
tasks. Subdivision results in operations easier in them-
selves, repetition enables operations to be performed with
greater ease. ‘‘ Practice makes perfect ’; an operation, if
repeated often enough, becomes a habit; our bodies and
brains adjust themselves to performing perfectly and
without effort what at first is done only badly and with
great effort. The estimation of forces and sizes, the exact
co-ordination of hand and eye, called for by almost any
craft, become instinctive by specialisation ; by practice is
built up the specialised experience which is the explana-
tion of achievement in all kinds of work—the craftsman’s
‘“sense ” of the possibilities of his materials, the dealer’s
* instinct ” for his market, the physician’s  intuition ” of
disease, the connoisseur’s *feeling” for quality in the
objects of his study. Delicate tasks come to be performed
with accuracy, the speed of work is increased, the strain
involved in the performance of any single task is reduced ;
the routine of work is, in James’s phrase, handed over
* to the effortless custody of automatism.”

Specialisation can occur only in a society, and implies
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the habit of exchange. The direct exchange of goods for
goods, and goods for services, is called barter, and i8 8o
clumsy a method of carrying on exchange that specialisa-
tion could never have gone far without some medium of
exchange which would obviate the clumsiness of barter.
Such a medium of exchange is Money. Later we shall
examine in some detail the qualities of a good medium of
exchange, and the way in which money does its work.
Here we need to notice only that such a medium of exchange,
generally accepted and easily divisible, is necessary to
enable individuals to specialise. So long as money was
scarce in quantity and uncertain in quality, so long, that
is, as exchanges had to take the form of barter, there was
little specialisation. The great mass of people were agri-
culturists raising their own living ; there were few special-
ised workers ; trade was confined to luxuries and the small
surplus of production over immediate local needs; few
people got more than bare physical necessities, and not
even these with certainty. In the England of Elizabeth,
in continental Europe until much later, as in Asia to-day,
the great bulk of the population consisted of peasants
engaged in subsistence husbandry. Even then, however,
specialisation was the chief means of increasing wealth ;
Adam Smith wrote before the Industrial Revolution.

The simplest form of the division of labour is the special-
isation of individuals to single industries or trades. As
soon as there was any surplus of produce over immediate
local needs, the specialised trader arose to collect and
distribute that surplus. A very small village community
was large enough to enable individuals to devote them-
selves exclusively to the work of the smith and corn-miller.
The making of cloth, baking, the working of stone and
leather differentiate themselves early ; in a modern com-
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munity the jobbing carpenter and tailor, the doctor and
lawyer, the artist and priest represent this type of the
division of labour.

The next form of the division of labour, historically
and logically, is the subdivision of one specialised craft
into separate processes and the specialisation of ‘* detail ”
workers to each of these processes. Just as the working
of metal will be done better by a specialised smith than
by a comparatively unspecialised worker like a farmer,
so the manufacture of any common metal object will be
more rapid and efficient, if iv is split up into several pro-
cesses and a specialised worker set on each of these processes
as his exclusive work. Thus the making of cloth became
the work of spinners, weavers, fullers, dyers, finishers, each
of whom worked at a single process with specialised tools.
The cutlery trade to-day is still largely in this condition.
The forging, grinding, and putting together of the different
parts are each the work of a specialised workman, though
the “cutler,” who puts together, performs not one but
thirty or forty operations. Such subdivision of processes,
in addition to increasing the efficiency of the worker at
the specialised task, leads to improvements in tools, and
ultimately to the invention and application of machinery.
A trade in which the making of the article is the work of a
number of workers, each specialised to a single process,
is, in Marx’s words, “ a productive mechanism the parts
of which are human beings.”

II
Machinery

‘ A productive mechanism the parts of which are human
beings ’ tends inevitably to give way to a productive
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mechanism the parts of which shall be inanimate machines,
The use of machinery is a result of the division of labour.
Once the processes of any manufacture have been split
up into operations so simple that they can be called
* mechanical,” the manufacture is ready to be taken over
by a machine. A machine is more reliable and efficient
than the most accurate of human workers ; a human being,
however restricted in the scope of his activities, is not a
machine, he is liable to fatigue and inattention, and cannot
give the unceasing regularity and uniformity of a steel
tool mechanically actuated. The handing over of a
process to machinery may be delayed by the existence of
cheap labour, but ultimately the machine is bound to
win.

The application of machinery to industry, itself the out-
come of division of labour, leads to the further specialisation
of human workers. A machine is a specialised tool which
cannot be taught to do anything for which it was not
originally intended ; it is confined to a single process or
to a narrow range of processes, and the human worker who
tends it becomes just as specialised himself. We get,
therefore, a new series of crafts, arising from the need of
special skill to tend special machines. This is not, however,
a permanent condition of things; so far as the increasing
perfection of machinery makes specisl human skill un-
necessary, it tends to have the opposite effect on the worker ;
so far as the machine takes over all the specialised work,
it tends to make the worker an unspecialised tender of
machines in general. The increasing use of automatic
machine-tools for instance in some branches of engineering
tends to make unnecessary the specialised skill of turner,
driller, planer, slotter, etc., and to require only the general
skill of the man who * sets up " a machine.
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In other and more important ways the application of
machinery to industry promotes the division of labour.
It makes the process of any manufacture more “ round-
about ” than it was before. The use of machinery requires
the specialisation of a certain proportion of the workers
engaged in any industry to the making‘ of the machines.
That in its turn requires the specialisation of other workers
to the making of tools for making machines, and to the
extraction and working of iron and the other raw materials
from which these are made. The manufacture of cloth for
instance no longer employs only the shepherd and shearer,
the spinner, weaver and finisher ; it requires also, as we
have seen, many classes of engineers to make the carding,
combing, and spinning machinery, the looms, etc. It
requires also the specialisation of more workers to make
the power-plant, to feed it and tend it. It creates in fact
the great trades of machine-making, engineering, and coal-
getting which lie at the foundation of all big manufactures
to-day. Hence the social co-operation, which results from
the specialisation of individuals, has become infinitely more
complex and far-reaching.

Non-human power, such as steam, is of use in industry
when the final processes of manufacture are still dependent
on the specialised skill of manual workers; it becomes
infinitely more important when these processes are executed
by machines. The machine requires room to house it and
power to drive it, and one room and one power-plant will
serve many machines. The application of power to industry
leads to the collection of many machines in one building
and the employment of human workers in regiments. The
use of machinery is limited in its scope without non-human
power; and on the other hand, the construction of large
power-plants is possible only by the use of machinery.
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Once power and machinery have been invented, the scope
of industry is enormously widened. The specialised worker
ceases to manufacture directly; he tends and controls
machines and engines which manufacture for him. Labour,
whether it becomes ‘more or less specialised, becomes in-
creasingly co-operative in character; in Marx’s words,
*“ the co-operative character of the labour process is . . .
a technical necessity dictated by the instrument of labour
itself.”

And this new co-operation of machine-makers with
other workers, of non-human power with human labour,
makes enterprises possible, which were inconceivable so
long as human workers had not specialised some of their
labour to producing this power. No collection of human
beings could exert directly the concentrated force of a
steam-hammer ; you could not, as Professor Meredith
remarks, have a railway on a domestic system. Power
increases the speed and output of machinery and labour
to such an extent that the individual worker cannot main-
tain himself in industry without its aid. The relation of
man to machine is reversed ; before the application of
power the former is principal and the latter assistant,
after the application of power the machine is principal and
the man assistant. The ownership of the instruments of
production becomes vastly more important, and production
by individuals and little groups gives place to production
by regiments of workers in factor.es. The application of
non-human power to machinery, then, is the revolution in
any industry, and the simultaneous application to several
important industries is the Industrial Revolution.
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111
The Localisation of Industries

Following our clue specialisation, we shall understand
another feature of modern industry, the concentration of
industries in particular localities. In modern industry
labour and machines are specialised wherever there is a
sufficient volume of trade to keep a specialist constantly
at work; the main processes in the manufacture of the
chief products of industry are all of them carried on by
specialised machines tended by specialised labour. Now
the simplest way for a firm to make sure that there
will be sufficient volume of trade to enable it to adopt
these methods of specialisation is to establish its works in
a district where there are other firms engaged in the
same trade.

The influences which have brought a particular in-
dustry to a particular district can be discovered only by
studying its history. But three influences are usually
predominant. First, cheap power, in the form of coal or
water ; and this is the most important to-day. The great
industrial centres of the world are its coal-fields. Any
technical invention which offered a cheaper source of power
than coal—such, for example, as the use of the tides—
would tend to re-arrange the distribution of industry; in
another century industry may be concentrated on the
creeks of St. George’s Channel, while people go for quiet
and recuperation to Wolverhampton and the Potteries.
At present, however, so great is the concentration of
industry and population on the coal-fields that heavy raw
materials, such as clay for the Staffordshire potteries and
iron ore for the South Wales iron industry, are shipped to



30 ECONOMICS CHAP.

the coal-fields, not the coal to them, Cheap labour has an
attraction for industry similar to cheap power; the in-
dustries of East London are many of them based on the
cheap labour of the wives and children of dockers. The
second great influence is accessibility to raw materials.
The manufacture of steel is strongly localised on those
coal-fields which have ore-deposits adjacent, or, being on
the coast, can import foreign ores. The flour-milling
industry, which was formerly distributed as widely as the
growing of corn, tends in England to concentrate at the
great ports, because England has come to depend on
imported corn. The third great influence is accessibility
to markets. The last two influences were much more
important before the Industrial Revolution than they
are now that transport has become so cheap; the im-
portance of the first dates, of course, from the Industrial
Revolution.

Whatever the influences, however, which bring an
industry to a district, the chief advantages of localised
industry are all due to the opportunitie