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PREFATORY NOTE

HIS volume contains hardly any references to the
writers who have built up the theories of economics
and given them the form which renders them useful
in understanding modern economic facts. In omitting
these references, my desire has been, not merely to avoid
introducing controversies which can only interest students
more advanced than those for whom I wrote, but also to
retain a freedom of expression which I must have denied
myself had I assigned each point of doctrine to those who
first, or most clearly, gave it expression. I should like to
express my indebtedness to many recent writers, and, if I
have given an interpretation of them, here and there, some-
what different from their own, I trust that I have not lost
the essence of their doctrines, so far as I am able to accept
them. ,

No Cambridge student of economics in recent years can
fail to have gained inspiration from contact with Professor
Marshall, and the writer is conscious of a very special
obligation to the teacher to whom he owes his chief guidance
in economic study.

As with others, so especially in this case, the acknow-
ledgment of inspiration carries with it no attempt to place
a burden of responsibility for either the form or the substance
of what is written here.

The text contains no explicit reference to the mathe-
matical apparatus which has rendered eminent service in

economics, especially in recent years. Some of the simpler
v
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applications of algebraic symbols and geometrical diagrams
to economic problems are presented in an appendix. Those
to whom these forms of expression tend rather to confuse
than to clarify the reasoning which they embody, may thus
readily spare themselves this confusion; while those to
whom these symbols are familiar and helpful will not be
deprived of the aid to precision of conception and of
argument which can hardly be afforded in equal degree by
any other means.

Readers who desire to pursue something more than an
introductory course of economic study will find a few
references to the more accessible works in the English
language in the table of contents.

A, W, FLUX,

MONTREAL, November 1903



PREFACE TO THE SECOND EDITION

N preparing this volume for re-issue, it has been deemed
desirable to recast entirely the treatment of money,
international trade, and the foreign exchanges presented in
Chapters X1. to XV. of the original work. The circumstances
of the war and of the post-war period have given a fresh
importance to monetary discussions. At the same time, the
changes in the currency situation in many countries compel
attention to some aspects of monetary theory which were
quite conveniently neglected at the date of the first edition.
In the discussion of the theory of international trade in
particular, an attempt has been made to treat the problem
from a standpoint differing from that of the traditional
expositions of the subject. The essential features of those
expositions are dealt with in Chapter III, which remains
unaltered. The topics of the old Chapters XI. to XV. form
the subject-matter of Chapters XI. to XVIIL in the new
edition, and in Chapter X VI, which replaces Chapter XIII.
of the first edition, international value relations are ap-
proached from the standpoint of relative prices in place of
the usual discussion of relative costs of production. In
making this departure from the former treatment, it has
been my hope that the problems of the foreign exchanges
may be presented in a more real and effective manner, taking
advantage of the light which has been thrown on the

principles involved by the experiences of recent years,
vii
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The remainder of the volume is presented without
change. This course has been followed after consultation
with friends whose judgment is entitled to respect, and
gives expression to the opinion that, so far from demonstrat-
ing the errors of the accepted body of economic doctrine, the
experiences of the last nine years have justified a trust in
the soundness of the analysis, the principal features of which
it was the object of the volume to present. Without
omitting much that I desired to retain, or considerably
expanding the volume, it appeared to me that little
advantage was likely to be derived from attempting to restate
in other terms the arguments and discussions summarised in
these pages.

A. W. FLUX
LONDON, 1923



CONTENTS

CHAPTER 1
INTRODUCTORY
AUTHORITIES
CossA « . . “An Introduction to the Study of Political Economy.”
BageHor. . * Economic Studies,” Essays I. II. III.
Keynes . . “ The Scope and Method of Political Economy.”

MARSHALL , ‘‘Principles of Economics,” Books I. and II.
PAGES
In economics, we study the complex organisation of communities, the
sources of their wealth, the shares claimable by their members, and
the allocation of tasks to individuals which result from the choice of
occupation freely exercised under the stimulus of the rewards obtainable.
Though not entirely free, this choice is effective in its exercise. Goods
defined.  Personal qualities conducing to effective production
considered. National and individual wealth. Productive and un-
productivejlabour. The necessaries of physical existence are not more
rigorously required than conventional necessaries. Waste. Value in
use and value in exchange. Wealth comprises valuable utilities. Ex-
change the pivot on which modern economic life turns. Divisions of
the subject: production, distribution and exchange, consumption.
The historical and a priori methods of study mutually helpful.
Premises of economic argument. Action from self-regarding motives,
the principle of population, the principles of diminishing returns and
of diminishing utility, intelligent action and competition. Not all
these universally applicable, even if generally so.  Capital the means
of future production. Income of direct satisfactions or of money.
Trade-capital and consumption capital. Land not capital, though much
of its value is due to capital . . . . . . I-20



x ECONOMIC PRINCIPLES

CHAPTER II
DEMAND AND VALUE

AUTHORITIES

MARSHALL . . ““Principles of Economics,” Book III,
JEvoNs . . . “Theory of Political Economy,” Chapter III.
WIESER . . . ¢ Natural Value," Book I.

PANTALEONI . ¢ Pure Economics,” Chapters IIL IV,

Valuations of goods and services guide economic action in all departments.
Value not inherent in goods, but results from their relation to wants.
Wants of different persons not comparable, but the prices they pay for
equal means of satisfaction can be compared. Demand-price, its varia-
tion with the amount of supply. Exception to principle of diminishing
utility, apparently, when goods in general, rather than some particular
good, are concerned. 'What constitutes satiety? The desire for variety
of satisfaction, Order of urgency of wants. Distinction an object in
conspicuous expenditures. New orders of wants develop as resources
expand. Elasticity of demand and its measure. Utility afforded by
goods not decreased when additional supplies of them permit their use
in affording lesser utilities. Intra-marginal utilities secured at equal cost
with marginal utilities. The total utility of a supply of goods a
measure of the importance of that supply. Commodities of great im-
portance may have small value. Decrease of values of goods conducive
to welfare, which is yet not a consequence of decrease of wealth. Need
stimulates to exertion while unearned abundance leads to stagnation.
Changes of demand due to changes in values of goods or to changes in
the need for them. Only the latter involves a real change of conditions

of demand . . . . . . . . 20-31

CHAPTER 111
EXCHANGE AND MARKETS

AUTHORITIES

HossoN . . “The Economics of Distribution,” Chapter L.
MARSHALL . *Principles of Economics,” Book V. Chapter I. and
Note on Barter, Book V. Chapter II.

Personal estimates of the relative values of goods vary with the person
making them. Primitive exchange. Changes in supplies held by
traders modify the limits of possible terms of exchange. Differences of
bargaining capacity lead to variation of results, Conditions of a unique
rate of exchange. Influence of numerous traders on each side.
Markets and their influence on the terms of exchange. The bearing of



CONTENTS xi

PAGES
conditions of supply on rates of exchange under primitive conditions of

barter. Comparative efficiency of labour in different occupations
conditions the terms of exchange, unless transfer of labour and capital
between occupations is hampered. The problem of distribution
involyes essentially the conditions of valuation above contemplated.

Market valuations, and the influence of money on them. The
nature of some goods restricts dealings in them to local markets, but such
conditions are subject to change. Goods sold by sample, or by simple
description, if easy of transport, may be dealt in in world-wide markets.

A good market organisation establishes a uniformity of price, for the
same commodity, throughout the market . . ' . 32~41

CHAPTER IV
SUPPLY AND VALUE

AUTHORITIES

CAIRNES . ‘‘Some Leading Principles of Political Economy,” Part I.

J. S. MiLL  *“Principles of Political Economy,” Book III. Chapters
IIIL. IV.

MARSHALL ¢ Principles of Economics,” Book V. Chapters III. IV.
V. XL XII

The limitation of supply is variously conditioned. (2) Supply fixed in
amount, Adjustment of price so that the demand is for that amount.
(4) Limitation of supply due to monopoly. (¢) Limitation of supply
due to expense of procuring further supplies. Expenses of production
an index of the degree of scarcity. Marginal expenses of production ;
their variation with scale of production. The expenses of individual
producers and those of the industry as a whole. Competition assumed.
(i.) Constant expenses of production. The supply will have a marginal
utility measured by these expenses. Greater or smaller supply not
sustained. (ii.) Diminishing returns. Value measured by marginal cost
of production. Utility and cost of co-ordinate importance. Expense
incurred in anticipation of value to be realised. Changing conditions
of supply, and consequent changes of value. (iii.) Increasing returns.
When demand is inexpansive tend to monopoly, but with expanding
demand competition may persist. Limits to indefinite increase of
returns. Equilibrium of aggregate supply and demand: a stable
position assured.  Effects of increase or decrease of demand. When
the latter is permanent, the adjustment attained after ruinous competi-
tion. Prime cost and total cost. The representative producer. His
costs a measure of the obstacles to increase of aggregate supply. The
maximum economy ,of operation not attained in dull times. Re-
presentative costs not generally marginal costs. Résumé of relation of
value to expenses of production and to utility. Normal value changes
when the conditions, relative to which it is normal, change . . 42-64



xii ECONOMIC PRINCIPLES

CHAPTER V
SOME SPECIAL PROBLEMS OF VALUATION

AUTHORITIES

MARSHALL “ Principles of Economics,” Book V. Chapters VI, XIII
HaDpLEY . ¢ Railroad Transportation.”

Joint products. Relation of quantities supplied links their relative values racEs
together, since demand must be proportioned to supply. Variation of
relative amounts produced permits determination of marginal cost of
each. Joint demand. When one of two combined commodities is
unaffected in value by the demand for the combination, and when its
value is so affected. The principle of substitution. Equalisation of
cost of attaining the same end by different methods. Composite
demand. Monopoly gives the power of so controlling price as to
maximise profit. Arbitrary control restrained by recourse to substi-
tution. Concentration of production may effect economies. The
tyranny of monopoly feared more than the waste of competition.
Further discussion of joint products in relation to railway rates. Cost
of service not determinable. Analysis of cost. What the traffic will
bear. Deficiency of revenue from operation checks extensions and
improvements. Excessive profits stimulate competition. Problems of
momentary market equilibrium practically realise conditions of fixed
supply. Supply at a fixed price. Quantity supplied needs adjustiment
to demand evoked. The fixity of price may be only nominal or the
quality of the supply be varied . . . ' » 65-78

CHAPTER VI

THE PROBLEM OF INTEREST: THE SHARE OF CAPITAL
IN DISTRIBUTION

AUTHORITIES

CLARK . . . ‘“The Theory of Distribution.”
MARSHALL. . *‘Principles of Economics,” Book VI. Chapter VI.
BUHM-BAWERK ‘‘ Capital and Interest.”

Capital and capital-goods distinguished. Value of capital goods derived
from the value of their products. The principle of decreasing marginal
utility applies, not only to special capital goods, but to capital in
general. Value of capital depending on anticipated demand for
products, the supply may fail to correspond with the demand. Cost
of production as affecting the supply. The supply regarded as the
accumulated store or as the rate of addition to the store. New
supplies flow to the most promising openings. Demand for capital



CONTENTS xv

standard of living. Numbers and individual efficiency both affected. FAGEs

Cumulative nature of effects. The economy of spending important.
The iron law of wages. The net product of labour and the standard
of living are each equalised with the rate of wages. The cost of
production of labour. Influence of monopoly on either side of the
labour market, Indeterminateness of the results of collective
bargaining. Monopoly on employer’s side removes need for reduction
of marginal productivity of labour to the level of its cost . 118135

CHAPTER IX

SPECIAL PROBLEMS OF WAGES: METHODS OF

REMUNERATION
AUTHORITIES
See note at head of Chapter VIII., and
HaprLey . . ‘“Economics,” Chapter X.
ScHLOSS . . ‘*Methods of Industrial Remuneration.”

Supply of labour sometimes maintained in the face of starvation wages.
Supply-price of child labour. Services of learners not wholly
compensated in wages. Neglect of the future involved in early
industrial employment of children. Parasitic industries. Supply of
unskilled labour not restrained by low wages, and resulting hardship
to the labourers. Possibilities of relief. The Wages Fund doctrine not
wholly untrue. It fails to represent correctly the relation of wages to
capital. The parallel theory known as the Lump of Labour theory.
Shorter hours as a means of providing work for the unemployed : lacks
logical basis, The minimum wage doctrine. Restriction of entry into
a trade keeps up its wages but cannot be universally applied. The
unemployable. Are improved conditions the result of union action
or of independent causes? Terms of contracts concluded with unions
apply to others in practice. The wages problem a problem of the
employment of labour with a view to profit. TMe level of wages
dependent on the wealth to be created rather than on that already
existing.

Time-wages and piece-wages. The former are related to the out-
put commonly attained. Task-wages. Bonus on speed, progressive
wages. Group payment and the stimulus to effort it affords. The
premium plan.  Profit-sharing or industrial partnership. Co-
operative production and conditions affecting its success. Desirability
of direct connection between exceptional effort and the reward for it.
Moral elements in the efficiency of labour. Sliding-scales, how
arranged and carried out. Favourable and unfavourable features . 136-150



xvi ECONOMIC PRINCIPLES

CHAPTER X

THE PROBLEM OF PROFITS: THE EMPLOYER’S SHARE
IN DISTRIBUTION

AUTHORITIES

WALKER ., ““The Wages Question.”
MARSHALL  “‘Principles of Economics,” Book VI. Chapters VII. VIIL
PAGES
The capitalist-employer of older discussions and the entrepreneur of
modern theory. Separation of functions of employer and capitalist in
fact and in economic analysis. FEarnings of management similarly
determined to wages. Pecuniary gain not the whole stimulus to the
work of organisation. Hope of financial success an element affecting
the supply of entrepreneurs. Earnings of management as a quasi-rent :
not secured at the expense of labour. The margin of cultivation of
organising ability. A high margin implies abundant supply of able
entrepreneurs, and hence relatively cheap services secured from them.
Influence of education and credit facilities on this supply. Insolvency
legislation and business publicity as affecting the problem. Evolution
of economic analysis of profits. Separation of management from
responsible ownership.  Profits as the remuneration of risk-taking. Is |
this a question of distributing a given aggregate or of the amount of
the aggregate? Selection of risk bound up with responsible ownership.
Speculation and the economic service it renders. Contrast between
gambling and the intelligent anticipation of coming events. The latter
operates to effect a better adjustment of demand to actual supplies . 151-159

Al

CHAPTER XI
MONEY AND THE MECHANISM OF EXCHANGE

AUTHORITIES

Jevons., . . ‘Money and the Mechanism of Exchange.”
NicHoLSON . ‘“Money and Monetary Problems.”
WALKER . . “‘Money.”

Barter restrains trade, inasmuch as it involves risk of lack of mutuality of
desire for exchange, of coincidence in values to be exchanged and of
a common mode of expressing these values. The use of a general
medium of exchange obviates these difficulties. Coinage facilitates
the use of metals for the purpose in providing security against fraud
and ensuring convenience. Money as a store of value. The common
denominator of values may give place to substitutes in actual exchanges.
The precious metals manifest considerable stability of value,
Economy effected by deposit banking and clearing-houses. Cash



CONTENTS xvii

4 PAGES
reserves of banks related to credits granted. A large class of exchanges
habitually effected with cash. The efficiency of money in the work of
exchange . . . . . . . . 160-167

CHAPTER XII

MONEY AND PRICES

AUTHORITIES
See Note at head of Chapter XI. and
CANNAN ., ‘“Money, its Connexion with Rising and Falling
Prices.”
LayroNn . ¢“An Introduction to the Theory of Prices.”

Relation of supply of money to the general price-level. In exchanges
habitually effected by the use of cash and by credit devices re-
spectively, price changes in one group are propagated into the other.
Variations in the volume of transactions affect the relation of money-
supply to prices, and also affect the general price-level directly. What
is to be regarded as money? Full-valued coin and representative
money. Conditions of issue of representative divisional coin. Reaction
of changes in value of money on the supply of precious metals. Paper
currency and the liability to redeem it as a restraint on excessive
issues. Legal tender . . . 168-176

CHAPTER XIII

HIGH AND LOW PRICES—THEIR ECONOMIC AND
SOCIAL EFFECTS

AUTHORITIES

Jevons . ‘“Investigationsin Currency and Finance.”
IL. ““The Value of Gold,” Chapter IV.
Picou . ¢“The Economics of Welfare,” Part VI,

Steadiness in prices of greater moment than whether they are high or low,
so far as trade within a country is concerned. Changes in the
general price-level affect the economic status and welfare of different
sections of the community. Theimportance of lending and borrowing
in modern business. Falling prices an advantage to lenders and a
disadvantage to borrowers. Manufacturers and traders generally the
users of borrowed resources. Rising prices afford facilities to incom-
petent management, while falling prices handicap managers not above
the average in capacity. The rate of change in prices an important



xviii ECONOMIC PRINCIPLES

PAGES
constderation. [Effect of falling or rising prices on the accumulation of
capital, Movements in prices since 1873. The interest of wage-
earners in price movements. Relative fixity of some prices. Relative
position of social classes affected by changing price-levels, Saving
and the accumulation of capital affected . . . . 177-186

CHAPTER XIV
THE SUPPLY OF MONEY

AUTHORITIES

DuNBAR. . ¢ Chapters on the Theory and History of Banking,”
BAGEHOT . ‘‘Lombard Street.”
HawTrReY . “Currency and Credit.”

The English coinage system. The Latin Union. Significance of open
mints, Control of subsidiary coinage. Treasury Notes and Bank of
England Notes. Systems adopted for limitation of issues of paper
currency. Fixed fiduciary issue, fixed minimum ratio of reserves to
issue, elastic limits of issue, fixed maximum issue. Effect of abandon-
ment, during the war, of former restraints on issues. The cheque
circulation . . . . . . . . 187-196

CHAPTER XV
THE RELATIVE VALUES OF DIFFERENT CURRENCIES

AUTHORITIES

GIFFEN . . ‘‘Essaysin Finance” (First Series), ‘“ The Excess of
Imports.”

CLARE . . ‘“The ABC of the Foreign Exchanges.”

GOsCHEN . ‘‘The Foreign Exchanges.”

MARSHALL. *‘Money Credit and Commerce,” Book III. Chapters
IV. V. VL XIL

Conditions affecting supply and demand for drafts on foreign countries,
Composition of mutual indebtedness of trading countries. The com-
mercial elements, imports and exports. Credit, loans and interest
payments. Payments for carriage of goods overseas. Banking and
other services. Expenditure of tourists. Sales of titles to property.
Influence of the time element. Cost of remittances of precious
metal. The ‘“gold points.” Effect of transfer of gold. The self-
adjusting operation of freedom of import and export of gold. Nature
of the modification of conditions where currencies are inconvertible
paper . . . . . . . . 197-207



CONTENTS xix

CHAPTER XVI

VALUES IN INTERNATIONAL TRADE

AUTHORITIES
J. S. M1LL . ““Principles of Political Economy,” Book III. Chapter
XVIIL
BASTABLE . *‘Theory of International Trade.”

PAGES
Where inconvertible paper currencies are used, price-levels in different
countries are not linked together. The balance of payments due by or
to a country the dominating consideration in determining rates of
exchange. The case of two countries exchanging two commodities
considered. The prices in the two countries may enable one of them
to import both, to export both, or to import one and export the other.
Source of gain in exchange in the latter case. Rates of exchange
cannot remain permanently at levels rendering all the exportable
commodities of one country cheap in another country. Effects of
temporary existence of such conditions. Importance of non-commercial
elements of international indebtedness. Effect of changes in volume
of currency in either country. No stimulus to exchange between

countries possessing identical resources and capacities . 208-216

CHAPTER XVII

THE FOREIGN EXCHANGES

AUTHORITIES
See Note at head of Chapter XV. and
PATTERSON . ¢ International Exchange.”
CasseL . . ‘‘Money and Foreign Exchange after 1914.”

Triangular trade, and the adjustment of international payments, Long
and short exchange. The relation of the rate charged for short loans
to the price of long-dated exchange. London as a centre through
which are made payments between other countries. The Mint par of
exchange. The influence of the rate of discount on exchange rates.
What is meant when exchanges are said to be against, or in favour of,
a country. Effects of international trade on the development of
industry within a country. The gain from foreign trade the economy
of each country’s resources. Risks involved in dependence on
foreign markets and foreign sources of supply. Some national
resources may acquire value only through foreign trade . . 217-225



XX ECONOMIC PRINCIPLES

CHAPTER XVIII
FREE TRADE AND PROTECTION

AUTHORITIES
FAWCETT . *“‘Free Trade and Protection.”
BAsTABLE . ‘‘The Commerce of Nations” and *‘ Theory of Inter-
national Trade.”
Haprey. . ¢ Economics,” Chapter XIII.
MARSHALL . ‘“Money Credit and Commerce,” Book III. Chapters
VIIL to XI.
PAGES
Industrial development, if unhampered, follows the lines of greatest pro-

spective profitableness. Protection ensures the devotion of productive
powers to special ends. Free trade an equal field for all. Methods
of protection. Guarantee of interest on capital. Present sacrifice to
ensure future gain, whose amount needs scrutiny. Bonus, subsidy,
or tax-exemption. Conflict of private and public interests risked.
Bounties on production : should not be permanently needed. Import
and export duties. Prices in general neither unchanged nor changed
to the full extent of the tax. Hence burden divided between producer
and consumer. Conditions of incidence on one side only. Bounties
similarly examined. Division of expenses of transport in foreign trade.
Cheap freights have lightened the burden of all tariffs. Prices raised
by protective duties may be ultimately reduced as a final result. Infant
industries. Tests of applicability of protection to them. Obstacles to
removal of duties once imposed. Interests of others than the protected
producers involved. Dear living makes dear labour. Peculiar con-
ditions in England leading to adoption of free trade. The need for
protection to nascent industry in the light of U.S. experience. Power
of protection to attract capital, securing diversity of industry, doubtful.
Protection and wages. Relative wages in different employments
affected. Infant industries in advanced countries. Non-economic
grounds for protection. Food supplies in war-time, Is one-sided
free trade injurious? Retaliation. Slaughter markets. Foreign
competition checks stagnation, and restricts monopolies. Revenue
duties under a free trade »égime. Designed to yield revenue, not with
a view to incidental protection . . . . . 226-248

CHAPTER XIX
GOVERNMENT INTERFERENCE: TAXATION

AUTHORITIES
SiDGWICK . *‘Principles of Political Economy,” Book III.
J. S. MiLL . ¢‘Principles of Political Economy,” Book V.
FARRER . . *‘“The State in its relation to Trade.”

Government interference generally to be deprecated. Some classes
peculiarly in need of protection, even against themselves. Case of



CONTENTS - xxi

PAGES
children : compulsory education defensible and even necessary.
Factory legislation. True freedom of contract requires authoritative
interpretation of some elliptic contracts. Injury to third parties
restrained. Economy of associated action. Results worth securing
through common action not always worth independent effort. Govern-
ment expenditures met by taxation. Public supply of goods at a
price. Should public enterprises aim at profit? Division of expenses
according to benefit conferred by public action. Additional public
interest modifies this division. Where specific benefit is entirely un-
measurable, a criterion of just distribution of burdens is needed.
Taxation a payment for a prime necessity of social life. Equal tax
payments by each citizen, not just where wealth is unequally distributed.
The wealthy not entitled to lighter burdens than the poor. Faculty
as a measure of justice in taxation. The principle of equal sacrifice.
Revenue or wealth as a measure of ability. Proportional taxation.
Exemption of revenues below a fixed amount. Graded exemption.
Degressive and progressive taxation. The criterion sought is that of a
just distribution of the burdens of a tax system, not of individual taxes.
Taxation affects the marginal utility of income, and should affect all
equally. The appropriate limits of government expenditure. Cost
and utility of government services must be considered together . 249-262

CHAPTER XX
THE INCIDENCE OF TAXATION

AUTHORITIES

SELIGMAN . ‘“The Shifting and Incidence of Taxation,” and
¢ Essays in Taxation.”
BASTABLE . ‘‘Public Finance,” Book III.

Taxes are paid by persons, though assessed on things. Shifting of tax
burdens generally increases their weight. Impact and incidence
distinguished. Direct and indirect taxes. Taxes on rent not to be
thrown off. Taxes on interest tend to raise the price of loans, and
thus to be thrown off. Effects of unequal taxation of income from
different kinds of property. The burden of taxes on profits is shifted,
in general. Taxes on wages add to cost of labour. The meaning
of transference of tax burdens to consumers. Burdens of taxation
modified by the benefits derived from public expenditures. Equivalent
taxation of different forms of revenue checks shifting. Occupation of
the field of investment by public enterprise. Actual taxation complex
and its incidence confused. Shifting of burdens generally a rlow
process. Incidence of a house-tax. If imposed on owners affects site
values. Capitalisation of the burden. Partial transference to tenants
under favourable conditions. If imposed on tenants it is not readily



xxii ECONOMIC PRINCIPLES

PAGES
thrown off completely. Taxes on commodities transferred to con-
sumers. Taxation of monopoly.

National debts. Comparision of burdens of loans and taxes.
Facility of raising loans tempts to excessive use of that method . 263-276

. APPENDIX

PROBLEMS TREATED ALGEBRAICALLY AND
DIAGRAMMATICALLY

The demand equation and the demand curve. Extension of demand and
increase of demand distinguished in their diagrammatic expression.
Marginal utility and total utility, Satiety. Variety in expenditure.
Elasticity of demand and its measure. The supply equation and supply
curves. Equilibrium of supply and demand. Relation of individual
producers to the aggregate supply. Second form of curves of demand
and supply. Application to international trade and to the problem of
barter. Effect of hindrances to exchange on the terms of exchange. In
general both sides are affected disadvantageously. Effects of taxes on
the price of the taxed product. Prices under monopolised supply.
Taxation of monopoly. Rent expressed diagrammatically. Relation
of rent to price. Effects on rent of rise or fall in prices. The problem
of distribution. Rent corresponds to marginal services of land in
production. The problem of joint supply . . . 277-298

INDEX . . . . . . . . .« 299-30§



ECONOMIC PRINCIPLES

CHAPTER I

INTRODUCTORY

HEN we regard the position of a family, living
without regular or frequent communication with
the outside world, it is comparatively easy to comprehend
the conditions which determine whether its supplies of the
necessaries and comforts of life are abundant or meagre.
The extent of its resources, whether consisting in the
strength, intelligence, knowledge, endurance, industry, fore-
sight, etc,, of its members, and their willingness to co-operate
for purposes where associated effort is more effective than
individual effort; or in the equipment of tools and materials,
domestic animals, buildings, etc. ; or in the natural conditions
of the country where they live, its climate, richness of soil,
forests and streams, and the like—all these things can be
fairly comprehended and their general bearing on the life of
the family understood. The advantages which might accrue
from communications with other such family groups, and
exchange of goods with them, can also be readily conceived.
The sources of abundance and scarcity are plainly revealed.
The same general features occur in the case of a great
nation, but how different the detail. The mode of division
of the acquisitions of the family is fundamentally different
from that adopted as between the individuals of a numerous
and varied society. The former is either arbitrary,in greater
or less degree, or places all on a footing of equality. In the
society, an individual has to make good his claim to a share
I
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of the total product acquired, by rendering some service, and
that a service of sufficient importance to make it worth the
while of the rest of the society to secure it. The problem
for each is to discover what service he can render, that is of
a sufficient degree of indispensability to society to enable him
to procure a satisfactory recompense for himself from society,
or to arouse a sufficient appreciation of the services he is
able and willing to render to reach the same end.

In economic study we are engaged in examining the
influence of the same features, as manifested in a community,
which, in the case of the isolated family, were seen to con-
dition the kind and amount of the gratifications it could
procure. The nature of the environment, the extent of the
equipment of tools, the skill and intelligence with which the
work is planned and executed, are obviously of primary
importance in the one as in the other case. But, in addition
to regarding these features of the case, we need to devote a
marked degree of attention to the study of those conditions
which operate in the allocation of the amount received by
each member. What is the basis of the claim he can make
on society, what constitutes the inducement of society to
admit his claim? This part of our work should throw no
small degree of light on the great contrasts which exist
between the amounts to which different members of the
society succeed in establishing their claim. It should afford
indications as to whether, and in what degree, these contrasts
are a necessary feature of efficient social organisation.

The nation stands in need of the material goods, and the
services, which afford to its members the means of satisfying
their numerous and varied wants. Some wants are readily
satisfied, while, for others, the means of satisfaction are ob-
tained only with difficulty. If the activities of the nation
were under the absolute control, and subject to the direction,
of one man, we might conceive of him as directing to each
occupation the amount of labour which, with the appliances
afforded to assist it, would provide the required supply of
commodity or service. If a change in the needs of the
nation, or in the efficiency of special sections of producers,
occurred, a transfer of labour and rearrangement of appliances
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would be required to adapt supplies to the changed needs.
As the workers would be assigned to their work by the will
of the director, the supplies of commodities would depend
on that will rather than on the attractiveness of different
occupations to those who followed them. Only in so far as
assigning a man to congenial labour affects his willingness
in work, and the giving of special rewards might stimulate
to exertion, would the question of who was assigned to
each task, and what reward was assigned to each, affect the
amount of products available, since we might assume that
those who were most capable of doing any special work
would be assigned to that work by an intelligent director.

In the actual arrangements of modern societies, it is not
quite easy to see that there is anything to correspond to the
control of such an intelligent directing individual or body of
persons. Each is left to choose for himself what he will do,
and in what form he will take his reward for his work. His
choice of occupations is not quite free; indeed, it is in most
cases quite limited ; yet, within the range of choice possible,
the individual makes his own selection, or has it made for
him by a parent or by some one exercising a kind of parental
authority. If the choice be a personal one, it will be in-
fluenced by the attractiveness of the work and surroundings
and by its remuneration. Thus the occupations which
require no special skill are those open to the largest
numbers. Those offering the greatest rewards to a given
grade of skill attract more than those offering smaller
rewards. The distribution of labour among various occu-
pations, therefore, follows lines roughly corresponding to
those which we might suppose chosen by an intelligent
director. The labour whose reward is greatest is that whose
result is most needed, for, as each is free to dispose of his
income as he deems best, it may be assumed that he will
select those things which afford him the greatest satisfaction
in proportion to what he must give for them. Here again
his choice is not absolutely free. The knowledge which
each has, of what is available, is not unlimited. If
the means of some do not extend to the provision for
more than the most elementary wants, the extent of
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choice is restricted. Vet it can hardly be denied that
a low price for a commodity implies that the needs,
which remain unsatisfied, and to which it is capable of
affording satisfaction, are small as compared with those
which more highly priced goods can satisfy. The fact that
property is unequally distributed, that some have large
means, others small means, results in the fact that a slight
need, of a person of large means, may find expression in
the offer of a price higher than that which can be offered
by persons of small means, for the gratification of important
cravings. This feature hides from many enquirers the
general truths to which attention is here directed. Ad-
mitting that it needs special attention, we repeat that
freedom of choice as to what work one will do, and how
one will take the remuneration for that work, tends to make
employments attractive in comparison to the urgency of the
need of the community for the results of those employments.
Where goods of a certain kind are no longer required in the
same supply as formerly, a warning is given to that effect
by the diminution of the gains, which those who are con-
cerned in making those goods can secure. In the opposite
case, increase of reward serves to stimulate to an increase of
supply of the things of which society stands greatly in need.
That no small degree of efficiency is realised, in the distri-
bution of the work of the nation among the individual
citizens, is evidenced in the fact that supplies of necessaries
are steadily produced to meet our needs, and in remarkable
correspondence to those needs. The employments which
seem in many respects most attractive do not draw to them-
selves the whole labour supply of the community. The
great variety of human needs is met by a corresponding
variety of means of satisfaction. Men do things that are
not pleasant to do, for the sake of the living which they
can secure in doing them. Thus each of us is justified in
attending to his own special business, confident that others,
in attending to theirs, will ensure the supplies of food, cloth-
ing, etc.,, which we need, and which, in a primitive state of
society, we should need to provide by our own exertions if
we desired them.
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There is no benevolent autocrat adjusting the supply of
labour in all the variety of modern industries. No supreme
dictator decrees that, from the results of this year’s labour, a
certain portion shall be reserved to assist in performing next
year’s tasks more efficiently. Yet the extent to which
labour is in excess in some localities and industries, deficient
in others, is, generally, but slight. When it exceeds its usual
amount it promptly attracts attention, but attention is
practically confined to the fact that adjustment is, at the
moment, defective, and not directed to the equally, nay
more, striking fact that the vast mass of labour does not
manifest this failure of adjustment. These points are not
made for the sake of suggesting that present social arrange-
ments are not capable of great improvement, but rather
with the end of directing attention to the fact that, in any
proposed modification, we must look for guarantees that
the new order will achieve as substantial a degree of
efficiency in adjusting the resources of society to its needs
as the old, as well as for the assurance that defects in the
old order will be remedied in the new. The mere substi-
tution of one set of ills for another is hardly worth much
effort, though the new ills appear no greater than the old.
When realised, they might prove worse. We propose,
in this volume, to study the main outlines of the economic
organisation of modern society. By this is meant that part
of social organisation which is related to human wants and
human efforts directed to the satisfaction of those wants.
We have to study men as producers of wealth, and to
consider how the kinds of wealth which are produced
depend on what men want to consume. We shall enquire
into the principles which govern the exchange of one kind
of wealth for another, and determine how much is assigned
to each class of those whose joint efforts are requisite for its
production. The influence of various institutions on the
efficiency for production of the groups of men whom they
affect will require consideration, and the reaction on produc-
tion of the division of the product among the different
classes of persons concerned in its production. Our subject,
then, is certain aspects of man’s relation to wealth, We
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enquire, therefore, at the outset, what is understood by
wealth.

One characteristic common to all forms of wealth is that
of being able to satisfy some human want or desire. Not
all that can do this is wealth, and it is convenient to use the
word “goods” to designate whatever possesses this charac-
teristic, and to speak of the quality itself as “utility.” When
the need, which certain goods can satisfy, is already
abundantly satisfied, these goods cease to have special
importance. This occurs when the supply of them is free,
and in sufficient quantity for all to have as much as they
wish. Under these conditions every one will make use of the
goods for every purpose which they can serve, but none will
have any motive for acquiring supplies of the goods from
others by exchange for other goods. In order to rank as
wealth, then, goods must be capable of ministering to
unsatisfied desires, thev must be scarce.

Further, as wealth is a phenomenon of social life, goods
which are not of such a nature as to permit of a change of
ownership are generally excluded from the category wealth.
There are some scarce personal qualities which cannot be
separated from the individual who possesses them, and
which contribute largely to his personal satisfaction, and
even to his industrial efficiency, but which cannot be re-
garded as wealth. The relation of these qualities to wealth
has been a subject of considerable discussion. Consider the
skill of a workman. There can be no doubt that, were
slavery a legal institution, and the workman a slave, his skill
would be wealth to his owner, for a skilled slave is more
valuable than an unskilled slave, other things being equal.
Is, then, the question of whether skill is, or is not, wealth to
turn on the existence, or non-existence, of the institution of
slavery? One suggestion in reference to the matter is that
the wealth consists, not in the skill, but in the right to
dispose of it. This right belongs to the slave-owner where
slavery is recognised, to the labourer where it is not. But
the labourer can and does sell the right, with more or less
limitation in the extent to which it can be exercised, to his
employer. Thus the right to dispose of skill can be ex-



INTRODUCTORY 7

changed, and, fulfilling the conditions of utility and scarcity,
comes within the range of our definition of wealth. An
alternative mode of dealing with the matter is to admit a
special category of “ personal wealth,” differing from ordinary
wealth in being bound up with the person, and to class skill
and similar qualities as “personal wealth.” For almost all
purposes, the former seems to be a sufficient solution of the
difficulty, inasmuch as rights are admitted, with material
goods, as elements in the aggregate of an individual’s wealth.

In forming an estimate of the wealth of a community,
the existence of qualified rights of ownership must, of course,
not be overlooked. A mortgaged property is not a repre-
sentative of wealth, in addition to the mortgage on it, equal
to what it would represent if not mortgaged. There is the
same wealth in either case, but the ownership of it is divided
between mortgagor and mortgagee if it be a mortgaged
property. So, too, the bonds of the State debt, or of a
municipal debt, are items in the individual wealth of their
owners, but in estimating the wealth of the community we
do not need to add these evidences of debt to the aggregate
of the physical property of the community, except in so far
as they represent claims against outside communities. In
some respects, the wealth of the community includes items
not forming part of the private wealth of any of its members.
Thus a public park is not a part of the private wealth of any
citizen, where its use is free to all. To the community
which owns and maintains it, however, it is certainly wealth.
So, too, with other similar public property.

Wealth is not made up solely of material goods, as al-
ready indicated. It includes also rights to goods and to
services which do not get embodied in material form. Those
who produce, or aid in producing, wealth in a non-material
form, are productive workers, equally with those whose
labours are directed to the creation of material goods. At
one time it was the custom to speak of all who were not
concerned in the direct production of durable material goods
as unproductive. But the work of those engaged in trans-
portation industries, though it produce no change of form, or
of name, of the goods which they handle, is a part of the



8 ECONOMIC PRINCIPLES

work of their production. Until the goods have, not merely
the form, but the position, desired, their production is not
complete. Brick and stone, iron and wood, need to be placed
in position to produce a building, and the labour of convey-
ing them from the place of manufacture to the site of the
building is not less essential, to their finding their due places
in the building, than the labour of placing them in position
as parts of the building itself. In both cases it is a moving
of material to a place where it can serve a useful purpose.
Those who are engaged in the designing of the structure,
and in controlling the operations needed for its effective
construction, are also, obviously, productive, in so far as the
result could not be attained without their co-operation. The
aid in effectively carrying out such business operations,
which the designers, and those engaged in the transportation
and commercial operations needed for its completion, render,
is not the only indirect aid to the efficient performance of
the manual labour of construction. The maintenance of law
and order, of freedom from internal disturbance or foreign
aggression, is also an important contribution to all classes of
labour and enterprise. Administrative officials, and military
officers and men, thus contribute their quota to the industry
and commerce of the community. The degree in which the
members of the teaching profession fall within the same
category, though not equal for all, is sufficiently clear in
reference to them as a body to need no special comment.
In reference to those who render direct personal services,
including public singers, actors, and musicians, we are con-
cerned chiefly with the production of non-material satisfac-
tions. There seems no reason for classifying the writer of
romances, whose work is presented in the material form of a
book, as productive, and the musician, who affords a pleasure
at least as real when playing a musical instrument, as
unproductive, though the latter pleasure cannot be repeated
without the intervention of the musician, while the book can
be re-read as often as one desires. If| for any purpose, the
contrast between the producers of wealth in material or in
durable forms, and those whose productions are either non-
material or not durable. be required, it can be made without
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using the terms productive and unproductive in senses liable
to be misleading.

The productive energies of a community may be em-
ployed in providing for the immediate and direct satisfaction
of the wants of its members, or they may be partly devoted
to acquiring the means of providing for the anticipated
needs of the future. The resources of the community may
not be adequate for more than its most important needs, or
they may suffice for the provision of substantial comforts or
luxury, both present and future. It is clear that the lack of
necessaries must involve the cessation of supply of corre-
sponding service. The interpretation of the word “necessaries”
is not, however, uniform. It is sometimes used with reference
to the physiological requirements for the maintenance of life,
or of life and health. If any section or class in society fail
to acquire these necessaries, it is a simple matter of the
interpretation of the terms employed to conclude that that
section or class cannot maintain its existence without such
change, of numbers or of resources as will ensure at least the
necessaries of existence to those who compose the class or
section in question. But experience shows that no class or
people, however narrow its resources, devotes the whole of
those resources, in the most effective manner, to the provision
of the most essential goods and services. In practice, some
commodities are consumed which add nothing to the support
of physical life, even at the expense of stinting the supplies
of food, or of equally essential parts of the daily consumption.
Thus there are found numerous instances where money is
spent in providing showy outside garments, though such
expenditure compels an inadequate supply of warm under-
clothing, and even of food as well. The supply of resources
sufficient to provide for the physiological necessaries of
existence does not, therefore, ensure that these necessaries
are secured. Other goods often take precedence, and such
goods, which, by the habits of life and standards of conduct
of sections of the community, rank before physical necessaries,
are known as “conventional necessaries.” A very apt ex-
pression of the practical distinction between the more and
less necessary expenditures has been given, in a definition
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which classed as necessaries those goods, the result of an
increased cost of which was a decreased expenditure on
other goods. Whether the resources at the disposal of
given classes or communities will suffice to maintain a high
order of physical and mental vigour or not, is only in part
dependent on the extent of those resources. It turns also
on the extent and nature of the conventional necessaries to
the provision of which a part of the available resources will
be devoted.

Just as the well-being of individuals is apt to suffer
from the neglect of what are sometimes referred to as real
necessaries, so may the welfare of a community suffer from
the devotion of an inadequate proportion of its resources to
the provision of food, shelter, and necessary clothing. Unless
luxurious waste be an indication of superabundant resources,
it must denote a want of balance in the various purposes to
which the available resources are applied.

In economic discussion, no word is more frequently
employed, no conception more essential, than that of value.
As used in ordinary discussion, value denotes either of two
different ideas. In one use it denotes the importance of
goods of a given description to the user of them. As we
shall see, this value-in-use, or utility, is not an unchanging
characteristic of goods, or even a uniform result of the relation
of goods to human wants.

The second use of the term value is to denote the power
to procure other things in exchange, which useful goods have
when they are not available in unlimited supply. Thus, the
possession of a sack of flour may be important from either,
or both, of the two points of view. To one person the
importance of the possession of the flour may lie in the
assurance thus afforded of a supply of food for himself, and
for any dependent on him. To another, its importance is
derived from the fact that it can be sold, and, from the
proceeds, a variety of useful or agreeable things be purchased.
In the one case it is a direct utility which is the measure of
the estimation in which the goods are held. In the other, it
is an indirect utility, or group of utilities, afforded by what is
obtained in exchange for the goods.
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It is best to employ the word value to designate the
latter aspect of the importance of commodities, and to
denote the former by the word utility or value-in-use. In
view of certain striking features of resemblance between the
two aspects of the property in question, it may be asked why
the word value is proposed to be restricted in its application
so as to refer to the latter case only, when used alone and
without qualification, expressed or implied in the context.
The reason is not far to seek. In the one case we are con-
cerned with an estimation which is personal, private, peculiar.
In the other, the private and personal features are obscured,
at any rate when the exchange of the goods is conducted in
an open market where many dealers meet. The peculiarities
of the individual estimation count for but little in the face
of many other estimates. The property we call value thus
comes to be based on something else than the idiosyncrasies
of the individual who happens to own the commodity whose
value is in question. Value may almost be said to denote
the public aspect of the quality which, in its private aspect,
we call utility. Another view of the relation between these
qualities is presented in the next chapter.

Reference to the discussion on the connotation of the word
wealth will show that it is applied to all goods which have
exchange value. Where utility is absent, exchange value is
nil, and the objects in question will not be wealth. If goods
have value in exchange, they must be capable of change of
ownership, and not be freely available in unlimited amount.
Thus wealth comprises goods which have value, or valuable
utilities. Economic studies deal with man’s relation to
wealth as consumer and as producer. In modern life the
consumer of goods is not generally also their producer.
One fabricates, another uses. The maker gets his livelihood
by exchanging his products for other products. This
exchange is covered by a sale of the products for money,
and a purchase of articles for consumption out of the proceeds.
The fact of the exchange being one of product for product is
not altered by separating the transaction into two stages.
Exchange is the pivot on which all the rest of economic
organisation turns. The terms on which exchanges can be
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effected determine the distribution of the joint product of
many producers among these producers. In passing from
producer to consumer, therefore, goods are exchanged, and
the distribution of the value of the goods among the co-
operating producers is a result of the terms on which the
exchanges take place. Thus, in arranging the lines of
division which it is convenient to draw in a systematic study
of economics, the threefold division of production, distribution
and exchange, consumption, satisfactorily meets the needs of
the case. Each section must deal with conditions which
concern other sections, for the efficiency of production is
vitally affected by the degree of satisfaction realised in the
processes of distribution, and the ends which will be sought
in production are determined by the conditions of con-
sumption.

In prosecuting our enquiries into the nature of the con-
nections between different phases of economic activity, we
may adopt either or both of two methods. The one, known
as the historical or a posterior:i method, sets out to discover
economic principles as exemplified in the records of the life
of peoples in the past, or as shown by a comparison of
the present-day facts of different communities. The other
method, known as the @ priorz method, endeavours to arrive
at economic principles by logical deduction from well-
ascertained facts of human nature, considered in relation
to the environment within which the principles are to be
operative. The great complexity of the conditions con-
templated in any record of history renders it extremely
difficult to proceed with certainty by the mere examination
of facts, Facts teach nothing until they are arranged so as
to show some prevailing tendency. The mode of arrange-
ment must be determined on some principle or other, and
the best principles of arrangement which can be adopted are
indicated by careful study along a priors lines. Yet these
lines of study must be inadequate unless the basis of argument
is both judiciously and accurately selected. Reflection on
the most universal characteristics of humanity may supply
principles which can be utilised in a closer enquiry, as to the
extent of the validity of these principles and the operation



INTRODUCTORY I3

of modifying influences, thus providing a broadet basis on
which to push the @ préiori argument further. Fresh
guidance, for correction of the hypotheses of the argument so
as to bring them into accordance with actuality, may then be
sought in historical enquiry. Thus the two methods may,
and must, proceed hand in hand. They have done so toa
large extent. The method followed.in the present volume
is mainly the a prfori method, but the use of this method is
not meant to imply the neglect of the other. The broader
generalisations need constant qualification to adapt them
for application to special groups or conditions, and the
appropriate qualifications can only be discovered, in general,
by a study of various sets of facts. The frequent appeal to
statistics which is made by theoretic writers on economic
subjects, is an example of this reliance on historical methods
of enquiry, for the data of their arguments, or to provide
illustrations of the operation of the influences whose effects
they are discussing.

The data of economic arguments are comprised in three
principal groups of facts. First, the facts of physical nature,
such as those relating to the way in which the return to
effort expended in the cultivation of land varies with the
amount of effort devoted to any particular area. Secondly,
the facts of human nature, such as the mode and extent of
occurrence of self-regarding motives in economic action, and
of regard for members of the same family, tribe, nation,
trade, or profession; the degree of enterprise, intelligence,
foresight, trustworthiness, caution, etc, displayed by any
economic group which is the subject of study. Thirdly,
such facts of social organisation as the nature of the rights of
property, laws relating to inheritance, bankruptcy, etc., which
prevail in the society which is the subject of study.

These different sets of facts are not related to economic
argument in quite the same way. The first group must be
accepted as practically unalterable, but the others are under-
going change in any particular community, though many of
them change but slowly, and some change the mode of their
manifestation rather than their real nature. In different com-
munities, the differences in the characters of the people, and
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in their customs and institutions, must be taken into account,
if we would judge rightly of the application of general
economic principles to their special circumstances.

In order to deal with the complex facts of actual life in
any satisfactory manner, it is generally advisable to deal with
them a few at a time, and thus obtain clearly defined prob-
lems for solution. This is especially necessary in the early
stages of economic analysis, before the habit has been formed
of keeping qualifying conditions in view, and making the
necessary allowances for their effect on the conclusions to
which we are led. A satisfactory examination of a part of
any problem of actual life, is likely to be preferable to an
unsatisfactory attempt to handle the confusing perplexities
of the complete problem. The latter may lead in an entirely
wrong direction, without satisfactory indications of the cause
and extent of error. The former may be wrong through
incompleteness, but the half truth it presents, being known
to be but a part of the truth, invites completion, and thereby
correction. In other branches of knowledge a similar pro-
cedure, in handling artificially simplified problems for the
purpose of learning the fundamental principles applicable to
such cases, is followed with advantage. When these funda-
mentals have been duly studied, the attention can be given
to more complex problems, more nearly representative of
real conditions, and thus, by the continued application of
the same method, the realities of experience may be handled
with some assurance. When directing our attention to
especially prominent features of industrial or other economic
problems, then, we shall proceed always as if the statement
of the case had included the phrase “other things being
equal,” or an equivalent expression, unless the opposite be
distinctly stated.

The assumptions which generally underlie an economic
argument, that is the facts which are of sufficient universality
to be accepted as general data even when not specially
named, may be briefly indicated, so far as their general nature
is concerned. First comes the assumption that men desire
wealth and endeavour to secure it at as little cost to them-
selves as possible. In the business relations of men, at



INTRODUCTORY 2 {

any rate, this principle cannot be denied. Whatever altruistic
motives may direct the spending of a man’s income, in the
getting of it he is mainly dominated by self-regarding
motives. In accepting as a datum the prevalence of action
by each man directed to secure his own interests, it must be
observed that this is treated as a fact, not commended or the
opposite. We desire to investigate the tendencies of things
as we find them, and no greater mistake could be made than
to suppose that economics is a kind of gospel of selfishness.
Next come the recognition of the tendencies which lead to
the multiplication of the human species and the conditions
which limit the increase of numbers. The fact that the
extent and fertility of the earth are limited, and that increase
of energy devoted to the cultivation of the soil is not con-
tinuously repaid by a proportionate increase of product, is,
as has been mentioned, an important fact in its bearing on
numerous problems of social life. An assumption of very
great importance, the existence of which, as an assumption
in economic arguments, is so much taken for granted that it
is frequently overlooked, is that men are capable of judging
of the efficacy of means to an end, and that the easiest means
will be chosen to reach any desired end. This assumption
is as fundamental as the assumption of action from self-
regarding motives, and it need hardly be remarked that it is
not universally applicable in an absolute sense. If, however,
men are to be treated in our arguments as unreasoning and
unreflecting beings, neither caring nor knowing what results
flow from any particular action, it will be necessary to rely
on our knowledge of habits of action instead of arguing for
intelligent action, for habits change but slowly, and hence a
knowledge of the habits of the past forms a guide for the
future. The principle of the satiability of wants forms also
a practically universal datum in economic discussion. By
this is meant that when a man’s supply of any commodity
increases, his desire for more decreases, and that he arrives
at a point where he prefers to apply any available resources
to procuring supplies of other commodities, rather than to
increase his supply of the particular commodity under con-
sideration. This is true of each class of goods in turn.
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Further, the existence of competition is, generally, also
assumed. By this is meant much more than can be briefly
expressed here, but it generally includes the assumption that
men are free to follow the course which commends itself to
them as most suited to their conditions and the ends at
which they aim. Artificial exclusion from industries or
occupations which they might be suited to enter, and
which they desire to follow, is inconsistent with the as-
sumption of free competition. In reference to this assump-
tion, as with some of those which precede it, it is known
not to be universally applicable, and it is consequently
recognised as necessary to endeavour to introduce, into
problems where it is markedly deficient, some allowance
for the lack of correspondence of some features of the
problem with this part of the general basis of argument.
In some cases the entire absence of competition, in some
part of the field surveyed, forms part of the data of the
problem.

Before proceeding to the discussion of the influences
which operate in determining the relative values of com-
modities and services, the conception of capital, and its
correlative income, must receive a brief consideration. The
idea of capital is associated with those parts and forms of
wealth which are used to secure future wealth rather than
present gratification. The appliances of production, tools,
materials, buildings, etc., form a prominent and characteristic
part of the capital of the community. The essential features
connected with the conception are that it embraces the
wealth used to produce or secure a future income. Now the
income may be a trade income, or a supply of goods secured
by the use of the capital in business operations; or it may
be an income of personal satisfactions directly secured by
the actual use of the capital. Thus a yacht yields to its
owner an income which may take the form of the price
received for its hire, or may take the form of the gratifica-
tion derived from the use of a yacht by a yachtsman. The
gratifications are afforded as a direct income of utilities to
the owner of a private yacht; analogous gratifications are
secured by the hirer of a similar yacht, but the owner
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receives a price for the hire, which we regard as the income
derived from ownership. In the latter case the yacht is
trade capital yielding an income in money; in the former
case the yacht is performing similar services, but its owner
is the recipient of an income of direct utilities, and the yacht
would be classed as consumption capital. Narrower defini-
tions of capital have been used, which would exclude all
capital which is not trade capital, but to refuse to recognise
as capital things precisely similar in form and nature, and
similarly related to all concerned in enabling the utilities to
be procured by their use, introduces a too artificial line of
division. Some capital renders its income of services to its
owner ; other capital, rendering a like income of services,
renders them to others than the owner, and the owner derives
an income in money or its equivalent by affording to others
the opportunity of procuring that direct income of services.
In the light of this conception of capital, the controversies
as to the changes in the amount of capital which result from
changes of intention on the part of an owner of commodities,
the decision to turn them to the use of himself or family
alternating with the intention to use them for business
purposes, may be dismissed. There is no difficulty in
conceiving of variations in the proportion of the total
capital of any community which is devoted to trade, varia-
tions due to the whim or fancy of owners of portions of
the capital, though it was not a proposition readily accept-
able that the amount of capital in existence could so change
from moment to moment, now increasing, now decreasing,
while no change occurred in the actual commodities
existing.

Some goods, by their nature, will generally form part of
trade capital, others form trade capital or consumption
capital according to circumstances. Thus a piano, or even
the whole furniture, including ornaments, pictures, etc., of
a house, may be hired as a business transaction, and the firms
which keep such goods for hire hold them as trade capital.
For a majority of people, however, household effects are
owned by their users, and it is not customary to think of
them as capital. Yet they form as real a part of the equip-

2
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ment of the community for the service of its members in the
one case as in the other. If this view of capital be pushed
to its extreme, it will make the definition embrace all pro-
duced wealth not yet consumed, even though it take a form
of little durability and the act of consumption be in pro-
gress. Thus the food on the table at a family dinner
would be included. But may it not be asked when food
handled by the staff of a hotel ceases to be capital?
Even here, then, the difference lies in the ownership during
the last stages of preparation for use, rather than in the
nature of the goods. Thus the application of the term
capital in this case is less strained than appears at the first
glance.

The relation of land to capital calls for consideration.
The form of definition frequently adopted for capital describes
it as the product of past labour. Thus land is excluded,
since, in its essentials, it is a gift of nature, not the product
of labour. From the point of view of individual producers,
however, land is commonly looked on as part of capital.
They have exchanged, in many cases, the ownership of other
valuable goods for the right of ownership of the land.
Frequently, too, the services which the land can render are
due rather to the labour spent in modifying its natural con-
dition than to other causes, and form but a modest reward
for that labour. In the shape of improvements capital gets
bound up with land, but, generally speaking, the capital
which is associated with any particular piece of land can be
either increased or decreased at will. The land is provided
by nature. It can be made more accessible by man’s efforts,
or more capable of bearing crops, or otherwise aiding man’s
work as a building site. Its amount cannot, however, be
increased or decreased by human effort, and some of its most
essential characteristics are beyond the control of man to
modify or destroy. Hence land does stand in a different
category from capital when looked at from the point of view
of the community. To the individual it appears as a pat-
ticular productive instrument, and whether it owe its power of
rendering service to human labour or to nature, is practically
a matter of indifferen