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Preface
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THE MOMENTOUS events,Hbth economic and political, of the past score
of years have left a deep impress upon our economy and have profoundly
affected the thinking of men on economic matters. In this period we have
experienced the most severe and protracted depression in our history, and
have participated in the most devastating war of all time. The foundations
of society have been rocked by these convulsions. The post-war years
have brought a continuation rather than the conclusion of extraordinary
demands upon our economic system. Its precise future is not certain. The
price of both economic freedom and political liberty must be eternal
vigilance. Times such as these have greatly stimulated the reading and
study of economics. This is a social gain. I hope that this volume will
help its readers to a clearer understanding of economic principles and of
some of the complicated problems of economic life. At the same time, I
hope that through the promotion of such bettcr understanding it may
indirectly contribute something to the solution of such problems in the
common interest.

Upon the basis of what has been placed in evidence, I cannot share the
conclusion of those who seem to think that traditional cconomic theory is
outmoded and must be superseded by what they call the “new economic
theory.” What I have sought to do in this Fourth Edition of Economic
Principles, Problems, and Policies (first published in 1936) is to find a
place for the more significant ideas of modern economic theory within
the framework of the traditional economic theory that has been develop-
ing during the past two centuries. Theory grows through the synthesis of
the old, which has stood the test of time, and the new, which is based upon
fresh facts and analysis. Recognition of conditions other than competition,
such as monopoly, monopolistic competition, and public authority, has
Jed to more complete and realistic economic analysis. The national income
approach and analysis are proving very useful now that better statistical
estimates are more quickly and widely available. Doctrines such as the
general equilibrium theory of international trade, the liquidity preference
theory of interest, the savings-investment and innovations theories of the
business cycle, have proved highly provocative of thought and have made
important contributions to the subjects concerned. But the study of em-

vi



vili PREFACE

ployment, income, savings, and investment, important as it is, is not the
whole of economics.

While every chapter of this Fourth Edition has been subjected to
rigorous criticism for revision purposes and practically all contain some
new materials, the predominantly new chapters or chapters containing
substantial new sections include the following:

Chap.&l} The Foundations of Economics—the section on “Scientific
Methods and Analysis in Economics.”

Chap. VIII. The National Income Analysis of Production and Other
Economic Functions.

Chap. XI. International Trade and Exchange—the section on “Inter-
national Trade Based on Differences in Price Structures.”

Chap. XVIIL. Short-Run and Long-Run Equilibrium Price Under
Competition.

Chap. XVIII. The Role of the Business Firm in the Determination
of Price.

gChap. XIX. Price Under Monopoly.

Chap. XX. Price Under Monopolistic Competition.

Chap. XXVII. Business Cycles—the theoretical parts.

Chap. XXIX. Spending, Saving and Investment—the section on
“Aggregate Consumption, Saving, and Investment.”

Chap. XLI. Codperative Enterprise.

Throughout the book all factual data have been revised. Wherever
pertinent new facts were available, or more significant facts could be set
forth, this has been done. New legislation, such as the Taft-Hartley Act
of 1947 and the Federal Income and Excess Profits Tax laws of 1950, has
been discussed in the chapters concerned.

At points where expericnce showed that there was lack of clarity or
the possibility of misunderstanding, an attempt has been made to correct
the sequence of ideas or the language cmployed. Every chapter has been
worked over very carefully with reference to the logical structure of
thought, and the entire forty-two chapters have been arranged with par-
ticular reference to the logical development of the book as a whole—as
well as its readability and teachability. 1 hope and believe that its main
sequence of ideas will linger in the memories of careful readers.

The title of the present work indicates the scope of its exposition. The
book deals with the structural organization of modern economic society,
with the ways in which it functions, with the principles or laws of its func-
tioning, with the maladjustments in its operations resulting in problems
calling for both private and public remedial action, and with the policies
pursued in attempts to make it function better. It is an exposition of
economic principles, problems, and policies. In the treatment, principles
and problems are interwoven throughout the book. Theory and prac-
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tice, principles and problems, are not kept in separate compartments. To
attempt to keep them so would be, it seems to me, to run the risk of
developing a lifeless theory and of losing the significance of practical
activities. Economic theory is developed as an interpretation of economic
practice and as a guide to better practice.

It has always seemed to me that the most direct gateway to economics
is production and the income that it yields. Most persons who think about
the nature and scope of economics at all are apt to think that it has some-
thing to do with the ways in which men acquire income to satisfy their
wants. This seems a logical place to begin the study of economics; it is
the subject of Part I. Goods must be produced before wants can be satis-
fied. From the successful sale of the commodities one has produced, or the
services which one can render, comes the purchasing power that can be
exchanged for a great variety of want-satisfying goods. The national
income analysis can be effectively developed at this point.

Because, in these days of specialization, production is characteristically
carried on for the market, Part II is concerned with the agencies which
have been created to facilitate the exchange of goods, and the principles of
their operation.

The fundamental economic problem with reference to goods produced
for exchange in the market is the problem of determining their price, since
prices are the chief guide to the investment of productive energy and the
principal control mechanism in a system of free enterprise. Accordingly,
value and price are the theme of Part IIl. The price pattern of any eco-
nomic society, however, is largely determined by its institutions. Assump-
tions and conclusions that are valid within a given institutional framework
do not hold within another. The price analysis of Part III concerns itself
with such divergent institutional arrangements as those of competition,
monopoly, monopolistic competition, and price fixing by public authority.

The treatment of theories of distribution—wages, interest, rent,
profits—follows immediately (Part IV), thus preserving what seems to me
a desirable unity in the presentation of price problems. In the treatment
of markets—those for commodities, labor, loanable funds, and land—I have
developed a parallelism of treatment which is intended to make the
understanding of price theory and problems easier than it would be
without such an approach. After considering the subjects of value and
distribution, I turn to a treatment of price changes and the cyclical move-
ment of business. In the discussion of value and distribution no question is
raised concerning the effects of possible changes in the purchasing power
of money. The value of money, however, does not remain constant, and
rapid changes in its purchasing power are an invariable characteristic of
business cycles. So it seems best to treat price changes and business cycles
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immediately after concluding treatment of the theory of value and
distribution.

The ultimate objective of the production, exchange, valuation, and
distribution of goods is consumption, the gratification of human wants;
this is the subject of Part V.

At various points in this round of processes involving the production
and consumption of wealth, government steps in to collect taxes and other
forms of public revenue, to be used in expenditures for the common good.
Accordingly, Part VI deals with the economics of government—the
expenditures and income of governmental units.

The concluding section of the book, Part VII, is concerned with the
relation of government to a nation’s economic life under various possible
economic systems. It includes an appraisal of the achievements of the
capitalistic system, and an cxamination of the possible substitutes for it,
particularly socialism and communism.

One of the distinctive difficulties, with which every teacher is familiar,
in the presentation of economics is the tendency of some students, par-
ticularly if they have had a little practical economic experience, to
substitute a smattering of information for real knowledge. It is a case
where “a little learning is a dangerous thing.” Experience is most helpful
in appraising the significance of theory, but it is no substitute for
theoretical analysis and the hard work which the assimilation of theory
requires. A further difficulty encountcred in the presentation of eco-
nomics, which is not generally expcricnced by the teachers of the natural
sciences, is that both the student and the layman are apt to bring precon-
ceptions, sometimes strong prejudices, to the consideration of economic
principles and issues. Few discussions of tariff policy, for example, have
been free from a considerable bias in favor of protectionism.

In writing this general treatisc on economics I have tried to be clear
in the statement of economic principles and rigorously fair in stating
opposing views on controversial economic issues. Partisanship on unsettled
questions of the day has no place in a book of this sort; objectivity should
stamp it at every turn. What the reader of this volume has a right to expect
is a meticulously objective presentation of the principles of economics, the
problems of economic socicty, and the policies pursued in their solution.

I have purposely kept the presentation of the subject within the com-
pass of a single manageable volume. It is intended, however, as the basic
reading for a year’s survey course in general economics, together with
such supplementary reading as every teacher will want to include.
Students in the general survey course should acquire some familiarity with
the literature of economics. Most teachers have their favorite selections
from standard works of reference or from contemporary sources which
they want to assign, and which they know how to provide through the
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regular facilities of libraries or in other ways. I have for many years made
extensive use of current periodicals dealing with economic news and issues.

I am frequently asked how this book can be most effectively used if
the course is restricted to a single semester. It seems to me that will depend
upon local conditions at the institution concerned, including the sequence
of other courses and the objectives of the instructor. A workable arrange-
ment would be Parts I, IIl, and IV in the order named.

The problems at the close of most of the chapters have been thor-
oughly revised and many new ones have been added. These thought-
provoking and thought-testing problems may help to stimulate class
discussion and may provide some assigned written work.

Suggestions for further reading, appended to each chapter or group of
chapters, have been reviewed and new references either substituted or
added to point the way for further explorations of the subject.

In the preparation of this cdition I have had much competent and
devoted help for which I am deeply grateful. For many penetrating
criticisms and constructive suggestions, offered through the years, I am
indebted to my long-time friend and collaborator in the teaching of gen-
eral economics, Professor Ira B. Cross of the University of California.
From Dr. W. H. Andetson of the University of Southern California and
Dr. Joseph E. Shafer of the University of New Hampshire, both formerly
associated with me here in the teaching of general economics, I received
helpful suggestions which T was able to act on in this edition. Professor
Marvin A. Schaars of the University of Wisconsin gave me sound advice
on my proposcd treatment of codperative enterprise. The counsel of my
colleague, William V. Wilmot, Jr., was invaluable on the many points I
discussed with him. Jack and Gladys Ellenbogen rendered me superb
service as rescarch assistants, and enabled me to explore many ideas which
it would have been impossible to investigate without their highly com-
petent help. Roy L. Marx revised the problems and formulated new ones,
and similarly revised the chapter bibliographies, and did it all with rare
ability and care. The revision of the index was in the experienced hands of
Alma L. Bridgman, whose tcaching of general economics at the University
of Wisconsin made her familiar with the entire field. Geraldine Hinkel
again rendered outstanding scrvice in preparing the manuscript for the
printer, and with Olivia Marx carried the taxing responsibility of reading
much of the proof. Joscphine Trumbower Bradley typed the lists of tables
and charts. Only the cfficient team-work of my associates enabled me to
meet the publisher’s deadline for this Fourth Edition.

University of Wisconsin
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CHAPTER I

The Foundations of Economics:
Human Wants and the Scarcity of Goods

R Car

D3I

>

FOUNDATIONS OF ECONOMICS

Most MEN neither have, nor can they easily get, all the income they
desire for the gratification of their wants. Upon this basic fact of scarcity
in relation to human wants the whole subject of economics has been built.
Human wants are the great driving forces of an economic world in which
there is not enough of everything for all. If our wants were fewer and less
urgent, or if the things that satisfy them (what economists call goods)
were more abundant, many of our present economic activities would
disappear. But one of the most striking facts about civilized man is the
number and variety of his wants; and at the same time one of the most
stubborn facts about the world in which we live is the scarcity of want-
satisfying goods. As a consequence men must work to get a living. To
carry on this struggle for a living more effectively, men have developed a
great variety of means and human relations, which now constitute the
structural organization of our economic society. To furnish an under-
standing of the functioning of this economic society is the chief purpose
of economics as a social study. To show that economic processes are not
chaotic, but rather in accordance with laws which can serve as guides
for action, is the hope of economics as a science. To improve the mecha-
nism by which men make a living is the task of the technical arts. To bring
into constantly more efficient codrdination the many interdependent parts
of an ever changing economic system is the duty of economic statesman-
ship both in and out of political office.

Since the beginning and end of economic study is man, there is a large
humanistic element in economics. In its method, however, of systematically
searching for the causes of economic phenomena and of reducing its con-
clusions to laws, economics is scientific. Not inaptly, therefore, economics
has been called a social science, the term suggesting its kinship with both
the humanities and the sciences. Whether one emphasizes the humanistic
or the scientific element in it, economics is that branch of buman learning
which treats of the means and activities by which men get a living. Prob-

3



4 ECONOMIC PRINCIPLES

lems of income and of expenditure, whether of individuals or of groups,
are the special subject of economics. Human wants and scarcity of goods
are its foundations.

SOME HUMAN WANTS PROMPTING ECONOMIC ACTIVITY

It is with man’s efforts to obtain income and the use of income in the
gratification of his wants that economics is largely concerned. Accord-
ingly, an understanding of human wants, no less than of how man comes
into possession of want-satisfying goods, is essential to a complete under-
standing of economic life( In common with the other social studies, eco-
nomics has some of its roots in biology and psychology. It is to these sci-
ences that we must turn for knowledge of the nature of the human factor in
social life. Economics assumes human beings in action. Biology and psy-
chology aim to explain their actions, physical and mental. The economist,
in explaining that part of social life with which he is most concerned, is
helped or limited at almost every turn by the adequacy or inadequacy of
the biologist’s and psychologist’s interpretation of human behavior.

Unfortunately, not all explanations of economic life have been based
upon adequate psychological foundations. It was once rather common, for
instance, to think of man, whose economic activities economists sought to
explain, as a being largely motivated by self-interest and by the desire to
gratify his wants with the least possible effort. Of course this so-called
“economic man” was never anything more than an abstraction. Powerful
as is self-interest in economic behavior, and eager as men are to get the
largest reward in return for the least necessary effort, human nature as
revealed in economic life cannot be reduced to quite such simple terms.
The fact is, man is a member of various social groups, and consequently his
economic activities are influenced by many motives other than self-interest
and parsimony. There is no economic motive par excellence. The eco-
nomic behavior of men is as complex as any other form of human be-
havior. In any given economic situation, men may be driven by instinctive
impulses, may act in accordance with thoroughly established habits, or
may be guided by rational calculation of consequences. Any attempt, how-
ever, to explain economic behavior solely in terms of a single mental ele-
ment is bound to prove disappointing.’

1]t seems unwise and unnecessary in this connection to attempt any excursion into

the psychological controversy associated with the terms “behaviorism” and “mental-
ism.” Behaviorists, like Dr. J. B. Watson, seek to explain all of man’s behavior in terms

of “response to stimulus”; “mentalists,” like Professor William McDou all, insist that
there is a mind or self which expresses itself in his experience and behavior. The
economist accepts human wants or desires as driving forces in our economic life,
whatever their nature and origin. Whether they be mechanical responses to stimulus
and nothing more or states of an experiencing mind is for the psychologist to deter-
mine.
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Some of man’s wants, such as those associated with food and sex, are
largely instinctive. The expression of all human desires, however, is con-
stantly modified by habit and reasoned calculation of consequences. Our
wants tend to find habitual modes of expression. How powerful habit is
in expressing human wants, especially as men get older, is evidenced by
countless facts, such as individual preferences for certain foods, amuse-
ments, and modes of living. Habit in the individual, moreover, is the chief
means of perpetuating the customs of a people, which greatly affect all
economic endeavor and want gratification. With experience men tend to
rationalize their wants—to calculate the consequences of satisfying their
wants in this way or that. In almost every mature person the many native
behavioristic impulses have been organized in such a way, and control
over movements in accordance with ideas and ideals has been so definitely
acquired, that we are justified in asserting of such a person that he has a
will and character of his own. It is this complex will or character that
expresses itself in economic behavior. As men grow in experience, rational
wants play an increasingly important réle in motivating economic activ-
ities. Sterilized milk for babies and pure food for all are demanded because
people have come to understand the germ theory of disease. Safety
devices and labor-saving appliances are installed in home and factory be-
cause people are unwilling to take unnecessary risks or to perform useless
labor. Much money and energy are spent in educational work of all sorts
because people demand that they and their children shall have opportuni-
ties for the fullest development and enjoyment of their powers. These are
types of rational wants. It is such wants that prompt much of the eco-
nomic effort of the world. In the rationalization and habit-expression of
man’s wants social influences of many kinds play a most important part.

Human wants or desires prompt all economic activity. As far as the
effect upon our economic life is concerned, it matters not whether these
desires be behavioristic impulses arising as responses to stimuli, or states
of an experiencing mind. The important fact is that they stimuizie eco-
nomic activity. Instinctive, habitual, and rational elements may all be
present in any given desire. Whatever the nature and origin of our desires, '
it is to gratify them that men the world over and time out of mind have
sought to produce wealth and to acquire income. Desires are impulses
directed toward the attainment of that which will gratify us. Desires in
the economic world are comparable to forces in the physical world: both
bring things to pass. That which gratifies human wants or desires is said
to have utility for us.

Desire for physical necessities and comforts. Chief among the desires
prompting economic activity is the desire for physical necessities and
comforts—the “food, clothing, and shelter” described in our elementary
school books as the basic necessities of life. Self-preservation is still the
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first law of life. Getting a living, or making a living, comes first on the
survival “must list” of human beings. This is true whether we think of
the historical experience of the race or of the present experience of most
people. Everybody knows that in most places men have been moved to
economic activity by the pangs of hunger and the need of keeping warm.
Hunger and cold directly account for enormous expenditures of human
energy, for without food and protection against the elements men must
perish. India and China, with their teeming millions, illustrate how much
of the energy of people must be concentrated upon the single task of
keeping alive when there is real pressure of population upon the means
of subsistence. Periodically in less populous countries, when food supplies
run low and there is a sharp rise in the cost of living, we are reminded
of how potent after all is hunger in affecting the economic behavior of
men. People must first of all be well fed if their conduct is to be rational
and normal. Numerous and lengthy “bread lines” are symptomatic of
deep-seated trouble in our economic system. Clothing and shelter in most
climates are equally basic necessities. In wealthy courntries such as the
United States, it is true, relatively few persons are ever in imminent
danger of either starving or freezing to death. But, here and elsewhere,
as far as economic activity is concerned, man, unlike the lower animals, is
rarely content with the mere necessities of life. On the contrary, he strives
to acquire the comforts and luxuries which will enable him to lift his
level of well-being above that of mere brute existence and to make life
abundantly worth while. He wants food not only to keep alive, but for
the pleasure of eating. He desires clothing not merely for protection, but
to make an attractive appearance. He wants a house not solely for shelter,
but because its modern conveniences and sometimes artistic furnishings
help to bring him a measure of prestige among his fellows and to gratify
his love of the beautiful.

But in recent years the world over both war efforts and post-war relief
and rehabilitation etched the fact into the minds of men that the basic
necessities of life, for the maintenance of the armed forces and the civilian
populations, can and at times must dominate all other expressions of human
behavior.

Desire for self-expression and development. One of the strongest
desires motivating economic behavior is the desire for self-development.
Wealth and income are desired not merely to procure physical necessities,
but to provide opportunities for such self-development as will increase
man’s real freedom. Self-expression is fundamental to human happiness.
It is a mistake to suppose that happiness can come through the mere
accumulation of things. Happiness can come only through the active
exercise of one’s normal powers. Every person desires a chance to develop
his capacities. Because men are curious, they demand opportunities to
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learn; our vast system of education has largely been created in order to
make possible the highest development of the largest number of people.
Because men are constructive, they demand opportunities to -exercise
their creative powers, which they may do in countless different ways, such
as expert craftsmanship, inventions, and art. Most men realize their
ideas and ideals in constructive activities of some sort; what particular
form these will take is for most people largely a matter of chance. To
ensure the greatest development of the individual requires income and
the opportunities which income commands. Accordingly, the desire for
self-development prompts economic activity. Some men, indeed, find
economic activities, particularly in their acquisitive aspects, so engrossing
that they devote themselves almost exclusively to making money.

Desire for power. Still another desire prompting endless economic
effort is the desire for power. Wealth is a form of power. Many men
continue their money-making efforts long after they have all the money
they need for the ordinary purposes of life; some do so because they
become fascinated by the game and do not know how to stop; others
because they desire the power which great wealth affords. There is some-
thing about the possession of great wealth which appeals to the self-asser-
tiveness of men. It affords them a'means of domination. ‘

The same motive, the desire for power, prompts much business expan-
sion. As Dewing puts it:

The most powerful motive that leads a man to expand a business is the
illusion of valuing himself in terms of his setting. The bigger the business, the
bigger the man. ... The race-old instinct of conquest becomes translated in our
twentieth century economic world into the prosaic terms of corporate growth.
Business expansion is the spirit of a modern Tamerlane seeking new markets to
conquer. Small enterprises become merely the pawns for human ambition in
the game of business achievement.?

To become a captain of industry or railway king or financial magnate, to
appear as the recognized leader and spokesman of thousands of men, to
get the thrill of directing the policies of huge organizations whether of
capital or of labor—these are the heights of ambition of many men and call
forth prodigious economic effort.

Desire for recognition and approval by others. Deeply implanted in
human nature is the desire to gain the recognition of others and to win
their approval. A limited few may be content with the satisfaction that
comes through meeting their own standards; exceptional individuals may
appeal to the verdict of history rather than to the judgment of their con-
temporaries; but most men covet the approval of their fellows. Some desire
most of all the discriminating approval of a few select friends and

2 A. S. Dewing, Financial Policy of Corporations, 4th ed. (New York, Ronald Press
Company, 1941), II, pp. 854-855.
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associates; others yearn for the applause of the multitude. This desire
for recognition and distinction, like the other desires already mentioned,
prompts a vast amount of economic activity and drives some men at top
speed. Some seek recognition in the piling-up of great fortunes; others,
in lavish spending. Some strive for distinction in building up great eco-
nomic enterprises; others, in the establishment of foundations dedicated
to the common welfare. Income and wealth are desired not merely to
provide necessities and luxuries; not wholly for the opportunities for self-
development which they afford; not only for the power which they may
confer; but also for the recognition and distinction which they may bring.

Desire for the welfare of others. Beyond all these desires, which are
essentially self-centered, is the desire to help provide for the welfare and
happiness of others. Not infrequently this desire is stronger and more
compelling than any one or all of the rest. This is particularly apt to be
true in the intimacy of the family group. The desires for a mate and for
children, the impulses to protect them and to provide for their welfare,
have resulted in the institutions of marriage and the family. It is altogether
probable that the sex and the parental impulses, together with the institu-
tions based upon them, account for more economic activity on the part
of human beings than any others. Think, for instance, of the efforts
parents put forth and the lifelong sacrifices they often make in order
that their children may have opportunities which were denied them. Back
of many a demand for shorter hours or steady work or higher wages is
the solicitude of devoted parents.

But the altruistic motive, so often perfectly expressed within the family,
is not confined in its objectives to the family group. Fortunately for
human society, many persons become public-spirited and find their highest
satisfaction in genuine expressions of good-will to all men. Many philan-
thropic foundations and educational endowments, much welfare work
and social service, a great many humanitarian reforms protecting workers,
and measures taken for the protection of our children and children’s
children are directly inspired by the desire to provide for the greatest
welfare and happiness of others.

The foregoing illustrations of desires prompting economic activity will
convey a wrong meaning if they leave the impression that any given
form of economic behavior can easily be explained by reference to a
single human trait working in isolation from all others. Human nature is
not a mere mosaic of separate traits; it is a highly integrated organism. It
is impossible in any given economic behavior situation to assert that any
one behavior tendency is working to the exclusion of the rest. All that
can be done is to distinguish the dominating tendency. Nor is it possible
to say just how much of man’s economic behavior is due to the inborn,
and how much to the acquired. John Dewey says: “After ignoring



THE FOUNDATIONS OF ECONOMICS 9

impulses for a long time in behalf of sensations, modern psychology now
tends to start out with an inventory and description of instinctive activities.
This is an undoubted improvement. But when it tries to explain com-
plicated events in personal and social life by direct reference to these
native powers, the explanation becomes hazy and forced.”?® It is the
whole man—instinctive, habitual, rational, emotional—in constant interac-
tion with his changing environment that constitutes the human factor in
economic life, and that must be understood if we would explain, predict,
and influence man’s economic behavior.

Nor is it to be understood that the expression in economic and social
life of the driving forces of the human desires just described is necessarily
and always in the social interest. As a matter of fact, the desires for
physical necessities and comforts, for self-expression and development,
for power, and even for the recognition and approval of others may take
exceedingly anti-social forms and result in the oppression and exploitation
of others. The economic activity of individuals, however it is prompted,
may be in the interest or at the expense of others. Economic behavior, like
all other human conduct, needs to be socially controlled, so that the
possible selfish pursuits of the one shall not be at the expense of the many.
The strengthening and extension of the desire for the welfare- of others
and the disciplining of essentially egoistic impulses, so that the expression
of individual liberties will not encroach upon the freedom of others, are
constant processes of education and control.

SCARCITY, A LIMITING FACTOR IN WANT GRATIFICATION

Scarcity contrasted with abundance. Whatever the desires that prompt
economic activity may be, the constant limitation upon the fullest grati-
fication of human wants is the fact of scarcity. Scarcity may mean that:
at any given time and place there is a limited supply of a good to satisfy
the desires for it which then and there exist. It is such scarcity that has
taught men to economize, to use goods to the best possible advantage in
the gratification of their wants. This scarcity of want-satisfying goods
has sometimes been due to the niggardliness of nature and again to the
fact that too large a population was trying to live in a given area. In the
economy of most individuals, however, the scarcity that proves a limiting
factor in the gratification of wants is not so much due to any sharp
limitation of available goods, as it is due to inadequate incomes with
which to acquire want-satisfying goods. Scarcity for both society and
the individual is relative to the human wants to be supplied. Man’s first
economic problem has been to achieve such power over the materials

3 Human Nature and Conduct (New York, Henry Holt and Company, Inc., 1922),
Pp- 90-91