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PREFACE TO THE SECOND EDITION.

D Y e

As the purpose of this work was mistaken by
many critics when the first edition appeared in
1888, it may be well to take this opportunity of
explaining that the word ‘ elementary’ in the title
must be understood in its proper sense, as indicating
that the book contains the essential parts of political
economy, not that it is intended for young children,
nor even for ill-prepared candidates for examination
who desire something to commit to memory. In
writing it I had no such persons in view, but was
thinking of the intelligent man of the world who
desires to be told in small compass and ordinary
language what the practically important part of the
teaching of political economy is. I therefore tried
to explain as directly as possible the general laws
on which the material welfare of nations and indi-
viduals depends, and did not scruple to abandon
both the traditional arrangement of subjects and the

special terminology of the economists.

Alterations, some of which were rendered neces-
sary by the changes made by the British budget of
1894, have been made on pp. 142~-145. Otherwise
the present edition is an exact reprint of the first.

OxroRrp, January, 1897.



PREFACE TO THE THIRD EDITION.

O

THE present edition is a reprint of the second,
with the exception of a change on p. 143, which
was made necessary by further extensions of the
abatement system in the British income tex,

September, 1903.
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INTRODUCTION.

————e

THE aim of Political Economy is the explanation
of the general causes 0.1 which the wealth or material
welfare of human beings depends.

To explain why such and such a nation or class
is rich, and such and such other nation or class is
poor, is the duty of the historian, just as to explain
why such and such an individual was rich or poor
is the duty of the biographer. The duty of the
political economist is, so far as possible, to explain
generally what has made and will make mankind
and nations wealthy, and also, given -certain
institutions and states of human nature, what
has made and will make individuals wealthy.
With regard to the wealth of mankind and of
nations the generalisations of political economy are
universally true ; they are independent of changes
of human character and institutions. But with
regard to the wealth of individuals the case is
different. There are no laws regarding the de-
termination of the wealth of individuals which are
universallytrue. Thecauses which make individuals
rich and poor vary with the customs and institutions
which are established. The economist may attempt

B



2 INTRODUCTION.

to explain the causcs which determine the material
welfare of individuals under any existing in-
stitutions and customs, or he may attempt to
explain the causes which determined the material
welfare of individuals under institutions or customs
which have existed, or he may take the much more
dangerous coursc of attempting to explain what
would determine the material welfare of individuals
under wholly imaginary institutions and ustoms.
The most usual and the most profitable course
is for the economist to take as a basis the in-
stitutions and customs which exist in his own
country and in his own time.

In the first part of this work the attempt is made
to explain the gencral causcs on which the material
welfare of mankind and of nations always depends.
The second part deals with the causes which at
present in this country, and in other countries
which resemble it, determine the material welfare
of individuals if wo exclude as far as possible the
effects of State action. The third part shows how
the results of these causes are modified by the more
ordinary actions of the State in a country like
our own.



PART L
GENERAL MATERIAL WELFARE.

——mem

¢ 1. LaBour.

THAT mankind asa whole can attain wealth only
by means of human labour is a truth which needs
no demonstration. Under some conditions indi-
viduals can attain wealth without themselves
personally labouring, but they can never attain it
without some human being having laboured. The
amount of labour necessary to attain a certain
amount of wealth is different at different times and
places. Sometimes it is very great and sometimes
very small, but it can never be diminished down to
nothing. Without labour mankind would neces-
sarily perish off the face of the globe, even if all
soils were fertile and all climates temperate.

It is a much more common mistake to over-
estimate the good of labour than to under-cstimate
it. We so often hear of people ¢ asking for work’
and complaining of ¢ want of work’ or of the ab-
sence of ‘demand for labour, that most of us are
tempted at some time or other to look on labour as
something desirable in itself, of which there is not
enough for every one. Whole nations have often

B2



4 PART I: GENERAL WELFARE.

acted, through their governments, as if this were
really the case. For fear that they might not
have enough work to do, they have enacted laws
which make the attainment of wealth more labor-
ious ; they have directed their cfforts not towards
the increase of wealth but towards the increase of
the labour requisite to attain wealth. Similarly, a
writer once maintained that the Great Fire of
London was amost fortunate occurrence, because it
gave so much work to do in rebuilding ; so too, many
oeople regard with a certain amount of disfavour
the imtroduction of machinery, on the ground that
it does so mueh work so quickly that it *takes
away employment '—does not leave enough work
for human hands to do.

Yet it is quite clear to anyone who can take a
comprehensive view of all industry, that there can
be no such thing as a general want of work ; the
possibility ofs working is unlimited. Under our
present social arrangements men are often ‘ out of
work,” but this is not because there is too little
work altogether to be done, but because, owing to
various circumstances, certain people offer to do
what is little or not at all required instead of what
is much required. If, for instance, more ships are
very little wanted, and many thousand persons offer
to work at the building of additional ships, very
likely many of them will be ‘out of work,” but it
does not follow that they would be out of work if
they were able and willing to produce something
which is more required than ships. Before there
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can be ‘a general scarcity of work’ the world must
be completely supplied not only with ships, but with
everything it desires to have; and this is obviously
impossible. At present the world is very insuffi-
ciently supplied even with food, clothes, and houses,
and the average income of each human being i3 a
most beggarly pittance even in the wealthiest
countries; the whole industry of the world is
evidently asyet quite inadequate to keep everyone
in tho most meagre degrce of comfort. Even if
everyone had three good meals a day and two suits
of clothes a year and two roowms, would there be
nothing more left for labour to supply? Should
woe not want more furniture, more books, more
gardens, more of all sorts of things which can only
be produced by labour? Clearly the number of
workers can never be ‘in excess of the work to be
done,’ for the work to be done is infinite.

Even if there were any chance of ¢the work to be
done’ coming to an end, that would not appear a
very terrible prospect to most people. Everywhere
around we see people labouring, some of them morn-
ing, noon, and night, but we know very well that they
do not do so, as a rule, because they like it, but be-
cause they like certain good things which they can-
not otherwisc obtain. No doubt a skilful painter
may find the painting of a picture an agreeable work
apart from the good things he may expect to get by
selling it, but the pleasure docs not consist in the
actual labour or drudgery, but in the pride of skill
which fills his mind as he sccs the picture being
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created by his hand; in the labour without the
picture there could be no pleasure. In the majority
of cases it is still more evident that labour is not
desirable for its own sake. Most people labour not
‘for the pleasure of working,’ as some artists,authors,
and others are said to do, but for food, lodging. and
other necessarics of life, and they readily admit that
the less work they have to do in order to obtain a
given amount of those satisfactions the better they
are pleased. Possibly the mass of mankind is
wrong in considering the necessity of labour as a
curso rather than a blessing. Wrong or right how-
ever, its opinion is shared by most of those who are
afraid of general ¢ over-production’ and a ‘universal
want of work’; they do not love labour for its own
sake any morc than others do. ‘A universal
want of work,’ accompanied by the production of
too many good things (whatever too many good
things may be), ought then to present no terrors
to them.

Every nation, as well as every individual, should
endeavour to attain wealth with as little labour
as possible.

§ 2. UseruL MATERIAL OBJECTS.

The immediate aim of many kinds of labour is
that which is called by economists the ¢ production,’
and by ordinary people the ‘making,’ of useful
material objects. Man cannot, of course, create
matter, so that the production or making of useful
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material objects only consists in so shaping or
placing matier that it may be useful. The corn-
grower places seed in the ground, which he has
moved in such a way that earth, seed, and atmo-
sphere turn into the useful object called a erop;
thon he separates the crop from the ground gpd
the grain from the chaff’; then the miller places the
grain between revolving stones and ¢produces’
flour; lastly the baker places the tlour with other
ingredients in a hot’oven and ‘ produces’ bread.
Now when the process of making a useful
material objeet is finished, that objeet dces not pass
beyond the ken of the economist ; it is not done
with. To be useful, a material objeet must be
uscd. It must be used cither in the production of
another uscful material objeet, as flour and ovens
are uscd in the production of bread, or in the pro-
duction of some pleasure or the prevention of some
pain, as bread is used in the productivn of the
pleasurc of cating or in the prevention of the pain of
hunger. If it is used in the production of another
uselul waterial object, it is indirectly uscful ; if it is
used in the production of a pleasure or prevention
of a pain, it is dircetly useful. To suppose that
material objeets ean be desirable for their own
sakes is a gross error. They can only be desirable
as the mcans or instruments which must necessarily
be used before certain pleasures can be obtained or
pains averted. Starvation can only be averted by
using the material objects which constitute food,
and therefore those material objects are desirable ;
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but what we work for and want is not the food it-
self but the prevention of starvation. If hunger
could beappeascd by murmuring a short incantation,
we should desist from cultivating the soil. So too
the comfort of heing warm and dry can only be
obltained by using the material object called a
house, and thercfore houscs are desirable ; but what
we work for is not a house but the comfort of being
sheltered from the elements ; the worse the clinate
the more elaborate the house. ' If ncither rain nor
dew ever fell, if no wind ever blew, if it was never
too hot and never too cold, and if there were no
murderers, robbers, wild animals, snakes and insects,
we should probably not trouble ourselves with
building houses at all.

Economists have sometimes written as if man-
kind existed simply to increase the number of
material objects in certain shapes and forms which
are on the carth at any particular moment. They
have treated men as machines to be used and worn
out in keeping up and increasing a sacred mass of
matter. The truth is, however, that useful material
objects are only brought into cxistence in order to
be instrumental in making human life enjoyable.
Much necessary and important labour is cxpended
not in the production of uscful material objcets
but in causing pleasure or preventing pain
directly. The physician and the musician, for
instance, can scarcely be said to produce useful
material objects. The ultimate aim of the labour
which produces uscful material objects is the samo
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as the aim of the labour which produces no material
ohjects—that is to say, it is the promotion of human
comfort and happiness. A nation is well or ill off
according as this aimn is well or ill attained, not
according as it produces or has collected a large or
small number of instruments for the attainment ef
that aim.

While no useful material olject is more than an
instrument for tho attainment of some satisfaction,
no such object is less than an instrument for that
purpose. All uscful material objects without ex-
ception are ¢instruments of production.’ The air,
the sea, and the land, are instruments of production
just as much as ploughs and steam-engines ; the air
we all use in the production of health, the sea is an
instrument of production similar to a road or a
railway, the land is used in the production of
everything.

It is useless to attempt to divide any actual stock
of useful material objects into objects used in the
production of other useful material objects on the
one hand, and objects used in the production of
comfort directly on the other hand. Many, we
might almost say most, uscful material objects are
used both in the production of other such objects
and in the direct production of satisfactions. For
instance, most of the instrumcnts uscd in conveying
goods from place to place are also used in conveying
persons from place to place, and are therefore used
both in the direct and indirect production of satis-
factions. So too a mecadow is often used both to
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feed a cow and to please the owner’s eye, and build-
ings are constantly used to keep both men and ma-
terials dry. Even if the division in question could be
satisfactorily made, it does not seem that anything
would be gained by making it: whether a thing is
useful for the purpose of producing enjoyment
directly, or for the purpose of producing some
other thing which will be useful for that purpose,
is surely a matter of very little importance.

It is equally vain to attethpt to divide useful
material objects into natural objects (called shortly
‘Land’) on the one hand, and objects produced by
labour on the other. Land itself, so soon as it is
cultivated, ccases to be a natural object: but culti-
vated land can scarcely be said to be an object
produced by labour ; some of its properties are due
to nature and somo (o labour. Nor is land proper
the only natural object which can be improved by
labour and thus cease to be strictly a natural
object. A river ceases to be a natural object as
soon as its bed is improved by dredging. Except
the air and the open sea it would be difficult to
find any useful material object which is wholly
unimproved by labour.

Useful material objects vary as to their perish-
ability. Some of them, such as the ocean and
diamonds, do not ‘decay of themselves’ and are
not worn out by use. Some of them, such as
bridges and pictures, are not worn out by use, but
decay of themselves—that is to say, in consequence
of the action of the natural forces to which they
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are necessarily exposed. Some of them, such as
clothes and steam-boilers, are worn out by use.
Some of them both decay of themselves and are
worn out by use; among these are most kinds of
buildings. Animals and vegetables die, and food
and fuel are ‘used up’ or ‘consumed.’ The thingg
which die we may class with those which decay of
themselves, and the things which are used up or
consumed we may class with those which are worn
out by use. *

§ 3. THE PRODUCTIVENESS OF INDUSTRY.

At one time it seems to have almost been thought
that a nation was well or ill off according as the
aggregate amount of comfort obtained was great
or small. A country with a population of forty
millions would have been considered richer than a
country with a population of twenty millions,
if the forty millions taken all together enjoyed
more comforts than the twonty millions taken
all together. Nowadays we should say, much
more reasonably, that the richer country of the two
would be that in which the average comfort per
head, not the aggregate comfort, was greatest.

Given a certain amount of labour, the average
comfort of & collection of individuals per head will
depend on the quantity of comfort a given amount
of labour will produce. When this is a great
quantity we say that ‘the productiveness of
industry’ is great, and when it is small we say
that ‘ the productiveness of industry ’ is small.
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As the world has grown older the productiveness
of industry has, in spite of possible temporary or
local diminutions, pretty steadily increased. No
one, however pessimistic, really doubts that the
population of the earth as a whole can now
produce more comforts or pleasures per head by
an hour’s labour than it could a thousand years
ago. In the more civilised countries of the world
the difference is very striking ; scarcely anywhere
is it altogether imperceptible. The ultimate causes
of this increase of the produetiveness of industry
are, we may reasonably suppose, the same as the
ultimate causes of all human progress; what these
are it is not our business here to try to discover.
We must be content with the immediate causes,
which appear to be three in number.

§ 4. THE PRODUCTIVENESS OF INDUSTRY IN-
OREASED BY THE GROWTH OF KNOWLEDGE.

The first, and perhaps the most important, of the
three causes which have led to the increase of
the productiveness of industry is increase of
knowledge. As regards this cause it is scarcely
necessary to say anything. Everyone can see
how enormously the productiveness of industry has
been increased by the growth of men’s knowledge
of mechanies, chemistry, electricity, and other
departments of science. In consequence of the
growth of knowledge a few men can now do
not only what it used to require many men to
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do, but also what could not formerly have been
done by any number of men in any length of
time. A hundred years ago in this country
very probably a certain amount of labour eould
produce as much and as good cloth as a consider-
ably less amount of labour can produce at present,
but it is certain that no amount of labour what-
ever could then convey a person from London to
Grantham in two hours. Nor must we suppose,
as we are sometimes inclined to do, that all
important inventions and discoveries have been
made in modern times. The inventions of modern
times are certainly not of greater importance
than those which took place in a remote antiquity ;
beside fire, the alphabet, the wheel, and the cultiva-
tion of cereals, our modern discoveries do not appear
quite so marvellous as we generally consider them.

In every art small improvements are constantly
being suggested by the teaching of experience,
so that the productiveness of industry is being
slowly but surely increased by the increase of
knowledge, even when there is an absence of the
more brilliant inventions and discoveries. So long
as experience continues to teach, there is no
fear of the human race reaching what used to
be the bugbear of some economists, ‘a stationary
state.’
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§ 5. THE PRODUCTIVENESS OF INDUSTRY INCREASED
BY THE ACCUMULATION OF USEFUL MATERIAL
OBJECTS.

The second of the three causes which have led
40 the increase of the productiveness of industry
is the increase which has taken place in the quantity
of the useful material objects which have been
accumulated or saved. It is not perhaps very
clear how the world’s stock of useful material
objects ought to be measured, but its increase
is usually apparent enough: when we see almost
all kinds of useful material objects being added
to everywhere, and very few disappearing or
falling into decay without being replaced, we
can say pretty safely that the whole stock is
increasing, even if we do not know exactly how
much of one sort of useful material object is equal
to a given quantity of another sort. That in long
periods of time the stock has increased not only
absolutely, but also in proportion to the population,
we can have no manner of doubt.

As to the effects of the increase of the stock of
useful material objects on the productiveness of
industry, on the amount of comfort or enjoyment
which can be obtained by a given amount of la-
bour, we have only to imagine what would be
our condition if every trace of past labour were
magically effaced from this country. We should
be left on a thickly wooded and swampy island,
naked, surrounded by wild beasts, shelterless, and
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with nothing ready to eat. Assiduous labour for
hours might possibly enable some of us to knock
down a rabbit with a pebble or stick, and if we
were not lucky enough to be able to light a fire by
friction we should be glad to eat it raw.

The method by which mankind increases ite
stock of useful material objects is more often
misunderstood than the effects of an increase of the
stock. As we have alrcady observed, many useful
material objects are from different reasons perish-
able. In consequence of this fact, a large portion of
the labour of mankind has always to be expended
in exccuting what would in a private business be
called ‘rencwals and repairs’; the useful material
objects which perish in parts rather than altogether
have to be mended or repaired, and those which
perish altogether have to be replaced ar renewed.
Another large portion of the labour of nankind is
expended in the production of satisfactions directly,
and not in the production (including of course in
that term the repair and renewal) of useful material
objects. Now if the whole of the labour spent in
producing useful material objects is, owing to
whatever cause, less than what is sufficient to
maintain the stock of those objects, that stock
must obviously deteriorate or decrease; if, en the
other hand, the whole of the labour spent in
producing useful material objects is more than
what is sufficient to maintain the stock of those
objects, that stock must as obviously improve or
increase. If the world, for instance, wishes to add
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to its stock of useful material objects a waterway
through some isthmus, all that is necessary is that
it should construct the canal, while at the same
time maintaining its already existing stock by the
necessary repairs and renewals. To do this would
of course be physically impossible if the produc-
tiveness of industry were so small that the whole
labour of the world had to be expended in merely
keeping people alive. In order that the canal may
be made, it is necessary that the men who are
constructing it should be maintained (that is, daily
provided with all that they use up or wear out) by
the rest of the workers of the world, who must at
the same time provide for themselves.

The process of adding to the stock of useful
material objects is called ‘saving,’ a word which
combines the meaning of ‘storing up,’ and ‘sparing’
or abstaining from some enjoyment. The addition
to the stock is what is stored up, and the enjoyment
which might have been immediately obtained by
the labour which was actually expended in making
the addition to the stock is what is abstained from.

§ 6. THE PRODUCTIVENESS OF INDUSTRY INCREASED
BY THE GROWTH OF CO0-OPERATION BETWEEN
INDIVIDUALS. .

The third cause of the increase which has taken
place in the productiveness of industry is the
growth of co-operation between individuals. At
one time the circles within which individuals
co-operated or worked together were small—for
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most purposes not larger than the family or village
community. The tendency of civilisation has been
to enlarge the area of co-opcration, till now we see
the production of many good things carried on by
innumerable individuals working together all over
the globe. Even in Adam Smith’s time it was
possible for him to say :—‘ Observe the accommo-
dation of the most common artificer or day-labourer
in a civilised and thriving country, and you will
perceive that the number of people of whose industry
a part, though but a small part, has becn employed
in procuring him this accommodation excecds all
computation. The woollen coat, for example, which
covers the day labourer, as coarse and rough as it
may appear, is the produce of the joint labour of a
great multitude of workmen. The shepherd, the
sorter of the wool, the woolcomber or earder, the
dyer, the scribbler, the spinner, the weaver, the
fuller, the dresser, with many others, must all join
their different arts in order to complete even this
homely production’ Since Adam Smith wrote,
co-operation between individuals generally, and
especially co-operation between individuals living
far apart, has continued to increase.

! The chief reasons why co-operation between
individuals assists the productiveness of industry
are four. The first and most obvious is that
co-operation enables some things to be done which
the physical strength of any single individual is
incapable of doing. We often hear astonishment
expressed at the force which machinery places at

C
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men’s command; but it must not be forgotten
that the labour of many men is usually necessary
to make a machine, and that even when the
machine is made, though one man may guide it,
more than one man is usually required to work it.
When all is prepared, one man may be able to start
a huge steam-ship, but the co-operation of many
men will be required to keep it going. It is clear
that if individuals had to live in isolation, without
receiving any assistance from each other, no great
work could be undertaken. 2 The second reason why
co-operation increases the productiveness of industry
is that it allows labour or employments to be
divided or distributed among individuals in such
a way that each kind of labour is done by special-
ists, by people who have become by study or
practice particularly well able to do that kind of
labour. ‘A Jack of all trades’ is proverbially
¢ master of none.” It is certain that no man could
have the training and experience necessary to
enable him to do all the work now done for him by
carpenters, blacksmiths, bookbinders, fishermen,
and tailors, as easily and well as they do it. Still
less could any man be at once a good surgeon,
astronomer, artist, watchmaker, navvy, and ae-
countant. The third reason why co-operation in-
creages the productiveness of industry is that it
enables each kind of work to be done by those who
are best fitted by nature to do it. When co-opera-
tion prevails, he who has bodily strength but
not much mind may be put to work which requires
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strength and no great degree of intelligence, and he
who has much mind but not much bodily strength
may be put to work which requires intelligence
and not much strength. In this respect we are at
present very far from having obtained all possible
advantage from co-operation; we much too often
see the wrong man in the wrong place. Still, we
see men, women, and children doing on the whole
the kinds of work for which those three classcs
of human beings are respectively best naturally
fitted. 4 The fourth reason why co-operation in-
creases the productiveness of industry is that it
enables many kinds of work to be done in the
places where it is easicst to do them. The advan-
tage of carrying on different kinds of work so far
as possible in the places best fitted for them, has
never perhaps had its existence explicitly denied,
but it is often ignored by the supporters of a
certain fiscal policy. Im agriculture the advantage
of producing one thing in one place and another in
another place is very apparent. One climate and
goil suit one erop, and another climate and soil suit
another crop or series of crops; anyone can see
that the productiveness of industry would not be
so great as it is if the inhabitants of each square
mile of the earth’s surface were obliged to grow on
that particular square mile the whole of the food
they require—corn, cattle, sheep, vegetables, tea,
sugar, and everything else. As to minerals, it is
evident that it is only possible to get them from
particular places. In manufactures the advantage
cz2
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arising from ¢the localisation of industry, as it
is called, is not quite so apparent, but consideration
shows it to exist. It is easier to manufacture
iron goods where the iron ore and coal lie close
together, than to carry the ironstone or the coal to
awistance and then do the work, and many manu-
facturing operations can only be easily carried on
in particular climates. It needs no demonstration
to show that the localisation of industry, or carrying
on of each kind of work in the place best fitted for
it, can only exist in consequence of co-operation.
Without co-operation each man must do all kinds of
work, and all kinds of work must consequently be
done in each place where men happen to be settled.

There is one drawback the existence of which
prevents the progress of co-operation from inereas-
ing the productiveness of industry quite so much as
might be expected. This is the impossibility of
securing that the whole labour of the population of
the world should be cxpended in producing always
exactly the things which are most wanted. An
isolated man co-operating with nobody would,
of course, easily manage to divide his time be-
tween the different kinds of labour in such a way
as to make his labour as productive as possible:
if more thirsty than hungry he would not spend
his time looking for food till he had looked for
water. But when employments are divided among
a great number of individuals, and industries are
localised, it is not so easy to distribute the whole-
of the labour so as to make it as productive as
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possible. It may very well happen that, owing to
some passing cause, too many people are doing one
kind of work and too few people are doing some
other kind. The quantity of each kind of work
done comes to depend on the numbers of people
employed in each kind of work; and it is not eazy
to take a man away from the kind of work to
which he is accustomed and set him to another
kind of work, even when it is discovered that too
much of the one kind of work and too little of the
other is being done. Moreover, that discovery often
does not take place till much injury has been done
to the productiveness of industry.

It may be observed in conclusion that to be of
much service co-operation must be willing co-opera-
tion. The unwilling co-operation of the slave with
his master and his fcllow slaves is perhaps more
favourable to the productiveness of industry than
no co-operation at all, but it is not so favourable as
willing co-operation. A man will not, in most kinds
of industry, produce as much in an hour when he
is unwilling as he will produce when he is willing,
and yet he may have laboured just as hard—may
be just as tired; the unwilling labour is less pro-
ductive than the willing labour.

§ 7. THE PRODUCTIVENESS OF INDUSTRY AS AF-
FECTED BY VARIATIONS IN POPULATION.

Under certain circumstances the productiveness
of industry in & country or countries may be
affected by an increase or decrease of the popula-
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tion of the country or countries in question. It is
not true that an increase of population must always
diminish the productiveness of industry, or that
a decrease of population must always increase the
productiveness of industry. No more is it true that
ar increase of population must always increase the
productiveness of industry, or that a decrease of
population must always diminish it. The truth is
that the productiveness of industry is sometimes
promoted by an increase of population, and some-
times by a decrease of population.

The only real ‘Law of Population’ is simply
this:—At any given time the amount of labour
which can be exerted on a given extent of land,
consistently with the attainment of the greatest
productiveness of industry possible at that time, is
definite. Assuming (what within short periods is
almost exactly true) that the total amount of
labour exerted on a given territory increases and
diminishes according as the population of that
territory increases or diminishes, we may word the
law thus:—At any given time the population which
can exist on a given extent of land, consistently
with the attainment of the greatest productiveness
of industry possible at that time, is definite. No
one, probably, will deny that there might be too
few people inhabiting a territory to allow of the
attainment of the greatest productiveness of industry
possible at the time. If, for instance, there were
now in New Zealand only six hundred persons
instead of six hundred thousand, no one will doubt
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that the six hundred would not be able to produce
so much per head as the six hundred thousand can
produce. Six inhabitants, again, would be able to
produce still less per head than six hundred;
indced in all probability they would be scarcely
able to support life. An increase of population,is
often one of the most essential requisites for in-
creasing the productiveness of industry. A large
population is necessary for the proper division of
employments and fbr carrying out great works.
Without a large population it is impossible to have
such things as railways, large ships, and mills, to
say nothing of art and literature. Hitherto in the
world’s history it is probable that increase of
population has gencrally, if not almost always,
increased, or rather assisted to increase, the pro-
ductiveness of industry: that is to say, if the
population had not increased, it would have been
too small to allow of the attainment of the greatest
productiveness of industry possible at the time—
there would have been ‘ under-population.’

Some writers have almost, if not quite, denied
that there can be too many inhabitants on a given
area to allow of the attainment of the greatest
productiveness of industry possible at the time.
But whother this state of things, which we call
¢ over-population,’ ever does actually occur or not,
it is surely clear that it is physically possible. The
more people there are on a given area, the less land
there is to each person, and if the number of people
goes on increasing as it is possible for it to increase,
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there must come a time sooner or later when there
is too little land to each person. Everyone knows
that at any given time, or so long as knowledge,
the stock of useful material objects, and co-operation
remain unaltered, an increase of the labour per-
formed on a ficld up to a certain point will cause a
more than proportionate increase in the produce of
that field, and that an incrcase of the labour
expended beyond that point will only cause a less
than proportionate increase in ‘the produce. If this
were not so, if an increase in the amount of labour
performed on a given area were always followed by
& more than proportionate, or even a proportionate,
increase in the produce, it would be better to grow
all the food required by London on one fertile field
in the neighbourhood, instead of bringing much of
it long distances over sea and land. If the produce
of a field increases in the same proportions as the
labour execcuted on it, why not select one fertile
field in Middlesex or Kent and employ a hundred,
& thousand, nay, a million men on that field, and so
make it produce a hundred, a thousand, or a million
times as much food as it produces at present? It is
evidently just as true in mining as it is in agriculture,
that the persons labouring on a given area at a given
time must not exceed a certain number, if the pro-
ductiveness of industry is to be as great as possible;
if it were not so, one mine for each mineral might
supply whole countries. The fact that a certain
amount of space is required for productive labour in
other branches of industry is of little practical
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importance as regards the effect of variations of
population on the productiveness of all industry
taken together, because these branches of industry
require very little space compared with agriculture.
It is always by acting on agriculture and a few
kindred branches of industry that variations of popu-
lation affect the productiveness of all industry.

To show that both under-population and over-
population are possible is not the same thing as
showing that either of these things exists now or
ever has existed. As there are still large un-
occupied tracts of land just as naturally fertile, if
not more 80, than much of the land which is already
cultivated, it is very improbable that the world as
a whole has ever suffered from over-population.
That some small islands have at times been over-
populated is certain, and that considerable areas of
large islands and continents have at times becn
over-populated is exiremely probable. The exist-
ence of over-pop. 2  or under-population is not
susceptible of exact demonstration: some people
think that the productiveness of industry in
London would be greater if a plague were to carry
off several hundred thousand working Londoners,
but they cannot prove that it would be so. Very
probably it would be so if the plague judiciously
selected all the most incompetent workers, but we
must always remember that a mere reduction of
population does not necessarily involve a diminu-
tion in the number of incompetent workers com-
pared with the number of competent workers.



PART IL

JNDIVIDUAL WELFARE UNDER PRIVATE
PROPERTY.

———
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§ 1. COMPLEXITY INTRODUCED BY EXCHANGE.

WE now leave ‘the unchanging laws of political
economy,” and pass on to the consideration of
economic propositions which can lay no claim
to universality, since they presuppose the existence
of institutions, laws, and customs which are liable
to alteration, and are as a matter of fact continually
being altered. We have not, of course, to attempt
the impossible task of explaining the causes on
which the material welfare of individuals depends
under all institutions, laws and customs, but are to
confine ourselves to the causes in operation under
the institutions which at present exist in this
country, and which exist with some not vitally
important modifications in the rest of Western
Europe, and in America and Australasia.

The two most important institutions as regards
the material welfare of individuals in this portion of
the world are private property and the State. In
this Part we have to discuss the results of the
existence of private property.
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If private property were established but ex-
change not practised, the acquisition of material
welfare or wealth by individuals would need
scarcely any special explanation. The wealth of
any individual would be determined in almost
exactly the same way as the wealth of mankingd
or great communities. The wealth of each man
would depend upon the produce of his own labour
and the utility of that produce to him, and this
would depend simply on the amount and quality
of the useful material objects in his possession and
on the intelligence and industry with which he
worked. The useful material objects in his posses-
sion would be the identical objects which he had
produced by his own labour or obtained by in-
heritance, bequest, or gift. As he would, under
the circumstances assumed, grow his own food,
make his own clothes, inhabit and repair his own
house, and do everything else for himself, an
increase in the productiveness of his own industry
would always benefit him, and a decrease in it
would always injure him. Bul private property
without exchange is practically impossible, if not
altogether inconceivable. Under private property
the chief motive which induces men to work is
desire to benefit themselves and, in many cases,
their families. This motive must inevitably lead
to exchange. No human being with an intelligence
above that of a brute would ever think of living in
isolation on his own property and producing by his
own labour every kind of thing which he uses or
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enjoys. Everyone finds it more conducive to his
interest to exchange things, or, as we say, to sell
some things and buy others. At present most in-
dividuals devote the greater part of their labour to
one particular kind of production, and exchange the
rmost of what they produce for the productions of
a number of other individuals, each of whom acts
in the same way. The reason tailors do not make
their own shoes is that they can get shoes more
easily by making clothes for shoemakers and
others ; the rcason shoecmakers do not make their
own clothes is that they can get clothes more
easily by making shoes for tailors and others.
Exchange being practised, the comparative
wealth of individuals must depend on the terms
on which exchanges are effected as well as on the
simpler causes, so in order to understand the
determination of the relative amounts of wealth
enjoyed by individuals we must first have a clear
conception of the nature and mechanism of ex-
change and the various ways of obtaining material
welfare or wealth to which exchange gives rise.

§ 2. Kinps oF THINGS WHICH CAN BE EXOHANGED.

Things which are, under the institution of
private property, exchangeable may be divided
into three classes:—

1. Useful material objects.

2. The use of such objects for a period of time.

3. Services which do not involve the production
of a useful material object.
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Everything which is included in any one of these
three classes—everything which is exchangeable—
we may call a ¢ commodity,” in the absence of any
better term.

As commodities belonging to any one of the
three classes or kinds of commodities may be
exchanged for commodities which belong to the
same class, or to either of the other two classes,
we may say that there are six different sorts of
exchanges.

(1) One useful material object may be exchanged
for another useful material object; e.g. one piece
of land may be exchanged for another piece, or a
horse for a picture.

(2) The use of a useful material object may be
exchanged for the use of another such object; e.g.
the use of one house may be exchanged for the use
of another, or the use of a ladder for the use of
a garden roller.

(3) A service which does not involve the pro-
duction of a useful material object—a ° pure service’
as it is sometimes called—may be exchanged for
another such service; e. g. a physician’s services
may be exchanged for a schoolmaster’s.

(4) A useful material object may be exchanged
for the use of a useful material object for a period
of time ; e.g. cattle or corn may be exchanged for
the use of & piece of land for a year.

(5) A useful material object may be exchanged
for a pure service ; e.g. food and clothing may be
exchanged for the attendancg of a footman.
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(6) The use of a useful material object for a
period of time may be exchanged for a pure
gervice ; e.g. the use of a house may be exchanged
for the service of driving a carriage.

§ 32 A Mepium OF ExCHANGE.

It would evidently be exceedingly awkward if
no exchange could take place except where two
individuals could directly supply the wants of each
other. It does indeed sometimes happen that two
individuals can do this. Two landowners, for
instance, do sometimos exchange two pieces of land ;
two house-owners do sometimes exchange the use
of two houses for a short period; a doctor and a
schoolmaster do sometimes exchange their services;
a landowner docs sometimes exchange the use of
his land for a quantity of the agricultural produce
which he requires, and 8o on. But in many cases
it is almost or quite impossible for exchanges ‘in
kind’ to be effected. How, for example, could a
physician get bread if he had to be paid for his
gervices in kind, and no bakers happened to fall ill
for a time? How could an exchange ever take
place between a great artist and a dock-labourer?
Obviously society as at present constituted could
not exist for a week if all exchanges had to be
between individuals who should directly supply
each other’s wants. As things are, it is evident that
there are many more indirect exchanges than direct
exchanges. It is much more common for 4 to
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supply seme want of B, who supplics in exchange
some want of C, who supplies in exchange some
want of D, who in his turn supplies in exchange
some want of A, than it is for A to supply the
wants of B in exchange for B's supplying 4's
wants.

Indirect exchanges are effccted by means of
‘money.” Each man buys what he wants with
money instead of endeavouring to supply some of
his productions directly to the persons who supply
him with their productions. In its simplest form
money is a concrete medium of exchange, a thing
which, owing to the customs of a people, anyone
will readily accept as a medium, as something
between the commodity he is ready to give in
exchange and the commodity he wishes to get in
exchange, because he knows that every one else
will accept it in the same way, so that he will be able
to get what he wants by parting with it.

Such a medium of exchange must nccessarily
belong to the first of the three classes into which
commodities are divided; that is, it must be a
useful material object, and not either the use of such
an object nor a pure service. It is absolutely
necessary that a medium of exchange should be
capable of being passed from hand to hand—
transferred to an almost unlimited number of
persons in succession; and neither the use of a
material object nor a pure service can be passed
from hand to hand. Whether a medium of
exchange must be not only & useful material object,
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but also a material object useful for some other
purpose Desides that of serving as a medium of
exchange, is a question which is not very easy to
answor. Experience is not conclusive on the point.
It seems to be the case that material objects which
are not useful for any other purpose may be made by
common consent useful as a medium of exchange,
at any rate for a considerable period of time, if their
quantity be limited. If more of them can be without
difficulty obtained by any one, the quantity of them
required to exchange for any other commodity will
certainly go on increasing till it reaches infinity.
Then of course they must ccase to be a medium
of exchange.

§ 4. CHARACTERISTICS OF A GOOD MEDIUM OF
ExCHANGE.

Whether it is possible for material objects which
are otherwise useless to be permanently a medium of
exchange at all or not, there can be no doubt that
they cannot be a good medium of exchange. The
general confidence that an object will be taken as
a medium of exchange by every one can never
be quite so strong when the object is otherwise
useless as when it is useful for other purposes.

A good medium of exchange must be durable,
portable, and cognizable, as well as useful for other
purposes besides that of being a medium of ex-
change. The longer an object will last without
deterioration, the more handy it is to carry, and
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the more easily recognised it is, the more suitable
is it to be a medium of exchange. It is, of course,
quite impossible to say whether durability, port-
ability, or cognizability, is the most important, or to
estimate how much more of the one will compensate
for less of the others. *

(1) An object which decays quickly is unsuited
to be a medium of exchange, because it would only
be readily accepted by people who knew they were
going to part with 1t immediately. No one else
would take it. Such commecdities as bread and
meat could never be at all a good medium of
exchange. Cattle, which grow old and die, have
sometimes formed a tolerable medium of exchange,
but it must be remembered that (to say nothing
of the slowness of the deterioration of individual
animals) cattle propagate themselves, so that a
person would not necessarily lose by having a
large number on his hands even for a long time.

(2) The second characteristic of a good medium
of exchange, portability, is not such a simple one as
it appears at first sight. It is clearly incompatible
with fragility or liability to spoil when exposed to
the weather; crockery, which would be constantly
getting broken, and salt, which would be ruined by
rain, would be equally unsuitable. This is plain
enough ; the difficulty lies in discovering what
constitutes portability in relation to size and weight.
No such quantity of the medium of exchange as is
commonly passed from hand to hand ought to be
very bulky or very heavy, or it will encumber and

b ,
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tire those who have to carry it; but, on the other
hand, it ought no less to be not very small or very
light, or it will have to be lifted with tweezers and
always protected {rom the wind.

(3) An object of which the quality or genuine-
ness is not casily ascertainable is unsuited to be
& medium of exchange, because of the waste of time
incurred in testing it by those who accept it, and
because of the want of confidence in it which must
be engendered by frequent frauds.

The experience of the world appears to show
that pieces of certain metals, stamped by persons
possessing the public confidence, best fulfil the con-
ditions necessary to make a good medium of
exchange. They can be melted down and used
for other purposes. They are durable, and their
cognizability is more or less certainly secured by
the stamp which turns them into ‘coin,” and by
laws against the issue of counterfeit coin. As to
portability, one or other of the several metals
commonly coined is always moderately portable.
At present we find gold most portable for large
purchases, silver for smaller purchases, and bronze
for still smaller purchases. For small payments
gold would not be bulky enough to be a good
medium of exchange, and for very small ones
silver would not be bulky enough. On the other
hand, bronze would be too bulky except for the
smallest payments, and silver would be too bulky
for large payments. A silver halfpenny could not
be easily handled, and a gold one could not be
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coined at all, while twenty pounds sterling in
bronze pennies would require to be carried in
a wheelbarrow, and twenty pounds in silver coins
would be a troublesome burden to carry on the
person.

§ 5. CREDIT: UNDERTAKINGS TO PAY THE MEDIUM
oF EXOHANGE GIVEN INSTEAD OF THE MEDIUM
ITSELF, .

It would obviously be very inconveniert if the
medium of exchange had to be actually passed
from hand to band in large transactions,—if, for
instance, every purchaser of a commodity worth
£1o000 had to bring the hundredweight and
a half of gold sovereigns in a cart, and count
them out to the seller of the commodity. Sup-
posing the difficulty of carrying and counting
the gold to be got over, there remains a still
greater difficulty in the fact that it would be
necessary for every purchaser of a commodity to
become possessed of its value in gold before he
could buy it. Let us suppose that 4 has a house
worth £10,000 and that B has a mill and C a
yacht each worth the same sum, and that 4 wants
to sell his house and buy C’s yacht, while B wants
to sell his mill and buy 4’s house, and C wants to
sell his yacht and buy B’s mill. Now if the
medium of exchange—gold sovereigns—is to be
actually handed over by the purchaser of the
house, the mill, and the yacht; before the sellers of

D2
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those commodities will part with them, then, before
the exchanges required can be effected, 4, B, or C
must have ten thousand sovereigns as well as his
commodity worth £i1oc,000. If 4 has the ten
thousand sovereigns he will hand them to C in
exchange for the yacht, ¢ will hand them on to
B in exchange for the mill, and B will return them
to 4 in exchange for the houte. If none of the
three have ten thousand sovereigns they cannot
effect the exchanges. '

Large transactions are now in this country al-
most invariably effected in a way which dispenses
with the possession or handling of the medium of
exchange by the purchaser and seller of a com-
modity. They are accomplished by means of ¢ eredit,’
that is, by the seller of the commodity trusting
some one’s promise to pay a certain amount of the
medium of exchange, instead of requiring it to be
actually produced. The promise to pay which the
seller accepts may be either the verbal or written
promise of the purchaser himself, or the written
promise of some other person which the purchaser
has obtained and transfers to the seller. In the
case we have supposed, 4, instead of producing
ten thousand sovereigns, might induce C to
hand over the yacht in exchange for his promise
to pay £10000 before a given date; then we
should have this state of affairs:—

A possesses the house and the yacht, but owes C
£10,000.

B remains in possession of his mill.
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C has A’s promise to pay £10,000.

C might now induce B to hand over the mill
to him in exchange for 4’s promise to pay £10,000;
then

A4 has the house and the yacht, and owes B
£ 10,000. ¢

B has A4’s promise to pay £10,000.

C has the mill, which he wanted.

B will now receige the house from 4 and in
exchange allow 4’s debt to be cancelled, so that,
without any of the medium of exchange ever having
been touched by 4, B, and C, the required exchanges
have been effected :—

4 has the yacht
B has the house }Q. E. F.
C has the mill

If 4 is not trusted sufficiently by B and €
to allow of their taking his promise instead of
the actual medium of exchange, he may yet
be trusted sufficiently by some third person, D, who
knows more about his affairs, and whom B and C
are willing to trust. Then 4 will obtain D’s
written promise to pay £10,000 and hand it to
C in exchange for the yacht. € will hand it to B
in exchange for the mill, and B will hand it back in
exchange for the house to 4, who will then get it
cancelled. When this third person, 2, is a banker,
his promises to pay certain amounts of the medium
of exchange are called bank notes.

It is often said that bank notes and other written
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promises to pay stated amounts of coin are them-
selves a medium of exchange, but this is by no
means the case. When two things are exchanged
by the help of a medium of exchange a third
commodity cqual to them in value is involved.
Neither a bank note nor any other piece of paper
on which is written a promise to pay a certain
number of pounds is such a commodity. Some say,
‘a five-pound note enables five pounds in gold to
be dispensed with, therefore it must be equal
in value to five pounds in gold’ They might as
well say ‘this man’s recovered strength allows
him to dispense with his crutches, therefore it must
be equal in value to a pair of crutches.” When a
man accepts a five-pound note in exchange for some
commodity he is not exchanging one commodity
worth five pounds for another commodity worth
five pounds. He is giving up the possession of one
commodity and taking in exchange a piece of paper
not worth a farthing, because that piece of paper
gives him the right to claim five pounds in gold
from the bank. The difference between the medium
of exchange and the picces of paper on which
are recorded promises to pay certain amounts of
the medium of exchange may be illustrated by
considering the effects of the loss or destruction
first of a large quantity of gold, and then of a
large quantity of written promises to pay gold.
If a million pounds in gold be lost, the world
is evidently that much the poorer; if paper
promises to pay £100,000,000 be burnt, those
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who promised to pay the £100,000,000 will gain all
that the holders of the promises lose.

§ 6. SourcEs oF INDIVIDUALS' INCOMES.

Private property being established and the
exchange of commodities madg easy by the help ‘of
a medium of exchange and credit, then that
periodical supply of commodities which we call a
man’s ‘income’ ‘comes in’ to him owing to his
possession of property, or owing to his performance
of labour, or owing both to his possession of property
and his performance of labour.

§ 7. WaY PROPERTY 1S A SOURCE OF INCOME.

Since all commodities are produced by labour,
there is nothing surprising and nothing that needs
explanation in the fact of labour being a source of
income. But the question has often been asked,
and is still continually asked, ¢ Why does the mere
possession of property enable a man to obtain in.
come?’ The true answer to this question is that
the existence of income derived from the mere
possession of property is a necessary effect of the
establishment of private property in useful material
objects. Given the existence of private property
in useful material objects, such incomes will follow
as necessarily as Newton's famous apple fell to the
ground. The use of certain material objects is
physically nccessary for the production of all or
ncarly all the kinds of pleasures and satisfactions



40 PART 11 ¢ LNDIVIDUAL WULLFAKH,

which constitute material welfare. Tho existence
of private property in these material objects means,
if it means anything, that the owners or possessors
of them ave allowed to do what they like with
them. This being so, no power on earth can pre-
vent the owners from belng able to derive an income
from them.

The reason is that from many useful material ob-
Jects the owner can by his own or others’ labour de-
rive pleasures and satisfactions directly for himself.
No laws can prevent the owner (provided, of course,
that he remains the owner in the full sense of the
word) of a house which is comfortable and conve-
nient for him to inhabit, from being belter off than if,
ceterés paribus, he had no such house. Just the same
thing is true in the case of land, furniture, books,
pictures, clothes, carriages, and innumerable other
useful material objeets. The possession of land
gives a man the power of growing his food upon it,
or of sporting on it, or even, if he likes, of admiring
the landscapes all by himself; the possession of
furniture gives a man the power of lying in a com-
fortable bed or of sitting in a comfortable chair;
the possession of books gives a man the power of
amusing or improving his mind ; the possession of
clothes gives him the power of keeping himself
warm, and the possession of carriages (with that of
horses) gives him the power of being transported
with little fatigue from place 1o place. Itis not in
the least necessury that these useful material objects
and many others should be lent or let out to other
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people in order to allow their owners to derive an in-
come from the possession of them. The income which
& man derives from using his own property is none
the less a perfectly real income because he does not
happen to enter its value in pounds on each side of
his account book. It would surely be strange te
represent a man who sells a house which he used to
let, and, with the proceeds of the sale, buys for his
own dwelling a house which he used to rent, as
diminishing his income by the amount which he
used to receive as rent. Evidently his real income
is not affected at all, though the rent of the one
house will disappear from his annual receipts and
the rent of the other from his annual payments.
There is, then, nothing wonderful in the fact that
the possession of such useful material objects as can
be used for the immediate benefit of their owners is
a source of income to their owners. The use of
such objects benefits the owner if he keeps them and
uses them ; if he lets them out to another to use, he
expects to receive something in exchange for the
benefit which he foregoes himself and transfers to
the borrower ; and the borrower gives something in
exchange because he receives the benefit from
some one who will not give it him for nothing.

The useful material objects which cannot well be
used by their owners form & source of income
to their owners in consequence of the existence
of useful material objects which can be used by
their owners. Useful material objects which can
not be made useful immediately to their owners
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would either not be produced at all, or would
not be the property of their present owners, unless
they were a source of income, since, if they were
not a source of income, every man would prefer
to possess other objects which were a source of
income. When a man finds himself possessed of
some useful material object which he cannot use
himself and the use of which he cannot sell to
some one else, he immediately proceeds to sell that
object and buy something which will be a source
of income to him. If, as sometimes happens, he
cannot sell the object and it is a perishable
article, he allows it to fallinto decay. People only
own houses which they do not inhabit because they
derive house-rent from the possession of them; if
there were no house-rent, the houses not inhabited
by the owners would be all sold to those who
inhabit them, at whatever sacrifice, and no more
houses would be built with a view to being let. In
exactly the same way, if ship-owners were prévented
from receiving an income from the ships which
they do not use immediately for their own benefit,
existing ships would become the property of some
sort of associations which could use them for their
own immediate benefit, and in all probability very
few new ships would be built ; any that were built
would be built for the associations. The long and
the short of the matter is, that the uscful material
objects which are not used by their owners form
a source of income to their owners because other-
wise their owners would prefer to produce and
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possess things which they could use for their own
immediate beuvefit. A man who has a cotton mill
receives something in exchange for the use of it
when he grants that use to others, because, if he had
not chosen to build or buy a cotton mill, he might
have built or bought something, such as a yaclst,
which he could have used for his own enjoyment.
Many people in all ages, even whon they have
understood why the mere possession of useful
material objects other than coin is a source of
income, have found it difficult to explain why the
mere possession of ‘money’ should be a source
of income, and still more difficult to understand
why ¢credit’ should be a source of income. Yet it
is surely very simple. Whenever money is lent or
credit given, the lender of the money or the giver
of the credit lends useful material objects to the
borrower. If actual coin is lent, then the useful
mateiial object, gold, is lent, and there is no more
and no less reason why a man should pay for
the use of gold than why he should pay for the use
of iron or wood. If, on the other hand, no coin
is passed from the lender to the borrower, what
happens is that the borrower, owing to the credit
he has obtained, is able to become possessed of
some useful material objeet which he makes a
source of receipts to himself, and therefore has
to pay the person who has enabled him to obtain
these receipts something in exchange for them.
When it has been proved that private pro-
perly in useful material objects necessarily leads



44 PART I1 : INDIVIDUAL WELFARE.

to income being derived from the mere posses-
sion of property, it may be asked whether private
property in the produce of labour without private
property in material objects could be established, so
that labour should be the only source of income.
The answer is that private property in the produce
of labour without private property in useful ma-
terial objects, would be certainly impossible in
practice, and is perhaps inconceivable in theory ;
because we know of no way of dividing the altera-
tions made by labour in the form of a material
object from the material objeet itself. No in-
telligible device for retaining any sort of private
property while abolishing incomes derived from the
possession of property has ever been discovered.
This point settled, we can now proceed to discuss
the various ways in which income may be derived,
first from labour, and next from the possession of

property.

§ 8. DIFFERENT WAYS OF DERIVING INCOME FROM
Lasous.

There are three different ways in which an
income may be derived from working. A person
may obtain income:—

(1) By producing commodities for his own
benefit.

(2) By working in one way or another along with
people whom he employs, that is to say, with people
who have sold their work to him for payment agreed
upon before the work is done.

.
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(3) By working for an employer, that is, by selling
his work to some one for a payment agreed on before
the work is done.

First way:—

The commodities produced by & man who neither
‘employs’ others nor is ‘employed’ by another
may be used by himself or may be exchanged
for other commodities which will be used by
himself. .

It must always be remembered that exchange of
commodities can never prevail to such an extent
as to result in each individual producing personally
none of the material good things which he enjoys.
Every healthy adult does some of his own work ;
for instance, nearly every man at least puts on his
own clothes and cuts his own meat. No increase
in the division of employments and exchange
of commodities will ever make it possible to procure
such satisfactions as that produced by looking at a
picture, without some small amount of labour on the
part of the person who is to enjoy the satisfactions.
It may perhaps be thought that the amount of
labour expended directly for the good of the worker
himself is at present, in a country like this, altogether
unimportant. This is by no means the case. The
proportion of such labour to the whole amount
is obviously less in this country than in any other,
but it is, all the same, a very considerable proportion.
Little perhaps of the men’s labour is expended
directly for their own good; men are much more
often engaged in producing commodities for the use
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of other people than for the use of themselves and
their families. But what of the women’s labour?
Few will doubt that at any rate more than
half of the labour of women in this country is
expended directly for the good of themselves and
their families. As women, on the average, work at
least as hard as men, we may therefore conclude
that more than a quarter of the labour of the men
and women together is expended in producing
material good things dircctly for the use of the
producers.

The only reason why the income produced by this
Jabour so often cscapes notice is that it is difficult
to estimate the value of it in coin. Imaginary
cases, of course, may be supposed in which it is easy
enough to estimate the value in money of this kind
of income. We may, for instance, suppose two
teachers, 4 and B, in these circumstances :—4 has
£300 a year derived from property and £250
a year derived from the labour of teaching other
people’s children, and he pays £50 a year to some
one else for teaching his children. B has the same
amount of income from property as 4, obtains £200
a year for teaching other people’s children, and
personally gives his own children exactly the same
quality and amount of teaching that 4’s children
receive. Then it is surely clear that 4’s and B’s in-
comes are worth the same amount of money, namely,
£550 a year. But a simple case like this, which is
easy enough to imagine, seldom occurs in practice.
Consequently it is usual to overlook the income
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which an individual produccs directly for him-
self. In the rough-and-ready methods of every-
day life X’s income would be reckoned as
£500 a year only, and he would pay income
tax only on that sum, while 4 would pay it on
£550. »

The income which individuals who are neither
employers nor employed obtain by producing com-
modities which are sold by them when finished
for what they will ‘then fetch, is a much less
important part of the whole income of the
population. It has declined in importance and still
is declining. Modern changes have not indeed
altogether destroyed the ‘independent workman,’
as a man is called who works alone or with the
assistance of his wife and children, and sells the
commodities thus produced, when finished, ¢on his
own account.” Every one knows of a few instances
of ‘independent workmen’ in trades which do not
necessitate the use of machinery or materials
which cannot be handled by a single man and his
family. Such trades, however, appear to be
decreasing, and even in them tho livelihood of the
independent workman becomes more and more
Pprecarious.

Second and third ways:—

From the position of the independent workman to
that of the employer on the one hand, and to that of
the employed on the other, the transition is in theory
extremely gentle. Assoonasany one who produces
and sells commodities on his own account engages
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others to assist him in the work of production for
sums fixed before the work is done, he begins to
derive income from his labour in the second way
—he becomes an employer. As soon as he begins
to work under an agrcement according to which
4he commodity he produces or helps to produce
belongs not to him but to another person who is
bound to pay him a fixed sum for his work, he
obtains income in the third way—he becomes
¢ employed by some one.

It is impossible to divide the population of a
country like this into independent workmen on the
one hand and employers and employed on the other,
because many people work both independently and
as employers or employed. A small shoemaker, for
instance, may sometimes employ assistance and
sometimes not. He will sometimes make boots
which he places in his window and sells ready
made, and will sometimes make boots under contract
with a customer who employs him to make his
boots ‘to measure.” As for dividing all who are
not independent workmen into employers on the
one hand and employed on the other, this is still
more clearly impossible. Most people are both
employers and employed at the same time. A
railway company employs a millionaire contractor
to make a new line; the contractor employs sub-
contractors to do different parts of the work; the
sub-contractors employ navvies and other work-
men; even these last employ various persons at
different times to perform services for them (such
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as cooking) and so nearly all are both employers
and employed.

Great confusion of mind commonly exists as to
the nature of the exchange which takes place be-
tween an employer and those whom he employs.
It seems for the most part to have arisen from the
erroneous notion that an employer buys labour.
This is not at all the case. Labour is not a com-
modity—it is nelther desirable nor exchangeable.
What an employer buys is in all cases not the
labour of doing a thing but the work dome. If
you cngage a carpenter to make you a box on
the terms that you shall provide him with the
necessary materials, lend him the necessary tools,
and pay him half-a-crown when the box is finished,
then you will pay the half-crown not in exchange
for his labour, but in exchange for the making of
the box. As it would be popularly expressed with
equal brevity and accuracy, you pay half-a-crown
‘for the carpenter’s work.” Before, you had wood,
nails, hinges, a lock, tools, and half-a-crown: now,
you still have the tools (a little the worse for wear)
but instead of the wood, nails, hinges, and lock, in
their former condition, you have a box. You have
got no ‘labour’ to show for your half-crown ; what
you have got in exchange for it and the wearand tear
of your tools is the difference between the materials
of which the box is made and the finished box ; this
difference is not the carpenter’s labour but the result
of his labour. When we say that it is the car-
penter’s ‘work,” we use the word ‘work’ not as

B
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equivalent to ‘labour, but as equivalent to the
result of labour, just as when we call a book a
‘work ’ or when we say ¢ this is bad work.

Whether a man is paid ‘ by time’ or by the
piece’ he is equally paid for the result of his
labour and not for his labour itself. It might
be thought that when a contract is made to
pay a man so much ‘for a day’s labour’ instead
of 8o much for a definite piece of work, it must
be his labour that is bought. But a contract
to pay & man so much a day ‘for his labour’ is
in reality only a contract to pay him so much
for a piece of work very roughly defined. No one
agrees to pay a man anything for a day’s labour
unless he agrees either explicitly or implicitly not
only to labour for a certain number of hours, but
also in a certain way, or as he may from time to
time be directed, which is practically equivalent to
agreeing to labour with a certain amount of
effect—to doing an inaccurately defined quantity
of work. For instance, if you engage a man to
dig, you expect him to dig a reasonable quantity
of ground in the day; if he insisted on simply
turning over the same spadeful again and again
the law would not compel you to give him the
wages agreed on, however industriously the man
might have laboured over his one spadeful. Aec-
cordingly, what you buy is not the labour of
digging but the difference between undug ground
and ground which is dug.

Another widespread delusion as to the nature of
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the exchange between employer and employed is
the notion that an employer ‘advances’ wages to
those whom he employs. It is as a matter of fact
the exception and not the rule for wages to be paid
in advance. As a rule work is only paid for after
it is done; those who are paid by time are paid
when the day, week, month, or quarter ends, and
those who are paid by the piece are paid after they
have finished each piece of work, and not before.
If it be said that the statement that employers
advance wages does not mean that they pay for
work before it is done, but only that they pay for
it before the commodity which is being produced is
finished, the answer is that even then it would not
be anything like universally true. In innumerable
cases the commodity which an employer sells is not
only finished but in the hands of his customers
before the wages of those who are employed in its
production are paid. Take, for instance, the case
of the wages paid by the printer of a daily news-
paper: how much of these is paid before the
nowspaper is finished? The wages which are paid
weekly on Saturday evening will be payments for
assisting to produce papers which were issued from
the press complete half a day, one and a half, two and
a half, three and a half, four and a half, five and a half
days before the wages are paid. The wages which
are paid quarterly will be payments for assisting to
produce commodities which were finished, on the
average, still longer before the wages are paid.

The only vestige of & foundation which can be
® 2
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found for the notion that wages are commonly
advanced is the fact that employers often pay
those whom they employ for assisting to produce
a commodity before their customers have paid them
for that commodity. This is not of course always
vhe case ; for instance, a railway company obtains
its passenger receipts before it pays its passenger
guards, engine-drivers, and porters. When it is the
case, the advance is made by the employer not to
those whom he employs, but to those whom he allows
to have the commodity before they have paid for it.

What an employer does before the work is done
is not to pay for it but to agree to pay a certain
sum for it when it is done. It is this agree-
ment which makes the difference between an
employer and a mere buyer of a ready-made com-
modity. When a man buys flowers in pots from
a florist, or potatoes from a green-grocer, he is not
an employer. When he agrees to pay some one
twenty-five shillings & week for keeping his garden
in order he is an employer. It is not necessary in
order to make a person an employer that he should
supply either materials or tools; in some employ-
ments neither are needed, in others the employed
supply one or the other or both.

The fact that there is nothing occult or mysteri-
ous in the nature of the exchange which takes
place between employer and employed may perhaps
be made clear by comparing a business as con-
ducted by an ordinary employer with the same
business as carried on by an association of inde-
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pendent workmen working on its own account.
Let us imagine a factory belonging to an ordinary
employer who employs a bundred workpeople and
in an average year sells the total produce of the
factory for #£10,000. Let us further suppose that
these £10,000, the gross receipts, are thus di-
vided :—

¢ £ £
Madterials, etc. bought . . . 500
Wages of 100 workpeople . .| 7500
Employer’s total working expenses 8oco0

Interest on employer's capital
(chiefly payment for the use of

the factory) . . 1500
Employer's profit over and above

interest on his capital . . £00
Employer’s total profit . . . 2000

Total . . . . 10000

Now to turn this business into a business carried
on by an association of independent workmen, all
that is necessary is that the employed and the
employer should associato themselves together, .
carry on the production, and sell the produce in the
name of the association. As regards the manage-
ment, the difference will be that the supreme power
will be in the hands of a democracy instead of in
those of an autocrat, but of course the democracy
may, if it chooses, delegate a great deal of this power
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to one person. As regards the distribution of the
gross receipts, the difference will be that instead of
the employer paying fixed amounts to the other pro-
ducers and keeping what is left for himself, the asso-
ciation, after paying for materials and other things
Which it has hought, and probably after paying a
fixed sum for the use of the factory, will divide the
remainder of the gross receipts between the pro-
ducers in proportions agreed- upon before the work
was begun. Possibly even the owner of the factory
might agree to accept a proportion of the receipts in-
stead of a fixed sum, but whether he be paid a fixed
sum or a proportion makes no material difference.
The most important result of this change in the
method of dividing the gross receipts will be that the
old employer (whom we suppose to be retained as
manager to the association) will be less pecuniarily
interested, and the old employed (who are now
members of the association) will be more pecuniarily
interested, in the economical working of the
particular factory in question. TUnder the old
system if the work and management had been so
slack that the total produce sold only for 48,000,
the employer and owner of the factory would get
nothing, and if the work and management had been
so good that the produce sold for £12,000, the
employer and owner would get £4,000, while the
employed would receive in both cases the same
wages, since the employer, whether he did well or
ill, would have to pay much the same wages as
were paid by other employers and no more.
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Under the new system the £8,000, £10,000 and
£12,000 would be thus distributed : —

£ £ £

Madterials, ete. bought 500 500 500
Owner of factory (fixed

sum) . . . .| I300 1500 1500
Ex-employer (as manager)

vg of remainder . . 375 500 623
Ex-employed (now mem-

bers) 3§ e o .| 50623 7500 0375

Totals . . .| 8ooo | 10000 | 12000

Before concluding this section it is desirable to
say something about the different names applicablo
to income earncd by labour in different ways.
When a person is employed and his gross receipts
from his employer or employers are almost the
same as his net reccipts from the same source we
call his earnings his ¢ wages’ or ‘ salary.” PButif his
gross receipts are much greater than his net
receipts, if, that is to say, a considerable part of
his gross receipts is payment for the use of
instruments of production belonging to him or
hired by him, or merely reimburses him for the
cost of materials, then what he carns by his
labour (which will be part or the whole of his net
receipts) is called ‘profit” Similarly, the earnings of
the labour of an employer and the earnings of the
independent workman who sells commodities ready
mada to his customers are called profit’ The
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earnings obtained by labour directed immediately
to the benefit of the worker himself appear to have
no particular designation. Thus we see that the
term ‘ wages’ is applicable only to one portion of
the earnings of labour—a large portion it is true,
but not an overwhelmingly large one. It is an
abuse of terms to call the whole of the earnings of
labour ‘ wages’ and to speak of ¢ profits’ as if they
comprised nothing but income derived from the
possession of properly.

§ 9. DIFFERENT WAYS OF DERIVING INCOME
FROM PROPERTY.

There may be said to be three different ways in
which a person can derive income from the pos-
session of property. He may derive income from
his property :—

(1) By using it himself either alone or in conjunc-
tion with others.

(2) By keeping in his possession property of a
certain kind till it is ready for use or wanted.

(3) By selling the use of his property to others
for fixed periodical payments.

First way:—

There are several methods by which a man may
obtain income by using his own property himself.

In the first place he may use it either by himself,
or in conjunction with people employed by him, in
producing material goods for his own personal
benefit. This is the way in which a man derives
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income from the possession of the house he lives in
and the carriage he drives about in. It often
escapes attention because, a8 it is not exchanged for
money, it does not commonly appear in account
books and much of it escapes income tax. To
estimate its practical importance we have only to
think of the parks and gardens, houses, furniture,
clothes, carriages and horses which are used by
their owners for their immediate benefit. In
framing an accurate estimate of the income of
an individual, we surely ought to know whether
he is living in the midst of beautiful grounds in
a fine house with sumptuous and tasteful furniture,
clothed in gorgeous attire, or in a single roomed
tenement in a dirty eourt, with no furniture but
a broken chair, dressed in filthy rags. Obviously,
if we wish to compare accurately the incomes of .
two individuals, we must consider the value of the
use of the property which they use for their own
benefit as well as other parts of their income. As
has been already pointed out, it is only owing to
the fact that useful material objects can be used
by their owner for his own immediate bepefit that
income can be derived from the possession of
property at all.

In the second place, a man may use his own
property, either alone or in conjunction with persons
employed by him, in producing commodities for
exchange. The independent workman and the
employed worker obtain income in this way from the
possession of the tools which they use. Clearly
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these workers will get more profit and wages when
they own their instruments of production than when
they do not; a cabman who possesses his cab is
better off than one who does not, and so on. The
employer similarly derives income from the pos-
gession of the materials and instruments of pro-
duction which he uses in conjunction with those
whom he employs. Of the total profit or amount of
net receipts which employers obtain from their
businesses a part consists of the earnings of their
labour and another part of income derived from the
possession of the useful material objects—such as
factories or ships—used. Of course individual em-
ployers often manage so badly that they not only get
nothing for their labour but nothing also for the
use of their property, and so from one point of view
it seems as if an employer’s profits depended
entirely on the amount and quality of his labour.
But those employers who can get nothing for the
use of their property are people who misuse rather
than use their property ; when we say that a man
can obtain income by using his own property we
mean that he can obtain income by using his
property in a business-like manner.
Second way :—

It is well known that some people derive income
from the possession of property by keeping useful
material objects till they are ready for use or till
they are wanted. Such things rise in value as
time goes on, and the increment of value is part of
their owners’ income, although it may not be
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‘realised’ as stockbrokers say, that is, sold for
money, every year. If a man has a cellar of port
wine or a plantation of trees the annual increment
of the value of these things is evidently part of his
annual income ; if he likes to spend it, he can do so
without decreasing his property, and if he does not
choose to spend it, he is engaged in a form of saving
and is thereby adding to his property.

In considering this way of obtaining income
from the possession of property we are apt to think
only of such property as port-wine or trees, because
it is only in such cases that the property has to be
kept so long that the increment of value is large
enough to be unmistakable. But reflection will
convince us that the same increment of value
occurs in the case of all uscful material objects
which are undergoing the ordinary course of pro-
duction, and that consequently income may be
obtained simply by possessing useful material
objects while they are still not ready for use. In
the case of an article in the maker’s hands, the
increment of value owing to its being nearer in
time to completion is completely dwarfed, as a rule,
by the increment of value which takes place owing
to the article being nearer completion as regards
the work done on it. But it exists; an article
complete and ready for use will sell for more than
the sum for which it would sell six months before it
was finished added to the cost of finishing it. There
is surcly nothing surprising or anomalous in this.
No one expecls a house ‘with possession in six
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months’ to sell for as much as an exactly similar
house ‘with immediate posscssion,” because it is
obvious that the purchaser of the house with
immediate possession will have six months longer
enjoyment of the use of the house than the pur-
cnaser of the house with possession in six months.
In just the same way no one ought to expect a
commodity which will not be ready for use till six
months have elapsed, to sell now for the same price
as it will sell for at the end of the six months; if
it were now offered at that price no one would buy
it, because all would prefer to possess in the mean-
time some commodity the use of which could be
enjoyed, and then to buy the other commodity at
the end of the six months.
Third way :—

We now come to what is perhaps the most
obvious and simple method of obtaining income
from the possession of property, the method adopted
by those who sell the use of their property to others
for periodical payments, or, as it may be shortly
expressed, who lend their property for profit.

The periodical payments which a man receives
in consequence of having lent his property have
several names each of which is more or less appro-
priated to payments for the use of a single class
of property. Payments received periodically for
the loan of immovable useful material objects such
as land, houses or railways, are commonly called
‘rent.’ Economists, indeed, have often endeavoured
to restrict the term ‘rent’ to payments for the use
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of land alone, but this is a futile attempt. If the
periodical payments made by the tenant of a house
to the owner are not to be called ‘rent’ what are
they to be called? Moreover it is not practically
possible to divide actual payments made for the
use of immovable objects and the land they star.d
on into two parts, and say ‘so much is paid for the
use of the land’ and ‘so much for the use of what
is on the land;’ payments for the use of land are
generally quite inextricably entangled with pay-
ments for the use of buildings, hedges, ditches,
drains, roads, railway cuttings and embankments,
snd all sorts of immovable useful objects. We
may take it then that rent is the term properly
applied to periodical payments made by the
‘tenants’ of immovable property to the ¢landlords’
or owners of the property. The lender of such
property is usually said to ‘let’ it to the borrower,
and the borrower is said to ‘take’ or ‘rent’ it. In
a few cases the lender of immovable property is
sometimes said to ¢let it on hire,’ and the borrower
is said to ‘hire’ it; a room or a hall may be ‘hired’
and the Authorised Version speaks of St. Paul
dwelling ‘in his own hired house.’” These cases
are exceptional.

The payments periodically made by the bor-
rowers of movable property other than money
to the owners of the property commonly go by the
name of ‘hire.” Hire is paid, for instance, to the
lender of & boat, a carriage, a sewing machine, or &
steam roller.
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The payments which are made by the borrowers
to the lenders of money are called ‘interest.’

Rent, hire, and interest generally, it must be
noticed, include something besides the income
which the lender obtains because he owns the
property lent. Everyone knows that there is
generally a differenco, great or small, between the
gross rent or hire of a commodity and its net rent
or hire. There is also, though this is not so
generally recognised, a difference in most cases
between the gross and the net interest received
by the lenders of money.

In the case of rent and hire, a large proportion
of the difference between the gross receipts of
the lender and the income which he receives in
consequence of owning property, usually consists
of the amount which he has to spend on repairs
of the commodity lent, or which he has to lay by
in order that when that commodity is quite worn
out he may be able to replace it by a new one.
Most uscful material objects require occasional
repairs and occasional renewal, and the expense
of these repairs and renewals is in most cases borne
by the proprietors and not by the borrowers. The
cases in which the object lent requires neither
repair nor renewal, and those in which the borrower
is bound to execute all repairs and renewals, are
the exception rather than the rule. No payment
for repairs or renewals is ever included in interest,
not because coin does not require repair or renewal,
for it does wear out, but because the borrower of



§ 9. INCOMES FROM PROPERTY. 63

money does not undertake to return to the lender
the same money as he borrowed but other money of
the legal standard, and therefore presumably as
good as that which he borrowed. If he borrows a
hundred sovereigns or twenty five-pound notes,
he does not undertake to return at the end of
a given period the same hundred sovereigns or the
same twenty five-pound notes. He contracts a
debt which can be liquidated by the payment of
any hundred sovereigns not below standard weight,
or by the payment of any Bank of England notes
for £100. The lender can demand no more and
need be satisfied with no less than this. Obviously
then, there is no room for a payment for repairs
or renewals; the borrower of money is in much
the same position as the borrower of some other
commodity who undertakes to return it in exactly
the same condition as that in which it was when
he borrowed it.

Gross interest, however, as well as gross rent and
hire, usually includes, beside the income obtained
from his property by the proprietor of the things
lent, a payment for labour performed by him or by
people employed by him. The labour of those who
lend money to such institutions as governments
and banks is too small to be appreciable, and so
their receipts may be considered as all clear income
derived from the possession of property. The labour
of those who lend large sums to individuals or
companies for long periods is not very great. But
the labour of those who lend small sums for short
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periods to persons whose solvency is mnot very
apparent is considerable in relation to the total
amount lent, and is moreover often of a character
not calculated to make the lender very popular.
As for commodities other than money, it is obvious
that a good deal of labour must be incurred in the
business of lending most of them. Payments for
labour performed by the lender himself, and not by
people employed by him, will of course form a part
of his net profit or gain and be part of his income,
but they will be income derived from his labour, not
from his possession of property, and therefore must
not, strictly speaking, be included in the net rent,
hire, or interest.

§ 10. THE COMPARATIVE SiZE OF INDIVIDUALS'
INCOMES DEPENDENT ON VALUES.

We may now proceed to the consideration of
that which is commonly called by economists ¢the
distribution of wealth.” This phrase is very apt to
be misleading. It can only be properly used when
it is clearly understood, not only that it means the
distribution of income, and not the distribution of
property, but also that it does not imply that the
material welfare or the income of the individuals of
whom a nation consists is first produced, so to speak,
in a lump and then divided or parcelled out among
them. It is true that each individual’s income is
generally produced by the co-operation of many
individuals, but it is not true that the co-operation
carried on by means of exchange creates a joint or
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aggregate income which has to be divided among
the co-operators.

To avoid the use of the misleading expression, we
may say that we have now to consider the causcs
on which the relative or comparative size of indi-
viduals’ incomes depend, so far as private property
and exchange are concerned. To put it broadly,
we want to know ‘why some are rich and others
poor.

No demonstration i s needed to show that where
exchange is largely practised the size of an in-
dividual’s income, compared with the size of other
individuals’ incomes, necessarily depends upon the
value of the produce of his labour, added to the
value of the use of his property compared with
the value of the produce of other individuals’ labour,
added to the -value of the use of their property.
No one, it may be supposed, will be in the least
inclined to deny that when a person obtains an
income which is large compared with other
men’s incomes, it is because the produce of his
labour or the use of his property has a great value
compared with the produce of other men's labour
and the use of their property. In order, therefore,
to discover what settles the comparative amounts
of income obtained by different individuals, we must
first inquire what the value of a commodity’
means, how it is measured so that we can describe
it as great or small, and what the causes are which
make it great or small.
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§ 11. Taor VALUE oF A CoMMODITY.

The value of a given quantity of a commodity
in some other commodity is the quantity of the
second commodity for which the given quantity of
the first commodity is exchanged ; thus the value
of a quantity of one cominodity in another com-
modity may be roughly defined.” So, if a quarter of
wheat is exchanged for two pounds, then the value
of a quarter of wheat in gold sovereigns is two
sovereigns, and if we like so to express it, we may
say that the value of wheat in English coin is two
pounds the quarter. But if we are striving after
accuracy, we soon perceive thail there is a good
deal of indefiniteness about the expression ‘is
exchanged.” Everyone knows that a quantity of
& commodity is often exchanged for more or less
than its value in some other commodity; for
instance, a house may be exchanged for £8,000
in consequence of the owner’s supinerness or ignor-
ance of the state of the house market, when its real
value is £10,000. To attain greateraccuracy, then,
we may substitute for ‘is exchanged’ some such
phrase as ‘is being exchanged between two persons
equally capable and desirous of promoting their
own interests” Here we fall into another difticulty,
since it is clear that a commodity has a value in
another commodity not only when it is actually
being exchanged, but at all times; a quarter of
wheat has its value in pounds at 1 A.M. as well as
when Mark Lane is busiest, and a house has a
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value in pounds at other times besides the moment
when the agreement for its sale or even for the sale
of a similar house is being made. It may perhaps
be objected that the value of a commodity in some
other commodity when no exchanges are being
made is only an ‘estimated value” True; but if
the estimate is a correct estimate, the estimated
value will be also the real value of the com-
modity. The difficulty of estimating the height
of a mountain correctly without any instruments
does not prevent the mountain having a height till
the instruments are fetched. No more does the
difficulty of estimating in what proportions two
commodities will be exchanged by two equally
business-like and well-informed individuals prevent
the one commodity from having a value in the
other, although the two persons are not at the
time transacting an exchange. Our definition must
therefore be corrected and enlarged so as to read :—
The value of a given quantity of a commodity in
some other commodity is the quantity of the second
commodity for which the given quantity of the
first commodity is being exchanged between two
persons equally desirous and capable of promoting
their own interests, or, if no such exchange is taking
place, it is the quantity of the second commodity
for which a perfect judge or valuer estimates that
the given quantity of the first commodity would
at the time be exchanged between two such
persons, supposing an exchange took place in the
ordinary course of business. It must be understood
F2
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that the exchange need not take place directly
between the two commodities, but may be carried
out through the help of the medium of exchange.
If, for instance, we say that the value of a quarter
of wheat in coal of a certain quality is at a certain
place and time two tons, we do not necessarily
mean that a quarter of wheat is directly exchanged
for two tons of coal, nor that our perfect valuer
would imagine such a thing happening ; we should
probably only mean that a quarter of wheat and
two tons of coal are each exchanged, or estimated to
exchange, for the same amount of some third com-
modity.

The value of a commodity is always a quantity
of some other commodity. Often, it is true, state-
ments are made about ‘the value of such and such
a commodity ’ without any other commodity being
mentioned. Sometimes this merely indicates con-
fusion of mind ; for instance, when a person asserts
that gold has now a larger value than it had
twenty years ago, and does not know exactly in
what commodities or combination of commodities
he is reckoning the value of gold, his mind must be
in a state of confusion, and his assertion is meaning-
less. Sometimes ¢ the value of & commodity ’ (other
than pounds sterling) simply means its value in
pounds or gold sovereigns. Sometimes by °the
value of a commodity’ is understood its value in
other somewhat similar commodities; if, for in-
stancg, we say that ‘the value of wheat is great,’
we may mean that a quarter of wheat is exchanged
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for more than a quarter of oats, barley, or rye; and
if we say  the value of this clock is great,” we may
mean that its value in ordinary clocks is great, that
it might be exchanged for more than one ordinary
clock.

L 4
§ 12. THE COMPARISON OR MEASUREMENT OF
THE VALUES OF COMMODITIES.

We do not often in practice estimate the value of
a commodity in anything except the medium of
exchange. We speak of the value of a house being
a certain number of gold sovereigns or ‘pounds,
but we do not speak of its value in coal. The
existence of & medium of exchange in the shape of
pounds makes it convenient to estimate the value
of the house in pounds and the value of coal in
pounds, if we wish to know how much coal the
house will exchange for. If the owner of the house
wishes to exchange it for ceal, he will sell it for
pounds and buy coal with the pounds; conse-
quently neither he nor any one else will think of
the value of the house in coal. No one will say,
¢ The value of that house is twelve thousand tons of
such and such coal at such and such a place’ ; they
will say, ‘ The value of the house is £10,000, and the
value of a ton of coal is sixteen-and-eightpence.’

It is a mistake to say that the value of a com-
modity in the medium of exchange is just the
same thing as its ‘price.” Every eommodity has a
value in the medium of exchange, but not every
commodity has a price; a house may be worth
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£10,000, but if the owner does not offer to sell it
for a certain sum, and if no one offers to buy it for
a certain sum, it has no price. No commodity has
a price unless some onc offers to buy or sell it for a
specified sum. Merely offering it for sale does not
give it a price; when an article is offered for sale
by auction the auctioneer may be heard entreating
his audience ‘Give me a price, please.” Moreover
a commodity cannot have more than one value
in the medium of exchange, whereas it often has
two prices, ‘buyers’ price’ and ‘sellers’ price.
It constantly happens that the owner of a com-
modity offers to sell it at one price while some one
else is ready to buy it at a lower price; one of
these prices must, and both of them may, differ
from the real value of the commodity in the
medium of exchange.

When it is the custom to estimate the values of
all commodities in one particular commodity, that
commodity is made therebya common measure of the
relative value of different commodities. Of course
any commodity may, if people choose, be used as a
measure of value. Ifa given quantity of some com-
modity will exchange for two tons of coal, that
commodity is twice as valuable as a commodity the
same quantity of which will only exchange for one
ton of coal ; a commodity which will exchange for
many tons of coal is more valuable than one which
will exchange for few, just as a commodity which
will exchange for many gold sovereigns is more valu-
able than one which will exchange for few. But
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the fact remains that the medium of exchange is
the only commodity which is ordinarily used as a
measure for comparing the relative value of two
or more commodities.

The medium of exchange and every other
commodity will only serve to compare the value ¢t
two commodities at one and the same time. The
fact that some commodity is now worth two
pounds shows that jt is twice as valuable as a
commodity which is now worth one pound, but it
does not show that it is twice as valuable now as
a commodity which was worth one pound fifty
years ago was then. Attempts used constantly
to be made to find something which should serve
as a measure of value betwecn commodities at
different times. These attempts were necessarily
futile. The value of a given quantity of one
commodity in another commodity, the value, for
instance, of a quarter of wheat in gold, can only be
discoverable when exchange takes place, and no
exchanges of commodities can by any possibility
take place between people living at different times.
A quarter of wheat in 1888 can have a value in
gold in 1888, but a quarter of wheat in 1888 cannot
have a value in gold in 1788. Each time must
stand by itself, and we must always remember that
it is never more truo to say that the value of gold
in wheat has risen than to say that the value of
wheat in gold has fallen; ‘the value of 4 in B
has risen’ and ‘the value of B in 4 has fallen’ are
identical statements.
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§ 13. CAUSES ON WHIOH THE COMPARATIVE VALUES
or ComMmoDpITIES DEPEND.

According to a theory which at one time obtained
the support of great economists, it was held that
the comparative values of different commodities, or
the proportions in which commodities are ex-
changed, depended on the comparative quantity of
labour which had been directly and indirectly
expended in producing that part of the supply
of each commodity which had been produced under
the most unfavourable circumstances. It was held,
for example, that if it required exactly the same
amount of direct and indirect labour to raise
two quarters of wheat from the worst wheat-
growing land necessarily used, as to extract one
ounce of gold from the worst gold mine used,
then two quarters of wheat would exchange for
one ounce of gold. This theory was confessedly
incomplete, for it was only put forward as appli-
cable to ‘freely produced’ commodities, commo-
dities which could be produced in indefinite
quantities by labour. It did not profess to explain
what settles the comparative value of commodities
of which no more can be produced by any amount
of labour, such as the works of dead artists; nor
did it explain why an acre of land in certain
situations should be worth many thousand pounds,
although no labour had ever been expended on it,
or although every trace of past labour had been
removed from it ; nor did it explain why the use of
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an article for a period of time should be exchange-
able for the produce of labour. For the comparative
values of these things other rules had to be in-
vented. But besides the fact that it only professed
to be applicable to one rather ill-defined set of
commodities, the theory which based value on
quantity of labour was flagrantly untrue, even
in relation to those commeodities to the case of
which it was supposed to be applicable.

Everyone knows that, as a matter of fact, some
kinds of labour are so much more highly paid than
others that it is impossible to believe that the com-
parative value of given quantities of freely produccd
commodities is regulated by the comparative quan-
tity of labour expended in producing them under
the most unfavourable circumstances. No one really
doubts that a ten pound watch represents less direct
and indirect labour than ten pounds’ worth of
wheat grown on the worst wheat-growing land
used. The difficulty is not to be lightly leapt over
by saying, ¢ Oh, but of course skilled labour counts
as equal to six times unskilled labour, or ¢skilled
labour must be reduced to its equivalent in un-
skilled” Neither six hours nor any particular
number of hours of unskilled labour is ¢ equivalent’
to one hour of skilled labour; it is true that in
some cases unskilled labour can do in a long time
what skilled labour can do in a short time, but in
many cases, if not in most cases, no amount of
unskilled labour can do in any length of time what
skilled labour can do in a short time. There is
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consequently no way of ‘ reducing skilled labour to
its equivalent in unskilled.’

A much better account of the causes which settle
the comparative value of given quantities of different
commodities is that which is popularly expressed
by saying that those causes arc ‘supply and de-
mand.” The two factors on which the comparative
value of given quantities of all commodities depend
are their comparative plentifulness, and the com-
parative estimation in which they, or, in the case of
material objects, the satisfactions which are ulti-
mately obtained by using them, are held by human
beings. So long as these two factors remain the
same, values remain the same; if either of them
vary, values will vary, unless the other vary so as
to counteract the variation in the first. So long as
the comparative estimation in which different
commodities (or the satisfactions ultimately ob-
tained by using them) are held remain the same,
a diminution in the comparative plentifulness of
any commodity will raise the amount of any other
commodities for which a given quantity of it will
exchange, and an increase in its comparative
plentifulness will reduce that amount. So long,
again, as the comparative plentifulness of different
commodities remains the same, a diminution in
the comparative estimation in which any particular
commodity (or the satisfaction ultimately obtained
by using it) is held will reduce the amount of any
other commodities for which a given quantity of it
will exchange, and an increase in the comparativo
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estimation in which it is beld will increase that
amount. Illustrations of these rules will readily
occur to every mind. If the price of wheat is
higher than usual, to what is the fact commonly
attributed? To a deficient harvest; wheat is less
plentiful than usual, and gold is as plentiful as
usual, and accordingly the value of a quarter of
wheat in gold is higher than usual. If anyone
thinks that the value of an ounce of gold measured
in some other commodities is increasing, to what
does he attribute it? Either to an increase in the
estimation in which gold money is held, or to
a decrease in the plentifulness of gold compared
with that of tho other commodities (which, of
course, is the same thing as an increase in the
plentifulness of those other commodities compared
with that of gold). If any particular class of
traders cannot sell the commodities in which they
deal at a high enough price to give them what they
consider ‘a fair profit, of what do they most often
complain? Of the ‘ competition’ to which they are
subjected, which means the number of people who
are offering for sale the same commodities as they
are offering. If anyone hears that on a certain
occasion a gallon of water was sold for &£'5, what
inference does he draw? That water must have
been very scarce on that occasion. If ostrich
feathers suddenly fell in price, to what would this
be most probably attributed? To ostrich feathers
‘having gone out of fashion,” that is, not being held in
the same cstimation as before. The most common
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cause of a fall in the value of a commodity measured
in some other commodity is, of course, an increase
in its comparative plentifulness resulting from some
invention which increases the powers of its pro-
ducers.

Variations of value caused by changes in the
comparative plentifulness of different commodities
and the comparative estimation in which they (or
the satisfactions ultimately obtained by means of
them) are held, have often been considered as merely
‘temporary fluctuations,’ so that it was supposed
there must be some deeper causes than mere ‘supply
and demand’ for settling the normal as opposed to
the temporary market value of different commodities.
This opinion appears to have had its origin in the
obscrvation of the fact that generally, in the case of
freely produced commodities, an alteration in the
value of commoditics leads to an alteration in their
comparative plentifulness, since, if the value of
a commodity rises, more of it is produced, and if it
falls less of it is produced, and consequently the
value has a tendency to revert to what it was
before. This fact, however, does not make it at all
less true that the actual proportions in which
commodities do exchange for one another, whether
those proportions happen to be what are supposed
to be the normal proportions or not, depend on the
comparative plentifulness of the different com-
modities and the estimation in which they or the
satisfactions resulting from their use are held.

The reason why alterations in the comparative
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plentifulness of different commodities cause altera-
tions in their comparative value is that though
human desires for all kinds of pleasures taken to-
gether are practically insatiable, the desire for any
particular pleasure is not usually by any means
insatiable. However hungry or desirous of eating
a man may be, he cannot eat to an unlimited extent;
set him at a plentiful table and at length he will
rise satisfied, and no jmore food would then be of
any use to him. However cold a man may be, he
may be warmed till he is fain to take coals off the
fire, or open the window, or strip off his great coat;
his desire for warmth is satisfied. More refined
wants are not quite so easily satisfied, but they,
too, soon begin to approach satisfaction. Perhaps
it would be difficult to conceive a man with such
an enormous collection of pictures that the posses-
sion of them became at last more of a weariness
than a delight to him, because the pride of posses-
sion, like ambition, may be supposed to grow by
what it feeds on, but of the actual pleasure of
looking at pictures a surfeit can easily be taken.
Probably, again, no one could bear to hear the most
beautiful music all day long. At any rate, the more
a person has even of a refined pleasure the less he
desires an additional given quantity of it. The
consequence of these facts is, of course, that the
quantity of any commodity which any individual
will buy is affected by its price, by, to speak more
accurately, the quantity of other commodities which
he will have to give in exchange for a given quan-
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tity of it. So, if it is required to induce an
individual or a number of individuals to buy more
of any commodity, the shortest way of accomplish-
ing that end is usually to lower the price at which
it is offered for sale; there may be sowme people who
will not buy any more of it in consequence of the
reduction, but some of the old buyers are almost
sure to buy more, and if the commodity is not
a first necessary of life, some people who before
bought none of it will now buy some of it.

An illustration will perhaps make the whole
question more clear. Let us suppose that a
publisher can sell 1,000 copies of a particular
book at two shillings each, that he can only sell
500 copies if he sells them at three shillings each,
and only 250 if he sclls them at five shillings each.
This does not mean that the first 250 copies will
be more useful absolutely than the next 250, and
that the first 500 will be more useful absolutely
than the last 500. What it does mean is that
there are 250 persons ready to sacrifice at™ least
five shillings’ worth of other commodities in order
to obtain the book, that there are another 250
persons who are not ready to sacrifice five shillings’
worth of other commodities to obtain the book, but
are ready to sacrifice at least three shillings’ worth,
and that there are 500 more who, though not willing
to sacrifice three shillings’ worth, are ready to
sacrifice at least two shillings’ worth of other
commodities in order to obtain the book. The
last copy, which would not have been bought if
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the price had been 2s. 1d., may be just as useful,
give just as much pleasure to the poor man who
buys it as the first copy, which would have been
bought if the price had been five pounds, gives to
the rich man who buys it. It is therefore not less
useful absolutely, but it is less uscful compared with
a given quantity of other commodities; the poor
purchaser hesitates between buying the book and
buying a pound of two shilling tea; it is therefore
not much more useful to him in his estimation than
that pound of tea; the rich purchaser, on the other
hand, who would have given five pounds for the
book if he could not have got it for less, thinks the
book more useful to him than thirty additional
pounds of three-and-fourpenny tea.

§ 14. Ture CoMPARISON OF INCOMES.

The size of a man’s income compared with the
size of other men’s incomes depends, as has already
been observed, on the value of the produce of his
labour and the use of his property compared with
the value of the produce of other men’s labour and
the use of their property. The produce of a man's
labour and the use of his property form a collection
of commodities, and thus we can compare the size
of several incomes by taking the various com-
modities of which the several collections consist,
setting down their values in quantities of some one
commodity, adding up the items, and then com-
paring the totals. The ome commodity may, of
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course, be any commodity, but in practice it is
always the medium of exchange.

In ordinary life, as everyone knows, incomes are
commoply considered as consisting of a certain
number of coins. A’s income ‘is,” it is said, ‘two
hundred pounds,” and B’s ‘is four hundred pounds,’
and so on. In this way of speaking the measure
of the income is put for the income itself. A’s
income really consists of  whole collection of
commodities, of which the total value in pounds
is two hundred, and B's income really consists of
another collection, the total value of which in
pounds is four hundred. We are so accustomed
to estimate and compare incomes by estimating
their total values in the medium of exchange, that
we have fallen into the habit of talking as if in-
comes consisted of amounts of the medium of
exchange.

Care must be taken not to expect too much from
this method of comparing incomes. In the first
place, we must not suppose that the size. of incomes,
as measured by their value in some one commodity,
indicates exactly the amount of material comfort
obtainable by the receivers of incomes. The fact
that 4’s income is estimated at £200 and B’s at
£400 does not necessarily imply that B is twice
as comfortable as A ; probably, though not neces-
sarily, he will be more comfortable than 4, but it
is improbable that he will be twice as comfortable.
It is still more improbable that a man with a
million pounds a year will be one thousand times
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as comfortable as a man with a thousand pounds
a year. We are only justified in saying that B's
income is double A's because B can, if he chooses,
have twice as much of every commodity as 4 has;
of course he will not choose to do so, becaucs,
to take the simplest case, if he ate double the
quantity of food which 4 eats, he would in all
probability be not comfortable at all, but very ill.
In the second places estimation of the value of
incomes in some one commodity is useless for the
purpose of comparing the size of incomes obtained
at different times, or at the same time in places
which have very little or no commercial dealing
with each other. An income of £3co a year now
may or may not be as great as an income of £300
a year in 1870, and an income of forty pounds a
year in England might be more or less than an
income in a rarely-visited island of the Pacific
which would there be worth forty sovereigns.
Incomes existing at different times, or in places
between which no commercial communication pre-
vails, cannot be compared except in & very rough
way. Ifwe want to compare an income of £300 now
with an inecome of £300 a year in 1870, the only
way to do it is to consider whether with £300 now
a man can get all the commodities which men
with £300 a year in 1870 used then habitually
to get with that sum. If he can get those com-
modities and nothing more, then we are justified in
saying that an income of £300 a year now is equal
to an income of £300 a year in 1870. If he can
G
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get the commodities which men with £350 a year
used to be able to get in 1870, then we are
justified in considering an income of £300 a year
now as equal to an income of £350 a year in 1870.
Rut the fact of £300 a year now being equal to £300
or to £350 a year in 1870 would not in the least
prove a present income of £3,000 to be equal to an
income of £3,000 or £3,500 in 1870.  People who
have £3,000 a year do not buy the same com-
moditics in the same proportions as those who have
only £300, and so it might very well happen that
the average person with £3,000 a yecar now might
not be able to buy all the commodities which the
average person with £3,000 a year bought in 1870,
although the average person with £300 a year
now could buy all the commodities which the
average person with £300 could buy in 1870.

§ 15. CAUSES WHICH DETERMINE THE COMPARATIVE
S1zE oF THE INCOMES INDIVIDUALS DERIVE FROM
LaBoug.

The size of a man’s income compared with the
size of other men’s incomes depends on the value of
the produce of his labour added to the value of the
use of his property, compared with the value of the
produce of their labour added to the value of their
property. The comparative value of commodities
depends on their comparative plentifulness and the
comparative estimation in which they (or the satis-
factions ultimately obtained by using them) are
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held. These two propositions, taken together, form
a foundation for a complete theory as to the causes
which settle the comparative amounts of income
which can be obtained by doing work and owning
property, since both work done, or produce of labour,
and property are commodities.

When several individuals obtain income by doing
exactly the same kind of work at the same time
and place, the compagative amounts of income they
obtain depend as a general rule, that is, taking the
average of a large number of cases, on the compara-
tive amounts of work they do. The more work
one of them does in comparison with the others,
the greater, of course will be the value of his work
compared with the value of theirs. In no actual
society has it ever been true that the amounts
earned by individuals doing the same kind of work
are in every case exactly proportionate to the
amount of work done. It could only be true in a
society in which there existed no conservatism, not
the slightest desire to go on doing something be-
cause it was the custom, and it is needless to say
that such a socicty is an impossibility. Still, no one,
or at all events no reasonable person, doubts that at
present as a general rule the industrious earn larger
incomes than the indolent in the same occupation,
and that the strong and intelligent can if they
choose earn more than the weak and unintelligent,
in consequence of the fact that the industrious
work longer or more continuously than the in-
dolent, and that the strong and intelligent can do

G2



81 PART 11 : INDIVIDUAL WELFARE.

more work in a given time than the weak and
unintelligent.

When several individuals do different kinds of
work, the comparative amounts of income they
obtain by it depend on the comparative value of
the quantities of the different kinds of work which
they do. If a man does work which is compara-
tively plentiful and lightly esteemed, he will earn
less by a given amount of labour than a man who
does work which is comparatively scarce and
highly estcemed. The comparative plentifulness
of differcnt kinds of work obviously depends at any
given time, or as long as the methods of production
remain the same, on the comparative amounts of
labour devoted to each kind of work, and, since
co-operation by division of employments prevails,
the amount of labour devoted to each kind of work
depends on the comparative number of persons
engaged in the different kinds of work, and the
amount of labour each of them performs. Now
a sudden reduction in the quantity of labour
performed by the individuals engaged in any
particular occupation, unaccompanied by a similar
reduction in other occupations, will of course raise
the comparative value of a given amount of the
work they do; this is so well known that it con-
stantly gives rise to what are called ‘restrictions
of production’ But a sudden reduction in the
quantity of labour performed by the individuals en-
gaged in any particular occupation, while it raises
the comparative value of a given quantity of
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the produce of their labour, reduces at the same
time the total quantity of the produce of their
labour, and so may or may not raise their incomes
in comparison with those obtained by other kinds
of labour. For instance, if bootmakers throughout
the world could and did agree to reduce their
labour so that only nine pairs of boots should be
made for every ten which would have beecn made
in the absence of the agreement, they would not
receive larger incomes unless the value of bocts
became so much greater that nine pairs of boots
would be worth more than ten pairs would have
been worth without the agrecment. Thus the
effect of ¢working short time,’ even supposing
the whole of the individuals engaged in an oceupa-
tion agree to it and perform their agreements, must
always be difficult to forecast.

Consequently, at any given time the most direct,
simple, and certain way of increasing or decreasing
the remuneration of those engaged in any occupa-
tion in comparison with that of those engaged
in other occupations, is to decrease or increase
their number in comparison with the number of
those engaged in other occupations. Remove half
the bootmakers of the world, and the incomes of the
remaining half will for a time be enormously
greater than before; double the number of boot-
makers, and the average income of bootmakers will
be greatly less than before. The reason is that if the
number of bootmakers is reduced, then either fewer
boots will be ‘made, and consequently the value of
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each pair will rise, or the reduced number of boot-
makers will produce the same total number of boots
as were produced before, or (as is more probable)
fewer boots will be made altogether but more boots
ger head of bootmakers; obviously if the value of
a pair of boots rises, or if more boots of the same
value are made by each bootmaker, bootmakers’
incomes must increase. We conclude, then, that at
any given time the comparatire amount of income
which may be obtained by performing different
kinds of labour, depends immediately on the com-
parative number of persons who are engaged in
each occupation. Everyone knows that this is
actually the case; what is called ‘an increase of
competition’ in any particular trade usually means
nothing more or less than an increase in the
number of persons following that trade, and the
state of the labour-market’ only means the num-
bers of persons offering to do each kind of work.

Consequently if we wish to know what settles
the comparative amounts of income individuals
derive from different kinds of labour, we must
answer the question, ‘ What settles the comparative
numbers of persons engaged in the several occupa-~
tions ¥’

The answer which has usually been made to this
question is, ‘Self-interest” Now if self-interest
alone settled the comparative numbers of persons
engaged in the several occupations, we should
expect that the advantages to be obtained by per-
forming any one kind of labour would be equal to
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those which could be obtained by performing any
other kind of labour. That which, for want of a
better name, we may call the whole advantage-
ousness of all the different occupations would be
equal; of course pecuniary earnings would not be
the same in all trades, because in choosing af
occupation a man is influenced by other considera-
tions besides those which relate to pecuniary gain.
He considers, for 1nstance, ‘the ease or hardship,
the cleanliness or dirtiness, the honourableness or
dishonourableness of the employment.” In the fol-
lowing passage Adam Smith describes admirably
the state of things which, he thinks, would exist if
the numbers of individuals engaged in different
occupations were determined by self-interest alone:
¢The whole of the advantages and disadvantages
of the different employments of labour . . . must, in
the same neighbourhood, be either perfectly equal
or continually tending to equality. If in the same
neighbourhood there was any employment evidently
elther more or less advantageous than the rest,
80 many people would crowd into it in the one
case, and 8o many would desertit in the other, that
its advantages would soon return to the level
of other employments. This at least would be the
case in a society where things were left to follow
their natural course, where there was perfect liberty,
and where every man was perfectly free both
to choose what occupation he thought proper,
and to change it as often as he thought proper.
Every man’s interest would prompt him to seek
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the advantageous, and to shun the disadvantageous
employment.’

But if we survey the field of employment we
cannot fail to sec that there are, as a matter of fact,
enormous differences between the whole advan-
tageousness of different employments. Everyone
is aware that an avcerage engine-driver is better off
than an average dock-labourer, and that the whole
advantageousness of labouring in many other trades
and profcssions exceeds that of engine-driving. As
it may be roughly put, the unskilled labourer is less
well off than the skilled labourer, and the skilled
labourer is less well off than the ¢ professional’ or
‘business’ man, though there are many gradations in
each of thesc three classes. Why do these differences
exist ¥ They are too lasting to be set down as tem-
porary variations due to changes in the comparative
estimation in which diffcrent satisfactions are held,
or in the known means of producing those satis-
factions ; the cffcct of such alterations (supposing
self-interest to regulate the comparative numbers
engaged in the different occupations in the way
described by Adam Smith) would soon be obliterated
by readjustment of those numbers. Many people
find it difficult to see that the existence of these
differences of the advantageousness of occupations
needs any explanation. If asked why mental and
skilled labour are more advantageous than unskilled,
they answer ‘because the work done by mental and
skilled labour is more useful, or ‘more socially
important,” ‘and therefore more valuable than
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work done by unskilled labour. To this view
there are two fatal objections: in the first place
the more advantageous occupations are not more
useful than the less advantageous, and in the
second place, if they were more useful, that would
not make the work done in them more valuablé
than that done in the other occupations. The
labour of the highly-paid physician who cures
a man of typhoid feyer is not in the least more
useful than the labour of the low-paid scavenger
who prevents him having an attack of typhoid
fever at all. A day’s work of a navvy in stopping
up some small leak in a dyke which protects millions
of acres from inundation is immensely more useful,
but notin the least more valuable, than a day’s work
of the same man when he is engaged in mending
the bank of a duck-pond ; the two day’s work will
each in ordinary circumstances exchange for a few
shillings. The widespread opinion that the work
done by those engaged in the more advantageous
occupations is ‘more useful and therefore moré
valuable’ than that done by those engaged in
the less advantageous occupations, is probably due
merely to an ambiguity of the word ‘ valuable,’ which
is sometimes used in its economic sense already
explained, and sometimes as merely equivalent to
‘useful.” When, for instance, McCulloch calls the
tenth chapter of the first book of the Wealth
of Nations ‘a valuable chapter,’ he probably had
not the slightest intention of suggesting that
that chapter would exchange for several othcr
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chapters, or for more money than ordinary chapters;
all he meant was that the chapter was useful and
important. Now when valuable’ means simply
‘useful, the more ‘valuable’ kinds of work are
the more useful, but we are not to conclude from
this that the more valuable kinds of work, in the
economic sense of the word, are the more useful.

The differences of advantageousness which exist
between various occupations are not due to any
‘intrinsic’ quality of the work done; they are
simply due to the fact that the number of people
engaged in some occupations is not large emough
in comparison with the number engaged in other
occupations in order to equalise the total advan-
tageousness. If there were more people engaged
in the occupations which are now comparatively
highly paid and fewer in the other occupations, then
the advantageousness of all occupations would be
more nearly equal. What we want to know, then,
is why self-interest does not lead to such a readjust-
ment of the comparative numbers of people en-
gaged in the various occupations as would make
their advantageousness equal. Why, in short, do
so many people do what Adam Smith says they
will not do—choose the less advantageous occupa-
tion in preference to the more advantageous, and
remain in the less advantageous occupation instead
of changing to a more advantageous one ?

First, let us consider changes of occupation.
Why, when an occupation is found by those en-
gaged in it to be a less advantageous occupation
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than some others, do not some of those engaged in
it change to those other occupations, and so, by
reducing the number engaged in the first occupation
in comparison with the numbers engaged in the
other occupations, bring its advantageousness up to
a level with that of the other occupations? A
tendency to this result is common enough. A fall
of earnings in some one occupation compared with
earnings in other ocgupations will almost always
drive some people out of that occupation, though it
will not usually drive out so many as to restore the
old earnings. The reason why it will not drive out
so many is that ‘the most advantageous employ-
ment’ is the employment which is most advanta-
geous to those who have had experience in it, and
not that which is most advantageous to a person
altogether inexperienced in it. Consequently it is
often, in spite of Adam Smith, a man’s interest to
remain in a less advantageous occupation instead
of changing to a more advantageous one,—one
which is more advantageous to workers experienced
in it. For an ordinary adult navvy to set up as a
dentist would be a very unprofitable change of
occupation for him, however high the earnings of
trained and experienced dentists might be compared
with those of experienced navvies. For the most
part it is each man’s interest to keep to the employ-
ment to which he is accustomed, even if its ad-
vantages are much less than those obtained by
people who are accustomed to other employments.
Only within very narrow limits are changes of
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occupation ever likely to be profitable to ordinary
men. It may often be a man’s interest to change
from one occupation to another which is very like
it, it may sometimes be his interest to change from
one occupation to another which has some resem-
blance to it, but it will scarcely ever be his interest
to change from one occupation to a wholly different
one. This fact will of course only account for
temporary differences betwepn the advantageous-
ness of different employments, since the numbers of
persons engaged in an occupation can be reduced
in conscquence of the places of those who die or
retire in the ordinary course not being filled up, as
surely, though not as quickly, as in consequence of
some of those engaged in it leaving it and adopting
some other occupation. But a ‘ temporary fluctua-
tion’ of earnings is not without importance. It
may, indeed, as is often said, ‘make no difference
in the long run,’ but individuals’ lives do not last
for ¢the long run.” The short run, if the expression
may be used, is often quite long enough to make
the difference between a happy and a miserable
life. If a man lives in a period which on the
whole is a bad period for those engaged in his
particular occupation, it is very little consolation to
him to be told that the smallness of the advan-
tageousness of that occupation is only temporary.
Secondly, lct us consider the original choice of
an occupation. Why, when young men and women
are entering on working life, do they not always
‘seek the advantageous and shun the disadvan-
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tageous employment,’ so that, disregarding tempo-
rary fluctuations, the advantageousness of all occu-
pations would be kept on a level? There are
various reasons :—

(1.) The comparative advantageousness of differ-
ent occupations is not always a matter of common
knowledge. Some occupations are understocked
owing to general ignorance of their advantages, and
osthers are overstockeq owing to general ignorance
of their disadvantages. Differences of advan-
tageousness arising from this cause, however, must
always be trifling.

(2.) Legal freedom to adopt certain occupations
and to avoid certain occupations does not exist.
Many occupations, if adopted at all, must be adop-
ted or prepared for by children when they are still
legally under the control of their parents or other
guardians. Many occupations are only practised
by such children. No doubt going up chimneys
was a ‘ disadvantageous employment’; why was it
not ‘shunned’? Obviously because those who
adopted it had not ‘perfect freedom to choose
what occupation they thought proper.” There can
be little doubt that some occupations are over-
stocked owing to the superior attractions which
they present to the parents of children employed in
them, and that others are understocked owing to
the inferior attractions which they present to the
parents. Parents are apt to put their sons and
daughters into those occupations in which they will
be able to ‘get some good of them.
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(3.) Customs frequently hamper freedom to adopt
certain occupations. One important reason why
women as & rule earn so much less than men is
that they are shut out by custom from many of the
most advantageous occupations.

(4.) For the successful practice of many employ-
ments an expensive education or training is neces-
sary. In most cases the cost of this must be
defrayed by some one else than the person who is
to profit by it; in the case of minors and others
with property, the cost may be defrayed out of the
property or the income derived from the property,
and in some cases it can be defrayed by earnings
made in another occupation, but these cases are
the exception rather than the rule. The chief part
of the cost of educatmg or training people for
different employments is at present paid by the
parents of the people educated or trained ; the state,
indeed, pays a very considerable proportion of the
expense of general education, but this is rather pre-
paration for all employments than for particular
employments.

Now if parents could force children to repay out
of their earnings whatever had been invested in
special training for a particular employment, and if
they could borrow on the security of this future
repayment, then the training up of youth to parti-
cular occupations might become a matter conducted
on strictly commercial principles. But the repay-
ment by the trained worker of the cost incurred
in training him, with its accrued interest, could
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not be enforced without the institution of slavery
for those who refused to earn enough to pay
the required amount; it is for this and other
obvious reasons impossible for parents to borrow
on the security of their children’s future earnings.
Consequently, as a matter of fact, whether a person
is able or unable to adopt an occupation for which
an expensive training is necessary, depends usually
on the will and the power of his parents to pay
the cost of the training for that occupation.

The largest actual differences of advantageousness
which exist between various employments are due
to this last cause. It is owing to the smallness of
the number of parents who have both the power and
the will to defray a large cost in training their
children, that the advantageousness of those occu-
pations which require an expensive training is
always in excess of the advantageousness of other
occupations. It is owing to the greatness of the
number of parents who want either the power or
the will to defray any cost at all for special training,
that the sort of work which anyone not a complete
idiot or invalid can do, is always miserably re-
munerated. When a person is one of the large
number who have been in childhood badly nourished,
badly housed, badly clothed, badly educated, and
not at all trained to any particular occupation, let
no one prate to him of his ‘freedom to choose what
occupation he thinks proper.’ His legal freedom to
choose many occupations is about as much use to
him as his legal freedom to fly with wings in the air.
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Economists have sometimes assumed that the ad-
vantageousness of the occupations for which an
expensive training is necessary only exceeds that
of the other occupations by an amount which
exactly corresponds to the cost of the training.
For example, if in one occupation an ordinary or
average worker earns £300 a year, and in another
occupation, equal to the first in respect of all
advantages except pecuniary remuneration, an
ordinary worker can only earn £100 a year, then
the extra £200 a year would be considered simply
repayment, so to speak, of the greater cost of
preparation for that occupation with its acerued com-
pound interest. There is, however, no real ground
for this theory ; it rests on a pure assumption. It
is quite true, of course, that few parents will give
their children an expensive training unless their
children may reasonably be expected to get from
that training some advantages over and above the
advantages which will be obtained by those who
have not received such a training. Few parents, for
example, will spend an additional £100 on educat-
ing or training their son to some profession, unless
the additional education or training thus obtained
will eventually be at least as beneficial to the son as
the £100 would have been if lent out or invested
in some property. But because few parents will
spend on preparing their children for an employ-
ment more than what is likely to be a remunerative
investment, we are not to suppose that parents
generally do or can spend so much. Common
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observation shows us that as a matter of fact they
do not spend so much. No one can doubt that the
advantageousness of the employments for which
expensive preparation is required is genmerally in
excess of the advantageousness of those for which
no expensive preparation is required, by much more
than would correspond to the repayment of the
extra cost with its accrued compound interest.

It must be noticad that even if the superior
advantageousness of the higher forms of labour did
form an exact compensation for the greater expense
of preparing workers for them, this would not make
all occupations equally advantageous. It is no
disadvantage to a worker himself that his parents
should have had to incur expenses for his training.

Before leaving this subject, it will be well to
guard against a very common mistake by observing
that in comparing the advantageousness of different
occupations the length of the time for which labour
is carried on in them must be considered. Pecple
are in the habit of comparing the pecuniary
remuneration of different kinds of labour in
several ways. Sometimes they consider a par-
ticular kind of labour highly paid if an average
worker can earn much by an hour of it, sometimes
if he can earn much by a day of it, sometimes if he
can earn much in a week, sometimes if he can do so
in a year. At the first glance we may be inclined
to think that it makes no difference whether the
earnings of an hour, a day, a week, or a year be
taken for the purpose of comparison. If g man can

H
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earn much by a particular form of labour in an hour,
surely he can do o in any other period of time. This,
however, is by no means the case. The number
of hours in a day’s work is not the same in all occupa-
tions, nor is the number of days in a week’s work,
nor the number of weeks in a year’s work. Con-
sequently an occupation in which much can be earned
in one of the periods is not necessarily an occupation
in which much can be earned-in the other periods.
‘What period of time are wg then to take, when we
wish to compare the advantageousness of different
occupations? The best plan is to take the amount
of monéy which can be earned by the average
worker in a particular occupation in an average
lifetime as the advantage of that occupation re-
presented by pecuniary remuneration, and then to
reckon the length of the actual labour time in the
lifetime as a disadvantage, or (which is the same
thing) to reckon the length of the leisure time as an
advantage. The time spent in preparing for the
occupation must be included in the labour time,
How great an advantage leisure time will be
considered depends on many circumstances. It
depends largely on the amount of income obtained
in the occupation. A person who obtains a large
income will naturally forego a larger proportion of
it for the sake of any given increase of leisure time
than a person who obtains a small income. So an
occupation in which average earnings are 450 and
working time 300 days a year, will be considered in
all probability more advantageous than an occu-
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pation (similar in all other respects) in which
average earnings are 448 and working time 264
days a year. But an occupation in which average
earnings are £ 500 and working time 3oo days will
probably be considered less advantageous than an
occupation (similar in all other respects) in which
average earnings are £480 and working time 264
days a year. When leisure time comes at irregular
intervals and is of uncertain duration it is not of
much use, and when a man obtains it only by being
‘out of work’ the advantage of it is counter-balanced
by the disadvantage of anxiety.

§ 16. CAUSES WHICH DETERMINE THE COMPARATIVE
SiZE oF THE INCOMES INDIVIDUALS DERIVE FROM
PROPERTY.

Having considered the causes of differences of
earnings, we now proceed to the consideration of
the causes of differences of income derived from
property. These causes are evidently identical with
those which determine how much property each
man has.

The world as a whole adds to its property or
stock of useful material objects only by saving, that
is by consuming, using up, wearing out and allowing
to fall into decay less than it produces. Saving is
one way, though not the only way, by which
individuals obtain property. How much a person
saves depends partly on his temperament and partly
on the amount of his income. An economical

H2
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person often saves a considerable amount out of
£500 a year; an extravagant person often saves
nothing out of £50,000 a year. But it evidently
requires a vastly greater amount of self-control to
save £10 out of £50 a year than to save £10,000
or even £40,000 out of £50,000 a year.

It must be noticed here that property cannot
be amassed ¢ by speculation,” unless the speculation
be accompanied by saving. What a man gains by
speculation is in the first instance income to him;
it is income obtained by means of the possession
of property. There is no reason why a man should
not make an income by buying and selling land or
stocks and shares as well as by buying and selling
tea and sugar. No doubt the gains of speculation
are often very great in proportion to the value
of the property, but so are the losses, and however
great the gains may be they are still income.
Now if a man spends all the income which he
derives from speculation he will obviously amass
no property by means of his speculations. .

If saving were the only means by which
individuals could obtain property and income
derived from property, colossal fortunes would be
almost unknown, and very large fortunes would be
much rarer than they are. Everyone would have
to begin with no property, and so the nucleus of
every man’s savings would have to be amounts
saved from the earnings of his labour. Thus none
except those whose genius enabled them to earn
extraordinary amounts, would be able in the



§ 16. DETERMINATION OF PROPERTY INCOMES. 101

limits of their lifetime to save enmough to amass
a very great quantity of property. There are,
however, several lawful methods besides saving by
which an individual can acquire property. He
may acquire it by gift from another individual oy
from the State, by prescription, or by bequest
or inheritance. The amount of property acquired
by gift from individuals or by grant from the State
is not very large. e¢Individuals acquired a con-
siderable amount of property by prescription when
the gradual change from common to separate
cultivation of land was proceeding, but in these
days few are allowed to remain undisturbed in the
possession of what does not belong to them long
enough for it to become their property by pre-
scription. A much larger portion of existing
property has come into the hands of its present
owners by way of inheritance and bequest. Any-
one can see that property in land is handed down
from generation to generation, but the fact that
most other property is subject to frequent renewal
is sometimes allowed to obscure the plain fact
that all kinds of property are handed down from
generation to generation in just the same way
as land. He who inherits or receives as a legacy a
thousand pounds’ worth of some kind of property
which has to be renewed once a month, is just
as much benefited by the inheritance or legacy
as he who inherits a thousand pounds’ worth of
land.

Over and above the portion of existing property
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which has come into its present owners’ hands
directly owing to bequest and inheritance, there is
another portion which has come into their hands
indirectly owing to bequest and inheritance. This
is that amount of the savings of the present owners of
property which is due to their having had incomes
derived from property obtained by bequest and
inheritance to save out of. Directly and indirectly
far the greater portion of exisfing property in this
country has come into its present owners’ possession
owing to bequest and inheritance.

‘We must consequently conclude that the compara-
tive amounts of income men derive from the posses-
sion of property are generally still more dependent
on the wealth of their parents than the amounts of
income which they earn by labour.

§ 17. CAUSES WHICH DETERMINE THE COMPARATIVE
Si1zZE OF THE INCOME DERIVED FROM PROPERTY
AND THE INCOME DERIVED FROM LABOUR.

When we have considered separately, first, the
causes which settle the comparative amounts of
income individuals derive from labour, and, se-
condly, the causes which settle the comparative
amounts of income individuals derive from pro-
perty, we have still to consider the causes which
make Property, or proprietors as such, well or
ill off compared with Labour, or labourers as
such.

In many discussions as to the interests of Pro-
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perty and Labour, confusion results from a want of
recognition of the fact that those interests may be,
and commonly are, compared in two wholly dif-
ferent ways. Sometimes Property is considered
better off compared with Labour when the income
which can be derived from saving a hundred day#’
earnings is equal to many days’ earnings, than
when it is equal only to a few days’ earnings.
Sometimes, on the other hand, Property is con-
sidered better off compared with Labour when the
whole income derived from all existing property
is large compared with the whole income derived
from labour, than when it is small compared with
that quantity.

By the first of the two methods of comparing the
position of Property and Labour as regards income,
Property is considered the better off in comparison
with Labour the higher the rate of interest may be.
If an income equal to ten days’ earnings can be
annually derived from the possession of property
representing a hundred days’ earnings, we say that
the rate of interest is ten per cent. per annum; if
income equal only to five days’ earnings can be
derived from such property, we say that the rate
of interest is five per cent. per annum. The rate of
interest is nothing but the proportion which exists
between the value of property itself and the value
of the use of it for a given period of time. Five
per cent. per annum is, of course, if paid monthly,
just the same thing as a penny per pound per
month; there is no peculiar virtue in the number
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one hundred, or in the period of time during which
the earth revolves round the sun. It is customary
in England at the present time to reckon interest as
so much per hundred per year, but it has been
customary at other times and places to reckon it by
the use of other numbers and periods of time.

Now what is meant by the highness or lowness of
‘the rate of interest’ at any given time? Are
there not many rates of interest—many ratios
between the value of property and the value of the
use of it—prevailing at the same time? It is some-
times asserted, with greater boldness than accuracy,
that the rate of interest is uniform at any given
time. This is not quite true; it is true indeced that
the rough-and-ready general rule is that the income
derived from different properties varies with their
value. If A has property worth £100,000 and B pro-
perty worth only £10,000, we certainly expect to find
that 4 has a larger income from his property than
B. 8o, too, if C has an income of £1,000 a year from
his property, we should expect him to have property
worth more than that of D, who obtains only £ 500
a year from his property. But we should not be in
the least surprised to find that A’s income was not
exactly ten times the size of B5’s, or that C's pro-
perty was not worth exactly double what B's was
worth. At the same time and place the rate of
interest is higher in the case of investments sup-
posed to be insecure than in the case of investments
supposed to be secure. It is so very much more
pleasant to feel assured of an income than to feel
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dubious on the subject, that it would be absurd to
expect the ratio between the value of the property
and the value of a year’s use of it to be the same
where the income is secure as where it is in-
secure. The anxiety of mind undergone by the
owner of the insecure property has to be paid for
by a larger income; no one would be willing to
undergo the anxiety of possessing insecure property,
if only the same incgme could be derived from a
given amount of it as from the same amount of
secure property. It is said by those who maintain
the doctrine of a uniform rate of interest that ‘in
the long run,’ or taking very large amounts of pro-
perty at once, the holders of insecure property
receive the same income as the holders of an equal
amount of secure property. It is certainly very
probable that, owing to their losses, they do not
receive more than the owners of secure property,
but it is quite possible that they may receive less.
There is nothing to show that the compensation for
anxiety of mind is exactly so great as to equalise
all investments in the long run; where a gambling
spirit prevails the compensation will be insuffi-
cient, and where a ‘want of enterprise’ or over-
caution prevails it will be more than sufficient.
Even at the same time and place different in-
dividuals estimate risk very differently, and there is
no reason to suppose that the average estimate
is exactly correct, although it may be nearly so.
Probably on the whole risks are under-estimated,
so that the more secure investments are the best
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in the long run, but this is by no means certain.
Granting, however, for the purposes of argument,
that, after deducting losses, equal amounts of income
are in the long run derived from equal amounts
of property, this would not make the rate of in-
terest uniform. If we want to know what is
the average rate of interest obtained by the pro-
prietors of banks, must we reckon in all the extinct
broken banks as well as the existing banks? When
we speak of the rate of interest obtained by owning
any particular kind of property, we mean the rate
actually obtained without deduection for losses, and
everyone consequently in ordinary life recognises
the co-existence of different rates of interest due to
differences of security. Even where the security
is considered to be exactly the same, there may be
more than one rate of interest, owing to several
causes, the most important of which, perhaps, is
that it is more convenidnt to own property which
can be easily sold than property which cannot.
People are willing to pay something for this con-
venience, and so the rate of interest is lower in the
case of property which is easy to sell than in
the case of property which takes time to sell.
It is a well-known fact on the Stock Exchange
that, owing to this reason, stocks of which a
large quantity exists are more highly priced than
exactly similar stocks of which there is only a small
quantity.

The co-existence of a number, an immense num-
ber, of different rates of interest does not make it
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impossible to speak intelligibly of the highness or
lowness of the rate of interest in gemeral. It
makes it impossible to say that the rate of interest
at such and such a time is so much per cent., but it
does not make it impossible to say that the rate of
interest generally has increased or decreased. There
are causes which affect the whole of the particular
rates of interest, making them rise or fall together,
and when we speak of a rise or fall in the general
rate of interest we mean that some of these causes
have been at work. Whether the general rate of
interest is higher or lower at one time or place
than at another, may be discovered by comparing
the rate of interest wbtained on what are considered
the very safest investments at the two times or
places. The other rates are sure to vary along
with this rate exactly enough for all practical pur-
poses.

Admitting, then, that in spite of the existence of
different rates of interest at one and the same time
we may yet speak of the general rate of interest as
high or low, let us consider what the highness or
lowness of that rate depends upon. It depends
immediately upon, or rather it is identical with,
the ratio between the amount which can be added
directly to the income of the community by a given
amount of additional labour and the amount which
can be added to the income of each future year by
saving the produce of that amount of labour, that is,
by adding it to the existing stock of useful material
objects. If a community produces an income of
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45,000,000 & day, and the rate of interest be taken
to be four per cent., then a day’s income saved
would obviously mean a future increase of annual
income amounting to £200,000; if the rate of
interest were twenty per cent., the saving of a day’s
income would mean a future increase of annual
income amounting to £1,000,000. Now whether the
saving of £5,000,000 will bring in future income to
the amount of £200,000 or £1,000,000 clearly de-
pends on the amount of unused methods which are
known of saving future labour by the expenditure
of present labour. If no way is known of expend-
ing one day’s labour in such a way as to save more
than one twenty-fifth of a day’s labour in future
years, interest will be only four per cent.; if some
one discovers a way of expending one day’s labour
s0 as to save one-fifth of a day’s labour in future
years, interest will rise to twenty per cent., but will
fall again as this method of saving labour is taken
advantage of. Discoveries of new ways of making
savings profitable are favourable to a rise of the
rate of interest, and increases of the stock of exist-
ing property are favourable to a fall of the rate of
interest. Whether the rate actually rises or falls
depends on the comparative strength of these two
opposing forces.

The richer as regards income a community grows,
the less likely is the progress of invention to be
able to counteract the influence of additions to the
stock of existing property upon the rate of interest.
This is the consequence of the fact that it is much
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easier for a rich people to save than for a poor one,.
A man who is very nearly starved will require, in
order to induce him to save, a much higher rate of
interest than a millionaire; obviously the offer of a
thousand per cent. per annum would not induce a
starving man to lend his last penny instead of
buying food with it. Similarly, a poor community,
a community in which the average income is low,
will not be induced tq save except by a rate which
would seem enormous to a rich community; im-
mediate satisfactions will be more desired by the
poor community in comparison with future ones
than they will be by the rich community.

By the second o. the two methods of comparing
the position of Property and Labour as regards
income, Property is considered well or ill off in
comparison with Labour according as the whole
income derived from all existing property is great
or small compared with the whole income derived
from every kind of labour.

One of the worst mistakes which can be made in
political economy is to confuse the two methods of
comparing the position of Property and Labour, to
suppose, in short, either that the rate of interest is
the ratio which property’s total income bears to
labour’s total income, or that the highness or low-
ness of the rate of interest indicates that the income
of Property is high or low compared with that of
Labour. To suppose that the rate of interest is
identical with the ratio between the total incomes
of Property and Labour is too childigh an error to
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need refutation. Because the rate of interest is,
say, four per cent., we are not to conclude that four
per cent. of the total income of the community goes
to Property and the remaining ninety-six per cent.
to Labour, any more than we are to conclude that if
the owner of a factory receives, as owner, five per
cent. on his property, then the workers as such
receive ninety-five per cent. of the produce of the
factory. Clearly the rate of interest and the ratio
between the incomes of Property and Labour would
only be identical if the total income and the total
property were of exactly the same value. If, for
instance, the total property of a community were
worth a thousand million pounds and the total
income amounted to the same sum, then, if the rate
of interest were four per cent., Property’s total
income would really be to Labour’s as four is to
one hundred.

To suppose that Property’s total income is neces-
sarily high in proportion to Labour’s when the rate
of interest is high, and low when the rate of interest
is low, is of course the same error in a slightly less
definite form. Only if some fixed ratio existed
between the value of the whole existing property and
the value of the whole income, would the proportion
between the income of property and that of labour
necessarily vary with the rate of interest. Suppose,
for instance, that the total income of a community
was always one-tenth of the value of the total
property, then a four per cent. rate of interest
would give Property four-tenths of the total income,



§ 17. PROPERTY AND LABOUR, m

a three per cent. rate of interest would give Property
three-tenths, and so on; if the total income was
always one-eighth of the value of the total property
four per cent. would give Property %%, and three
per cent. would give it 1%, and so on. As a matter
of fact, of course, the ratio between the value of the
stock of property and the value of the total income
varies, so that the rate of interest by itself tells us
nothing about the ratjo between the total income of
Property and the total income of Labour. A five
per cent. rate of interest would give Property half
the total income where the value of the whole stock
of property was ten times as great as that of the
total income ; the same rate of interest would only
give Property a quarter of the total income where
the value of the whole property was only five times
as great as that of the total income.

We should only fall into another error if we
were to suppose that the rate of interest and the
ratio between the total income of a community and
the value of its total property jointly settled the
proportion which Property’s income bears to
Labour’s. They indicate it, but they no more settle
it than the mercury in the thermometer settles the
temperature.

The question, ¢ What is the proportion between the
total income of Property and the total income of
Labour ?’ is simply synonymous with the question,
 What is the proportion between the total value of
the use of all existing property for a given period
of time and the total value of all work performed
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in the same period of time? The comparative
value of these two collections of commodities is
settled in just the same way as the comparative
value of any other two collections of commodities ;
the valuc of each commodity in the collections is
settled by its comparative plentifulness and the
comparative estimation in which it is held, and the
value of the whole collections is discovered by
adding together the value of ll the different com-
modities of which they are composed. No special
rules can be laid down for this particular case of
value. Inventions may help to increase or to
decrease Property’s proportion of the total in-
come; the invention of locomotives was probably
favourable to Property’s proportion, and the in-
vention of the telegraph has almost certainly
been unfavourable to it. An increase of the
total amount of property, unaccompanied by an
increase of the total amount of labour performed,
would tend to lower the value of the use of some of
the units of the property taken separately ; but, on
the other hand, it would inecrease the number of
those units taken together. An increase of the
labour performed, or, as we may put it roughly, an
increase of the population, would tend to lower the
value of some of the units, so to speak, of work
done; but, on the other hand, it would increase the
number of those units taken together. Con-
sequently it is impossible to say that relative
increases or decreases of property or population
will always affect in the same way the comparative
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value of the use of the whole of the property
and of the work done. Political Economy can lay
down no more rules about the comparative value
of these two collections of commodities than it can
lay down respecting the comparative value of
the total oat-crop and the total wheat-crop.
Some historical generalisations might perhaps
be deduced from statistics showing the actual
amount of the twq incomes at various times
in real societies, but the requisite statistics are
not obtainable.

This fact is not one over which much regret need
be felt, since it is of no practical interest to any
human being whether the income of Property bears
a large or small proportion to that of Labour:
‘Labour’ and ‘ Property ’ are not themselves human
beings nor do they even represent classes of human
beings. There never has been, and there never will
be, a society of free men consisting only of pure
proprietors who own property and do no work, on
the one hand, and pure labourers who work ahd
own no property on the other. There may be, it is
true, societies like that which exists in this country
at present, in which there are millions of human
beings who own absolutely no property; such are
children and others supported entirely by their
relations or friends, indoor paupers, prisoners and
bankrupts. But it is certainly not of these that
people think when they talk of a class of ‘La-
bourers.” Nearly all independent adults in every
civilised country both own some property and

I
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do some work, and are therefore both proprietors
and labourers. Moreover a considerable number of
these proprietor-labourers receive about half their
income from property and the other half from
labour, and are consequently as much proprietors
as they are labourers.

But even if societies were divided sharply into
two classes, one consisting of pure proprietors and
the other of pure labourers, iteswould not necessarily
follow that individual labourers would be any
better off in comparison with individual proprietors
in consequence of a rise in the proportion borne by
Labour’s total income to that of Property, or that
they would be any worse off in comparison with
individual proprietors in consequence of a fall in
that proportion. Let us imagine a very small
community consisting of 12 proprietors with a total
income of £2,400, and 120 labourers with a total
income of £4,800. Here the total income of
Property is half that of Labour, but the average
proprietor’s income, 4200, is to the average
labourer’s income, 440, as five is to one. Now
supposing that in the course of time we find that
the total income of Labour has increased to £14,400
and the total income of Property only to £4,800, so
that Labour’s total income has become three times
as large as that of Property instead of only twice
as large, will this by itself prove that individual
labourers are now better off in ecomparison with
individual proprietors than before? By no means,
since the number of labourers may have risen, say,



§ 17. PROPERTY AND LABOUR. 116

from 120 to 480, while the number of proprietors
may have risen only from 12 to 16, so that the
average proprietor will now have 4300 a year
instead of £200 and the average labourer £30
instead of £40, that is to say, the average pro-
prietor will be ten times as rich as the average
labourer instead of only five times as rich. Con-
versely, if the total income of Labour had increased
from £4,800 only to,£7,200, while the total income
of Property had increased from £1,200 to £6,000,
so that Property’s income had become equal to five-
sixths of that of Labour instead of one half, would
this by itself prove that the average labourer had
become worse off in comparison with the average
proprietor than before? No; for the number of
proprietors might have increased to 40 while the
number of labourers had only increased to 144, so
that the average proprietor would have £150 a
year instead of £200 and the average labourer £ 50
instead of £40, that is to say, the average pro-
prietor would be only three times as rich as the
average labourer instead of five times as rich.

12



PART IIL

THE PROMOTION OF MATERIAL
WELFARE BY THE STATE.

[ ——

§ 1. CHARACTER OF THE CO-OPERATION INVOLVED
IN STATE EFFORT AFTER WEALTH.

Individualistic effort working by means of private
property and exchange of commodities does not at
present provide the whole of the material welfare
enjoyed by the inhabitants of civilised countries.
Besides individualistic effort there is another
agency for the promotion of material welfare,
the State. For economic purposes the State may be
considered as an association or corporation which
consists at any given time of the whole of the
inhabitants of a certain territory. Under the
imperial authority there exist corporations or
associations of the whole of the inhabitants of
smaller areas, such as counties, cities, and sanitary
districts, which must not be forgotten in treating
of the State and its action. The character of the
association represented by the State is peculiar.
The association is not exactly a voluntary association,
since individuals are born members of it and
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subject to its rules or laws. On the other hand it
is not fair to describe it as a compulsory association
continually engaged in the coercion of unwilling
members. The coercive power of governments
is commonly enormously over-rated. There is a
very true proverb that one man can take a horse to
the water, but ten cannot make him drink. The
government of a state may make what laws it
pleases, but it depersds on the will of its subjects
whether they will be carried out or not. Even
where the government represents the majority
of the inhabitants of a country, it must always
fail in coercing any considerable minority, if
that minority is strongly determined not to obey.
Ten million men no doubt will in all probability
vanquish one million men in battle, and be able if
they choose either to nearly exterminate them or to
drive them away, but they will never be able to
bear the expense of keeping them all in prison or in
chains. Against determined passive resistance the
strongest government strikes its head in vain. The
business of a State is generally carried on by
means of mutual forbearance. Each man gets his
own way on some points, and has to sacrifice
his wishes on others. There are few more
groundless assumptions than the common one that
in democratic countries, where the principle that
questions are to be decided by the majority of
votes is accepted, one particular set of individuals
called ‘the majority’ is perpetually tyrannising
over another set of individuals called ¢the
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minority.” The fact is, of course, that the majority
on one subject is not composed of the same persons
as the majority on other subjects; very few men
are in the minority on every subjeet of political
interest. It is true that where party government
prevails, one party may be in power for a long
time, and also that parties generally consist,
as regards the bulk of their members, of the same
persons from year to year. But, as everyone
knows, ‘a united party’ is a figment of the
imagination of the political partisan; no party is
united, and in most parties there is nearly as
much divergence of opinion as there is in the
nation which is divided into parties. Consequently,
it by no means follows that because the party
to which a man prefers on the whole to attach
himself is in power, therefore he is getting
his own way on all the political questions which
arise.

What really distinguishes the association re-
presented by the State from other associations is its
territorial basis. If it were not necessarily es-
tablished on a territorial basis it might be a purely
voluntary association. As it is, anyone may
practically cease to be a member of it, and cease to
be subject to its laws in person and property,
by simply removing himself and his property from
the territory over which it claims authority. Thus
the association is only a degree more compulsory in
character than the relation between a tenant and his
landlord. It is true that a man who has left
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the dominions of the state to which he originally
belonged does not technically cease to be a subjeet
of that state till he has gone through certain
formalities, but this fact is of very small practical
importance. Except in some special cases, men live
under the laws of the state in whose territory
they are domiciled, pay its taxes, and enjoy
nearly all the benefits it confers, and it really
makes little difference to them whether they are
technically subjects of some other state or not.

That there should be an authority possessing
jurisdiction over every person and thing exist-
ing on a given territory is an absolute necessity
for the maintenance of any kind of civilised and
settled society. Without such an authority it
would be impossible for individualistic effort to be
carried on. Individuals would not be able to work
for their own benefit in peace, and private property
could not be effectively protected in the absence of
an organisation for defence against evil doers and
well defined rules as to what constitutes evil doing.
The foundation of associations for mutual protection
on some other basis than a territorial one could only
lead to continual faction fights.

Besides the elementary and necessary functions
of preserving the public peace and deciding what
constitutes private property, modern states perform
various other functions. They not only give in-
dividualistic effort a free field for the production of
wealth, but also enable the united effort of their
subjects to produce various kinds of wealth directly,
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There is no reason why the review of this part of
the action of the State should be, as it often is,
obscured by prejudices arising from the adoption of
particular theories of progress. Each man may
have his own Utopia, provided that he expects its
realisation only in a somewhat remote future, as
the eventual result of gradual changes, each of
which will be in its time neither immoral nor
inexpedient. It is quite possible that in the
distant future such changes will take place as will
lead either to the entire disappearance of State
property and State action in economic matters, or
to the entire disappearance of private property and
individualistio effort after wealth. Meantime no
reasonable man can doubt that if either State
action or individualistic action is destined to dis-
appear, it will do so in such a slow and gradual
manner that the process will be, to the ordinary
intelligence, imperceptible. For the present, and
for at any rate a considerable time to come, both
State action and individualistic action are and will
be absolutely necessary, and the cause of progress,
whatever be its goal, will not be in the least ad-
vanced by attempts to establish a rule that the one
is always productive of good results and the other
always productive of bad results.

But while we condemn indiscriminate attacks
upon all kinds of State action we must be careful
not to fall into another error, that of supposing
that a state cannot adopt a course of action
extremely pernicious to the general material
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welfare. An instance of such a course of action
is the adoption of the policy known as Pro-
tection.

§ 2. PROTECTION.

The policy which is known as Protection con-
sists in preventing or hampering the competition of
foreigners with the subjects of the State adopting
a Protective policy. It is usually carried out
either by prohibiting altogether or by hamper-
ing in some way the importation of a kind of
commodity which can be produced within the
country and the production of which within the
country is not subject to a corresponding restric-
tion. The hampering of the importation of the
kind of commodity in question is most commonly
accomplished by levying a tax—a customs duty—
from the importers of that kind of commodity.
There are arguments which may be held to justify
Protection in particular cases. Protection may, for
instance, be necessary in some cases for national
security, and it is possible though not probable that
temporary Protection may in some cases be in the
long run advantageous to a country by enabling
particular kinds of industry to be set on foot in it.

But as a rule Protection is established and main-
tained in consequence of complete misconceptions
as to what constitutes the advantage of foreign
trade.

The oldest and crudest of these misconeeptions is
that foreign trade is beneficial to a nation only



122 PART III: PUBLIC WELFARE.

when the value of the exports exceeds the value of
the imports. Those who hold this view think that
the difference between the price of the imports and
that of the exports must be paid in money, and
therefore a nation whose ‘ exports exceed her im-
ports’ must be growing richer, and a nation whose
‘imports exceed her exports’ must be growing
poorer. The refutation of this theory is of course
easy enough. In the first plage, in the actual cases
when the exports exceed the imports, or the
imports exceed the exports, statistics show that the
difference is not as a matter of fact paid in money;
for instance, the value of the imports into this
country has long so enormously exceeded that of
the exports that if the difference had been paid
in gold, the last sovereign would long ago have
left. our shores. In the second place, supposing
that the difference between the value of the imports
and that of the exports did represent the import or
the export of 8o much gold, it does not follow that
the countries whose exports exceeded their imports
would be growing richer, and that those whose im-
ports exceeded their exports would be growing
poorer. A large stock of gold is worth no more
than an equally valuable stock of any other com-
modity, and a perpetual importation of gold is no
more a sign of growing wealth than the perpetual
importation of any other metal. It is impossible
that a country could be so drained of its cash by
foreign commerce that it would not be able to carry
on its internal commerce, for the obvious reason that
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if coin began to get scarce in the country, its value in
all other commodities would rise within the country,
that is to say ‘prices’ would fall, and it would become
more profitable to buy some commeodities within the
country than to go on buying them abroad, so that
importation would be checked and exportation en-
couraged till the drain of cash came to an end.
Granting that the difference between imports
and exports does not, as is evident, represent gold
or silver payments, some protectionists occasion-
ally advance the proposition that it represents
debts which the country is contracting or else
property within the country which is passing into
the hands of foreigners. This is no doubt some-
times partially, at any rate, the case. But the
subject cannot possibly be understood unless we
remember that the published value of both imports
and exports is their value when they cross the
frontier of the country. Generally speaking, there-
fore, exports have still to be carried a long distance,
and imports only a short distance, after their value
is set down. The consequence is that though the
total imports of all the countries of the world taken
together are obviously the same thing as the total
exports, the value of the totalimports greatly exceeds
that of the exports, The difference is the cost of
conveyance,and is received, in goods, by the countries
whose men and ships do the work of conveyance.
Further differences between the values of imports
and exports are to be accounted for by the fact
that the individuals who compose one nation may
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receive more income from investments abroad than
foreigners receive from investments within the
territory of that nation, and the individuals who
compose another nation may receive less income
from investments in foreign countries than foreigners
receive from investments within the territory of
that nation. The difference between the income
due to foreigners and the income due from them
must of course be paid in eommodities of some
kind, so that when the income due to foreigners
exceeds that due from foreigners, exports must be
made for which no imports are received in ex-
change, and vice versa. When, however, the in-
vestments are being made, the case is in a sense
reversed. The country which is making the largest
foreign investments will have to make exports for
which no imports are received in exchange, and the
country in which the greatest foreign investments
are being made will receive imports for which it
has sent abroad no exports.

The second and more modern of the great mis-
conceptions on which Protection is commonly based
is that the advantage of foreign trade to a nation
consists in its ‘ giving employment’ to the producers
of the exports. Now in the first place, as we saw
at the outset of our inquiry, there can never be too
little work for men to do, so that even supposing
foreigners were kind enough to send the imports as
a free gift, there is no reason to suppose that a
cessation of exports would lead to & permanent
‘want of work.,’ In the second place, a cessation
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of exports usually means a cessation of imports, so
that those who were formerly engaged in producing
the exports would, when the exports ceased, probably
be able to find employment in producing the com-
modities which used to be imported. Much alarm
need not be felt at every petty loss of export trade.
The cause of the cessation of the export of any
particular commodity generally is that the pro-
ducers no longer receive as great remuneration as
they can obtain in some other branch of pro-
duction. This may be the case either owing to a
decrease in the remuneration obtained by pro-
ducing that commodity, or owing to an increase
in the remuneration obtainable in other trades. If
the cessation of a particular export is due to the
second of these causes, it is a sign of prosperity.

Having now considered the grounds on which
Protection commonly rests, let us proceed to
examine its ordinary effects on the general
material welfare.

The effect of a protective duty upon an article
actually imported into a country in considerable
quantities must evidently be in the first place to
decrease the profits of the importers, and con-
sequently to check importation. This restriction
on the supply of the commodity will raise its
value within the country ; for a time the gains of
the home producers will be increased. Soon their
extraordinary gains will attract new men into the
trade, and the production of the commodity will be
increased. The value of the commodity must then
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fall to & point which will reduce the gains of the
home producers to their ordinary level. The value
of the commodity will not generally fall to the
level at which it stood before the imposition of
the duty. To produce the additional quantity of
the commodity within the country will take a
more than proportionate addition to the labour ex-
pended in producing it, and this has to be paid for
in an increase of the price of tke commodity. All the
extra labour paid for in the increase of the price of
the commodity is simply thrown away by the act
of the State in imposing the protective duty; this
is the measure of the loss to the whole community.
Over and above this loss to the whole community,
the consumers or users of the commodity have to
pay the duty itself, if any part of the commodity
continues to be imported, and frequently another
sum to some class of persons who, taken col-
lectively, have a monopoly of the instruments of
production used in producing the commodity
within the country.

These facts may be made more clear by means of
a concrete example.

At present this country, or to speak more
literally, individuals who inhabit this country,
export large quantities of manufactured articles
and import large quantities of food. That is to eay,
they exchange manufactures for food. If a pro-
tective duty werenow imposed on the importation of
food, what would be the result? In the first place
there would evidently be a rise in the price of food,
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for the import duty would neeessarily have the
effect of restricting the supply from abroad, and
thus reducing the whole supply. The rise in the
price would have the temporary effect of increasing
the incomes of the actual home producers of food,
such as farmers and agricultural labourers ; it would
also have the temporary effect of decreasing the
material welfare of all other classes, since these
would all have to pay more (give more of their
productions in exchange) for their food than before.
In time, probably in a short time, competition would
reduce the agricultural class and the other classes
to their old relative position, since the great gains
of the agricultural class would lead to more labour
being employed in agriculture and less in other
kinds of industries, and this, of course, would soon
reduce the value of agricultural produce in pro-
portion to the value of other produce. By this
diversion of labour from manufacturing to agri-
cultural industry the owners of such instruments of
production as coal mines would obviously be
injured, and the owners of such instruments as
agricultural land would obviously be benefited.
The whole community taken together would suffer
a loss because its labour would now be less pro-
ductive than before. ‘Why should it be less
productive?’ asks the Protectionist. Because it
is easier for the inhabitants of this country to
obtain a large proportion of their food by manu-
facturing articles which they give in exchange for
food than to obtain the whole of their food by
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producing it within the country. ‘How do we
know that it is easier?’” We know that it is
easier because if it were not easier there would be
at present, under free trade, more agricultural and
less manufacturing industry than there is. There
is no explanation of the historical increase of manu-
facturing industry relatively to agricultural industry
in this country except that millions of individuals
have found it more easy to make a living by engaging
in manufacturing than by engaging in agricultural
industry.

The real economic advantage of international
trade is that it makes it possible to localise in-
dustries in the places best suited for carrying them
on. The countries which derive most benefit from
international trade are those which are least fitted
for carrying on all kinds of industries, and the
countries which derive least benefit from it are
those which are most fitted for carrying on all
kinds of industries. Thus a country which con-
tains many climates, soils, and minerals, may with
almost complete impunity put hindrances in the
way of its foreign trade which would be fatal to
the prosperity of a country which contains but
one climate, few soils, and few or no minerals.
Speaking roughly then, we may say that the larger
& country is, the less is the importance of its foreign
trade to it. The importance of international trade
between large countries is usually immensely ex-
sggerated. This exaggeration is probably due to
the publication of the statistics of foreign trade.'
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If we could have a statement of the value of
the imports and exports of each county in the
United Kingdom put before us every year, we
should think less of the imports and exports of the
whole country.

The fact that the importance of international
trade is exaggerated of course forms no justification
for hampering it.

§ 3. THE SALE oF COMMODITIES BY THE STATE.

The benefits which the inhabitants of a country
like our own provide for themselves by united effort
through the organisation of the State may for
economic purposes be conveniently divided into
two classes :— ﬂ

1. Commodities which the State, including ‘local
authorities,’ acting much in the same way as a
private individual, sells to purchasers.

2. Benefits which the State confers on the general
public or on particular individuals or classes gratui-
tously, that is to say, withont taking in exchange
from those who receive the benefits a payment
proportionate to the amount of benefit received
in each case.

In this section we will deal only with the first
class, the commodities sold by the State.

The great agency through which the State in this
country sells commodities is the Post Office. ~The
Post Office sells the commodities involved in the
earriage of letters and of small parcels, and the

K
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transmission of telegrams. It takes charge of small
sums of money, exacting as its remuneration the
difference between the interest it receives for the
wealth so placed in its hands and the interest it
pays to the depositors. It also facilitates the
transmission of small sums from place to place by
means of postal and money orders. Besides these
commodities, the imperial government also sells the
use of the crown lands, and local governments
often sell various commodities, the most important
of which are gas and water, the use of bridges,
docks, and piers. In some countries the State
undertakes the much larger business of carrying
passengers and goods by railway.

To be properly remunerative to the State, as to a
private individual, the price at which a commodity
is sold must be suflicient to pay interest on the
capital invested in the business, that is to say, to
pay for the use of the property which must be used
in producing the commodity, as well as to pay the
more immediate cost of its production in wages
and materials. There is no ground at all for the
theory sometimes put forward that the State should
deliberately abstain from making & profit from the
working of an institution like the Post Office.
Taxpayers are indeed nearly all users of the Post
Office, and users of the Post Office are nearly all
taxpayers. but there is nothing to show that people
ard taxed in the same proportions as they use the
Post Office—the largest taxpayers are not neces-
sarily the largest users of the Post Office. Con-
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sequently it is not a matter of complete indifference
whether the State, which in this case means the
taxpayers, makes a profit on the business or not.
The only question difficult to decide is how much
interest on the capital invested the State ought to
obtain, in order to make the business remunerative
but not a source of taxation. When the State has
no monopoly, or only a monopoly secured by
driving out all competitors in fair commercial
rivalry (if such a case has ever occurred), it may
charge what it can get for the commodity sold
without making the business a source of taxation.
But when the State has conferred on itself a
monopoly of a business, it is evident that to
charge the price which would bring in the largest
profit would often be simply equivalent to laying a
tax on the commodity. In this case the price
charged should only be such as would produce a
rate of interest which would satisfy private indivi-
duals or joint-stock companies, supposing there
were no monopoly. The rate of interest should be
reckoned in relation to the actual market value of
the property used, not in relation to what it may
have originally cost the State. When the State
makes a bad investment the loss should be written
off once for all as soon as it is discovered. If, for
instance, a State has bought telegraph apparatus
for far more than it is worth, there can be no
reason why the senders of telegrams, and not the
whole body of taxpayers, should pay for the mistake.

Much too great importance is commonly attri-

X 2
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buted to this part of State-action, the sale of
commodities. We may be sure that if the State
had not happened to undertake the business of
carrying letters some private organisation would
have been established for the purpose ; whether it
would have done the work better or worse than the
present State Post Office does it, is a question which
we have no means of answering. So too on the
other hand, if the State in this country had under-
taken the provision of railways, we should have had
a railway system of some sort; it might have been
a better or it might have been a worse system;
whether it would have been better or worse would
have depended on the wisdom of those'who had the
largest share in devising and extending it, and who
these persons would have been, and what their
wisdora would have been, we have no means of
telling. It is quite useless to attempt to decide
such questions by the aid of general principles.
The only reliable general principle bearing on the
matter is that good private management is superior
to bad State management, and that good State
management is superior to bad private manage-
ment. There is really no reason to suppose that,
where public criticism is possible and freely
allowed, State management is on the average either
better or worse than the management of large joint-
stock businesses.

We may conclude that the sale of commodities by
the State, when the commodities are sold at their
market price, has no very important effect on
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the welfare of the nation in general. That it has
no effect on the relative size of individuals’ incomes
is evident enough. He who receives much benefit
from the State in this way pays much, and he who
receives little pays little ; the proportions existing
between incomes are left wholly undisturbed. If,
however, the State sells any commodities for less
than a remunerative price, it confers a bounty, and
if, on the other hand, it takes advantage of a legal
monopoly which it has conferred on itself and sells
any commodities at more than their market price, it
imposes a tax.

§ 4. TeE GRATUITOUS PROVISION OF BENEFITS BY
THE STATE.

Far more important in its effects on general and
particular material welfare than the sale of com-
modities by the State, is the gratuitous provision of
benefits by the State. Such benefits are more
or less complete protection from assault, robbery,
and fraud, the freedom of locomotion and transport
which results from State-maintenance of roads and
streets and State regulation of water traffic, drainage
and other sanitary provisions, public parks, ele-
mentary education, maintenance of those who can-
not or will not maintain themselves and who are
not maintained by friends or charitable institutions.
The good or bad effect of the provision of these
gratuitous benefits on the general welfare is not
capable of being conclusively demonstrated. Those
who disbelieve in the efficacy of State action in
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promoting material welfare can easily draw
charming pictures of the way in which, as they
imagine, private enterprise would have supplied
the various benefits if the State had never ¢ inter-
fered, and there is no way of proving whether
such pictures would have been realised or not.
The great preponderance of opinion, it need
scarcely be said, is in favour of the State. Those
who think that roads ande drains ought to be
maintained by private enterprise and not by the
State, might almost be numbered on the fingers of
one hand. There is a much larger body of opinion
hostile to State poor relief, but the objections
commonly urged against it mostly apply with
equal or greater force to the private almsgiving
which would prevail in the absence of State poor
relief.

The effect of the gratuitous provision of benefits
by the State upon the particular welfare of
individuals—on their relative wealth—though
perhaps less important, is more easy to demonstrate
than its effect on the general welfare. The tax-
payers pay for the ¢ gratuitous’ benefits, but all the
inhabitants of a country are mnot taxpayers, and
those who do pay taxes do not pay a large or small
amount of taxation according as they receive a
large or small amount of benefit. The paupers in
workhouses, whose whole maintenance is provided
by the State, pay nothing at all for the benefit they
thus receive, except a small amount in the few
cases where the work they do is worth more
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than the cost of inducing them to do it. The
children for whom the State provides a gratuitous
or nearly gratuitous elementary education pay
nothing for that education, and their parents pay
at the most only a small proportion of its cost ;
the fees do not amount to a large proportion of the
whole cost, and the burden of school rates and
of the imperial grants for education is borne by
the childless as well as by those who are parents,
and by those whose children are not sent to the
schools maintained or subsidised by the State, as
well as by those whose children do attend such
schools. It is of course impossible to make paupers
pay for their maintenance, and to make children
pay for their schooling. It is also impossible to
make each individual pay for the defence of the
country in proportion to the advantage he per-
sonally receives from that defence, and it is equally
impossible to make each individual pay for the
police and the law courts in proportion as he
has been protected in person and property from
criminals and swindlers. Payments for the use
of roads, sewers, and public parks can sometimes
be exacted from individuals in some kind of propor-
tion to the use they make of these things, but the
proportion must necessarily be very inexact.

By distributing benefits among individuals in
proportions other than those in which they con-
tribute to its revenue the State obviously affects
the relative size of individuals’ incomes. What the
effect actually is, of course depends on the way
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in which the benefits are distributed, taken to-
gether with the way in which the burden of
taxation is distributed.

At the present time the ideal standard for the
distribution of State benefits is generally considered
by Europeans to be equality. It is supposed that
every one ought, so far as possible, to derive equal
advantage from the existence and action of the
State. As regards some benefits this ideal of
equality is actually aimed at in practice. The
State endeavours to give every one equal protection
from violence and fraud, equal use of many kinds
of State property, such as highways and public
parks, equal freedom from noxious vapours, and so
on. But even in the case of these benefits the
ideal is not nearly attained. Some are assaulted,
robbed, defrauded, and libelled, while others escape
without these injuries. Roads and drains are not
equally good all over a district; nor are pleasure
grounds equidistant from all men’s houses. Yet
the ideal of equality in the distribution of these
benefits is generally striven after, and authorities
receive praise or blame in proportion as they
approach it more or less nearly. In the case of
several benefits however, the ideal of equality is
not respected in the same way. The State does
not attempt to administer poor relief equally to all
citizens, but only to those who need it; and to
those who need it, it is administered not equally, but
in proportion to their need. In the distribution of
the benefit of gratuitous or nearly gratuitous State
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elementary education there is some pretence of
maintaining equality, but it is a hollow one; the
schools may be open to all children, but the
children of wealthy parents are not sent to them,
so that the nearly gratuitous teaching is of no
advantage to the wealthy, while to the poorest class
it is an enormous boon, since it helps to equalise
earnings in different occupations by reducing the
number of those whq are so totally ignorant as to
be only fit for labour which requires the smallest
amount of knowledge and intelligence. Again,
though everyone may, if he pleases, deposit a
certain sum in the State Savings Bank, that bank
is not, and is not intended to be, a benefit to the
wealthy. Many minor benefits, a considerable
number of which are the result of recent legisla-
tion, are distributed by the State in this country to
the non-wealthy classes only.

The general rule then in this country, at all
events, may be said to be that the State attempts
either to distribute its benefits equally or to give
greater benefits to the classes which are not rich
than to those which are rich. Consequently the
present distribution of State benefits tends to make
incomes more equal than they would be if State
benefits could be supposed not to exist. An equal
addition to every one’s income, however small,
obviously makes incomes more equal than they
would otherwise be ; so, for instance, if & poor man
and a rich man be given the equal enjoyment of a
public park, the poor man’s material welfare will
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be larger in proportion to the rich man’s than it
would be in the absence of the park. Con-
sequently, when the State distributes benefits
equally, it to some extent equalises the incomes of
individuals. When it gives larger benefits to the
poor than to the rich it tends to equalise incomes
still more.

§ 5. CONTRIBUTIONS T) THE STATE.

Some of the benefits which the State confers on
individuals it is able to confer simply in virtue of
its ownership of property, by allowing individuals
to use such property as roads, sewers, and pleasure
grounds without payment. The rest of the benefits
which the State confers must have been produced
by human labour performed either voluntarily or
under the laws. The abstraction called ¢ the State’
can itself, of course, no more labour than it can
enjoy.

The simplest method by which a State can
command labour is to order a certain number
of its subjects to do the work required. ¢Forced
labour’ now, however, plays but a small part
in the economy of European nations; the only
important case in which it still subsists is the
compulsory military service of the great Continental
States. Such service is never really ‘universal,
because many men are physically unfit for it, and
half the population—women—are never made
liable. But at first sight it appears as if forced



§ 5. CONTRIBUTIONS TO THE STATE. 139

labour, supposing it to be equally exacted from
everyone, must be an equal deduction from every-
one’s material welfare. This is, however, by no
means the case. It is not an equal deduction from
the material welfare of those who derive income
from property on the one hand and from the material
welfare of those who derive their income from
labour on the other hand, since those whose income
is derived from prqperty continue to draw their
income while performing the forced labour or
compulsory service, whereas those whose income is
derived from labour cease to do so. Nor is it an
equal deduction from the material welfare of those
who derive a large income from labour on the one
hand, and from the material welfare of those who
derive a small income from labour on the other
hand, since he who earns a large income by his
ordinary work obviously loses more by being taken
away from that work than he who earns only a
small income.

Most State benefits are produced by voluntary
paid labour—the labour of persons whom the State
employs and pays much as if it were a private
individual. In order to be able to pay for work
the State must have a Revenue, and we have now
to consider how the State’s revenue is provided.
Some small portion of & State’s revenue is commonly
derived from property belonging to it. If we
consider the State as an association in which all
have an equal share, we must look on this part of
the State's revenue as an equal contribution from all
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its subjects, for whom the property is held in trust.
It is usually but a small proportion of the State’s
whole revenue, and is generally much less than the
amount which the State has to pay as interest on
its debts. The great bulk of the expenditure of the
modern State is defrayed by those contributions
of its subjects which are known as Taxes. Every
tax without exception affects the relative material
welfare of individuals, that ig to say, no tax can
be imposed without altering the proportions pre-
viously existing between the material welfare
of individuals, and no tax after it has once been
imposed can be taken off without altering the
proportions existing during the maintenance of the
tax.

It is true that a tax levied from individuals in
exact proportion to the size of their incomes would
not affect the relative size of individuals’ incomes.
But no tax is levied from individuals in exact,
or even nearly exact, proportion to the size of their
incomes. A considerable part of our own income
tax is levied from the payers not even ostensibly in
proportion to the size of their income, but according
to a standard which has no necessary relation to
the size of their income. Much of the income
obtained by individuals doing their own work or
using their own property is untaxed; for instance,
a man pays no tax on the income he derives from
using his own furniture, so that two equally rich
men will pay different amounts of income tax if
the one rents a furnished and the other an un-
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furnished house. The tax is divided in such a way
that individuals are not taxed in proportion to the
size of their whole income, setting all losses against
all gains; since losses incurred under one of the
several heads may not be deducted from gains
made under another head. Further, the tax com-
pletely ignores the kind of income which is obtained
by holding property which is increasing in value.
If & man invests 41,900 in some land or stock now
paying 4 per cent, and each year saves and
invests the income, so that the £1,000 ‘lies at
compound interest, he will pay a large sum in
income tax in the twenty years or thereabouts in
which his 41,000 will become #£2,000. But if he
invests his &#£1,000 in some land or stock which
brings him in no receipts for eighteen or nineteen
years, but which will rise in value to £2,000 in
that time, he will pay no income tax whatever,
though his income is clearly as great as in the
other case. Supposing defects like these to be
remedied, there still remains the fact that no
income tax can possibly be levied from the very
poor. To say nothing of its unpopularity, it is
found in practice that the collection of an income
tax from ths very poor costs more than it bringsin.
The exemption of all incomes below a certain
amount is thus inevitable; and from an income tax
with exemption of all incomes below & certain size
there is but a short step to the establishment of
a progressive income tax, that is tosay,a taxunder
which a large income pays not only a larger absolute
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amount but also a larger proportion than a small
income.

So far as either the principle of exempting small
incomes or the principle of progressivity are ad-
mitted, an income tax must obviously make indi-
viduals’ available incomes more equal than they
would otherwise be. ‘But if,’ it may be asked,
“the rate of the tax were higher and higher the
larger the income, would not the rate in time reach
100 per cent., so that the largest income would be
reduced to nothing?’ The answer to this is that it
is not true that the rate, though increasing with
the size of the income, need ever reach 100 per cent.
To prevent its ever reaching 100 per cent. is a
simple question of mathematics; if it is made to
increase indeed, but to increase more and more
slowly the larger it gets, it need not reach 1co
per cent. even on an income of infinite size. In
practice, as there are no incomes above a certain
size, the question is easily solved without the
aid of anything more than elementary arithmetic;
there could, for instance, be no danger of the rate
of the tax reaching 100 per cent. on any possible
income in & progression simply constructed like
this :—

£ £

1 per cent. on incomes between 200 and 400
2 1 ” ’ 400 ,, 800
800 ,, 1600

3 ”» ) »

and so on. Under this scale only 15 per cent.
would be reached when the income exceeded three
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millions and a quarter, and 16 per cent. when it
exceeded six millions and a half.

A progressive tax is sometimes established in what
is called a degressive form: the highest rate of the
tax for the time being is regarded as the standard
rate, and this is reduced or ‘abated’ in various pro-
portions in favour of incomes smaller than those
which are to be taxed at the highest rate. The
British income tax, with its system of allowing
certain amounts varying with the magnitude of the
total income of the taxpayer to go free, is an im-
portant example of this method. Its practical con-
venience arises from the fact that it allows a large
amount of the tax to be collected from persons who
have no interest in diminishing it, and leaves to the
owner of the income the task of proving his claim
to abatement instead of requiring the collectors to
sort out the incomes into the various classes.

The only fundamental difference between an in-
come tax and a property tax, that is to say, a period-
ical tax levied from individuals in proportion to the
valueof their whole property,is the obvious difference
that the property tax falls only on incomes derived
from the possession of property. As regards in-
comes derived from property alone,in some respects
a property tax is more exact, in others less exact
than an income tax. It is easier to tell exactly
what a man’s money gains in a year have been
than to estimate the value of his property; here
the advantage lies with the income tax. On the
other hand, if the value of a man’s property can
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be obtained, it will be a more exact index to his
real income, the amount he can spend without
diminishing his property, than his money gains
from the possession of the property. As we have
already observed, the income which a man derives
from using his own property for his own direct
benefit generally escapes the income tax, and so
also does the income derived from holding pro-
perty for some years unti] it rises in value.
A property tax would reach both these kinds of
income.

Taxes on inheritances and bequests, if levied in
exact proportion to the value of the inheritance or
bequest, do not affect the relative size of the incomes
of those who receive inheritances and bequests, but,
of course, reduce the total income of such persons
compared with the total inecome of those who receive
no bequests or inheritances. Consequently their
effect even in this case is to reduce inequality of
incomes. If they are not levied in simple proportion
to the value of the inberitance or bequest, but are
graduated or progressive, they will obviously reduce
inequality of incomes still more; since they will
then reduce the large inheritances and bequests
more than the small ones. In either case they
reduce hereditary inequalities of wealth. The
British ¢ estate duty ’ imposed in 1894 is graduated
not according to the value of the property received
by each successor or legatee, but according to the
value of the total left by the deceased person. But
this difference is'not important, since in & general
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way it is true that a large estate will be divided
among individuals of whom each will receive a
large amount. The ‘legacy and succession duty’
is graduated not according to the value of the
amount received nor the value of the total left,
but according to the relationship existing between
the legatee or successor and the deceased person.
By this system families in which lineal succession
is carried on withou$ break are favoured in com-
parison with those where branches frequently fail.
The effect is probably to slightly increase inequality
of incomes, since bequests to distant relations and
strangers in blood are more likely to be made to
the poor than the rich.

If a tax be imposed on certain actual articles of
property already in existence, it will diminish
the incomes of the owmers of that property.
For instance, a tax upon the land of a country
diminishes the incomes of the land-owners; they
have to pay the tax, and they do not receive
any more rent for their land in consequence of the
imposition of the tax. The tax will not make
land less or more plentiful or more or less wanted
than before. Similarly if a tax were now imposed
on all pictures painted by Turner, it would diminish
the incomes of the present owners of those pictures.
But if a tax be imposed on one of those numerous
kinds of commodities which are being continually
worn out or used up and replaced by new ones, it
will diminish the available incomes of those
who use or enjoy, or wish to use or enjoy, that

L
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kind of commodity or the satisfactions ultimately
resulting from its use. Tax tea and the tax
will fall on those who like tea; tax beer and
the tax will fall on those who like beer. The
tax may be levied from the consumer or user
direct or from the producers or importers of the
commodity, but from whomsoever it is levied
it will be eventually, though in some cases not at
first, paid by the consumer orcuser.

Examples of taxes levied directly from the
users of certain kinds of commodities are afforded
by our own inhabited house duty, and taxes on
male servants, carriages, armorial bearings, and
dogs. Taxes of this sort must always tend to
restrict the use of the commodity taxed. Tax
male service and some people will prefer female
service; tax pleasure horses and fewer people will
keep pleasure horses; tax houses in proportion to
their value and many people will crush themselves
into less house room. The value of the taxed
commodity must consequently fall, the owners of
the existing stock will sustain & loss, and the
remuneration of the producers of the taxed
commodity will be reduced. This reduction will,
perbaps only after a long lapse of time, perhaps
immediately, perhaps even by anticipation, di-
minish the production of the commodity, since
prosperous producers who intended to retire will
retire somewhat earlier, and producers who were
already in difficulties will be driven to the
bankruptey court or the workhouse, and their
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places will not be filled. The amount of the
commodity produced will then become small enough
to raise its value and the remuneration of the
smaller number of producers to their old height.
To put the matter shortly, the imposition of such
a tax, and, which is much the same thing, the
increase of such a tax, damages the owners of the
existing stock of the taxed commodity and the pro-
ducers of the commgdity, while the remission or
diminution of the tax benefits them, but after the
tax has been imposed for a considerable time and
remains unaltered, it is paid wholly by the users or
consumers of the commodity ; it is no burden upon
the producers.

When the tax on a commodity is levied not from
the consumer or user but from the producer, as in
the case of excise duties, the remuneration of the
producers will be diminished directly by the deduc-
tion of the tax from their profits. This will lead, as
before, to a reduction of the amount of the com-
modity produced, & rise in its value, and a restora-
tion of the old remuneration to a reduced number
of producers. The tax will then be borne by the
users or consumers only.

In both these cases the injury inflicted upon the
producers of the commodity is not to be considered
as worthy of no attention because it is ‘temporary.’
¢ Temporary’ depression is a very permanent thing
to those who are crushed out of a trade by it. The
abstraction called the ‘trade’ may recover from its
depression, but the human beings do not.

La
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The effect of a tax levied from the importer of a
particular kind of commodity when the production
of that kind of commodity within the country is
impossible, or is subject to an equivalent excise
duty, needs no separate explanation. The effect of
a tax levied from the importer of a particular kind
of commodity when the production of that kind of
commodity within the country is possible, and is
not subject to an equivalent quty, has been already
sufficiently discussed.

For defraying the expenses incurred by local
authorities on roads, drains, bridges, public gardens,
lamps, and such like things, a tax or rate upon the
immovable property in the locality is obviously
the only proper tax. The public road to a house or
piece of land, the public sewer, which serves it, and
the public garden near it, all add to the value of the
use of the property. Consequently, supposing local
expenditure of the character described to be de-
frayed from some other source than a rate upon
immovable property, the owners of such property
will receive a clear gift from the State. ‘But,
it may be asked, ‘should the tax be levied from
the owners or the occupiers of the immovable
property ¢° The answer is that the capital cost of
permanent improvements ought certainly to be
levied from the owners of the property, and that the
cost of maintaining such improvements, when once
made, should be levied from the occupiers. As to
the cost of maintaining local public works, it
evidently makes little difference whether this is
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levied in the first instance from the owners or the
occupiers; for if it is levied from the owners,
they will be able to charge the occupiers more
rent. Practically it is much better that the
rate should be levied from the occupiers, as they
are more likely to keep the works in a proper
state than the owners, and we may suppose that if
the rate were levied from the owners, these alone
would have a voice ag to its expenditure. On the
other hand, it makes a great difference whether
the capital cost of a permanent improvement is
levied from the occupiers or from the owners.
Whenever the occupiers pay the cost of a permanent
improvement such as making a new street or new
public park, they act in the same way as a tenant
who makes structural improvements to his house.
So long as he merely maintains the house in
repair in accordance with his covenants he only
benefits himself, but when he makes structural
improvements he benefits his landlord, and has
only himself to thank if his rent is raised at the
end of his term or lease. In just the same way,
if the occupiers as a body increase the value of
the use of the property they ocecupy by making
permanent improvements at their own expense,
they will be liable to an increase of rent at
the end of their terms and leases, and will thus
pay at any rate a part of the expense of the
improvement over again. How much they will
pay will plainly depend, on the average length
their leases have to run. If this is a considerable
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period it may pay them to make the improvement,
Just as it sometimes pays an individual tenant to
make an improvement to his house or farm. In
ordinary cases it will not pay them and the cost
should be borne by the owners. At the present time
in this country the capital cost of new streets and
drains is largely borne by the owners of the
property benefited, since local authorities will not
take charge of them till they are properly made.
The capital cost of improvements for which the
occupiers pay in the first instance is to some
extent thrown on the owners by the expedient of
loans, the repayment of which is spread over a
considerable period of time. In the course of
thirty years, or even twenty or ten, many tenancies
come to an end, and in determining the new rents
the rate is taken into account as well as the
improvements,
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Money, 30~-35; why payment is
made for the’nse of, 43.

Occupation, advantages of each,
on what dependent, 86-94.

Over-population, possible, 23-25;
difficult to prove the existence
of, 25.
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Owners of property, no separate
class of, 113.

Poor relief, 134, 135,

Population, 21-25.

Post Office, 129, 130, 133.

Price, 69, 70.

Private property, 26, 27; in useful
material objects, 39-44.

Productiveness of industry, real
criterion of a community’s
wealth, I1; has increased and
is likely to go on increasing, 12;
causes of its increase, I12-21;
how affected by variations of
population, 21-25.

Professions, earnings in the, 88.

Protits, 55, 56.

Progressive taxation, 142, 143.

Property, why a source of income,
30—44; ways of deriving income
from, 56-64; determination of
incomes derived from, g9-102;
how acquired, 100-102; here-
ditary nature of income de-
rived from, 102.

Property and Labour, comparative
pusition of, 102-115; do not
represent individuals, 113~115.

Property-tax, 143, 144.

Protection, 121; founded on mis-
conceptions, 121-125 ; effect of,
125-126; example of, 126-129.

Rates, local, 148-150.

Rent, 60, 61.

Restrictions of production, 84.

Revenue, 139.

Salary, 53.

Saving, 16, 99.

Savings-bank, 137,

Short time, 85.

Silver, portability of, 34, 35.
very, 21.

Smith, Adam, on the advantages
of different occupations, 8.

Speculation, 100.

INDEX.

Stamp duties, 145.

State, the, character of association
involved in, 116-119; fature
action of, in economic matters,
120; can err, 120, 121; sells
commodities, 129-133; gives
benefits gratuitously, 133-134;
thereby somewhat equalises in-
comes, 134~138.

State education, & double boon,
137.

State railways, 132.

Stationary state, 13.

Supply and demand, 74.

Taxes, 140; on income, 140-143;
progressive, 143, 143} on pro-
perty, 143, 144; on inheritances
and bequests, 144, 145; on ex-
changes, 145; onland, 145; on
commodities, 145~1350.

Temporary fluctuations, serious
consequences of, gz.

Training, cost of, 94-97.

Under-population, 22, 23.

Useful material objects, why de-
girable, 7, 8; all instruments
of production, 9; cannot be
divided into natural and arti-
ficial, 10; their shability,
10, 11; accumulation of, 14~16.

Value of & commodity, 66-69; how '
compared, 69-71; mnot depen-
dent on amount of labour, 72~
74; dependent on supply and
demand, 74-79.

‘Wages, not advanced, 51, 53; do
not include the whole of the
earnings of labour, 5&, 56.

Wealth, 1, 2; dependent on the
productiveness of industry, 11;
distribution of, 64 : se¢ ¢ Income.’

Work, a universal want of, im.
possible, ¢4~6; not the same as
labour, 49, s0. '

THE END.


















