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CHAPTER 1

PURPOSE AND NATURE OF PRODUCTION

§1
Production and National Welfare

THE subject which we are now about to discuss may, in a certain
sense, be said to excite more interest than any other subject
within the domain of economics. Think of the important
part which production plays in the life of a nation, and what
sacrifices the community makes for its sake! Almost every
Government nowadays regards it as a duty to do away with
taxes which weaken the incentive to produce, and to adopt
measures by which production is encouraged.

It seems therefore unnecessary to emphasise the great
importance of this subject. RICHARD COBDEN has said that
the future belongs to the nation that labours and produces
—a dictum which sounds very like a commonplace. It is no
commonplace, however. The present age, which has effected
more than any other in the sphere of production, and still
labours for the extension of that sphere, only half believes
in the salutary effect of that extension on the general welfare.
We have evidence of this in the fact that so many people
are seized with apprehension when they see a considerable
fall in the prices of food-stuffs owing to the exfension of
agriculture in distant countries. The raising of import duties
in nearly every country in recent years is an expression of
doubt as to the beneficial effects of increased production. Is
further evidence needed ? No economic work has been more
widely read in our time, or has obtained a greater measure
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4 ECONOMICS PART III

of admiration or approval, than HENRY GEORGE'S Progress and
Poverty, a work which teaches that, under the existing social
order, no advantage accrues to the most numerous classes from
increased production.

In propounding his doctrine, HENRY GEORGE takes up the
socialist standpoint. It has always been boldly declared
or tacitly implied by socialists that distribution and not
production is the subject which claims our interest. Since
the great inventions of WATT and ARKWRIGHT, it is no
longer the question—so they think—how wealth shall be
acquired, but how it shall be brought within the reach of
every one. The very fact that production has made such
strides in ouyp time they regard as a reason for paying no
attention to production: there are goods emnough, they say;
the warehouses are full to overflowing; but distribution is
defective, and our chief concern is to remedy that defect.
These views are shared by all whose economics are more or
less tinged with socialism. What, they ask, has been the
use of all those discoveries and inventions of the last hundred
years, seeing that we are still surrounded with so much
poverty ? And because they cannot at once find a satisfactory
answer to this question they doubt the advantage of increasing
production.

Nevertheless a satisfactory answer can be easily found:
the statistics of population furnish it. The number of
inhabitants in Europe in 1800 was 172,000,000 ; now there
are more than twice as many; and though it has often been
contended that this larger population enjoys less wealth, the
reverse has frequently been proved to be the case. It is
entirely owing to the strides made in production that a
population of 350,000,000 can now find food, clothing, and
housing on almost the same area as was formerly inhabited
by 172,000,000 of people; this would not have been possible
a century ago, and it shows us the importance of production.
Society may develop in two ways—in extent and in wealth;
the number of its members may increase; but also, that
number remaining stationary, each individual may acquire
an increase of wealth. The results of the one kind of
development are very different from those of the other, but
the condition for both is the same: the total income must
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increase, The increase of production in our time has fulfilled
this condition. We may say of this increase that it has
enabled society in the nineteenth century to develop in the
direction which it has itself chosen.

Where the socialists are wrong is not in attaching great
importance to the question of distribution, but in attaching
importance to that question alone and overlooking the no
less important question of production. Nor do they take
sufficient note of the conmexion between production and
distribution. They do not see how a plentiful production
helps to bring about greater equality in the terms of distribu-
tion. On the basis of the conclusions to which we were led
in the first volume of this work, we may say that no class
of society benefits more by abundant productlon than the
working-class. For the other classes it does not always prove
an unmixed blessing. Rents may decline in consequence
of a redundant supply of agricultural produce. House owners
are not gainers, but losers, when a decline in the prices of
building materials causes cheap dwellings to be built. No
advantage accrues to the capitalist when increase of savings .
depresses the rate of interest. But for the labouring class
all these things mean increase of welfare. A general increase
of production improves the condition of the working-man in
a twofold manner. It enables him to share in a larger
quantity of commodities, and to share on more favourable
terms than before.

Not only would it be a benefit for mankind, but it would
help greatly towards enlightening the understanding of many,
if this cause could operate for a while unimpeded : if it could
operate in such a way that its effects were not obscured by
other causes. We should like, for instance, to experience a
succession of years during which no increase took place in the
population, no current public expenditure was met by a loan,
no capital was destroyed by reckless speculation ; while at the
same time production went on increasing largely owing to the
provision of increased transport facilities and the adoption of
improvements in agriculture and industry. The period we....
have to be long enough to allow of certain changes in the
distribution of capital and labour, and certain unavoidable
transfers taking place. 'We are firmly convinced that, at the
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end of that period, the welfare of the working-class would
have increased to such an extent that nobody could any
longer be doubtful of the great importance of abundant pro-
duction. The contrast between wealth and poverty would
have become much less marked. Were a ROBERT OWEN or a
HENRY GEORGE then to set about proving that the only subject,
worthy of our attention in this age was that of distribution,
nobody would listen to him, because it would have become
clearly evident that nothing helps so much as abundant pro-
duction towards bringing about a more uniform distribution
of wealth.

It is not only socialists and those influenced by socialists
who labour under the fatal mistake which we are now com-
bating. There are others who, though absolutely opposed to
socialism, fall into the same error. In order to render the
importance of the subject more clearly understood, it will not
suffice to refer to the proofs which we have already adduced ;
we shall have to adduce fresh proofs. There are some who
are frequently disposed to question the advantage of increased
production, because they fear it will entail great misery on
mankind ; they expect it will end in general over-production.
We propose first of all to show the groundlessness of this fear.

§2
Over-production

What is meant by over-production? Over-production is
frequently spoken of as production in excess of demand. If this
is what the word means, then a general glut cannot be said to
exist until all things can be had for nothing. Such a state .
of things ought rather to be desired than feared, since nobody
would any longer be short of anything. If the stock of all
articles were so large that nothing possessed any value, a.
veritable millennium would have dawned, for all could then
feed, clothe, and house themselves according to their fancy.
We know that such an ideal can never be realised; and were
it realised only for a short time—and even that is inconceiv-
able—the incentive to labour would disappear, and great
scarcity would ensue before long.
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Here we must again remind the reader' that the word
“demand ” is generally used very loosely. When a manu-
facturer is unable to dispose of his goods at normal prices he
says there is no “demand” for them. Were he to offer his
goods at half the price which he usually charges for them, he
would see what an amount of demand remains unsatisfied
under ordinary circumstances. Once a price, no matter how
small, is asked for a thing, it moderates the demand for that
thing to some extent: it deters a number of consumers, disposes
people to use the article more sparingly than they would if
it were to be had for nothing. The demand of which the
manufacturer or the merchant speaks is not the whole
demand, but only a part of it—that part which is measured
by people’s willingness to buy. In a place where a price
was charged for drinking water, the quantity of such water
sold would not be a measure of the real demand, and we
may be quite certain that however low the price was, it
would induce a certain number of people to consume less
water than they would see an advantage in consuming if
they could .get the water for nothing. Not only waste, but
even the supply of what is absolutely needful, of a thing is
in some measure—though it may be only a slight measure—
checked, the moment we find we have to make some sacrifice
in order to obtain it. Economy is for many such an absolute
necessity. T

If general over-production means production in excess of
demand, then it means production on such a scale as would
relegate all things to the class of non-economic goods. But
this is not the sense in which the word is used either in
science or in ordinary language. The meaning which it is
intended to convey is, production on so large a scale as to
cause prices to descend below what is called the cost of
production. Thus there is said to be over-production of sugar
when sugar fetches 8 shillings per cwt., while it cannot
be supplied with profit at less than 9 or 10 shillings. We
say there is over-production of iron when iron fetches only
36 shillings per ton, while iron-masters are unable to supply
it at less than 37 or 38 shillings per ton in order to make a
fair profit. The word has even a more restricted meaning

1 See Vol. L p. 48.
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than would appear from these illustrations. If rich iron
deposits were to be discovered, say in Asia, with the result that
it became possible to supply the whole of the demand for iron
at a price below that at which iron can now be supplied in
the United States and Europe, we should not hear any
mention of over-production, but of strong foreign competition.
Over-production is regarded as having taken place only in
cases where a large number of the existing entrepreneurs are
obliged to work at a loss and when this condition of things is
not the result of inventions or discoveries, but entirely due
to production having been carried to excess in a particular
direction. When there is over-production, the condition of
things is such that, while very many entrepreneurs are unable
to earn enough to cover their cost of production, excessive
dearness would nevertheless result if every ome of those
entrepreneurs were to close his establishment.

But we know what is meant by the expression “cost of
production.” In the strictly scientific sense® it represents
what is used up in the process of production, such as fuel and
similar things; in ordinary language it represents the sum of
the various kinds of expenses which the entrepreneur has to
incur in order to obtain a given quantity of goods. Wages
and interest make up a very important part of those expenses;
in fact, if we analyse closely and leave taxes out of considera-
tion, we may say that the expenses referred to are made up
entirely of wages and interest for the price of the raw
material. The freight charges and the rent of premises (the
latter in so far as it comprises no rent of site) are also made
up of wages and interest.

After these elucidatory observations we are in a position
to define the phenomenon of over-production with even greater
precision.  Over-production is a disproportion between the
prices of goods on the one hand and wages and interest
on the other. That is what it all comes to. We have
evidence of this in the fact that complaints of over-produc-
tion cease when a decline in wages and interest takes
place. The entrepreneur is then satisfied. It is true, he
says, every cwt. of sugar brings me only 8 shillings, or
every ton of iron only 36 shillings, but my cost of pro-

1 See Vol. 1. pp. 61-63.
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duction has been so far reduced that I can afford to be
satisfied with these prices, for they leave me a fair margin
of profit.

If the price falls considerably, but the cost of production
per cwt. or per ton is at the same time reduced in equal, or
even greater proportion, we hear no mention of over-produc-
tion. Entrepreneurs will lose on their outstanding stocks, it
is true, but once these are exhausted they will have no cause
of complaint. Let us carry this hypothesis a little further.
Suppose the workpeople are paid by the job, or the piece,
and that although they receive for the future a smaller
remuneration for any given quantity of their output, never-
theless,owing to improved processes or better methods of treating
the raw material—in agriculture by improved cultivation—
they produce so much more that their earnings amount to as
much as they did before. In that case nobody is any worse
off; neither the entrepreneurs, for they are recouping them-
selves for their “cost of production,” nor the workpeople, for
they are earning as much as they did before, and as consumers
they are able to acquire for less money such goods as they are
in the habit of purchasing.

Now, whatever obscurity hangs around the subject of
over-production is dispelled when we realise clearly that
increased production operates precisely in the manner assumed
in our illustration, apart from the more favourable terms
of distribution, already referred to, which it brings about
between the workers and the other classes of society. What
people take for increase of production is usually nothing
but displacement and change. It often happens that a
particular branch of industry is carried on to an excessive
extent, because it is employing capital and labour that had
previously been used for other purposes. In such a case the
price of the product declines very much, and the entrepreneurs
suffer loss because there is nothing to compensate them for the
injury. But that is not increase of production; by producing
one thing instead of another we do not increase the aggregate
volume of production, we simply bring about a change in the
relative quantities of the different things produced, and in
the case which we are assuming the change is not for the
better. Then arises the evil called over-production: the
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prices no longer cover the cost of production. In the case of
a real increase of production a much more favourable state
of things is engendered. Increased production of textile goods,
or iron, may be brought about through the fact that many
people, who were formerly engaged in producing other articles,
have taken to producing textiles or iron. But increased
production of textiles, of iron, and of all other things at the
same time can only be brought about by improved methods
of applying the existing instruments of production—by
increasing the productivity of capital and labour. By means
of this increased productivity the entrepreneur gains on the
quantity what he loses on the price. Formerly he produced
10,000 tons and sold his product for £10 per ton. Now he
may have to be content with a price of £8 per ton; but this
causes him no concern if he can now turn out 12,500 tons for
what it previously cost him to turn out 10,000 tons. If his
expenses in both cases amounted to £90,000, then his profit
in both cases amounts to £10,000.

This important point is always overlooked by those who
fear & general glut. They notice the evil consequences that
ensue whenever the prices of certain goods fall below what
would suffice to cover the expenses of production: factories being
closed and workpeople being discharged. Then they exclaim,
“ What a calamity it would be if this were to happen in all
branches of industry!” But this never can happen in all
branches of industry ; for what we observe in cases of over-
production is not increased productivity, but simply displace-
ments of capital and labour; not increase of production, but
change in the direction of production; not an increase in
the aggregate volume of production, but a change in the
distribution of that aggregate among the different kinds of
industry. In fact, there is just that thing lacking which
renders increase of production harmless for the entreprencur,
so that we are justified in arriving at the conclusion that
there are absolutely no grounds for fearing a general glut.
We ought to add, moreover, that in the event of the over-
production extending to bullion, not even the decline in prices,
of which we have spoken, would take place. In that case,
however, money wages would rise, which amounts to the same
thing so far as entrepreneurs are concerned.
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It is of the utmost importance that this point should be
thoroughly understood; at the risk of being prosy we will
therefore endeavour to answer two objections which might be
urged against the views here set forth.

In the first place, it might be asked, What grounds are
there for the contention that the entreprenewr gains in respect
of quantity quite the whole of what he loses in respect of
price ? Might not the amount lost exceed the amount gained ?
He now produces, say, 12,500 tons without applying any
more capital and labour than he did before in producing
10,000 tons. If the price were to drop, not to £8, but to
£7 per ton, while the expenses remained as before at £90,000,
the entrepreneur, instead of gaining £10,000, would lose
£2,500. Who can prove that this could not possibly
happen ?

In the case of particular articles it might very well
happen. There are some kinds of goods of which very much
more could be sold if the price were reduced even by a little;
but there are other kinds of goods, the price of which would
have to be reduced very much in order to effect any great
increase in the sales. With a general increase of production
great disparity will arise. The one entrepreneur will gain
more in respect of the quantity than he will lose in respect of
the price ; the change will therefore be greatly to his advantage.
Formerly he manufactured 10,000 tons, for -which he was
able to get £10 per ton; now he manufactures 12,500 tons,
which he sells for £8:10s. or £9 per ton, so that he gains
either £6,250 or £12,500 more than he did before, notwith-
standing the fall in the price. Another entrepreneur will be
less fortunate; he will lose more than he gains. It may be
predicted, however, that neither the gains of the first nor the
losses of the second of these entrepremewrs will be lasting ; for
competition will increase in the trade which has become
more prosperous, and will decline in the other, and before
long it will be possible to earn about as much in the omne
as in the other. This we are bound to concede, however,
that for a certain time, and in respect of certain articles,
the increase in quantity will not compensate for the
decline in price, and this period will be long in propor-
tion to the difficulty which attends the withdrawal of
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capital and labour from the trades in which loss is being
incurred.!

But suppose this period of transition to have passed, will
the compensation still prove inadequate on the average for the
whole body of entrepreneurs? We fail to see that it will.
For the aggregate demand for goods has remained the same, so
that quite as much is being spent as before in the purchase of
goods. Let the sum originally spent be represented by 100,
and the quantity of things purchased therewith by z: then

each thing will have cost on the average lgg If =z be
€

increased to 1}, and the total amount spent still remains at

100, then each thing will cost on the average ?—9, so that
x

the price will have fallen. But this fall will not be greater
proportionately than the increase in the quantity, so that the
compensation will be adequate.

Or it might be objected that the total demand for goods
may decline owing to people spending less and saving more.
To this objection we would answer that saving has no effect
on the total demand for goods. As has been truly said by
LEROY-BEAULIEU : “Saving diverts the industry and labour of
a country into new channels; instead of directing them to the
production of things which admit of immediate consumption,
it turns them to the production of machinery and other kinds
of capital.”® In acountry where much is saved the demand for
goods is not smaller than in a country where much is spent ;
the demand for things of permanent utility—for instruments
of production—is greater in the country where the people are
given to saving, and it is greater by exactly as much as the
demand for other kinds of things is less. Nor would the

! Professor J. 8. NicHoLsoN rightly emphasises this in his work entitled
The Effects of Machinery on Wages, London, 1892 (pp. 66 ¢f seq.). He is wrong,
however, in using it as argument against Joun 8ruarT M1LL's well-known theory
regarding the subject in hand, as set forth in Book III. chap. xiv. of his
Principles of Political Economy.

An edition of MiLL's Principles of Political Ecomomy, *‘abridged, with
critical, bibliographical, and explanatory notes,” by Professor J. LAURENCE
LAUGHLIN, appeared in New York in 1895. This edition is well worthy of note.

% Le Collectivisme, livre ii. chap. ii. p. 230. The whole of the passage, of

which these words are the theme, is worth reading.
See also Vol L. of the present work, pp. 278-279,
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demand for goods in that country be any the less, even if
many of the people were to invest their savings in foreign
securities ; the conclusions at which we arrived in our chapter
on Foreign Exchanges enable us to assert with confidence that
the foreign securities will be paid for with goods. Conse-
quently there is no reason whatever for believing that, in the
case which we have assumed, the aggregate sum spent on
purchases of various kinds will diminish ; and if that aggregate
does not diminish, then, on the average, each entrepreneur must
recover in respect of quantity what he loses in respect of price.

But even if our argument on this point were unsound,
what would be proved ? Nobody can deny that increase in the
quantity produced does provide at any rate some compensation
for a fall in the price. The compensation will simply fall
short of being complete. The remedy will then be quite
obvious: the expenses of production must be reduced a little;
in other words, the workpeople—to confine ourselves to these
—must be prepared to accept a somewhat lower money wage.
The cause of the evil will be that labour has not shared in the
general reduction of prices, and in order to cure the social
malady, it will not be necessary or even desirable to restrict
production ; all that will be needful will be that labour shall
forgo a part of its money wages. When it has agreed to this,
its condition will be no worse, but in fact better than it was
before ; for the fall in money wages will not need to be nearly
so great as the fall in prices, it will only have to be sufficient
to compensate entreprenewrs for the injury entailed on them by
the fact that prices have fallen by more than production has
increased. The evil will not be that production has increased
too much ; the fact, however, that wages have remained the
same during a time of general decline in prices, will have
enhanced the proportionate share of labour in the aggregate
income beyond the amount that the circumstances permitted.
As soon as this was rectified, the evil would disappear.
It must not be forgotten that in the case which we are here
assuming, the fall in prices would be very considerable. 'When
a greater quantity at a lower price yields a smaller sum than
a lesser quantity at a higher price, the fall in the price
must be very great. ‘And in the case of a very great fall in
the prices of-all, or at any rate most articles, it is possible for
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money wages to fall a little, while real wages—i.c. wages
expressed in goods—go up. As it is real wages alone that
matter so far as labour is concerned, we arrive at the con-
clusion that, even if our demonstration were not absolutely
correct, increase of production must promote the welfare of the
most numerous class of the population, and that general over-
production is nothing but a bogey.

But a second objection may be raised. In the course of
this discussion we have always maintained that increased
production can only originate in increased productivity of
capital and labour. Have we forgotten that it may also
result from growth of the population accompanied by increase
of the instruments of production? And if the increase of
production should arise from the latter cause, does not the
argument adduced above fall to the ground? The supply of
goods would then become greater; but if this causes a fall in
the price, no single entrepreneur will find compensation for the
loss which he suffers in consequence.

It is true that, up to the present, we have assumed popula-
tion to be stationary. If we assume an increase of population,
we introduce a new element into our discussion, which must be
considered separately. Now let us be quite clear as to the
bearing of the question stated. The question is not whether
increase of population is to be regarded as an advantage, or as
a disadvantage; but whether, in the event of the population
increasing, the general welfare would be promoted by produc-
tion increasing in the same, or in a greater proportion. What
we want to find out is whether production in the aggregate
can ever become excessive, 8o as to make it desirable to prevent
its further growth. We have, therefore, to examine whether
this case can possibly arise from the fact that production increases
in consequence of an increase in the number of producers. In
the event of this being the cause, can it ever be a better thing
that production should not, than that it should increase ?

Imagine an isolated country and the answer is not very
difficult, for in such a country increase of population always
means increased demand. Suppose the country to have had
a population of 10,000,000, and that the number has risen to
12,000,000. If these 12,000,000 produce exactly one-fifth
more than the original 10,000,000, there is no reason what-
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ever for expecting prices to fall, since there will be new
purchasers for the new products ; demand will keep pace with
supply. If the larger population were to produce relatively
more than the smaller, owing, say, to a more effective division
of labour having become possible, then a decline in prices
might indeed be expected ; but this would only be a repetition
of the case previously spoken of—capital and labour would
have become more productive, and entrepreneurs would find
compensation in the increased quantities for what they were
losing on the reduced prices. But if, on the other hand,
the increase of production were to be relatively less than the
increase of population—and there is nothing unlikely in the
supposition—this would be because it had been found necessary
to start cultivating less fertile land, or to build factories in
places where materials were less easily obtainable. But in
that case prices could not possibly fall; on the contrary,
most things would become dearer; and in this way the
disadvantage of the inadequate increase of production would
make itself felt.

In an isolated State, therefore, nothing but detriment can
ensue when production fails to increase in proportion to
population; and no doubt it is desirable that it should
increase more rapidly. Should we have to form a different
conclusion in the case of a country which engaged in inter-
national trade? In order to prove that we should not, we
will suppose that the country has to import all its necessaries,
without exception, from abroad, and therefore itself only
produces articles of export. It would be impossible to
assume more than this; in fact we are assuming a condition
of things which exists nowhere. If we can show that even
in that case increase of production is a thing never to be
feared but always to be desired, then we shall certainly have
made good our case.

Suppose, then, that as the population increases, so also
does production. But, as foreign demand for the products
of the country remains unchanged—there is nothing in our
illustration to justify the assumption that it has increased—
the exports can no longer fetch the same prices as they did
before. Consequently entrepreneurs can no longer pay the
same wages; the rate of wages declines, 8o also does the rate
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of interest, at least if capital has increased at the same rate
as population. This is another way of saying that a decline
of national wealth takes place. It is probable, indeed, that
this evil will be mitigated to some extent by the reduction
of wages itself, which will render it remunerative to produce
at home goods which used to be imported from abroad, so
that it will be no longer necessary to produce exclusively
for export. But this will not prove a complete remedy; the
level of money wages will still remain lower than it used
to be.

Perhaps some will now be disposed to conclude that,
instead of proving our case, we have lost it, for the circum-
stances assumed have resulted in a decline of national wealth.
There will certainly have been a decline of wealth, but why ?
Is it because production has increased ? No, it is in spite
of production having increased. The increase in the quantity
of goods has not resulted in a proportionate increase of income
because, owing to the increase of the supply, the goods could
no longer fetch the same prices abroad. Still, this increase
in the quantity of goods must have been beneficial to the
growth of income to a certain extent; if it had been wanting
the effect would have been disastrous. The number of the
population had risen; the nation’s income ought to have
swollen at the same rate; alas! it failed to doso. But would
it have been better for the people, under these circumstances,
if production had not advanced at all, and the nation’s income,
therefore, not increased in any degree? Certainly nobody
would contend that this was so. Hence we are bound to
conclude that in this case, as in the others, the increase of
production, though not productive of so much good as it
might have been under less unfavourable circumstances, was
beneficial after all. It would have been desirable, indeed,
that the necessity of exporting larger quantities of goods had
not arisen—in other words, that population had remained
stationary. But that is a different question.

‘What has been said may not contain answers to all the
objections which it would be possible to raise, but it will be
sufficient for the purpose of showing that those who are
concerned about general over-production are labouring under
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a mistake. In the interests of the general welfare, nothing
can be more desirable than that labour should become ever
more productive. If this desire were realised, one of three
things would happen. Either all prices would keep falling ;
that is, the necessaries of life and everything else would get
cheaper and cheaper, and consequently would fall more and
more within the reach of all who had previously to deny
themselves many things. Or, prices would remain unchanged,
but all money-incomes would keep on increasing, which would
have the same result so far as the general welfare was concerned ;
although persons in receipt of fized incomes would not share
in the improved conditions. Or, lastly, both of these things
would happen together: prices would fall and money-incomes
would rise at the same time. In which of these three forms
the effects of the increased productivity of labour would
manifest themselves, would depend upon the growth of the
production of bullion. What has already been said! as to
the form which changes in wages will assume is equally
applicable here.

§3
What is meant by Production

Now that the importance of our subject has been made
clear, we must examine the subject itself more closely. The
question, what should and what should not be regarded as
production, requires more elucidation than would appear at
first sight.

To the Physiocrats is due the credit of having been the
first to attempt a definition of the word production in the
economic sense. Even as it may be said of the Physiocrats
generally, that their merit has consisted in directing attention
to important points of investigation, so in this particular case.
But in regard to this as well as to most other subjects, their
services have amounted to little more. Their conception of
production is too narrow; the development of our science
since the Physiocrats have disappeared from the scene has
been marked by a broadening of the idea which the word is

1 Cf. Vol. L. p. 873.
VOL. I1 c
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meant to convey. How far we have reason to be satisfied in
this respect is a question which we will now proceed to
examine.

The proposition from which the Physiocrats set out was
in a certain respect true. Production, they held, cannot be
said to have taken place unless income has increased; and
income is not increased if the cost of producing exceeds the
return yielded by what has been produced. If a return of
£1,000 be yielded by what it has cost exactly that sum to
produce, then it certainly cannot be said that production in
the economic sense has taken place. But it is important that
we should understand clearly what is meant by cost of
production, lest we reckon as forming part of it certain items
which really constitute part of the return yielded by production.

And it is in this that the Physiocrats have missed the
mark ; the error which we refuted at the commencement of
this treatise! is, in an especial manner, the error of the
Physiocrats.  They treat wages, interest, and taxes as part of
the cost, just as the private entrepreneur does, quite forgetting
that the economist, who wants to ascertain what is requisite
for the welfare of the nation as a whole, must take a wider
view. Wages, interest, and taxes are not part of the cost
of production; they are some of the fruits of production,
portions of the return yielded by the work, the shares allotted
to the labourer, the capitalist, and the State respectively out
of what has been produced. The cost of production consists
of nothing beyond what is destroyed through being worn out
or used up in the course of production. We cannot produce
corn without using seed ; meat, without using fodder; bread,
without using fuel. We cannot transport things without
entailing a certain amount of wear and tear upon the railway
trucks and ships which we employ for the purpose. These are
the things which constitute the cost of production; not the
wages, which are paid to the labourer, and which, as we said
just now, represent his share of what he has helped to
produce.

. Thus, when a manufacturer sacrifices goods worth £1,000,
and in doing so obtains goods worth £10,000, he produces
goods to the value of £9,000, even though his expenses should

1 Cf. Vol. I. pp. 61-683.
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be considerably in excess of that sum. He has performed
productive work, although he personally may have suffered
a congiderable loss. That loss will have arisen from his having
paid too much in wages and interest, not having exercised good
judgment in applying the means at his disposal, or lastly, from
his not having supplied the article for which there was most
demand. Instead of spending £10,000 he need only have
spent £6,000, perhaps, in wages and interest; or, instead of
obtaining goods to the value of £10,000, he might have
produced goods worth £12,500. These would be mistakes for
which not only he but others as well would have to suffer.
It is of importance to the community that no capital should
be lost, and loss of capital for the entreprencwr is usually
accompanied by loss of capital for the community; for the
labouring classes as a rule save little of what is paid to them
in excess of the actual return realised. There are three
questions, however, which we must take great care to
distinguish from one another: whether an act has been
productive ; whether it has been as productive as it might
and should have been; and lastly, whether those who have
assisted in that productive act have not received excessive
remuneration for their assistance. It often happens that the
return is less, or the remuneration greater, than it ought to be,
and that production has nevertheless taken place. ~Production
has taken place in every case where a return is obtained, which
exceeds, not what the entrepremneur has paid to those who
assisted him and to the State, but what he has sacrificed for
the sake of the production.’

We said that the development of economic science since
the days of the Physiocrats has been marked by a widening of
the sense in which the word “ production ” is used. Has this
widening process gone far enough? Is it possible that in
some respects it has been carried too far? We will endeavour
to elucidate these questions by examining in turn three theories,
each of which still has its adherents. According to the first
of these, production in the economic sense consists in turning

1 It is strange that J. B. SAY, who combats the Physiocrats, should have
permitted himself to say : ¢ On ne produit véritablement que lorsque, tous les services
productifs élant payés, le produit vaut ses frais de production” (Cours complet,

Part 1. p. 346). Having regard to the sense in which SAY uses the words frais de
production, this is Physiocracy pure and simple,
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out things which have a value in exchange, or in enhancing
the value in exchange of things by means of labour. The
second theory differs from this only in so far as it substitutes
the word “value” for the expression “value in exchange.”
The third is distinguished by the fact that it includes what
are called “immaterial goods” in the category of products.

I. According to the first theory, production is synonymous
with creating value in exchange. Thus JoHN STUART MILL
in his Principles of Political Economy. He begins by telling
us what is meant by wealth. Wealth does not consist of
money alone (MILL represents the Mercantilists as maintaining
that it does), but comprises everything that may be useful to
mankind and is not a free gift of nature. Are we then to
understand that all material things which possess value, all
things comprised in the class which authors of the present
time call Economic Goods, whether they admit of being sold
or not, constitute wealth ? This is not what MILL would have
us understand. “Things for which we cannot obtain other
things in exchange, however useful or necessary they may be,
are not wealth in the sense in which that word is used in
political economy.”

Once we know what wealth is, then we also know what
production is, for to produce is simply to create wealth
directly or indirectly. These views are expressed by MILL in
a very positive manner; he seems to consider their truth to
be self-evident ; it does not appear to occur to him that what
he is saying needs any proof. It is only when proceeding to
discuss unproductive labour that he attempts to defend them.
But in his defence he leaves untouched the very points that
need to be defended. MIiLL gives one the impression of not
having given them very much consideration, for he frequently
employs terms which are scarcely in keeping with his theory.
Thus he assures us (in chap. iii. of Book I.) that we should
regard as productive all labour which is employed in creating
permanent utilities, whether embodied in human beings or in
any other animate or inanimate objects. But things of
permanent utility do not always admit of being sold. In a
society where there was no such thing as exchange, and where,
therefore, each produced what was necessary for his own
wants, nothing could be sold.
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The ellipsis in MILL'S demonstration has not been ade-
quately supplied by any of the other writers who share his
opinion, so that to a certain extent we are left to guess the
argument on which that opinion is founded. Probably that
argument is as follows :—

Economic science is only concerned with occurrences which
affect society as a whole; those which only affect the
individual are outside its proper sphere and are, in fact, to be
deliberately ignored by it. Applying this rule to production,
we must draw a line of demarcation between what concerns
society as a whole and what concerus the individual, between
the general and the particular. If a person makes a piece of
furniture, for which he alone can find a use, he performs an
act which is perhaps very advantageous for himself personally,
but that act has no interest for society as a whole, its effect
will not be felt outside his own family circle. If the same
person makes something which possesses value in exchange he
performs a social act, an act of production in the economic
sense.

But if this argument could be admitted as a plea for
limiting the concept of production to the creation of things
which possess value in exchange, the plea would be a very
weak one indeed. You make an article of furniture for which
you alone can find a use, and you are told that your act is
not one of production in the economic sense. Another man,
knowing that you are in want of such an article of furniture,
makes it in order to sell it to you; now this man’s act is one
of production in the economic sense, you are told. Surely
the conclusion is quite arbitrary! And such arbitrary con-
clusions lead to confusion of meaning. Would MiLL have
ventured to assert that acts which do not create value in
exchange never enrich mankind? That would have been
tantamount to an assertion that, in a country where commerce
was not carried on, the cultivation of the land or the manu-
facture of articles of clothing could never yield material
advantage. In determining the productivity of an act, MILL
takes for his standard the question, not whether the act does
or does not yield material advantage, but whether it has
or has not brought forth something which some one will be
willing to buy. But by using that standard we divert
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attention from the main point and fix it on side-issues.
‘What MILL ought to have said is this: “ Every act is an act
of production in the economic sense which increases the
quantity of those material goods whose increase is desired, or
which brings material goods into a state in which they afford
greater utility, Not every act, however, which has these
results is apt to come within the range of observation of the
economist ; only those acts can do so which create value in
exchange.” There might then have been found matter for
controversy in the last phrase, but MiLL would not have
incurred the charge of having obscured the essential features
of economic production. As it is, the charge is one from
which he cannot escape, and the same remark applies to all
who have followed in his footsteps. We consult their writings
in vain if we wish to ascertain what constitutes the character
of a productive act. They confuse the two questions: What
is production ? and What kind of production is it in which
the economist, qgua economist, takes an interest? The two
questions differ widely in kind.!

IL. The second theory is wider, because the concept of
Value is more comprehensive than that of Value in Exchange.
German writers have always been keenly alive to the
difference between the two concepts; it is to their works,
therefore, that we must turn for the definition which we are
now going to discuss. We find one, for instance, by
KLEINWACHTER in ScHONBERG'S well-known Handbuch der
politischen Oekonomie. There we read? that production in
the usual sense means bringing forth something new ; in the
economic sense it means creating goods which possess value or

! The confusion is most noticeable in SENIOR. ToRRENs has made a remark
similar to that which occurs above : if there can be no wealth without value in
exchange, then there can be no wealth where there is no commerce. On this
point SENIOR says : ‘‘ The answer is that, for the purposes of political economy,
there would be no wealth ; for, in fact, in such a state of things, supposing it
possible, the science of Political Economy would have no application. In such
a state of society, agriculture, mechanics or any other of the arts which are sub-
servient to the production of the commodities which are with us, the subject of
exchange might be studied, but the seience of Political Economy would not
exist” (Political Economy, London, 1850, p. 25).

% ¢ Erzeugung oder Schaffung von Werthen fir die Wirthschaften der
Menschen. . . . Die Werthbildung besteht im allgemeinen darvin, dass entweder
newe werthvolle Giter fir die Wirthschaft geschaffen werden, oder der Werth der
schon vorhandenen GHiter erhiht wird” (Part L. p. 161).
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enhancing the value of goods. Our author then goes on to
prove that these goods may be either material or immaterial.
But we will not discuss this part of his theory just now; we
will do so later on.

The reader will remember the distinction made in the
beginning of this treatise' between economic and non-
economic goods. Economic goods are those of which the
supply is always less than the demand, or only just equal to
it, so that on being deprived of any quantity of such goods
we always suffer a certain amount of inconvenience; non-
economic goods are those of which the supply is always
greater than the demand, so that we attach no importance to
a given quantity of them. When a pound or a cubic foot of
an article possesses value, that article belongs to the economic
group of goods; conversely, when every one is free to take as
much as he likes from a stock, that stock undoubtedly consists
of non-economic goods. The diagram given in Part 1. of
this treatise shows the difference between the two classes of
goods; we reproduce it here for the convenience of the reader.

D

A (o]

AB represents the stock of an article. The line is divided
into seven parts, and the spaces between the perpendiculars
represent the advantages which accrue to a given individual
from the possession of the respective parts of that stock.
The advantage is very great in the case of space 1, very small
in the case of space 7, and at the point B it disappears
altogether. Thus AB is an economic good; even the last
increment possesses some utility.® But if the stock were to
extend to the point C, the article would be one of the non-
economic group of goods, for nobody would care anything for
the last increment, represented by the line BC.

In this explanation we are assuming that the reader still

1 Vol, I. Chap. I, § 1. 3 Vol. L. p. 59, 3 Vol. I. p. 57,
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has a clear recollection of the theory of value with which the
names of JEVoNs and MENGER are identified. The concept of
production which we propose to examine may now be ex-
pressed as follows. Only economic goods can form the subject
matter of production, for it is only by increasing or improving
economic goods that we can create value. Moreover, the
stock of those goods must not be so large as to satisfy the
demand exactly, for any increase of the stock would then have
the effect of changing the goods from economic to non-economic.
Expressing this with the aid of our diagram, we should say
that the stock ought not to extend as far as the point B but
should end with space 5, or at the farthest with space 6.
The more so because production always causes a certain amount
of value to be lost; and before production can be said to have
taken place, it is necessary that this loss should be outweighed
by the value of -the product.

But in merely paraphrasing in this way the theory of
‘KLEINWACHTER and his adherents, we show wherein its error
lies. Imagine a non-economic good, of which the stock is
represented by the line AC in our diagram. Suppose this
stock, or a part of it, to have been improved, a supposition
which we could illustrate in the diagram by drawing a line
parallel to, but somewhat above, the line DB, and meeting
the line BC. No value will have been created; even in its
improved condition, the article is redundant. Although the
last portion of it that possesses utility now extends beyond
the point B, it does not extend as far as C. According to
KLEINWACHTER, production has not taken place in this case,
although it is clear that—cost of production apart—mankind
has been made richer in the material sense.

By way of examples we may suppose means to have been
discovered for clearing the London atmosphere of smoke ; or we
may imagine a district where, because the population is scarce,
land is to be had for nothing, but agriculture is impeded owing
to some cause or other, and means are discovered for the
removal of that cause; or again, the water of a river is un-
drinkable, and works are constructed whereby it becomes
possible to dispose of the contaminating matter in some way.
All these are examples of non-economic goods being improved,
and nobody will deny that they are also to be regarded as
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being productive in the economic sense. But the formula
does not permit of their being called productive. This proves
that the formula is defective.

KLEINWACHTER’S theory would be true if production always
consisted in increasing things, and never in anything else.
We cannot be said to perform an act of production if we
make air, or if we dig a well in a place where an abundant
supply of good water already exists, or if we build houses in
a town where there are already more houses than there are
families wanting to occupy them, even rent-free. To provide
superfluous things is waste of energy. But production does
not consist only in increasing, it also consists in improving,
and the examples given show clearly that non-economic goods
may be improved to the advantage of mankind, without
ceasing for that reason to be non-economic goods, thus
without acquiring value.

This theory is an advance on the doctrine which refuses
to regard an act as productive unless it creates value in
exchange. Nevertheless it is too narrow; production in the
true sense may take place without anything acquiring value,
or increased value. The practical importance of this con-
clusion will be seen in the next chapter, where we consider
the question, whether it is possible to rely entirely on the
stimulus of self-interest for ensuring an adequa.tely large
production.

III. We now come to the third theory, whlch relates
to immaterial products. Hitherto we have been advocating a
widening of the concept of production; now we have to
advocate the reverse. We maintain that production in the
economic sense only takes place when material goods, such as
people desire to possess, are increased in quantity, or where
material goods are brought into a condition in which they
afford greater utility.

To begin with, let us see how much we can concede to
those who are of a different opinion. Without hesitation we
may concede that labour has often very useful results as
regards national welfare, even when the immediate object with
which it is undertaken consists in something other than
increasing, improving, or displacing material things. The
pursuit of science, the protection of life and property,
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education, the promotion of the @sthetic feeling,—all these
make for welfare, in so far as no great advance of welfare can
be conceived of without them. Anything like a strong develop-
ment of industry is impossible without the aid of the natural
sciences ; a defective legal system is little short of disastrous
from an economic standpoint; a badly educated nation
performs poor work. And even if it be contended that
pleasure, in so far as it refreshes the mental and bodily
energies, contributes towards welfare, we have nothing to urge
to the contrary. One of our poets says, “Naught that is
good or great has ever been accomplished without a sense of
inward joy.”

But those whose views we are discussing are far from
being content with this admission. They are not satisfied
with a declaration that, besides actions which are directly
productive, there are others which are indirectly so; that
without actually taking part in production, we may powerfully
assist it. They pronounce the work of the teacher not
merely economically productive in the sense that it prepares
the way towards the acquisition of material goods; no, they
insist that it is direct production, just as much as is the work
of a person who tills the soil. “A doctor,” says J. B. Say,}
“visits a patient, diagnoses his malady, prescribes a remedy,
and goes away without leaving behind him any product
which the patient or his family could dispose of, or even
preserve for future consumption. Has the work performed
by the doctor been therefore unproductive? Surely not. He
has at any rate saved the patient. Has the production been
such as not to admit of exchange? Again, no; for the
doctor exchanged his advice for a fee; but once the advice
had been given, the demand for it ceased. Production in this
case consisted in pronouncing, consuming, and obeying; the
advice was consumed the moment it was produced. This is
what I call an immaterial product. The work of the musician
or the actor yields a similar product; he supplies you with
a certain relaxation, or pleasure, which you cannot preserve
or lay aside to be used later, or to be exchanged for other
enjoyments at some other time. This pleasure possesses
value; but when the moment of its production has passed

1 Traité, livre i. ch. xiii.
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it ceases to exist except in the memory, and it no longer
possesses value in exchange.”

We can discern nothing in all this except obscurity and
confusion of meaning. The advice of a doctor, the perform-
ance of a violinist, the sentence of a judge, the protection of
life and property, are not products but actions. The product
here consists in the health, the enjoyment of art, the security
of person and property, all of which are, speaking accurately,
not goods, but conditions—of the body, of the mind, of society.
If services are to be called products, wherein does the produc-
tion itself consist? It would be more accurate in.each of
these cases to represent the immaterial product as consisting,
not in the service itself, but in the result of that service.

Even after this improvement, however, little would have
been gained, and we should still be at a loss to know what the
exponents of this theory really mean. Do they want to prove
that all useful labour results in the production of something ?
No proof of that is needed, however, for “ being useful ” and
“ producing something ” are synonymous terms. Or do they
mean to contend that everybody who does anything useful
thereby directly enriches mankind in the material sense?
Certainly no one would venture to support that proposition;
the person who plays good music to you gratifies your artistic
sense, but does not make you any richer; on the contrary, he
makes you poorer to the full amount which he charges you for
the privilege of hearing him play. Or is the object merely
to prove that doctors, musicians, lawyers, and similar persons
are in a position to exact a price for their labour ? But this
needs no proof, as every one knows.

“The final reason why we must admit services to the rank
of economic goods,” writes AD. WAGNER,! “ lies in the fact that
the means for satisfying our wants cannot consist exclusively
of material things, since our wants extend to personal services,
including such services of the State as are involved in the
protection of the laws and the advancement of various interests.”
But for the mere purpose of procuring the recognition of the
old truth that man “does not live by bread alone,” it is not
necessary to stretch the economic concept of production so far
as to cause it to lose its principal characteristic, and thus

1 Qrundlegung, § 20,
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entail the loss of a correct view of what really constitutes
economic production. Economics is not the science which con-
cerns itself with discovering the requisites for happiness in the
widest sense, or for civilisation and culture ; it only has to do
with material welfare. Production in the economic sense is
something different from doing good in every possible sphere;
it consists in promoting material welfare, and nothing more.
“ He who fattens pigs performs a productive act, he who rears
children does not,” has been observed by one who wished to
throw ridicule upon the doctrine here propounded. Quite
true, for pigs are part of the property of the nation, and
children are the future owners or enjoyers of that property.
“ A violin maker is a direct producer in the economic sense, a
violinist is not.” Of course, for a violin is a material thing, and
the enjoyment of music is not. “ To scare crows from a field
is productive ; to keep far more dangerous birds out of the
country by means of an efficient army is not.” In so far as
the latter action has economic results, it may certainly be
treated as belonging to the same category as the former; in
so far as it has not, it really is an action of a different kind.

Some people seem to overlook the fact that an inquiry into
the limits of the economic concept of production is undertaken
with the object of showing, not what actions will make man-
kind happier in a general sense, but what actions will procure
mankind material advantage. In limiting the concept to the
production or improvement of tangible things, we are not
denying the simple truth of which Ap. WAGNER reminds us,
but simply keeping in mind the border-line which separates
economics from other sciences.

There is a close relation between the question which we
are discussing and that of distinguishing two classes of incomes :
Original and Derived. According to the view which we are
advocating the latter class is much larger than it is considered
to be by those whose opinions we are combating. ADp. WAGNER
goes 8o far as to maintain that, from his point of view, there
are no such things as derived incomes. But this is obvious
exaggeration. Incomes which consist of gifts, or of interest
on capital which the borrower has consumed, must always
rank as derived incomes, no matter what meaning we attach to
the word “production.” The view of which WAGNER is an
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adherent does not involve a negation of the distinction between
original and derived incomes, but simply represents the former
group as being larger and the latter as being smaller than we
can concede to be right.

To the category of original incomes we assign, in the first
place, those obtained either from production in the economic
sense, or through granting the use of land or capital for
purposes of production. The income of the factory operative
is original; so also are the incomes of the factory owner and
the person who supplies the working capital. What each of
these persons enjoys out of this source represents his individual
share of the fruits of their co-operation. Rent, again, is original
income. The landowner might have cultivated his own land ;
but instead of that he has allowed some one else to make use
of it, and stipulated for a share of the produce. That share
represents original income; it is due to him so soon as the
tenant has obtained it. The special characteristic of original
incomes does not consist in their reaching the persons who
are entitled to them without having previously passed through
other hands, for some original incomes pass through very
many hands; their characteristic consists in the fact that they
represent compensation for services which have helped directly
to increase material welfare—compensation for labour, or for
granting the use of land or of capital.

If we were to add together all the original incomes of the
people of a given country, we should get the total income
of that country. But if we were to make a total of all
their incomes without distinction we should get a much
larger sum, a sum far in excess of the aggregate income of the
country. For in the latter case many incomes would be
reckoned twice, thrice, perhaps six times over. Now the
incomes which must not be reckoned in making up the total
are the derived incomes. The word itself indicates their
nature. The recipient of a derived income obtains that revenue,
not by engaging in production himself, or by supplying instru-
ments of production; he obtains it out of the income of other
people. In the first place, all incomes which consist of gifts
are derived incomes, as we have already observed. Next in
this category come the incomes of persons who have lent capital
to the State, in so far as that capital has not been invested
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productively, but consumed in meeting deficits; for it is by
imposing taxation that the State, in such cases, procures the
funds needed for the payment of interest to its creditors.
Finally—and this brings us to the crucial point—we must
include in this category all incomes which are obtained by
providing others with certain enjoyments, by enlightening
their minds, educating their children, protecting their property,
promoting their health; in short, by engaging in any of those
innumerable activities which are remunerated because they
are valued, but which cannot be termed economic production,
because they do not make the nation any richer in the material
sense. One derived income is often the source of another. A
teacher spends a portion of his salary at a theatre; one of the
company of actors, after having played to-day his part at that
theatre, to-morrow goes and buys a ticket for the circus. But
every derived income must have for its ultimate source some
original income. If that source were to become blocked, or so
reduced as not to permit of any but the most necessary
expenditure being incurred, no teacher, singer, doctor or
lawyer could get any income from his profession. This would
not only be very disadvantageous for the professional persons
themselves ; it would also prove disadvantageous for the com-
munity as a whole; it would, in fact, be directly prejudicial to
the national welfare. "When the income of a country is large,
a considerable number of its inhabitants are freed from the
necessity of taking part in actual production, and it is this
very fact that constitutes the advantage which the possession
of a large income confers on that country. There is no need
for everybody to be either farmer, manufacturer, merchant,
banker, shipowner, or railway servant; some can be appointed
to lecture at the universities; others, to teach at schools;
others, to administer municipal and county affairs, But the
fact that the work performed by such persons is useful, nay
indispensable, must not blind us to the fact that they do not
produce their own income. That is produced by those who pay
them, in so far as these payers are not themselves living on
derived income.

This view is not likely to meet with the approval of those
who hold that all work which is useful is productive in the
economic sense. The income of a society (so they argue)
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consists not only of material, but also, to some extent, of im-
material things. The public singer, when he sings a beauti-
ful song, produces something which he exchanges for some other
product ; thus what he earns by his art is original income just
as truly as is that which the farmer earns when he supplies
corn, or the carpenter when he makes a table. To show how
distorted and incorrect this view is would involve us in endless
repetition, but we consider one of its most harmful effects to
consist, if not in actually effacing the line which divides
original from derived incomes, at least in not drawing that line
where it ought to be drawn. The total income of mankind is
usually overestimated ; this is one of the reasons why the use-
fulness of an abundant production is not always discerned with
sufficient clearness, and nothing is more calculated to lead to this
overestimation than forgetting how large a part of the aggre-
gate income of a nation consists of derived incomes, and what
a mistake it is to regard the sum-total of the incomes of the
individual members of the community as representing the
income of that community.

§ 4
The Different Kinds of Production

‘We have seen that the term Production is applicable to any
action whereby goods, such as people desire to possess in larger
quantity, are increased, or whereby material goods are brought
into a condition in which they afford greater utility ; provided
always that the sacrifice in neither case exceeds, or even equals,
the gain. We will examine the main heads of this definition, so
as to arrive at a knowledge of the different kinds of production.

They are all reducible to two classes, of which the one
consists in increasing things, the other in changing their
condition. We have already seen that the former class of
production is only possible in respect of economic goods.
In discussing that point, however, we made no allusion
to the cost, an omission which we now propose to repair.
We do not mean the cost as understood by the Physiocrats,
but the real cost, namely, that which is lost in the course
of production.



32 ECONOMICS PART 111

Here again the familiar diagram will help us in making
matters clear. Let AB represent a stock of goods divided into
D seven equal quantities
diminishing in utility
as we proceed from left
to right. In how far
was the work involved
in obtaining this stock
el b i productive? The dotted
lines below AB supply
< the answer. They re-
present the sacrifices involved in obtaining each of the
respective quantities, =~ We have thought it right to re-
present these sacrifices as increasing, and for two reasons.
In the first place, because it frequently happens that in
order to acquire a larger stock the work has to be carried on
under less favourable conditions; of course this may simply
mean that more labour has to be employed, but it may also make
it necessary to sacrifice more goods in proportion to the amount
of the product to be obtained. = Secondly, because when a
stock of goods is diminishing, the value attached to each remain-
ing part of it increases, and consumption or wear and tear
operates in this direction. The figure below the line AB might,
however, have been given in some other form, in that of a
line parallel to AB, for instance; the sacrifices involved in
obtaining the quantities 1 to 7 would then be represented as
being the same for each quantity. This would not affect our
demonstration.

We wish to show where the act of employing capital
and labour ceases to be an act of production in the economic
sense. In this sense the act was very productive in the -
case of quantity 1; less so in the case of quantity 2.
Quantity 5 still yielded a surplus, but not quantity 6.
In supplying that quantity and the next, therefore, an
unproductive act was performed ; the act was one of production
in the technical sense only, not in the economic sense.

All this is too simple to require further elucidation;
nevertheless we should like to point out an error which people
frequently make when estimating the importance of the
different kinds of production. In the illustration which we

-
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have made use of, it has not been assumed that the value of the
article obtained by production necessarily expressed itself in
value in exchange; what we have said is just as applicable to
what any individual may produce for his own use, as it is to
what any enéreprenewr or group of such persons may produce
for a market. But there is nothing to prevent our assuming
that the article produced does actually possess value in exchange,
and that that value quite fairly expresses the relative utility
of the last increment. In fact it will do so as a rule in an
organised society ; if a pound of coffee and a pound of cotton
fetch the same price, we may assume that, where this is the
case, the same importance will be attached to an increment of
the existing stock of coffee as would be attached to an equal
increment of ‘the existing stock of cotton. Now the error to
be guarded against lies in assuming that we are quite justified
in applying this standard when measuring the relative utility
of the aggregate production of coffee or of cotton. We might
say, for instance, that so much coffee has been produced, and so
much cotton, that the prices of coffee and cotton are equal, and
that consequently the material advantage yielded by the
aggregate production of coffee bears to the material advantage
yielded by the aggregate production of cotton the same
proportion as exists between the quantities of coffee and cotton
produced respectively. Indeed calculations are often made on
these lines. We frequently come across statistics of produc-
tion, in which the price per pound of each article is multiplied
by the number of pounds of that article produced, and the
results are used for forming conclusions as to which production
is of the greatest importance. Those who reason in this way
overlook two things. 1In the first place, they overlook the fact
that while the total money value of the production of different
articles may be the same, the greatest inequality may exist
between their costs—by which we mean their real costs. In
the second place—and this is especially relevant to the matter
under discussion—they forget that the price of an article,
though it expresses the utility of the last increment of that
article, affords no indication whatever of each of the preceding
increments. 'With respect to these, two things are possible:
the value attached to them may be only slightly greater than
that attached to the last increment, or the difference in value
VOL. II D
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may be very great. It is therefore quite possible to conceive,
in respect to two given articles, that the quantities of each
obtained are the same, and the prices exactly equal, and
that, nevertheless, a stoppage of production would entail a far
greater disadvantage upon mankind in the case of one than
it would in the case of the other article.

The diagrams given below will serve to make this clear.
The line AB, which represents the stock, is of the same length
in both figures; so also is the line BD’, which represents
the price, and, according to our hypothesis, the relative utility
of the last increment. Thus we have here equal quantities
and equal prices, therefore also equality of production as
expressed in money. Nevertheless, the utility of the whole

D
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article, as represented in the one figure, is much greater
than the utility of the whole article as represented in the
other, so that the relative productivity of the acts which
consisted in the production of the respective articles cannot
be reckoned in money values.

Hence there is always something delusive in the statistics
to which we referred. What they actually express is true,
viz., that, given a proper time, those specific quantities of
iron, coal, cotton, etc., would sell for so much money. But
what they imply in addition to this is untrue: they do
not show the relative importance of the different branches
of production, although they pretend to do so. In order
that this relative importance might be revealed it would be
necessary for the production of the various articles to be
reduced by one-half or one-third. We should then find a
complete change taking place in relative prices; each article
would become dearer, but the advance in price would be
greater in the case of some articles than it would in the
case of others. The utility of the quantities, which precede
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the last increment, remains unrevealed until such time as
they themselves become last increments. Until then it
remains a matter of conjecture, and does not admit of being
measured.

The second class of production, of which mention has
been made, is that which consists in bringing existing goods
into a condition wherein they present greater utility. This
class comprises ¢mprovement as well as transport and commerce.
The reason for including all three in one denomination will
appear presently.

Not every kind of industrial labour can be said to
constitute improvement. 'When we convert wheat into bread,
raw cotton into woven goods, or iron ore into iron implements,
the work which we perform consists, strictly speaking, not in
the improvement, but in the completion of certain things.
Wheat, raw cotton, and iron ore are of no use until they
have undergone certain operations; these operations must
therefore be regarded as representing the completion of the
process of production which began with the getting of
the raw materials. The term “improvement” can only be
correctly applied to industrial labour, whereby things which
are already capable of being used for particular purposes are
rendered either more capable of being used for those purposes,
or capable of being used for other purposes as well. How
far such labour is to be regarded as productive will depend
upon the value at which people esteem the new properties
which the articles have acquired, and upon the cost. If a
given quantity of an article in its unimproved state affords
a quantity of utility valued at z, and if the utility of what
is lost in the process of improvement be valued at y, then
production, in the economic sense, cannot be said to have
taken place unless the utility afforded by an equal quantity
of the improved article be valued at a figure which exceeds
z+y.

If for the word “improvement” we substitute the word
“transport,” the same thing will be found to be true.
Technically the two actions are different; economically they
are closely related. By improvement we alter the material
condition of the things; we confer upon them properties
which they did not possess before, or possessed in a minor
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degree only; by transport we alter the social condition of the
things, for we place them among a new circle of consumers.
How far our action is productive for mankind in this case
depends upon the same causes as those which determined
productivity in the case of improvement. The utility of
a parcel of coffee equals a in the United Kingdom and z in
the United States. Now unless the real cost of effecting the
transport of this coffee from the United Kingdom to the
United States be less than a — 2, mankind will not be made
any richer thereby.

There is just this to be observed, however. Transport
usually presupposes commerce, and commerce is exchange.
If England sends coffee to the United States, the latter
country must give something in return for it, either gold,
or securities, or goods. Thus, in international trade, a
double transport always takes place; except in those cases
where goods are sent in payment of interest, dividends, or
freights. It is not absolutely necessary that a profit should
be realised on each of the two parts of this double trans-
action; that a profit should accrue from one of them is
sufficient. We must regard the exchange as conmstituting a
single transaction, and in order that it may be production
in the economic sense, all that is necessary is, that the act,
regarded as a whole, should make mankind richer. The
return cargoes may result in loss; nevertheless the trade
will remain advantageous if the profit realised on what has
been exported exceeds this loss.

The business of shopkeeping constitutes production in
the economic sense for no other reason, and subject to no
other condition, than does the transport of goods. Shopkeep-
ing, also, brings goods into a new condition. We like to be
able to buy a single pound of coffee, a single pair of gloves,
or a few yards of calico. We like to be able to compare
goods of the same kind with each other; we wish to have
a choice; we also want to be able to get our daily supply
of necessaries somewhere in the neighbourhood of where we
live, without having to go to some distant warechouse which
we should, perhaps, have some difficulty in reaching. All
these various requirements are met by the shopkeeper, whose
work, therefore, is no less productive in its nafure than that
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of the farmer, the manufacturer, or the shipowner. In fact
there is not much to be said against regarding the shopkeeper
as the one who really completes the process of production;
the industrial labour whereby the goods are made ready for
consumption would then have to be regarded, not as the last
of the processes of production, but as the last but one.
For the things cannot really be said to have reached the
condition of being quite ready for consumption until they
are being offered to the consumers in the quantities required
and at very accessible places.

There is also a third kind of commerce; it consists in
buying up goods when they are redundant and selling them
when they are scarce. This kind of commerce is no less
productive in its nature than the others. We should suffer
want if the things with which our national industry fails to
supply us were not imported, and much trouble as well as loss
of time and money would result if the things were offered to
us in quantities larger than we needed, and at places too
distant to be reached with convenience. But it would be
equally disadvantageous if the goods, instead of being stored
until they were capable of supplying real wants, were disposed
of at low prices as soon as they had been produced, thus
giving an excessive stimulus to consumption and entailing
losses upon entrepreneurs. The term “ commercial speculation ”
has an evil sound; we frequently associate it with the idea of
gambling, and we rightly regard gambling as the very reverse
of real production, for it means waste of energy, and very
often of capital. But when we use the term in its broadest
gense, so a8 to include all the cases in which goods are
temporarily withdrawn from trade with a view to awaiting
a more favourable market, or all transactions whereby
advantage is taken of a temporary glut which, we know, will
erelong be succeeded by brisk demand, commercial speculation
assumes a more favourable aspect. Just consider what would
happen if producers were always to dispose of their products
immediately for cash, or if, whenever they did so, nobody could
be found who was ready to buy the products as a speculation.
Great disparity in prices would result; one day the consumers
would be able to get for a small sum things which, a few
months later, would either cost them very much, or perhaps
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not be procurable at all. The productivity of commercial
speculation, in the sense in which we are now using the
expression, can be proved by the same arguments as are
employed in proving that industry and import trade are pro-
ductive. Commercial speculation, too, is a kind of transport—
not from one country to another, it is true, but from one time
to another ; and so long as it does not degenerate into gambling, -
that is, in so far as it does not stimulate, but moderates the
movement of prices, it must be regarded as useful from an
economic point of view.

Enough, we think, has now been said by way of elucidating
the importance of production, its purpose and nature, and the
principal operations in which it consists. At any rate, what
we have said will suffice as a foundation, for it has not been
our intention to exhaust the subject. We have noted the
errors against which the student must be on his guard in
respect to production. In the first place, he has been warned
against any disparaging of the utility of production ; against the
error of the socialists, who would have us believe that all we
need aim at nowadays is better distribution, the amount of
goods being already sufficient—a doctrine which is doubly
erroneous by reason of its failure to recognise the favourable
effect of abundant production on distribution itself. In the
second place, we have shown general overproduction to be
either a very desirable thing, or an impossibility : a very
desirable thing if the expression be used in the sense of
production in excess of what is needed ; an impossibility if
the words are taken in the ordinary sense of production which
does not cover the entrepremeur’s expenses. In the third
place, we have combated the erroneous opinion that production
must necessarily create value in exchange; we have shown
that real production may quite well take place without value
in exchange, or even direct value, or an increase of either,
being acquired by anything as a result. On the other hand,
it has been shown that no act can rightly be regarded as an
act of production in the strictly economic sense, unless it be
one whereby material goods are either turned out, or rendered
more fit for use. Finally, attention has been drawn to the
great variety of the acts of which it can be proved that they
serve to promote material welfare.
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Starting from these general principles, our first stage must
be in the direction of discovering whether the stimulus
provided by self-interest—the great incentive to labour—may
be relied upon to ensure adequate production; or whether
some necessity exists for supplementing what is achieved
under the influence of that incentive.



CHAPTER II

PRODUCTION AND SELF-INTEREST

§1
Natural Rewards and Penalties

ONE of the most remarkable characteristics of society as now
constituted is the manner in which its production is carried
on. The Government makes scarcely any provision for it.
Not that the Government lacks interest in the work of pro-
duction, but it gives expression to that interest by erecting
schools, executing public works, or enacting tariff laws. In
many cases the railways are in the hands of the Government ;
also the postal and telegraph systems. But such things as
ordering corn from abroad, or providing against the possibility
of a dearth of clothing or furniture, the Government considers
to be outside its province. 'When the Government builds its
own ships, manufactures its own arms, or keeps its own horse-
breeding establishments, it is doing more than we usually
expect of it, and even these things it frequently leaves to
private industry. Only in the matter of workmen’s dwellings
have certain municipalities shown some degree of enterprise in
recent times, but the number of such municipalities is not
great.

More remarkable even than the attitude of the Government
towards interests which, surely, cannot be regarded as of little
account, is the attitude of the interested persons themselves.
The consumers are in the habit of doing just as little as the
Government towards providing for their wants; this is true
at least of countries where the population has grown very
dense. Everybody, it is true, strives for the means to procure

40
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things for himself, but nobody dreams of measures for pro-
viding against the possibility of things not being purchasable
when they are wanted. There are some exceptions to this
rule, but not many. We do not find consumers meeting at
stated times to discuss measures for importing foreign produce
in common or pooling their orders for home products. They
leave it to merchants to see that there shall be an adequate
stock of all these things; in so far as purchases are made in
common, they are prompted solely by considerations of quality
and price. In every society which has reached a certain
degree of development we find division of labour, and every
one assumes that just as he himself will perform the task
which he has undertaken, so others will fulfil theirs. This
division of labour has not been imposed by any ruling power,
it has developed spontaneously ; the duties on whose fulfilment
we reckon are performed voluntarily. The world of production
is quite republican in all its aspects; indeed, it has rightly
been called a world of anarchy. There every one, within
certain broadly defined limits, does, or leaves undone, whatever
he pleases. The workpeople are free in the choice of their
masters; the masters, in the use of their property. If you
want to build a ship, or a house, to send your capital abroad,
or invest it at home, there is nobody to say you nay. If the
farmers thought fit to leave their land uncultivated, the
manufacturers to shut down their mills, the shipowners to stop
their sailings, nobody would interfere with their decisions.
But which of us fears that any of these things will happen,
so long as the prices of agricultural produce, manufactured
articles, and shiproom remain high enough to provide entre-
preneurs with the incentive to work? We rely on each
other’s industry because we rely on each other’s desire for
gain.

Nor do we fear lest capital and labour should multiply in
some industries while deserting others. Such a thing would,
after a short period, bring its own retribution ; no sooner does
competition grow excessive at one point, than the employment
of capital ceases to be remunerative at that point. Then
arises that peculiar malady, so trying to those who suffer from
it, which we know by the name of overproduction; a malady
which, as has been shown, can never become general, but may
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very easily declare itself in particular branches of industry.
Decrease, perhaps even complete loss, of capital is the penalty
which an entrepreneur incurs if he uses his instruments of pro-
duction injudiciously. A princely fortune, on the other hand,
may be his reward if he contrives to foresee in time what
goods or services will be most in demand.

Rewards and penalties therefore are the means which
society employs for keeping production up to the mark, and
so effectual, on the whole, are these means, that the economiec
world, in spite of its anarchy, cannot be said to be a world of
disorder. The course of prices supplies a motive, under the
influence of which people, in the choice of their activities,
elect to perform those which are deemed the most useful, and
to distribute capital and labour over the various industries
according to the existing wants. The price is not only a
thermometer by which we can see what society wants, but
also a motive power, a stimulus, to supply what is most
productive, in so far as the productivity finds expression in
the form of value in exchange. And this impulse is
strengthened not a little by what is commonly called the
capitalistic method of production, the peculiarity of which is,
that whether the enterprise to which it is applied succeeds,
or whether it fails, the labourer gets his wages and the
money-lender his interest, each according to a scale stipulated
in advance. We have already had occasion more than once
to show how this imparts to prices a greater tendency than
they would otherwise possess to make each article yield a
normal rate of recompense for the labour and capital employed
in its production; how that which we called the system of
penalties and rewards is intensified thereby. Losses as well
as gains are now concentrated on the entreprenewr. If he has
made a mistake, he alone has to bear the loss; if he has had
prudence or luck, he alone enjoys the gain. He cannot in the
former case make any one help him to bear his losses, nor
need he in the latter case invite any one to share his gain.
Thus he has the incentive both to guard himself against
acts which are imprudent and to perform acts which are
remunerative,

This system of rewards and penalties mot only helps to
bring about a uniform distribution of capital and labour in
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general, but is also constantly operating beneficially in number-
less particular cases. If, at a given moment, there were too
little wheat in this country, the price of wheat here would
rise, and the persons to benefit most by the rise would be those
who had contrived to be the first to get wheat imported from
abroad. These would enjoy a large premium by reason of
their zeal; society would reward them for having been the
first to supply its wants. For those who had come too late,
and had brought wheat into the country after it had ceased to
be scarce, there would be a penalty. They would have to
suffer loss—as a punishment for their sloth. Or suppose
there are not enough ships in the East Indies to carry pro-
duce to Europe, and freights rise there very much in con-
sequence. A shrewd shipowner has foreseen this and sent his
ships to the East Indies in good time; he makes large profits
in reward for his sharpness—to him the prize. Attracted by
the high freights, ships now arrive from all quarters, and
presently there are too many of them; those that arrive last
have to leave with half-empty holds, and their owners, instead of
earning rewards, suffer penalties. They have failed to foresee
the temporary demand of the East Indian community for more
ships, and have perhaps sent theirs to ports where no more
ships were needed ; they cannot escape the penalty which such
mistakes entail under the free play of supply and demand.
Or, suppose the cotton crop has been particularly redundant in
a given year. Prudent merchants will then invest part of
their property in cotton, that article being, for the time, very
cheap ; later, when a light crop has succeeded the heavy crop,
they will sell their cotton at a profit. What is this profit
but a reward for their foresight? If those merchants had
done the reverse of this—if they had laid in stocks of cotton
in a year when the crop had failed and prices were high, and
had sold these stocks after an abundant crop, their action would
have been the reverse of productive. But it would also have
been the reverse of profitable, and their penalty would not be
light.

Enough has been said by way of illustration to show that
there are forces in the economic world which tend to make
supply adapt itself to demand. These same forces also make
demand adapt itself to supply, for every movement in prices
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operates in two directions: it moderates what is too strong
and stimulates what is too weak. This effect on the demand
is often very wholesome, especially in the case of bad harvests.
Public opinion is generally amiss in its judgment of what then
takes place. In most cases it regards the rise in prices as a
calamity ; this is wrong, however. When an article has
become scarce, every rise in the price should be regarded as an
advantage, in fact as an indispensable remedy. The dis-
advantage lies in the scarcity itself, which makes it necessary
to restrict consumption, and it is much better that this restric-
tion should begin at once than that every one should continue
to consume as much as before, with the result that after a
time no more of the article could be had. We all know the
French saying : Le metlleur reméde contre la cherté, c’est la cherté;
this dearth is the best remedy both because of the increase of
supply and because of the decrease of consumption which it
brings about ; for the latter is as necessary as the former if the
trouble is to be kept within the narrowest possible limits.
Some years ago we used to hear a good deal about scarcity of
dwellings in certain localities; house rents rose considerably in
those places and gave rise to loud complaints. But, surely,
the real evil lay in the fact that the population had become
too congested at certain points and that building land could
not be had at those points. The rise in rents proved a remedy
for both. It prevented more people from flocking towards these
points and forced many to return to their native parishes. It
also created an incentive for placing at the disposal of builders
land which had previously been used for other purposes. Thus,
in a short time the cause of the complaint was removed; in
fact, builders began to complain of difficulty in finding tenants
for their new dwellings.

If we take a bird’s-eye view of the economic world, with-
out allowing our gaze to linger too much on details, we cannot
fail to be struck by the way in which price affects supply and
demand. We marvel at this mariner’s compass, which is far
more than a compass, for it regulates as well as guides; and
- we marvel not without good reason. Let us consider for a
moment what it means to supply a large city like London or
Paris ; what huge quantities of goods of all sorts are required
by such a city day by day; and with what regularity those
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goods are supplied, without any intervention or guidance on
the part of the governing authorities. We find everything
working automatically ; we see that the labour of each is con-
nected with that of others, that there is seldom too much, and
seldom or never too little of anything in the commercial sense.
‘We see an organisation, which nobody has created, and which,
nevertheless—or, ought we perhaps to say, for that very
reason 9—is, on the whole, eminently successful in fulfilling the
purpose of its existence. 'We see about us a natural order in
the sense that, although based on, and having its root in law,
it has not been made, but has grown spontaneously. This
order merits our admiration too by reason of the encourage-
ment which it gives to the improvement and simplification of
production. Society rewards not only the labour which con-
sists in supplying its wants, but also, and often with far greater
liberality, the labour which devises means for enabling those
wants to be supplied more readily and with less effort than
before. Those who succeed in devising means for economising
the effort involved in production, or for obtaining more valu-
able goods without increasing that effort, make larger profits
than others. These profits will not indeed last for ever, for
ultimately—though not till after many years, where a patent
has been granted—the secret of a few will become the property
of all. It then enures entirely to the advantage of the com-
munity. Thus self-interest is a spur to actions from which,
at first perhaps a few only, but in the long run a great many
derive benefit. And we may add here, that this same spur
leads to the discovery of new products which supply wants of
which people are as yet unconscious. How many goods are
we not now in the habit of using day by day, which were
placed within our reach before we had expressed any desire to
have them! The talent of the entrepreneur finds expression
not only in saving the effort involved in producing things with
which we are familiar, but also in devising new things. Who,
for instance, had ever thought of the telephone before it was
placed at our disposal ?

It is by no means superfluous to recall these very simple
truths and to imbue our minds with a proper sense of the
importance of self-interest as a factor in production. To
overrate this importance is a serious mistake; but the error
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of underrating it is equally serious, for it prevents our seeing
what is requisite for the existence of any form of social order.
It would be a sufficient reason for rejecting any social order
under which the incentives to production, or to improved
methods of production, were less strong than under the existing
order, or which furnished less trustworthy safeguards against
capital and labour being distributed improperly, wants being
supplied too slowly, or stocks being consumed too rapidly
after an unsuccessful harvest. It is no small problem how
the thousand and odd million of human beings who inhabit
the globe are to be fed, clothed, housed, and provided with
innumerable conveniences which they require in addition.
Under the operation of self-interest that problem is solved,
not in a perfect fashion indeed, but at least in such a way
that great disturbances are rare. So much, at any rate, can
be said in support of the existing social order ; they who
would replace it by another, must first prove that as much
can be said of the order proposed by them.

They would also have to prove that the jufure of pro-
duction would be as well assured under the new order as it is
now. This is perhaps the most important point; we have
therefore reserved it for the last.

There can be no production without capital, and the
greater the volume of necessary production, the greater the
amount of capital required. Society must therefore be ordered
on such lines that little capital shall be lost, and that as the
population increases, new capital shall be formed. Under
the existing order, these conditions are fulfilled, if not
absolutely, at any rate in a very great measure. As capital
is almost exclusively in the possession of private persons, loss
of capital means in most cases individual impoverishment, and
growth of capital, individual enrichment; so that for every
individual there exists an inducement to maintain the instru-
ments of production in an unimpaired condition; and in fact
to add to them; in other words, to help to fulfil the conditions
which shall enable future generations to satisfy their wants.
The law of inheritance therefore forms an essential part of the
existing social order, and it has yet to be proved that sufficient
capital could be formed without it. The law of inheritance
binds one generation to another. It supplies a motive in the
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living generation, to think not of itself alone, but also of
those who are to come after. It operates, together with the
right of property, towards maintaining and increasing the
instruments of production.

§ 2
Defects in the Operation of Self-Interest

We have shown what self-interest can do in furtherance
of production, and we have seen that it can do much. We
need not wonder, therefore, if shallow minds have become
enraptured by this and have embraced the doctrine of complete
laisser faire. They have failed to note that self-interest is
continually taking advantage of institutions, views, and con-
ditions which have been created under influences, differing
entirely from its own, but without which it could not operate
beneficially. We are reminded that the free play of supply
and demand satisfies many economic wants without direct
intervention on the part of the State. But why is this free
play of supply and demand possible, and why is it capable of
yielding good results? Because there are laws supported by
public opinion ; because religion, morality, and art have led
us away from barbarism and made social life possible for us;
because science has placed herself at the service of mankind, and
spread enough knowledge among all sections of the population
to make even the least cultured take part to some extent in
commercial intercourse. We are accustomed to all this, and
therefore, as a rule, fail to notice it. Self-interest finds a
well-prepared ground on which it can pursue its aims without
obstruction; and we forget the labour of those who have
brought the ground into its present condition, or keep it in
that condition; we reserve all our admiration for the social
forces operating there.! This is the chief error of the laisser
Jaire system—an error in theory which would have had very
serious consequences in practice if the laisser faire system
had ever been adopted in real earnest by its advocates.

But there is something more to be said in this connection.

1 F, A. LANGE, in his Geschichte des Materialismus (5th edition, Part I
pp. 474-476), makes some observations on this point which are well worth reading.
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Self-interest can do much, but there are many things which
it cannot do. Its action is incomplete in certain important
respects.

Self-interest provides a sufficient incentive only as regards
the production of those things by the acquisition of which we
can procure some advantage for ourselves. In a society
where exchange has acquired a firm foothold, these will, in
the main, be the things which have a selling value, that is to
say, the things which will sell for money sufficient to cover all
expenses and yield a normal profit. If it can be shown that
economic advantage accrues to mankind from actions which do
not yield this result, then it will have been proved that the
operation of self-interest is not to be relied on entirely.

That there are actions of this kind is beyond question.
One we know of already, namely, the improvement of non-
economic goods. If means were invented by which, in a
locality where the air was impure, its impurities could be
removed, no entrepreneur would find any advantage in apply-
ing the invention, since the air would be just as redundant
after being purified as it was before, and therefore as little of
an economic good. But other actions might be named which,
although they satisfy pressing material needs, hold out no
prospect of profit to a single entrepreneur. No profit is to be
made, for instance, by founding hospitals, or schools for the
poor, or public libraries, or public parks. All these things
must be provided; but if we were to wait until self-interest
provided them, we should wait in vain. We have not to look
far for the reason why, in these and all similar cases, self-
interest lacks its usual incentive to action. When a man
makes a thing, he himself usually appropriates whatever
advantage it affords, and this he does either directly, by
using the thing himself, or indirectly, by getting the equiva-
lent from some other person. But in the cases just mentioned,
neither of these things takes place. ~'We have one person pro-
ducing, and another person enjoying the gains. Such cases are
more numerous than they appear ; although part of the gain
does sometimes accrue to the producer, that part is often very
small in proportion to the whole.

This is necessarily so in the case of means of transport.
The freights that a railway or steamship company can
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demand represent necessarily always only a relatively small
part of the advantages which such an enterprise brings to the
country in which it is established. It must be deemed
fortunate that this is so; the utility of means of transport
would not be very great for mankind in general if the increase
of the aggregate of incomes which they bring about were, for
the most part, to have no other result than the enrichment of
a few capitalists. But fortunate or not, it is certainly possible
under the free play of supply and demand, that enterprises
which would be very useful because very productive for
mankind, fail to come into existence. The reaso