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PREFACE

CusToM and convention very properly require that an
author—at least of anything that looks like a text-book—
should make suitable apologies for his action 1 accentuat-
mg the hornd and outrageous disproportion between
supply and demand i the world of books, and that he
should at the same time, for the benefit of reviewers and
others, indicate what particular long-felt gap he imagines
he 1s filing  The object of this book 1s a very modest one
The most important word m 1ts title indicates that 1t 1s
an introduction, and 1t 1s of the essence of an introduction
that 1t should represent only a beginming of knowledge
In academic study, as mn social life, an mntroduction 1s no
more than the first stage i the departure from a state of
complete 1gnorance, leaving much to be learned later, not
without constant possibility of surpnse

This book 1s accordingly designed to be used by the
beginner, along with any of the mnumerable text-books
on economics which may be selected for the purpose of
study or mstruction My own expenence 1s that exposi-
tion of current and accepted doctrine 1s always made more
palatable 1f accompanied by a backward glance at the
development of thought and opmion If it be true that
the teaching of economics requires almost copstant refer-
ence to the tenets of the M ists, of the Ph t:
of Smith, Malthus, List and a great cloud of other
witnesses, then even a first-year student mught properly
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6 DEVELOPMENT OF ECONOMIC DOCIRINE

have 1n his hands, and by his bedside, a book contamning
what he wants to know with regard to the development of
economuc doctrine  Thus, with all respect to other books,
1s the gap which this volume 1s designed to fill

For, 1n a sense, the available books on the history of
economic doctrine are too full, too comprehensive—let us
say, too good—for the ordinary student, however admir-
ably they may serve the purpose of the student who 1s
specializing The beginner 1s merely confused if he 1s
told something about everybody, or if 1t 15 impressed upon
him that Ortes and Just call for mention Important as
they may be, Ortes and Justi can very well afford to wait
On the other hand, when the interest of the beginner 1s
engaged, he does want a fairly complete picture, and 1t 15
educationally better that he should have a fairly adequate
idea of the landmarks, even if nothing be done to temper
hus dark 1gnorance elsewhere, than that he should have a
diffused and confused knowledge of a wider field

In this book, therefore—with my eyes on the beginner
—1I have endeavoured so far as practicable to mention
no wnter unless I could find space for something Like
an mtelhgible account of what he stood for I have
accordingly proceeded by a process of selection and
concentration, ruthlessly casting overboard people of quite
considerable mmportance Thus 1n dealng with the
Middle Ages, I have to all ntents and purposes confined
the discussion to St Thomas Aquinas, so (apart from a
shight reference to Turgot) I have placed on Quesnay the
entire burden of the Physiocrats In the later period I
have likewise restricted myself to those wnters whom
beginners are most hkely to come across

Not always have I been ruthless without a heavy heart
McCulloch and the elder Mill I have indeed neglected with
unruffled feehngs Even the German histonical school has
gone without causing me much misgiving, somehow the
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old controversy with regard to method "’ seems less
important to-day than a generation ago and, with this
dechne n significance the leading figures in that con-
tioversy seem less wsistently to requue notice But I
should have liked to present Cantillon who may yet come
mto his own when a promised reprint 1s more readily
avallable, and patriotic motives made me hanker after
John Law, who, as an economust, receives abroad a
measure of respect withheld from him 1 his own country,
where we tend to look upon him as a financial swash-
buckler So also I should have been glad to find a place
for Cournot the father of a long line of mathematical
economists But like other frail vessels an introductory
text-book also has a Phmsoll ine and in deference to
warnings regarding the dangers of foundering due to over-
loading, these and other precious bales have had to be left
behind on the quay  As a consequence of this pohicy of
ngorous exclusion m order to allow for fuller treatment of
those included, I flatter myself that mn no other book
professing to be a history of economic doctrine are so
many notable names entirely unmentioned

There 15 evidence on all sides that the study of the
development of economic doctrine 1s recewving to day far
more attention in English-speaking countries than was
accorded to 1t by the last generation I should hke to
think that this httle book may encourage what I regard
as a praiseworthy tendency and that it may serve as a
useful stepping stone to the more comprehensive works of
Haney and of Gide and Rist

ALEXANDER GRAY

MariscrAL COLLEGE
ABERDEEN
March 1931,



AUTHOR’S NOTE TO SECOND IMPRESSION

1 1AKE the opportumity of a reprint of this book to record
three events relating to the lterature of the subject.
Furstly, Cantillon’s Essas sur la nature du commerce en
général, referred to i the preface above, has now been
pubhshed for the Royal Economic Society by Macm:]lan
andCo S dly, the work of y1-Unger,

on page 374, 1s now available mn an Enghsh translation:
Economics mn the Twentieth Century (Allen & Unwm).
Thudly, a large and detaled work on the history of
economic doctrine, by H W C Bordewnk, has appea.red
m Dutch under the title Theoretisch-historische Inl

tot de Economie It 1s largely devoted to the Mercanhhsts,
the Physiocrats and the Classical School

AG
April, 1933
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“* Pohitical economy 1s perhaps the only sciemce of
which 1t may be said that the ignorance of st ss not
merely a deprivation of good, but produces great
posstive evsl *'~—~ReEv T R MaLTHUS

‘* Political economy 1s G science at the same
time dangerous and leading to occasions of sm '
—CARDINAL NEWMAN

** Marshall was too anxsous to do good ™’
—J. M Ksvnes.



CHAPTER 1
GREECE AND ROME

HoWwEVER recent m the history of human thought may
be the develop of a sy tic body of ec
doctrine, reflection, and to a certamn extent speculation, on
economic phenomena must be as old as human thought
itself For if we accept the most notable of recent
defimtions of economuc science, which m 1ts popular and
abnidged version tells us that economics 1s the study of
mankind n the ordinary business of life, 1t 1s obvious that
stray reflections faling within the almighty sweep of such
a department of knowledge must have passed through
the mind of man ever sice he was capable of reflection
atall

The industrious gleaner may therefore collect from the
oldest literature chance observations and stray remarks
which the enthusiast may hail as contaning 1n embryo a
doctrne of Adam Smuth or the kernel of the philosophy of
the Physiocrats Moreover—apart from the obster dicta
of poets and philosoph all ¢ mstitutions and
laws must contamn mmplicitly a certain of
theory, even 1if 1t be never expressly propounded ~ An Act
which forbids usury involves a demal of the legitimacy
of interest, and inferentially an affirmation of the barren-
ness of money; customs with regard to inheritance (or its
absence) imply views with regard to private property

II




12 DEVELOPMENT OF ECONOMIC DOCTIRINE

The Code of Hammurab:, m fixing the price of the hire
of boats and goats, and the wages of tailors, stone-cutters
and other artisans, imphed some sort of view with regard
to the just price and the standard wage, the Mosaic Law,
with 1ts elaborate provision to secure all against poverty,
represents, on the economic side, an extreme example of
a State founded on a Poor Law

Two conclusions follow from this In the first place,
economic doctrine, whether 1t be held 1n solution 1n the
laws, customs, and practices of a society, or whether 1t
be precipitated as a more or less muddy deposit in the
works of the theorst, reflects the condition of the society
to which 1t relates In a sense, therefore, a study of
comparative pohitics, meaning thereby an analysis of the
changing structure of society, 1s a presupposition of a
correct understanding of the development of economic
doctnine  No less important 1s economic history as that
term 15 generally understood It 1s no acadent that
Malthus wrote on population at a time when population
was rapidly imncreasing, or that Ricardo explored the
1ntricacies of currency problems when the currency system
was disorgamized In short, Political Economy throughout
has been 1 large measure an attempt to explamn, withn
the existing_framework and assumptions of society, how
and on what theory contemporary society 1s operating

The second concluston 1s perhaps at first sight somewhat
pessimisic It 1s that any body of economic doctrne
can have only hmited vahdity The *‘ economic laws "
proper to a society resting on tradition, status and caste
may be very different from those applicable to a modern
industnal competitive society The theoretical economst
might amve at different conclusions according as chance
may have assigned him to a mediaeval society with the
implications of feudahsm and the manonal system, to
the Greek city state, where the flower of culture was
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rooted in slave labour, or to the State of the Incas, based
on the tyranny and the orderliness of the bee-hive

Economic science, therefore, if 1t be a science, differs from
other sciences 1n this, that there 1s no mevitable advance
from less to greater certainty, there 15 no ruthless tracking
down of truth which, once unbared, shall be truth to all
times to the complete confusion of any contrary doctrine

No absurdity m the history of economic doctrine was, 1
its time, quite so absurd as 1t now appears to our com-
placent eyes  Moreover 1t 1s very seldom, if ever, possible
to write off a heresy as having been for all time irremed-
ably discarded, demolished and exploded Old doctrines
never die, they only fade away, with a strange power
of recuperation mn an appropnate environment The)
domnant opmion of any age, even if 1t has a ﬂavou:}
peculiarly its own, 1s, on analysis, a fricassée of the
thoughts of all the ages, and the latest exponent of
orthodox and accepted doctrine may to a later generation
appear to have added at most one further ingredient or
one choice condiment before passing it on

Greece

It is in the Greek wnters that theonzing on economic
matters, even 1f it may scarcely be termed economic
theory, first explicitly emerges But the ancient world,
even as represented by Athens, was 1 many ways but a
poor soil for any kind of economic speculation, and
consequently, unless to those who are fanatically deter-
mined to find everything n antiquity, adumbration of
economic theory among the Greeks will rather appear
in the form of incidental observations, thrown off n
the pursmt of a more worthy end Two general
considerations, which m fact involve a multiplicity of
other influences, explain the relatively meagre attain-
ments 1 such matters even of Greece, contrasted
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with her lustre 1n all other fields of speculation and
ntellectual enterpnse In the first place, the ancient
State was m general a strangely comprehensive institution
The man and the citizen were 1dentified Religion was a
part of the machinery and the mystery of the State
Ethics and politics were thus nextricably intermingled
If the subject matter of economics could not be entirely
eliminated or 1gnored, 1t was viewed merely as part of the
general domain of ethical inquiry, as indeed happened
more than two thousand years later, when Professor Adam
Smith experimented with ‘* The Wealth of Nations ’ on
the Moral Philosophy Class in Glasgow But the com-
plete emancipation which Adam Smuth conferred on
economics could not be attamed mn Greece Economics
was not merely the attendant and the handmaiden of
Ethics (as perhaps she should always be), she was crushed
and blotted out by her more prosperous and pampered
sister, and later excavators, mn search of the ongms of
economic theory, can only dig out disconnected fragments
and mangled remams

The second reason for the absence of any connected
system of economic theory goes even deeper The
ancient world, viewed as a whole, rested on a system of
caste, and even Athens was not free from the hampenng
effects of such an mhentance The city state was
founded on slavery, and mevitably where a slave class
exists, the work assigned to a slave falls into disrepute
and b dish able Throughout antiquity, and
as markedly in Greece as anywhere, the work of the
craftsman was regarded as incompatible with a ‘“ ife of
virtue **  To the Greek mind nearly all the actvities of
modern soclety would have appeared unworthy and
debasing  When slaves are at hand to do the work, work
becomes the mark of the slave  Agriculture almost alone,
for a vanety of reasons, escaped the contempt and the
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censure of Greek and Roman writers, and consequently
classical writers made further progress mn the exposition of
agnicultural economics than elsewhere If the ordmnary
business of ife * was thus despised, 1t 1s hardly reason-
able to expect that its study should be regarded as a
subject worthy of sustained and independent nvestigation
So far as economic theory 1s concerned, 1t 1s 1n Plato|
that Greek thought advances beyond the level of such|
wise saws as may be extracted from Hesiod and others
and ammves at some consecutiveness Yet Plato 1s the
supreme example of the classical tendency to regard
economics as a minor subsection of ethics and politics
It 1s above all in The Republic and to a lesser extent i
The Laws, where he indulges n ‘an old man s game,"”
that Plato turns to economic questions The former 1s
pnmanly a discussion on Justice and it 1s because the
essential nature of Justice may perhaps be most easily
discerned 1n the State—since for the short sighted the
larger letters may be more easily read—that the
disputants turn aside n the second book to discuss
the State and 1its origin and are thus led to construct
from the foundation an 1deal polity It 1s noticeable
that the ongin of the State 1s attributed wholly to
economic considerations ‘‘ A state anses out of the!
needs of mankind no one 1s self sufficing but all of us
have many wants "’! and moreover Plato indicates that
no other ongmn of a state can be imagined This line of
g after a deration of the essential needs of
mankind leads to Plato’s discussion of division of labour,
which has so often been compared with the famous
chapter in Adam Smith  The essential needs of mankind
are food dwelling and clothing so that the barest notion
of a state must include four or five men—a husbandman
a bullder a weaver and perhaps a shoemaker or a
! The Republic Jowett's translation p 49
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representative of some other sumilar occupation  Each of
these 1s, moreover, to confine himself to his own calling
The goverming considerations 1n the application of the
principle of division of labour, as conceived by Plato,
are then, firstly, that there are ‘ diversities of natures
among us which are adapted to different occupations,”
and secondly, and as a consequence of this, that *“all
things are produced more plentifully and easily, and of a
better quality, when one man does one thing which 15
natural to hum and does 1t at the nght time, and leaves
other things "’ It is m order that this principle may be
satisfied that Plato then extends his State to mnclude a
considerable diversity of other crafts—sailors, traders,
retailers and others

It 15 1nteresting to compare this passage with the corres-
ponding section 1n Adam Smith, and to note how different
15 Plato’s method of approach to this fundamental
problem The starting pomnt_here 1s ethical there are
duwversities of natures among men, and each should do
what 1s natural to im  Up to a certam pont this may
be a valid explanafion of division 1nto trades, under
modern condit with such hization as 1s p d
n any Targe- -scale system of productlon, it is, of course,
absurd fo speak of anyone's work as being ** natural ”* to
hum, or as satisfymg diversity of nature ~Adam Smuth’s
explanation of division of labour begins with an absurdity
which he expands mnto something more tenable and com-
prehensible  Division of labour, he says, 1s due to the
human propensity to truck, barter and exchange one
thing for another, as though men, like overgrown school-
"boys, did different things for the sheer joy of subsequent
‘“ swopping "’ But the following paragraph puts a differ-
ent complexion on what, at the first blush, 1s a rather
quaint theory Man, says Smith, in words reminiscent of
Plato, has almost constant occasion | n for the help bf s
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brethren, but—unplatonically—it 1s 1 vamn for him to

expect it from their benevolence only  Division of labour
1s_therefore, for Smth, the | effective’ means of dnving a
good bargain, 1t is a device whereby we can count on our
dinner. from the butcher, relyng not on his benevolence,
but on his regard for his own nterest

The contrast between Plato and Adam Smuth on this
pomt 1s stnking  In Plato, division of labour 1s the basis
of the social organization, the city 1s built up_on division
of Iabour; 56 that if almost reads as if there could be no
State where every ber of a tisfied all his
own_needs In Smith it is a device for the ultimate
advantage of those who practise it, operating through an
increase 1n their bargaiming power  Also, although 1t 18
not explicit n Plato, there 1s in The Republic a curious
reversal of Smith’s famous dictum that division of labour
1s imited by the extent of the market In The Republic’
the extent of the market 1s 1mposed by the necessity of
adopting division of labour The aty must be large*
enough to enable each to do what 1s natural to m In
other words, division of labour 1n Smith leads to diversity
of occupation as 1ts final result, in Plato 1t springs from
dwversity of endowment as 1ts first impulse

The point on which appeal has most often been made
to Plato relates to his advocacy of commumsm 1n the
1deal state  To appreciate the peculiar features of Plato’s
communism 1t 1s necessary to consider (a) the scope, and
(b) the object of these commumstic mnstitutions  These
will best emerge by tracing the course of Plato’s argument,
leading up to the memorable passage at the close of the
third book in which the principle of communism i
enunciated  We have seen the aty swell out to allow for
the application of the principle of division of labour, so
as’B—PTE_’_—( nclude_merchantmen, importers and exporters, the
organization of a matket with a_system of currency,
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retailers and hirelings At this point there 15 a pause m
the argument, we have arnved at the State matured and
perfected, and a dithyrambic hymn of prase 1s placed
the mouth of Socrates, descriptive_of the simple ife which
the cifizens will lead theren It 1s only when Glaucon
objects that this 1s but a ‘' city of pigs,” devoid of the
ordinary conveniences of life, that the argument acquires
a new lease of hfe What 1s now_to be considered 1s the
** luxunous state,” and though the subsequent discussion
is ordinanly accepted as a description of the @&T_state.
Socrates explicitly says that *‘ in my opinion the true and
healthy constitution of the State 1s the one which I have
(described,”” that 15 to say, Glaucon’s aity of pigs  What
1s next to be discussed 1s, according to Socrates, a *‘ state
at Tever-heaf,” and the first-result of Glaucon’s desire, for
*"Yhe ordinary convemences of life ”’ is a vast extension
of the activities of the commumty by the_ addition of
actors, dancers, barbers, confectioners, cooks et hoc
genus omne—and rather satincally, more doctors More
relevant to the mamn Lne of argument is the contention
that the State will now require a slice of the terntory. of
1ts neighbaurs, who in_return wall be similarly covetous,
smce 1 the conditions supposed men_will have exceeded
the * limit of necessity,”” and have given themselves up
to the * unlumited accumulation of wealth ™ This in turn
leads to a further extension of the population, this time
embracing a whole army

; Thus we arrive at the guardians, who practise an art
'which is not to be combined with any other occupation,
since one man cannot practise many arts with success
The guardians require careful selection, likewise very
careful education  They must combine apparently contra-
dictory qualities, inasmuch as they must be dangerous to
their enemues and gentle to their friends We are not here
concerned with the lengthy discussion of the education of
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the guardians, nor with the subsequent distinction between
‘* guardians 1n the fullest sense *’ (the real rulers) and the
auxibianes, but the words n which communism 1s enacted
are of importance m specifying both the scope and the
purpose of the commumism prescnbed The guardians)
are to look round for a spot where they can best suppr
msurrections within and defend the State from enenuej
without, and they are to encamp there  Further, i orde
to ward off the danger that they may become enemies
mstead of friends of the citizens, therr whole mode of hfe
15 to be such that they will not be tempted to prey upon
the other citizens Consequently they are devoted to an'
ascetic method of lfe, they are to have no property
beyond what 1s necessary, they are to receive a fixed rate
of pay, sufficient to meet expenses and no more *‘ Should
they ever acquire homes or lands or moneys of their own,
they will become housekeepers and husband: mstead
of guardians, enemues and tyrants instead of allies of the
other citizens ’?

Furstly, as to the scope of Plato’s commumusm, it is clear
from the whole argument that 1t 1s prescribed only-for the
Limited class of the guardians, who are indeed throughout
to hive a semp-mulitary life. It is, 1n fact, the communism
of the camp The contrary view has been argued along
lines which need not here be indicated, and one authonty
has contended that *‘ a superficial reading-of -The Republic
gives_the Impression . . that Plato recommends com-
munism solely for these upper sections.”> It is_almost
sufficient to note that Aristotle himself is one of these
superficial readers, it .is entirely sufficient that Plato
expressly describes the regulations as "aE%omted by us

for the guardians,” and even more conclusive is his
#tatement that 1f the guardians depart from thewr
e | : -
tIbd , Book III, p 106
3 Beer, Soctal Struggles in Antiquity, p 97.
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communistic Lfe, they will become housekeepers and
husbandmen

Then secondly, as to the purpose of the guardians’
commumism, 1t 1 noticeable that Plato m his motives 15
poles asunder from other ¢ istic dreapers Elsewh
the cry for communism anises from an aggneved sense of
the injustice and monstrous nequality of the world It-is
not so 1n Plato  For his guardians, communism 1s an act
of ascetic renunciation, it is the condition on which alone
they can efficiently discharge their duties  The work they
have to do 1s so important that they may only do it
properly on condition that they remain” free of the snares
and the entanglements of this world In 1its motive
therefore it 1s akin to the celibacy of the Roman Catholic
priesthood  The object of Plato’s communism_1s 1n no
way to establish a right to equal enjoyment, rather 1t 15
a part of the price that must be paid by a class on whom
special responsibilities have been imposed An interest-
mg, if tnvial sidelight, ilustrative of the fact that the
whole arrangements with regard to the guardians are
designed to free them from the ordinary troubles of hife,
15 furnished by the provision that when a woman guardian
has a child, the process of suckling shall not be protracted
too long ‘‘ the mothers will have no getting up at might
or other trouble but will hand over all this sort of thing
to the nurses and attendants *’*

A shght glance at The Laws, as supplementing the
teaching of The Republic, 1s almost essential ~ The Laws
15 the work of an old man_whose fire 15 spent, and some

Yet here Plato shll clings to the old 1deal ** The first and
hughest form of the State and of the Government and of
the Law 1s that in_which there prevails most widely
the ancient saying that " ‘ Friends have all things mn

1 The Republic, Jowett's tralislauon, P 154
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commgn ' ’! But that 1s rather a State for gods and the
&ns of gods, and therefore he now outlnes the State
which * when created, will be nearest to immortality and
the only one which takes the second place” Such a
state comprises 5,040 lots, since the city must not be too
large and the citizens should be known to each other, and
this figure 1s administratively convenient, as 1t 1s divisible
by all numbers up to ten There 15 no longer any
question _of cc since " Col Ty qi goods
goes_beyond_ther_proposed “origin, and nurture, and
education The regulations fhroughout are to aim at
a mddle and contented condition of life, based on the
doctrine that poverty 1s to be regarded as the increase of
a man’s desires and not the diminution of his property
No one 1s to possess gold or silver except as comn for
daily use, and the currency of the country 1s to be peculiar
to 1t and not acceptable abroad  Inequality of condition
cannot be avoided, but undue dispanty, ansing from
extreme poverty or excessive wealth, 1s to be guarded
agamst For this purpose the population 1s to be divided
mto four classes, the imit of poverty bemng one lot which
1s to be guarded unimpaired, while the maximum posses-
sion 15 to be the equivalent of four lots, the surplus to be
surrendered to the State 2 No money 1s to be lent at
mterest, and, more starthng, there 1s to be no obligation
to repay even the capital, a provision explicable on the
ground that this 1s to be a society of half-brothers, 1f not
of brothers, and that there 1s a defimite restriction 1mposed
on the amount of permissible wealth *

Certamn of the old restrictions remain  No aitizen 1s to
be occupied n handicraft arts, for citizenship 1s an ““ art
which requires much study and many kinds of know-

! The Laws, Jowett’s translation, p 121
2bd, p 127
Ylbwd p 124
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ledge, and does not admit of being made a secondary
occupation " No one 1s to follow two crafts, and for the
purposes of this regulation citizenship 1s to be regarded as
a craft, and the study of virtue as a full-time occupation

Among other points 1t 1s perhaps worthy of mention
that the second best Stm%n]oy Afr)ée trade and
complete mmumty from import and export duties, subject
only “to the 1rnportauon of unnecessary luxuries and
the exXportation of what is wanted in the country bemng
proh.lblted ! Retail trade 1s forbidden, and fhere 1s also

a curious desire to preserve the virtues and the purity of
the city by removing 1t to a safe distance from the sea,
for ‘‘ the sea 1s pleasant enough as a daily companion,
but has indeed also a bitter and brackish quahty, filing
the streets with merchants and shopkeepers, and begetting
1n the souls of men uncertain and unfaithful ways *” But
to the rather wearisome details of the State contemplated
mn The Laws, 1t 1s unnecessary here to enter

When we turn to Anstotle, we are confronted with a
wnter who, by his analytical frame of mind, went further
than any other thinker mn antiquity mn the direction of
detaching a separate science of economics This 18 not
the place to consider his political theores, but his starting
pomt that man 1s by nature a political ammal enthroned
for hum the science of politics, so that ethics and economics
alike were viewed by him from a pohtical angle Two
points are of peculiar interest to the economist  The first
is his destructive critiasm of Plato’s communism i the
second book of the Politics, and the other 1s his analysis
of the household, leading to a discussion of the economic
{bases of society On the former pomt, with the argu-
ments of all the ages nnging mn our ears, Aristotle’s
contentions may appear hackneyed ~What he says about
the snares inherent in community of wives need not

1Ibd, p 230 1Ibd, p 87
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detamn us, 1t never has been, and is not now (it may be
hoped) an urgent question. But his arguments on the
general question of commumty of property might date
from the present year of grace It 1s stll true that
““ people pay most attention to therr own private property
and less to that i which they have but a part interest ’?
—as witness the carved hieroglyphics on the seats in any
public park contrasted with the reverence paid to the
domestic Chesterfield

Anstotle’s arguments, 1 the main, are of a highly
practical character, in short, that a system of commumsm
would not work, and that it violates natural human
mstincts There would be disputes between those who
get less and work more, and those who get much and work
little?—the old difficulty of distrbution among frail,
grudging and suspicious men  Unity built on communism |
15 1n fact a delusion, the common purse leads to quarrels
ansing out of tnvial causes Moreover there 1s an
immense advantage in the sense of private property It
corresponds to natural instincts, ** the love each individual
bears to himself 1s not purposeless,”” as he remarks mn a
phrase 1n which we seem to catch the tones of Adam
Smuth’s invisible hand ~ Agan, 1 an argument which 1s
still common, though of doubtful cogency, he urges that
community of property would destroy the virtue of
hiberaity His own position 1s not, however, merely
negative  As against reformers 1n a hurry mn all ages, he
contends that the ewils are due, not to the institution
which 1t 1s proposed to destroy (n this case private
property), but to defects in human nature Unless that
is first amended, he would seem to say, there will be no
advantage 1n abolishing something which in itself may be
used for good or evil ‘‘ The existing system, 1f embel-

1 Politscs, Book 1II, chap 3, Welldons translation, p. 43.
% Ibwd , Book II, chap §, p
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lished by the moral tone of those who live under 1t and
by a code of wise laws, would be far superior.”’? The
ideal which Anstotle outhnes 1s thus that of pnvate
possession with use 1 common, so far as that may
be practicable—in modern language, private property
mellowed by a sense of the responsibility of wealth, a
position not so different from that of the Chnstian
Socialists
Apart from the dispute regarding communism, the main
part of Anistotle’s economic teaching 1s to be found n the
first book of the Politics  The place which this discussion
occupies 1 his general treatment flows from his general
theory of the State The State has 1n all cases a natural
existence, 1t 1s the complete development of the earher
associations, the household and the wvillage, and Anstotle
accordingly proceeds to consider, as the logical first step,
the economy of the household Here there are three
fundamental relationships to be borne in mind, that of
master and slave, of husband and wife, and of parent and
children The fourth and last of the parts of Domestic
Economy 1s the art of finance, which 1s not to be confused
with Domestic Economy, since 1t 1s the business of finance
to provide and of Domestic Economy to use that which 1s
provided 2
Under the section which deals with the relationship of
master and slave® occurs Arstotle’s celebrated defence of
slavery, which sounds so oddly in modern ears The
principle of rule and subjection 1s, he says, mewvitable and
beneficent, and there are ‘‘ natural slaves,” persons who
are as far inferior to others as the body 1s to the soul, or
a beast to a man  In these cases a life of slavish subjec-
tion is advantageous Anstotle 15 not blind to the obvious

1Ibid , Book II, chap 5, 49
2 Itwd , Book T chapg 3 8lll,d 8
*Ibid Book I chaps 5 and 6
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objection that, as he puts 1t, 1t may happen ** contrary to
the mtention of Nature that those who possess the bodies
do not possess the souls of free men and vice versa’’ !
for even 1f there be those who are ‘‘ slaves by nature,”’ 1t
calls for supreme faith to believe that the accidents of Lfe
should at any time sort out the slaves and the non-slaves,
1 accordance with the defimition of a ‘ natural slave.”
Hence he distinguishes between natural and legal slaves,
and speaks of the law bemng a convention according to
which all conquests 1n war are the property of the
conqueror The whole discussion 1s curious and uncon-
vincing, and 1s perhaps best viewed as a reflection of the
fact, not merely that many slaves were well-treated, but
also that their position would have been worse but for the
mstitution of slavery

Coming to the question of acquisition or wealth-getting,?
Anstotle 1s concerned to show how far 1t 1s or 1s not a part
of Domestic Economy  Clearly part of wealth-getting
must belong to Domestic Economy, since the household
requires to be supplied with what 1s necessary, 1f this 1s
not already provided This leads to the rather curous
distinction between true or genume wealth to which there
15 a hmit, and another unnatural kind of acqusition
(finance 1n the bad sense) to which there 1s no hmt
Nature supplies men with the means of subsistence which
are gathered 1n various ways, so that men’s hives may be
classified as those of the nomad, the husbandman, the
brigand, the fisherman and the hunter Property which
150 arses 1s *‘ assigned by Nature,’” and such property and
such alone constitutes genuine wealth  Apart from the
odd appearance of the brigand mn this galley, this is
merely, n the mam, an anticipation of Physiocratic
thought Here also, so far as concerns real wealth, that

1 Ibid , Rook T chap 6, Welldon, p 13
$ Ibid , Book I, chap 8
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15 to say the acquisition of the means of subsistence, there
’s a definite it assigned, since wealth m this sense must
be himited by the needs and the purpose of the household
and the State

As aganst this, there 1s another kind of finance,? which
does not have a natural existence and which 1s ultimately
|based on the distinction, familar long afterwards as that
between value n use and value mn exchange Every
object has two uses, the shoe has a use as a covering for
the feet, it has also a use as an article of exchange So_
long as we are n the region of pnmitive barter, we are
still concerned with what 15 natural, but this has ceased
when we_ come to_retail trading, where e:Wang 18
‘“carmed beyond the pomnt of satisfyng mere require-
ments "’ Out of mere simple barter to satisfy ‘a real
need, the evil art of finance—retail trading—develops as
a natural consequence after the introduction of a system
of currency, the successive stages of which are noted with
a fair approximation to the discussion 1 Jevons’s text-
book  Fmance, i the natural sense, 1s a part of
Domestic Economy  Unnatural finance 1s not, 1t produces

money merely by means of exchange, and here wealth 1s
unlimited  The one, the healthy, might be descnbed as
the acquisiton of the means of living, the securing of the
‘“pre-tequisitts which Nature ought to provide”’, the
other is merely money-making The one 15 laudable; the
other ennches one p%tLat the expense of the other But
of all evil forms of finance, the worst 1s usury, since here
money produces the gan itself, and is diverted from the
purpose for which 1t was devised

In his final classification, apart from the healthy kind
of finance which belongs to Domestic Economy and com-
prises pnmanly such things as stock-farming, husbandiy
and bee-keeping, and the unnatural which belongs to

! Ibsd , Book I, chap 9
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trade and comprises commerce, usury and hired labour,
Amnstotle allows for a third kind of finance which 15 inter-
mediate and comprises something common to each of the
others This class 1s concerned with the products of the
earth which, however, ‘‘ do not yield fruit,”’ such as wood-
cuttng and miming—those industnes, indeed, which we
should now describe as extractive

Apart from the Politics, there 1s also a passage mn the
Nicomachean Ethics (Book V, chaps 7 and 8) which 1s
of some economic interest Aristotle 1s there concerned
with justice mn private dealings Discarding the mathe-
matical theory of proportion i which his doctrine is'
embedded, the central pomnt of his teaching 1s that * when
people get as the result of exchange exactly what they had
at the beginning, nerther more nor less, they are said to
have what belongs to them and to be neither losers nor
gamners "’'  How 1s this pnnciple to be carried out?
That things may be exchanged, they must in some sense
be comparable, and hence money 1s invented It measures
all things, and consequently, 1n the case taken, that of a
cobbler and a builder, 1t measures the number of shoes
which are equivalent to a house ‘‘ As a builder then 1s
to a cobbler, so must so many shoes be to a house or a
meal ** It is the demand for mutual services which binds
society together, and money 1s the recognized representa-
tive of this demand Money, Aristotle says—n_this
passage, has not a natural but a conventional (vduw)
existence, and for this reason it 1s called money (v3uoua) **
1t is within our power to change 1t and make 1t useless,
a doctrine which would seem Yo possess_kinship_with
Knapp’s theory that money js a creature of the law.
Money, he adds, is serviceable for future exchanges; it is
a guarantee that if we do not destre a thing now, we shall

! Ethics, Book V, chap 5, Welldon's translation, p 149
31bd, p 153
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be able to get it when we do want 1t Though the value
of money 1s not always the same, 1t tends to have a
more constant value than anything else Anstotle was
obviously not unfarmlbiar with certain orthodox views
regarding the nature and the functions of money.

One last pomnt worthy of passing mention is that
Anstotle’s attitude towards *‘ mechanics ' and their share
1n the State 1s 1n line with that of most wnters m antiquity
It 15 summed up 1n the general statement that all who are
indispensable to the existence of the State cannot be
regarded as citizens, and that in the best State (whatever
may happen elsewhere) citizenship will not be conferred
upon any mechamc ! There 1s here a striking stmlanty
to the passage in the Book of Ecclesiasticus i praise of
lartificers  *“ Without these cannot a city be mhabited ’,
yet ‘ they shall'iotbe-sotught for 1 publick counsel "'

Inasmuch as Aristotle comes nearest to a consistent
body of doctrine 1t may be convenient to summarnize how
far he had reached The starting pomt of his discussion
regal the relation of finance to Domestic Economy
rests to a certain extent Physiocratic view of the
in the production of frue wealth,
wealth having here a somewhat ethical significance and

! Polstics, Book III, chap 5, Welldon, p 113

* Ecclesiasticus xxxvmn v 32, 33 The corresponding passage
on the same subject 1 Xenophon (Ecomomicus IV, 2, 3) 18
mteresting, 1nasmuch as the wnter assigns reasons for the
contempt of the illiberal arts ‘' They utterly ruin the bodies
?f workers and managers alike, compelling men, as they do, to
lead sedentary lives and huddle indoors, or in some cases to
spend the day before a fire Then as men’s bodies become
enervated, so their souls grow sicklier And these vulgar crafts
volve complete absence of leisure and hinder men from social
and civic life, consequently men such as these are bad friends
and indifferent defenders of their country Moreover, 1n some
states, particularly in those accounted warlike, no full citizen
18 permitted to Erucuse the vulgar arts'’ (As translated
Lalstnef'a Greek Economics, pp 39, 40 See also Loeb edition,
P 397
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bemng related to the satisfaction of needs actually felt

His condemnation of unnatural finance, or mere accumu-
lation, 1s based on an acute analysis of the distinction
between val use and value-mn-exchange He analy
in the main with justice, the development and the func-
tions of money, and 1s commendably clear as to the/
distinction between money and wealth, though on the |
other hand money remans for him exclusively a medium
of exchange, and 1t 1s to his adherence to this view that
his condemnation of usury must be attributed So, >
the same way, the nature of capital escapes him, exchange
1n 1tself 1s barren, being ultimately and 1deally merely an
nterchange of equivalents Some of his observations on
the unnatural kind of finance, viewed as the mamifestation
of an impulse to accumulation, are not without a certamn
suggestiveness of Marxian cnticisms of the hunger of
capital for surplus value On the subject of value itself, |
Arnistotle defimtely ranges limself with those who seek a
subjective explanation It 1s mn the demand for mutual
services that value 15 rooted, and 1t 1s this principle of
demand which binds society together ~ Such, summanly,
are the main features of the Armstotehan approach to a
body of economic doctrine

The third Greek wnter to contribute certamn embryonic
elements to an economic science 1s Xenophon, who
approaches_matters throughout 1n_an enfirely” pracfical
spint. - His—achyevement 1s_perhaps..greater. than has.
generally been admutted, and even wherg his speculationr
1 confused, 1t may at least be pleaded on his behalf that
the man who gives a wrong answer to a question has
at least made some progress, insofar as he reahzes that
a question exists The pleasantly innocuous_dialogue
@me&mudﬁﬁmdmwcmles of
esfate_ management, opens.wuth an analysis.ofwealth m
the manner of Ruskin  Wealth is only wealth to him
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who can use 1t, or, more epigrammatically, useful things

o3 thifigs which one knows how to use, 50 alsa, even
money 1s not wealth to him who does not know how to
use it T Further, wealth 1s to be mterpreted 1 relation to
needs the man of simple tastes and httle substance 13
wealthy n comparison with the man of great possessions
on whom excessive claims rest All this 1s the stuff of
which proverbial philosophy and the h pun poetry
of contentment are woven Primarly, Xenophon 1s
an agrcultural wnter, and 1t 15 _of interest fo note
that he furmshes the motto to Quesnay and the Physio-
cratic school many centuries later ‘“When husbandry
flourishes, all the other arts are 1n. good fettle, but when-
ever the land 1s compelled to lie waste, the other arts of
landsmen and marmers alke wellmgh perish 2 His
praise of agriculture 1s ndeed of Physiocratic excess It
“1s the easiest of all things to learn, none gives quicker
returns (to a careful man), 1t is the giver of all things, no
art 1s ‘‘ dearer to servants, or pleasanter to a wife, or
more delightful to children, or more agreeable to friends "**
Moreover, op Xenophon. has been fathered an_approach
to the familiar agents of production, two—land and labour
—being recognized, for though agniculture or the land
supplies good things m abundance, ‘‘ she suffers them not
to be won without toil .4 So also n a fumbling way he
approaches, or seems to approach, the Law of Diminish-
g Returns* *“the landowners could all tell you how
many teams and how_many labourers are required for
thelr_estates 1f anyone employs hands™in excess of
equy i as aloss '’®
tlt 15, however, in the short essay on The Ways and

1 Loeb translation, pp 367, 409

VIbid, p 405

3Ibd, p 517

“Ibvd, p 401

4 Laistner, Greek Ecomomics, p 16, Ways and Means, etc
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Means to Increase the Revemues of Athens' that

Xenophon 1s most interesting, most enlightened and
perﬁags also_most_confused  Here he 1s concerned with
finding a '’ remedy for the poverty of our citizens,” and
the tract therefore resolves itself nto an elementary
discussion of public finance Throughout, a more liberal
view than customary 1s mamifested  The foreign residents
are seen as a source of revenue, and Xenophon argues
for the abohtion of all regulations that inflict disabihties
on this class He 1s indeed anxious to attract *‘ more
and better class foreigners to settle at Athens,”” and
m pursuance of this policy he would show favour to
merchants—by free seats at festivals and inwitations to
ts  No less signifi 15 his suggestion to raise a

ca.pltal sum to provide accommodation for mercharts and
shops and houses for retail dealers Equally enlightened
15 his contention that 1t 1s the cities which have been
longest at peace that have been most prosperous, despite
the booty of war, 1t 1s in peace that wealth 1s accumulated,
1t 1s 1 war-time that 1t 1s spent

More cunous are the views expressed by Xenophon
with regard to silver-mmning  Here, with grotesque over-
statement, 1s an industry following the Law of Increasing|
Returns, the greater the number of people employed, the:
mere prolific becomes the ore  Elsewhere excess of!
entrepreneurs leads to their bankruptcy, excess of com-
modities leads to cheapness But there is no limut to the
demand for silver* ‘' Silver ore will never give out, and
silver will never lose its value *  Gold does not have this '
marvellous property; for ‘‘ when an abundance of gold
makes its appearance 1ts value depreciates, and 1t sends up
the price of silver ** Consequenﬂy the ity should acquire
slaves to be let out to work in the sﬂver'mms, and m
order to the risks inherent m opening new

1 Printed 1n Laistner, Graek Ecomomscs
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cuttings, he suggests something approaching to a jomnt
stock method of operation
 Even a bnef survey of Xenophon would be incomplete
without reference to a passage mn the Cyropedia which,
’bemg quoted by Marx and others, has become one of the
curiosities of economuc literature It represents division
of labour as appled to the kitchen, run mad, with one
man to boil fish and another to bake them  Here, surely,
the centuries have shown retrogression *

Apart from these three maimn representatives of Greek
thought, a passing reference 1s perhaps due to the
dialogue called Eryxigs, which 18 of imnterest as bemng

1 For just as all other arts are developed to superior
excellemce 1n large cities, 1n that same way the food at the king's
ga.lm 18 also elaborately prepared with superior excellence

or 1n small towns the same workman makes chairs and doors
and ploughs and tables, and often this same aruisan builds
houses, and even so he 1s thankful if he can only find em‘ploy-
ment to support him  And 1t 1s, of course, impossible for a
man of many trades to be proficient 1n all of them In large
cities, on the other hand, inasmuch as many people have
demands to make upon each branch of industry, one trade
alone, and very often even less than a whole trade, 1s enough
to support a man one man, for instance, makes shoes for men,
and another for women, and there are places even where one
man earns a living by only stitching shoes, another by cutting
them out, another by sewing the uppers together, while there
18 anotner who performs none of these operations but only
assembles the parts It follows, therefore, as a matter of course,
that he who devotes himself to a very specialized hne of work
13 bound to do 1t 1n the best possible manner Exactly the same
thing holds true in reference to the latchen, in any establish-
ment where one and the same man arranges the dining couches,
lays the table, bakes the bread, prepares now one sort of dish
and now another, he must necessarily have things go as the;
may, but where 1t 1s all one man can do to stew meats ang
another to roast them, for one man to boil fish and another
to bake them, for another to bake bread and not
sort at that, but where 1t suffices 1f he makes one kind that

a high rep ything that 1s prepared in such a
latchen will, I think, necessanly be worked out with superior
excellence ' (Cyropadia, Book VIII, u, 5-6, Loeb translation
PP 333-335)
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devoted wholly to an analysis of wealth, and which clearly
distinguishes between matenal and immatenal wealth, so

that " In_exchange for their arf ’ men_may obtamn the
necessaries of life,’ and to_Amistophanes’ !'-bﬂ!i‘if_m
play. , a.skit on_commugusm (not negléchng
votes for women) which 1s full of the most modemn
thrusts. )

Rome

Economic doctnne in Rome may be more summanly
discussed  As a record of social struggle, the hustory of
Rome 15 of the highest importance, but the speaific con-
tnbution which Rome made to theory 1s meagre to the
extent of being neghgible Moreover, such asat 1s, 1t 1s
largely an echo of Greece It 1s indeed in accofdance
with the gemwus of the Roman people that their theory
should be imphat 1n their actions, their laws and thewr
junsprudence, rather than exphcit n the works of pro-
fessed theonsts It 1s a wise observation of Roscher's
that in Rome 1t was the most practical men who concerned
themselves most with economic matters, and therr most
mfluential thought on economic questions, bemng i effect
the economics of the Civil Service and the Law Courts,
was never formally propounded

Another charactenstic of such economic fragments as
Rome offers is that much of 1t dates from a time when
the splendour was dimmed, and when the more far-
sighted could see the hastening approach of the day of
rum It is therefore mixed up with a good deal of head-
shaking over evil times, and lamentations, doubtless
sincere, over the departure of the days of primitive

p It thus b on one side a cnticism of
the weak.nessd of the times, and the praise of agniculture
—a common feature of ancient thought—is in part also a

! Lastner, op ost, p. 41.
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sigh for a vanished simphicity and a censure of prevailing
ostentation and greed

The contribution of Rome to the discussion of economic
topics—even 1f 1t may not amount to a theory—falls
convemently and traditionally under three groups the
phulosophgrs, the agncultural wrters and the junsts. A
few points may be noted under each heading

Of the philosophers (of whom Cicero, Seneca and Pliny
may be taken as typical) it may be suggested that in so

far as they merely censure luxury, or emphasize the
beauty of simpliaity and the nght uses of wealth, they

are prunanly moral rather than economuc teachers ~To
a~Considerable extent this exhausts their content On
other questions there 15 hitle that 1s new One of the

most il]ummatmg passages n_Cicero’s De Officus 1s that
mn praise of agriculture, which 1s also and even more

emphatically in dispraise of all I othér o occupations ' In

1 Now 1n regard to trades and other means of hvehhood
which ones are to be to a and
which ones are vulgar, we have been taught, mn general, as
follows First, those means of livelihood are rejected as
undesirable which mcur ple’s 1ll-will, as those of tax-
gatherers and usurers nbecoming to a gentleman, too, and
vulgar, are the means of hvelihood of all hired workmen whom
we pay for mere manual labour, not for artistic skill, for in
their case the very wages they receive 1s a pledge of their
sLavery Vulgar we must consider those also who buy from
to retail for they would get
no proﬁt.: without a great deal of downnght lying, and venly
there 1s no action that 13 meaner than msrepresentation And
all mechanics are engaged 1n vulgar trades, for no worksho,
have anything liberal about 1t~ Least respectable of are
those trades which cater to sensual pleasures

‘ Fishmongers, butchers, cooks, and poulterers,
And fishermen,’

as Terence says Add to these, if you please, the perfumers,
dancers, and the whole corps de ballet

But the professions n which either a higher degree of
lntelhgence 18 requu'ed or from which no small benefit to society
for example, and teaching
—theu are proper for those whose social position they become
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utself this passage indicates why the spint of anhquxty
c“omay-brmmﬁ:’oiﬁ—
doctrine —As Bas been properly obsérved, Cicero 1s here
concerned with the respectability of various occupations, occupations,
not with therr productiveness Notable 1s his compara-
tive tolerance towards wholesale trade, especially if 1t
leads to a country estate  Usury naturally 1s condemned,
m this passage on the feeble ground That it incurs people’s
dfwill, but 1t is alse 1 Cicero that we Cato’s ﬁ:rse
urder? ' to one who mqulred

““How about t money- -lending? "

Seneca’s views op economic matters are not in the man
of great mterest Money (and not merely the love of
mongy) is emphatically the root of most evils Envy and
greed are e Sotirces of all mjustice 7 But m the mudst
of much 1n this tramn of thought which, even if frue and
well-expressed, hias ill-founded clamms to onginality, there
15 one thought that 1s significant, namely that the vanous
quarters of the earth bave been differently endowed in
such a manner, that the peoples of the world would appear
to have been called to enter into mtercourse thh each
other f for the mutual satisfaction.of their n needs®

Trade, 1f 1t 1s on a small scale, 13 to be considered vulgar, but
1f wholesale and on a large scale, importing large quantities from
all parts of the world and distributing to many without mus-
representation, 1t 18 not to be greatly disparaged Nay, 1t even
seems to deserve the highest respect, 1f those who are engaged
m it, satiated, or rather, I should say, satisfied with the
fortunes they have made, make therr way from the port to a
country estate, as they have often made 1t from the sea into
port But of all the occupations by which gain 1s secured none
13 better than agnculture none more profitable, none more
non to a freeman ” (De Officss,
Book 1, xht, Loeb translntnon PP 153-155)

1 Et cum ille, quu quasierat, duusset ‘ Quid feneran? *,
tum Cato ‘ Quid hominem,’ inquit, ‘ occidere’ ** (Do Officuss,
Book II, xxv, Loeb, p 266)

2 De Ira, 111, 32, 33

3 Ad Helviam Matrem de Comsolations, chap. 9.
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| In the tangled mass of Phny’s Natural History there are
certain 1nteresting passages relating to money  There is
more than a touch of Rousseau in his assertion that the
worst crime against mankind was committed by im who
was the first to put a nng (of gold) upon his finger * There
1s much vitnolic denunciation of gold ‘‘ discovered only
for the run of mankind ”” How much more happy the
age when things were bartered for one another! Yet
despite this, mstes
which led to the pre-eminence of gold, as that if suffers
no damage throy, ough ﬁremﬁat 1t wears_the least of all the
metals by Bse, that ne no,  materal 15 more malleable, that 1t
ismot suE ect o | rust and so on ? The other passage’in
Phiny which has been so frequently quoted 1s that which
relates to the extent of the farm  He refers with approval
WW“
a small one,’’ and adds 1n a celebrated and ominous phrase
that the wﬂegp:@-%ams had M,mm_nutaly
‘“ latsfundsg Itaham perdsdere.”’

The agricultural writers have but a slender claim to
appear here Theirr works are a striking testimony to
the regard in which agriculture was held in antiquity, and
at the same time it is here alone that we have a careful
’ analysis of an industry. Yet these writers, of whom Cato,
Varro and Columella are most noteworthy—with, of
course, Pliny, who neglects nothing—are concerned above
, all with the technique of agriculture and only incidentally
j with the economics of agriculture Moreover, it 1s 1n nearly
all cases the management of an estate, self-contained and
)self-suﬁcmg, that is the problem considered; in other
words, agriculture here 1s vnewed not as an industry run
 for profit; the problem, in Ar : logy, 1s one

1 Pliny, Book XXXIII, chaps 3, 4.
8 Plny, Book XXXIII, chap 19
® Pliny, Book XVIII, chap. 7.
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of Domestic Economy rather than of ‘‘ chrematistics
Lastly, 1t 1s difficult to resist the impression that the
more important wnters, n thewr praises of agnculture,
were obliquely pomnting to what they regarded as the
salvation of Rome 1n degenerate times, and with a certain
amount of force, an analogy has been drawn with the
Physiocrats, who many centuries later also emphasized
the importance of agnculture under the shadow of
approaching evil

Apart from dithyrambic praise of agnculture, as, for

t when Columella says that husbandry 1s next to
and near aldi to Wsdom, 71 1 BOWBIE That fhe waters of
tHis group condemn slave-labour as ineficient Phny may
be_taken as typical. " It is the very worst plan of all to
have Tand filled by slaves let Toose_from the house of
cofrection, as indeed is the case with all work entrusted
to Ten who live without hope ~¥ Certamn sayings of

ato, as on the superionty of an agncultural population,
and his dictum_that he has been a useful member of
soclety who leaves more at his death than he inhented,
passed into current wisdom But in the main these writers
are concerned With tips for the landowner (and His wite).
hinfs on the pruning of trees, where to buy tumics, the
medicinal effects of cabbage, the salting of gammon and
the like.

To the third contributory stream denved from Rome,
represented by the junsts, it is possible to make merely
a vague reference, though indeed their influence on the
world at large, and on the subsequent method of approach
to economic questions, has been of the profoundest It
might indeed be argued that Roman Law represents the
greatest legacy of Rome to the civihized world, masmuch
as a large portion of the daily transactions of the world
are still regulated in accordance with the principles laid

! Play, Book XVIII, chap. 7.
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| down by the Roman junsts and embodied in Roman Law
For our present purpose, nfl along two diff

) lnes 1s notable The progress of Rome from 1ts earhest
self-contamned beginnings to 1ts widest expansion was
marked, on the one hand, by increasing contact with other
nations and peoples, which were found to have laws of
therr own, and, on the other hand, by an advance to a
state of considerable economic, financial and commercial
+ complexity, 1n which men made contracts, and i which
the art of banking and the mysteries of credit were not
unknown In response to the first of these lmnes of
development, the Roman lawyers evolved the 1dea of a
*“ jus gentum,”” an 1dea not in itself of economic mpor-
tance, though Tater it impinges on the development of
economic 1deas The ‘‘ jus gentium,” the Body of law

common to different nations, readily passes into the idea
of natural law, that 1s to say, the 1dea of a body of law,
which, bemng common to all peoples, Is ‘‘ natural "’ to
them, and can therefore-clarm 7 tiigher sanction than that
of any earthly legislature It 1s an 1dea which, in the
varying shades of meanming of which 1t 15 susceptible,
never wholly faded out In the eighteenth century it
colours the doctrine that certamn things are ‘‘ natural,”
\whlch 1s so large a part of Smuth, and which even more
|emphatically 1s the foundation-stone of the Physiocrats
The other development led, not indeed to economic
doctrine, but to a careful analysis of certamn economic
conceptions, above all those relating to contract and the
nature of property Here the influence of Roman Law
was m_the duectan,g(_a,\ngﬁi,_gfr;_dﬂf%_‘a_iomewhat
harsh_individualism To the influence of the Roman

Junsts E%m?fé be aftributed the prevailing
tendency to'consider that each one; in the common phrase,
has_a nght to do whatmm_lm

conception of private property “necessafily includes the




GREECE AND ROME 39
and destroy, an oglc%x_ ikewise an untrammelled right
of bequest ~"Here, in the two Er%t principles of private
property and complete freedom of contract, Rome left a
b1asio wards_unfeftered ‘and_irresponsible_individuahsm

as agamst the possible claims of the famly, the sept, or
themation ™ "7 T 77 T




CHAPTER 11
THE MIDDLE AGES ST THOMAS AQUINAS. ORESME

St. Thomas Aquinas

ANYONE who would essay to present mn a few pages what
purports to be a statement of the economic doctrines
current 1 the Middle Ages must be conscious, if he has
a conscience, that he 1s postulating a simphaty that does
not exist It may be left to the historians to decide what
pentod should be assigned to the *“ Middle Ages,” and to
specify the limits of that yawning gulf of time which must
be allowed to have begun somewhere, and which certainly
came to an end with the fall of Constantinople and the
discovery of America, if indeed 1t had not ended a century
earher Viewing the twelfth and the thirteenth centuries
from afar, 1t 1s now dangerously easy to consider that the
condition of Europe was relatively static for a vast period
of time, and to speak as though Europe, like a sleeping
princess, slumbered through many centuries until the elfin
horns of the Renaissance heralded a new and a rosy
morning

Yet though the tendency to look upon the Middle Ages
as static 1s deceptive, there 1s a certain convenence for
our purpose 1 looking comprehensively at the economic
doctnines of the Middle Ages, especially if that vague
period be left undehmited Indubitably, opmnion on
economic matters developed, but there was certamnly a
pomt of view which was dommant for a lengthy period

40
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of time, and which, though subject to modification,
reached 1ts highest expression 1n the twelfth and thirteenth
centuries, above all in the writings of St Thomas Aquinas
(1225-1274) Without attempting to notice its develop-
ment or modifications, this chapter will be devoted to a
constderation of what may be fairly called the mediaeval
pomnt of view, above all as that 1s represented m St
Thomas Aquinas, whose thought governed an epoch
Here, as elsewhere, the theory reflects the conditions
and the crcumstances of men’s hves For an under-
standing of the mediaeval point of view—for ** theory * is
here hardly the fiting word—t 1s necessary to bear 1n
mind the domnant charactenstics of the structure of
society at the time with which we are concerned, both on
the secular and religious side  On the secular side, the
Middle Ages are for many people more or less synonymous
with the feudal system It 15 unnecessary to consider how
feudalism worked 1n practice, 1t is equally unnecessary to
1dealize 1t, as Muller (and many others) have done m an
attempt to escape from the mineteenth or the twenheth
century, forgetting that the past will always win a glory
from 1ts bemng far. Yet, without doubt, the theory of
feudalism 1n 1ts essence 1mplied a system 1n which society
was held together by mutual obhgations and services, so
that each one had his place assigned to him, and his tenure
of that place nvolved the giving and receiving mutually
of support and assistance The same was true of the
gulds and crafts when these began to develop There
rested on the crafts the obligation to render good service
to the public, so also, as in the regulations governing the
relationship of the members of the same body to each
other, 1t is evident that the accepted code of honour
required the members to share opportunities and to play
the game honestly by one another On the whole, then,
the accepted theory was that the members of society held
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their places m society on condition that they rendered
certain specified services to their fellows There was thus
a considerable element of status Rank, of whatsoever
kind, imposed obligations, but 1t also conferred privileges
Each one should not merely discharge the oblgations
reshng on him, he should also hve as his position m
Ife required—'* convementer,” as the mediaeval Latimst
expressed it  To complete the picture on the secular side,
the Middle Ages nevitably hived to a large extent mn a
‘“ natural economy "’ Though there 1s much talk of
trade, the actual volume of trade must have been
relatively small, men lived 1n small umts, which to a large
extent must have been virtually self-supporting  Nor was
it merely the difficulties of transport that stood mn the
way of exchange on any large scale  Until the discovery
of the silver-mines in Amenca—that 1s, until after the
passing of the Middle Ages—there was something of the
nature of a dearth of money throughout Europe, and
money transactions were perforce naturally hmted
Enterpnise, as we understand 1t to-day, presented few
penings It was quently a society i which the
members were expected to maintan themselves by
rendering service to the commumty, and in which to a
large extent the possibility of making gains, or laymng up
treasure on earth, was excluded

On the religious side the great all-domiating fact was
the Church The effect of 1ts teaching 1s a matter for
more detailed consideration later Here 1t 1s sufficient to
observe, firstly, that the Church sought to regulate all
human relationships, on the postulate that this earthly hfe
1s but a preparation for another, and that the only reality
is eternal salvation, and secondly, that the Church was,
in its very nature, a cosmopohtan orgamzation The
cunously non-national atmosphere of the Middle Ages, in
so violent contrast to the presuppositions of the later
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mercantile period, 1s 1n part the gift of the Church, which
thus conferred a certan unity on Europe before centralized
nations found satisfaction i the musfortunes of their
neighbours, In these days Latn was stull a umversal
language for those who were sufficiently clerkly to read
All Europe could jomn m the Crusades, and wandering
scholars were equally at home m Oxford or Pans, 1»
Padua or Cologne

These conditions are 1n themselves almost sufficient to
explain the point of view of the Middle Ages on economic
questions If we turn to the exponents of mediaeval
thought, we find above all two dominant influences The
one 1s the authority of Anstotle, the other 1s seen 1n the
transformation of values effected by Chnstiamty, as found
expounded not only mn the ongmal sources of the
Christian religion, but also 1 the wntings of the early
Christian Fathers  The Bible, Anstotle, and the Christian
Fathers are the authonties to whom St Thomas turns
with equal reverence, and there 1s much to be said for
the old view that what the angelic doctor aimed at was a
synthesis of Chnistiamity and Anstotehan doctrine  Ans-
totle 1s chiefly influential in moulding the views of the
Middle Ages with regard to the nature and functions
of money, the imquity of usury, the prnciples which
should govern exchange and the nature of justice On
much of these, indeed, St Thomas merely repeats Ans-
totle, with an added buttress drawn from Chnstan
sources

Much more mmportant 1s the mfluence of Chnistianity
on those pomts in which the Chnistian view was directly
opposed to certain aspects of the Greek and classical tradi-
tion, and even though nothing 1s easier than to pomt to
certain phases of mediaeval hfe in which the implcations
of Chnstiamity were not fully accepted, nevertheless these
continued to work as a leaven, modifying increasingly



¢4 DEVELOPMENT OF ECONOMIC DOCIRINE

the views held on certan fundamental economic aspects
of bife

Furstly, and most comprehensively of all, there was
the view denved from Judaism, but generalized by
Chnstiamity beyond the mits of one race, that all men
were the children of a common father, if the children of
a common father, then brothers Here was a principle
ultimately destructive of class distinctions, ultimately
destructive likewise of national distinctions It was a
principle which made 1t impossible permanently to defend
such an mstitution as slavery, even though on this
question St Thomas 1s surprisingly prepared to swallow
what Anstotle had said  The other side of the question
15 no less sigmificant Each individual represents an
mmortal soul, so that each i the light of etermity 1s of
equal value Here at the outset 1s implied an emphatic
affirmation of human dignity, of the equality of all men
in the sight of God, and of the brotherhood of all peoples
As an 1mmediate practical inference from this imphed
brotherhood of all, 1t 1s necessary to note, even though
there be no space for comment on, the emphasis laid on
almsgiving, both as an act of chanty and as a means of
salvation

Secondly, there 1s implied i Chnstamity a further
pomt of view which, cunously, prevented some of these
conclusions from being drawn or appled, or at least
made their application relatively a matter of indifference
This world 1s but a preparation, and all that 1s 1s
transitory  If the only thing of substance for each
individual 1s to work out his salvation with fear and
trembhing, then every other mundane consideration sinks
into nsigmficance, except 1n so far as 1t is a means to
that higher end Viewed from the altitude of the next
world, there 1s ¢~ little that really matters in this  Here,
fundamentally, 1s the explanation of St Thomas Aquinas’s
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attitude on slavery Even a slave may enter the
Kingdom of Heaven Anyone to whom etermty is as
real as the present (and vastly more endunng) must
arnve at an attitude of detachment with regard to the
things of this ife, and an air of detachment leads to an
attitude of tolerance with regard to things doubtless
indefensible 1n themselves  Thus, though the mmtal
assumptions of mediaeval Chnistianity ought to have led
to an extreme equahty, nevertheltss 1t accepted mequa.hty
as part of the ar d by the Al y for
this present state of preparation, 1n whlch all things ought
to be seen, illummned by the burming light of etermty, 1
their true proportion and in their true msignificance

On a third pomnt Chrstianity represented an even more
complete reversal of the traditional Greek view It
msisted on the digmity of work 1n a manner which would
have been repugnant 1n a State resting on slave labour
where work was consequently the mark of a slave The
New Testament, on the other hand, 15 a prolonged
mcitement to * work with your own hands ”’ St Paul,
who was somewhat boastful that he had laboured might
and day that he ‘ might not be chargeable to any of
you,” laid down the rule that if any man wo~l3 not
work, neither should he eat With few exceptions the
Apostles were mean workers Work, indeed, had been
prescribed by God, and even if 1t were part of the curse
resting on mankind, 1t was also part of the way of salva-
tion Chnst continually spoke of Himself as working;
and indeed to go back to the Book of Genesis, God
Himself worked, and rested from His work on the seventh
day It need therefore occasion no surprise that Chris-
tianity brought with 1t a new conception, not merely of
the dignity and the nobibty of work, but also of its
inevitability.

In the nature of things, one need not expect to find a
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specifically economic hterature in the Middle Ages, for 1t
was of the essence of the mediaeval pomnt of view that
the economic factor should be ngorously subordinated to
more 1mportant considerations  Just as i Greek thought
economic speculation was at most a by-product (and a
mumor by-product) of ethical and pohtical thought, so
the Middle Ages, when economic questions are touched on,
they are considered strictly 1n relation to private morality
Moreover the Church, which from the secular point of
view was also a large and efficient adminstrative machine
ntent on the enforcement of the Church’s point of view,
took 1nto 1ts control the whole moral hfe of the com-
mumty It 1s not infrequently said that the two cardinal
economic doctrines of the Middle Ages are found in the
notion of the ‘‘just pnice” and m the prolibition of
usury Certamnly round these two pomnts most con-
troversy raged But this 1s to view matters too super-
ficially These two principles are neither independent nor
are they fundamental They are but two aspects of a
deeper and more comprehensive conception  If one word
were sought to cover all phases of mediaeval economic
teaching, 1t would probably be found in the idea of
‘“justice,” which has unfortunately tended to become
assoctated primanly with the notion of * price”” We
are brothers and should behave as brothers, respecting
€ach other’s nights and position mn hfe Each should
receive that to which he 1s entitled Justice, as the
mediaevalist understood 1t, should be done No one,
under any crcumstances, should take advantage of his
neighbour  This 1s the sum and substance of mediaeval
economic teaching

The relationship 1n which the two most famihar of
mediaeval economic doctrines stand to the sum total of
mediaeval teaching 1n these matters is most convenently
seen in the wntings of St Thomas Aquinas The best
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method of approach 1s perhaps to consider in the first
place his teaching on the vexed question of the permis-
sibility of private property, and the allied question of the
theoretical desirability of a system of commumsm  Here,
however, the position 1s confused by the fact that there
had been so much previous history, and there has indeed
been endless discussion of the extent to which the early
Chnstian Church at Jerusalem and the Chnstian Fathers
had left a tradition 1n favour of some communistic form
of hife Certainly the Gospels had underlined the truth
that wealth might be a snare, for 1s it not easier for a
camel to go through the eye of a needle than for a nch
man to enter the Kingdom of God? In one case also the
way of perfection was said to he m selling all and giving
to the poor Yet 1t 1s equally certamn that no words of
Christ can be nvoked directly 1n aid of an argument for
a communistic mode of ife  More importance 1s attached
to the early position of the Church at Jerusalem, where
‘“ they had all things common” (Acts v 32), yet a
careful perusal of the relevant passage appears to pomnt
to a condition of, at most, unrestramed lberalty, which
nevertheless remaimned voluntary ! There remain the
Chnistian Fathers, from whom it would be easy to cull
a nosegay of explosive aphonisms which might make it
appear that Moscow was therr spintual home Yet 1f
they denounce wealth and roundly call the nch man
a thef, 1t 15 equally true that passages may be cited
mn support of the legitimate use of pnvate property.
Probably, lke less wise people, they were not always
guarded 1 therr expressions on a survey of all the
passages commonly cited, 1t 1s probable that the Fathers

1 Otherwise 1t 1s difficult to give any meaning to Peter's
question to Anamas ‘‘ Whiles 1t remamned, was 1t not thine
own? ' Ananias was not a martyr n the cause of individualism,

pular sentiment nightly regards Ananias and Sapphira as
being primanly liars
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m the main were concerned merely to condemn the
improper use of wealth, and to underlne the deceitful-
ness of nches That the early Fathers were communists
mght equally appear from selected passages chosen for
the purpose  Certanly the state in which all things are
held 1n common 1s their professed ideal, and evokes a
wealth of glowing language Yet again 1t 1s doubtful
how far any of the passages usually cited can be regarded
as a precept for the mtroduction of a ic system,
or as an argument for its p bility under g
circumstances That men do not hold all things in
common may be a mark of the depravity of man, but the
depravity of man has to be accepted along with the fall
of man  Praise of commumism is indeed, in the Christian
Fathers, largely praise of the blessed state which man by
his sins has forfeited This probably is the true sigmifi-
cance of the commumism of the Chnstian Fathers *

1f this interpretation be nght, there 1s not, mn fact, on
this question of private property, that contradiction
between St Thomas Aquinas and the Chnistian Fathers
that 1s sometimes assumed Fundamentally, his view of
external things rests on their subordination to the ends
of men* always the more imperfect exists on account of
that which is more perfect # But, having regard to the
use of external things, St. Thomas holds, following
Anstotle, that possession is ‘‘ natural to man’ The
argument that seeks in natural law a sanction for com-
mumty of p he by tending that
natural law does not indeed require that all things should
be held in common, all that can be derived from the
argument is negative in its nature, namely, that under
natural law there can be no justification for distinction of

10n all thus see O'Brien, Essay om Mediaeval Ecomomsc
Teaching
3Sum Theol , II/II, quaestio 66, art 1.
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P This, h , Tests on human dgree-
ments, which 1s a matter of positive law Thus private
property 1s not contrary to natural law, rather 1s 1t
added to natural law by a further creation of human
reason !

Possession bemng thus justified, as m accordance with
human nature, St Thomas distinguishes the two kinds of
nght which men may have mn things The first 1s the
power of acqusiion and admumstration (potestas pro-
curands et dispensandi), and here the full nght of private
property 1s allowed on lnes which are sumlar to the
Anstotehan argument Greater care, greater order, greater
satisfaction result when each has his own, and the disputes
which spring from the common purse are avoided But
the second right mn things, that of use (usus spsarum), 1s
m a different case Here things are to be regarded as
common, ready to be shared with others mn need It s
the old Anstotehan solution, that property should be
private 1 possession but common in use

Thus, while the night of property remams, the harsh-
ness of the Roman conception of the jus wutends et
abutzmi: has gone The owner 15, m fact, the

ator of his p in the general interest,
even though the administration of the property is left to
the judgment of each individual How far St Thomas is
prepared to carry this doctnne may be seen 1n his
argument that theft 1s permissible m the case of extreme
necessity 2 For human law cannot abrogate from natural
law or divine law, and 1t is part of the divine providence
that inferior things are ordained that men may be aided
mn their necessittes Consequently that which 1s held 1n

1 Unde propnetas possessionum non est contra jus naturale,
sed jlm naturali per rationis
humana ** (II/11, quzmo 66, art 2)

#11/11, quzstio 66, art 7.
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superfluity belongs by natural law to the mamtenance of
the poor Here we are not concerned with what consti-
tutes ‘“ necessity,” nor with what 1s to be understood by
““ superfluity *’, but 1t 1s sigmficant of the mediaeval
respect paid to the nghts of status that St Thomas should
expressly stipulate that almsgiving should be restncted so
as to leave such a residue as will enable a man to lxve
as s status m lfe re ter,

proprium statum

St Thomas’s view of the value of earthly goods 1s 1n
accordance with these general pnnciples The life that
men hve here leads to the hife of blessedness in heaven as
1ts final goal, and the good things of this hfe are to be
Judged n respect of their efficiency from this pomnt of
view 2 Wealth 1s, or may be, good, but a good of a lower
order, as a means to an end It 15 good af 1t helps to a
fe of virtue So also poverty may be good, if 1t frees
men from the burdens in which many are entangled by
wealth  But poverty 1 1tself 1s not good, 1t 1s only good
m so far as 1t frees 2 man from what may hinder his
spiritual life  Neither poverty nor wealth nor any other
external thing (‘' any other creature,” St Paul would
have said) 15 good m 1tself, nor 1s anything evil apart
from its evil use  Here, surely, 1s the supreme indifference
of the Middle Ages*

Granted the existence of private property, there arises
the question of the principles which should regulate
exchange Human relations should be governed by
‘“ justice,”” and hence the central conception 1s that of
the * just price **  Into that large field which 1s concerned
with the mediaeval analysis of justice and with the two

q

II/1I, quastio 32, art 6

3 Do Regwmine Principum, Book I, chap.

3 Summa Contra Ganttlas Book III, 1n pu*ucular chap 133
* Quomodo paupertas sit bo:
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kinds of justice as denved from Anstotle (commutativa
and distributiva) 1t 1s unnecessary to enter here. Of the
two aspects of justice—one governing the relations of the
part to the part, and the other that of the part to the
whole—it 1s essentially commutative justice, or justice
exchange, which governs the conception of the just price
Cutting down to the roots of things, justice consists
rendening to each ome what belongs to hum  Justice
mnplies equality, and there should therefore be equality in
exchange In effecting exchanges, therefore, a measure
15 necessary, and 1t 1s for this purpose that money has
been imnvented Money 1s thus primanly, and almost
merely, a measure of values If the price exceeds the
value of a thing, or conversely if the value of a thing
exceeds the price, justice 1s violated, and therefore to sell
a thing at a higher price or buy 1t at a lower price than
it 15 worth 1s unjust and impermussible !

Carius vendere quam valeat—here indeed 1s a very fine
hare which, with no obvious asthmatic symptoms, 1s still
gallantly breasting the uplands, pursued from afar by
a great company of short-winded metaphysicians and
economists But St Thomas at least did not join i the
chase, nor indeed was the hare of his staring  On the
contrary, the 1dea of value, lurking behind the just price,
recetves singularly little analysis from St Thomas It
might be inferred that 1t 1s an objective quahty inherent
n each thing, but he seems to assume that we know what

1 The statement 13 so fundamental that Perhaps the Latin of
St Thomas Aquinas may be forgiven et 1deo debet
secundum ®qualitatem rer 1inter eos contractus institm
Quantitas autem rei, quz in usum hominis vemt, mensuratur
secundum pretium datum, ad quod est inventum numisma, ut
dicitur  Et 1deo a1 vel gutlum excedat quantitatem valons re1,
vel e converso res excedat pretium, tolletur justite zqualitas
Et 1deo canus vendere vel vilius emere rem quam valeat, est
secundum se injustum et ilhicitum **  (Swm Theol , II/II,
quastio 77, art 1)
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1t 1s, rather than explains how 1n any given case we may
determine 1t. Probably a companson of many passages
would suggest that at the back of his mind he had a cost-
of-production theory, inked up with his views as to the
remuneration of labour  Yet the 1dea of need and of use
also figure n mediaeval theory, but 1t 1s not the need of
any mdividual, rather 1s there everywhere the 1dea of a
timate,”’ of the usefulness In sum,
the just price 1s largely the customary price—a concept
natural 1 a customary age Perhaps one cannot get
nearer the truth than by recalling Mr Gonnard's felicitous
phrase that the just pnice 1s determined, less by positive
elements than 1 accordance with the conscience of
the honest producer—the ‘‘ reputable employer’ of
Australian wage-fixing legislation
Yet the just price, though apparently objective m
character, was not exempt from modification by external
arcumstances  To take one nstance cited, i the case of
the exchange of a commodity of great use to the ongmal
owner, regard should be had not only to the thing itself
(and what one mught call 1ts normal *just price *’) but
also to the loss which the seller would incur n parting
with 1t ' But 1t 1s charactenistic of the mediaeval view
that the contrary case of excessive urgency of need on the
side of the buyer, accompanied by no special detriment to
the seller, affords no justification for advancing the just
price These and other considerations indicate that there
must be a certain margin allowed with regard to the just
price It cannot, as St Thomas says, be fixed with
complete accuracy, but must depend on a certain process
of estimation, therefore within himts, a certan shght
variation up or down need not be regarded as impairng

1“Et mn tah casu justum pretum ent ut non solum
respiciatur ad rem quz vandmu' sed ad damnum quod venditor
ex venditione incurnt ** (II/II, quastio 77, art 1)
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the equality which justice demands ! The discussion of
the obligation restng on the seller to reveal to the
purchaser defects m the thing sold indicates more clearly
than much argument that the fundamental idea of the
Middle Ages was that no one should take advantage of
another, and that n this hfe of tral brothers should
observe towards each other the golden rule that ‘* as ye
would that men should do to you, do ye also to them
likewise *

It 1s almost self-evident that the principle of the ‘* just
price ”’ includes the 1dea of the ‘‘ just wage "’—indeed the
example which St Thomas takes mn illustration of the
equahty which 1s mherent m justice 1s the payment of
the due wage for services rendered  Elsewhere he places
the payment of wages on exactly the same footing as the
obligation of the just price 2 It might even be said that
the doctrine of the just price was built up on that of the
Just wage, for that the labourer was worthy of his hire
was a ltving principle in the Middle Ages In so far as
the idea of the just price represented vaguely a cost-
of-production theory, then the labourer’s hire was a
dominant, if not exclusive, factor in the determination
of prices By the just wage was meant that rate of
remuneration which was required to enable the worker to
live decently 1n the station of hife in which he was placed;
and thus, 1f one may so express 1t, such a wage, represent-
g reasonable decency, was made a first charge on
industry  The mediaeval doctrines of the just price and
the just wage should appear less strange to a generation

1 Quod 1deo dico, qua justum pretium rerum non est
punctualiter determimatum, sed magis 1 quadam astimatione
consistit, 1ta quod modica additio vel minutio non videtur tollers
a%uahtatem justihie **  (II/II, quaestio 77, art 1)

‘*Unde sicut reddere justum prettum pro re accepta ab
ahiquo, est actus justitie, 1ta eham recompensare mercedem
opens vel labors, est actus justtie  (I/1f, quastio 114, art 1)
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which has become famihar with trade boards and with
various attempts to devise price-fixing machinery

The other main feature of economic doctrne, the
prohib of usury, app on analysis to be likewise
merely a particular case of the just price  Usury, for the
mediaevahst, was not merely what the modern economist
would call ““ pure interest”, it covered hikewise any
mjustice 1n trade, any violation of the just price Never-
theless, as Anstotle had exalted usury to an evil emmence
among the various kinds of bad finance, so usury,
although frequently used m a wider sense, was more
specifically 1dentified with the making of profits out of
loans as a particularly hemous example of the sin of
avarice. Here was a subject on which the natural
authonties of the Middle Ages seemed to be 1n agreement
Usury had been condemned by Anstotle on the grounds
of the barrenness of money, to use money which was
properly merely a means of exchange as a device for
making more money, was unnatural, and therefore to be
condemned In the Bible there were the various prohibi-
tions of usury in Leviticus and Deuteronomy, though how
far these prohibitions related to the taking of usury from
a ‘‘brother” need not detain us The Psalmist had
indicated, as one of the qualities of a citizen of Zion, that
he should not put his money to usury (Ps xv 5) There
was above all the passage mn the Gospels which was more
frequently cited than any other authonty, to the effect
that the Chnistian should lend, hoping for nothing agan
(Luke vi 35)?!

! Mutuum date mhil inde sperantes Or should the correct
reading be Mutuum date mhil desperantes? Should loans be
made ‘‘ hoping for nothing therefrom,” or ‘‘ without worryin,
about them'’’? Even on the former reading, does the nihsl
amply that the lender 1s not merely to hope for no interest, but
that he 13 equally not to look for the return of the capital? It
18 curious that so many doubts should subsequently be raised
with regard to the interpretation of a verse which was so
anthonitative n the Middle Ages See O'Bnen, 0p cst , on this
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Two pomts call for notice before considering what 13
more specifically the canonical view of the offence of
usury The first 1s that, despite the passage n St Luke
and certain obiter dicta of the Christian Fathers, the
attitude of the Church was not at first so rigid as 1t
became later When the question first emerged, usury
was forbidden only to clerics, 1t was not till relatively
late that the prohibition was made general and usury
became an offence 1n the laity  Secondly, 1t 1s impossible
to appreciate the mediaeval attitude towards usury unless
1t be remembered that in an age of httle enterpnse and
industry, loans were made mostly to those who for one
reason or another were in distress The typical loan,
therefore, was probably advanced to someone who had
suffered the scourge of fire or of flood, who had been
rumed by bad seasons, whether occasioned by bhght, by
pestilence, or by the inclemency of the heavens Moreover,
m a community undeveloped financially, loans were to a
large extent made as between people who were known to
each other apart from their relationship of borrower and
lender  Doubtless there were transactions of varous
types, but probably the charactenstic loan was one, not
designed for productive purposes, springmng out of a
musfortune and designed to tide the sufferer over the
consequences of that misfortune, and advanced moreover
by someone purporting to be a friend of the vichm  That
the taking of usury should be discouraged under these
circumstances 1s but natural, for 1t assumes the appear-
ance (to fall back on one of the Fathers) of ** trafficking
m the msenes of others ”’ Even the Merchant of Venice
recognuzes this pont of view when he asks '* When did
friendship take a breed of barren metal of his friend?

The early condemnation of usury rested in part on the
authonty of the Bible and Anstotle, being compounded
of the Anstotelian doctrine of sterihty and the view that
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usury represents a grinding of the faces of the poor in
therr distress In the hands of St Thomas Aquinas,
however, the objection to usury becomes more deeply
grounded, and by reasoning of some subtlety 1t 1s demon-
strated that usury involves an offence agamst justice
The argument rests on the distinction between those things
m which use and consumption are identical, and those
which they can be separated (res fungibiles and res non
fungibiles, to use a legal expression) In the case of wine
and bread, for nstance, there cannot be use without
consumption When the use 1s granted, the thing itself
1s granted You cannot give a man the use of a loaf
without, by that very act, giving um the loaf 1itself, and
if he uses the loaf, 1t 1s 1dle to expect 1its return On
the other hand, there are things in which the use and
consumption are not identical A man may have the use
of a house without destroying it He may therefore be
gwven the use of a house, and at the end of the period
he may properly be expected to return the house 1n ats
ongmal condition  Putting 1t 1n a manner more germane
to the controversy, 1t 1s possible to sell a house, and 1t 15
possible to sell the use of a house, since they are distinct;
but 1t 15 not possible to sell bread and the use of bread,
since the sole purpose of bread 1s to be consumed Come
now to money, and invoke Arstotle’s definition of money
Money exists for the purpose of effecting exchanges It
is the function of money to part company with its
possessor, 1ts proper use lies 1n its consumption or aliena-
tion  It1s therefore pr tly a fungibl dity
use and consumption are mnseparable !

In a sense St Thomas’s argument 1s that what purports
to be a loan of a fungible 1s in fact bound to be a sale
As 1t is madmussible to sell a loaf to a man and simul-

1 Ita proprius et princy uni@ usus est ipsius con
sumptio, sive dmncuop ga!i ;‘eccal II/II, quaestio 78)
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taneously charge hum for the use of 1t, so 1t 1s inadmissible
to sell money and charge also for its use The proper
pnice, on mediaeval doctrine, 1s the return of the same
money, the additional charge for its use 1s of the nature
of a swindle What, then, 15 the offence of the usurer?
Bearing n mind the foregong analysis, 1t may be
varously expressed Either he 1s seling something that
does not exist (the use, apart from the consumption, when
the two are 1dentical), or he 1s charging for the same thing
twice, or, 1if the lapse of time be invoked, he 1s selling
time, which belongs to God, and which no man may
appropnate

It 1s not infrequently said that the mediaeval view of
usury rests essentially on the Anstotelian view of money,
as beng merely a medium of exchange, and as being
consequently inherently barren It would perhaps be
truer to say that they regarded a loan of money (being
a fungible) as essentially involving a change of ownership;
that while they realized that money could be productively
used, 1t could only be so used when brought imnto con-
jJunction with labour The productivity, in fact, springs
primanly from the labour of the borrower, to whom
also the full use of the money has been granted The
usurer, therefore, from this angle, 1s levymng a toll on
the labour of another The just price for the money
advanced 1s the return of the money; anything more 1s
njustice.

The development and gradual refinement of the doctrine
with regard to usury constitute one of the most interesting
chapters in economic thought and practice, but it can
only be glanced at here It was in accordance with
the mediaeval conception of justice and equality that the
lender, by lending, should not suffer In such a case the
restoration of the original capital would not be sufficient;
the borrower should also make good such losses as the
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lender had suffered on his behalf Thus arose a number
of modifications which 1n practice tended to break down
the prohibition of usury, though in theory they were
merely variations necessary for the fuller attamnment of the
1dea of justice  The two which figure most largely n discus-
sion were the payments permussible 1n the case of damnum
emergens and lucrum cessans. If the lender could prove
that, ansing out of the loan, he had suffered a defimte
loss, or that alternatively a source of gamn had drned up,
then 1t was but equitable that the borrower should
mdemmfy im  Somewhat different was the poena con-
ventionals, which stipulated for the return of the money
on a certamn date, under penalty of a further payment mn
respect of the mconvenience alleged to result from the
lender being prevented from recerving huis money when,
as anticipated, he should bave occasion for its use A
fourth exception was the periculum sortis, a payment to
cover the nisk inherent mn the possibility of the money not
bemng repard In the hight of this discussion, two con-
clusions are evident Firstly, m practice these varous
modifications were m time sufficient to break down the
prolbition of usury, especially with the development of
mdustry and of financial techmque For imphatly the
exceptions assume that the lender could not normally
himself make use of hus money In an economy offerng
unlmited scope for investment and enterprise, 1t would
be increasingly possible for a lender to plead either a
damnum emergens or a lucrum cessans  Secondly, these
exceptions are no exceptions mn principle  Taking interest
where there 1s no nsk, no loss incurred, no inconvenience
suffered, still remained evil in the eyes of the mediaevalist
The emphasis on the permissibility of payment n respect
of those elements which 1n modern language constitute the
difference between gross interest and economic interest,
merely underlines the fact that economic interest, the
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payment for the use of money pure and sunple, continued
to be regarded as illegitimate

To guard aganst misappret 1t should, h s
be added that the mediaeval doctrne did not condemn
investment when investment took the form of a partner-
ship, provided the partner did m fact share the nsks
of the business The commenda, the ongmal form of
partnership, had always been regarded as entirely legiti-
mate, and here one party might advance money to another
and share 1n his profits, while refraining from taking any
direct part 1n the enterprise It was essential, however,
that he should not be absolutely entitled to recerve his
money back m full, for such a position would clearly
mvolve usury  But 1f he merely ‘‘ entrusts "’ us money
by a kind of partnership, the money remams his, ‘‘so
that the merchant trades with 1t, or the craftsman uses 1t
at the owner’s nsk ”’ The onginal owner may therefore
claim a portion of the profit which has sprung from the
use of the money, which has never mn fact left his posses-
sion, although entrusted to another * As Mr Tawney
has well put it, the person whom mediaeval doctnine
condemns 1s the debenture-holder, the man who eschews
all nsk, whose money is safe and who yet looks for a
reward

One last pont m mediaeval doctrine, above all as
exemplified 1n St Thomas Aqunas The Middle Ages
had therr theory of division of labour, based on the
Anstotehan doctrme of the essentially social nature of
man But if people live mn society they must aid each

14 Sed alle qm p suam vel
vel artifict per modum societatis cujusdam, non transfert
domimum pecuniz suz 1n illum, sed remanet ejus, 1ta quod
cum penculo ipsius mercator de ea negotiatur, vel artifex
operatur, et 1deo sic icite potest partem lucri 1nde provenientis
expete;e, tanquam de re sua *  (Sum Theol , II/1I, quastio 78,
art 2
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other by dong different things (Hence, indeed, the
peculiar human property of speech, so that men may
communicate regarding thewr diverse needs and attamn-
ments) * Different occupations are necessary, but are all
equally honourable? Only one aspect of this need detan
us here, namely, the attitude towards trade. The test of
the reputability of any occupation lay in the extent to
which 1t was serviceable to the commumity, pnvate gain
was, 1n a sense, the antithesis of public service, and there-
fore those occupations which offered opportunities of pnvate
gain were, to say the least, dangerous—and perhaps some-
thing worse Originally the view had been that a merchant
could hardly be pleasing to God In St Thomas Aquinas we
have advanced to the view that trading 1s not necessanly
sinful, but he clearly regards the calling of the trader as
50 beset with the opportunities of sin that a man mndful
of his immortal soul will shun 1t  Furst of all, what 1s a
trader? Only he who buys a thing with the express
wtention of selling 1t at a higher price  If a man buys an
article, having no such ntention, he may subsequently
re-sell 1t (and at a higher price) without thereby becoming
a trader And the causes which are enumerated as
justifying a higher price are interesting as revealing the
considerable degree of haziness 1n which the just price
shrouded itself A higher price might be justified either
because the buyer had improved the article m some
respect, or because the price had varied through changes
1 time or place, or because of the danger mnvolved 1n 1ts
transport 2 But on the main question St Thomas repeats
ominously the distinction drawn by Anstotle between
natural and unnatural exchange, the latter being designed

1 D¢ Regimme Principum, Book I, chap 1

3 Vel qua 1 nquuo rem melioravit, vel quia pretium rer

l0C1, V¢

ropter penculum, cui se expomt, transferendo rem de loco ad
locum *** (II/II, qustio 78, art 4)
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not to meet the needs of hfe, but to aéquire gam. As
such 1t 1s regarded as ble Never-
theless, even 1if gain does not mvolve anything honourable,
1t does not logically mvolve anything smful Thus the
centre of the argument 1s rather moved from the gains to
the use made of these gains, and St. Thomas contemplates
the case where a man may devote himself to trade for the
public welfare, seeking gamn not as an end but as a
a reward for his efforts Gains, 1f reasonable, may thus
be regarded as a kind of wage

More interesting because less negative 1s a passage 1n
De Regimsne Principum, wherem St Thomas discusses
the two methods whereby a State may obtamn what 1t
requres  These are, firstly, by its own natural frmitful-
ness, and secondly, by trade The argument 1s all 1
favour of the self-sufficient State, partly on mercantilist
grounds of the beauty of self-sufficiency, but partly also
because of the corrupting influence of the trading class
The conclusion, however, 1s that merchants are a
necessity, if only owing to the difficulty of obtamnng for
the State a situation which has potentially a prospect of
complete self-sufficiency  Hence the perfect state will
make use of h but 1n mod

Oresme

No survey of the economic views of the Middle Ages
would be adequate without a reference, 1f only by way
of a corrective, to the remarkable treatise written by
Nicholas Oresme, Bishop of Listeux (?1320-1382), entitled
De Ongine, Natura, Jure et Mutationsbus Monetarum *
This treatise of twenty-six short chapters, although

1 “ Unde oportet quod perfecta civitas moderate mercatonbus
utatur **  (De Regimne Princspum, Book II, chap 3)

2 In addition to the Latin onginal, there 1s a French trans-
lation by Oresme himself
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scarcely deserving the wild praise bestowed upon 1t by
Roscher as a theory of money which 1s still perfectly
vald to-day, 1s nevertheless a sufficiently remarkable
performance In 1ts spint 1t anticipates the scientific,
objective frame of mind of wniters of a much later age
In truth, however, 1t 1s less a treatise on money than a
sustained and emphatic refutation of the nghts of the
Prince to tamper with the currency He begins on
orthodox lnes, dealng with prnimitive barter and its
difficulties, which led les hommes subtilz to resort to
money and thus devise a more sutable method of
exchange Money 1s thus artificial wealth merely, a man
may be possessed of much money and yet die of hunger,
as witness the often cited example of Creesus It 15
merely an instrument for circulating wealth, an snstru-
tum P tands dwitias naturales, a med of
exchange, as we should say to-day
Two pomnts perhaps are specially notable m Oresme
As a medium of exchange, 1n the modern tag, money
must have certan properties, but the problem of finding
any one substance convenitent both for large and small
-exchanges, leads Oresme to the principle of bimetallism
He 15 remarkably clear as to the difficulties that may anse
from a divergence between the mint ratio and the market
tatio, and 1s defimte that the mmt ratio should follow
the market ratio ‘* Cette proportion,”” as he says, *‘ doit
ensuivir le naturel habitude ou valeur de I'or 2 I'argent *’
Further, 1t 1s evident that he 1s familar with Gresham’s
law that the over-valued metal wall dnive the under-valued
metal out of circulation, the Prince therefore must not
arbitranily fix or alter the ratio, as this would open the
door to all kinds of hanky-panky—as in buying silver
with gold at one ratio, altenng the ratio, and thereafter
‘buying gold with silver
The second pomt of importance 15 his strict delimitation
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of the powers of the Sovereign with regard to the currency
and the 1nfy he draws theref, Currency may
not be 1ssued by everyone, but only by a public person,
acting on behalf of the commumty Naturally, therefore,
1t falls to the Prince to 1ssue currency, but he does so
purely 1 a representative capacity ‘‘ convementer est
quod 1pse pro commumitate faciat fabricare monetam et
eam congrua impressione signare "’ This act 15 merely
done on behalf of the commumty, and 1t follows therefore
that the mere fact of 1ssue by the Prince does not make
him the owner and the proprietor of the money so
1ssued

This principle 1s of importance when Oresme comes to
discuss the vanous ways mn which money may be altered,
changed or debased It 1s unnecessary to differentiate
these various mutatrones, as of appellation, weight,
substance, etc What 1s important 1s the vigour, one
might almost say the rudeness, with which Oresme
denounces all debasements of the currency A prince
who does these things 1s a har, he commits perjury, he
bears false witness, for 1t 1s clearly a shame for a king
to certify that a thing 1s gold when 1t 1s not gold, or that
1t weighs a pound when 1t does not do so The gan
which flows from such practices 1s not merely dishonest,
1t 1s also unnatural Money-changing, usury, debasement
of the currency are all alike, i the Anstotehan and
Thomst sense, unnatural methods of making a profit out
of money, but they represent an ascending scale of
turpitude  Towards the close, Oresme’s treatise almost
becomes a political tract n 1ts d 1on of deb
of the currency as an engne to create a tyranny Once
the path of rechtude has been abandoned, he sees the
possibility, almost the nevitability of repeated debase-
ments, transfernng by degrees the whole wealth of the
people to the Prince, and thus reducing them to a state




64 DEVELOPMENT OF ECONOMIC DOCTRINE

of servitude * Oresme clearly sees the evils of a debased
currency, and records its natural mamfestations mn a
general impovenishment of the community, n the flight
of money elsewhere, 1n the cessation of foreign trade,
and m the general disorgamization of hfe Even if the
enthusiastic critics lead one to expect too much of Oresme,
his 1s nevertheless an extraordinanly realistic and practical
voice to hear in the fourteenth century

! Car nature humaine est toujours enchine et preste 2

4 elle, quant legi® les peut acquenr,

que en fin le prince pourroit attraire & luy comme la pécune et
les Ruchesses de tous les subjectz et par ce ramener en servitude **




CHAPTER III

MERCANTILISM

1. The Historical Background

Ir has become an accepted phrase to speak ot
*' mercantilist doctrine ** and ‘‘ mercantilist theory,” yet
Mercantihsm 1s a misleading and deceitful word, 1if it 15
nterpreted as implying that at any time there was a group
of wnters who consciously advanced a body of mercan-
tibst thought to which any canon of orthodoxy could be
applied. A mere indication of the spatial and temporal
frontiers of Mercantiism 1s a sufficient warning against
the old vulgar error implicit 1n the view (which perhaps
still survives) that Mercantihsm e current orthodoxy
before 1t was attacked by the Physiocrats, and that both
schools were subsequently superseded by Adam_Smith
For it tiére bé such a thing as Mercantibsm, 1 had a
three hundred years’ run, and 1t coloured the thought
(and still more the action) of every country i Europe.
Certain views indeed, beanng a strong sumlanty to each
other, began to appear throughout Europe consequent on
the portentaus changes which marked the close of the
Middle Ages. These. views,_based. On Gerialn.common
agumpt\ons, were in marked contrast to the non-national,
moral and other'worldly point of view which had
characterized such a wnt:r a5 _St.Thomas Aqunas
5 c
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These views emerged, at first in a crude form, about the
end of the fourteenth or the beginming of the fifteenth
|centuries, despite refinements, varations and modifica-
jtions, the famuly resemblance 1 the views currently held
'continued until the second half of the eighteenth century
Mercanhhsm indeed 1s still with us, and shows signs of a
healthy and glorious resutrection  But it Is clear that no
general body of doctrine could have mamtamed itself
unchanged for three centures, especially when 1t 1s
recalled that Mercantiism, so-called, prevailed not merely
in France, England and Ifaly, but was likewise rampant
i Scotland,"Spain and Russia
Mercantilism, therefore, vaned, adapting itself to the
changing conditions of time and to the circumstances of
1ts local habitation ~ Yet if one can nowhere pick out the
wholly complete and orthodox mercantiist, the common
usage of the term has a certain convenlence Economic
doctrime 15 everywhere the expression of the conditions of
the time in which it emérges, and Europe from thé end
of the fifteenth century onwards was a very different
place from the Europe of “fhe twelfth and  thirteenth
centuries  Mercantilist wniters may, and do, differ, but
to 4 large extent they start from common postulates, and
these postulates were imposed on them by the altered
conditions of the Europe 1n the period which superseded
the Middle Ages
That Europe changed mughtily as a result of the
Renaissance, the Reformation, the mvention of printing
and the discovery of Amenca, 1s a very famihar theme
among those who prescribe essays and devise examination
questions A very bref survey of some of the changes
‘which marked the age of transition will reveal the intimate
on between M lism and the general tenden-
cies of the time in the world of politics and of thought
First, and most fundamental, was the political change
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It 1s not for us here to concemn ourselves undul}é with

history; §r Ege cause and course of events Ttis sufficient
to observe that in the countries of most importance, the
medideval warring of turbulent barons, with a king
doubtfully stronger than his leading subjects, gave way to
the Teality of a Strong centralized State with an _effective,
and 1n some cases even an efficient, government In
Enghsh history the change is represented by the Tudors
The power of the King becartie not merely predominant,
it became comprehensive In short, England, France
and Spain became definite entities, and not merely
geographical expressions  Feudalsm, Lnking society
thesm\ oBhgatzons. had
emphasized loyalty to_the overlord as the first obligation,
and m doing so_had stymied the possibility of national
uns 1th the barons put 1 their proper place, the

g became, 1n theory, the ‘‘ father of his people
England and all who hived 1n England were reahzed to
have common nterests, and 1t was the duty of the King
and of the Government to watch over and to further
these nterests It followed also from this emergence of
' England,” and of * France,”” each as a defimte entity
with interests of 1ts own, that the nations and states which
had so emerged were at least 1n potential rivalry, if not
n conflict with each other  The cosmopolitanism imphcit

n twmmwwmm
Unified states had come 1nto being, these lived in nivalry
n"peace, a ny_time be pitte st _each
other jn-war Wars doubtless there had been mn the
past, but 1t is significant to note i how large a proportion
of instances these had amsen out of the complexities of
the feudal system If the King of England was at
vanance with the King of France, it was as Iikely as not
that he went to war 1n his capacity of Duke of Normandy;

from the English point of view the Scottish War of
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Independence was largely a matter of disciplming a
eudal wnferior But in the new conditions the conflict
f interests was defimitely between states and nations.

Moreover, poltical thought, partly nsping and n
part nterpreting development, tended 1n the same direc-
tion  For therr relationship to the fundamentals of
Mercantiism, two wnters are indirectly of supreme impor-
tance Machiavell (1469-1527) in The Prince, with an
admurable air of detachment and a scientific aloofness
from moral considerations, discussed how m the Italy
of his day a * principality ** could be estabhished and
mamtamed A book wntten with a specific purpose, 1ts
lessons were found applicable far beyond Italy Machia-
velli postulated that the times called for a strong prifice,
and n_effect his book 1s anahalysis of whaf must be
done to create the strong state—conscience bemng hushed
and all scruples ignored Machiavelli “thus becameé the
unscrupulous despot's gude to power His sigmficance
hes in the facts, firstly that he freed—gerhg_ps’oﬁéis‘fve]y
freed—polihies Fromi “all “fioral afid ‘ethical considerations,
and secondly, that. fhopgh “originally and of design
applicable to the Itaban city state, is work sefved as
an incentive to despotism everywhere The other wrter
15 Jean Bodin (1520-1596), who, analysing political
concéptions, presented to the world the fruitful 1dea of
sovereignty, which, though fiow creaking, has dominated
all political thought until the present generation  The
essence of the doctrine of sovereignty in 1ts various forms
s that tirere is, in every state, a supreme power, subject
to no_other power within the state fiself, but—to~which
all else is subject. The, coriception of sovereignty, unless
“handled wath gugerly care and subtle refinement of state-
ment, 15 thus apt to underlne the importance of a strong
centralized sfate, mewitably, also, 1t entails an element of
irresponsibility m the sovereign power Moreover, it ure-
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concilably confronts sovereignty with sovereignty mn the)
international anarchy.

Mercantiism may not appropriately be viewed as the
economic equivalent of Machiavell and Bodin Bodmn
deduced that of necessity there was a supreme power in
each state Machiavell i effect sasd “* If you want a
strong state, you must do this, and avoid domng that
Strong states were 1n demand, and the mercantilists,
practical men confronted with practical problems, were
concerned with the means whereby the State could be
made strong In the somewhat hackneyed phrase of
Schmoller, Mercantiism 1s merely ‘‘ state-making "—
although 1t should be added that It is state-making on the
economic side From this analysis there follows further
a consideration of the highest importance 1n explaining the
varying shades of mercantilist doctnne  Mercantihsm was
never more than a means The true end was political
1n 1ts character—the creation of a strong state, Mercan-
tihism was the sum total of the means on the economic
side, appropriate to the attainment of thisend  But while
an end may be absolute, 1t 1s of the essence of means
that they should be vamable according to time and
ar and Mer 1 m 1fs various phases,
reveals such vanety

These _considerations explain the_essential kernel of
Mercantilism, they do_not e: lain _the particular _form
which _mercantilist doctrines_assumed  To carry the
analy§is to this further pomt, two further elements m
the problem must be invoked The first centres n the!
perpetual neediness and indigence of the prince, the
second les i the reactions, immediate and more remote, '
on European financial conditions occasioned by the dis-
coveries of the precious metals in the New World  These
two causes, mingling together, give Mercantibism 1ts most
charactenstic outer features
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The King 1n his capacity of father of his people, the
responsible custodian of the national interests, had
perforce to incur heavy and onerous expenses So long
as there still remained 1n the air vague memores of the
pleasing tradition that ** the King should hive of his own,”
taxation evitably lagged behind the needs of the situa-
tion  That the King should hve of his own unplied that
he should live as othér barons did, on the revenues of
his_private estates It was ndeed a relic of the time
when he did not differ matenally from other barons, but
the doctrine was incompatble with the new condmons
when the King was the defender of the safety_and the
welfare of his country In short, taxation, which m an
earhier age had spasmodically supplemented the King's
private revenue, had of necessity to be regulanzed and
become permanent  Old wars might have been waged by
retainers, as part of the umiversal system of payment i
kind, the new age of standing armies was at hand, and
this required money Indeed pecunia mervus bells
became one of the accepted maxims of the age For all
the purposes of government, the King required a revenue,
thought of 1n terms of money, a steady and calculable
revenue, unfortunately also an increasing revenue  How
to ncrease this revenue became the first thought of those
concerned with public policy
| The possibility of seciring a revenue by taxation was
itself, however, one of the indirect consequences of the
|geographical discoveries, and mn particular of the dis-
covery of Amenica What first commended the New
World to the European was 1ts promised store of precious
metals The mflux of silver rapidly revolutionized the
trade, commerce, and the finance of Europe The con-

q of the new d 1es of silver on the European
price-level is one of the most farmliar exemphfications of
that dowdy platitude, the quantity theory of money
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But more 1mportant than the nomnal nse m the price of
hens and sheep 1s the fact that the mflux of the precious
metals over a large part of the field resulted 1n the transi-
tion from a natural economy, based to a considerable
extent on barter and the feudal 1deal of services m kind,
to a money economy Taxation 1s no easy matter m a
natural economy, when all things are thought of 1n terms
of Toney, and when money 15 effectively used in all
tﬁsact_x_qgg,_ the possibilities of taxation are enormously
f&l‘ﬁfjied In an age when the engine of regular taxation
was thus newly fashioned, the administration of the King’s,
or the State’s, affairs became more akin to a merchant'’s
business  There was expenditure and there was income,
both thought of in terms of money Increased power!
rested on the attamment of a balance of revenue over
expenditure, and thus inevitably the possibilities of
increasing the sources of revenue were assiduously
explored

Wealth, as the source of a nation’s power, above all
visualized as money—that form of wealth which endures,
which 1s adaptable to all ends, which can be made to
fetch and carry at command—had thus come 1nto respect
But the picture would not be complete without some
reference to the correspondingly changed view of the
mndividual Not merely was_the State directed to the

pursmt of wealth and the scovexy_otf_'the sources of
wealth, leading among othe

1ngs to colonial acqusitions.
and colc lojx_ valnes, theTn dual Iikewise was liberated

from the restraining abstemiciisiiéss and asceficism which
had marked the finest thought of the Middle Ages Not
so Tong ago it had been sinful, or at least perilous, to
accumulate wealth—perhaps because in what was so
largely a natural economy it had been so difficult and
mndeed * unnatural ” to do so In a money economy,
the accumulation of wealth became meritorious_and_to
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some nevitable Hitherto 1t had been held that a
merchant could hardly be pleasing to God, now the proof
of the pudding was 1n the eating thereof, and if merchan-
dise yrelded a_profit, 1t wm and
Justified "On this side also deeper causes were operative
The Renaissance on one side was a frank bubbling up of
delight 1n the enjoyment of lfe  Rabelais, perhaps more
than any other, sums up the spirit_of the Renaissance
Waiving his philosophy, his name recalls vast uproanous
laughter, unashamed dehight in eating and dnnking and

hat else may ter to a sense of satisfaction
that 1t 18 a good thing to be alive It 1s a far cry
from St Thomas Aquinas to that Rabelaisian Abbey
of the Thelemites, hving joyfully under the motto
* Fais ce que vouldras”’ Here indeed 1s the 1deal of
reckless individualism, so markedly at vanance with
the mediaeval 1deal of an 1ndividual swallowed up 1 his
class, with duties and obligations imposed upon him by
his status 1n hfe

The Reformation m certamn of 1its aspects doubtless
encouraged a spint of asceticism, but 1t was an asceticism
which no longer viewed with horror the accumulation of
wealth Max Weber indeed has familiarized us with the
1dea that modern capitalism has its roots in Calvinistic
theology  Protestantism, particularly in 1ts Calvimstic
form, 1s essentially individualistic n its outlook Salva-
tion 1s a_matter between each individual and his Creator,
even though the yltimate decision may be rather a_one-
sided affar But Calvin, or_so_Weber would have us
Beleve, Taid_down m the economic sphere_two.cardinal
injinctions; firstly the duty of working assiduously in
one's calling, and secondly the duty of refraining from

pledsurable” consumption of wealth The only possible
outcome of uni vity, combined with a self-

denying refusal to enjoy the fruits of that_activity, is
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an_accumulation of wealth Indeed increased substance
came to be regarded as a special sign of divine favour,
and thus 1t was possible to grow nch to the greater
glory of God It 1s impossible here to_consider tite
element of truth 1n Weber's thesis, it 1s sufficient to note
that Prof, 5iant asmmmsm, unhke medlaeyal ascehcxsm,
so far ﬁom ! being hostile to the accumglamm aLngalth
tended rather4o Jook upar if with favour

These last considerations are perhaps on_the fringe of
our subject But _been said to indicate that
mn the transition from the Middle Ages to_the_modern
period; a multiphaty of cases tended to re-create Europe
as a'famuly of centralized states, hving in_uneasy nvalry,
each strugghng to be strong agamst possible competitors,
that m%;g@wxmmm__m@ﬁme
to weal and that as _the mdividual could now
un&medly pursue wealth, so also_the State saw
wealth the secret of strength Ou,LaLthasg_mnd;m:
Mercaritilism arose

II. General Outline of Mercantlist Doctrine and Devices

It has been wisely noticed as worthy of remark that none
of the mercantilist theoreticiaps approved of all the expedi-
%tsrv‘@x,ch_ua—n:dmmly embraced-under the designation
of Mer lism  The complete mercantilist, n fact, never
existed Even if, for this reason, any general statement
of mercantihist views 1s apt to mislead, 1t may nevertheless
be convenient to attempt something of the nature of a
compostte photograph of the mercantihst mind, 1t being
clearly premised that this represents the views not of any
mdividual mercantilist, or of the mercantiists of any
particular country, but rather the general type to which
mercantilists everywhere 1n greater or less degree tended
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to conform  One other caveat 1s necessary ~ Mercantiism

was pre-emunently rooted in practice  Althou; cu-
larly in England, the movement 1s reasonably prohfic m

theorefical exponents, it is noticeable_that™ these came
rathet Taté in the day. In 1ts origins and by 15 very
nature, Mercantilism was anything but a * system ", 1t
was _primanly the product of the minds of statesmen, civil
servants, and of the financial and business leaders of the
day It follows also that 1n its earlier and cruder_mani-
festations, Mercantihsm 15 frequently best discovered as
an inference from the ferms of an Act of Parliament, n
an obiter dictum inserted by a garrulous Parliamentary
draftsman 1n the preamble of an Act, or 1n a memorandum
or State_paper. dealing with_a specific_admunstrative
problem  Any attempt to state generally the essence
of Mercantibsm must be read mn the lght of these -
reservations

Fundamental for the mercantilist was the strength of
his country  This was the end to which all means were
subservient Moreover, in considering the prosperity and
the strength_of Iis_courifry, the true me had
always at the back of luis mind a comparative standard
His_country was engaged 1n a race with other countres,
and Jn_this race it must not be a Joser When the
mercantilist came to look for a test of strength, he found
1t in the wealth of His country—above all Tn_that portion
of wealth" which consisted of the precious metals Herein,
masense, they transferred to the State an 1dea which 1s
entirely appropriate when appled to citizen
The difference between a_man of straw_dnd a_man of
s\_ll)_ﬁgnbe, between the man who can do and get what he
wants and the man who cannot, can best be ascertained by
consulting the banker who keeps théir accounts. So also
by a transference of ideas more permissible then than now,

the king who could support a large army and mamtamn a
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powerful navy was the king who had behind him the

treasure mecessary for_the purpose, that pecamia nervus
bells Iﬁwl%ﬂwfﬂmeﬂg“mi
importaice ta treasure and bullion as the most enduring,!
the most useful because the most general yfi'c'_cgptable,
form_of wealth  Adam Smith, who rather made the
mercantilists a classical example_ of clofted economic non-
sense,_1s responsible for the view so long prevalent that
they confused money and wealth Here Adam Smith was
less than just ~ Despite incautious statements, 1t would
probably be truer to say that they regarded money and
bullion as the sign of wealth, andﬁfeﬁﬁﬁﬁﬁg the
more enlighfénied, that they regarded the precious metals
as beneficial because of thewr power to stimulate the
economic activity of the country

Assuming that bullion 15 1n some sense wealth par
excellence, how is a country to get it?  If 1t has mines, or
can acquire plantations with mines, well and good Its
task, then, 1s merely to prevent the silver and gold from
flowing to other countries—if need be by *‘ sangumary
laws,” to use Adam Smith’s phrase But if a_country
has no mines, the desired silver and gold can only be
obtamed'as the result of trade, and the whole trade of the
country TUst accordiigly be so_ordered and conducted
that as a result of ifs operations gold may come mto the
country ~ It is familiar doctrine that In respect of its
ex'p-orts—what a country sells to others—a country must
receive payment, which will ultimately be in the form of
silver or gold, on the other hand, what 1t buys m the
form of mmports will have to be paid for In a most,
rudimentary form of the equation of indebtedness, exports!
represent money comung jinto the country; imports repre-
sent money going out -In order that the supply of bullion
in the country may increase, it is therefore necessary that
there be a *‘ favourable balance of trade,” represented by
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lan excess of exports over imports, leading m 1ts con-
sequence to a balance of payment bemng due to the
country It 1s an easy further step to consider that the
trade with any country should be chenshed or dis-
couraged, according as that trade, viewed n 1solation,
tends to render the balance favourable or unfavourable,
and 1t 1s hkewise easy to conclude that all exports are, 1n
the nature of things, good and desirable, whereas all
amports are evil and damnable It was thus a pnimary
prnciple of the typical mercantilist to maximize exports
while minimizing imports

While the conception of the balance of trade has
become popularly almost synonymous with Mercantilism,
the consequences of the doctrine were no less important
than the doctrine 1tself  For 1f exports are to be increased,
then every lawful industry which produces goods meet for
exportation calls for encouragement So also, 1f 1mports
are to be restricted, then we must make shift to do without
foreign wares, or alternatively we must, out of our existing
resources, contrive to supply ourselves with what would
otherwise have come from abroad The country must be
a huve of ndustry, pnimanly with an eye on the needs of
other countries  There must be no waste, preferably there
ought to be a certan austerity of life, so that there may
be more for export Complete use should be made of all
the resources of the country In a sense the nation’s hife
should, i current jargon, be ‘‘rationalized,” so that
no economy may be missed, no opportumty for gam
neglected

A further consequence of the importance attached to the
balance of trade les 1n the fact that it naturally led m
the mercantilst doctrine to a hierarchy of occupations
gga%tmwwme Agniculture, 1t 1s true,
night feed the populafion, intensive tillage of every waste

strip, especially 1f exotic crops like tobacco were raised.
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might render certain imports unnecessary But in itsel
agriculture, as 1s indeed true of all domestic trade and
ndustry, brought no money nto the country, and there-
fore on the cruder mercantilist theories did not increase
the country’s wealth More important were industry and
manufactures, where a defimite excess could be created for
the satisfaction of the needs of other countres, and the
sale of which, therefore, was pure gamn for the country.
Most important of all, however, was trade If a former
age had doubted the acceptabibty of a merchant in the
sight of the Almighty, the merchant had now come into
his own, and was become the head-stone of the corner
Such was the mercantilist programme and the mercan-
tiist pomnt of view, equally fi was the
whereby that programme was to be carried 1nto effect
For 1 all therr schemes the mercantists looked to a
benevolently paternal government, assumed wise enough
to interfere everywhere Mercantihism was a policy of
ubiquitous and perpetual governmental activity There
was nothing the Government mught not do, there was
nothing 1t ought not to do, if thereby its activity was
calculated to promote the general well-being In regard
to the primary matter of restraiming imports and encourag-
mg exports, the machinery was obviously at hand in the
form of mmport duties to keep out foreign goods, and
bounties to encourage exports But when 1t comes to the;
remoter stage of encouraging enterpnses which in their
consequences will lead to a healthier balance of trade, no
himt can be assigned to the list of expedients devised or
prescribed  The 1ssue of patents of monopoly in respect
of the introduction of new processes, the direct importa-
tion of foreign workers n order to estabhsh a new
mdustry, the fixation of prices and wages (partly in the
nterests of production), the whole series of devices to
encourage shipping and the Navy, of which the Naviga-
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tion Acts are the most familiar and the prescription of fish
days the most curious, the creation of privileged trading
compantes, the foundation of plantations in order to secure
supplies of raw materal as well as a market for the
finished commodities—such are only some of the more out-
standing examples of Mercantiism 1n practice, of devices
tending to the greater glory of the King and the increased
strength of the Realm  So, too, n certain of its phases,
Mercantihsm tended to incorporate a defimte policy with
regard to population  For increased population does, or
should, mean both an increase in the potential number of
soldiers and sailors and an increase n the number of
productive workers, and tly encourag ts to
ncreased population can almost claim to be an essential
part of Mercantihsm

In 1ts view regarding the functions of government
activity there 1s an obvious kinship between Mercantiism
and State Sociaism  The mercantilist regarded the State
as the approprate instrument for promoting the well being
of his country  Moreover, 1 his view the country was
regarded as a_umit, there were national “Inferests to be
promoted, quite 1rrespective of the interests of particular
sections or individuals Indeed, the interest of the State
mght be 1n conflict with that of the individual, and m
such a case obviously the nterest of the whole was to be
preferred  Mercantihism thus endeavoured to take a com-
prehensive view of the needs of society, and looked upon
the State as the approprate ad ve hime to
secure the satisfaction of these needs

Until recently the mercantilists have suffered from the
<loud cast over them by Adam Smith Lately there has
been a disposition to treat them with greater respect
They were certainly not such consummate fools as was
apt to be assumed 1n the middle of the mneteenth century
The rather harsh traditional judgment rests on two mus-
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nterpretations, firstly that the balance of trade theory
represented substantially the whole of therr aims and
doctrines, whereas 1n fact this was but one aspect of a
larger and more comprehensive policy, and secondly, that |
they were guilty of the folly of Creesus n thinking that
wealth consisted m gold and silver mnstead of the things
that gold and silver could bnng A fair interpretation
would probably be that they valued gold and silver as the
avenues by which power and strength were to be attamned,
and a final judgment, moreover, should take into con-
sideration how far therr views were justified by the
crcumstances of the time  Yet, even so, they can
scarcely be entirely acquitted of the suspicion that at
times they confused the means and the end, and wrote as
1f bullion were possessed of some magic quahty which
made 1ts acquisition the only worthy end of national
policy On two other grounds also criticism 1s permis-
sible In witnessing their intense desire to increase the
national productivity, their zeal to make the best use of
everything, one sometimes gets the impression that they
regarded wealth, and labour that results in wealth, as the
end to which man’s existence 1s subservient In bustling
too much, one forgets that the purpose of labour 1s rest, l
that wealth exists to be consumed, that man’s chief end 1s |
to glonfy God and enjoy Him for ever The second
obvious line of criticism 1s that the mercantibsts never
thought out their theories to a logical conclusion It
was of the essence of their view that what one country
gawned, another lost, the 1dea of a mutually advantageous -
trade eluded them The device of the favourable balance
of trade was intended to ensure that 1t should be the other
country that should lose But clearly all countries could
not have, 1n the mercantilist sense, a favourable balance
of trade simultaneously It was a device which all sought
to practise, but which nevertheless could not be general-
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1zed So also 1t 1s doubtful whether they ever asked
themselves what would happen 1 a cquntry which, 1n the
delectable phrase of the Scottlsh Papliament, should find
stself * stuffed with bullion *” as a %esult of the apphica-
tion of mercantihst exped.lents, or ‘what measures could
effectively be taken to prevent the stuffing from coming
out But this 15 merely to say once agamn that the
mercantihs’s were practical men and not a school of
econom:sts -

III. Four Representative Mercantilists

The prev; m__as perhaps been concerned with
an attempt to define an unreahty, to wit, the complete
mercantilist who can ofily be iagined as resultu_)g_ixom
the fusion, jnto” oné personality, of many mercantilists,
each stressing different aspects of the problems of his age
It may be convenient to 1 t this general
representation by a bref reference to four typical mercan-
tiist writers, representing four different nations The
authors so aited are not, however, to be regarded as
necessarily the leading mercantilists, others with equal
approprateness might have been hailed for the purpose
They are merely examples from a cloud of witnesses,
summoned to give precision to the foregoing account

Montchrétien

From France a convenient representative may be found
in Antomne de Montchrétien! (1576-1621), who mn 1615
. dedicated his Trascté de I'Economse Politique to the King
1and the Queen Mother This work denves a shght
"additional interest from the fact that 1t represents, so 1t 1s
1 Born af Fallaise about 1576 led an adventurous life,

E::zctmud by duels A tragic poet and a manufacturer of
rdware  Shot 1n a kind of battle n 1621
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said, the earliest use of the phrase *‘ Political Economy "
Bt let 2o one, boguled by T G, magiae T EE wil
here encounter a Se on Political Economy mn the
modern sense™~ It s really a Survey of the industries of
France, Mspired by an exuberant and ebullient patriotism,
and mterwoven with much advice to the King on how
matters may be improved The book 1s divided imnto
four parts, m which successively the author deals with
the manufactures, the_commerce and the navigation of
France, and Tastly of the ** principal cares " of the Prince.
Oftheindusfries surveyed 1t 1s remarkable, and not wholly
charactenstic of mercantibst thought, that agnculture
appears first Indeed he wntes here with something of
Phystocratic enthusiasm  Agricultyre—and he appeals to
Arisfotle and Cato—is to be regarded as the beginning of
all wealth,' 1f agnculture is depressed, 1t 1s not due to the
fertibty of the soil (a suggestion which would imply
disloyalty to France) but to the poverty of the labourers
But, despite this, 1t 1s clear that Montchrétien’s real

terests are ged elsewhere 1n the other industries
which he discusses

The first point of general nterest 1n Montchrétien—and
here he is in the true mercantilist tradition—lies 1 the
importance which he attaches to the principle that every-
one stiould work, and in his antipathy to_all kinds of
idlemress— Man, He says, 1s_born_to_live 1n_confinual
exercise anmfiﬁsﬁfé policy of the State should be
to sectie that no section of the population remains idle *
As a result of Eve’s remote offence, labour is imposed on
us by a night of succession, so that hfe and labour are
nseparably umted He never fails to react to the word
Voystité with constant varying phrases of moral indigna-
tion  Men reduced to_doing nothing are easily induced

1 Renrint of 1889, edited by F\;nck-Brenhno, P 41
Ibd, pp 2122
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to do evil, 1dleness corrupts the vigour of men and the
&Esﬁty_gﬁ_w&lreﬂ Idleness is a fatal pest to rich and
ﬂounshmg states, 1t is the mother of all Vices S and_the
 Thus for Montchrétien, prosperity nty and
morahty alike demand the intensity of the bee-hive If
the happimess of man consists i wealth, then weal.ﬂ
consists 1n labour
“The second general charactenstic of Montchrétien 1s, on
the lyncal side, a glowing enthusiasm for France, which,
when Montchrétien forgets that he is also a poet, becomes
tamnted with a rather rigid and chauvinistic exclusiveness
The object of the rulers of France, dowered as France 1s,
should be to make the country ughtly regarded as
““ ncomparable "’ A proud self-sufficiency 1s hus ultimate
am  For France 1s 2'world i itself” ** En @@ mot, la
France est un monde, qui I'a touté veue, a tout veu ce
qui se peut voir,”3 and 1t follows from this proud boast
that 1t can dispense with what 1t receives from neighbour-
ing countres, but neighbouring countries can in no wise
do without her, 1t has infinite wealth, known and to be
known ¢
A country which 1s thus a world 1 1tself ought to be
in a position to mamntain her children, *‘ being born mn
France, 1t 1s nght that they should hive there,”’ but this
they cannot do, 1f they lose their means of subsistence &
Much of Montchrétien’s volume tends to be a dirge on the
familiar theme of trade lost to the foreigner, who 1s
represented as 1n process of stranghng the industries of
France He enlarges on the unrestrained liberties which
ionlgggrs enjoy in Fr‘arwnmred with the restrictions
imposed in the~ confrary case  His 1deal, indeed,
approachés the " geschlossene Handelsstaat, except mn so

1See, eg, Ibud, pp ‘65, 74, 101
2Ibd, p 23 Ibd 24
*lbd, p 147 SIbd, p 73
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far as France may be able to export out of her pure super-
fluty The arguments are on the psual lines—the folly
of having made by another that which one’s self can
produce, the evil economy of spending one’s substance
on what can be obtaned by one’s efforts  The argument,
though not peculiar to Montchrétien, 1s put by um with
unusual vigour:

‘* Premierement, Je represente A vos Majestez que toute la
quinquaillerie, 4 la fabrique de laquelle sont occupez, tant
dedans que dehors le royaume, non des villes seules, mais
des provinces entiéres, se peut fawre abondamment et 3
prix tres raissonable dans le pays de vos Seigneunes, que
d’y en admettre et recevorr d’estrangere c’est oter la vie
3 plusieurs mulliers de vos subjects dont ceste industrie est
I'henitage et ce travail le fonds de leur revenu, c’est
diminuer d’autant vostre propre richesse, laquelle se fait
et s’augmente de celle de vos peuples ***

On this he accordingly exhorts the King. ‘‘ Faites-nous
donc joussance du fruict de nostre ndustrie, c’est 4 dure,
rendez nous 2 nous mesmes '’ Such 1s the 1deal of proud
national self-sufficiency, and Montchrétien mn his appeal
does not disdain what would now be called sob-stuff, by
mvoking *‘ the tender sighs of the women and the pitiable
cries of the children of those whose labours have suffered
from foreign competition **?

For Monchrétien, the foreigner 1s 1n the main a person
gwven to fraud and gule Specifically ‘‘ whatever is
foreign corrupts us'’* In particular, foreign books
‘“poison our spints and corrupt our manners,” and
therefore their importation should be prohibited ¢ Indeed
Montchrétien approves of a vigorous all-round national
exclusiveness, hinting at a divme ordinance which has
assigned to the mnhabitants of any area the use of the

' - ’
e g



84 DEVELOPMENT OF ECONOMIC DOCTRINE

(elements and the goods which 1t produces ~Further, he
cites with admiration the example of Lyons, which acted
on the principle that ** each town should have thing
particular and mn reservmm ,1n_order
m@@ﬁ'ﬁ Montchrétien 1s thus a stout
defender of the maxim which enjoins upon us the expedi-
ency_of Tendering to_our own sea-maws their ancient and
prescgptwe dues

On some other questions Montchrétien shows a departure
from the mercantihst norm  His scheme of things would
be almost destructive of international trade, and there 1s
therefore little, 1f anything, of the doctrine of the balance
of trade m th_é]tieg Likewise he appreciates the
importance of internal trade, and 1n one place he argues,
afid_doubtless with_truth, that no country could excel
ance m hap_pmess and wealth and glory, if it could only
keeg the whole of 1ts internal trade to itself, and Testrict
1ts fqrexgn frade to the export of what it produced 1n
superabundance ¥~ He approves of the doct.nne que
I'un ne perd jamais que l'autre n'y gagne,”3 but draws
from the maxim the inference that in domestic trade
between citizen and citizen, there can be no loss for the
pubhc such as he fears may result from foreign trade
Varymg the familar analogy which finds 1n a national
debt a transfer from the nght trouser pocket to the left,
domestic trade 1s like a_man with a jar in each hand,
pouring a hiquid from one to the other Foreign trade 1s
thus‘ﬁ)rMontchFét‘fe’nsomgthé—ofasnare and a gamble,
1Emiay Tead fo loss, and from this danger domestic trade

From all this 1t naturally follows that the bulliomst
aspect of Mercantilism js less prominent 1n Montchrétien
He approves, 1t 1s true, of the old dictum that money is
tEe_“‘EEe-rtif of war,” and adds on tis own account that

1Iud, pp TI4-1I5 31bd, p 146 * Ibid , p 161
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gold has often been shown to be more powerful than iron *
But he never loses Tus head on this aspect of the question,
and there 1s one remarkable passage—it 1s true a some-
what solated passage—mn which he seems to fly i the
face of all mercantibist orthodoxy ‘‘ It 1s not the abund-
ance of gold and siver, the quantiies of pearls_and

ds which make states rich and opulent, 1t 1s_the
conveniency (; d #) of things nec 7 to life,
?@—ﬂ’— t for wearing, he who has more of these hisi more of
wealth **  Then after contrasting the position in’the time
of Charles VI, when, if money was scarcer, prices were
lower, he adds ‘It 15 true we have become more
abundant 1 gold and siver than our fathers were, but
we are Tiot therefore more comfortable and more nch 2
It 1s7such a passage as this that reveals the fatuity of
endeavouring to make the mercantilists conform to a type
Vlontchrétien, 1n short, is the rather repellently patriotic
patriot, contemptuous of other peoples His vision 1s
that of the 1solated state, with France m acknowledged
supremacy, supplying all her needs, and having in add-
tionl_something left over for export, so that trade represents
a system of one-way traffic Domestically all are to work,
and work incessantly, 1dleness 1s to be banished to foreign
parts—where presumably 1t will do no harm

Thomas Mun

Of the innumerable company of English mercantilist
writers and pamphleteers, one has, by common consent,
a pre-emment claim to be chosen as spokesman of the
somewhat heterogeneous group It is not merely that

3 -y
Thomas Mun® (1571-1641) approaches most nearly to a

PIbd, pp 141-142 3Ibd, p 241

3 Born 1n London 1571, engaged for most of his hife 1n mer-
cantile affairs 1n connection with Italy and the Levant A member
of the Committee of the East India Company Died 1641
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Wstemammﬁmeo less
importance 1s_the fact that he wrote at a_time when
Mercantilism was yet scarcely exposed to the disintegra-
ting forces. which made the mercantilist of tie middle and
later pertods 1n some respects anticipators of a more liberal
pollcy  Min 1s_perhaps the nearest SPProach 1o the
perfect mercantihst, yet even he was unnecessanly
conscious of heterodoxy, and 1s at times nvolved in_those
contradictions_which_are mevitable m a school, one of
whose charactenstics 1t was to refuse {5 push ther
thoughts to their logical conclusions T
Mun’s book was written for the better upbringing and
Instruction of his son, and 1t only appeared posthumously
m 1664 Its very title is a condensed summary of
Mercantiism England's Treasure by Forrasgn Trade, or,
The Ballance of Our Forraign Trade s the Rule of our
Treasure. His opeming statement, after he settles down
to business, gives a precise statement of the theory of the
balance of trade in its least compromismng form To
ncrease our_wealth and treasure we must ever observe
this rule ““to sell morEE_ strangers yearly than we
consume irs 1 value "’! This rule, moreover, will
give us a precise index of the amount of precious
metals entering or leaving the country If exports.are
£2,200,000 and imports £2,000,000,
ST T AT

‘* we may rest assured that the Kingdom shall be enriched
‘ yearly two hundred thousand pounds, which must be
! brought to us'in so much Treasure, because that part of
! our stock which is not returned to us i wares must
necessanily be brought home 1n treasure "'?

Tats

Such being the ion, the secret of lies
in choking off the imports and in the encouragement of

¥ England’s Treasure, chap 2 3Ibid , chap 2
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exports, and the most valuable chapter n Mun 1s that
m which he proceeds to enumerate twelve methods
whereby these so desirable ends may be attamned This
chapter (No 3) 1s really a complete catalogue of mercan-
tilist devices, as these were apprehended at the time when
Mun wrote, and the programme he outlnes gives so
luminous an account of Mercantilism 1n 1ts robuster days
that 1t may be permussible to reproduce the main points of
his programme

Firstly, Mun recommends the cultivation of waste
grounds (which he rashly says are infinite) in such a way
as_will not mterferew with_the revenues derived from
already culfivated lands Thus b hemp, flax, cordage and
tobacco could be grown and the corresponding imports
cut off

Secondly, we should ‘‘ soberly refrain_from excessive
consumption: of foreign wares 1n our | Qet and ra | rayment ”’,
Also from unnecessary change of fashion, *‘which vices
at this present are more notorious amongst us than in
former ages "

Thirdly, with regard to exports, ‘ we must consider
our neighbours’ necessities * Where they cannot get else-
where the wares they require, we must sell them as dear
as possible, but if they can supply their wants elsewhere,
‘“ we must 1n this case strive to sell as cheap as possible
we can, rather than to lose the utterance of such
wares ’

Fourthly, the value of exports could be increased by
confining theseW?wﬁ' §lnps, as then we should
gan not merely the price of our wares, but also
the merchants’ gains—the mnvisible exports of modern
theory

Fifthly, by frugally expending our natural wealth, we
might have more left for export ‘we Insist on being
prodigal, it should be with the manufactures of our own
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country, so that the poor may be employed This, how-
ever, Mun clearly regards as only a second-best, 1t would
be still better 1f the poor were employed for the use of
strangers.

Sixthly, the fishing m the adjacent seas should be
developed mstead of allowing the Dutch to serve many
places in Christendom with our fish

Seventhly, a Staple, for the encouragement of the
entrepdt trade, should be esfablished, making England a
distnbuting centre, thus increasing shipping, trade, and
the King’s customs

Eighthly, Mun recommends, In curol ntrast to
Smuth later, that we should especially chejxlfs—}:cfﬁ with
far_co es The reasoming 1s curtous and fallacious,
if pepper 1s 2s the pound n London, 1t may be 20d at
Amsterdam, but the merchant may get 1t in the East
Indies at 3d , ‘“ which 1s a mighty advantage "

The minth device Mun regaids as a heresy in_himself,
and therefore postpones 1t for further consideration, 1t 1s
that 1n certain cases 1t would be heneficial to allow the
ex] money itself

The tenth and eleventh points are akin  Mun recom-
mends_that manufactures of foreign materials (velvets,
silks, etc ) should be allowed to Be exported free This
would furmish efployment, increase exports, and by
encouragement of imports with a view to manufacture,
would increase His Majesty’s Customs So also native
commodities should not be burdened with too great
customs, lest therr enhanced price dimmnish their sale
abroad  Logically, of course, this would lead to a system
of bounties to encourage exports

The twelfth and last injunction 1s vague and comprehen-
snve 1t 1s that we must endeavour to make the most we

Such_is Mun’s programme. and it wal!
be seen that taken i in its its entirety, 1t represents a policy of
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b ous frugahity, shunning all waste, and despising
no opportumt;soaf gam, leavmggmiﬁ'e—fomgner to enjoy
Iife, provided we enjoy the turnover

All of this, except the minth pont, is of the mercantihst
scheme of things On the question of the exportation of
money, Mun recognizes that his view 1s contrary to the
common opinion, huis argument i favour of allowing
money to go 1s, bnefly, that “"money begets trade and
trade encreaseth money '’* He argues—and here true
Mercantilism begins to crumble—that merely keeping the
money 1n the kingdom will not make a quick and ample
trade; that depends on the need other countries have for
our wares Indeed, he realizes that abundance of money
raises prices, and ‘* dear wares decline their use and con-
sumption, thus leading to_a diminution in the volume of
trade It 1s therefore necessary to have faith that our
moneys sent out in trade will come back agam in
treasure

Like all mercantibists of yesterday and to-day, Mun 1s
scathing in his _condemnation of the “idleness of his
countrymen, contrasted with the industry of the Toreigner
For him, the Dutch were, morally, the good boys of
Europe In contrast with them

““ we leave our wonted exercises and studies, following our
pleasures, and of late years besotting ourselves with Plie
and pot, 1n a beastly manner, sucking smoak, and drink-
g healths, until death stares many i the face ’?

Not the least mteresting point in Mun is that even here,
in the citadel of Mercantihsm, there are signs of dismem-
berment —Thus in contradistinction to_the rigour of the
programme outlined 1n the third chapter, Ja r on he will

11Ibd , chap 4. 3 Ibud , chap 19
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not allow all kinds of bounty and pomp to be avoided
If we use few or no foreign wares,

“ how shall we then vent our own commodities? what wall
become of our Ships, Manners, Munitions, our poor
Artificers and many others? doe we hope that other
Countreys will afford us money for All our wares without
buying or bartening for Some of theirs? *’*

These are indeed searching questions!
And on another equally fundamental point he says this

‘* For although Treasure 1s said to be the sinews of the
War, yet this 1s so because 1t doth provide, umte and
move the power of men, victuals, and munition where and
when the cause doth require, but 1f these things be wanting
in due time, what shall we then do with our mony? "*#

‘‘ What shall we do with our money? **  What indeed?
Thus, some would suggest, 1s precisely the question which
the mercantilists refused to answer, and which they could
not have faced without devastating effects on their scheme
of thought On the other hand, that such a person as
Mun gets so far as to ask the question may also indicate
that the mercantilists were not quite so muddle-headed as
has frequently been assumed

Ttis not possible here to consider representatives of later
English Mercantiism, but even at the nsk of repetition,
1t should be again emphasized that, increasingly, although
the postulate of national power remains, there are doubts

and divergencies from the original mercantilist system of
cmghr—rﬁrﬂsﬁm%cﬁmmﬁ?ﬁﬁmy
d@'mmw%ce of
trade, refers to the practical difficulties of ascertaining
what that balance may be, and concludes that the whole
conception is ‘‘ too W“L“nd“\mfgﬁiﬂi;? our
general trade, and in reference to pamﬂwble

1Ibsd chap 15 1 Ibd , chap 18
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and erroneous *’ For him the best test 1s to be found

mn the volume of trade as revealed in_the increase of

shipping..and the greatest stimulator hes 1n an abatement

of the rate of interest -
Ftherate 0

Serra
To spread the net wider, one earher mercantilist from

Italy may be glanced at Like Mun, Antonio Serra
epitomizes the mercantilist creed n_the title of hus short
pamphlet, published in 1613 under the title 4 Brief
Treatise_on_the Causes which can make Gold and Silver
Abound n_Kingdoms where there are no Mines T Serra
begins by assuming as a proved proposition the impor-
tance of a kingdom abounding n gold and silver, the
contrary behef bemng indeed an indication of doubtful
samty  Apart from those blessed countries which possess
gold and silver *‘ naturally,” the presence of the precious
metals is due to collateral causes ~ Certamn Causés may be
peculiar to a given counfry, such as its situation, other-
wise Serra finds four main factors to which the presence

of gold and silver mmy be atfiibited These arg the
quantity of industry, the qualify"of the population, exten-
stve frading operr};txons andy"tTu? ;r_eguiaﬁons of the
sovereign ~ With Tegard fo the Tirst point Serra_gives
reasons for the mercantilst’s preference of industry to
agneulture  Furstly, 1t 1 _safer, the artisan 1s_more sure
of a profit than 1s the peasant The peasant depends on
the weather, and s efforts may therefore result n a loss

1 A selection Is given in Monroe's Early Economic Thought
The whole pamphlet will be found in the Economists del Cinque
et Seicento, edited by Graziam1 The only fact that appears to
be known with regard to Serra 1s that his celebrated tract on
how to secure an abundance of money was wrntten i prison
(in 1613) while Serra was undergoing sentence for commmng Or
18 this addition to the legend merely the happy invention of a
later humonst?
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““ But 1n 1ndustry there 1s always a certamty of gan,
prov:ded labour 1s expended "’ To-day this sounds rather
naive  Secondly, although of course he does not use the
phrase, industry 1s subject to increasing returns, whereas
agnculture 1s not Industry can always be multiphed
two-fold or two-hundredfold, and with proportionately
less expense (con minor proporzione di spesa) The third
reason is that idustry has a_sure market Prodiice is
difficult to keep, but the fruts of mndustry can be
preserved for a long tme They can therefore be held
up for a better market, or exported (Serra was not
familiar with the canning mdustry ) Last]y, there 1s more
profit 1n industry than in *“ produce "’ The other causes
leading to abundance of gold and silver may he disposed
of 's_ummanly The nhabitants must be diligent, eager
to build up trade, without as well as within the country
The country should possess a great trade preferably in
the produce of other places rather than its own On the
fourth cause, the regulations to be made by the sovereign
—the essential pomnt of Mercantihsm m operation—Serra
1s feeble It may be honest, but 1t 1s not helpful to say
that “1t 1 not t_easy to kno_‘! ‘how to arrange this factor
well,” or that 1t is Tiécéssary to attend to_more than one
cause, since the same cause may produce_different effects
1 dafferent cases (as a light whistle rouses dogs and quiets
horses)  Such instructions are hardly calculated to
produce the great civil servant When the Chancellor
of the Exchequer whistles hghtly, who are the dogs and
who are the horses?

Much of the der of Serra’s pamphlet 15 d
wi consideration of the reasons which ‘make gold ‘and
silver_abound at-¥ence W] e ofher hand,
Naples 1s poor, also—a charactenshc of Italian Mercan-
tﬁspi—\wnfﬁiﬁeshons relating to rates of exchange It 1s
perhaps noteworthy that, ke Mun, Serra disapproves of
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the prohibition of the export of money. If money is
exported, it must be with an object, and therefore ‘‘if
money 15 exported for any purpose whatever, 1t must
return with a profit into the kingdom from which 1t was
sent ”_perhaps a rather large assumption, which inci-
dentally would rather tend to make Mercantibism as a
whole much talk about nothing

Von Hornick

To preserve the balance a fourth and last mercantilist,
this time from Austna, may be ated Phiipp W von
Hormck! (1638-1712), the author of Oesterreich uber alles
wann es nur will, 1s amusing by reason of his uncompro-
misdng vigour and a certain quaint naiveté His defimtion
of policy rests on what 1s regarded as an axiomatic truism,
Wwhieh 5T fsell an interesting statement of mercaniilist
faith~ It 1s to the effect that the might and eminence
oF a country consist mn 1ts surplus of gold and silver, and
all other things y or ¢ for 1ts subsst
derived from its own resources without dependence on
other countries  For the attamment of this end Hormick
lays down, after the manner of Mun, a se Uence of rules
which are ™ especially serviceable * These rules are nne
1A number, and naturally present a considerable degree
of similanty to Mun’s points, though there are interesting
vanations in emphasis  Brefly, Hornick’s programme of
Mercantiism compnses the follgﬂng points* (1) The most

18 to_be made of the country’s soil, not a clod of earth
15 to be unconsidered, every form of plant 1s to be expen-
mented with, above all, if possible, gold and silver are to
be discovered. (2) Commodities are to be worked up in
the country (3) Pomﬁ’l ged, and
people turned from idleness (the populationist element, 1t

! Born at Mainz, 1638, studied law and practised at Vienna:
later in the service of the Cardinal of Passau
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may be observed, 1s a peculiar charactenstic of German
Mercantihism)  (4) Gold and silver, once 1n the country,
are_under no circumstances o be taken ouf for any
purpose, equally, however, they are fiot Yo be hoarded,
but d7é to remain 1 circulation  (5) The inhabitants are
to get along with therr own domestic products, and do
without foreigh “products’ as faf s possible (6) When
absolutely essential to obtan goods from the iorexgn‘er,
these should be obtained ifi exchange for other Wares, and
not by the payment of gold and silver (7) In the event
of the unavoidable importation of foreign goods, they
should be imported 1n _unfinished form, and worked up
in the country (8) Per comtra, opportumuty 15 to be
sought_might and day to_sell superfluous goods to the
forelgner, but these should be sold 1n a finished form,
and for gold and siver (9) No imports should be
a%g_“ﬂ_vlh_e_wﬂ. there 15 a_sufiicient supply of the
relevant commodity.1n the country;and this even 1f the
bFrHézr-ﬁﬁlen;s of inferior quality and of higher price
The condensed reproduction of this programme will not
be merely vain repetition 1f the juxtaposition of the 8th
pomt alongside the 6th and 7th serves to bring out the
one-sided character of Mercantthsm, and the failure of
the mercantilists to realize that in the international clash,
a_State inspired by a Hormick mught ejn_cppggg_&val
mspwed by a Mun  For the rest, Hornick 1s a mercantihist
of pronounced jusquauboutist tendencies His essential
maxim from which all others flow is the fifth in this
enumeration, and as a first step to the reahzation of the
1deal of self-sufficiency he recommends the prohibition of
the four chief groups of foreign imports—silk, woollen,

linen and French wares In respect of these alone, the
Austnans throw away to the foreigner every year at least

ten_millon thalers Think how the lifeless body of
Austria would Tevive 1f this sum were saved even for one
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year! If it were saved for twenty years, what country
1 Europe would equal Austria® His fundamental doc-
trne 1s that "%“f—“ﬂmmfﬂﬂqﬂim thalers
which remain_m_the country than only one which goes
out  As he dolefully and _g;}_]@nbaily says ‘* What once
goes out, stays out © Moreover, it 1s surprising o fiote
how the other precepts will be automatically observed 1t
this first measure 1s adopted  Take, for instance, popula-
tion  Prohibition of these imports will throw many
foreigners out of work, artisans go where they can get
a hving, they will therefore be compelled to come to
Austna, and the population problem 1s solved  On other
questions, Hormick speaks with the authentic voice of
Mercantiism Wil there be any danger that, n the
absence of foreign competition, prices will be unduly
raised® Not 1f the Government supervises things as 1t
shﬂxjd, and t_:bgl_(s” wantonness, further, the phx]osophi-
cally minded may Teflect that it 1s better to be a vichm
to on€’s own countrymen than o a stranger Then
again, what about Dame Fashion, for surely we must
dress like other nations?> ‘‘ It would be a_good thing,”
quoth Hormick, ** 1f we sent Dame Fashion to the Dewvil,
her father”” An excellent sentiment with which to
er_Iaier b

conclude a chapter.




CHAPTER 1V
THE PHYSIOCRATS QUESNAY AND TURGOT

Quesnay

THE posthon. of Frangors QLuesnay (1604-1774) 10 the
hustory of economic doctrine 1s in many Ways remarkable
The man limself 1s an interesting and engaging per-
sonality A successful medical practitioner attached to
the Court, with a record of medical dissertations on
such subjects as suppuration, gangrene and fevers, he
burgeoned as an economust at the age of sixty-two  Yet
despite_this tardy blossoming, he hved to be the acknow-
ledged head_of the most compact of any of the schools
of economusts, and he “died, at the age of eighty, the
revered master of a large band of disciples, whose
panegyncs sound extravagant even for an age when the
art of eulogy was assiduously cultivated It naturally
follows also from Quesnay’s late absorption 1 economics
that his hterary labours were unusual. It 15 not true, as
has sometimes been said, that he wrote lttle, but 1t 1s
true that all he wrote has the appearance Gf disconnected
efforts, contributions to encyclopzdias, periodicals, and
what not; and moreover hardly any of 1t was publshed
under his own name.

1t Born at Méré (Semne et Ose), 1694, brought up in the
country and ely self-taught distinguished medical

career, became physician to Madme de Pompwdonr 1n 1749, and
to the King 1755 *
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It 18 a further consequence that Quesnay tends to
merge mto his school, that body of “fen who called
themselves *“ economusts,’”” and whom postenty has agreed
to designate as * Physiocrats ** It 1s true, of course, that
there were differences” of view, different shades of
emphasis among the Physiocrats, but 1t 1s a remarkable
tribute to the cohesion of the school that common usage
lumps them comprehensively under the name of the
‘ Physiocrats,”” and seldom thinks of the umits concealed
behind the collective phrase It 15, however, from
Quesnay that the entire mpulse comes, and all that is
charactenistic of Physiccratic doctrine is to be found in his.
wntngs This section wll therefore be confined almost
exclusively to Quesnay, as representative of the whole
body of physiocratic theory

Three points of a general character can hardly fail to
strike any reader who approaches Quesnay In the first
place the economic_doctrine, such as 1t 1s, 1s réally only
a corollary to_something much larger For Quesnay, as
for all the Physiocrats, his economics was but part of a
Weltanschauung—it 1s difficult to avoid the German word.
He 15 a moralist, pnmanly perhaps the foundation of the
whole structure 1s to be found 1n his view of natural and
positive law, a_conception indeed (that of the *“ rule of
nature ") to which the school owes the title by which 1t
1s now umversally known Consequently 1t 1s necessary
to disentangle; somewhat gingerly, the economic aspects
of the Physiocratic structure The second point 1s that,
despite the imminghng of relafively alien _elements,
Quesnay Das_substantial claims to be_ regarded as the

founder_of Econamy 10 the modern sense.
With him the empinical element has gone, whether he is
right or wrong, Quesnay realizes that the problem of the
nature of wealth, the condifions of its production and the

laws of its distribution are matters to which scientific and
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precise reasomng may be apphed with the object of
affiving at universal truths The third pomt is pérhaps
rather a comment on, or an 1llustration of this, 1t e
extent to which Quesnay anticipates Adam Smith The
dxﬁerencgs_ are obyioys, and have mdeed been exces-
stvely underhned by Smith himself, but \lu similanties
are still more remarkable The exact relationship between
Quesnay and Smith has been much discussed, and for a
time there was a tendency to suggest that Smuth may
have been influenced by Quesnay, with whom he was
farmhar dunng his visit to France It 1s now clear,
however, that the main outlines of Adam Smuth’s thought

had been evo]ved ‘while e was still pmfessmg n Glasgow,

merely exemplify once more the wholly natural fact that
dent 1nq do frequently, about the same time,
arnve at substantially the same conclusions
Furstly, and wanly, as to the fundamental pomt of
nafural law  For Quesnay there 15 a ‘“‘law’ which
governs human actions, no less than the resf c { ot the field
of nature, and fhe problem 1s to find the structure of
society which will accord wath this natural law  What
15 this *“ droit naturel,”” most elusive of conceptions? It
daffers from the ‘‘droit légitime,” the mere act of a
__gL]at”te, in thaut_ls recognized by the i gﬁt of reason,
and by that evidence alone. It is bmdmg apart from
aily constraint, whereas a “ droit légiime "’ 1s obligatory
by reason of the penalty attached, Thus the *‘droit
namlﬁ‘rﬁ&hms—of»mahnh as 18
abundantly proved by the multtude-of.cantradictory and
absurd Jaws which have been.enacted *
But to change the ground and come to a point of more

t Le Drost Naturel, chap 2, pp 365-366, 1n Oncken’s complete
edition, to which lubsequent references relate
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direct economic substance, to what does man have a
“‘ natural nght ’? Vaguely, these are wmgfhended in
the nght he has to the things which are *' propres 2 sa
jowssance.”’!  But this must be defined  The theoretical
nght of everyone to everything 1s illusory, 1t must be
himited to the nght of everyone to that portion of things
which he can obtain by his own labour The swallow
mght be said to have a right to all the fhes that dance
m the air, mn fact, the swallow’s nghts are hmted to
those he can catch (The nghts of the fly are not dis-
cussed ) When men come to enter mto socety, they
will increase this nafural Tight, and guarantee 1ts enjoy-
ment, " if The constitution of the sociefy is in agreement
with the order which 1s evidently the most advantageous
to men relatively to the fundamental laws of their natural
nght ”’* One further natural nght calls for empha.sxs,
each one has the nght to make use of all the Taculties
gwen him by nature on “condition that he hurts Tieither
tumself nor others—though why, at this st gge, ze, he should
not_be allowed to hurt Bimself 1s not clear ¢ It “will be
obvious how far, on the economic side, these propositions
take Quesnay He has consecrated .pnvate property on
th\e_&_ba_syi_]ahmm he has established the principle of
freedom of contract, and he has made it a pnmary
function of the State to_guarantee these rights Indeed,
so fundamental 1s this, that where property and hiberty are
mot guaranteed, there is no government but merely
-anarchy *

We come then to human society, which 1s subject to two

3 Le Drost Naturel, chap 1, p 359

3 Ibwd , chap 2, pp 366-367

3 Ibid, chap 3, p 368

‘lhd chap 3, p 371

$Ibd, chap 5, p 374 The two fundamental principles of

‘security of pmpertymmd freedom oi‘;ontmt B0 €Xpr with

&eﬂn even m
axime 4 and 13, pp 331. 333
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kinds of laws, the loss naturelles and the lois posstsves,
the former, despite their high authonty and the praises
bestowed upon them—are they not ‘‘immuables, et
wrréfragables et les mell lois possibles *’? '—remain-
ng somewhat nebulous, the latter bemng of human ongin,
and therefore stnctly subordinate Indeed the primary
function of the positive laws 1s to ** declare *’ the natural
laws 2 The first positive law, underlying all other positive
laws, consists in the institution of public_andpnvate

usstruction m the laws of the natural order, although,
regrettably, the syllabus of the course 1s not provided
Positive laws are merely deductions from, or comments
on, the pnmitive natural Jaws The fundamental laws
of society are impnnted on the hearts of man, they form
the Tight which ilummes tis conscience In relation
thereto, the sphere of positive law 1s hittle more than that
of mterpretation  Positive laws are thus essentially sub-
ordinate, and should only be introduced i so far as they
are m conformity with, and ngorously subject to, these
other essential laws They are therefore not_of arbitrary
institution, and '‘ the legislator cannot render them just
by his_authonty,. except.in_so far as they are just m
their_essence "¢

Further discussion of the subtleties of ‘‘ natural law "
may be left to the political philosopher, to whom the
subject properly belongs Here we are only concerned
with the economic mmplications of Quesnay’s generahiza-
tions And 1t is clear 1n what direction he is heading
The art of the legislator 1s to interpret for this confused
world certain natural laws (though 1t 1s as well not to

tIbd, chap 5, p 375

2 Ibd , chag 5, g 376

3Ibwd, chap 5, p 375

4See Le Despotisme de la Chine, chap 8, and especially
vections 6 and 19, pp 642, 650
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be too curious as to their contents). The test of good
legislation 1s found 1n the extent o which positive laws
are_a_faithful reflection of therr shadowy piototypes.
Clearly there must be no contradiction, but cléaFly, also,
embroidery should be reduced to a mmmum In short,
having caught the reflection of these eternal immutable
laws, the less legislation the better Thus, on high
abstract grounds, we arnve at the great principle of non-
intervention, the doctrine of lasssez-fasre, lasssez passer, to
use the tag which the Physiocratic school has bequeathed
to the world It 1s the duty of the Government to see to
the defence of society Since prospenty (apparently a
simple matter) depends merely on cultivating the soil and
keeping down thieves and blackguards, positive law wall
be necessary fo restramn the evil-doers ! But 1if positive
law fussily goes beyond the pomnt of protection agamnst
mnvasion, restraint of the wicked, and of routine admim-
stration, can 1t lay any claim to be but a reflex of eternal

law? Th,eﬁllzezsz@is;_QL&sg Trade and of Government
mactwity is knocking at the door

The search for the natural order leads, on the economic
side, to the adoration of agriculture, the most familiar of
Physiocratic doctrines It was not merely, as Quesnay
emphasized—and perhaps he was nght—that agricaltural
nations alone can form empifes which are_fixed and

durable,” but_agriculfure 1s 1fself the only source of
wealth The Physiocratic accentuation of the importance
of agriculture was doubtless m origin buf a reflection of
the needs of France at the time, and a reaction agamst

that phase of Mercantilism whlc]_u‘itress'ea- ‘the importance
of manufactures, and which..being sponsared by Calbert,
fhias made " Colbertism ** almost a French synonym for

! Ls Drot Naturel, chap 8, p 375, Despotisme de la Chine,
chap 8, sec 6.: 642
* Despotssme de la Chine, chap 8, sec 12, p 647
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Mercantihsm  Yet the Physiocrats devised for their
mstinctive preferences a theoretical basis which led to
mextncable entanglements For they sought to prove
that agriculture alone produced the wealth of the com-
munity, and that, in contrast to this ‘‘ productive '’
activity, all other occupations, however laudable and
necessary, were ‘‘ unproductive '’ and ‘‘ sterile ”*  * Agn-
culture,” says Quesnay, ‘‘1s the source of all the wealth
of the State and of the wealth of all the cifizens "*
Agan, ** everything that 1s disadvantageous to agriculture
1s prejudicial to the State and the nation, and every
thing that favours agnculture is profitable to the State
and the nation 2 Nor 1s thus merely an echo of the
vague generalites of Xenophon and Cicero The
exaltation of agnculture over other economic activities
rests on a subordination of these which 1s theoretically
demonstrable In Quesnay’s earhest articles on Fermes
and Graws, this position is alféady emphatically stated

‘* Agniculture and commerce are constantly regarded as
the two sources of our wealth Commerce, like industry,
1s merely a branch of agriculture = These two states exist
only by virtue of agniculture It 1s agriculture which
furmshes the matenal of industry and commerce and
which pays both, but these two branches give back their
gamn to agnculture, which renews the wealth which 1s
spent and consumed each year ’ (Grams, p 216).

Indeed Quesnay at times speaks as if the commercial
classes were scarcely a part of the nation at all. A mixed
agncultural and commercial kingdom, he says, unites two

T ich_are_distinct one from the other The
iltural 1s * the constitutive part of the society ™

1 Maximes Generales, No 1, p 331
* Analyse du Tableau Ecomomique, p 319, but one mght
say passim
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The other 1s an extninsic addition which forms a part of
the general general republic of extemal_ggrgmerce 17 He retums
to the idea digt the commercial classes are a race apart
lrom all other nations, forming 1n a sense a sect among
lves: ‘‘ Nos ¢ sont ausst les com-
mergants des autres nations, les commergants des autres
nations sont ausst nos commergants ’?  As 1s natural 10
the light of this contrast, Quesnay regards 1t as a mus-
taken policy to show favour to.the inhabitants of the
towns, as by cheap gram, at the expense of the country.
In thiS'Way ““'on desole les campagnes, qu: sont la source
des vrales richesses de I'Etat '3
The distinction between agnculture on the one hand
and indusfry and commerce on the other, 1s further
revealed by the fact that in the former there 1s a surplus,
while the others merely pay therr way This surplus 1s
the famous ** produt net,” the token of Nature’s superior
bounty 1n agncultural operations On_Quesnay’s theory,
agnculture 1s camed on by advances of various } kmds

sorge;of these fallmg on the proprietor and some on the
cultvator. Biit when all expenses have been met, and
the cultivators have taken all that 1s required to maintain
themselves and reimburse them 1n respect of thewr annuak
advances, there shll retnains something over, a * produit
net "¢ (a rent) which 1s payable to the propmetor This
** produt net *! 15 1n fact the real revenue of the nation,
and 1t is this which, 1 one form or another, supports the

facturing and cc ial classes Thus we get the
triple” division of classes, so dear to crats.

ere is, y, the class of propnetors, to whom the

! Analyse du Tableaw Ecomomique, p 32I.
3Ibd, p 328

2 Fermuers, p_180

¢ Analyse du Tableau Economique, pp 304-309.
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** produwit net >’ 1s paid, whose services consist 1n making
the avances foncséres, and also in the more general and
soczal duties which fall upon them, there 1s, secondly, the
productive class, who cultivate the soil, and thirdly, there
are all those who are lumped together under a title, which,
despite all apologetics, has m 1t something wounding and
depreciatory, the *‘ unproductive ”” or stenle class Strictly
speaking, there 1s a fourth class, the wage-earners, but
they do not occupy a large place in Physiocratic classifica-
ton T

“The ‘“ stenility ”’ of these unproductive sections of the
community may require a further word of explanation
So far as concerns commerce, there need be httle diffi-
culty, the view corresponds to what 1s 1n some ways an
mstinctive reaction of the unsophisticated human mind
'The man who merely exchanges does not ‘‘ produce **
and Quesnay pushes to 1ts logical conclusion the view
that the purchases represented by commerce are merely
““ exchanges of value for equal value, without loss or gain
on one side or the other "’* The trader merely bnngs
about a transference of wealth from one hand to the other
Whereas the cultivators can pay with what they have
received from the hand of Nature, rendered productive by
their labours, the traders can only pay out what they
have been paid* ““ils sont payés pour payer "’ The
difference 15 between les salanants and les salanés; or n
another phrase of which frequent use 15 made, the unpro-
ductive class 1s the classe stsipendiée* it is kept and main-
tained by the other 2

With regard to the ndustnal and manufacturing classes
the argument is 51mxlar, though inevitaBly I_seems more
forcedand un The value of a cc daty
is merely the y,nl).xe of the original_ matem.l erial and of the

1 Du Commerce, p 458
3Id, p 471.
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cost of mantenance of the worker r during the t tlme he has

been_engagea 1f the work of th the arfisan were * " produc-
Ve, 1t would be be desua deémhleg gcrease the amount of
work necessary for a job * In fact, however, such labour
cannot incréase fhe wealth which the nation spends
annually, because the labour 1s himited by the amount of
this wealth, and this can only be increased by agnculture,
and m no way by the expense involved in the work of
the artisans (a question-begging argument, but he means
for what 1t 1s worth, that to increase the number of
cobblers, eg, there must first be an increase in the
number of cow hides) * The product of the artisan then
1s‘qlgre_y warth the expense involved, he mere]y acquires
a nght to share m the consumption of wealth produced by
the cultivator But 1n contradistinction to agriculture,
there 35 no surplus  In huis own language, which happens
to be correct, the worker speaks of ‘‘ earning his keep ”’,
he does not say that he produces it. *‘ 1l dit qu’il gagne sa
subsistance, et ne dit pas qu’il la produit ’* Thus by
arguments which appear thin and unconvincing, as 1s
mevitable 1n the defender of a confused cause, Quesnay
demonstrated that the artisan, the industnal worker, 1s an
unproductive_labourer
The distincion between productive and unproductive
labour was the most tiresome of the legacies which the
3 Sur les Travaux des Artisans, p 537
3Ibd , p 532
*Ibd, p 533 Asthisis cf the essence of the argument the
exact words may be given ‘‘Ces travaux ne peuvent donc
accroltre les michesses que la nation dépense annuellement,
u'1ls sont eux-mémes lumités par la mesure de ces nchesses,
qui ne peuvent s'accroitre que par les travaux de I'agniculture
et non par les dépenses des travaux des artisans
Réponse au Memowe de M H , p
® The reader who 18 beclouded by th:s brief summary should
refer to the Réponse au Memowre de M H , pp 384-395, and the
dialogue Sur les Travaux des Amsans, P 256 ot seq , where this
point 18 d with much Phy subtlety
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Physiocrats bequeathed to the economic world For at

léast two generations every wnter on these matters felt
1t incumbent upon him to return to the pont and to
attempt to give some sense to a distinction which 1n truth
had none  As expressed by the Physiocrats, the position
is clearly untenable There 1s no such sharp distinction
between agncultural labour and all other occupations
as would justify us in classifying the former as productive
labourers and all others as unproductive It 1s a useful,
if tnte, maxim that production 1s not completed until the
commodity, whatever 1t be, 15 1n the hands (or on the
table) of the consumer, and if we ask for bread, the
ploughman, the muller, the baker, and the baker’s van-
boy (if he be indispensable) all alike to our needs
What 1s wanted 1n this life 1s the nght thing mn_the nght
place at the nght time, and all who contribute to this so
desirable end are economcally, on tlis pouit at least,
domg the same kind of thing  Further, the argument that
agniculture produces in rent a  produit net,” Whereas
elsewhere there is no surplus, is of course entirely
fallacious  But that 1s a matter for Mr Ricardo to deal
with ot
“This may be the place for such notice as 1s unavoidable
of the ** Tableau Economique,’’ mn 1ts time the crowning
achievement of Quesnay and the Physiocratic_school; now
perhaps better reduced to an embarrassed footnote
Despite Dupont’s assurance that the Tableau Economique
18 obscure only to those who are lacking 1n the power of
comprehension, 1t may be doubted whether 1t will ever
be anything but a vast mystfication, a subject to be
treated gingerly by commentators, rendered uneasy by the
feeling that they do not quite understand what they are
talking about The attitude of the Physiocrats towards
Quesnay's masterpiece was one of ¢ extravagant adoration
In the eyes of Mirabeau (the elder) there had been since
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the world began three great discoveries—the mvention of
wiiting, ~the invention of _money and the Tableau
Economigue, and though Mirabeau reached the top-notch
1 adulation, others were not far behind m prophesying
tha \tg@tgn&wmﬂd.dmve ncalculable 1dvantages from
Quesnay’s supreme_discovery

“TEis easter to say what are the 1deas behind the Tableau
Economuque than to explamn how 1t gives expression to
these 1deas Fustlv, as Dupont remarks, whereas
Economics had hitherto been a_conjectural science, subject
to nduchive reasoning, the Tableau Economlque attempted
to riake Economics an exact science (or rather suggested
the Possibility of such an atfempt being made) More
important, the Tableau Economique endeavoured to trace
the_flow of wealth ] 2 communify i ferms of
Physocratic doctrine, with the practical end of ascertam-
ing the health of the commumty It was thus to be a
tool 1 the hands of the Government, ‘‘ la boussole du
gouvernement des états ** Assuming that the ‘‘ produit
net "’ 1s 100 per cent of the avances annuelles, 1¢ that
2,000 hivres disbursed by the productive classes will yreld
2,000 livres to the propretors after all expenses are met,
the problem 1s to trace the subsequent history of these
2,000 hvres  Half (Quesnay assumes) will go back to the
productive classes, and this sum of 1,000 hivres will again
yield a *“ produit net " of 1,000 hvres, the other half will
g0 to the stenle classes, who, however, will pay back a !
half (500 livres) to the producers, and so we proceed by
what Quesnay calls the ** ziczac,” dividing by two as we
go along

In the case postulated by Quesnay there 15 equilibrum
at the end of the proceedings, here “we have 3 state 1
which there 1s nelther Ttrease nor decay If an undue
proportion of the national revenue 1s diverted to the right
[} epﬂgubrmrmc'ﬁ_\?;:l—:s!ses) an unhealthy condition
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anses and the State 1s threatened with decline. Though
recognizing that the Tableau would vary according to the
different data and assumptions, and that “a different
case would lead to a different result,”’* ng_x%e_g_gt_seems
to have been made (and probably none could be made)
to apply_the Tableau to the special circumstances of any
community  If the Tableay _Was _an. _oWlil, _as the
Physiocrats were given to declanng, 1t was one which the

Physiocrats made no_attempt to_use —Fheidex that
wealth flowed through™a community, and that the health
of the community depended on how 1t flowed, and might
be imperilled by an undue diversion 1n one direction, was
however, a useful conception Here alone 1s the signifi-
cance of the Tableau Economique, otherwise, apart from
1ts interest to the economic antiquanan, a detailed study
of the “ziczac” is but an example of unproductive
labour

On this general view of the relation between different

classes of society, the encouragement of agriculture
bmmmmrﬁduér@wats
For agnculture to be profitably pursued, 1t is essential, n
Quesnay’s eyes, that 1t be conducted on a large scale
This 15 the constantly recurring theme of his Hrst two
articles on Fermsers and Grasns Indeed it is not too
much to say that he aims at giving agniculture something
of an industnal Torm ™ He constantly emphasizes the
need of capital in agriculture, the 1mportance of the nich
*“ fermier * The ** fermuer "’ 1s not to be a labourer who
himself tills the ground, he 1s to be an ‘‘ entrepreneur qu

gouverne 0, negatively, manufactures are not to be

encouraged at the expense of agriculture Above all,

there 1 fo Quesnay a wisdom. i bigh agicaltural prces
it is fatal to seel encourage manufactures through

LAn;{}'sc du Tableau Ecomomique, pp. 311, 316
2 Gramms, p 219
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lowenng the price of the means of subsistence® His
detailed observations regarding agricultuié 4fe; however,
of huis time, and hardly concern us here

It is, however, when Quesnay advocates Free Trade
and analyses the assumptions of the mercantilists, that
he most clearly speaks with the voice of Adam Smith
Money 1s supposed to be wealth, because with money one
can__i%mﬂmut money is_not
obtained for nothing, 1t also costs as much as 1t 1s worth
to the buyer, and nations will always be able fo obfam
as much money as they require, if they have things to
give m exchange for it Wealth consists in the sum
total of things necessary for life and in the annual
reproduction of these things, and the quantity of money
may dimimish_without these things bemng affected, smce
m a nich country, with freedom of commerce, there are
means of supplying the place of money The opulence of
a_state must not therefore be judged by the fer or
less_supply of money 1t esses Money is Eere!ore
but a richesse sterle, the only utiity of which consists
m 1ts employment m effecing purchases and sales *
Further, buying and selling are but two aspects of the
same operation, every purchase 1s a sale, and every sale
1s a purchase It follows that the central idea of the
mercantilists, that of a nation selling more than 1t buys,
15 not merely erroneous but absurd ‘‘ Instead of saymng
that you wish our sales to exceed our purchases, which
is physically impossible, you ought merely to say that

1 See M du G E\ (No o),
to the article on Gramns, p 327, also Famucn.tg 180  Quesnay
epigrammatically sums up his positon 1n the eighteenth of
g Goundrales A ot leut mest pas
nchesul Disette et cherté est misdre Abondance et‘ ¢
est opulence,”” p 335 o

4 m pnmguh.r the seventh observtt@uﬂk« s(&’
P 324, and the note on the th h of the Muimes Géndral
PP 347-348
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you wish_to_purchase_mongy with your productions.”*
In an effective phrase, seling more than 1s bought 13
merely a ‘' commerce commencé,”? an incomplete trans-
action The argument resting on the greater durability
of metal 1s admirably disposed of by a reductio ad
absurdum, that 1f the contention be vahd, then m logic
1t leads to the conclusion that any quantity of the metals,
however small (bemng durable), 1s worth more than any
quantity of commodities however large (being perishable) *
The doctrine of the balance of trade 1s thus reduced to

* nothing and perhaps less than nothing *¢ Commerce 18
not to be regarded as a state of war agamnst ap_enemy, the
only mterest a nation has 1s_to leave trade entirely free,
mn order that the greatest possible competition of buyers
and sellers may guarantee the highest possible price for
the sale of 1its products and the lowest price Tor the
purchase of what may be necessary ® Commerce cannot
be conducted at the expense of other nations, for a good
and a just God has decreed that commerce shall always
be ‘““le frmt d'un avantage évid t réciproque ''®
All this and much more may strike the retentive student
as strangely familiar, and as an echo of certan classic
passages 1 the fourth book of Adam Smith

It would, however, be a mistake to consider that the
Physiocratic advocacy of Free Trade was rooted m any
mmportance attached to foreign trade as such On the
contrary, foreign trade, like all trade, 1s for the Physio-
crats essentially unproductive  As Quesnay specifically
puts it, 1t 15 only pessible to_buy from the foreigner as
much as one sells to hum, and the consequence 1s that in
a state of free competition 1 foreign trade, there can
only be an exchange of value for equal value, without

3 Du Commesrce, pp 478, 479. ¢ Ibd , 482
2Ibd, p 473. 'Ibui,g 477
Ibd, p 479 $Ibd, p. 484
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gain or loss on one side or the other! Reverting to
Quesnay's distinction between the two nations—agncul-
tural and commercial—combined 1n a mixed kingdom, the
expenses of the second, even if RDecessary, are to be
regarded as an “’ onerous expense,”’ laid on the revenues
of the landed propnetor 2 Foreign trade 1s thus primanly
a hability _lgat.hu,i.ha.u_a.n asset The whole tendency of
Physiocratic thought is to depreciate the importance of
foreign trade It 1s above all by the condition of nternal
commerce that the wealth of a country must be judged,
a nation that 1s making the best use of its soil and its
men has no occasion to be envious of the commerce of 1ts
neighbours ® It 1s cunous that the first school 1n modem

tunes to proclaim Free Trade did so, not ot_from any

belief i the advantages of foreign trade,” but on
general principles of a quau-phxlosophlcal and_religious
nature T

Quesnay’s peculiar views with regard to agnculture as
the only productive activity and the only source of the
national revenue lead to certan important conclusions 1n
the field of taxaton  Taxation also 1s subject to laws and
immovable rules, capable of ngorous demonstration ¢
Here 1t 1s only possible to note two of Quesnay’s funda-
mental pomnts The first (a counsel of perfection) 1s_that
the State hou]d avoid loans; the statesman _should hope
fof TeSoUTCEs in special emergencies Tr Trom the e prospenty of
the nati nﬂF cre‘dToIHig_ﬁnanuexs The
1S pnma“_y that they create a ' traffic
In finances,” from which “spring_"fortunes pécuniaures "’
and " rentes financieres ”’  Stenle fortunes, withdrawing
money from agriculture, are thus created (the correspond-

! Fifth observation on the Analyse, p 321

*Ibd, p 321

3 Nos 12 and 13 of the Maximes, attached to Grams, p. 239.
¢ Despotisme de la Chine, chap 8, sec 7, p 645
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ing Tableau Economique would show a dram to the right
to the unproductive classes) Moreover such *‘ pecunmary
fortunes * know no king nor country In more modern
language, loans lead to a rentier class operating m an
nternational field of investment *

The second pomt 15 more fundamental Since there 1s

only one source of national wealth, all_taxafion must
ultirfiately fall there, and therefore all taxation should be

imposed at once where the burden will ultimately fall

Quesnay, in short, advocates a single direct tax falling on
the *“produit net ** In this he is wholly logical on Physio-
cralic assumptions  Sooner or later a tax 1s bound to be
shifted on to the ** produit net,” if the ‘“ produit net "’ 1s
what Quesnay considers he has shown 1t to be, and there-
fore the sumplest and least onerous way of raising a revenue
15 to divert directly to the State a part of what 1s the only
real national revenue  Quesnay 1n various places devotes
considerable attention to proving the inconvenience and
loss, and the detnment to the State which would result
from any other method of taxation, and 1n particular, mn
The_Second Econ. oblem, he proves (at least to
his own satisfaction) that though the landowner might
mmagne that he would be advantaged by some other form

of taxation, yet in the end, owing fo the shiftng of the
tax, the burden—and moreover an increased burden,
owing to_the mevitable incidental frictions and-losses—will
fall upon him It 1s interesting to note, 1 passing, that
ifi the course of hus discussion of the mcdence of taxation,
Quesnay enunciates what a later generation has come to
know as the Iron Law of Wages® ‘' Wages, and in
consequence the enjoyments which wage-earners can
obtain, are fixed and reduced to the lowest level by the
extreme competition which is among them.’’?

! Nos 28, 29, 30 of the Maximes Générales, p 337.
3 Second Probléme Ecomomique, p 706
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Turgot
Of the other bers of the Phy tic school, one
only requires mention in such an elementary discussion
as this, partly because 1n some respects he stood shghtly
apart from the mamn body of Physiocrats, partly because
the lustre of his great name has given dignity to the school
from which he drew his mnspiration ~Moreover, his high
office mn the State, held for too bref a period, gave him
an opportunity of revealing Physiocracy in action This
IEF‘ not the place to discuss the hfe and achievement
of "Anne-Robert-Jacques Turgot' (1727-1781), who, as
mﬁrﬁé@? and Tater Comptroller-General
(August, 1774—May, 1776), did what he might to_put
things n order His achievements were indeed reversed
on his fall from office, but his admirers may, and do,
‘clam that though mn his lfe his greatest works were
nullified, he tnumphed at the Revolution and dominated
the nineteenth century

Turgot's doctrine is to be found pnmanly 1n two small
tracts, the Eloge de Gournay and the Réflexions sur la
Fo\rmatﬁimhs?hbﬂ:#des thhesse{ n_addition

Turgot had the pl t habit_of infusing statements of
economic doctrine into his official and state documents,
and from this point of view such edicts as those suppress-
ng_the corvées and the_jurandes have an ‘economic as
well as an historic interest The Eloge de Gournay is a
pious apprectation of one of the earhest of the Physiocrats

who, perhaps even more than Quesnay, influenced

' Born at Pans i 1727, prior of the Sorbonne in 1749
Giving up the career 1n the Church for which he had prepared,
entered the magistracy and rose to be Intendant of Limoges
Called to Pans by Lows XVI i 1774 and made Secretary of
State for the Navy, and soon afterwards Comptroller-General
and Minster of Finance His reforms aroused opposition, and
he was dismissed 1n 1776
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Turgot’s development While purporting to be a state-
ment of Gournay’s views, it is clear that Turgot isTalso
expressing_lus own  The Eloge, m fact, is a_rather
extreme statement of lassses-faire, along lines which later
developed nto an orthodoxy ~ Government restraints and
mterference, whereby towns come to regard each other as
mutual enemies, are treated as ‘‘ remnants of Gothic
barbansm "’ The new system of M _Gournay had rested
on the maxim that ** in general every man knows his own
interest better than anofher” mafi 5 ‘Tﬁma 18
entirely indil ely indifferent ” * The State is interésted in commerce
in_two ways (1) 1t 1s interested in seeing that no one can
do to_another any considerable wrong, agawnst wl which the
sufferex cannot guarantee himself, and (2) it 1s interested
1 the mass of the wealth of the State bemng as Jarge as
possible The first of these objects requires s that the
Government should protéct the natural liberty WHICH the
buyer has to buy and the seller to sell ~ Freedom of
competition among buyers and sellers 1s a sufficient
guﬁ(ee ‘against any abuse, ‘complete liberty in this
respect can _alone asstire the” zeller a price capable of
encoura, roduction, and glve the biyer the best
wares at Ee‘l%west price  To go beyond this and to seek
to prevent anyone from ever being defrauded 1s to assume
the obligation of providing pads for all the children who
mght fall (de fournsr des bourrelets & tous les enfants qus
pourraient tomber), 1t is (since all regulations are onerous
n execution) to impose on commerce and on the nation a
heavy tax m order to dispense a small number of lazy
peoplé_Trom the trouble of learning how not to be
cheated. ™

A consideration of the second pomt leads to the same
conclusion  Qn famibiar Syuthian lnes, ealth of the
nation, beng but the produce. industry
of Tts {uhabxtants. will be greatest when the produce of
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each acre of land and of the industry of each mndividual
1s”carried fo the highest possible poinf ~BUT indeed 1t
requires no proof that each individual 1s the only capable
yudge_of The EnfpJoyient of his resources, he alone has
the necessary local knowledge and experience It follows,
therefore, on all grounds, that the interest of the individual,
who 1s left free to pursue that interest, * wall more surely
produce the general good than the operations of the
Government, which are always at fault and necessarly
directed by a vague and uncertain theory '

This_1s _sturdy and uncompromising lasssez-faire
doctrine, and even the words “mn general,” in the
fundamental formula_regarding enlightened self-interest,
leave but a_small opening for retreat For the Test, the
Eloge contains famibar Pgw; _doctrme to the effect
that ** 'agriculfuré, animée par le commerce " (the modi-
fication 1s signuficant), 1s the s‘our_i:_ef OL?_}II_I_EIEDUES and
that all taxes are gald by the propiiefor  Interesting also,
m view of Turgot's later edicts, ;;Llhe statement that what
Gournay most condemned 1n the system which he attacked
was that ' 1t always favoured the rich and the 1dle section
of society to the prejudice of the poor and labouring
sections '’

The Réflextons are arranged mn a hundred short para-
graphs, and may be taken as a summarized §tat_gme%%‘:f
economic doctnine, as apprehiended by one Physiocrat
In this brief treatise—written, 1t 1s said, for the mnstruction
of two Chinese students—there are many acute and
ingenious obseryations embedded in a dogmatic sfafement
of the more untenable portions” of Physiocrafic theory
The supenonty of agriculture is here in 1ts full glory, and
the iron law of wages, as applied to The worker who has
only his arms and his industry, 1s one of the consequences
of this superionty  The simple labourer is beaten down
in his negotiations with a master who has a choice amongg
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many workers ! It 1s different with the worker on the
soil_ " Nature does ot bargain with lim to_oblige Rim to
be content with the absolutely necessary "2 The happy
position of the agricultunst 15 that he receives, over and
above his subsistence, a ‘“ richesse independente et dis-
pomble ”’ which he has not bought and which he sells
The land 1s therefore the umique source of all wealth, and
that_part which it gives as a pure gift (en pur don) is the
net product ~ There iS something excessively naive i this
touching faith i the bounty of Nature which few farmers
—at least in Buchan—could share  Of other points 1n the
Réflexsons, 1t must suffice to note Turgot’s zealous plea
for the abolifion of all resfrainfs on the fixing of the rate
of inferest, the payment of interest, belng fo Eﬁe advantage
of both parties concerned, should be determined solely by
the conrse of trade On this poifit,"WHich Turgot also
discusses elsewhere, he reveals the logic of lassez-fgire m
1ts most cogent form

Reference Ras been_made to the importance, economt
cally; of some of the State documents for which Turgot
was responsible The edict for the suppression of the
Jurandes (1, for the aboltion of all restramnts on the
freedom of work) may be taken as an example of Turgot's
reforming zeal, and of the high grounds of economic policy
on which his action was based  ‘‘ Le droit de travailler *'
which this edict estabhshed is an awkward phrase to
translate, 1f one would avoid ambigmty Lows Blanc
cniticized Turgot because mn proclaiming ““le droit de
favailler™ he. had T 56 iee tecogrized 16 drollan
travail ”  What the edict did was to abolish the privilege

1 Turgot's statement 18 not infrequently quoted, and is almost
classical ‘‘ En tout genre de travail 1l doit arniver et il arnve
en effet que le salaire de 1'ouvrer se borne & ce qui lui est néces-
saire pour lu procurer sa subsistance ' Réflexions, section 6

3 Ibid , section 7
8 Ibid , sections 71-75
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which conferred on some a monopoly of certan kinds of
work, so_that the right to engage in such work was
preserved for.a favoured section of the community — Here
also what was aimed at was an enlargement of the hiberty
of enterprise, so that all the avenues of life should be open
to everyone This libe as indeed 1t ought n
lasssez-fasre principles, 1s for Turgot the most fundamental

of all nights

*“ Dieu, en donnant 2 ’homme des besomns, en lui rendant
nécessaire la ressource du travail, a fait du droit de
travailler la propmété de tout homme, et cette proprété
est la premire, la plus sacrée et la plus imprescriptible de
toutes "’

The object of this step was indeed to assure to commerce
aan@qu_ﬂ compettion
which Tthey ought fo enjoy * It is perhaps ﬁagthy of
notiee, i view 5t €hticisms much later, when another age
had brought other problems, that the fourteenth article of
the edict forbade all and sundry, *‘ maitres, compagnons,
ouvriers et apprentis *’ to form any manner of association
or assembly on any pretext whatever Here, 1if one
chooses, expression 1s given to the view that the mainten-
ance of full freedom requires the demal of the right of

centuries; i ight with reason plead that he ere.

* This system, with all its imperfections, 1s perhaps the
nearest approximation to the truth that has yet been
published upon the subject of political economy **  Thus
Adam Smuth on his immediate forerunners  The achieve-
ment of the Physiocrats was indeed remarkable Even
these days when laissez-farre no longer commands the
reverence it once did, it may be agreed that in reaction!
agaimst the mercantilists the doctrine of laissezsfasre had

association  But 1t is rather unfair to entangle Turgot
in the controversies of the nmfteenth and the twentieth
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to be stated On all this side of the question the

Physiocrats were courageous chamglons of freedom, and

th an enthusiasn ir and a logic unexcéﬁed even
by the economust of Kirkcaldy This 15 therr 3 unpenshable
memorial.  Thewr ‘‘ imperfections * are too obvious to
require  disentangl and t  They were
nght, parhcularly in the circumstances of therr time,
emphasizing the importance of agrculture, they were
wrong 1n seeking to prove the superionty of agnculture
by abstract reasoning, based on an untenable distinction
between productive and unproductive labour From this
all therr errors flowed The whole doctnne of the net
product, wh@_r@‘l_(_es rent a _token Tthe bounty of
nature, an extra douceur or tip given to those J!h& work
the soil, 15 tmged with eccentricity, and_the consequent
advocacy of the smg]e tax 15 not so much a sertous contri-
bution to the science of Tinance as an_exércisé m logic,
being indeed a perfectly valid inference from PRysiocratic
assumptions  These embroidenes, wnth the fantasti
Tableau Economique, add a piquant interest to the
Physiocrats, and have been a godsend to countless
examuners, but that which 1s fundamental 1s their anticipa-
tion of Adam Smuth Even an admurer of Smith may
have no scruple in finding 1n the Physiocratic group the
real’ Eghmiﬂgs of modern ecopQmics,




CHAPTER V
ADAM SMITH

Hume

ON the way to Adam Smth, 1t 15 only decent to salute one
whose great distinction in other fields seems to be the chief
justification for the rather meagre treatment which he
generally receives when discussed as an economist Had
David Hume' (1711-1776) not been a prc~emment
philosopher, he would have ranked as an emment
economist A perusal of his essays underhnes, even more
perusa’ of s ncerines, ove
emphancgl_]y than a plunge mnto the Physiocratic morass,
the extent to which Adam Sriuth was indebted to_us fore-
runners  That adequate Justice has seldom been done to
Hume 15 perhaps also mn part due to the fact that he never
ventures on a comprehensive treatment of any economic
topic, rather 1s he a gentlemanly essayist who, with a
dignity only attainable in the eighteenth century, combines
grace, learning and profundity in discoursing of many
subjects, among which (on a hberal estimate) some ten
may be deemed to be economic m character Of these,
the Essays Of Commerce, Of Money, Of the Balance of
Trade, Of the Jealousy of Trade are specially noticeable
as embodying on many poimnts the essentials of Smuth’s

1 Born 1n Edinburgh 1o 1711 In the main a student, with
visits to the Continent as a tutor after the manner of the times
Later (1752) Librarian to the Faculty of Advocates, Edinburgh
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critiasm of the mercantiists To a large extent his
argument 1s directed to proving, as agamnst the mercan-
tilists, the relative ummportance of gold and silver n the
national economy Taking any kingdom by itself, *‘ the
greater or less plenty of money 1s of no consequence.”
Primarily, money 1s a method of rating or estimating
labour and.commedities, if 1n g(e_atﬂaﬁﬁ'_:’greater
quantity will be required to represent the same quantity
of goods, the consequent change 1s_analogous to the
change springing from the adoption of a new method of
notation  The increasing quantity of gold andsilver can
only be favourable to industry i the interval between the
acqusition of money and the subsequent nise of prices
The secret of prospenty lies elsewhere ‘‘ the want of
money can never jure any state within itself, for
jmen and commodities are the real strength of any
{ community ***

In the essay Of the Balance of Trade, the same 1deas
are applied to the central doctrine of the mercantilists
The fear that a country may lose 1its supply of precious
metals 1s a groundless apprehension  ‘ 1d as soon
dread,” says Hume, “that all our springs and nvers
should be exhausted, as that_money should abandon a
kingdom where there are people and industry ”’  Asstim-
11ig a people adequately supplied with industry, they will
get the money they require, and he tests this doctrine
by two extreme hypotheses Imagine four-fifths of the
country’s money anmihilated 1n one night, what would be
the cofiséquence? The rice of all labour and of all
commodities_would at gmwd
What nation would then dispute with us in any foreign
market? Consequently mn how short a time would we
not get back the money which we had lost? Prices would
rise once more to the lﬂl_g_l’prevaggg m_neighbouting

TEm——————T0f Money
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countries, and we should lose the advantage of cheapness
of Iaboir and of comimodities ~Take the converse hypo-
thesis and suppose that our supply of gold and silver had
mncreased five-fold over mght Prices would nse to so
exorbitant a_height that no neighbouring _country could
afford to buy from us, and in spite of all laws To the
contrary, their commodities * would. bé Tun_ji_upon us,
and our money flow out’ And the conclusion of the
argument 1s that - ’

‘a government has great reason to preserve with care its
people and 1its manufactures Its money, 1t may safely
trust to the course of human affairs, without fear or
jealousy "’ '

A further consequence 1s that no nation has any reason
to be envious of the prosperity of another, on the contrary,
1t 1s only 1f our neighbours are prosperous that we can expect
them to be good customers and so contribute to our own
prosperity [ UCCH
to a conditio] d 1gnorance, we should ourselves
suffer and should soon fall into the same abject copdition
Huffie’s protest on this pomnt 1s charactenstic, and has
frequently been quoted

‘T shall therefore venture to acknowledge, that, not only \
as a man, but as a British subject, I pray for the floursh-
ing commerce of Germany, Spain, Italy and even France !
ttself 't

Of Smuth’s immediate predecessors, Hume 1s the most
considerable He 1s introduced here, however, not that
he Tay be adequately discussed, but because no agcount
of X ot proportianed if 1t fails to
disclose Hume 1n the background

1 0f tha Jealousy of Trade
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Adam Smith
Adam Smuth! (1723-1790), especially for us iwn this

Political Economy, an me popularly so much
of a legend, that the prudent mariner hesitates fo embark
OB $o_vast an ocean Here, if anywhere, discussion in a
few pages 1s bound to be inadequate, for the influence of
Smuth and the reactions against Smuth, extend throughout
the whole subsequent hustory of doctrine  There
1s at least this excuse for the lingering tendency to regard
“ M&@C?l Economy " as terms
which mutually_exhaust each other ~ Yef both aspects
of the legend are wholly fallacious~ Adari Smith was not
Mﬂuilﬁmwwdxscoverw.l’qlmﬂl
Economy That he did so much was entirely due to the
fa_gfﬁnt so much had bém&ﬁ?‘ﬁefore"gxm Tn no
sense was he a pioneer  The mercantilists, doubtless with
practical obsesstons, had discussed all manner of economic
problems Theﬂw}m come very near
to gving a systematic account of the economic process,
tht)tli—gﬂ__tiéy_ﬁ_aa—?m"l)—elﬁﬁe& 1t with strange frills  Quite
apart from Adam Smuth 1t was an age of much’ economic
speculation, and doubtless out of the Physiocrats, David
Hume and some others, the enterprising student could
reconstruct a large part of The Wealth of Nations Smuth
throughout, in short, was discussing problems which had
already been the subject of discussion  The other aspect
of the legend which assumes that A‘d;ug_s\n%_{gund
Political Economy brick (if so far advanced) and Teft it

* Born at Kirl 'cﬂa_y—,’r-ﬁ; Educated at Glasgow and Oxford
Professor of Logic and later of Moral Philosophy 1n Glugow,
1751-1763  Thereafter travellng tutor to the Duke of Buc-
cleuch  Returned to Kirkcaldy 1767 Wealth of Nations
published 1776 Commussioner of Customs i Edinburgh from

1778 until his death 1n 1790 On the philosophic side of his
activities, wrote The Theory of Moral Sentiments
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marble, is equally wide of the mark The Wealth of
Nations, to speak candidly of the_achievemen the
greatest of Scotsmen, 1s a work which singularly abounds
1n obvious defects  Those who, like Say, speak of it as a
‘“ vast chaos '’ may be harsh m therr judgment, but it is
certanly a disorderly book, mn which the sequence of
thought 1s successfully concealed behind lengthy digres-
sions Moreover, on essential pomnts, Adam Smith, for
all his 1s sometimes singularly confused, and on
rare occasions—as in the discussion oiy “value_the reader

may even suspect that Smith s nét clear in his own mind

as to which of two subjects he 15 discussing " In the same
way, though this defect s sometimes a ment, he develops
m one and the same chapter contradictory hnes of
thought, so that he hints at alternative doctrines without
ever resolving, or apparently even being consctous of, the
mherent contradictions  Political Economy, as 1t left the
hands of Adam Smuth, was by no means a complete and
rounded system of doctne  Like all the other works of

frail man, it has 1its errors, its gaps, 1ts ambiguities and
1ts bias, E o2
Yet, having said so much to placate the dewvi, 1t
remains true that Adam Smuth’s name 1s incompar-
ably the greatest in the history of economic thought
Himself a groper, he at least marked out the ground
He looked at things comprehensively, as none of his
predecessors had done, and defective as hus own arrange-
ment may be, 1t 15 nevertheless frie fhat his analysis,
and_ made systematic by his followers, has_
large extent furmished the,  plan according.to which all later

economic_thought has proceeded Before Adam Smith
there had been much economic discussion, with him we
reach the stage of discussing economics

Unfortunately Adam Smuth 1s difficult to apprehend
his totality, for the perverse reason that he is in parts so
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regrettably well known  Bits of Adam Smuth, mn 1solation,
are known even to those who make no profession of
economic knowledge His chapters on division of labour
(above all as represented 1n the manufacture of pins), hus
discussion of the causes of different rates of remuneration
n_different employments, his ¢anons of taxatfonand the
moré purple passages ih His polemic against the Thercan-
tilists—these are Tit-bifs which afe Tiot {0 be estaped even
by, figse who foreswear economic study ~But precisely
this famibanty with Adam Smith’s feaching on certamn
specific points makes 1t more difficult to grasp the sum and
substance of his doctrines viewed as a whole, and the
nature and extent of his influence on the development of
economic doctrine Instead of discussing amnly certamn
aspects of Adam Smuth, this chapter will therefore 1n the
main endeavour to obtamn a compendious view of The
Wealth of Nations as a whole, so that the more famihar
portions may be seen in their proper relationship to the
whole structure

But before attempting to assess his doctrine, a few
sentences may be devoted to his more general standpomt
The lgﬂuences producing Adam Smuth were man_ny_, and
need pot detan us here Something may be allowed to
his_teacher, Hutche " his_emphasis_on_what 1s
“ natural -, something—since ail the cnfics agtee_and 1t
1s fherefore the Correct thing to say—to Mandeville and
his paradoxical contention tﬁat pnivate * vices "’ (private
** interests " would be a Saner word) may tend to the
public_good, something may be allowed to his familiar
tercourse with the Phystocrats, although 1t 1s now certamn
that the main scheme of his thought was developed before
he met the leaders of that school It 1s enough that Adam
Smith shared with the Phystocrats, and with other aspects
T eighteenth century thought, the belief in a_natural

ol
order. THhis belief, i Adam Smith’s case, was founded
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in_1deas which were partly philosophical and partly
religious e natd “the removal of
restrictions of all kinds, and Smith 1s therefore a passion-
ate (though not a dogmatic or doctrinaire) advocate
of liberty But the removal of restrictions will not,
m his view, lead to an economic chaos, on the
contrary, only then will the natural order be able
to functon In such a natural state the divinely
appomnted 1mpulse which keeps the machine gomng 1s a
psychological instinct, m short the interest which each
man has in himself and 1n s own. Heremn hes the &
prions_element in Adam Smuth, there is a natural order,
appointed by & wise Providence in which self-ifiterest wilk
supply the necessary dfive to make the machine go, and
will also $9 act as o produce equilibrium between confend
g forces This leads to what is in the mam a wholly
optimistic view of a world 1n whicha Benéficent deity has
affanged that progress and harmony shall result from the
free-play of instincts which are, frankly, self-centred and
self-conicerned  But alonggﬁé;thmwr@[?%:lere
15 another aspect of Adam Smith, mn virtue of which he 1s
a hard realist, at fimes indeed a reafist with a dash of
cynicism  With whatever philosophic bias Adam Smith
approached his problems, his feet were always firmly
planted on the ground “He was no amateur in mundane
s, and quently his philosophical preconceptions
never blind him to the possible expediency of waiving the
application of those inferences which would seem to be
mplicit n his starting pomnt  So also, though Adam
Smith is undoubtedly optimistic in his general outlook,
he is far from thinking that all’s right with the world
when 1t comes to particular cases
For the eighteenth century one method of stating the
economic problem was to discover and lay bare the source
of wealth The mercantilists, speaking broadly,” had
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attributed the increase of the nation’s wealth to a favour-
fable balance of trade, the Physiocrats had found that
all wealth comes from agriculture, and that all other
occupations are ‘‘ unproductive ' Adam Smuth's opening
sentence 1s significant of his whole position  ** The annual
labour of every nation 1s the fund which ongmally
supplies it with all the necessaties and conveniences of
hfe which 1t annually consumes *’* The source of all
weéalth is thus found In Jabour, and to this i1s due the
rather misleading practice, current on the Continent, of
referring to Smith’s system (or Smuthiamismus) as the
andustnal system It 1s misleading because Adam Smuth
m fact wrote before the Industnal Revolution and 1s
therefore 1 no wise 1ts exponent or apologist, as 1s
sometimes assumed, he 1s, moreover, much more favour-
able to agriculture and much more cnitical of the industnal
and commercial interests than 1s frequently reahzed
Increase of wealth, on Smuth’s mutial assumption, will
therefore depend on the skill, dexterity and judgiient with
which labour 1s applied It is thus that Smth s led
directly in the first chapter of the first book to expound
the prnciple of division of labour The principle of
division of labour 1s clearly 1n no sense new It lay at
the root of Plato’s ideal state, Xenophon, as we have
seen, knew all about 1t, and the proverbial wisdom of all
nations has rendered homage to the essential part of the
doctrme  Yet popular opmion 1s nght mn attaching
peculiar importance to Smuth’s exposition  For here,
division of labour 1s placed in_the forefront as the cardinal
fact_of economic fe The reaction of this on Smuth’s
doctnne is enormous  The 1nfl of this fund. tal
conception n two directions may be indicated In the
first place, Wﬁ later,
and in fact Smuth, from his starting pownt, is led at the

L The Wealth of Nations, Introduction and plan
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next stage to consider money and value It has been said
that the weakness of the Physiocrats 1s that they had no
theory of value, Smuth’s pomnt of departure nevitably
impelled hum to a consideration of this probleii ~Th the
second place, the efiphasislaid 6f division of labour and
1ts"ievitable concomitant, the subsequent exchange of
products, Ted Smuth.to look on society as a vast concourse
of people held together by the exchanges effected betieen
them, and also to regard wealth as Increased by anything
tending to increase these exchangeable values Here lies
the root of much German cnticism of Smuth’s thought
The sigmficance of the opemng chapters therefore lies
not so much 1n what Adam Smuth says with regard to
division of labour as 1n the central and domimating place
which 1t occupies 1n his theory ~ That division of labour
leads to increased output, that 1ts advantages spring from
increased” dexterity, from economy of time, from the
encouragement 1t gives to mventions are not, in them-
selves, epoch-making discoveries T Even the further
celebrated dictum, that division of labour 1s mited by
the extent of tb;@gcgt,rﬁ, properly viewed, little more
than a truism, for the extent to which labour can be
divided will clearly depend on the amount of work to be
done or, otherwise expressed, the extent of the market
His explanation of the effects of division of labour 1s more
satisfactory than his account of the principle which gives
occasion to 1t It 1s not, he says, the result of human
wisdom, aiming at increased opulence It springs from a
natural tenden _truck or barter, as though the mere
act of exchange was 1n 1tself one of the joys of ife * But

having made this Japse into the comparatively absurd,

Smuth_at once and more reasonably makKes division of

labour_the expression of man’s contmual need _I‘o\rlhe

1 Ibid , Book I, chap 1
3 Ibid , Book I, chap 3
3 Ibid , Book I, chap 2
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co-operation and assistance of his fellows ‘‘Man has
almost constant occasion for the help of his brethren, and
1t 1s n vamn for him to expect 1t from their benevolence
only ”’ And the true Smith further adds ** It 1s not from
the benevolence of the butcher, the brewer, or the baker,
that we expect our dinner, but from their regard to their
own mterest *  On this view each one, labouring to satisfy
the needs of others, secures at the same time that others
will supply his wants  Society 1s held together by
exchanges which ate prompted by self-mterest, and Which
are founded on division of labour
Having thus disposed of division of labour 1n the first

three chapters, Smith %roceeds. m the fourth, to_discuss
the origins of money, the need for which he makes one
of the consequences of the rse of different occupations
among men ‘‘ Every man becomes 1n some measure
a merchant,” aﬁd”ﬂi‘er‘fﬁre. in effect, a coiféncy 1s
R Imerc
reqmred to serve as ‘‘ the umversal mstrument of com-
merce ’  Thus emerges the 1dea of _ “relative or
exchangeable value of goods,” and we arnve at that
celebrated, almost notorious, paragraph in which Smith
says_ that_value has two different meanings, sometimes
expressing the utility of a particular object, and some-
times 1ts power of purchasmg other commodmes—the
fozm_ex,hemg__lalug-m-use " the latter va.lue-m-
exchange "’ He correctly notes the paradox of value,
cifing the instances of water and dramonds to show that
a high value 1n use may be combined with little or no
value 1n exchange, and conversely Here 1s the fruitful
source of much discussion, above all when the Austrians
take the boards But as for Adam Smuth, mn the
immortal words of Mr Hubert Phillips,

The wily bird

Had never heard

Of marginal utility.
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En_o,jh_ﬁ_tbl,sjt_ag:_m note that Smuth, having stared

‘ valuesn-use *’ 1n the face, proceeds to ‘consider value-

mn-exch:
ﬁi three chapters, so far as subject matter 15

d, logically d p the ption of
able value thus arnved at  In the first place, Adam Srmth
1s concerned (in chap 5) to consider what 1s the ‘‘ real
measure '’ of this exchangeable value This 1s one of the
most obscure chapters in Smith, and 1t 1s difficult to resist
the impression that in Smith’s mind two entirely different
questions were confused At times he seems to be dis-
cussing what 1s the determinant of value, again he seems
to be considering what, mn this wayward, changeable
world, 1s the best, because the most stable, measure of
value Conceivably the value of my fountan pen may

be determm_e_cl by the amOJmLof labour that went to its
making, and if 1t costs 1os , that miay be because r0s
worth of Tlabour, however calculatéd, “is Ticorporated
1t That 1s one question, but witnessing the oscillation 1n
the value of 10s, calculated mn 1800, 1890, 1920, to go
no further, I may feel that I am not very much further on
when I say that my pen 1s worth r0s But if to-day a
charwoman will work for 55 a day, I may say that my
pen 1s worth two days’ work of a charwoman In that case
I should be regarding labour as a better measure of the
value of my pen than-its gold price To consider what is
the determinant of value, and what is the 1deal measure of
value are indeed two questions, and in the main it is the
latter which Smuth 1s after Without descending into
minute points of textual criticism, the mam conclusions 1»
this important cha.pter may be indicated Perhaps the
most fund ge is in the opening

‘‘ The value of any commodity, therefore, to the person
who possesses 1t, and who means not to use or consume
it himself, but to exchange it for other commodities, is

E
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equal to the quantity of labour which 1t enables hum to
purchase or command Labour, therefore, 1s the real
measure of the exchangeable value of all commodities "’
In short, the value of anything to a possessor who
wants to exchange it, is best measured by the ﬂantlty

of labour which 1ts selling price will secure.

"Bt though labour 1n this sense is the real measure of
the h ble value of dities, their value 1s in
general otherwise estimated, from motives of convenience
and custom they are m fact eshmated in money But
whereas gold and silver vary in value, *‘ equal qga_rlﬂﬁes
of labour, at all tmes and p_lacs. may be said to be
of equal value to the labourer "’ Presumably he means
that an aching back to Adam, after his expulsion from
the garden of Eden, 1s equivalent to the aching back of
a navvy taking up Regent Street With one other
possible standard Smiuth toys for a moment Equal
quantities of corn, representing the subsistence of the
labourer, will answer the purpose, probably better than
any other commodity, and indeed, if we assume a
generally operative subsistence law of wages and a
uniformify 1n the requirements of Iife, this comes to pretty
mich the same standard as labour ~The final 6iclusion
1s that “ labour, therefore, 1t appears evidenily, 1s the
only universal, as well as_the only accurate, measure of
valug,orthe only standard by which we ‘can compare
the values of different commodities, at all ‘times, and at
all places™ From century to century, corn is a better
sfandard than silver, from year to year, silver 1s a
better measure than corn  The whole discussion is
befogging, nvolving not merely wholly unwarranted
assumptons about the stability of the value of labour, but
also a semblance of circular reasomng  The important
point, however, is that Smith’s conclusion primanly
relates to labour regarded as the best measure of value,
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and that, apart from certain ambiguities of expression.
the argument 1s not directed, here at least, to proving
that labour 1s the determinant of value.

In the followng chapter (Book I, chap 6) Smith
pro%ms:dmh&c_o]@gnent parts _of the price of
commodities an " early and rude state of society,”
before the accumulation of stock (capital) and the appro-
pnation_of Jand, He Clearly fiow_makes labour both the
determunant and the measure of vaiue ~At This stage the
whole produce of iabour belongs to the labourer, and (a
different order of 1dea) * the quantity of labour commonly

employed 1n acqunng or producing any commodity 1s the

only CIrcumstance Which can regulate” the quanfity of
labour which it ought ly to h for

This, However, 1s only m the early and rude state of
society When capital accumulates, over and above the
price of matenals and the wages of the workmen, there
must be something for the profits of the undertaker.
Although Adam Smuth regards the profit of stock as
merely wages for a particular form of labour, they are,
he contends, regulated on wholly different principles from
ordinary wages At this stage neither does the whole
produce belong to labour, nor is labour any longer
specifically the determinant of value Lastly, a third
element arises with the appropnation of land *‘ The
landlords, lke all other men, love to reap where they
never sowed, and demand a rent even for its natural
produce **  Smith, whose views on rent were never clear,
here regards 1t, 1t will be observed, as mere extortion
Thus we have the very familiar tnpartite division whereby
1n all prices there i an element of rent, of wages and of
profits, corresponding to the great tnmty, Land, Labour
and_Capital

But how does this work out in practice? The following
chapter (No %) “ Of the Natural and Market Prices of
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Commodities,” Smith’s He lat
(1t 1s largely an assumption) 1n each souety@nary
or average rate of wages, of profit and of rent These
ordinary or average rates he calls the ‘‘ natural rates”
(@ hornble question-begging phrase) at the time and
place n which they prevail Corresponding to this 1s
the “ natural price”” of a tommodity, which 15 arnved
at ‘when it yields the natural rates of wi'?s‘,'_f_rgﬁt and
rent In fthat case the commodity 1s sold ** precisely
for what 1t 1s worth,”” an expression which seems to
mmply that value 1s an objective realty, capable of being
determined  In short the natural (or shall we say
*“normal ’?) price Tepresents in its essence a ‘‘ cost-of-
production "’ theory of valué ~ The natural price Is in 1ts
nature an_ideal, opposed to 1t, 1s the actual or market
price which_1s arnved at by conditions of demand and
supply and the competition among buyers and sellers
As a result of this competition, the natufal price will be
the Central price to which prices will continually gravifate,
but Th certain exceptiial cases the market price may for
a long"period of time be above the natural price ~ Of
such cases he fiotés what we should now call quasi-rents,
as represented by imcreased demand where ‘‘ secrets mn
manufactures ”’ are for a time successfully kept, cases
where conditions of production are lmited, but the
demand 18 great, as m the case of wmnes requiring a
peculiar so1l and situation, and also the cases of monopoly,
where the price is ‘‘ the highest that can be got "’ Such,
then, 18 Smuth’s theory of value In short, the 1deal
. measure of value is labour at any given moment value
i is determmed by conditions of demand and supply, but
| under the influence of competition it constantly tends
! towards the cost of production, apart from exceptional
cases where the seller is favourably situated
Having thus deduced the contributory factors of
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Labour, Capital and Land, Smith mn the remaimng
chapters of the first book proceeds to consider how the
corresponding revenues, that 1s to say wages, profits and
rent, are determmned The eighth chapter, dealing with
wages, 15 an excellent example both of the strength and
(if one so chooses) the weakness of Smuth It may be
suggested that his arguments lead to no defimite conclusion
with regard to a tenable theory of wages, on the other
hand he suggests many trains of thought, and there are
indeed few subsequent theores of wages which cannot
appeal for support to some passage in this chapter
The chapter opens with the doctnne that “ the

produce of labour constitutes the natural recompense o
waMour "4 phrase again embodying the unfor-
tunate word ‘‘ natural ”’ In the onginal state of society,
Smuth says, *“ the whole produce of labour. belongs to
the labourer ** Here at the outset, 1f one cares, 15 high
sanction_for_the doctnne of the * nght to the whole
produce of labour,” which distinguishes a large part of
nineteenth century Sociabist theory Such’ a position,
however, cannot survive the appropriation of land and
the accumulation of capital Somewhat shifting his
ground, Smith next outlmes a theory of wages resting on
the bargaming strength of employers and workers—in
effect demand and supply as applied to labour Wages
depend upon a contract between workmen who desire to
get as much, and masters who desire to give as lttle as
possible  Hence there will be a tendency to combine on
both sides, but Smith has no doubts on which side the
advantage will lie. Masters are few and can combme
easily, whereas combinations of workmen are prohibited
Masters can hold out longer  Despite appearances,
‘ masters are always and everywhere in a sort of tacit,
but constant and umform, combination, not to raise the
wages of labour above their actual rate ’ In every sense '
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the master 1s 1 a strong position, while the workmen
seldom denve any advantage from therr *‘ tumultuous
combinations **  Wages, then, depend on a bargamn, but
all the bargaming—Strength 15 on_one sidé” “There 1s,
however, a lower it below which 18 impossible to
reduce wages for any considerable ime The labourer’s
wage must be sufficient to support humself and fo enable
him to bring up a family, 1f the race of workmen 1s to
be_mamtamed Here 1s foreshadowed The Iron Law of
Wages, arrived at as the natural outcome of a bargan
mn which the pull 1s all on one side.

Proceeding to consider cases where the labourer has an
advantage (as m the ‘“scarcity of hands’’), we find
ourselves quivering on the brnk of the wages fund
theory ‘‘ The demand for those who live by wages, 1t
is evident, cannot increase but in propoifiGh to the
ncrease of the funds-whith ate destined to the payment
of wages”’ While" the fund for the payment of wages
is Thus dependent on national-weaith; it f§ Y6t The actual
greatfiess of natronal-wealth- thet 15~ decisive, 50 _far as
wages-are—concerned, but its “Continual increase ™ It
1 therafore hot necessarily in the nchest countnes, but
m the most thriving, that wages of labour will be
highest Here we seem for a moment to be approaching
the later produce theories of wages *‘ The liberal reward
of labour, therefore, as 1t is the necessal ct, so it is
the natural symp of i national wealth
Contranwise, in a stationary state wages may be low

The chapter concludes with an extraordinary anticipa-
tion of the essence of Malthusiamsm m 1ts relation to
wages:

‘“ Every species of animal naturally multiphes in propor-
tion to the means of their subsistence, and no species can
ever multiply beyond it But in cvilized soctety, it 13
only among the inferior ranks of people that the scantiness
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of subsistence can set imts to the further multiplication of
the human species; and 1t can do so in no other way than
by destroymng a great part of the children which their
fruitful marnages produce.’

High wages, on Malthusian lnes, will increase the
number of workers If there 1s an increased demand
for labour, wages must rise to stumulate the production
of workers Wages, n fact, reflect -the demand for
labour: ) o

‘* It 15 1n this manner that the demand for men, like that
for any other commodity, necessanly regulates the produc- |
tion of men, quickens it when 1t goes on too slowly, and}
stops it when it advances too fast *’

This sentence summanzes Malthus with a terseness and
ncsiveness which Malthus himself might have envied

In the mam, then, Adam Smuth’s discussion of wages
is Etgsﬁn&h%m%_he_ﬂmsb'_ mﬁe&@.@.much
of later thought e doctrne on which he lays most
sﬁﬁ which makes wages the resultant of the
bargamning strength of the two parties to the contract,
and the beanng on this of what he calls the progressive,
the dechning and the stationary state

In turming, in the minth chapter, to profits, Smith
emphasizes that these also, like wages, depend upon the

g or dechning state of wealth of a coun(fi,— but

the Telationship is in_the opposite direction Increase
of sfock, by leading to competition, will mean a diminu-
tion_of the rate of profit An indication of the rate of
profit 1 t6~b& found in the current Tate of interest,
ingsmuch as a high rate of interest betokens that a
profitable use can be made of capital The general
theory thus presupposes that wages and Emﬁts will

move in opposite directions, not because of the .
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tion of labour by capital, but_because the imncreasing
abundance of capital, on.which high ‘wages depend,
leads lkewse to | commanding a Jower Teward
To eneral tendency there are tWwo exceptions. 1n
new colonies, wages and profits may be high simultane-
ously, and 1 a stationary state, m a country with its
full complement of mches, both may be low.

So much for wages and profits 1n general What,
however, will determmne their vanations as between
different employments? This, so far as wages are con-
cerned, leads to one of the most hackneyed passages in
Smith (chap 10) Broadly, wages will vary i employ-
ments, according to thewr agreeableness, the ease 1n
learning them, the constancy. of employment they offer,
the trust imposed, and the probability of success His
treatment of this question 1s apparently one of those
things which age cannot wither, however much custom
may stale 1ts fimte vanety His observations through-
out are just and pertinent, but as a general enticism, 1t
may be suggested that Smith’s explanations only account
for wage-differences m employments between which
labour 1s easily transferable He overlooks the fact that
the reservoir of labour is not one, but rather that labour
consists of many groups which are isolated from each
other Smuth’s five causes rather madequately explamn
the difference in remuneration between_ a fashionable
doctor and anunskilled navvy, Wmémmwwd
star and a professor of Political Economy  Of these five
causes of vanation, it should be added that Smuth
regards two only as applicable to profits, viz , the agree-

bl or disagreeabl of the b and the nsk
mvolved Moreover, agreeableness affects the employers
far less than the worker Therefore, on general grounds
Smith infers that rates of profit will vary less than rates
of wages On the general treatment of profits, it is
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noteworthy that for Smith, profit is_equvalent to the
total return_to capltal and that therefore nterest 1s
merely a constituent element 1n proﬂts Otherwise
expressed, there 1s no systematic analysls of gross profits
or net profits

Lastly, there 1s Rent (chap 11), with regard to which
Smith remamns amphibious His man statement tends
to look upon rent as mere extortion It 1s ‘‘ maturally
the highest which the tenant can_afford to pay in the

actual_circumstances_ of the land ” What 1s_left_over
15 evidently the smallest share vath which the tenant
can content himself, without being a losen and. the land-
lord seldom means to leave hum more ”’ So far from
rent représenting a_reasonable prafit on money sunk n
improvements, the landlord, he goes on, demands a
re\n_t’;vcnior ummproved land  Ricardo, later, bogghng
at the ‘" even,” would say that this alone was rent.
The_rent of land 15 therefore ** naturally a monopoly
pace.” Conjomntly with this, there 1s, curously, the
purely Physiocratic doctnne that rent springs from the
bounty and generosity of Nature

‘“Land, in almost any situation, produces a greater
quantity of food than what s sufficient to maintain all the
labour necessary for bnnging 1t to market, 1n the most
liberal way 1n which that Jabour 1s ever maintaned .
Something, therefore, always remains for a rent to the
landlord "

With all its confused thought, this 1s precisely the
Physiocratic view Here there 1s no Ricardian finesse,
no subtle jugghng with land at the margmn.

For a conspectus of the economic views of Adam Smith,
the second book dealing with * the nature, accumulation,
and employment of Stock’ (ie, capital) is of less
importance than the first, but here also there are pomnts
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which reveal the essential Smuth His analysis of the
meaning of capital and lus account of fixed and curculating
capital need not detam us, but his discussion of the
accumulation of capital and the distinction between
productive and unproductive labour have been the
occasion of so much criticism on the part of those wnters
who are unsympathetic to Smuth that these
ponts ought not to be passed over 1n silence
The distinction between productive and unproductive
labour, as has been seen, was an evil legacy of the
Physiocrats, but with Smuth the words have a new
meaning  Productive labour 1s now that labour which
adds value to the matenal worked umﬁﬁuc’uve
labour is_labonr which, however usefal, results in no
ncrease of value In Smuth’s vigorous language, ‘‘ the
labour of the manufacturer fixes and realizeS Ttself 1 some
particular ‘subject or vendible commodity, which lasts
for some tume at least after that labour 1s past ’* Tt has
therefore been productive "Of the other hand, the ser-
vices of _a_memaLsemmLhIﬁng “himas_an_example of
unproductve labour, ** generally pensh 1n the very instant
f %Eelr erformance *'—and. forthwith 1nto_this _this galley,
along_with the menial servant, goes the sovereign,
ac:ompameg 11 all the amy, | the navy and mE'me]
service, fi d by ch fa awyers and
opera dancers All these—and 1t is a hard saying—
renider services which pensh in the very instant of their
performance
But do they? the ordinary man asks Adam Smith’s
test of productive labour is that the labour should realize
itself n a ‘‘ vendible commodity ”’—or result n a higher
vendibility. On this, as much as anything, 1s based the
charge of materiaism which the German 1dealist school
brings agamnst Smuth  His view of wealth, 1t 15 said in
1 The Wealth of Nations, Book II, chap 3
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mhgsg._iLthag 1t consists of things that can be and are
arket and sold, ar

brought to the market and sold, and consequently that an
1ncrease of wealth occurs whenever there is an increase of
exchange values The whole confroversy with Tegard to
productive and unproductive labour strikes us nowadays
as rather futile—a fertile field for suggesting nsoluble
conundrums which are sometimes not unamusing Two
things only need be said - firstly, there may be all manner
of occupations which are unproductive mn the Smithian
sefise, but yet indrectly are of the highest productivity.
The doctor who aves the fife of a worker should be
allowed some share in the worker’s later productvity,!
and a nation whose existence has been saved by an army
of mercenanes, ought not, in wnting their epitaph, to
record that their services penshed in the nstant of their
performance  Secondly, precisely the same services may
or may not result 1n an increase of exchangeable values.
The pastry=cook Wwho produces a pie and sets it m the
shop window, may pnde humself on the productive labour
which he has fixed 1n a vendible commodity, but what of
the cook-general, a menial servant, whose pie penshes in
the instant of 1ts production?

The other pomnt in the same chapter which 1s pre-
eminently charactenstic of Smuth 1s his emphasis on
parsimony as the basis of accumulation, not merely of
private wealth, but also of the wealth of the State To
parsimony, indeed, rather than to industry, the increase
of capital must be attnbuted Though unacceptable later
to Lauderdale, this pzan, admirably adapted to further
the Savings Movement, is on reasonably orthodox lines
Every prodigal is a public enemy, and every frugal man
15 a benefactor, and reasons for this faith are vigorously
annexed What 1s important in Smith's exposition is,

1 As Mill, later, realized, but 1t only led hum deeper mnto the
bog
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however, the manner in which he links this up with his
Fundamental priciple of self-nterest, which &5, by its
impulse to econony, a poWer tapzbleuf‘savmg__‘m State,
the erfors of government notwithstanding’. -

' *“Ths frugalty and good conduct, however, 1s, upon
most occasions, it :fpears from expenence, sufficient to
compensate, not only the private gmdlgahty and mus-
conduct of individuals, but the public extravagance of
government The umiform, constant, and uninterrupted
effort of every man to better hus condition, the principle
from which public and national, as well as pnvate
opulence 1s ongmally denved, 1s frequently powerful
enough to the natural progress of things towards
improvement, 1n spite both of the extravagance of govern-
ment, and of the greatest errors of administration  Like
the unknown principle of animal Life, 1t frequently restores
health and vigour to the constitution, 1 spite not only of
the disease, but of the absurd prescriptions of the doctor **

Here self-iterest becomes the very lfe force of society,
saving the State 1n spite of 1tself !

The last chapter 1n the second book (chap 5) deals with
the various ways i which capital may be employed,
and therr relative advantages from the point of view of
gving encouragement and support to productive labour
Smith’s argument 13 remarkable, firstly, for the notable

* Another passage in the same chapter lays even greater stress
on the permanent pervasive influence of self-interest, though
without linking 1t up with the public benefits flowing therefrom
** But the principle which prompts to save, 18 the desire of better-
ing our condition, a desire which, though generally calm and
dispassionate, comes with us from the womb, and never leaves
us tll we go into the grave In the whole interval which
separates these two moments, there 1s scarce perhaps a single
anstance, 1 which any man is so perfectly and completely
satisfied with lus situation, as to be without any wish of altera-
tion or improvement of any kind An augmentation of fortune
is the meaus by which the greater part of men propose and
wish to better their condition,” etc etc
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nfusion of Physiocratic doctrine, of which Smuth was
never able wholly to nd himself, and secondly, for its.
enuncation of laissez-faire doctrine, more fully elaborated
at a later stage The problem 1s to determine in what
order the varous possible employments of capital should
be ranked, having regard to their comparative advantage-
ousness to society At the head Smth places agnculture*
** No equal capital puts into motion a greafer quantity of
productive labour than that of the farmer '’ But the
reasons he assigns are almost exclusively Physiocratic .
character, based on the ption that 1n agncultu
Nature 1s herself an active co-operating agency

‘“Not only his labouring servants, but his labounng.
cattle, are productive labourers In agriculture, too,
Nature labours along with man, and though her labour
costs no expense, 1ts produce has 1ts value, as well as that
of the most expensive workmen

Nature herself, n short, produces something which has a.
value, 1t 1s_Turgot’s ** pure grit™*—ovVer again. ?ﬁr
agriculture, Smith places manufacturerS; and 1n the third
place the - frade of exportation -~ Smith heré 15 af one{

m@ma%ypmv@t the mercantilist scale of
values ar as concerns trade, the Mome trade, from

e pomnt of view of employment, 1s preferable to the-
foreign trade of consumption, and that again 1s preferable
to the carrying trade But natural forces *‘ without any
constraint or violence ** should determine the distnbution
of capital between the different employments

*“ The great object of the political economy of every-
country is to increase the riches and power of that
country. It ought, therefore, to gve no preference nor
superior encouragement to the foreign trade of consumg-
tion above the home trade, nor to the carrying trade
above either of the other two It ought neither to force:
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nor to allure mto erther of those two channels a greater
share of the capital of the country than what would
naturally flow mnto them of 1ts own accord "’

Thus does Adam Smuth, the great apostle of lasssez-fare,
deploy his forces for the grand argument m the fourth
‘book
The fourth book, designated *‘ Of Systems of Political
Economy,” 1s devoted largely to a cniticism of the mercan-
tibists, and to a smaller extent of the Physiocrats, and 1t
is here, as agamnst the mercantilists, that the full argument
for Free Trade and against Protection 1s developed Adam
mith’s statement of the mercantibst position, crudely
%zt ‘‘ wealth consists in money, or m gold and silver,”
not wholly above reproach, but we are here concerned
‘with the development of his own views rather than with
hus representation of the views of others With becoming
brevity, his view may be taken to be that gold and silver
are commodities on the same footing as any others, and
that the natural course of trade will brng to any country
the gold and silver 1t requires:

‘“ A country that has wherewnthal to buy wine will always
get the wine 1t has occasion for, and a country that has
wherewithal to buy gold and silver wall never be in want
of these metals  They are to be bought for a certain price,
like all other commodities; and as they are the price of all
other dities, so all other dities are the price
of these metals "

The freedom of trade that brings us the wines we require
can be relied on to bring us the gold and silver we require
Moreover, on account of therr small bulk and great
value, no dities regulate themselves more easily or
perfectly to the effective demand for them than do the
precious metals

1Ibid , Book IV, chap 1
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Not only so, but on lines famihar to modern monetary
theory, Smith argues that 1t 1s a futile proceeding to
endeavour to restramn gold and siver from leaving the
country, if the natural course of trade would lead to thewr
withdrawal ~ “* All the sangunary laws of Spamn and
Portugal *' cannot prevent the exportation of gold and
silver from these countres 1f, owing to excess of the metals
there, they should fall in value below what they command
elsewhere  This 1s merely the famihar pomnt, already
encountered 1n Hume, that excess of gold will result in
high prices which, by making the country a good country
to sell to and a bad country to buy in, will result 1n a
dramn of gold untll equhbrium and stability are again
established Gold and silver are, indeed, less essential
than other commodities  *‘ If provisions are wanted, the
people must starve *’, but there are expedients, as mn a
paper currency, for getting along without gold and silver
It is only a small part of a nation’s produce that 1s
required for purchasing gold and silver from neighbouring
countnes, the greater part s circulated and consumed at
home, even of that which 1s sent abroad, the greater part
1s destined for the purchase of foreign goods All this
could go on wathout the mercantilist itch for gold The
whole of Smith’s argument thus tends to look upon gold
not merely as a commodity stripped of mystic qualties,
but as a commodity which 1s really subservient to other
commodities, and therefore less important*

“* Goods can serve many other purposes besides purchas-
g money, but money can serve no other purpose besides
purchasing goods Money therefore necessanily runs after
goods, but goods do not always or necessanly run after
money ''*

‘* Look after trade, and the gold wall look after itself,”*
1 Ibsd , Book IV, chap 1
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1s, m effect, the sum of Smuth’s teaching on this pomnt
Claims that gold 1s a more durable form of wealth rest on
2 musconception  Hardware js more durable than wine,
but we do not_therefore heap up hardware ‘to the
iicredible multiphication of the pots and pans of the
country "' The number of pots and pans which it 1s
expedient a country should possess 1s imited by the use
there 1s for these utensils, and 1n the same manner the use
there 1s for the precious metals sets a imut to the quantity
of these which any country may wisely or profitably
ess Increase the use of gold and silver, ‘*and you
will mfalhbly ncrease the quantity **, if you artificially
increase e quantity beyond the use there 1s for them,
'nothing will prevent the metals from gomng elsewhere
If foreign trade does not exist for the purpose of
acquiring gold and siver, wherein he its advantages?
Adam Smith replies that 1t brings two distinct benefits
It carnes out surplus produce, and 1t brings back some-
thing for which there 1s a demand  More significantly for
Smuth’s general standpont, as a result of foreign trade
‘* the narrowness of the home market does not hinder the
division of labour in any particular branch of art or
manufacture from being carried to the highest perfection **
Foreign trade 1s, m fact, for Adam Smth, merly an
extension of domestic trade It extends division of
labour, 1t increases specialization, it multiplies exchanges
So much for Smuth’s general cntiism of mercantile
assumptions It 1s difficult to resist the impression that
he somewhat overstates his case 1n arguing that gold is a
commodity exactly like any other  Orginally 1t doubtless
was; but when one commodity, for whatever cause and
whatever 1t may be, becomes the umversally accepted
dium of exch it attaches to itself qualities which it
did not possess before its elevation to the rank of money;
and henceforth it is bound to be a commodity somewhat
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different from all others  The fact that gold is universally
acceptable, that 1t is consequently wealth which can be
potentially applied in any direction, sufficiently distin-
guishes this utensil from Adam Smith’s pots and pans
Smith next proceeds to consider the vanous expedients
whereby the mercantilists had sought to secure a favour-
able balance of trade  His most instructive and 1lluminat-
g chapters are those which relate to restramnts upon
mnports  Of such restraints he distinguishes two kinds,
the first being restraints upon the importation of such
commodities as might be made at home, irrespective of

the “couintry they come from, while The sécond class is

represented e mercantilist jdea of restraints on
all goods which happén to come from countries with which
the_balance_of trade 1s_unfavourable The first 15 the
typically straightforward protective duty, aiming at giving
a monopoly to the home producer Such a protective
duty, Adam Smuth admits, may give encouragement to
any particular industry to which 1t 1s appled, and may
direct labour and capital in that direction, but as industry
1s hmited by capital, such a regulation cannot increase
the quantity of industry 1 any country beyond what the
capital will maintam A p ve tanff will therefs
merely divert industry from one trade to another !
Moreover, Adam Smuth argues, 1t will divert 1t from a
more advantageous to a less advant: hannel And
this for two reasons Furstly, from motives largely of
secunty, the merchant meFWf@ the
home trade rather than in the foreign trade of consump-
tion,. and 1n- The Toreign _trade of consumption rather than
in the carrying trade  But that is the order in Which the
possible uses of capital are to be arranged, viewing them
from the point of view of their advantageousness to the
country. The second reason is more fundamental. and

1 Ibid , Book IV, chap 2
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leads to the core of Smuth’s doctrme  Every mdividual 15
aiming at a profit, and therefore uses his capital where
‘the produce 1s likely to be of the greatest value But the
annual revenue of society 1s the sum total of all that 1s
produced Therefore each mdividual, pursuing his own
ends, 15 unconsciously helping to ncrease the wealth of
the whole:

‘‘ He generally, indeed, neither mtends to promote the
gubhc terest nor knows how much he 1s promoting 1t

y preferning the support of domestic to that of foreign
ndustry, he intends only his own secunty, and by direct-
g that mdustry 1n such a manner as its produce may be
of the greatest value, he intends only his own gain, and
he 15 1n this, as in many other cases, led by an mwisible
hand to promote an end which was no part of his
ntention *

Such 1s the mvisible hand whose intervention miracu-
lously harmonizes the pursuit of gamn with the promotion
of the public good—the quast-religious sanction of lasssez-
fasre  Moreover, 1 the pursuit of his own interests, each
one 1s a reasonably competent judge, certainly, knowing
the local circumstances, he 1s a better judge than any
Government It 1s a *‘ most unnecessary attention '’ on
the part of a statesman to direct private people how they
shall apply their capital, and this 1s what 1s done when,
by restramts placed on mmports, trade and industry are
diverted nto channels which they would not have taken
of their own accord Protective tanffs are, m short,
either useless or hurtful—useless, if without them the
home product 1s as cheap as the foreign, hurtful, if it
prevents people buying 1n the cheapest market.

‘It is the maxim of every prudent master of a family
never to attempt to make at home what 1t wall cost him
{more to make than to buy What 1s prudence 1n the
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conduct of every prvate famﬂy, can scarce be folly in
that of a great kingdom "’

SuEh m hat condensed form,1s-the _subst:
of Adam Smith’s argument for Free Trade Fortunately
1t 1s not necessal “the great issue, but,
without 1n any way imp g or even derning the
case for Free Trade, it 15 worth noting how essentially
Adam Smith’s argument 1s based on the 1deas and the
arcumstances of s time The basic arguments are
two firstly, that there 1s a natural order in which men
durect_théir_capital and their enterprise, and that this
natural orderEmews “a descendmg grade of advan-
tageousness from the country’s point—ef -view = This
corresponds to the conditions of the time when capital
was relatively immobile, and when men were timorous
of lethng 1t out of ther sight ‘‘Home 15, m this
manner, the centre,’ says Adam Smuth; " Tound which
e capitals_of the inhabitants of every couptry are
continually circulating *’ With  the development of
foreign investment and the internationalization of finance
and enterpnse, no one would say this to-day The
mwus that of the invisible hand the
ich shapes our selfish ends to pul pur-

poses Frankly, we do mot beheve it, rather have.we

lemwd d_the prospenty of the
individual may be in conflict with the well-heing of the

community, that.ng such simj

integration as Smith suggests 1s penmissible  If so, there
must be a restraining power, and the restraining power
can be vested nowhere but 1 the State itself We have
thus lost faith 1n the fundamental assumptions of lasssez-
fasre, and Adam Smuth’s observations on the ** folly and
presumption ** of Government intervention, the outcome

1Ibsd , Book IV, chap 3.
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of many imntating restnictions on trade, do not awake
the ready response that once they did Yet Adam
Smith was far from bemng the doctrinaire free-trader of
the ation_produced  He notes
two_cases .where some burden shauld be_placed upon
fore1gnl for the encouragement of domestic, indvstry,
and two others where the matter 1s, as he_says, one for
deliberation  Two of these at least are such that Adam
Smiths authonty may be, and has been, mnvoked mn
support of fairly wide departures from Free Trade policy
The_first-definite_exception 1s ‘‘ when_some_particular
sort of -industry 1s necessary for the defence of the
country.””  Defence 1s of more importance than opulence,
in Smith’s famous dictum, and Smuth, an ardent patriot
m spite of cosmopoltan tendencies, approves of the
Navigation Act on this ground In these days, when m
the event of war the whole nation and all its resources
are pitted against the enemy, 1t 15 obvious that this
exception, 1f admitted, will clam a wder application
than m Smth’s time

The_second definite exception 1s of httle importance 1n
these days:—it-relates to the imposition of an_import
duty where a tax of the nar.um_niwse\ duty 1s
already 1mposed on-the domes n _of a com-
modity. This merely ethm_the_g_ndmons as between
the home and the foreign goods, and it 1S therefore
merely a step towar rds _equality of treatment "“The first
of the two matters of deliberation” relates to the vexed
question of retaliation, where high duties are imposed
by a foreign country, and where the object of imtro-
ducing duties 1s to persuade the foreigner to remove his
Of such duties, Smith gwves a vague approval, if they
are likely to succeed, but whether or not they are in
any case lkely to succeed he refers to that ‘' insidious
and crafty animal vulgarly called a statesman or
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politician.”” The fourth of the exceptions (the second
of the cases for deliberation) relatés 1o how far and in
what_manner. 1t 15 _proper to restore Free Irade when
1t has been lost The argument 1s not without interest
m modern tmes Smith realizes that the sudden
introduction of Free Trade may result in wide unemploy-
ment m industnes suddenly exposed to foreign com-
petition, and he adds that ‘‘ humamty may in this case
require that the freedom of trade should be restored
only by slow gradations, and with a good deal of reserve
and circumspection **  Smith’s willingness,an the interests
of humanity, to postpone the restoration of Free Trade
in order fo prevent the emergence of uniemployment, is
of some interest 1n an age deafenegd with pleas for pro-

tection fo cure existing_unemployment

Tom Adam 's cnticism of the second class of
restrants _on imports (restrants on all goods from
countries with which the balance of trade 1s unfavour-
able!) two pomts..of general _}ggggst/gmﬂge Furstly,
as agamst the mercantibist t to consider that the
interest of each nation consisted in begganng its neigh-
bours, he emphatically asserts_the common_inferests of
all Iﬂfﬂﬂgm}h&ﬂﬁrs 1t is a_pomnt famubar alhke
to the Physiocrats and to David Hume A trade carned
on “Without force or restraint ’’ 1s advantageous to both
parties, and, whatever may be the case duning war, it
is in peace to the advantage of every nation to be
surrounded by wealthy and prosperous nations ‘‘ As
a nch man 1s hkely to be a better customer to the
industrious people in hisTrefghbourhood than a_poor, so
18 hk‘éﬁ?é%%mw his
aduribration, as agamst the balance of trade, of amother
and more important balance, the balance of the annual
produce ande-GonsEmpHon——TRE T the real fest of

Y - e 3

vThid, IV, chap 3
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prospenity, and it may exist mn a_country without
foreign trade, cut off from all other nations, just as 1t
may_exist 1 the woild viewed asa whole A country
may en)dy a balance of produce over consumption when
1ts balance of trade, estimated on mercantilist lines, 1s
unfavourable But Adam Smith does httle more than
hint at ths 1dea without developing 1t

The cntiasm of the Physiocratic system (entitled ** Of
the Agncultural Systemsmampmgn
aganst thqnmirgamﬁl\h_s‘t_s 1s a shorter éncounter  Its chief
mterest perhaps lies 1n_the revelation of The exfent to
which Smuth_remained, unconsciously and despite his
protestations,. 1n the Physiocratic_line of thought In
cnticizing the Physiocratic” use of the words ‘‘ produc-
tive”” and ‘‘ unproductive ’ he says, and_with_evident
truth

‘“ We should not call a marnage barren or unproductive,
though 1t produced only a son and a daughter, to replace
the father and the mother, and though 1t did not increase
the number of the human species, but only continued 1t
as 1t was before *’*

True, but the Physiocrats, and not merely the Physio-
crats, would say that such a marnage was not ultimately
productive of an increased population, which 1s the
essential Physiocratc pomnt And even more emphati-
cally of the Physiocratic train of thought 1s a subsequent
sentence

‘* As a marnage which affords three children 1s certainly
more productive than one which affords only two, so
the labour of farmers and country labourers 1s certamly
more productive than that of merchants, artificers, and
.manufacturers The superior produce of the one class,
however, does not render the other barren or unpro-
ductive ”’

1Ibd , Book IV, chap 9
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In admitting the greater productivity of agnculture,
Adam Smith accepts the essence of Physiocracy. As Mr.
Gonnard has well put it, Smuth, 1n protesting agamst
the word, accepts the 1dea !

Other points, and these by no means the least interest-
g for a preh of the plete Adam Smuth,
must here be passed over. In particular there 1s his
scheme of Impenal Federation, a by-product of hs
cnticism of the mercantihist colomal policy, there 1s his
discussion of the principles of taxation which has lived
on 1n so many text-books, there 1s luis chapter on the
expenses of the Sovereign, from which inferentially may
be deduced his views on the functions of Government,
and the exceptions (again considerable) which he would
allow to the general principle of non-intervention But
enough, 1t 1s hoped, has been said to indicate the main
features of Adam Smuth’s system of thought viewed as a
whole, and his commanding place in the development
of economic doctnne  For undoubtedly he is not merely

the central and greatest figure n_the development of
Political Economy as a_separate branch of study, his
ﬂ.;rﬂﬁ_rs'@ﬁ@r 1355 Bee greater
than that of any other economust His great lpeﬁf’by m
présenting an inferpretation_of hfe which, up to a pount,
corresponded, and still corresponds, with the facts of the
case” He saw society on its economic side working
automatically through competition and self-nterest, the
whole being knit together by division of labour and the
multiplex process of lting therefr The
efficiency of this self-adjusting machmery was such that
A1 b Gemanded i Toesty Tor Tl 0 beter
functioning Much of this, it is true, 18 @ priom In its

character, but the Adam Smith who took refuge in the
shadow of an invisible hand is constantly corrected by

! Gonnard, Histosre des Doctrines Economiques, Vol II, p 211,
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another Adam Smith, a hard-headed, shrewd, far-seeing,
somewhat cynically wise and shightly sceptical Scot, such
as every village on the eastern sea-board of Scotland
produces in large numbers, though few may attan to
the emmence of the most emment son of Kirkcaldy

The Adam Smith of the large unproved assumption
1s indeed admirably balanced by that other Adam Smith
who knew so much about his fellow-men that he 1s never
surpnised into anything more than a biting phrase which
1s almost kindly even when 1t cuts Smith, perhaps for
the same reason, 1s full of contradictions, putting 1t more
generously, he 1s many-sided A cosmopoltan, if ever
there was one, no one was ever more patriotic, the
supreme exponent of lasssez-fasre and of the ultimate
beneficence of the individualstic and self-centred
mstincts, he 1s under no 1illusions regarding the conse-
quences of unrestramned selfishness The oracle of Free
Trade from his own to the present day, he has furmshed
the Protectionust Party with the motto which, if 1t were
wise, 1t would mscmbe on its banner That Smuth
contains something for all men and for all causes, is
the supreme proof that he was a giant compared to all
who stand around him

Yet Smith has not escaped cniticism, and to one school
of thought he has apparently continually acted as an
untant  Smith’s feet were so firmly planted on the
ground that those whose heads are lost in the clouds
have never realized how secure s footing was The
1dealist school and those whose patriotism 1s barbed
with enmity for others, have been umformly unkind to
/Adam Smuth  Hildebrand, List, Muller, and in our own
day Spann, represent a. wendmhqlitf cnticism. It
may be as well to note wherein hostile crificism suggests
that the weakness of Adam Smith hes
\ Firstly, it 1s suggested that his view of wealth is toc
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narrow. His starting pomt, 1t has been seen, leads to
the 1dea of exchangeable value, and he_therefore 1dent1-

?Wuxchamﬂmvalue “His the theory, there-
ore, merely relates to the ‘‘ formal laws of value and
of price,””! and consequently the wider aspects of
national welfare elude him  Here, as 1n most of these
pomnts, Smith 1s his own best corrective, and a perusal
of The Wealth of Nations 1n 1ts totahty will rectify any
erroneous 1mpressions based on particular passages
Secondly, th(}e?a’xs‘thigh_a,rge_qwtccsave individuahsm,
that he 1s, 1n the German phrase * atomistisch,” '_viewing
society as a vast crowd of individuals, unrelated except
by the nteraction on_each other “of the.u' heir sélE-interested
motlves_,,cqnsequently, that he misses the sigmificance of
the State in which, on one view of politics, the mdividual
aone_attains true significance’ at Smith 1s not one
of those who fegard the State as a Holy Leviathan may
be frankly admitted, that he did not recogmze the need
for the protective functions of the State can bhardly be
a charge against one who, in fact, wrote before the
Industnial Revolution, since the modern 1dea of the
State as a protective agency 1s largely the result of
conditions which became apparent after Adam Smith’s
day
Thrdly, tlluﬂms_,have found m_,Smnh_a_cenmn
matenalism, an absence of la'eahsm this 1s an
extension of-the.. _fist_pomnt. menhoned abpve._the_llmita-
tion” of wealth to thmgs that can be _bought and sold
Buf partly also the crificism goes beyond this, and
suggests that Smuth does not approach questions relating
to the sumption of we or the higher ends
anduses of wealth Superficially again, there may be
some substance in the cnticism, especially if based on

1See Spann 1n the translation now available under the title
Types of Economic Theory
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1solated passages, n fact Smith’s treatment has a com-
prehensiveness which will be sought for 1n vain in most
of his successors So far as there 1s any foundation mn
the cnticism, two answers may be suggested Furstly,
dehberately and of intention, The Wealth of Nations is
only a half of Smuth, designedly 1t embodies his thought
on the economic and matenal side of hfe alone And
secondly, like all (or most) Scots, Adam Smith did not
easily wear his soul on his sleeve, and was rather tongue-
tied 1n the presence of the lofty theme ? The true Scot
shrinks from speaking of the ideal, fearing lest he may
thereby look silly
And so we take leave of Adam Smith.



CHAPTER VI
MALTHUS AND RICARDO

Malthus

THOMAS ROBERT MALTHUS' (1766-1834) the second of the
tnnity who laid the foundations of classical Englsh
Political Economy, is; for a Tairly prolific wniter, surpris-
ngly the author of one book, the protagonust of one 1dea.
That book is his Essay, o which 1t 1s scarcely prudent to
give a more prease title, since 1t varied with the years,
the 1dea 1s the so-called ** Principle of Population It 1s
safe to say that no reputable citizen has ever been so
vilified and abused as Malthus, no wnter of the first
magmtude has been so often *‘ refuted *’—even though, as
must be added, by wnters who give so copious evidence
of neither having read nor understood the object of their
hatred
Yet, 1n a sense, Malthus neither wrote anything very
new nor anything very starting  If by Malthusianism 1s
meant the doctrine of Malthus—which 1s perhaps a large
ption—then Malth was not without 1ts clear
exponents before the days of the Essay on Population
In that chapter on wages, in which so many wage theories
are hinted at, Adam Smuth, as has been seen in the

passages already quoted, had observed that ‘" t d

1 Born near Dorking, 1766; ninth wrangler, Fellow of Jesus
College, entered the Cl Jurch, Professor of Polrtical Economy at
Hmleybury College (Eut Indu Comp.ny) In addition to the
Essay on mber of
(as on cht and Impomtxon of Corn), nnd also Pnnupfn of
Politscal Economy
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for men, like that for any other commodity, regulates the

production of men " Here, 1f one so chooses to regard
it,"is the quinte of Malth and many other
wrters i the second half of the eighteenth century,
mcluding the elder Mirabeau—to name but one—mght be
drawn upon to furnish quotations 1n the Malthusian hine of
thought Such onginality as may be claimed on behalf
of Malthus, Les 1n the fact that he realized the importance
of a principle which others had casually stated, what
others had disposed of n an obster dictum became for
him a central and dominating principle illuminating all
things

Malthus 1s comprehensible only i the lght of the
mpulse to which the Essay on Population owes 1its
ongin and the cunous stages by which Malthus’s doctrine
developed The essay sprang from a domestic debate
between Malthus and his father, Daniel Malthus, a man of
left-wingish views and a fniend of Rousseau TLIC_BJI
was_thej c_visions of terrestnal paradises,

represented by the glowmng enthusiasm of Condorcet, and
crystallized m this country m the Political Jusiice (1796)
and The Enguirer (1767) of Godwin. Godwin, if any-
thing, 1s a political theonst, and only by his repercussions
concerns economuc doctrine, 1t 1s therefore sufficient to say
that the state which he prophetically foresaw was an
anarchic society, i which happy men, freed from the
fetters of property, of the passions and of marnage, would
hive blissfully at the cost of half an hour’s labour a day
On such day-dreams, based on the perfectibility of man,
and indeed his ultimate immortality here on earth, father
and son disputed, and the dispute being ended or sus-
pended, young Malthus, moved by the esprit d’escaber,
proceeded to commut to paper the arguments which would
most effectively have cornered his father, had he thought
of them 1n time
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Thus arose the first edition of the Essay on Population
1ssued 1 1798, and its character corresponds to 1ts ongn.
It is ndeed a work full of the vigour and fire of youth, a
dashing polemic agamst Godwin and Condorcet, designed
to disprove the ** perfectibility of man '’ 1n the Godwinian
sense, by proving the instability of the state of society
foreseen by Godwin

In the first edition Malthus, for the routing of Godwin,
makes two postulates, firstly that food 15  necessary 1o the
esz'fﬁcTél’ ‘man, and secondly that ** the passion between
the sexes is necessary, and will remain nearly 1 1ts present
state "' Population, 1 short, has a_greater power of
increase than the means. of subsistence—the celebrated
geomemcal “and anthmetical progressions appear In a
hardened and somewhat dogmatic form in the first edition
Thus armed, Malthus has much enjoyment 1 disposing
of Godwm, for g the God soclety safely
launched, it would be impossible to 1magine a state of
society more favourable to population Apply the geo-
metncal and anthmetical progressions, and where would
it be 1n the bnef penod of fifty years? Back come the
hateful passions, the mighty law of self-preservation
reasserts 1tself, and ‘* the whole black tramn of vices that
belong to falsehood are diately ted.”” The
thesis of the first edition 1s simple, 1f 1t be granted that
population has a greater power of increase than the means
of subsistence, there must be forces keeping the population
within_its due bodnds~ Now since these checks om
populanon are reducible to vice and misery, the
Godwinian Heaven upon “earth is but a beautiful fabnc
of the imagination which vanishes at the severe touch of
truth

Having fired his squib, Malthus proceeded systemati-

cally to get up his subject, and he travelled and read
1 First edition, repnnted by the Economic Society, p 1x.
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extensively with the object of turning Iis earlier impulsive
l production 1nto a mature discussion of the whole question
| The result was the second edition of 1803, 1n some respects
a very different book from 1ts forerunner. In one particular
the cnticisms and discussions of the intervening years
led Malthus to make an alteration which fundamentally
altered his argument  In his first sketch he had allowed
only two _checks on population, namely vice and misery,
but, as has been hinted, there are many old bachelors who
are obviously not unhappy and who are not obviously
vicious To meet this. difficulty, Malthus now mtroduced
a third possible check on population, represented by
moral restramnt, but mn thus varying his original doctrine
to meet an obvious criticism, Malthus mn _effect knocked
the bottom out of his original argument. For with moral
restrant as a third possible check on population, the
argument agamnst the perfectibility of man (within reason)
was clearly deflated, since the Godwinian earthly paradise
might never be exposed to the msidious attack of the black
train of vices, if 1t were a possible (even if unlikely)
contingency, that the immhabitants might practise the
necessary amount of moral restramt Consequently,
'Condorcet and Godwin, whose names had figured on the
title page, tend to fade out of the picture
In the more careful statement of the second (and
subsequent) editions, Malthus obligingly summarnzes what
he has to say m the opening chapter where his doctrine
18 conveniently compressed mnto his three celebrated
propositions :

1 Population 1s necessanly limited by the means of
subsistence

2 Population mnvariably increases where the means of
subsistence 1increase, unless prevented by some
powerful and obvious check.
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3 These checks, and the checks which repress the
supernior power of population, and keep 1its effects on
a levek with the means of subsistence, are all resolv-
able mnto moral restraint, vice and musery *

Of these three propositions the first requires no proof;
there cannot be more people than the means of subsistence
will support The second 1s obviously regarded by
Malthus as an excessively cautious statement, and he
hankers 1n a footnote after a more precise formula to the
eﬁect that popu]ahon always increases where the means
of * and throughout he argues on the
more precise conception that where the food 1s increased,
there will the population also be 1ncreased, so that food 1s
m effect a demand for population. On this point hinges
the discussion of the two ratios, the geometncal and
anthmetical progression, which play so large a part
m Malthusian controversy ~ Malthus assumes that the
impulse to increase of numbers m_the huma.n race 1s
constant at all times and in all arcumstances  As he
phrases 1t 1 one place, ** the passion between the sexes
has_appeared 1n every age to be so nearly the same, that
1t may always Be considered, algcbmc language, asa
given quantity.” This 1s, of course, a mere assumption,
ncapablEof proof, and the demial of this assumption
furnushes later one of the lnes of attack on Malthus
But granting for the moment that this assumption 1s
Justified, then if population is capable of doubling itself
m_twenty-five years (as seemed to be evidenced by
contemporary Amencan experience), 1n successive periods
of twengd:u.yegs population would have the power

1 Essay on Population, Book I, chap 2, pp 18-19 in Vol 1
o:l Evarymi: tion, to which, for convenience, subsequent
T
2 Ibd , Book II, chap 13, Vol I, p 312
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of increasing according to the progression, I.2.4.8.
16 32, etc

The reasoning estabhshing the anthmetical ratio as
governing the 1ncrease of the means of subsistence 1s less
happy It 1s indeed no proof at all, and 1s by no means
creditable to a ninth wrangler  All that Malthus says 1s
that if we allow that the produce could be doubled 1n the
next twenty-five years, 1t will be ‘‘ probably a greater
mncrease than could with reason be expected *’,! and with
regard to subsequent periods of twenty-five years, he
merely makes a supposition that i each period there
would be a uniform increase of production equal to the

at present produced. But there 1s no proof of

the arithmetical progression, 1t 1s merely what Malthus
regards as ap outside estumate, a ‘‘ supposition, which,
without pretending to accuracy, is clearly more favourable
to the power of production in the_earth ,thn.n any
expenence we have had of its qualities will warrant ™

Accepting these ratios, there must be forces restraining
the increase of population within the imits of subsistence
In the revised version these are comprehensively descnibed
as moral restraint, vice and misery, but a no less important
cross division classifies them under the preventive and the
positive checks  The preventive check denotes all those
nfluences which Jead to a diminution of the birth-rate
Mora] restramnt, 1f the restraint 1s carried far enough,
clearly falls under this head; so also for Malthus do all
vicious practices which result in a reduction 1n the number
bom  Positive checks, on the other hand, are all those
wfluences which increase the death-rate, ** the whol
of epidemics, wars, ‘Plagues and famines '’ If these
are brought upon us by the laws of Nature, they are
exclusively musery; if they are caused by our own actions,
they may be described as vice, and their consequences are

1Ivd, Vol 1, p 9
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musery How far this latter distinction 1s logical might
furnish matter for argument, 1t may be that by foresight
and knowledge, pestilence and famine and the devastation
of many waters are no less avoidable than wars Itisa
sign of man’s coming of age that he 1s prepared to shift
the responsibility for such happenings from the Almighty
to himself.

Moral restraint, 1t has been observed, 1s an innovation
1n the second edition, yet the innovation 1s more apparent
than real' In the first edition Malthus mn substance

repeatedly emphasizes the principle of mora] restraint, but
for the purpose of his ar, ment_aganst- Godwin, 1t had

EE assumed, rather_ vw?u ntly, that the single state was
a sh tate of misery, or,altemahve]y, was productive of vice
Something very like this conclusion was 1n fact reached
by the Malthus of 1798 2 It is perhaps not an unjust
comment on Malthus to say that in the first edition he
recognized 1n substance the principle of moral restraint,
but that his argument compelled him to regard it as
equivalent to misery

In one respect Malthus provides a curious
to the work of Adam Smuth, who, m his attacks on the
mercantibsts, had shown the superfluousness, indeed the
injuriousness, of Government 1ntervention with a view to

1 +

! Malthus uses the expression i a very resmcted sense
‘‘ By moral I would be d to mean a
from marnage from pmdentlal motives, wnth a conduct stncﬂy
moral dunng the period of this restramnt ’ Book I, chap 2,

footnote, Vol I p 14
**" This restrant almost necessanly, though not absolutely
80, produces vice " (Flm edition, p 19) 'very obstacle 1i

the way of as a speci
of unhappiness ' (p 89) ‘* Even the shghtest check t
marriage, from a prospect of the difficulty of mauntaining
family, may be fairly classed under the same head*’ (1 e,
species of musery) (p 108) The cynic may be tempted
%:‘rve that Maithus marnied between the dates of the
of the second edition

F
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the increase of wealth  These things were subject to law,
and 1t was merely mischievous for authonty to seek by
artificial restrant to increase the amount of bullion mn
a country ! This 1dea of law Malthus now applied to
the increase of man himself Here also there was law,
not arbitranly to be set aside  Here also 1t was vamn for
governments to seek artificially to stimulate population,
which would not increase unless the means of subsistence
increased, and which would assuredly increase, apart
from Government encouragement, if these means were
multiphed  Encouragement of population, as practised
by most governments, was perfectly Tufile, and could only
lead to increased mortahty,? indeed, death was the most
powerful of all the encouragements to marriage by its
action 1n opening the way to the marnages of the younger
generation  To act consistently, those who desire to
encourage early unions should, if they shrink from famine,
at least *‘ sedulously encourage the other forms of destruc-
tion which we compel Nature to use "’? So, following the
same train of thought, a country cannot be depopulated
merely by emigration, those who depart will merely make
room for others, but ‘‘ take away 1ts industry, and the
sources of 1its subsistence, and 1t 1s done at once "’4
Prospenty does not depend on population, but population
depends on prospenty It 1s not true that God never
sends a mouth without sending food, but 1t 1s true, such
1s the pestering of the unborn, that wherever there 1s food,
there also a mouth will appear  Food takes the lead, and
the only precept for increased population 1s to increase the
food supply, and leave the matter to individual enterprise,
which assuredly will not fail

1‘ Malthus himself draws attention to this analogy Book III,
c’:l;bx:i4. Book II, chap 4, Vol I, I)p 195, 196

» P X79

3 Ibid , Book 1V, chap 5, Vol I
4 Ibid , Book II, chap 10, Vol I, p 272
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But if Malthus 1n one respect completed the doctrine of
Adam Smith, 1n another he was diametrically opposed to
tim  For Adam Smuth postulated an essential harmony
in things, typified by that mwvisible hand which, out of
the conflict of individual interests, would bring the greatest
good for the commumty He was thus entirely and
sturdily optimistic, even if the mwvisible hand 1s but an
act of faith Malthus, on the other hand, 1s profoundly
pessimistic  Here, too, there 1s law, but how different 1s
its character! Apart from moral restraint, n which he
has c]eaﬂ% no great practical confidence, the sanctions

lurking behind his laws are vice and misery The laws
of Nature to which he frequently refers are essentally
punitive, and these laws of Nature, as he reminds us, are
the laws of God  Natural evil 1s the instrument by which

God wamns us from any mode of conduct which 1s not

suited to our bemng ‘‘ If we are intemperate in_eating

and d ur health 1s disordered 1f we multiply
too fast, we die miserably of poverty and contagious

Seases ” Such are the laws of Nafure and of God,
warning us that we have followed our impulses too far,
and 1f we are heedless, ‘‘ we justly incur the penalty of
our disobedience, and our sufferings operate as a warning
to others '’* The note of gloom and pessimism which
distinguishes so much of the economic doctrine of the
nineteenth century 1s 1 no small measure the legacy of
Malthus

When 1t comes to practical proposals, Malthus 1s some-
what meffecive Contrary to the usual view as to what
15 mvolved mn Malthusianism, he restricts himself to telling

us not to be 1n oo great a hurry to e"f_amed,_thh a
specnal appeal to his women readers, who, *‘ if they could
k“fvrm{h_; confidence to_marriage at twenty-

mv;e_n_g_x_‘_tw/eggteggbt S should_(and would) prefer to waut
1Ibd , Book IV, chap 1, Vol II, p 152
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antil then, '* however 1mpatiently the privation might be
borne by the men ’! This 1s the voice of a dear and
kindly old uncle, rather than of the monster for whom
Malthus has so frequently been mistaken, and it 1s as
meffective as the advice of an uncle mn such matters
usually 1s  For even with marriage at twenty-eight there
15 time for a disconcerting and devastating torrent of
children  Unlike Mill, Malthus mn _no wise suggests the
exercise of moral restramnt after marmage His view 1s
rather that while man may exercise his discretion mn post-
poning marriage, the responsibility for what may happen
after marriage must rest elsewhere ‘‘When a man
marnes, he cannot tell what number of children he shall
have ', and he even gives a mild blessing to a modified
form of family endowment in the case of very large
families, and almost speaks the language of the movement
when he discusses the question of relieving such a one
“ from a species of distress which 1t would be unreasonable
1 us to expect that he should calculate upon "2

His other practical proposal, which hardly concerns
economic theory, relates to the gradual abolition of the
Poor Law  His suggestion, explicable by reference to the
conditions of the time, 1s that the State should formally
disclaim the right of the poor to support, that there should
be incorporated 1n the marnage service a short address
emphasizing the obligation on every man to support his
children, and making clear that those who erred in the face
of these express warnings should be left to the punishment
of Nature, the punishment of want—or to the pity of some
kind benefactor ~ Moreover, we can rely on God (or
Nature) to apply the appropnate punishment, so that no
conscience need be seared ‘‘ Whe will govern
and punish for us, 1t 1s a very miserable ambition to wish

e T ="

1Jbid, Book 1V, chap 2, Vol II, p 163
3Ibd, Book IV, chap 13, Vol II, p 255
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to snatch the rod from her hand and draw upon ourselves
tie-odiom of exeeutioner™ Tt 15 the Taws of Nature
which are the laws of God, that have doomed um, and
society at large may look the other way while punishment
1s bemng inflicted It 1s one of the least pleasing aspects of
Malthus tha eme of things the poor are entirely
responsible for their poverty. Neither the rate of wages,
nor the pansh, nor the institutions of society, nor
Providence, nor the State are to be blamed  the
‘MWWWW " "lxn
particular, ‘‘ the inference . . . drawn agamnst govern-
ments from the unhappimness of the people 1s palpably
unfair,” masmuch as the principle cause of want and
unhappiness 1s only indirectly connected with govern-
ment 3 It 1s scarcely necessary to emphasize the close
connection of this doctrine with the laissez-faire view of
government

It should be redundant at this date to defend Malthus
against the old assumption that he was a monster who
gloated over pestilence, famine and war, and who prayed
nightly for the perodic recurrence of such scourges as
the divinely appointed method of ndding the world of
superfluous babies Malthus himself thought 1t at least
expedient formally to disclam any approbation of his
various checks,* yet it 1s difficult to read his work
consecutively without feelng that he was asking for
trouble. Probably in the first edibon Malthus was
tralhng his coat, a posture which is always picturesque
in the young, as agamst all visionanes, he takes obvious
delight in administenng the cold douche of reality, and
he manifests a singular sang-froid and imperturbability
constituting lumself the chronicler of death and pestilence,

¥ Ibd , Book IV, chap 8, Vol II, p 202
* Ibid , Book IV, chap. 3, Vol IL, p 170

3 Ibsd , Book IV, chap 6, Vol II, 193
4 Ibud , footnote to Book I, chap 5, Vol I, p s3
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He uses his very great hterary skill to nvest his views
with a pungency which, if not designed to wound, was
almost certainly ntended to shock. And at times he sails
rather near the wind, as 1 his studiously callous reference
to the ‘“ unhappy persons who 1n the great lottery of hfe
have drawn a blank,”’? or again when he speaks of the
preventive checks superseding ‘‘ the necessity of great
and ravaging epidemics to destroy what 1s redundant,”
apologetically interjecting that he 1s using an expression
‘“ which certamnly at first appears strange ’2 When he
contemplates the response made by Nature confronted
with a redundant population, there 1s an air of com-
placency mn his voice as he states that ‘‘ though we
cannot always predict the mode, we may with certainty
predict the fact "’* Nor is 1t possible for the ordinary
person to read, without a shght shudder, his luad
objective account of the process whereby, when we close
up any of the channels through which the great stream
of mortality 1s constantly flowing, others will become
proportionally more fatal* Malthus has been much
musrepresented and much misunderstood, but 1t 1s difficult
to exonerate im from all responsibility for the cancature
which did service throughout a large part of the nineteenth
century
1 Ibid , Book III, chap 2, Vol II, p 20

3 Josd , Book II, chap 13, Vol I, 312
3 Ibd , Vol “I, p 312 °
e

POX 18 ly one of the ch 1s, and a very
broad one, which Nature has opened for the last thousand years
to keep down the population to the level of the means of
subsistence, but had this been closed, others would have become
wider, or new ones would have been formed ** (Book IV, chap 5,
Vol II, p 183) But the whole chapter reveals Malthus
his happiest vein Charactenistic also of the ‘‘ brutality ** of
Malthus 13 his curt dismussal of the illegitimate child "** The
nfant 13, comparatively spealing, of little value, as others will
immediately supply 1its place”’ (Book IV, chap 8, Vol II,
P 203)




MALTHUS AND RICARDO 167

Malthus is 1n many ways a pecubar and striking
figure. By a p and t tat t of his
chesis, he gamned a degree of attention which would
probably not have been bestowed upon him had he
been guided by the academic rather than the journalistic
mstinct Though ongmnal 1 his method rather than in
his substance, he was fortunate in the moment of his
exposition, since on the one hand the growth of popula-
tion m Great Bntain was attracting attention, and on
the other hand the positive checks, as represented by bad
harvests and i the consequences of war and in the
prevailing squalor, were visible to all men Moreover,
though his detached air offended many, yet mn an age
of dommant laissez-faire, his subtle suggestion that the
poor were responsible for their poverty, and that the
Government had no responsibiity for the pi
musery, commended his doctrine to those who were thus
exonerated  Yet, taking the revised text as the state-
ment by which Malthus should be judged, there 1s httle
m his doctrine that one need hesitate to accept Never-
theless, though the European War led to a marked revival
of interest i Malthus, the problem has mn large measure
lost 1ts terrors for the present generation Nor 1s the
reason far to seek The fundamental assumption of
Malthusianism 1n the strict sense 1s the umiform power of
increase of population, subject to the operation of the
preventive checks, this means i effect a potential
uniform birth-rate  But one of the most marked features
of population statistics 1s.the steady dechne in_the birth-
rate dunng the last fifty years—so marked, indeed, that
R es the fear.1s of depopulation, and

quently at & premi This, fortun-
ately, 1s not the place to consider the cause of the
decline in the birth-rate, but, without expressing views
on a matter with regard to which no one will enter the
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witness-box, 1t 1s clear that the cause must he either
m a dmmshing reproductive power, such as Godwin,
and later Carey, postulated—in which case the funda-
mental assumption of Malthus would be psoved false—
or, alternatively, 1n a deliberate and intenuonal restnc-
tion of births after marnage This last, as has been
seen, was m no wise contemplated by Malthus As
appled to present-day conditions, therefore, 1t must be
conceded either that his fundamental assumption of a
umformity of prolific power was stated too dogmatically,
or alternatively, that the preventive checks require
restatement to include points of view with which Malthus
was wholly unfamiliar

Even a bnef account of Malthus calls for some refer-
ence to his doctrine on the subject of rent, as expounded
w An Inqusry into the Nature and Progress of Rent
(1815), mn which to a very considerable extent he
lantlc.‘lpated the essential pomnts of the teaching of
Ricardo  Malthus, i his tract, 1s concerned at the
outset with the causes of the high prce of agncultural
produce, and dissents from the view expressed by those
of his predecessors who, like Say and Sismondi, had
regarded the high pnice as solely the result of a
monopoly  The high price of raw produce he attnibutes
to_three causes, the first bemng that quality of the earth
which énables 1t to yield more than 1s_necessary for the
maintenance of those employed on the land (a Physio-
cratic remnant), and the third being the comparative
scarcity of the most fertile land The. second cause,
which fits 1n with his general doctrine of poﬁﬁﬁon, is
the ingemous point that agricultural produce, ih ‘contra-
distinetion "to any other commoedsty— wn
demand In other dities, demand is exterior to,
iia"independent of, the production itself, so that

bund leads to ch whereas, contranwise,
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since food 1s a demand for population, the demand for
the necessaries of lfe 1s dependent upon the produce
itself Hence 1t follows, paradoxically, that here the
cause of the high prce 1s _m__h_e_fiugi_ m _V&unda.nce
rather than in_scarcity

€xplanation of rent follows from these considera-
tions  ** While fertile land is 1 abundance . nobody,
of course, will pay a rent to a landlord * Later, ** land
still “poorer, or still less favourably situated, may be
takeR Tnfo cultivation ©' But the produce 1s i each case
sold at the ‘‘ natural or necessary price,”” since ‘ the
price of produce, 1n every progressive country, must be
Just about equal to the cost of production on land of the
poorest quality actually mn use ” How closely Malthus,
came to the Ricardian and the ordinanly accepted'
statement of the doctrine of rent, will be apparent from
the following passage which 1s based on the comparison
of the earth to a *‘ vast machine "’—a sumile later so dear
to the heart of Carey.

‘“ The most fertile lands of a country, those which, hike
the best machinery mn facty yield the greatest
products with the least labour and capital, are never
found sufficient to supply the effective demand of an
increasing population  The price of raw produce, there-
fore, naturally nses till 1t becomes sufficiently high to pay
the cost of raising 1t with inferior machines, and by a more
expensive process, and as there cannot be two prices for
corn of the same qualty, all the other machines, the
working of which requires less capital compared with the
produce, must yield rents in proportion to their goodness **
(kP 3®)*

1 It should be noted that Malthus 1s more subtle than Ricardo
on a pomnt on which Ricardo has been frequently criticized,
1asmuch as he makes 1t clear that price nses and rents emerge
befors resort to an infenor soil, and that these are indeed con-
ditions of such a resort ‘‘No fresh land can be taken inte
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Ricardo

According to the pomnt of view, David Ricardo! (1772-
1823) 1s the evil gemus who switched Political Economy
on to the wrong lines, diverting 1t to a harsh, barren
and inhuman orthodoxy, or, alternatively, by virtue of
Iis mcisive logic and ruthless pursuit of an argument, he
15 about the greatest economist of all times—though
perhaps one should hasten to add that lttle of the
Ricardian edifice has endured Nevertheless no one has
been more mfluential than Ricardo, even if 1t may have
been mn ways which would have surprised Ricardo
himself His has indeed been a cunous fate It 1s round
him more than anyone that controversy has raged In
his hands classical English Pohitical Economy reaches 1its
final and complete form, so that, for the next generation,
the leaders of economic thought can do httle more than
repeat the perfected blend of Adam Smith, Malthus and
Ricardo, yet—cunous example of the wrony of human
effort—it 15 1 Ricardo that there are to be found all the
conclusions which, gratefully accepted by the scientific
socialists, became an armoury of arguments with which
to attack ‘“ bourgeois economy ' and the established
order of things If Marx and Lenin deserve busts,
somewhere 1n the background there should be room for
an effigy of Ricardo

As to the form rather than the substance of Ricardo’s
cultivation till rents have risen or would allow of a rise upon
what 1s already cultivated '’ A%am, ‘“1t can never answer to
take fresh land of a poorer quality into cultivation, till rents
have nsen or would allow of a nse, on what 1s already
cultivated **  (Pages 27 and 28)

! Born 1n London 1n 1772 of Jewish extraction, his father (a
banker) having been born m Holland, on the Stock Exchange
from a ves eaﬂ{ age, made a fortune, became a landowner
and entered Parhament In addition to his Prnciples, his
various pamphlets, e g on the high price of bullion, #xre of the
highest umportance
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wntngs, 1t 1s perhaps sufficient to say that he was no
wrnter He himself dimly realized that he was a bad
writer, but 1t 15 doubtful whether he can have known
the whole truth It 15 undiscerming flattery to regard his
chief work, The Prncsples of Political Ecomomy and
Tazafion, as a book at all Rather does it suggest the
sweepings of a busy man’s study—chapters of very
varying length, which he clearly found it difficult to
arrange 1n the nght order, brusque notes and memoranda
on pomts which interested the author In defence, 1t
may be admitted that Ricardo had the plea, on which
“few authors can rely, that he did not mean to wnte a
book These were ndeed memoranda wrntten for hum-
self and his friends, published on his friends’ incitement
But this 1s poor consolation to the lonely traveller
befogged n the Ricardian jungle

It 1s customary to say that Ricardo 1s_the supreme
example of abstract reasomng in economucs ‘1{15 is
true, yet it i not the whole truth  Ricardo does indeed
proceed from certain principles accepted as true, and he
follows these to thewr bitter—sometimes very bitter—
conclusions If to-day we are frequently aware of the
gulf between his conclusions and the world we know, it
15 as well to remember that probably the gulf did not
yawn so widely n Ricardo’s tme It 1s true also that
his book 1s a hormble concatenation of *‘ supposes,” so
that one seems to gasp for breath in a world of abstract
suppositions  Yet 1f Ricardo appeared to wnte in a
world of abstract assumptions, he did not live 1n such
a world On the contrary, no economust ever knew the
world better, or made so handsome a fortune ouf of it
Moreover, in all his occasional wntings, which are no less
mmportant than his Principles, Ricardo always had before
him a very practical and urgent question of the day

Perhaps the dominant factor in making Ricardo what
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he was from a literary pomnt of view 1s to be found 1
a certain nhented Jewish subtlety Mr_Gonnard has
elaborated, on the basis of their common racial ongin,
an impressive companson between Ricardo and Marx,
who certainly have many spintual pomts of kinship  To
this must be added his expenience on the Stock Exchange,
where the Ricardian assumption of free competition 1s
most fully reahzed His hterary work 1s, m fact, the
productxon of an unhterary Jewish stockbroker who had
neither time nor skilt to give grace or clarity to his
writings, and who made the mistaken assumption that
his readers would be as ingemous as he himself was

One general pomt as to Ricardo’s views on the scope
of Political Economy meets the reader on the threshold
In his preface he lays 1t down that the produce of the
earth 1s divided into rent, profit and wages, and that
‘“ to determine the laws which regulate this distnbution
18 the principal problem in Political Economy ™,' and
more emphatically 1n a letter to Malthus (20th October,
1820) he says:

‘“ Political Economy, you think, 1s an nquiry wmto the
nature and causes of wealth I think 1t should rather be
called an mnqury mto the laws which determine the
division of the produce of industry amongst the classes
who concur 1 1ts formation No law can be laid down
respecting quantity, but a tolerably correct one can be
laid down respecting proportions  Every day I am more
satisfied that the former nqury 1s vain and delusive, and
1n the latter only the true object of the science *’2

Attention is thus concentrated on the problem of dis-
tribution, above all with a view to determining the
proportions of the various claims made on the national

1 Pmmphs of Polstscal Economy and ZTazation, Everyman

’ me of Ricardo to Malthus, p 175
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{ dividend—a programme which Ricardo hardly fulfilled.
If many of the Ricardian theories are admirably
fal of Marx, the new emiphasis on
distnbution 15 no less significant For if in the field of
production the ultimate test 1 efficiency, n distnbution
the underlying question which sooner or later thrusts
itself forward 1s that of justice

For an understanding of Ricardo’s place 1n the history
of economic thought, 1t 1s almost sufficient to study his
Principles Here his starting point—whether 1t was 1
fact the starting point of his thought may be doubted—
1s the venerable question of value, to which he conse-
crates his first and longest chapter Here his doctrine,
at the first blush simple and comprehensible, trails off
mto modifications which leave the reader who pushes so
far, not quite sure how much of the ongnal simpheity
1s left, and which indeed later left Ricardo himself
somewhat doubtful of the whole doctnne He starts oft
m th the footsteps of Adam Smuth, distngwishing between

and va exchange, —a_n‘?pomts out that
to have exchangm a commodity Tust have
utllxty, though utllxty cannot be the measure of exchange-
able value Assuming fthe presence of utity, the\ \

eic‘ﬁah‘geuble value of commodities comes from two
sources (1) their scarcity, and (2) the quantity of labour
required to obtain them But how are we to apportion
the nfluence of these operative causes? Here Ricardo,
with magnificent danng, effects a ssmple dichotomy of all
commodities There are some of which no labour can
mncrease the quantity, and therefore their value cannot
be lowered by an increased supply In these cases value
1s determined by scarcity alone Of such are ‘‘rare
statues and pictures, scarce books and comns,” and all
the other objects of the type of the Great Auk’s egg,
which figure in the economist’s museum On the other



174 DEVELOPMENT OF ECONOMIC DOCTRINE

hand, there are those commodities which can be mult-
phed ‘‘ almost without any assignable it ”* by the
exertion of human imdustry Here, the foundation of |
exchangeable value 1s ‘‘ the comparative quantity of '
labour expended on each,” though even in his general
statement at the beginning of the chapter, Ricardo mits
this by restricting the proposition to the ‘‘ early stages
of society,” and further shps i a modifying ** almost
exclusively "’  Apparently, however, in all stages of
society, 1t remams the foundation 2

It may be suggested that such a bold division of the
probl avolves 1ts own cond ty The probl
of value 1s one, and a theory of value should explamn
value wherever it occurs It 15 in the highest degree
unlikely that value should flow from one group of causes
m the case of one type of commodity, and should be
determined by wholly different causes n another
Ricardo’s fundamental error here hes in the assumption )
that there 1s a sharp line of division between things .
which may only be increased m quantity by the opera- ‘
tion of a muracle (the possibility of which may be:
1gnored m an economic text-book), and those which can:
be mcreased ‘‘ almost without any assignable Lmut,”
if people so choose It might be argued that neither
of these classes really exist, 1t is certamn that, if they
do exist, they fade into each other by a seres of infimtely
small gradations The truth 1s that all commodities at a
given moment are hmited 1n quantity, 1t 1s indeed because
they are so imited that the question of increasing their
quantity anses At the other extreme, though it may
savour more of sophistry, there are few goods which
are for practical purposes so hmited that they cannot

1 Ongmnally he had said *‘ solely * Ricardo’s doubts soon set
n
* Principles, chap 1, On Value, section 1
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ander any crcumstances be increased Old Masters
and Great Auks’ eggs are probably the traditional
examples It 1s true that the works of any particular
Old Master are obviously imited, so long as the ingenuity
of the trade 1s restramed But the production of Old
Masters goes on, though the products may take five
hundred years to mature. In the year 2400 the market
for Old Masters may concewvably be flooded with
Augustus Johns So with our friend the Great Auk,
the eggs she has left are indeed numbered, but 1t 18
certainly possible, though it might be troublesome, to
increase the eggs of extinct birds, if only by sending
sparrows and starlings the way of the Great Auk He
would be a bold man who should say that the complete
success of the Farmers’ Anti-Sparrow League would
have no 1nfluence on the value of Great Auks’ eggs It
would, because thereby the supply of eggs of extinct
birds would be increased, and though admuttedly the
new supply would 1n a sense be a substitute for the
Great Auk’s egg, nevertheless some consumers of these
eggs would doubtless be prepared to accept a substitute

It may be observed that Ricardo, less daring thany
Marx, mn fact gives no proof that the increasable comd
modities exchange n accordance with the quantity of
labour expended on each The nearest approach to a
purported proof 1s 1n the passage where he states that,
to convince ourselves of the truth of the proposition, we
have but to ‘‘ suppose any improvement to be made mn
the means of abndging labour”’ And the result?
Clearly, a fall 1n the value of the final product—a proof
of the proposition which rests on the truth of the proposi-
tion !

But the principle thus ad d as the ** foundation **

is immediately made subject to a number of reservations, '

11bid , chap 1, section 3, p I5.
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the effect of which 1s to damage the foundation more
than Ricardo was prepared to admit—at least i The
Principles  The first difficulty anses from the different
qualties of labour Ricardo here tells us that *‘the
estimation _n_which different qualties of labour are
held comes soon to be adjusted in_the market with
sufficient precision_for_all B‘ractig! purposes ™A _scale
is thus amnved at which, *“when once formed, 1s liable
to Tittle vamation ! It ought to be clear, however,
that a theory of value designed to explain what happens
mn the market cannot base itself on what does mn fact
happen 1 the market It 1s the old problem which so
pervades all economic discussion, of determining which
of two phenomena 1s cause and which effect Is_the
scale of values attached to different kinds of labour
something which we arrivé at, Heaven kmows trow,and
which 15 subsequently reflected in the market in the
values of the commodities produced; or is the value of
commodities determined independently in the harsh,
unsympathetic market and thereafter reflected back in
the relative values attached to different kinds of labour?
A theory which makes value in the market the expres-
sion of the amount of labour mvolved is clearly debarred
\from going to the market to find 1n what ratios different
kinds of labour ought to be weighted

Other modifying conditions noted by Ricardo relate
to the time and labour necessary to produce the capital
involved, 1ts distribution as between fixed and circulating

1Itwd , chap 1, section 2, pp II-12

21t 13 cunous to note how similar are the words of Marx on
the same pont ‘‘ The different proportions in which different
sorts of labour are reduced to unskilled labour as their standard,
are established by a social process that goes on behind the backs
of the groducen, and, consequently, ap to be fixed
custom " (Marx, Capstal, chap 1, secton 2, p 52)
mystenous process behind the ks of the producers is once
again, of course, merely the judgment of the market
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capital, the greater or less degree of durability of the
capital, and the time that must elapse m bnngmng the
commodities to market Though Ricardo professes to
regard all these as relatively ummportant, his own
statement leaves doubts which, it is known, disturbed
Ricardo’s” 6wn “peace of Tnind = Nevertheless 1 The
Pnncxgles a brave show 1s made n 1dentifying, as far as
might be, value and the amount of labour necessary for
prughon His many qualfications and hesitations
were easily overlooked, and Ricardo was assumed to
have presented to the world a labour theory’ of ‘value N

How far, it may be asked, 15 the doctrine that value
1 the expression of the labour involved, affected by the
appropriation of fand and the consequent payment of
rent’ The answer brings us to what 1s, if not the
central, at any rate the most celebrated of Ricardian
doctrines, namely the Ricardian fReory of renf That

the Ricardian theory of rent Had previously been stated
1n ifs essentials by others 1s true, nevertheless, Ricardo
eméﬁﬁmnty which has made
1t peculiarly his, for what 1t_1s worth, to all tme The
Pﬁ%m?ﬂ' will be remembered, had looked on Fent
asrwoeWre, ‘Adam’ Smith, with
confused P _‘y_ﬁ 10cratic_re hls position, was
perhaps inclined to the same view  Malthus, not to
refer_to Jess celebrated names, had shown the way to a
theory ry of rent based, not on the bounty, but on the

m_e%l':ﬂf_SSJLNamre
e Ricardian theory of rent has for us, in these

latter days, something of the obvious and platitudinous,
once Ricardo’s restricted defimtion of rent 1s swallowed It
15, 1n a too famihar phrase, *‘ that portion of the produce
of the earth which 1s paid to the landlord for the use of

the origina ongna] | and indestructible’ powers_ of the soil "

TIbd, chap I, p 33
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Ricardian rent 1s therefore a very different thing from
rent as understood by landlords, farmers, and the other
vulgar, in whose minds rent always has been, and
always will be, a payment in which are contaned
elements 1n respect of farm-buildings, capital sunk 1n
mmprovements, and all the rest of it A colomst might
say that the soil had no ongmal powers except those
put there by the devil, an incompetent farmer mught
protest that 1t had no powers which were indestructible
The ordinary person would say that, even assuming that
there are such powers, they are so iextricably inter-
mingled with others which have a later and more human
ongmn, that 1t 1s futile even to attempt to wisualize a
separation of rent, as vulgarly understood, between the
Ricardian or economic rent proper, and the other
mgredients which are rather of the nature of interest

The text-books have made the Ricardian _theory of
reanb@e} _may _suffice
Assuming “‘ an abundance of nch and fertile land” m
the case of a new settlement, there will be no rent, as
no one will pay for that of which there 1s an abundant
quantity not yet appropnated But this best land not
being unhmited n quantity, 1t 15 necessary, with the
progress of population, to resort to land of inferior
quality Rent will then anse on the land of higher
quality, and so progressively, with each increase 1n
population which *“ obliges *’ recourse to land of inferior
quality, the land last cultivated will yield no rent, rent
will emerge on that which had previously been on the
margin, and the existing rent on all the higher grades
will be correspondingly increased

It is possible, however, to render the theory more
precise  “‘ Su " (f we may borrow Ricardo’s
favounte word) that three grades of land, with an_equal
employment of capital and labour, yield a net produce
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of 100, go and 80 quarters of corn  So long as the first
'mﬁm_t%m rent, with résort fo the
second_quality_land, a Tent €quivalent to 10 quarters
will_appear on the first grade, since there can only
be_one price 1n the market, and that price must be such
as to_enable farming to make ends meet with a yield
of go quarters So with the descent to the third quality
land, the no-rent land will now be that which yields
80 quarters, the previous margnal land (yielding 9o
quarters) will yield a rent of 10 quarters, and the rent
of 10 quarters hitherto payable on the highest qualty
land will nse to 20 quarters And so on indefinitely

It will be seen n what way the Ricardian theory of
rent 15 connected with the labour theory of value.
leirlgwchoﬂ, but 1n the
case of agricultural produce, there 1s clearly no uniform
cost of production  With whnch of the possibly n_xtu'ute

number of costs-of- produchon is value to be _equated?
Clearly, with the highest, since if the needs of society

require_resort to produc’hon under unfavourable cond:-

price received Price 1s therefore determined by the
costs of those who continué t6 produce under the most
unfavourablé “éffeuMmstances, and inasmuch 48 there is
umformity of price, there will be a surplus in the case
of those who produce under better conditions The
le‘ﬁﬁiﬁmg of rent thus reduces 1itself to the com-
paratively obvious statement that if there 1s s _(as there
must be} umfonmty of pnce i the market, then when-
ever two identi ties are pro ifferent
costs; & Surplus will accrue on that which is_produced
under more favounbh\mndmons ‘Rent, as Ricardo
specifically states, is ** always the difference between the

produce obtained by the em_glnyment..ol,_bvo equal
quantifies of labour and caoite!,’” and as so defined, rent
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15 clearly not confined to the sphere of agnculture, but
may, as later theory realized, appear mn any department
of economic lLfe
The cntical may suggest that the whole of Ricardo’s
account of rent 1s vitiated by that fruitful source of con-
fusion, the mustaking of cause and effect His state-
anen e progress of populal * obliges” a
country to have recourse to land of inferior quality, and
that 1n consequence price tises to support the increased
cost of production It 1s, of course, an” imagmary
world 1 which Ricardo moves, but even in such a
hypothetical state, 1t 1s clear that the nse in price would
precede, and not follow, recourse to inferior land The
true sequence would obviously be that when scarcity
was felt, the price would nse, and the nse 1n price would
then enable recourse to be made to land of inferior
qualty It 1s unnecessary to underhne the bearing of
this point on the general Ricardian theory of value It
suggests a reversal of the sfatement that ‘‘ that corn
which _1s produced by the greafest quantify of labour is
the }'_e_gulator of the price of corn ”’,* on the contrary 1t
may be the pricé of corn which determings how far 1t
) grpﬁtab]e to_carry_cultivation
ertain footnotes to, and inferences from, the Ricardian
theory of rent may be noted While the theory imphes
that there 1s somewhere a grade of land that pays or
would pay no rent, Ricardo realizes that subsequent
*“ doses ”’_of labour and “capital (if a later phrase be
admissible) may be applied to land of higher quality i
preference to resort being made to lower EEL,%" Tands
Such less efficient applications to land already cultivated
will, however, give rise to rent in exactly the same way,
since rent ‘‘ invanably proceeds from the employment of
an additional quantity of labour with a proportionally
1Itnd , pp 40-41.
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less return ”’! (Here the Law of Dimumishing Returns
1s clamouning for fuller expression ) To put 1t once more
i modern terms, this means that t,l_x_e_’é_w of Rent may
operate_intensively as well as extensively -

e most important inference from the theory 1s that
rent (in the Ricardian sense) does not enter mnto the cost
of production, and_that consequently the remission of
rent would have no effect on price This follows from
tmpnce_ 1s_determined by production_under
the most unfavourable conditions, on land which by hypo-
thesis pays no_rent—rent bemg merely an _emergent
surpliss, Tepresenting the differential advantage of the
siperior land A further conclusion imphcit n the
Ricardian theory 1s that rent, the surplus which falls
mnto the lap of the landlords, will tend to increase as
society a§vances Tt 15 the effect of the increasing wealth
of the country, and, with increasing wealth; theré will
(according to the true Malthusian doctrine) be increasing
populat pelling for 1its the cultiva-
tion of inféerfor-Tand “Such a tendency to increasing
rents might, of course, be checked by improvethents

in_agnculture _which _would enable the ~additional

quantifies_requited_to_be “obtained_from land already
under cyltivation Anything that duﬁimsheﬁ the inequah-
tres of lands necessanly cultivated will diminish rent, and
as 'Ricardo ‘observes in one lummous sentence, rent
increases” fhost rapidly as the remaining disposable land
decrezEy T its produrtive powers-—thaTis 16 say, the most
favourable position for the Tandlord 1s when, after the
best lands have been exhausted, the population is forced
down iith a bump to the cultivation of the Bass Rock.

It will be seen how far-reaching are the implications of
the Ricardian theory Before any other claims are con-
sidered, a slice of the produce of the earth 13 assigned

1Id, p 37
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to the landlords 1n return for no service rendered, a
shice, moreover, which grows progressively with the
increase of population, so that there 1s scarcely (from
the pomnt of view of Ricardian theory) any lmit to the
proportion of the annual produce which may be absorbed
1 this way. So, too, there 15 a complete reversal of the
Physiocratic point of view which not merely assigned to
the landlords a place of conspicuous honour and useful-
ness, but viewed the existence of rent as proof of the
motherly benevolence of a bountiful Nature Nature
has now become stepmotherly. ‘‘ The labour of Nature
15 paid, mot because she does much, but because she
does Tittle  In proportion as she becomes miggardly
her gift gifts she exacts a greater price for her works !
Gloom 1s settlng down on the economic horizon

Of the other influential doctrines of Ricardo, the most
important 1s that which 1s concerned with wages™ Wages,
that 1s the price of labour, 15 of course merm
example of value Value, as'has been seen, is deferminied
by the amount of fabour necessary for, production; but
while this'1s the * natural price,” there may be accidental
and tempol deviations occasioned by the Ech!t no
commodify 1s_supplied Tor any length of time in pre-
asely the required degree of abundance It 1s under
the influence of such deviations that capital 1s properly
apportioned between the vanous lines of production, and
the Ricardian scheme envisages constant oscillation 1
the market price, tending always to return to the natural
price represented by the labour cost of production *
Applying these principles to wages, the price of labour,
there will here also be a market price and a natural price.
The market price wall be the price actually paid, depend-
ing on the proportion of supply and demand, excess of

1Jbid , chap 2, footnote,
‘gbad , chap 4, On Natu nnd Market Price
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labour depressing and scarcity of labour raising the market
price. But whatever these deviations, there will be a
tendency, here as elsewhere, to return to the natural price.
What, then, 1s the natural price of labour? The
answer 15 to be found in what Tater, following Lassalle,
came to be known as the Iron or Brazen Law of Wages
If there be obloguy attaching to the authorship of this
law, 1t must rest, not on Ricardo, but on many others
who expressed what was tending to become a common-
place view in the late eighteenth century. The very
precise statement of Turgot has already been noted !
According to Ricardo, * the natural pnce of labour is
that price which 15 necessary fo enable the labourers,
oné with_another, to subsist and to perpétiaté thewr
race, without either increase or diminution "2 Accord-
mg as the price of food and Tnecéssaries rises and falls,
c&"of labour nse and_fall “The
mar] eM_]abour will tend towards the natural
price, because 1t obviously cannot remain below it

without leadxng_}o a reduction 1 the volume of labour,
while, 1f 1t nses above it, the population will increase,
and with redundancy of Tabour the market price will
again tend fo fall. For Kicardo, a complete Malthusian,

“Tio point 1s Detter established than that the supply of
labourers will always ultimately be mn_proportion to the

means of supporting them > The natural price of
labour, 1n short, 1s the minimum com%‘ﬁen

Stich 1§ Ricardo's first brufal statement which suggests
that the natural rate to which wages will always tend to
fall is the bare mimmum necessary to allow a labourer
and his wife to bring up a family of approximately two;
but as so often with Ricardo, the theory 1s imperceptibly

1 See above, p 116
3Ihd, chap 5, On Wages, p 53.
VIbd , chap 21, p 194
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modified, if not seriously undermined m subsequent dis-

cussion. He admuts 1n the first place that in_what he
calls an ‘“improving society,” wn_which one increase
of capital follows another, the market rate xﬁ be
above the natural rate for . an _indefinite perod.”
Apart from the fact that the operation of the law may
be ndefinitely suspended, there 1s the further damaging
concession that even when estimated 1 food and neces-
saries, the natural price of labour 1s not absolutely fixed
and constant It not only differs in different countres,
but 1t varies n the same country at different times In
short, *“1t essentially depends on the habits and customs
of the people” The standard represented by the
Ricardian_wage 1s thus not a standard of subsistence,
but a customary standard I the natural rate 15 merely
the customary rate, 1t 1s somewhat tautological to_say
that wages tend to réfurn to their natural rate What
tl;at may be iiep'efxds entirely'on_;l the habits and cusfoms
of _the people "’ “"Ricardo emphasized the impdttance
ofa Qﬁzpfor comforts and enjoyments ’ ai—s%curity
aganst a superabundant population, we should regard
it to-day. as buttressing” the™ conventional standard of
life Clearly, if in one of these periods when thé market
rate is, for an indefimte penod, above the natural rate,
such a taste for comforts 1s developed, then at the end
of this indefinite period, the ‘‘ habits and customs of the
people ** will have changed, and Ricardo’s natural price
of labour will have to take account of the fact.

So far from bewng nigorously adamant, Ricardo’s state-
ment_of the ‘iron " law of wages suggesfs something
peculiarly adjustable ~ Even fakifig i in its cruder and
more popularly accepted form, it must be remembered
that in two fespects the doctrine that wages tend to be
depressed to a minimum—a doctrine that probably did
not_seriously misrepresent the *position in the_period
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between Turgot and Ricardo—has been undermined since

Ricardo wrote. In the first glace he v1ewea ﬁie WoO! rker

entirely in 1solation, and as at a _grave d

when confronted with the employer, he could not ioresee

the reaction on Wages of Combinations and Trade Unions

Seoonaly, it is clear that the Malthusian generahzatxons,
uch Turk behind the Iron Law, require Tesfatement

The preventive check is no Erevenhve check is not what 1t used to be, 1t 15

certainly no longer so true as it was, that children rush
into_the world on the ghmsz_smestxon of food On
the contrary, a mse in the standard of hfe may, and
generally does, lead to a_decl decline 1 the birth-rate  To
these two considerations, above all, % due the fact that
the so-called Iron Law of Wages 1s to-day of httle impor-
tance except for the examinee
Ricardo’s professions would lead the reader to expect
a discussion of the proPortlon m which the ‘‘ produce
is allotfed_among the vanous claimants While his
discussion nowhere approaches such a quantitative com-
putation as might be antiipated, he does indicate how,
mm accordance with his theory, the proportion will tend
to vary n future Rent, as we have seen, will nse,
wages will tend to B : nominally, owng to the increased
cost of Tood occasioned by resort to inferior land, but
real Wages (being governed by subsistence considerations)
not mse Indeed, though 1t may appear to be m
confradiction with the stncter interpretation of the
Ricardian law, the normat mse in wages will not be
sufficient to compensate the worker for the nse m prices
of commodities 1n general ! With regard to profits, along
with which interest 1s lumped, Ricardo 15 not entirely
clear, but to one general proposition he adheres with
the utmost tenacity It 1s that whatever increases wages
necessarily reduces profits, and indeed nothing can 2 affect

1Ibid , chap 5, On Wages, p 57
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profits but a nse n wages' No place here for the
““economy of high wages,” or for a consideration of
those causes which may lead to vanations of the output
of labour Wages and profits are diametncally opposed,
and a fall 1n the one means a nse 1n the other In the
long run, as has been seen, money wages will nise, so
that the rate of profit wall tend t6fall = T 7
Such 15 the Ricardian scheme of distnbution, 1 place
of the old harmony of interest, he has placed dissension
and antagonism at the heart of things ‘‘ The nterest
of the landlord 1s always opposed to that of the consumer
and manufacfu‘re?."’—'So_;avﬁo__the_lgieres}; of the worker
and the employer are eternally and irreconcilably opposed,
when one gains, the other loses Further, the outlook
for all, except the landlord, 1s a process of continual
pejoration  Gone is the large-hearted optimism of Adam
Smith, t ted mto a p that will not be
comforted  Yet Ricardo remains immovably non-

mterventiomst  * These, then,’’ he says, ‘‘ are the laws
by which wages are regulated "', , and he adds inconse-
uently, ‘‘ like all other contracts, wages should be left
to_the fair_and free competiion of the miarket, and
should never be controlled by the  interference of the
legislature ’*  Tn a world of Ricardian gloom one might
ask, and did m effect ask, why there should not be
mterference An optimist carolling that God’s in His
Heaven, and that all's nght with enlightened self-interest
has a nght to nail the lassez-faire flag to the mast, but
a pessimist who merely looks forward to bad days and
worse times ought not m principle to be opposed to

+h

tervention, unless his p 18 so ] gh-going

VIbid , chap 6, On Profits, pp 70-71
3Ibd, chap 24, p 225 It 1s true that there is a slight

uce}mon
3 Ibd , chap 5, On Wages, p 61
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as to lead to the conviction that, bad as all diseases
are, all remedies for all diseases are even worse !

Much might be said, but cannot be said here, with
regard to Ricardo’s wntings relating to the theory of
foreign trade and 1n the field of currency problems It
must suffice here to say that, as Ricardo’s starting pomnt
was in the urgent problems of the day, so in hiése tmore
technical discussions his importance is as great as in the
more general parts of economic theo: He explained
the Jaws which govern the &stnliuﬁg of the pgecwus
metals among different countnes as a result of international
trade, m currency matters he expounded the quantity
theory of money, agd ‘with much subtlety analysed the
meaning of depreciation, he advocated economy m the
use_of gold and slver, and indeed he argued that “a
currency 15 1n 1ts most perfect state when 1t consists wholly
of paper money, but_of paper money of an equal value
with " the gold_which 1t professes fo ‘represent ¥ He
antcipated 1n his wntings the peculiar features of the Gold
Standard, as reintroduced mn 1925 But the temptation to
discuss the currency expert mn Ricardo must be resisted.

Even if little of the main Ricardian structure be left
to-day, it nevertheless remains true that Ricardo was one
of the d t nfl of the teenth century,
and that, moreover, 1 directions which would have made
Ricardo shiver to contemplate His prnimary purpose
was to elaborate the theory_of distbution, and in par-
ticular to consider the incidence of vanous types of
taxation He did $0 on certain assumptions regarded

1Mr Gonnard has very properly drawn attention to the
1llogical combination of pessimistic belief and the cult of
mdivadual hberty, charactenstic of the school of Ricardo, which
he ascnbes to the Calvimstic and puntamcal element in the
British character But 1n Ricardo’s case 1t must go further back
than Calvin See Gonnard, op ait, Vol II, p 250

3Ibwd, chap 27, P 244
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as sacrosanct, and ruthlessly pushed on to certain logical
conclusions  There 1s no place mn Ricardo for the
waywardness of human action or for the multiphaty of
causes of friction which place mere logic at a disadvantage
1 explaining the mechamism of socicty Above all,

competition—ommnipresent, unrestrained and instantane-
ously _operative—is_assumed_

s the driving Torce of all
action It 1s not so mow, nor indeed was It evef so
“ Why should the manufacturer continue ti:e trade
if his profits are below the general level? "' ‘He himself
knows the answer, as he shows two chapters later, namely
that people while losing money may continue mn a trade
for the very excellent reason that they cannot get out of
1t, that a shipbuilder overmight cannot turn his capital
to agniculture But such distracting knowledge of the
real world has lttle influence on the march of Ricardo’s
argument  Agam, despite occasional sympathetic obser-
vations, his whole aﬁ: de to the mkmi%:ms‘that
they are merely a means to production Suppose the
circumstances of the country to be such that the lowest
labourers are not only called upon to continue their race,
but to increase 1t, therr wages would be regulated
accordingly "’? Marx's Industrial Reserve Army does
not more definitely set the workers aside as a separate
race mamntained for the high ends of enterprise Agam
1n another celebrated passage which very properly stuck
m the throat of Sismondi, he argues agamnst Smith for
magnifying the advantages of a ]arge gross income
rather than a large net income It is, says Ricardo,
the net income that matters, and if f the net income can

served by the superﬂuxty?' His logzc would lead to tht

1 Ibwd , chap 17, footnote, p 160
*Ibid , chap 16, g 1&
*Ibid , chap 26, On Gross and Net Revenue, p. 23§
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desrabilty of the populaion being reduced fo one, and
that last remnant producing a vast net surplus with the
aid of sorcery ang mechanical contnivances The repel-
lant_doclrine that man exists for the production of
wealth, rather than that wealth exists for the use of
man, here finds 1its classical utterance T
Al Ricardo’s” doctrines were left n a form to mvite
musquotation and abuse They are so easly remem-
bered 1 their abridged form, 1t 15 so easﬁ?glfo?g"et it
was perhaps difficult ever to understand) the subsequent
reservations i which Ricardo did so much to complicate
and_modify Ius symple doctnmes. It 1s therefore not

surpnising that the crude and unrefined Ricardo should
have been taken and applied to other purposes Above
all, he provided, all unwittngly, the foundation stones
oim' The labour theory of
value, with_which he appears to have been increasingly
dissatisfied, 15 the basis of Marx and the source of the
claim to _the * whole produce of labour * The doctnne
of Tent, especially 1f one forgets that Ricardian rent is
an abstraction, appears as an instigation to agraman
socialism  The Ricardian doctrine of wages, shomn of
those reservations which_go far fo deprive it of all mean-
ing, became the battle-cry of socialism His Gpposition
of wages and profits seems t6 Symbolize the class war
For the ironically minded, nothing 1s more curous to
observe than this supreme exponent of classical Enghsh
Political Economy providing arguments to Marx and
his followers That the Ricardian refinements were left
behind 1n the transplantation s true but immaterial
Perhaps the final lesson o be learned from Ri Ricardo 1s

thaf Yhe Tierary graces are not merely Hierary graces are not merely omamental but
useful, and _that he who Is deficient in the art of expres-

ston has only himself to blame 1f he is musrepresented




CHAPTER V11
LAUDERDALE, RAE AND SISMONDI

Wit Adam Smuth, Malthus and Ricardo, the structurs
of *“ classical "’ Political Economy 1s, 1n a sense, complete
From this point onwards, 1t 1s, for a time, by no means
easy to decide in what sequence our chosen representatives
of econemic thought should be marshalled, or how best
they should be grouped for purposes of exposition The
classical school had made certain assumptions with regard
to the relationship existing between the indivadual and the
State, they had mn their later developments arnved at
a generally pesstmstic outlook, as exemplified 1 the
‘“principle ' of population and the Ricardian Law of
Rent, their defence of latssez-fatre and Free Trade had
given them cosmopohtan sympathies, they had been
hardened individualists ~ Against each of these aspects of
the classical body of thought, reaction was mewvitable, 1t
was likewise inevitable that some should continue to croon,
with modifications, the accepted and orthodox doctrine
There are thus, in the next generation, cntics of the
excessive mdividuahsm of the classical school denying the
assumptions on which laissez-fasre 1s built. There are
advocates of Protection There are those who struggle
ds a more op view of the universe, There
are those who plead the case of the nation against what
they regard as a wishy-washy cosmopolitanism On a
19
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larger canvas, these various lines of reaction agaimnst the
classical school mught be traced consecutively ~ Unfortun-
ately, the authors concerned do not consistently group
th lves along duff lines of development, and there-
fore in the next four chapters a rough and ready grouping
1s all that 15 possible In this chapter a bnef account
will be given of three early cntics of Adam Smuth, viz,
Lauderdale, Rae and Sismond1  Lauderdale and Rae are
largely concerned with what they regard as Smith’s
erroneous views on the nature of wealth Rae and
d1 have this in , that both are led to reject
lasssez-faire and to msist that extenswe dutes rest on the
State It 1s true that while this reaction leads Rae to a
somewhat paternal state, it rather urges Sismond: mn the
direction of socialism  In the next chapter three German
writers, Muller, List and von Thunen, will be considered
Muller and List have much 1n common, and represent the
reaction to nationalsm and Protection, though indeed
Muller’s cnticism of Smuth 1s extensive and comprehen-
sive  Von Thunen 1s rather a star that dwells apart, but
he would probably be happier beside his German com-
patriots than anywhere else In the ninth chapter, the
reaction to optimism will be discussed (very brnefly) as it
15 represented i Carey and Bastiat, though here agam
Carey might better be grouped with List as jomtly
g, on the pted view, the leading
exponents of Protection Lasﬂy. 1n the tenth chapter, the
continuation of the orthodox school will be exemplified by
$Say, Senior, Mill and Cairnes

Lauderdale

Of the group assigned to this chapter, two, it is to be
noted, are Adam Smith’s own countrymen  Though they
have not succeeded in retaining a large place in the
general memory, they are noticeable for their fundamental
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cnticisms of certan of the assumptions of Adam Smuth
While Smth was the embodiment of common sense and
shrewdness, these cntics are, however, rather to be
regarded as nteresting and cunous, 1if not indeed eccentric
Doubtless this eccentnicity was more marked mn James
Maitland, eighth Earl of Lauderdale, than 1n John Rae

Lauderdale! (1759-1830) was mn his time a strking
figure, much gwen to entering protests mn the journal
of the House of Lords His contribution to economic
Iiterature 1s to be found 1n a work of which the complete
title 1s An Inquiry into the Nature and Ongin of Publc
Wealth, and into the Means and Causes of sts Increase, a
buok of commendable brevity and of few 1deas, pushed
home with much pertinacity and ingenwty, and indeed
carmed to the pomnt of habitual paradox In his
‘‘ advertisement,” he claims that his views ‘‘are not
only new, but even repugnant to received opimions '
The central pomnt of Lauderdale’s theonzings is fore-
shadowed 1n the title of hus treatise ** Public Oeconomy,””
e tells us, ‘‘1s of necessity 1n all stages of society, a
'subject of discussion, even amongst the most vulgar and
illiterate, whose rude and erroneous conceptions must
naturally lead to expressions founded on maccuracy and
pregnant with error.”’? Lauderdale throughout shows a
truculent and carping spint wherever Adam Smith 1s
concerned,® and the implication of the whole discussion
is that Smuth hkewise 1s a vichm of these rude and

! Born 1759, entered Parhament 1780, succeeded to Scottish
peerage 1n 1789, and 1n 1790 was elected a representative Scots
peer Politically he moved, dunng his hfetime, from the
extreme left to the extreme nght In the la.ngunge of his
countrymen, ‘' a crotchety body

2 P«blw Wealth, pp 3-4

g ‘‘ There 18 no opinion that has been anywhere main-
tame on the subject of the sources of national wealth, whmh
does not appear to have been adopted 1n different ,pgm of the
inquiry into the Wtallb of Natsons '’ (Public Weal p 116)
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erroneous conceptions The particular example of the
Idol of the Market-Place with which Lauderdale is
concerned 1s that which confuses the wealth of a nation
with the riches of an individual, and which assumes that
whatever increases the riches of an individual will pro
tanto ncrease public wealth Lauderdale, 1t may be
observed, consistently uses the word ‘‘ wealth ** when the
approprate adjective 1s ‘“ public,”” whereas in speaking of
the individual, he uses the word ‘‘ niches ** The passage
1n Smuth which Lauderdale regards as particularly peccant
15 that in the third chapter of the second book of The
Wealth of Nations, wh the * her ”*
discusses the accumulation of capital As the capltal
of an individual,” says Smith m this passage, ‘‘ can be
ncreased only by what he saves from his annual revenue
or his annual gains, so the capital of a society, which 15
the same with that of all the individuals who compose 1t,
can be increased only in the same manner.”” It 1s the
concluding part of this dictum which particularly dis-
pleases Lauderdale So far from 1t bemng possible to
1dentify the capital (or wealth) of society with the sum
total of the capital (or riches) of all the ndividuals, they
are indeed fundamentally opposed To find the basis for

the distinction, indeed ant: between public wealth
and pnvate niches, we must follow Lauderdale into that
unending morass where and others assiduousl:

'y
and eternally discuss the meaming of value, and find no
end n wandenng mazes lost That value may be]
conferred on any commodity, two conditions are, he says,
requisite: firstly, the commodity, as bemng useful or'
delightful to man, should be an object of his desire, and
secondly, the commodity should exist ‘‘in a degree of
scaraty.’’? If the crrcumstances with regard to demand
remain the same, value will accordingly increase with

1 Public Wealth, p 12
G
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scaraty, and be dimimshed with abundance  But if
the mndividual’s ““ nches’’ are ncreased by scarcity
(existing elsewhere), there must, argues Lauderdale, be
an antagomism between public wealth and pnivate riches,
and the increase of the two must depend on different
causes The popular 1dea regards public wealth as the
tegration of all private wealth, and, as exemplfied by
Adam Smuth, holds that parsimony, ‘‘the most usual
means of increasing private fortune,”” 1s lkewise the
‘“ parent of public wealth ' In fact, as has been seen,
private riches postulate scarcity, and ‘‘ the common sense
of mankind would revolt at a proposal for augmenting
the wealth of a nation by creating a scarcity of any
<commodity generally useful and necessary to man ’ He
continues 1n a passage which has been frequently quoted

““For example, let us suppose a country possessing
abundance of the necessanies and convemiences of Lfe,
and unversally accommodated with the purest streams of
water —what opinion would be entertained of the under-
standing of a man, who, as the means of increasing the
wealth of such a country, should propose to create a
scarcity of water, the abundance of which was deservedly
considered as one of the greatest blessings incident to the
communuty? It 1s certan, h r, that such a pro)
would, by this means, succeed 1n increasing the mass of
individual riches, for to the water, which would still retain
the quality of being useful and desirable, he would add
the circumstance of existing 1n scarcity, which of course
must confer upon 1t value "2

‘The converse case 1s also forcibly argued

‘“ Let us for a moment suppose 1t possible to create as
great an abundance of any species of food as there exists
of water what would be thought of the advice of a man

1Ibd, p 40 1Ibd, PP 43-44



LAUDERDALE, RAE AND SISMONDI 195

who should cautiously recommend, even at the moment
of the pressure of scarcity, to beware of creating thls,'
boasted abundance? for, however flatteing it mught !
appear as a remedy for the immediate evil, 1t would
mevitably dimmush the wealth of the naton  Yet
ndiculous as this opiion might appear, as everything|
which partakes of the abundance of water or air must at!
once cease to possess value, 1t follows that, by occasioning!
such an abundance, the sum-total of individual nches/
would most certainly be diminushed, to an extent equal t
the total value of that species of food whose value would
by this means be destroyed **

There 1s thus complete antagomism between public
wealth and pnivate nches, the commumnty 1s interested 1n
abundance, the individual (who possesses) 1s interested m
scaraty  Indeed Lauderdale goes so far as to affirm
generally that ‘‘ an increase of riches when ansing from
alterations 1n the quantity of commodities, is always &
proof of an mmmediate dimmution of wealth, and a
dimimnution of nches 1s evidence of an immediate increase
of wealth ’? Thus Lauderdale arnves at his defimtion of
wealth as consisting * of all that man desires, as useful or
delightful to him,”” while individual riches consist of ** all
that man desires as useful or delghtful to hum, which
exists mn a degree of scarcity '  As scaraity increases,
the former diminushes, while the latter must increase

In an elaborate discussion of the four causes which
lead to vanations m value (diminution-and-ncrease of
quantity, dimisution and increase of demand), Lauderdale
15 led to an analysis of what would now be known as the
prnciple of elasticity of demand  Thus, taking the first
of these causes, that of diminution of quantity (or
scarcity), the effect of competition 1n raising value may
be far beyond what might be expected It will depend

YIbd , pp 4546 V1bd , pp §5-56 b, pp $6-57.
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'upon the extent to which people are willing to deprnive
themselves of a portion of other enjoyments, the governing
consideration bemng the ‘‘ desire of mankind to continue
therr usual enjoyments **, and their obstinacy mn attempt-
g to acquire the same quantity of any commodity as
formerly 1s ‘‘ proportioned to the degree of inchnation
which erther necessity, habit or taste has created for 1t **
This explans the difference between the effects of scarcity
on the value of different articles, i the case of necessities
there may be a nse in value 1n the ratio of one to fifty,
whereas articles of taste or luxury hardly ever nse to
double or treble their usual value * As Lauderdale says
1n another part of the same discussion ‘‘ No nse mn value
can mduce men to remounce the acqusition of the
necessaries of hfe, provided any sacnifices they can make
wll procure them *2

Lauderdale 1s also notable for his closer analysis of the
function of capital mn the production of wealth Land,
labour and caputal are, he says, all three, onginal sources
of wealth, though at different stages of development they
contribute to this end mn very different proportions So
far as the function of capital 1s concerned, the view which
Lauderdale cnticizes 1s that imphait 1n certain statements
of Adam Smith (Book I, chap 6) to the effect that the
profit of stock 1s paid out of and denived from the value
added by the workman to the raw matenal, a doctrine
which, as mterpreted by Lauderdale, seems to savour of
Marxan doctrine  On this view, says Lauderdale, capital
would not be an original source of revenue, since profit
would be * only a transfer from the pocket of the labourer
into that of the propmetor of stock '** As against this

e ;b«d PP 65 -66

8 Ibd , }) 158 He also quotes from Book II, cbap 3, of The

Wealth of Nations, a sem.enr.e which seems to poculiatly
susceptible of a Marxian interpretation ‘‘ The lal of a
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view, Lauderdale argues that the profit which capital
recetves 1s not a simple transfer of this nature, the profit
1t recerves anses from 1its own independent services, that,
1s to say ** from 1ts supplanting a portion of labour whicl
would otherwise be performed by the hand of man, or
from 1ts performing a portion of labour which 1s beyond
the reach of the personal exertion of man to accomplsh *’2
A man with a spade can do the work of fifty people using
their nails (surely an underestimate), this portion of
capital, therefore, supplants the necessity of forty-nine
people, who are thereby rendered superfluous So with
each and all of the five methods in which, ding to
Lauderdale, capital may aid production, the profit which
accrues to capital anses essentially from the dlsplacement(
of labour 2 So far from its bemng the case, then, that
capital 1s profitable 1n putting labour into motion, or 1n
‘“adding to the productive powers of labour,”” its real
function 1s to supplant labour And the consequences of
this view are far-reaching  On what, for convenience and
following Lauderdale, may be taken as Smith's view,
labour 1s imited by and proportioned to the quantity of
existing capital, and therefore an increase of capital
the ‘‘sovereign and unbounded means of augmenting
wealth *’ On Lauderdale’s view, a country cannot be
benefited by the possession of a greater portion of capital

manufactarer adds generally to the value of the matenals which
he works upon, that of his‘own maintenance and of his master’s
profit ** *“Manufacturer ** has, of course, 1 this passage, its
eighteenth century and true sigmficance of one who does things
with his hands

VIbd, p 161

In a 1stic footnote, Lauderdale observes ‘It is
a strange confusion of ideas that has led Dr Smith to descnibe
the operation of capital as increasing the productive powers
of labour The same process of reasoming would lead a man
to describe the effect of shortening a circuitous road between
any two given places from ten to five miles, ss doublng the

velocity of the walker "’ (n 18<)
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\than can be advantageously employed mn supplanting
labour ?
This leads, on the practical side, to the central point in
Lauderdale, carried to the excess of paradox It mught
reasonably have been inferred that wealth could only

be increased by those means by which 1t s ofigmally
j%gd‘__bg_t }opular pre]udxce, confusmg ¢ the means
whereby an mdividual may properly increa3& s private
. niches with the policy proper for the increase of pubhc
| wealth, has pomnted to parstmony as the path of ennch-
sment 2 But Lauderdale will have nothing to do with
parsimony, ** the baneful passion for accumulation *’, nor
does he support the orthodox and Smithian doctrine that
every prodigal 1s a public enemy, and that every frugal
man 1s a benefactor In the more pnmitive agncultural
state, when a man 1s 1n possession of as much capital as
he can use, 1t 1s neither advantageous to himself nor to
others that he should abndge consumption merely to
obtain more than he can use, and at all times there
18 a pomnt beyond which capital cannot be profitably
mncreased * Hence the folly of sinking funds; hence also
the 1mportance of simulating demand, on which industry
depends Lastly, Lauderdale strikes a note suggestive of
much to come later when he argues that ** great inequality
of fortune . .  has everywhere been the principal impedi-
ment to the increase of public wealth,” and that a proper
distribution of wealth nsures the i increase | of opulence by
a regular progressive d in the home

market.*

Rae
John Rae® (1786-1873) has many points in common
with Lauderdale, and though a flabbier and less pungent
'lg:: pp 203-205 ‘Ibnd p 228

P 4 Ibd 345 and
+ Born at Footdee (or Fittie), Aberdeen, mplp796. educa 90
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writer, he 1s not so markedly a disgruntled voice et
praterea mhl  In large measure he also 18 cntical of
the foundations on which Adam Smith bwlds, and m»
particular of two assumptions, firstly, that the national
wealth can be i d by the lations of private
wealth, and secondly, that there 1s a natural harmony
between private and national interests These are the
views expounded 1n his chief work, New Principles om
the Subject of Poltscal Economy (1834) Individual
accumulation, as a means of advancing the national
capital, has, he argues, hmts beyond which 1t cannot
pass ? There is, as in Lauderdale’s example, a limit to
the number of flails a country can profitably use, Adam
Smith, indeed, had 1n one place spoken to the same effect
regarding pots and pans Beyond this point, mere
accumulation 1 1itself will do no good; that the national
capital may increase further, the nation must be hitched
up to a higher level of development Flails must be
replaced by threshing machines, that 1s to say, there must
be nvention and progress *

This, for Rae, 18 the fundamental point of distinction
In a passage too long for quotation, he argues that
ndividuals 1n general increase their capitals by acquinng

Manschal College, later studied medicine at Edinburgh He
seems to have emigrated under the double spur of financial and
matnmomal misfortune  Led a very miscellaneous life 1n Canada
and elsewhere, !e&chmi. doctoring, etc  He ended up, a rather
thetic exile, as a kind of mw the dwich

slands
1 The full title is really much more cumbrously lengthy
Rae’'s book was re-edited by Dr Mixter in 1905, under the
title The Soctological Theory of Capstal Unfortunately, n this
edition, the contents have suffered a complete reshuffiing in
order to attain what the editor regards as a more logical arrange-
ment This is what Adam Smith would have called a *‘ most
**  Ref 1, however, made to this

edition as {ﬁemP the most accessible
3 Sociological Theory of Capstal, p 157
Ibd, pp 152 153
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a larger portion of the common funds One grows nch,
while another grows poor, but while one man may add
house to house and farm to farm the national capital itself
{may remam but httle changed ~Neighbouring nations, on
the other hand, advance and dechne m wealth together
Thus, 1n a charactenstic summary.

‘* As individuals seem generally to grow rich by gras(?
ing a larger and larger portion of the wealth alrea
in existence, nations do so by the production of wealtK
that did not previously exist The two processes differ
m this, that the one 1s an acqusition, the other a
creation ''!

It 18 a consequence of this view that Rae assigns to
mvention a place of pnmary importance 1 his scheine
(of things, mndeed his work 1s largely a study of the place
of mvention 1 social development Invention can alone
be said to create, and as such 1t is an essential element 1n
the process of the increase of national wealth; but, having

ard to the distinction indicated between national and
mndividual wealth, 1t cannot be assigned a similar place m
the increase of mdividual wealth 2 Allied to this is his
dissent from Adam Smith on the question of division of
labour  Smith had noted the encouragement of mnvention
as one of the consequences of division of labour; but this,
argues Rae—not without cogency—is to mvert the true
order of events Knowledge and discoveries mean the
multiplication of mstruments, and variety of tools means
diversity of trades It would be wasteful for all men to
possess all tools, as in that case the great bulk of
implements would in general be lying idle * Thus division
of labour proceeds from, and is dependent on, the
antecedent progress of invention, indeed, monotonous
occupation, which is in part synonymous with division of

tIbd , p 383 Ibd , p 386 *1bd, pp 102-103
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labour, will rather tend to dull and cramp men'’s faculties
and so discourage further inventions m the victms of a
monotonous regime Here he 1s doubtless nght in his
readjustment of emphasis, as also perhaps in his nchna-
tion to minimize the place of ‘‘ dextenty * in Smuth’s
theory of division of labour For dextenty 15 of
mmportance only m the beginmng of art, and with
progress “ the hand does less, the instrument more *'*
Duvision of labour, 1n short, 1s for Rae not a cause but
a result of progress, 1t 1s but the mamfest consequence of
that mventive faculty which raises society to a higher
level.

The fact that on Rae’s vijew pnivate accumulation rests

largely on mere acquisition 1mplies further that there 1s no
mm%wwmmmnmm
“ Do the Tabours of the cool, calculating gambler, or of
the sharper, add to public wealth? ** Does the spint of
keen bargaming add to public wealth? In these and'
countless other ways self-interest may not be guided by
an invisible hand to the promotion of larger ends * Rae
1s thus led to a reasoned refutation of the doctrine of
lasssez-farre, to a plea for enlightened government inter-
ference When men are umted m large societies 1t 1s
impossible for each to take an active part in what concerns
the public good, this 1s the function of the legislator  On
the theory of laissez-fare each individual, seeking his own
good, unintentionally and indirectly increases the national
wealth Admuttedly, then, 1t 1s only the legislator who
can of design act with a view to increase the national
opulence, but as his interference would disturb the course
which events would otherwise take, this interference, being
opposed to the course of Nature, is presumed, on lasssez-
fasre principles, to be mjunous

This presumption Rae holds to be unfounded; it is by

1Ibd, pp 237-242  YIbd,p 345 *Ibd, pp 357, 362
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no means demonstrable that the art of the legislator is
powerless to promote the prospenty of nations, and
indeed the assumption should rather be the other way *
The example which bulks most largely i his mind 1s that
of the passage of the useful arts from one country to
another These transplantations were ongmally due to
violent causes, they were the consequences of war,
revolution and exile  But if such evil influences no longer
operate, must we also sacnfice the indirect good which
such causes may have produced, or 1s it not rather the
duty of ‘‘ the intellectual part of our nature '’ to achieve
the good and prevent the ewil?? The original wiolent
methods of dissemunation of the knowledge of the arts
should therefore be replaced by the direct efforts of the
legislator to draw them there Thus the legislator is
called upon to act, but to act cautiously, and the weapons
which Rae places in his hands for this purpose are
represented by premiums, bounties and duties * This
argument Rae further buttresses by the contention that
cases in which private effort succeeds in transfernng an
industry to a new country are very rare, and that 1t is
scarcely ever likely to be profitable ‘‘It would be
more just and judicious,” he says, ‘‘ that the necessary
first cost of the scheme should be borne by the whole
commumty "’ rather than that we should wait “ il the
miscalculations of some unfortunate projector confer on
us a public benefit ’¢ Thus does the infant mdustry
argument gently crow from 1ts cot
Rae's central doctrine is open to the cnticism which
1 Rae’s analogy 18 interesting, 1f not wholly to the pomnt ‘‘ If
a number of peorle have occasion to pass frequently between two
ints, they will without design produce a natural footpath
1l this, which was no part of their intention, be a better
footpath than one artificially and intentionally created by the
community, acting as an organized umt? ” (p 363)° An
or the d of the Pansh Council
$Ihd, p 365 31bd, pp 369-370 $Ibd, p 419
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must so often be passed on those who are determined
to be cntical While he suggests useful correctives, his
main contentions, when generalized, are as untenable as
those which he attacks It 1s curious to observe that he
regards the theory which identifies increase of national
wealth with accumulation of private capital as incon-
sistent with itself, merely because Adam Smth admts
the importance of the introduction of the new arts * It
would be equally logical to regard Rae’s theory as ship-
wrecked by his admission

** that individuals, as well as nations, acquire wealth from |
other sources than mere saving from revenue, that skill 1
as necessary, and consequently as valuable, a co-operator
with the industry of both, as either capital or parsimony,
and that therefore the expenditure which either may be
called on to make to attain the requisite skill 1s very wel
bestowed *'?

This is an impeccable statement which even Adam Smith
in his more obtuse moments might have accepted, but
it somehow torpedoes the cnsp distinction between
the sources of national and ndividual wealth which
elsewhere Rae attempts to draw

Rae is an nteresting study for those who are fascin-
ateTEjﬂ'EéTeZEBGﬁ’:??ﬁﬁ?'bn mind Perhaps 1n part
owing to a common American environment, there 15 a
good deal in him that foreshadows Carey, notab]ﬁ in his
treatment of land as an instrument, indistinguishable Trom
other 1nstruments, and in a doctnne that approaches
Carey’s theory of value as determined by cost of reproduc-
tion ?

YIbd, p 407 2Ibd , p 428

* Thus, in discussing *' instruments,”’ he explams that =
field ﬁteed for use 13 an instrument ‘The power which has
made 1t a is the s labour "’ (p 16)

And lgam ‘“a portion of cultivated land considered as an
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So also there are hints of List, whose views likewise
were moulded by his expenences and his study in
America When Rae emphasizes the importance of
introducing a new industry to serve later as a source
of wealth, and indicates that the legislator may * by
means of a_small expenditure, effect an ncrease of the
productive powers of the cominunity,” e 1s anticipating
not merely the thought but the phraseology of the
German economust Lastly, if it be not too fanciful,
his comments on luxury and vamty, and his conjunction
of the words p " and “ ption ** are
a cunous anticipatory echo of Thorsten Veblen !

Sismondt

Sismondi? (1773-1842), as a wnter of economics, 18
extremely difficult to ““ place *’  This is due to the fact
that his was a mind 1n transition, he never quite lost con-
tact with his starting pont, yet he never quite armved at
his natural destnation While having kinship with many
schools, he is consequently at home with none In his
first important work, De la Richesse Commercale® (1803),

nstrument actually subject to the operations of the husband-
man, does not differ from any other instrument '’ (p 40) On
the question of value where articles are produced with less
labour than formerly, they ‘‘ procure for their owners less of
other articles 1n exchange than they did before They exchange,
not for what labour has been actually wrought up 1n them, bu
for what 13 now required to make others similar to them '’
(p, 107)

1Ibid, p 245 et seq

*Born in 1773 m Geneva, where he also died Spent a
considerable time 1n Italy, where he engaged in agriculture and
wrote his sixteen-volumed work on the history of the I
Republics 1n the Middle Ages Later also he embarked on a
tistory of the French, of which twenty-nmine volumes were
wntten, and other works less markedly voluminous He visited
England 1n his youth and also later

*The full title 13 ssigmificant De la Richesse Commercials ou
Princspes d'E Polstigue hg dla L du
Commarce
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his position 15 simple, he 15, as becomes a young man,

content to be a not very cnitical follower of Adam Smuth.
Moreover, there 1s a refreshing honesty about hus dis-
cipleship  Of certain chapters he tells us that they
contain no 1deas really new to anyone who has studied
Adam Smuth,! and further that his object 1s to appro-
priate to France the counsels which Adam Smith had
intended pnmanly for England ? There 1s an engaging
candour mn his later confession that if 1 this book he
did not make any discovenes, he was at least well aware
of the fact *

In the main, then, the central pont of this first work 1s
to be found 1n Sismondi’s restatement of the harmony of
interests, the necessity of lasssez-farre and the folly of

Government interf . When c is left free,
he explamns 1n one place, capi the
direction which is most advanfageons to the patiop which
possesses it,3 and there 1s more than an echo of the
mwvisible hand 1n his assertion that *“ all n_seeking
their own interest, Incessantly tend to Serve the national

JIncessantly enc to.Serve i€ natona
wnterest 7 ThGs ‘We arfive at the glowing optimistic

coficlusion that ** the capitalist, who consults his own
interest, always works for that of the nation =¥ and the
sans cesse and the Wéun stand Torth brazenly without
modification He thus quotes as a noble réponse, the
alleged reply of the Bntish business world to a Govern-
ment anxious to help them that the only favour they
desired was ‘‘la grice de nous oubher”’’ All this
savours of the clotted cream of laissez-faire, but there

v De la Richesse Commerciale, Vol 1, p xx.
#Ibd, Vol I, p 1

® Nouveaux Principes, p vn

4 De¢ la Richesse Commerciale, Vol 1, p 267.
$Ibd, Vol I, p 329

$Ibd , Vol 11, p. 152.

" Ibd , Vol II, p. 143.
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are pomnters 1 the direction of the later Sismondi, as
when he exclaims that ‘“no man of sensibiity can
without grief see the most nteresting class 1 the nation,
that which supports the whole by the fruit of 1its labours,
deprived of 1its enjoyments m order to share it with
people who are a charge upon 1t **?

When Sismondi, after an interval of sixteen years
spent 1n historical research, returned to economics in his
Nouveaux Principes d’Ecomomse Politique* (1819) he
may be a respectful admirer of Adam Smuth, but he s
certanly no longer a meek disciple In the interval he
had seen the world 1n a period of rapid transition and
ndustnalization, a world urged from every quarter to
produce more, and to produce more cheaply He had
looked upon 1t, and had found lhttle to admire. Behind
all this fevenish accumulation there lurked the teaching
of orthodox political economy, but for the maturing
Sismondi, political economy ought to be something
else It was ‘‘ la théone de la bienfaisance "*,® its object
was to increase the physical well-bemng of man But in
the Europe of 1819, above all in the England of that
day, what had happened to the enjoyment of life? In
sombre phraseology, mn contrast to which Malthus appears
a radiant optimist, Sismondi describes a world, hungry,
suffering, degraded, and he 1s tempted to curse division
of labour and the mvention of manufactures as the rock
on which the human race has made shipwreck ¢ To
Sismonds, 1t appears appropriate to ask the disturbing
question: ‘‘ Where are we gomng? ’’ Where are the
happy people in this world mn which everywhere one

'Ibd, Vol I, p 109
2 The full title 1s again of interest Nouveaux Principes
d’Economie Politsque, ou ds la Richesse dans ses Rapports avec
da 'Po ulation o
ouveaus Principes, Vol II, p 248, Vol I,
4Ibd, Vol 1II, pp313 P w89
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observes the progress of things, everywhere the suffening
of men??

Sismondt’s central theme 1s simple, and 1t 13 so omni-
present that he tends to be a man of one i1dea That
idea 1s to be found 1 his emphasis on the evils which
flow from unrestrained competition, above all as evidenced
i the excessive production of goods for which there 1s
not, and cannot be, any demand This over-production
which so haunts Sismondi 1s, 1t will be observed, a general
over-production of all commodities, and not merely over-
production of certain commodities relative to others
It 15, 1In s view, a direct result of division of labour
and large-scale producten In 1solation, a man produces
for himself and knows when to stop and ‘‘ repose ”’, 1n
society he is producing for others, and cannot know
when enough has been produced > To the man n 1sola-
tion there 1s therefore a clear limit to the extent to which
he should amass The purpose of accumulation 15 sub«
sequent enjoyment and rest, and 1t would be folly to
accumulate 1n excess of the power to consume With a
complex society, the efforts of men are separated from
their natural rewards, so that one man labours and
another man rests Yet, though thus obscured, 1t 1s as
true of society as 1t 1s of the individual that there is a
hrut to the power of consumption But as this it
18 no longer obvious, men are urged on by the ' zeal to
produce which every wnter stimulates and which every
Government encourages ’* Demand should precede pro-
duction, but what, in fact, the producer considers is
whether he 1s capable of producing more, not whether
there will be a demand for the commodity when 1t is
produced ¢ Production, that 1s to say, 1s based on the
extent of capital at the disposal of the producer. These

1Ibd, Vol II, p 329 3 Ibd, Vol I, 77-80
*Ibd, Vol 1, p 68 41bd, Vol 1, §p3'7
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evil consequences are accentuated by the fact (which has
much later been no immatenal factor in the tendency
to industrial combination) that 1t is always easter to
expand than to contract, that 1t is mdeed almost impos-
sible, for a varety of reasons, to restrict the size of an
undertaking or to close down! To Sismondi, looking
around, the world everywhere presented the spectacle
of overstocked markets, of production for which there
were no the quence of apportioning
production not to demand but to available capital 2
Sismondr’s theory of distnbuton, on which the
doctrine of over-production rests, 1s one of those things
which are better left in their natural obscunty His dis-
tinction between the annual production and the annual
revenue, and his view that the annual production of any
year 1s bought by the revenue of the preceding year,
reveal a mind which was a stranger to strict reasoning
On this side Sismondi’s doctrines merely possess the value
of antiquanan cunosities, and as such should not be
withdrawn from the museum, even for purposes of
examination *  His strength lay in the force of his general
contentions, not mn the abstract reasoning on which these
were based Out of incomprehensible reasoming there
emerges for Sismond: a sure conviction which 1s at least

comprehensible, matxhewlyn.kz%qﬂﬂibnum
between production and con and that nations

1 Les producteurs ne se retireront point du travail, et leur
nombre ne diminuera que lorsqu’une partie des chefs d'atelier
aura fait faillite, et qu'une partie des ouvniers sera morte de
misére *’ (1hd , Vol I, p 310

2Itd, Vol 1, p d”

® The reader who desires to fail to understand Sismond: may
be referred to Book II, chapters 5 and 6 of the Nouveaux
Principes, on * The division of the national revenue between
the vanous classes of citizens,” and on °‘ The reciprocal

of p by p and of

by revenue
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may be ruined either by spending too h or .1
Hisis,

Probably the economic foundation 1s so tangled and
uncertain b the main nsp may have come

from elsewhere. His view of man 1s that of the moralist;
there is indeed an almost religious fervour m his denuncia-
tions For Sismondi, man 1s a creature with whom rest,
le repos, 15 a natural taste, and mn the scheme of things
this natural taste should also find 1its gratfication 2
‘“ L'homme travaille pour que I'homme se repose,”” as
he says with an air of benediction, but i the urge to
produce, we forget the end of all labour and the purpose
of life

Inasmuch, then, as 1t 15 not merely accumulation of
wealth that matters, but control of wealth and the direc-
tion of wealth to secure the increase of happiness, the
blessedness of unlimited competition vamshes Lasssez-
fawre tends to incredible suffering, and 1t 1s therefore
essential that there be a large measure of Government|
mtervention  For the function of the State 1s to be
the protector of the weak against the strong, the defender
of the defenceless, the representative of the permanent
mterest of all agamnst the temporary interest of each.
And in the hght of expenence (since the days of Adam
Smuth, as he hints) 1t had become abundantly evident
that there was need of such an authority ‘‘ to prevent men
being sacrificed to the progress of a wealth from which
they will denve no profit "¢

The doctrine of the harmony of interests and of the
potency of the invisible hand accordingly receives short

1 Ibd , Vol 1 PP no. 122
‘Ib«d Vol L p 78
* ' Nous q! presque pour surveiller lo
progres de la richesse, cette ntervention qu’ Adam Smuth
repoussait ** (sbsd , Vol I, p s54)
» P 55

Ibd , Vol I,
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shnft from the later Sismondi, and though he does not
use the phrase, he realizes how lasssez-fawre may break
down on inequality of bargamnng power There may
be self-interest displayed n highway robbery, and self-
mterest may hkewise dictate to the victim the expediency
of offering no resistance, 1f acquiescence 1s calculated to
mncrease his prospects of escapng unmurdered ! The
mstitutions of society have, argues Sismondi, given rise
to a similar kind of restrant, though it may not be
accompanied by such obvious violence ‘It has as
often as not placed the poor man under the necessity
of submitting to cond) under,
the penalty of dyng of hunger, m placing him 1n th
perilous condition, 1t falls to society to undertake hu
defence 2  Left to its natural course, the conflict o
interests, since 1t may be to the imterest of the weal
not to resist, may lead to the tnumph of injustice *

Thus we amve n the most general terms at the
functions of government Each individual, pursuing his
interests, tends to increase the speed of the machine,
the task of the Government should be to slow down
and regularize its movement, to exercise, in the pursuit
of wealth, ‘‘une action régulatrice et modératnce.’’¢
‘The difference between other economists and Sismondi,:
as he himself expressed 1t, was that while they had
applauded the new industrial ardour, and had urged
to greater rivalry and speed, he had felt merely alarm,
and had summoned the friends of humamity to assist
‘“ in retarding the social chariot which, in its accelerated
course, seems to be on the pomt of plunging us in the
abyss '8

1

bl Vel LB i

3Ibd, Vol 1, p 379

4Ibsd, Vol 1, pp 381-385

*See Etudes sur U'Ecomomie Politigue, Vol TI, p 211
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Easy enough to speak of slowing down, but how?
Take, for the vexed question of 1n and
hinery on which S di has 1 views. In
the mam he detests mmventions, they usually, though
not necessaiily, Tead to evil consequences Man loses m
intelligence, in bodily vigour, in health and gaiety, all
that he gains i 1ncreased power to produce wealth !
Even children, it is true, may make stockings from their
most tender years, before they have tasted any of the
enjoyments of hife But at what an odious price are
these things bought! The normal effect of inventions
15 to d h the labour d ded, and thereby make
the country poorer, even though this broad effect may
be concealed by the operation of foreign trade which,
while creating prospenty 1n the producing country, may
concentrate elsewhere the real run created Thus in the
case of Enghsh manufacturers, ‘‘ all the suffenng has
fallen on continental producers, all the enjoyment has
remamned with the Enghsh 2 It 1s not, however, all
nventions that are to be condemned, the cntenion which
Sismond1 apples is to be found n the pre-existence of an
unsatisfied demand. ‘‘ Whenever demand for ption|
surpasses the means of production, any new discovery i
a benefit for society, because 1t provides the means ofl
satisfying existing meeds On the contrary, wherever
production is fully sufficent for consumption, any
similar discovery is a calamity because it does not add
to the enjoyment of the consumers anything else than
that of satisfying their needs at a lower pnce, while 1t
suppresses the very life of the producers ’* The market
must first be extended, if this is done, there is room for
mvention. Modifying the argument, Sismond: contends
that when an invention extends the market by putting

1 Nouveaux Principes, Vol 1, p 366
SIbd, Vol 1, p 322 3 Ibd, Vol 11, p 317
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the commodity at the disposal of a poorer class, 1t 18
benefizal But if the market cannot be extended, either
because all needs are already supplied or because, no
matter what reduction m pnce 1s made, the poor will
never be consumers, then the discovery is a calamity
for the human race, for 1n this case 1t will only advantage
certain manufacturers at the cost of others—or, 1t may
be, certamn nations at the cost of others ! So also, when
Sismond: assumes the part of a laudator tempons acts,
it 1s one of the marks of happier times that then men
only thought of mnventions when a new need had made
1tself felt 2

It remams to be considered what can be done to
protect society and the worker agamnst the rage of
wmventors Here Sismond: does not get beyond a very
tentative and curious suggeston He realizes that 1t
would be 1dle to forbid the use of a pernicious nven-
tion, if other countries were still free to make use of it.
The sole measure of protection which he suggests 1s
the suppression of the privileges accorded to the inventor;
if all mventions are at once made known and available
to all, then, as he says, revealing the individualst at
his heart, “ the zeal for such discovenes will grow cold ***

With regard to population, that apple of discord which
Malthus had hghtly tossed to the economusts, Sismondi’s
views are likewise pecubarly his own Populalion, he
holds, is hmuted by revenue In contradistncton to
what Malthus had said, population never reaches and
probably never will reach the hmit of possible subsis-
tence. It 1s checked b it b possible to
buy the means of subsistence, or because people are
pot allowed to work 1n order to produce it The check

1Ibd, Vol II, p 321
3 Etudes, 1, ;"34
3 Nouveaux ncspes, Vol II, pp 331-333.
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thus comes, not from the means of subsistence, but from
the ““ will ” of man, above all of the landowner who
will not allow others to work unless he receives a
revenue for his assent ! This, of course, 1s scarcely
opposition to Malthus, but in his further elaboration of
the element of human volonté, his views as to the
natural action of man differ profoundly from those of
Malthus  The wital thing on which population depends
1s the demand for labour ?* Given employment and an;
assured revenue, people will marry and have children,
the vice of the new society 1s that there 1s no secunty as
to the worker’s revenue, and the worker being deceived
as to his position, children are born for whom there m‘
no provision It 1s a firm article of faith with Sismondi'
that the worker will not marry until he can afford to
marry, and that he will proportion his family to his
revenue—that 18, assuming there 1s stability and a fixed
revenue But 1if there 1s no stability, if the workers are
displaced by machmery, how grave is theirr situation!
The workers’ revenue 1s no longer within their calcula-
tion, 1t may be altered by others without their knowledge;
the entrepreneur himself may muscalculate® So hvmg]
from day to day, the ‘‘ proletarians become content that
their children should do the same ", moreover, do not
the children become a title to chanty, and may they not
spasmodically earn wages from the age of seven? Thus
the restraint on marnage disappears and children
born for whom society has made no provision ¢ It 1s
not then so much demand for work that is important,

1 Ibvd , Vol II, pp 267-270

?The similanty to Malthus and the different emphasis are
alike interesting’ ‘' La population se mesure toujours, en
dernidre analyse, sur la demande du travail  Toutes les fois que
le travail sera demandé, et qu'un salaire suffisant lum1 sera offert,
Pouvrier naftra Your le gagner " (sbsd, Vol II, p 284)

Ibd, Vol 1I, p 259
¢Ibud., Vol 11, p 263
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as regular and perpetual demand, for if the demand 13
intermittent, 1t merely creates workers mn order to
condemn them to death !

We are back, it will be observed, at the old point
Excessive population 1s the offspring of mnstability, which
itself 15 the offspring of over-production and of all the
. devilish 1nventions of the era of the Industnal Revolution.
His views, by way of suggested remedy, even if imprac-
ticable are of interest He accepts as almost obwvious
the view that the obligations of celibacy rest on the
marned as soon as they have the family to which they
are entitled—which would appear to be one boy and
one gl To have more would be unjust and cruel,
since such a course 15 tantamount to depnving others,
either of the joys of marnage mn youth or of the comforts
of children in old age 2 Beyond this, the remedies which
‘Sismond1 hints at, rather than suggests, are drastic®, he
would be prepared to prohibit the marnage of the poor,
or at least to require certan guarantees The aim of
the Government, so far as the agncultural population
1s concerned, should be to umte labour and property,
and Sismondt’s suggestions would ultimately rest marnage
on a property qualificatton In the towns, though the
Ltask is not so easy, the end should be the same, namely,
'to abolish the precarious position in which the workers
live, to make it possible for them to attain to a certain
status, and to forbid marriage until that has been reached
This means among other things a guarantee from the
employer, it means vesting in the employer the nght to
veto the marriage of his employees, it means, on the
other side, that the worker 1s to be a permanent charge
on his industry ¢

1Ibid, Vol II, p 285

3 Ibd , Vol II, dp 295

3 He was more definite 1n earlier editions
4Ibwd, Vol 11, pp 339, 363, etc
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In summary, Sismondi 1s a protesting voice, and it is -
from this pont alone that he 1s s.lgmﬁca.nt In so far
as he presented a body of *‘ doctrine "’ to the world, he 18

higible His chief ob that of a general over-,
productlon of goods as an expla.naﬂon of glutted markets'
and 1 cnses, is ly untenable, and the

orthodox spokesmen have never had any difficulty mn

showmng that while there may be over-production in,

respect of particular commodmes, a umfomn over-'
duction of all ties

ly 15
able ! Over-production, indeed, means dxsproportmnate
production, 1t means, within himts, that too much is
produced, having regard to the volume of other products;
that 1s to say, it involves under-production elsewhere
So also, 1n his doctrines with regard to machinery and
imp: and m his t on the e of

ap d d before exp 15 Justified, S d
turns a blind eye to half “the facts of economic hfe,
and neglects the possible react which vanations 1n
the conditions of supply may exercise on demand It
is scarcely too much to say that none of the pecular
tenets of Sismondi has stood the test of tme Yet he
15 not thereby neghgible. In an age when the protest
was necessary, he affirmed that wealth was made for
man and not man for wealth, as the ** chrematistic
doctrine seemed to imply,? in the darkest days of the
Industnal Revolution he asked, very pertinently, where
the world was going, and 1nsisted on the importance for
the worker of stabiity and status. But n truth he
gets nowhere in particular. He never reached Socxahsrn‘
though it would be easy to collect a nosegay of Socialist
sentiments from his works, and it would be folly to ignore
his influence on later Socialist writers. But his final

1Ses Mill, Pmm{las of Pnhhul Economy, Book 111, chap 14.
*See Etudes, V¢
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attitude 15 rather one of helpl and bewlderment
before a problem of which he cannot find the solution !
He is perhaps a moralst rather than an economust,
reminding us, as certan of our own poets have done n
these latter days, of the folly of those whose vision 18
machines for making more machines, of the poverty of
a life which leaves no time to stand and stare  Righteous
indignation, such as inspired Sismonds, 18 a noble passion,
and the indignant prophet fulfils a useful purpose, even
1f indignation not 1nfrequently leads to bad logic

1 The pathetic words with which (in some editions) the
Nouveautr Principes closes have often been quoted “* Jo l'avoue,
aprés avorr indiqué ol est & nos yeux le principe, ol est la
Justice, je ne me sens pas la force de tracer les moyens d’exécu-
tion, la distnbution des profits du travail entre ceux qui con-
courent A les prodwire me parait vicieuse, mais 1l me semble

resque au-d des forces t de un état de

priété absolument différent de celwi que nous fait connaitre

P!
mpénem




CHAPTER VIII
MULLER, LIST AND VON THUNEN

Muller

OF the group of three German wnters discussed mn this
chapter, Adam Muller! (1779-1829) 1s the least known in
this country His has been a cumous fate If not
entirely forgotten, he at least suffered a considerable
measure of neglect until, quite recently, the neo-romantic
school 1n Germany, elaborating a pomnt of view sumilar
to his, have recalled him from his oblivion and have
engmeered for him a reasonably successful revival Dr
Spann would persuade us (according to the edition
consulted) that Muller was the greatest economist of all,
or of his own, times As his contemporarnies included a
Ricardo and a Malthus, even the more cautious eulogy
savours of extravagance To others, agam, it may
appear that Muller was not an economust at all, but rather
that he was merely one who wallowed in windy words
Yet even 1f doubts be entertained on this pomnt, he 1s
nghtly admitted here as representing a distinct line of
criticism and because of hus spintual kinship with Last

' Born in Berlin, 1779, studied in Berhn and Gdttingen,
teceived 1nto the Roman Catholic Church in 1805, ultimately
entered the Austrian State Service, and finally became Councillot
in the State Chancellory 1n Vienna His chief works were
Elemente der Staatskunst (1809) and the Versuche einer meuen
Theone des Geldes (1816), but there 13 1n addition a good deal
of miscellaneous writing
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Muller would probably have regarded himself as !
pnmanly a political wnter, and only secondanly as an
exponent of economic doctrine His views on politics,
1t 1s true, are such that m his presentation politics and
economics become inextricably imtertwined, yet at the
same tme 1t 15 abundantly clear that s mind 15
preoccupled with derations usually fded as non-
economic To hum more than to anyone else 1s due the
reaction agamst certamn aspects of Adam Smith’s teaching
Smuth, without doubt, had raised his theory on the
mstincts and actions of the individual, though he had
been by no means so one-sided as later cnticism suggested
Without violent 1njustice, Adam Smuth’s state could
therefore be represented as being a conglomeration of
mdividuals, the national wealth as the summation of
ndividual substances, and for lum the economic inpulse
was to be sought in the individual heart, moved by highly
enlightened self-interest. In the phrase which later
became so much beloved, Adam Smith was ‘‘ atormstic **,
the public interest, so far as 1t was considered, was a by-
product, due to the silent functioming of an unseen hand
With Adam Muller, on the other hand, the State comes
first, and the individual has only sigmficance 1n relation to
the State It 1s therefore necessary to approach Miiller’s
contribution to economics by way of s more general

polmml doctrine.

Two de are ob m the wntings of
h_lguer In the ﬁrst place, he-was-partand parcel of the|
so-called Romantic movement and the leading representa-
tive of that movement on the political and economic side
As to the precise significance of the Romantic movement,
as it existed in Germany, the phrase is one of those which
are better left vaguely sensed than precisely defined. As
a school the Romantics strove for the unseen and the
eternal, for the intangible and the infinite; they concerned
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themselves with the ultimate nddles of life, and so tended
to a mysticism incomprehensible to those entangled 1n thel
seen and the temporal The other pnmary influence 1s
that of Burke, to whom Muller consistently refers in words
of the highest eulogy

The central pomnt 1n Muller’s theory 1s the Anstotelian
doctrine that man 1s mconceivable outside the State
Every individual 1s 1n the centre of civil life, interwoven
with the State on all sides, just as every individual 1s at
the central pomnt in the lfe-period of the State, with a
past lying behuind, which must be respected, and a future
which must be cared for. The State, then, 1s not an
artificial creation, begotten for the attainment of particular
ends and objects in civil hife, 1t 1s the sum-total of civil hfe
itself. In a phrase to which Muller constantly recurs, 1t 1s
not merely a fundamental human need, 1t 1s the supreme
human need *

Moreover—a point 1 which the mﬂuenoe of Burke

appare the State rep y

through time In the great warfare whlch man wages’
with the earth, he has need of allies, and the alhance
extends not merely to all those who are contemporarnes 1n
the struggle, but it also emb all past g t
since no g tion can fully duct this warfare,
relying on 1its own strength alone The State, then, is this
double alliance, not merely of all who are at any time
living together, but also of all those who follow each other
in time ? It is thus immortal and to be viewed not as
something static, but as in continual motion  The mutual
interdependence of all, in the stream of time, is thus made
fundamental The analogy of the household continually

3 Elements der Staatshunst, Vol I, 29-31  The State is

** das Bedfirfmss aller Bedirfnsse des Herzens, des Geistes und
des Leibes **  References are to the recent editions in the Herd-

*Ibd, 1, pp 59-60.
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" cecurs 1n Muller, each mdividual can produce and possess

only 1n so far as he 1s a member of a group which together
makes up a household, and 1t 1s because Muller beheved
that n the Middle Ages society was in fact constituted on
such a family basis that his writings are so full of eulogies
of the feudal system and of the place and function of
a nobility i the State That the State should be a
leviathan, consurmng the individual, 1s of the essence of
Muller’s political doctrine, and 1t 1s a not uncommon pomt
of view 1n German speculation, what 1s more peculiar to
him 1s that he somehow persuaded himself that his 1deal
‘was embodied 1n the feudal system
With such a hasty sketch of the political background, 1t ,

1s possible to approach the more specifically economic
Jdoctrines of Miiller. And first of all, his antagonism to .
andividualsm leads him to reiterated condemnation of
absolute private property, that evil legacy of the Roman
law, so gloriously absent under the feudal system The
result of cutting the individual off from the whole 1s that
each and all will ive n poverty, possessed by a lust for
exclusive possession which no wealth, however great, may
satisfy 2 As the members of a famuly, on an equal share-out,
are all poorer than they were before, although arithmeti-
<cally there has been no change 1n the sum-total of wealth,
50 1n soctety there 1s a force present which heightens all
values * Muller, indeed, finds that there are three kinds
of property (a) pure private property, (b) corporative
property; and (c) State property Moreover, all these
elements are, or should be, present in all property, and
the individual only possesses in so far as he 1s at all times
prepared to share with others what 1s peculiarly his, and,
should occasion arise, to surrender it to the State. Real

1 Theorie des Geldes, p 10
3bd, p 7
Slbd, p 11
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property exists only 1n common possession, and all private
property is but a nght of usufruct * Muller’s devotion to
the feudal system 15 due to the fact that in his view 1t
embodied this pninciple, and indeed 1n one place he oddly \
defines feudalism as embracing all the legal bindrances in |
the way of private property 2

Turning more to the nature of wealth and the meaning (
of production, Miiller repeatedly emphasizes huis diverg-|
ences from Adam Smith  In opposition to the doctrine of |
lasssez-fasre, what should be the task of the statesman?
It should be to consider the totalty of the needs of his,
State, viewed 1n the light of etermty Non-intervention 15~
but the consecration of the night of absolute property, the
renunciation of the claims of the State to all property *
The doctrine which appeals to a law of Nature 1s ‘‘ revolu-
tionary "’ 1n so far as it imphes that human institutions
and laws are bankrupt ¢ For Muller, the State 1s always
1 the centre of all things, and consequently all wealth, all
production, all consumption must alike be viewed in the
light of their reaction on this eternal thing which we call
the State  Value 1tself, as distingmished from price (which
relates to the moment), 15 mndeed but the significance
which a thing has i the State, and for the perpetual
rejuvenation of the State,® and 1t 1s Muller’s centra}
cnticism of orthodox Political Economy that 1t 1s a theory
of wealth which takes no account of the value of things in
this high sense ® It concerns itself with things, never
with persons Adam Smith, mn Miiller's indictment, is&
concerned only with tangible things that can be bought
and sold; and admttedly, Smuth’s discussion of productive’

11bd , b zo

'Stnat:hunsi. .lfp 268-269

'ﬁl:;om des Gc s, pp 102-103.
P

‘Ilnd Pl 58 59

‘b, p 96-97
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and unproductive labour, if viewed apart from the

' development of that rather foolsh controversy, does seem
rather harsh on the philosopher whose philosophizings are
'mot embodied m a vendible book But the question
‘“ What 15 wealth? * cannot, according to Muller, be
considered apart from the other question * How does
wealth come about? *** A system of Political Econcmy~
which aims at the multiplication of ** products,” and
which removes all hindrances to the further increase of
products, may result in a wealth which has no guarantee
of its continued existence 2 Adam Smith, in hmiting
wealth to products which possess exchangeable value,
had, like his predecessors, neglected other equally
important questions Amongst other things, for instance,
he had forgotten to consider what 1s the force or actvity
an the State which maintains wealth *

Thus we armive at a view of Political Economy which 1s
largely emancipated from external things which, if impor-
tant, are important only because they increase the produc-
tive powers of the persons concerned ¢ We have to dlscardf‘
the habit of counting wealth by sums and by figures
As Muller, with charactenstic Romantic affectation,
observes ‘‘ Nothing 1s worthy of admiration that can
be expressed 1 numbers "’® He is indeed at one with!
Lauderdale, to whom he refers with approval, in rejecting!
<urrent views on production and parsimony  The;
economic activity of society 1s at once an unending;

ption and an ding production, and an excess|
of production over consumption 1s only apparent  National \
wealth 15 not to be arrived at by subtracting the nation’s

! Staatskunst, I, pp 35-36
3bd, 1, P& 356-357
LAY Welche raft oder Thatigkeit im Staate ist erhaltend?

75)
¢ Thoom des Geldes, p 14.
SIhd, p 46

ap
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needs from the nation’s products that merely leaves a
‘“dead deposit of possessions'’, on the contrary, true’
consumption 1s 1tself a source of national wealth, which,
exists 1 use as well as n possession ! Out of the ever-
lasting conflict between production and consumption there
anses a higher product, which may be called the national
credit, the national power, faith in the State, the State
iself 2 The State 1s thus not merely the cradle in which !
all wealth 1s produced and the guarantor of all wealth,,
1t 1s at the same time the end of all production and .
consumption

Alun to this is Muller’s position with regard to what
he termed spintval capital It 1s in keeping with his
reverence for—tradfttolT and continuity that he shou]d\
replace the famihar tnmty of ‘‘land, labour and
capital ** by ‘‘ Nature, man and the past”’s Capital
1s the contnbution made by past generations to the
present race of men for use in their struggle with
Nature, and as such 1t belongs to the whole race of men
and to all generations of men, subject to a nght of
usufruct ¢ But so viewed, the legacy of the past 1s not
merely matenal, 1t 1s also spintual in character, hence
alongside capital, as iterpreted by Smuth, 1t 1s necessary
to find a place for spintual capital To this 1dea Muller
constantly recurs 1n one form or another. In this sense
the wealth of the State compnses, among other more
obvious things, the arts of admimistration, the constitution,
the laws, and all great national memones ® At times
particlar emphasis is laid on the element of legislation,

1See Theorse des Geldes, p 66, Staatshunst, I, pp 348, 474

3 Theorie des Geldes, pp 70-72 It 1s charactenstic of the
rather meamingless jargon which Miller loves that credit should
be called ** dieses Produkt aller Produkte **

'fl?;tsllunst I, p 6

& Theonia d?s Goldos. pmn
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as when he declares that the legislation of a Christian state
1s the only real wealth of that state, a proposition 1 an
especial degree true of England, for England’s power rests
not on the soil or on labour, but on capital—the divine ,
capital of laws, customs, national reputation and credit.*
Another pont on which the polemic of Muller 1s directed
agamst Adam Smuth relates to division of labour The
catizen, he says truly, must not cease to be a complete -
man merely because he looks after hus own business, and
m an wve passage he p man 1n the begn-
nng of society revealed n the comprehensive fullness of
his capacities  The whole State 1s then but a single man,
but likewise the individual man 1s no less than the State
All those who come after this onginal man together maker
up the complete man m whom the various occupations of
Iife are 1n as natural equitbnum as they were in him
Thus division of labour (or of the varous functions of*
society) 1s only possible by a personal relationship among
those concerned, so that together, by their union, they
shall represent a great and complete person ? But while
by progressive division of labour there 1s on this side an
ever greater departure from the ongnal man, in whom all
activities were combined, the needs of each individual
remain the same. Each one can therefore labour only on
condition that all others labour for um He needs the!
totality of all others, in short, society, the union of all;

»

! Theone des Gcldos, pp 107- -108, Stunhuut !I p. 16 In
& curous the

and “* geistiges ** capm!, Miller tygnﬁee t.hem by tﬂa two great
common money and thus vmg four
elements in national wealth land, labour, ph tal
(money) and spintual capital (speech, learning and vdung)
Corresponding to these, since even a philosopher cannot resist

the oy xa-]ement of jngle, are thediour classes of -ociety Lehr

n,
e‘Fluom des Geldes, pp 123-124.
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fi the State, ins the ‘‘ need of all
needs,” and this umting force must become stronger as|
division of labour 1s carnied further.?

Adam Smith’s cunous explanation of division of labour,
as due to a ‘* propensity to truck,” is mildly described by '
Muller as incomplete Division of labour springs from, |
and is dependent on, capital, or m Muller's use of the
word, ‘‘ the past,”” which furmishes a guarantee to the
worker while he 1s devoting himself to lus particular task. |
Yet division of labour (and 1t 1s to Miiller's credst that he
realized it) mdy in itself reduce men to the level of slaves
and machines, unless there {5 2 true fiafional capital, the
nherifahics of fhe past, active in the minds of the workers
to counteract these dangers ¥ =~~~

In thecourse of his ciiticisms of Adam Smith, Muller
constantly recurs to one pownt 1n partial extenuation of
Smith’s one-sidedness. It 1s that Smith’s doctrines are‘
the peculiar product of Great Bntaimn, and comprehensible
when one has regard to the conditions prevailing m this
country, and further, that the elements which Smith’s
doctnne neglected were those of most importance to
continental nations where the conditions were different.
Muller constantly speaks with an embarrassing apprecia-
tion of England. Smuth, he says, could afford to neglect
the element of spintval Capital, becaise zveryome in
England took that side for granted ™ ~Production might
there be emphasized to the apparent exchustor ot the

conservation or mantenance of wealth, “becaiise the
principle_of maintenance (Evhaliung) and of national
ulﬁg:mn_‘gﬁu been insﬁﬂ_v;l%@mm
the constitution and by the customs of the country So
also in Great Bntain the application of the principle of
division of labour would not have the evil effects it might

Vibd , ? 138
* Staatskunst, 1, pp 17-33
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have elsewhere, because of the existence there of a
remtegrating national spiritual capital, whereby every
citizen 1n this blessed 1sland 1s again mspired and ennobled
by the all-pervading spirit of former times and of common
achievements 1n the past It almost reads like a far-off
echo of a verse n ‘“ Rule, Bntanma '’ Whether or not
Muller’s doctrine be accepted, 1t 1s at least illuminating
As one of Muller’s chief works 1s ostensibly devoted to
a theory of money, a shight reference to his views on this
aspect of economic doctrine may be expedient  Yet here,
even more than elsewhere, Muller trails off into the
mystical, the nebulous, the symbolic and, indeed, 1t 1s to
be feared for most, the entirely incomprehensible It has
been shown that the fundamental need of man is for
reunion with his fellows, the desire for money 1s a reflexion
of this desire for union or, otherwise expressed, for the
State Men and things require to be linked together,
and the great uniting force 1s the State. Money 1s the
economic expression of this need for union, just as the law
18 its juridical expression It is in fact asubstitute for the
State, and Tike the State, and, indeed, all property, 1t
should be a common possession  Only in the moment of
<arculation, i passing from hand to hand, 1s money
money, if 1t becomes an object of private possession and
\“* rests,”’ 1t ceases to be money In so far, then, as the
essence of money 1s that 1t is the mortar that links society
together, money for Muller 1s soething that goes beyond
the odmwﬂmmmm“ket-ﬂﬁém as
any object is desired by two persons, it becomes money
Money is thus a property mnherent in all individuals (and
things) in civil society by virtue of which they enter into
relationship with other individuals  The citizen himself,
in so far as he becomes more necessary to others, becomes
money; the more excellent he is, the more he is money
So. elsewhere, the State is money; the law, Ikewise, is the
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purest form of money n%ﬁﬁxs_@wmpeed
of megl s something éferpal, a primitiye need, existing
atall imes 1n 1ts two _forms, later represented by metallic
money. apd. the *“ Word.”? It 15, of course, open to

anyone to define money (or anything else) as he or she

chooses; but a theory of money as so defined 1s scarcely

calculated to furmsh much ilumination, either at the

Treasury or the Bank of England Into the abstruseness-
and the curious symbolisms with which Miiller’s theory of

money 1s adorned and obscured, 1t is, happily, unneces-

sary to enter here, but 1t is interesting to observe that

Miiller notes as one of the fortunate consequences of a

paper crculation the fact that it links those who hold it

more closely to their particular state. World-money or’
metallic money, on the contrary, fosters the illusion that

the holder’s interests are dependent on the stream of world

trade, and thus conceals the fact that he 1s much more

directly dependent on the internal trade of his own country

and on hus own sovereign  Gold and silver encourage the

belief that wherever the language of metallic gold is heard,

there 1s a man's fatherland, paper money attaches him to

his own sail *

List

Apart from the recent revival of interest in the origins
of Romanticism, Miiller’s claim to consideration rests on
the fact that his point of view is so largely reflected
in Friednch List® (1789-1846). List was no visionary

L For examples of the peculiar interpretation of money see
Staatshunst, I, pp 351-354, 1I, pp 78, 97-101, Theone des
Geldes, pp 180, 212

3 Staatskunst, I, p 4#3

* Born at Reutlingen in 1786, became Professor of Economics
at Tabingen in 181 Ob{:gsd to resign 1n 1819, he entered the
Wirtemberg Chaml s agitation for reform led to his
expulsion. Being released he emigrated to Amenca, where he



228 DEVELOPMENT OF ECONOMIC DOCTRINE

dreamer He played a very practical part in the affawrs
of hus day, and though the world broke hum, he was yet a
man of the world But, to a large extent, the substance
of his views 1s in hne with Muller’s thought What
Muller saw darkly through a haze of mysticism and
symbohism, and expressed m a cloud of words, List wrote
and expounded in the spirit of a political pamphleteer.
For all practical purposes, List’s contribution to
economic doctrine 1s to be found in The National System
of Political Economy® It suffers to a considerable
extent from being very largely a tract for the times, 1ssued
for the encouragement of the Germany of List’s day, and
as such 1t 1s highly polemical in tone, the opponent to be
bowelled bemng a hat distorted Adam Smith,
or an amalgam of Adam Smuth and his less careful
followers, known throughout List’s volume as ‘' the
school ”  The attack on Adam Smth 1s hvely and
spirited, even 1if the book suffers from frequent and indeed
mtolerable repetition  Without axming at a comprehensive
review, certain 1deas may be selected as representing the
essential core of List’s cniticism of ‘“ the school **
Fundamental n his cnticism is his contention that
Adam Smith gives merely a theory of value, that his
doctrine 1s nothing more than a shopkeeper’s theory built
up on the conception of ‘* value 1n exchange "2 Wealth
and the causes of wealth represent two entirely different
1deas, and it is more important to consider the latter than
the former.> A person may possess wealth, but if he does

remained for seven years as journahst, etc Returning to
Germany, he took up the causes of ralway development, and
of the %allverem Suﬁenng 1ll-health and financial embarrass-
ment, he died tragically 1n 1846

1 References to Englsh translation by S S Lloyd

3¢ g National System of Pohtical Economy, p 279

$ Miller's thseolo y 10 mahn; the same point 18 inwudnq

he
(Theorse des Geldes, p 44)
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not possess the power of producing objects of more value
than he consumes, he will become poorer * The power
of producing wealth 1s therefore infinitely more important
than wealth itself; 1t msures not only the possession and
the increase of what has been gained, but also the 1eplace-
ment of what has been lost "’ On these lines List stresses
throughout the contrast between what he calls the theory
of values and the theory of productive powers, and
tlustrates the distinction by the example of two fathers,
each with five sons and a surplus of one thousand thalers
a year The one nvests his savings at interest, and
keeps his sons at common hard work, the other uses his
savings to educate two of his sons as ‘‘ skilful and intell-
gent landowners,”” and in enabling the other three to learn
a useful trade The former, acting on the theory of
values, 1s the ncher at his death, on the theory of
productive powers, 1t is the latter who 1s to be com-
mended ?

Throughout, therefore, it 1s the ‘‘development of
productive powers *’ that has to be kept in view, and the
causes that may influence this are infinite

** The Chnistian religion, monogamy, abolition of slavery
and of vassalage, hereditability of the throne, mnvention of
printing, of the press, of the postal system, of money,
weights and of the calendar, of of
police, the introduction of the prmcnp]e of freehold
property, of means of transport, are nch sources of

E‘oducﬁve power . We can scarcely concewve of any
w or any public lega.l decision which would not exemse
a greater or smaller nfl on the i or

of the productive power of the nation *
1 National System of Political Economy, p. 108, and indeed
chap 12
*Ibd, p 112
Ibd, p 113
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Thus, 1t will be observed, 1s nothing less than the sum
total of the human legacy as mncorporated in our national
bfe, and indeed List so expresses 1t.

‘“ The present state of the nations 1s the result of the
accumulation of all discovenes, inventions, improvements,
erfections, and exertions of all the generations which
ave lived before us, they form the mental capital of the
present human race, and every separate nation 1s produc-
tive only 1n the proportion m which 1t has known how to
approprate these att: ts of former t and
to increase them by 1ts own acquirements . .”’?

This leads to the second and even more deliberate line
of attack made by List on ‘' the school,”” wviz, their
neglect of the national element Quesnay had extended
his mnvestigations to the whole human race, and Adam
Smuth, following hum, had likewise neglected true Political
Economy Taking the lteral meaning of the words,
Pohtical Economy ought to have reference to the hfe of
a nation, the school had substituted for i1t ‘‘ cosmo-
political or world-wide economy "’  Assuming a umversal
union or confederation of all nations, the Free Trade
position is justified, but ** the popular school has dssumed
as being actually 1n existence a state of things which has
yet to come mnto existence "’*  The position, however, as
we know 1t, 15 that between each individual and the
whole of humamty stands the nation, the embodiment
of a tradition which List praises in words remimscent
of Burke and Muller ¢ Individuals are not merely pro-
ducers and consumers, they are also citizens of states and
members of nations,® and moreover, the producing power
of all individuals 13 to a great extent determined by the

1 Ibd 113 41bd , I
*Ibd , g 98 $1bd 3 x:o
11bd, p 102
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social and political circumstances of the nation! The
function of poltical economy, then, is to accomplish
the economic development of the nation

It follows, therefore, that any attempt to keep
economics free from politics 1s mistaken, and that the
doctrine of lasssez-fasre 1s a delusion As List says in
one place—and he has been justified by the event—'* the
necessity for the imtervention of legislative power and
admunistration 13 everywhere more apparent the further
the economy of the nation is developed 2 Lasssez-fasre
18 a maxim which sounds no less agreeable to robbers,
cheats and thieves than to the merchant® It 1s not
the function of the statesman to do nothing *‘ A states-
man will know, and must know . how the productive
powers of a whole nation can be awakened, increased,
and protected, and how, on the other hand, they are
weakened, laid to sleep, or utterly destroyed *’¢

How, then, 1s this task of the statesman to be accom-
phshed? The answer brings us to what 1s perhaps the
central pomt mn List's doctrne Adam Smith had

ph d the advantages of divison of labour as
apphed to any mndividual trade, as, for example, pin-
making, he had * no perception of the division of labour
as affecting a whole nation,”’® and as applied to a whole
nation the principle of division of labour means the
symmetncal development of all the powers of which the!
nation 1s capable:

‘“ The popular school, inasmuch as 1t does not duly
consider the nature of the powers of production, and does
not take into account the conditions of nations mn ther
aggregate, disregards especially the importance of develop-
ing in an equal ratio agriculture, manufactures and

1Ibd, p 65 4Ibd , p. 284.
2 Ibd , g 139 $1bd, p 280
1Ibd, p 208.
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commerce, political power and ternal wealth, and
disregards especially the value of a manufacturing power
pelonging especially to the nation and fully developed in
all its branches "'*

Thus 15 the text on which List preached ta the Germany
of huis tunes the imperative peed for. the encouragement
of Manufactures” His doctrne has obvious reference to
the Circimstances of his age as List saw them England
was the workshop of the world, intent on mipping con-
tinental manufactures in the bud; was 1t safe for other
countries to be content with a position of subordination,
accepting this *‘ insular supremacy '’? List’s argument
is that the agncultural state is definitely nferior to the,
state which b both agnculture and factures,
and he 1s led, 1n emphasizing this point, to not a little
disparagement of agriculture and to enthusiastic praise
of the effects of factures 1 a y Thus,
while 1t would hardly be proper to say that he reverts to
mercantiist views, 1t 18 certainly true that he 1s led to a
position entirely antagonistic to the Phy: ts  He con-'
stantly recurs to the argument that navigation, inland
and foreign trade, and agnculture itself, flounish only
where manufactures have reached a high state of pros-
penty ? A nation which possesses merely agnculture lacks
the most essential division of operations among 1ts
inhabitants; 1t will attain not a half, scarcely a tenth, of
the matenal wealth of the perfect nation ® As against/
a *‘ crippled state of agnculture,” it 1s urged that mn the
state which introduces manufactures at the right time,
the agncultural and industnal productive powers will
react on each other, reciprocally promoting an increase
—'*indeed ad nfimtum '’ says the optimistic List¢ A
aation which carres on agnculture alone 1s lke an

1 L]
s p &5 ! p
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wmndividual who lacks one arm,! and how unhappy (with
all respect to Varro and the Physiocrats) 1s the condition
of such a country, for there (to quote only one outburst)
*‘ dullness of mund, awkwardness of body, obstnate
adherence to old notions, customs, methods and pro-
cesses, want of culture, of prospenty, and of Lberty
prevail 2 Manufactures, on the other hand, are * the|
offspring, and at the same time the supporters and the
nurses, of science and the arts ”’* It 1s indeed only under
the influence of manufactures that agnculture itself is
raised to a skilled industry, an art, a science Into
the glones of the manufacturing state, where inventions
are encouraged, where gemius 1s valued and rewarded,
where the gift of time 15 appreciated* 1t 1s unnecessary to
enter, 1t 1s enough that ‘‘all the mental powers of a
nation, 1its State revenue, 1ts material and mental means
of defence, and 1its secunity for national independence,
are 1ncreased 1 equal proportion by establishing 1n 1t a
manufactunng power '’®  Moreover, as has already been
implied, this development of manufactures 1s required
for the full development of agnculture itself The
farmer requires manufactures at his door, not 1n another
country, manufactures increase the value of land tenfold,
to the mamfest advantage of the agncultural interests, as
1s evidenced by the fact that in a swtable nation the

1Iwd, p 130

3Ibd, p 159

3, p 161

4 How can the shepherd learn to estimate the value of time,
to whom time 13 sumply a burden which his pastoral pipe or
sleep alone makes tolerable to him? ** (p 163) This beautifully
1dyllic conception of the shepherd’s Life still seems to survive from
eighteenth century pastoral ﬁoetry See Mr Hearnshaw on the
labour of the shepherd ‘‘ He sits and contemplates the stars,
Nature does the rest, and he is nch ' (Survey of Socialism,
P 351) As Mr Robert Burns said of something else, su|

be easy ‘‘ Let them try "’

* National System of Politsical Ecomomy, p 168
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internal manufactunng production will occasion from
ten to twenty times more demand for ordinary agnicultural
products than the most flounshing exportation of such
products could do !

These derats dicate the functions of the State,
for with List economics remamns polhtical and national
It 15 essental, 1n general terms, to promote the produc-
tive powers of the nation, in particular, 1t 1s imperative
at the night time to secure the development from a lower
to a higher stage—n the case which List had particularly
m mind, from the purely agncultural state to the state
combining agnculture and manufactures In his com-|
plete statement, there are five stages of development,
through which a nation has to pass, and these he|
describes under the names of onginal barbarism, pastoral

dition, agncultural condit: agncultural manufactur-
ing condition, and agricultural manufacturing commercial :
condition It 15 m fact, however, only with the latter |
three that he 1s concerned > The primary weapon
whereby a nation may progress from a lower to a higher
stage 1s Protection in one form or another, but the
common wview that List 1s a stout, uncompromsin
advocate of Protection 1S~ as erroneous as the not
uncommon mmpression that Adam Smth was a free-trader
sans phrase It 1s true that in List the emphasis is all
on Protection, because he 1s primanly concerned with
the stage at which, on his view, Protection 1s appropriate.
But 1n a complete statement ofhhﬁo're_h_;aelzﬁo%ﬁon,
List 15 properly to be described as being neither a Pm-‘
tectioust nor a free-trader Neither policy is for him
an end i 1tself, each is merely a means, and the
appropriate pohcy will depend on the needs of each case
‘“ History teaches us,”” as he says, ‘‘ how nations
may and must—without on that account forfeiting the

' 1bwd , pp 194, 200 3Ibd, p 143
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end in view—modify therr systems according to the
measure of their own progress ’* In the earlier stages
they will adopt Free Trade with more advanced nations
as a means of raising themselves from a state of
barbarism, and of making advances in agriculture, 1n the
next they will promote the growth of manufactures,
fishenes, navigation and foreign trade by means of
commercial restrictions, and 1n the last, when they bave
reached the highest degree of wealth and power, they
will revert to the pnnciple of Free Trade—n order to
preserve therr agnculturahsts, manufacturers and mer-
chants from indolence He cites Span, Portugal and
Naples as examples of the earliest of these stages where
Free Trade 1s appropnate, Germany and the United States
of America as examples of the next where Protection is
the expedient policy, with France near the boundary of
the hughest stage, and Great Bntan as the only example
where the ultimate adoption of Free Trade 1s appropnate
It 15 desirable to examine more closely the place, thef
purpose and the extent of Protection in the system of
List The ultimate goal 1s Free Trade, but there can
be Free Trade only among equals, hence ““ n order to
allow freedom of trade to operate naturally, the less
advanced nations must first be rased by artificial
measures to that stage of cultivation to which the Englsh
nation has been artificially elevated ’? The artificial
measures are, of course, represented by Protection, which
1s the only means of placing backward nations on terms
of equality with a predommnant nation * In speaking
of the adoption of Protection, List has in mind, however,
only nations of a considerable magnitude, and he speaks
throughout rather ptuously of small states ‘A
small state,”” he says, ‘‘can never bring to complete
perfection within 1its terntory the various branches of
tIbd, p 93 31bd, p 107 31bsd, p 103
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production In 1t all Protection becomes mere private
monopoly.” It 1s only by alhances with more powerful!
nations and by excessive sacnfices that such a small
state can with difficulty mamtain 1ts independence *;
But even where Protection 1s approprnate, List 1s under
0o 1llusion on the pomt that it represents an immediate
sacnfice It 1s a sacnifice of present advantages in order’
to msure future ones,? but these sacnfices, he contends,
are made good a hundredfold, and they are therefore
properly to be regarded as reproductive outlay by the
whole nation * He would doubtless have approved of
the contrast recently drawn between the principle under-
lying a national debt and that implicit 1n Protection In
the case of a national debt 1t 1s thought proper that a
part of the burden incurred for the benefit of the present
generation should be borne by the future, under a
protective system, expenditure for the benefit of the
future 1s borne by the present, in ether case, the appor-
tionment 1s effected by the State, which alone has a
sufficiently roving eye over tme When we turn to the’
extent of the Protection to be afforded, there are con-
siderable imitations In the first place, 1t 1s argued, on
wholly orthodox lnes, and in accordance with the
pnnciples of the school, that, so far as concerns the
nterchange of raw products, the ‘‘ most extensive hberty
of commerce’’ is always advantageous both to the
individual and to the entire State Manufactured goods
are mn a different case, because here restrictions on
importations ‘‘ call into hfe and activity a mass of
natural powers "¢ The case for Protection 1s then
himited to those states which, so far as manufactures are
concerned, are capable of reaching the highest degree
of civilization, * but which are retarded in their progress

VIbwd , p 142 Seealsop 247 3 1bd , 183,
lbd, p 117 “Ibd , g 175
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by the competition of a foreilgn manufactunng power,””
and even so, such a measure 1s specifically designed for
the purpose of industnal development only, and “‘1s
jushfiable only until that manufacturing power 1s strong
enough no longer to have any reason to fear foreign
competition *’*  Moreover, 1t should not :* exclude foreign
competition at once and a]tégether, and t thus isolate from
other pations that nation which is " thus protected ™ Nor
should all branches of industry be protected mn the same
degree, 1t 1s only the most important that require Protec-
tion ?  The importation of machmery should also be
free until such time as the country 1s mn a positon to
produce 1t for itself As to the height of the protective
barner, List says mn one passage that when an industry
cannot be established by means of an ongmnal protection
of from forty to sixty per cent, and cannot continue to
maintain 1itself under a continued protection of from
twenty to thirty per cent, * the fundamental conditions
of manufacturing power are lacking *’* It 1s also essential
that the duties should be known in advance and main-
tamned 1nviolably, and on this pont he attacks Adam
Smith, not without reason, on the ground of his (rathar
half-hearted) approval of retahation—a pnnciple which
would lead, 1n List's eyes, to ‘‘ the most absurd and
most ruinous measures,”’ consequent on the disturbing
influence of duties 1mposed and again immediately
removed ¢

It will be observed that, for List, Protection 1s strictly
a tmgg@ngMa strange contradiction
betweenthe Lust who Js concerned with & world of
warring pations, and the List who aPEea.rs almost as a

prophet of the League ‘of Nafons” & one case, he
proclaims the doctrine that ™ Germa.anust care for
1Ibd, p 144 3Ibd, p 251

3Ibid , pp 144-148 $Ibd , pp 254-255 -
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Germany, and Russia for Russia ”’; and urges that
‘“instead of hoping and waiting and expecting the
Messiah of a future Free Trade, 1t would be better that
the cosmopohtan spirit should be thrown mto the fire **!
n this mood also, mspired by a love of the big battahons,
List 13 a pan-Germamst, making it clear that Holland
and Denmark must come within the German Bund,?
elsewhere that Germany, with Holland, Belgium and
Switzerland, should become a ‘‘ commercial and political
whole,”’? and finding war itself beneficial, 1f 1t leads to
Protection and the advancement of a state from the
purely agnicultural stage to the stage of manufactures
Yet elsewhere, and doubtless with sincerity, he contem-
plates 1 the by-no-means remote future, the GAton of
all niafions, and 1indicates the forces making in that
direction; Profection 1s indeed but the most efficient
fmeans of furthering such a union, and hence also of
promoting frie freedom of trade 5 It 1s of the highest
interest 1n 1lluminating List’s posttion that ip his enticism
of the mercantilist system, one of the reproaches he
urges against 1t (agan doubtless with sincenty) 1s that
‘‘ chiefly owing to 1its utterly ignoring the principle
cosmopohtanism, 1t does not recognize the future umion
of all nations, the establishment of perpetual peace, and
of umversal freedom of trade, as the goal towards which
all nations have to stnve, and more and more to
approach.’’®

Von Thunen

Despite laudable efforts, such as those of Dr. Spann, it

iIbd p 75 “Ibd, p 148
2Ibd, p 143 sIbd , Il;p 101, 103
$1bd, p 332 $Ibd, p 272
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ts hardly possible to regard Johann Heinrich von Thiinen®
(1783-1850), the third of the present group, as having
any great spintual kinship with Muller or List. He 1s
deed an economist by accident, because of his nterest
n_one problem which was every day before his eyes_as
a practical culturahist Also he was a man of a
h‘mﬁ:#ﬁ:mﬁt of his fellows, and was there-
fore led to jot down his reflections on the social conditions

of lis humbler neighbours But 1t 1s fayly safe to say
that Muller would have bored him, and he showed small
inferests in the problems which excited List On the
vexed question of the claims of nationality, he merely
says that nations should cease to regard themselves as the
““ middle-point of the earth,” and recommends that they
should take as their atm the well-being of humamty,
adding a word m praise of England for having recently
shown a disposition to follow this self-sacnficing path 2
One gets the impression that the political side of
economics (fundamental with Muller and List) had lttle
attraction for von Thunen He was a landowner, inter-{
ested mn his estates and his workmen on the estates,
with a passionate hobby for keeping accounts n the
evening

Von Thunen’s position in the develop of
theory 1s due to the work.to which he gave the title of
The Isolated “State (Der Isoherte Siaat), a work for
Wwhich the whole of his life was in a sense the back-
ground He acknowledges himself as the disciple of
Adam Smith, but Smuth, as he rightly says, had been
confused on a number of points He had confounded
profits and interest, he had not properly explained rent;

1 Born 1783, the son of a landed propnietor in Oldenberg, for
a time a student at Gottngen In 1810 he bought the estate

of Tellow and remained there Died 1850
* Der Isolserte Staat, p 514 (Re;erencel) to the edition in the
S haftl erster
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on numerous other pomnts he was ‘‘ mcomplete *’* His
reverence for the master urged him to complete Smith’s
doctnne  The result 1s The Isolated State, a book which
grew 1n the course of 1ts author’s hfe

The Isolated State 1s among the most remarkable (and
one 15 tempted fo add, most curious) books 1n economic
hterature, alike in form, method and substance 1In its
final form it 15 almost formless, an obvious bnngmg
mtes, comments, and arithmetical examples,
with Titfle “unity ‘of subject between the abstractions of
the isolated state and the consideration” of the social
problem, which 15 jomtly attacked by humanitanian
aspirations and algebraic formulz

It 1s m regard to its method that The Isolated State
1s most obviously origmmal Von Thunen had a fresh
mind, not overburdened with the learming of others a
premature engagement had snatched him betimes from
the snares of excessive study and of the Umversity of
Gottingen The whole conception of the isolated state,
with which s mind had amused itself from an early
age, 1s highly abstract, and 1n a sense the kernel of von
Thunen’s work 1s concerned with unrealites The spint
of the mathematicran hangs heavily on von Thunen
On his first page he carefully sets out hxs postulates "
(Ve gen), followed ly by a
of the Au/gabe, the problem to be solved Euchd, as
known to our younger days, would have smiled approval
The postulates are, 1n short, a definition of the unrealities
mplicit i the isolated state Imagmne a large town in
the mudst of a fruitful plamn, traversed neither by
navigable river nor canal, the plain consists of uniform
soil capable of cultivation, ending 1n the remote distance
in an uncultivated wilderness, there 1s to be no other
town in the plain, so that the town supplies all the

17d, p 402
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manufactures for the plan, and in return draws all 1its
sustenance from the surrounding country. Such being
assumed, there arises the question how the land will be
tilled, and what effect greater or less distance from the
town will exercise on agriculture

An abstract unreal problem, 1t will be observed, yet,
cunously, von Thunen contrives to make his discussion
bnstle with reaity Indeed, it may be said that von
Thunen and Ricardo, the two masters of the abstract
method, knew, better than any other economust, what
they were talking about Von Thunen had had practical
expenence of farm management on his estate at Tellow,
heaven knows how he had kept accounts His problem,
being one solely of distance from the market, reduced
atself ultimately mto that of cost of transport, and no
one_had.ever known, so accurately as von Thunen_did,
what everything on_his estate had cost The 1solated
state, 1 fact, 15 bult up on the expenence gained at
Tellow, and the carefully studied accounts of years
provide the concrete material from which conclusions are
drawn.

It requires httle proof that in the unreal conditions
postulated (which also inferentially exclude the existence
of any maimn roads), culuvatlon _will autornatically be
arranged 1n a series of concentnic. urcles round the town,

mﬁg—mﬁm transport of the commodity and
thé ratio in_which 1ts value stands to. ml‘mht
Bit von Thunen’s reputation does not depend on his
~success in unveiling the obvious The order in which he
arranges his six circles is in part i accordance with what
might be expected, and in part somewhat surpnsing;* but

|u ket d forestry, Fruch hsels haft, Kop-
hschaft, Di ft. cattle (It 1s perha

rudent not to translate words which can only be mistranslated )

gpnnn comments on the high place assigned to forestry, that its
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tn any case the actual conclusion on this point 1s unimpor-
tant What 1s sigmificant throughout 1s the use of a
techmque suggestive, and indeed mn places an anticipation,
of much later methods of approach  Thus he points out
that 1n the inner circle devoted to garden produce, milk
must also be included, both by reason of cost of transport
and penishability, and he goes on to explain that, accord-
mngly, the price of milk must nse so high that the land
devoted to the production of mulk cannot be used more
advantageously for any other product * After a careful
analysis of the cost of transport (with due allowance for
the maintenance of the horses on the journey) he presents
a dimimishing scale of values for grain at different distances
from the town until, at a distance of 49 95 mules, the gramn
becomes valueless, and beyond this distance cultivation
becomes 1mpossible, even 1if the grain could be produced
without cost 2 It 1s but a simple elaboration of this 1dea
to arnve at von Thunen’s conception of rent, one of the
points on which he was consciously acting as a corrective
of Adam Smith A farm or estate (e Gut) is always
provided with buildings and other equipment which can
be separated from the soil, the income which the farm
yields does not therefore spring wholly from the soil, but
18 also m part 1nterest on capital sunk 1n these valuable
objects That part which remaimns after deduction from
the total income of what 1s represented by interest on all
capital sunk 1 objects which can be disassociated from
the soil (and which thus belongs to the soil itself) is termed
the rent of land,® and on this definiton a negative

relegation in practice to remote regions is largely due to the
lui:“gmt forestry 18 assigned to places not suitable for other
cul

LIbd, p 13.

$1bd, p 18

3Ibid , p 23 The test of ‘* separability from the soil '’ (dte
vom Boden gotyennt weyden honnen) obviously covers an
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amount of rent 1s theoretically conceivable A considera-
tion of the causes that determine the price of gran
naturally leads to an explanation of the ongin of rent
In order to obtain the corn 1t needs, the town must be
prepared to pay a price which 1s sufficient to pay the cost
of production and the cost of transport in the case of the
most remote producer whose grain 1s required  On this,
von Thunen frames a general law (for the 1solated state
and reality) that ‘“the-prrceof ¢orn must be so high, that
the rent of that farm whose cost of production and delivery
1s highest, whose cutrvatron is at the same time necessary
for the satisfaction of the demand for grain, shall not fall
below zero "’* But, for the purchasér, grain produced 1n
the vicimty of the market 1s of equal value with that
produced at a distance, and he 1s indifferent which of the
two has cost most to bring to market ‘‘ What the
producer 1n the neighbourhood of the town receives over
and above what 1t costs him, 1s for him pure gamn ”’, 1t 15
a gain, moreover, which 1s perpetual and yearly recurrent,
so that the soil of his farm yields a yearly rent Hence
we get the explanation of rent ‘‘ The rent of a farm
anises from the advantages which 1t p over the
worst farm, whether in situation or soil, the production of
which 15 necessary for the satisfaction of demand *'?

It 1s obvious at what pomnt von Thunen has arnved,
he has evolved the Ricardian theory of rent,y although
pnmanly in terms of situation and distance from the
market, and not, as in the case of Ricardo, 1n terms of
quahty 3 When he comes to discuss taxes on rent, 1t 1s
ambiguity, does the interest on the cost of improvements not so
separable fall within or without von Thilnen’s conception of rent?

Ibd, p 226

3 Jbwd , pp 229-230

3 The whole argument of The Isolated State postulates
umformity of soil, so that situation would be the only vanable,

yet von Thiinen shows a disposition to speak of supenonty in
““ Lage und Boden "
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obvious that he has very clear 1deas as to what the con-
ception mnvolves  If a portion of ‘“ land-rent ** has to be
surrendered to the State, this will, he says, 1n no way alter
the form or the extension of agnculture The farms whose
rent 1s near zero, will contribute very lttle to such a tax,
and the most remote and the worst will not(be affected
Such a tax, therefore, could not detnmentally affect the
extent of cultivation, the population, the application of
capital, or the quantity of produce, indeed, if the whole
of the rent were taken away by the tax, the cultivation of,
the soil would remain as before *

In elaborating his theory of rent, von Thunen has in
effect made use of the 1dea of the margin, and 1t 1s surpns-
mg how, throughout his speculation, he anticipated the
techmque of the later marginahst school  Thus, with
regard to wages, he lays down the principle that on an

a certain pomt, each additional worker will

yléTH a §iAlTer addition to the Produet, e twenty-sécond
ess_than_the t, the fwenty-fhurd Jess than the
twenty-second and s6 on, and that the increase m the
nifiber of workefs” must therefore be continued until
the additional value yielded by the last worker 1s equal
to the wage which he receives ?  Further, the wage which
the last worker receives must act as the norm for all
workers, since unequal remuneration cannot be made in
respect of the same work * Here, undisguised, 1s the
theory of the marginal productivity of labour  So again,
mn dlscussing the relation of interest and wages, he
ph the d hing effectiveness-of capttal™ 1n |

a wholly modern manner. By means of a lengthy table,
such as von Thunen del in, he shows that capital, as
it increases 1 amount, can only find less profitable outlets,
and that at each stage of its increase, competition will
force down the rate of interest to that which the least

1lbd, p 346 SIbid , pp 415-416. 3 Ibd , p. 877
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profitable n_afford to pay. Consequently,
mtere?t—(—mmmBETm determined by
{ie yield of t_hg last portion of capital applied, and it is
notable that m detemmﬁg“l‘ﬁé'mvon
Thunen rwxﬁ“ﬂfu_ sucéeéswe increments’ of capital as
beng wnfinitely smal T

Even a brief notice of von Thunen would be incomplete
without reference to an aspect of his wntings which 1s
somewhat remote from the abstract isolated state He
was troubled by the condition of the worker and the
lowness of his wages, and he sought for something more
satisfying than he could find 1n the pages of Ricardo. In
a section “‘ on the lot of the workers,’” incorporated 1n the
second part of The Isolated State, he gives expression to
what he calls “a dream of grave substance "’ It 1s a
great evil, he says, that the most numerous class, that of
the common hand-worker, 1s unrepresented 1n the State
The reward of the hand-worker 1s disproportionately low
compared with that of those who conduct mndustry, and
there 1s no remedy by transference from one class to the
other, because of the ab of ‘‘ school-knowledge,”
which the worker cannot afford for his children owmg to
his low wage These low wages, again, are due to the
fact that, by reason of early marmages, the supply of
workers 1s always greater than the demand To remedy
this, nothing short of a change in the character of the
people 1s required, and von Thiinen pleads for greater
prevision, postponement of marnage and better education,
from all of which such astonishing results are anticipated,
that even the word Paradses does not appear out of place

Viewed apart from this dream, there are two aspects
iewed aj m ere are two aspe

1Ibd , pp 496, 498 558 “E: fclgt h:emu dass wir das

zuletzt und durch dessen

Nutzung der Zinsfuss bestinmt werden soll, sehr klemn—genau
dlch ki h ‘mlssen **

2Ibd, D 440
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‘of the wage-problem with which von Thunen grapples:

, firstly, why cannot wages rise so as to absorb the rent
which the owner draws without labour? Secondly, 1s the
low rate of wages founded mn the nature of things, and
thus 1n accordance with the will of Providence, or 1s the

{present position the result of force and oppression? On
the first pomnt von Thunen traces, n the most approved
manner, th‘e,e_ﬂads.ni.mw *‘at the margin
of_cultivation, here the, soll. gives no rent,”’! leading
ulfimately to a drawing-n of the margin of culfivaion
towards the_town, with displacement of labour and
stibsequent depression of wages On the problem of the
true rate of wages, von Thiinen raffief Tends fo provide
e of the cunosies of economic Hiterature ~He pomnts

~must comprise o Constituent “parts*
(fy What the worker must expend for his maintenance n
order o remain efficient, and (2) what he receives as a
reward for his exertion,? so that Roscher hails hum as one
of the_earliest {6 VieW Wages as something more than the
price of a commodity, ‘‘ labour *’ But beyond this, hxs‘
cofitribution " to™ tire tireory” of ‘Wages 1s somewhat bizarre
In the pursuit of a natural and a just rate of wages, von
Thunen proves, with a vast display of mathematical
formulee, and indeed along vanous lnes, that the true
formula for wages 1s represented by ,/ap, where a
represents subsistence, and p the productivity of the
worker The proof, such as 1t 1s, rests on assumptions
which are unreal, and the very celebrated formula cannot |
therefore be regarded as more than a symbol of the view
that the worker should share mn the prospenty which he !
produces In practice, von Thunen would appear to have

11t 19 perhaps worthy of motice that von Thfinen uses the
word ‘‘ Grenze,” mnow irremediably consecrated ‘‘ An der
Grenze der kultivierten Ebene des isoherten Staats, wo der
Bo‘deu keine Rente gibt " (sbsd , p 463)

400
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introduced a kind of profit-sharing scheme on his estate,
which doubtless rep d a distant ob to /ap.
Von Thunen himself, however, regarded the formula as
his crowning achievement, and desired that 1t should be
mscribed on his a medium of publicatr
in which stnictness of proof 1s seldom exacted




CHAPTER IX
THE OPTIMISTS. CAREY AND BASTIAT

It has been seen that classical Political Economy, as
represented by Malthus and Ricardo, tended to certamn
pessimustic conclusions, above all in the inferences to be
drawn from the Law of Rent, based on a Law of
Diminishing Returns, and from the so-called Principle of
Population, especially 1f this latter be carelessly appre-
hended Moreover, apart from the disconcerting vision
of a future 1n which an increasing proportion of the world’s
produce would be diverted to an 1dle class, n which for
an ever-increasing number there would be ‘“ no place at
Nature’s feast,” 1t 15 to be noted that the classical school
tended to a system of disharmonies and confict  Even 1t
outward peace might be preserved, there was at the heart
of things ncompatibility of interest

Carey

The reaction to a more optimistic view of things 1s
primarily and most convemiently represented by Henry
Charles Carey® (1793-1879), who indeed was at one time

1 Born 1n Philadelphia 1n 1793, the son of an Insh emigrant
who had become a 1 lish rey ded to the
business, but retired while still young (1835), and devoted the
rest of his life to producing economic literature Few authors
surely can have written quite so much His larger works cover
some thirteen volumes, and hus pamphlets are at least fifty-seven
n number, not all of which are mercifully small His chief
works are Essay on the Rate of Wages, Princsples of Politscal
Economy (three volumes), The Past, the Present and the Future,
Harmony of Interests, and The Principlas of Socsal Science (

very large volumes)
248
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regarded as the representative of a pecuharly American
Political Economy In his tme he exercised great
nfluence, though less so m this country than in America
and on the Continent, for us, at least, he has now faded
mto comparative insigmificance, cursed by his own
voluminousness and repetitiveness, and, 1t must be added,
by a rather naive foolishness  But to the persevering and
buoyant reader he 1s not without interest He had 1deas
which are not wholly unjust, he 1s, above all, the supreme
example of the truth that the economust reflects his
environment  Moreover, there 1s always profit
reconsidering an author who, like Carey, has continued
to rank higher elsewhere than with us  While others may
have been more than generous, we may have been less
than just

The central pomnt 1n Carey’s theonzing 1s probably most
conveniently found m his theory of value! Labour 1s,
for him, the sole cause of value, but Carey’s labour theory
of value has varations which lead to his pecuhar con-
clusions In the earhest Robmnson Crusoe stage of
economy (to which Carey 1s much addicted) articles will
be measured or exchanged 1n proportion to the labour
rey)igd, but with the appearance of capital on the scene,a
change 1s effected 1n all existing values, and things will now
exchange m accordance with their cost of reproduction
But with the progress of humamty, this cost of reproduc-
tion steadily falls, and there 1s thus a steady dechine in the
value of all existing capital Value, 1 Carey’s rather|
peculiar phrase, 1s an * estimate of the resistance to b
overcome before we can enter upon the possession of the
thing desired ** Tt follows from this that, as labour aided
by capital 1s superior in quality, the exchange value of
labour exp d n dities will ly i

1 Pninciples of Political Ecomomy, Vol 1, chap 2, especially
PP 19-20
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while at the same time exishng capital will expenence a
corresponding decline 1n values, expressed 1n labour, since
at each stage 1ts value 1s hmited by 1ts cost of reproduc-
tion, which by hypothess 1s constantly faling. Moreover,
not on]y 1s the labour value of all previously existing
tly decl but Carey also shows, by
reasoning whlch 15 by no means impeccable, that there 1s
likewise a dimmnution 1n the proportion of the product of
labour that can be demanded for granting the use of 1t
The posttion of the labourer, that 1s to say, 1s constant]y
ImpIOVIg, the capitahst’s—reward tends fo_increase
absolutely, but 1t s a clmmshm&_gogorhon of an
mcreasmg product t
Caréy extends the sphere of his harmony by entirely
wdentifying land with other forms of capital, and thus
elminating rent as a separate category He held that
‘“ capital mn land differs 1n no respect from that invested
in other machinery, that rent 1s only interest for capital
invested, and that the value of all landed property 1s due,
hke that of all gifts of Nature existing m unhmited
quantity, solely to the labour employed 1n 1its appropra-
tion and 1mprovement "’ The analogy with other forms
of capital also holds masmuch as with the progress of
society, later farms are brought under cultivation at less
cost, so that here also the cost of reproduction 1s constantly
faling This 1s proved by the fact that land invanably
1ls at less than its cost of subjugation, which sufficiently
efutes the Ricardian assumption that a payment 1s made
or the ‘‘ onginal and indestructible powers *’ of the soil
‘These last, 1n fact, have no existence
It will be observed that Carey’s views are the expression
of a belief n the progress, and indeed the indefinte
progress, of society Everywhere he reflects the spacious

1 Social Science, Vol 1, p 158, Vol III p 133
® Polstscal Economy, Vol 1, pp 129-130
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days of the early settler, when every new man added to
the pnmitive communuty represented a fresh ally m the
struggle aganst Nature. It 1s charactenstic of Carey
that, like Muller, though with a different emphasis, he
makes association the fundamental need of man ‘‘ The
first and great desire of man 1s that of association with his
fellow men, and 1t 1s so because he feels that improvement
of his condition, physical, moral, mental and political, 1s
its uniform accomp t !  The development and
growing strength of the early community m which * the
carpenter comes to exchange his labour for food,”” or the
farmer rejoices 1n the armval of the blacksmuth, furmish,
i his wnitings, a constantly recurnng idyllic picture
Thus, viewing life from the point of view of a settler
a new country, Carey 1s led to deny, and indeed with
vituperation and abuse, the Law of Diminishing Returns
(and with 1t the Rxcifdfmm the
Malthusian Principle of Population  Ricardo, Fe says—
and Tt 1S a sigmifcant sentence— " had never witn as
at the moment we do from the window at which we wrte,
the progress of a new settlement ”’ In his restatement
of Ricardo’s theory, the whole doctrine 1s represezted as
resting on the proposition that in the commencement of
cultivation, the best sois alone are culhvated ‘ That
fact exists, or 1t does not If 1t has no existence, the
(Racardian) system falls to the ground ** Accordingly a
very large part of Carey 1s taken up with a wide inductive
survey tending to prove, and with success, that the order
of cultivation 15 the reverse of that which he regards as
the essential basis of Ricardo’s theory It 1s the inferior
soil that 1s first cultivated, and 1t 1s first cultivated because
1t is less cumbered with vegetation and therefore more
manageable in the earlier stages It 1s only with increased
power and with association that a descent 15 made from
' Harmony of Interests, p 52
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the hill-sides to the richer valleys ‘‘ We know of no
exception to this rule, and we feel assured that none
exists or can exist.”’! In d with his 1dentfi
[tion of land with other forms of capital, ** the earth,”” for
Carey, “15a great machine given to man to be fashioned
to his purpose,’ but 1t 1s of the essence of all progress
that man everywhere begins with the worst and proceeds
to the best First of all there are axes of stone, then of
won and lastly of steel It 15 only imn regard to the
‘[machmery for obtamning food, if we accept Ricardo’s
theory, that man begins with the best and proceeds to the
worst 2

It may be conceded that as a matter of historical
nvestigation, Carey amply establishes his point regarding
the order of settlement There are, however, two obvious
meents In the first place, despite Carey’s dogmatism,

1cardo’s theory 1n no wise postulates a historical progress
from the best soils m the beginnings of cultivation to
wfenor soils later Ricardo was concerned with com-
parative fertiity at any given tme That, for a tune,
there may be increasing returns in agriculture, that the
more fertile soils at one tune may be less fertile later,
would have left Ricardo cold In his voluminous
cnticisms of Ricardo, Carey proves primanly that he
had failed to understand what Ricardo meant, just as
elsewhere he mamfests a similar lack of comprehension
‘mth regard to Malthus  But Carey’s work is not in vain.
Apart from the historical interest of his researches, he has
doubtless compelled a more careful statement of the Law
of D hing Returns by ng hasis on these
blessed words* *‘ beyond a certain pomt The other
aspect provoking comment is the obvious fallacy involved
 the constantly recurning analogy of the stone, the iron

1 The Past, the Present and the Future, pp 21-39
? Polstscal Economy, Vol 1, p 25
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and the steel axe, as typifying progress from inferor to
superior instruments In the first place, when men
advance beyond the stone axe, the stone axe 1s scrapped
Not so with the inferior land first cultivated, even if
temporanly abandoned, 1t 1s kept in reserve And
secondly, when, if ever, the human race, made strong by
association, has gone down imto the valleys everywhere,
there will obviously be no more valleys to descend, no
lands of still higher fertility to cultivate, and the only
course will be to return to what may have been tempor-
anly abandoned In short, with regard to machinery the
human race tends to restrict itself to the best known at
any time, so that the instruments 1n use tend to be of
uniform efficiency It 1s quite otherwise 1n land, where
‘* mnstruments "’ of different efficiency are necessanly used
simultaneously, and herein lies the whole of the Ricardian
theory of rent

But these things do not trouble Carey, for to him the
world 18 limutless, nor 1s there any obstacle to the constant
progression of increasing returns in agnculture And
indeed, greatly darng, he has the courage to say so
expressly '‘ There 1s now, and always has been, an
abundance of unoccupied land **, there 1s an ‘“almost
infimite extent of soil capable of yleldmg food "’ which
yet remains an p wve The earth
15 the great labour savmgs bank the only bank ‘‘ whose
dividends are perpetually increasing while its capital is
perpetually doubling,’”” and 1t will continue to do so for
ever, provided it receives back the refuse of its produce
—a point of importance in connection with Carey’s
protectiomst views In short, agnculture is the only
field * in which an almost unhmited amount of labour
and capital might be employed at a constantly increas-
ing rate of return *"?!

e g, The Past, the Present and the Futwrs, pp 77, 99-
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These derations, in th lves, indicate in part
the nature of Carey’s reply to Malthus It 1s fundamental
to his doctrne that under natural condifjons, and unless
| prevented by disturbing causes, capital will tend to
increase more rapidly than population ! This merely
ceflects the virtue of association and the increasing power
of numbers over the forces of Nature, when ‘‘ each suc-
cessive addition to the population brings a consumer and
a producer,”’? when the first early settlement, poor by
reason of the paucity of its numbers, advances n
efficiency and the power to produce wealth with each
accession  All this 1s true  Men cannot live alone, and
when population 1s sparse, the first condition of an
increase of welfare 1s an increase of population But
beyond this caveat, perfectly justifiable in view of the
conditions of Amenca n the early mneteenth century,
Carey advances to a jumble of curious arguments against
Malthus The one which weighed most with him 1s
theological 1 ongin, for whereas God had said: ‘ Be
fruitful and multiply,”’ the modern school of Political
Economy says ‘‘Be not fruitful; do not multiply "’
‘‘ It prescnibes disobedience to the earhest of God's
commands, 1t ascribes poverty and wretchedness to the
erroneous arragngements of the Deity "”* In a curously
confused cnticism of Malthus, he points out that the
Malthusian theory inverts the true order of things ¢ It
1s when population increases that food 1s abundant
Agam, on the Malthusian theory when the Malthusian
checks are operative, food ought to be most redundant;
but during war there 1s distress ‘‘ Peace comes—the
remedy is withdrawn—and capital begins agamn to

! Wages, p 81

* Harmony .of Interests, p 86

* Harmony of Interests, p 201, Wages, p 233
¢ Wages p 244



THE OPTIMISTS CAREY AND BASTIAT 255

increase ' Put tersely ‘‘Is war required to correct
an error of the Creator, or has the Creator Himself
provided the corrective required for removing the effects
of human error? ’2 All this 1s to betray a naive mis-
understanding of Malthus, but Carey in crusading against
Malthus 1s largely mspired by a desire to justify the
ways of God to man, and his arguments directed to that
end have a childhke simphaty distantly remimscent
of Fourier
One other argument, 1n itself inexpressibly foolish,

which nevertheless has done good service m 1ts time,
finds 1ts highest expression 1n Carey, and might also have
been to the lking of Founer Even if man has a
tendency to increase in a geometrical progression, 1s he
not for his sustenance dependent on lower amimals and
vegetables, and do they not mamfest a similar tendency
to increase in a geometrical ratio?> But Carey would
have us beleve that the situation 1s even more com-
foring for man than this general reflection would
ndicate  Men, the devourers, and rabbits, the devoured,
may alike tend to increase geometrically, but 1t 1s
notorious that rabbits are the more potent multiphers

The 1ncrease 1n numbers 1s everywhere, he holds, n the|
inverse ratio of development, as the niddle used to put!
it, * the higher, the fewer ”” But on the Malthusian
doctrine, when we come to man, “ we learn the exis-
tence of a new and greater law, i virtue of which man
increases In a geometrical ratio, while the increase of
hernings, rabbits, oysters, potatoes, turnips and all other
commodities required for his use 1s hmited to the
anthmetical one! ”’* Elsewhere he tells us that ‘‘ rapid
as has been the growth of Amencan population, that of

1 Polstscal Econmomy, Vol IIL, p s54.

2 Soctal Science, Vol 1II, p 270
2 Soctal Science, Vol I, p 92
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the supply of oysters has been far more so ! On
Carey’s philosophy, the obvious remedy for unemploy-
ment 1s for the unemployed to take to the breeding of
rabbuts, or still better the cultivation of oysters

Equally deserving of note, 1if only as a cunosity, 1s
the argument which centres m carbomic aad With
progress and advancing civilization, the larger lower
ammals die out, with a consequent disturbance of the
supply of carbomic acid necessary for the maintenance
of plant hfe Hence, if only as producers of carbonic
aad, there 1s need for more men to compensate for the
extirpation of their larger but lower fellow-creatures
Men must breathe more, 1f hons breathe less This 1s
but another example of the * beauty of all natural
arrangements "2

In th lves such arg are not sufficient to lay
the Malthusian devil, and Carey realizes 1t  In his early
wntings he admitted that the time might come when
‘“there will not be even standing room,”’ but he 1s
content to ‘‘leave that distant future to the benevolent
care of the Deity '3 There 1s no immediate necessity
for becoming 1dle, intemperate and profligate with a view
to increasing the supply of food He admits, at this
stage, that possibly, and even probably, the world will
some day be over-peopled, ‘‘ but we must leave 1t to our
successors to adopt the remedies whenever they shall
see cause to believe that they will thereby improve their
condition "4

Nevertheless, to an apostle of harmony, such a post-
ponement of trouble to a future, however remote, could
not be satisfactory, and 1n s final statement he admits

1 Social Science, Vol III, p 351

3 Soctal Science, Vol III, pp 319-320

3 The Past, the Present and the Future, pp 77
¢ Poltscal Economy, Vol III, p or
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that if, as he puts it, “* the procreative tendency 1s a
positive quantity,” slavery will be the ultimate condition
of the great mass of the race, and man will ultimately
be subdued by Nature! To meet this difficulty, there
15 one obvious method of argument If 1t can be proved
that the procreative power 1s not constant, but 1s i fact
a variable quantity, 1t will be possible to re-establish the
harmony so dear to Carey’s heart Such, in fact, 1s
Carey’s line of argument He cites (although there is
much unconscious Malthusiamism mixed up with the
argument) many instances of vanable procreative power,
and advances the general argument that there 1s a relation-
ship between the nervous and the reproductive powers 2
As energy 1s diverted from the muscular to the nervous
system, so will the ratio of procreation dimmish ~ Sterility
goes with mental eminence, and as the race progresses
there will be a natural diminution 1n the rate of increase
Thus harmony 1s agamn established, the Malthusian
checks become superfluous, because there 1s a divine,
self-adjusting mechamsm which will temper the flow of
population

Carey 1s usually regarded as being the twin-exponent
of Protection, alongside List But indeed his Protection
15 of a most unscientific kind, spnnging from 1nstinct
rather than from reason It 1s not for him to pursue
the intricacies of the incidence of import duties His
protectionism, when 1t comes, 1s again the natural ejacu-
lation of a backwoodsman, girding at his primtive
environment At the outset Carey was an orthodox
free-trader, regarding Protection as a device ‘* to frustrate
the beneficent designs of the Deity,””® but thh his

of

3.

growing app of the g

1 Social Science, Vol III, 265
3 Social Sctence, Vol !II 299
3 Wages, p 14
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he became rapidly and hat foolishly protectionist
Here Carey’s fundamental 1dea, from which all others
radiate, 1s the importance of bringing the producer and the
mto close p y, thus P Tepresents
an mstinctive effort to obtan that combination which
elsewhere he so fervently lauds With Carey there are
no half-hghts * Protection 1s nght or wrong Free
Trade 1s nght or wrong Half-way measures are
always wrong "'t
Another 1dea constantly recurs m Carey, so that 1t
almost acquires the importance of an idée mére It 1s
his own pecubar distinction between commerce and
trade Commerce 1s the natural interchange between
members of a community and 1s blessed, trade 1s the
carrymng of things to far countnes and 1s accursed
Epigrammatically put, the followers of commerce desire
to effect exchanges with their fell n, those engaged
1n trade desire to effect exchanges for them 2
Carey’s protectiomism, then, 1s largely summed up 1n
Iis proposition that ** the first-and_heaviest tax to be
ald by land and labour 1s that of transPo tion,” and
a_phraseof which Re never wearies, he desires to
ehmmate this tax by bringing ‘* the loom and the anvil
to take tHiéir natural places by the side of the plough and
the harrow ” Most of his arguments, indeed, are but
variants ‘of this fundamental contention that ‘‘ the object
of Protection 1s that of diminishing the distance™amd" the
waste between the producer and the consumer,” that it
is no_more ths an nstinctive. effort to_attain-combina-
tion ® Some of the vanations of the theme, however,
dfe interesting, and others not unamusing  Protection
promotes concentration, Free Trade dispersion Protec-

1 Harmony of Interests, 61
? Social Science, Vol IIP
* Harmony of Interests, pp 52 101, etc
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tion 1s competition for the purchase of labour, Free
Trade_for—the—safe ot Taboir  As war 1s encouraged if
men are cheap, Fré¢ Trade encourages war Free:
Trade, again, stands for distant markets, Protection for
the home market, but those who seek distant markets:
are separated from their wives and children, spend much
time on the road and in taverns, and are thus hable to
be led mnto dissipation  Free Trade thus stands for the
dissipation of the tavern, Protection for the blessedness
of the home But these, and other striking points, are
perhaps but the embroidery of the argument *

But there 1s one subsidiary argument of a different
character The unprotected country which 1s restncted
to agnculture 1s i effect seling its own soil  The!
prnciple of returning waste products to the soil as a
condition of the land playng its part m yielding ever-
mcreasing returns exercised a curious fascination over
Carey’s mind, and 1t mnvolves as a consequence that the
place of consumption must be sufficiently near to enable
the earth to get back its own ? Thus we arnve at a
further conclusion, suggestive of List, that ‘‘ manufac-
tures always precede, and never follow, the creation of
a real agrculture In the absence of the former, all!
attempts at cultivation are hmited to the work of tearing'
out and exporting the soil in the form of rude products *’*
The reader who desires economic comment on this
argument will find 1t 1n 1its appropnate place (Book V,
chap 10) mn John Stuart Mill, who apparently thought
it worthy of his heaviest artillery

Despite a certain tendency to foolshness,* Carey 1s

|

3 Harmony of Interests, pp 193, 202, 209, etc

8 Social Science, Vol I, p 273

¥ Soctal Science, Vol III,

4 Truth being simple, simple 1deas are generally true* is
one of Carey’s favounite aphoristic observations It 1s hardly a
promising foundation-stone for any system of thought
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important figure mn the development of economic
octrine  He represents primanly a reaction against the
pessimism of the classical school His theory of value,
resting on the 1dea of constant depreciation of existing
wealth consequent on progress, was designed to prove
the ultimate harmony of all things  There 1s *“ a perfect
harmony of real and true interests among the vanous
classes of mankind "’'—an 1dea to reappear in Bastiat
Ths 15 his central doctrine, but 1t 15 naturally buttressed
by vigorous attacks on the two chief sources of classical
pessimism, the Law of Dimimshing Returns and the
Principle of Population Much of his cnticism has at
least the minor mernit of compelling n others a greater
fastidiousness of statement, if only 1n order to avoid veing
misunderstood and musrepresented by the Careys of this
world His glanng and most obvious defect 1s that for
which he reproached others, that he 1s, namely, so
restricted and hmited by his environment  He 1s patheti-
cally the economist of the earhest stage of colomzation,
imbued with a touching faith that there will always be
wild waste places, that there will always be room, and
that men will never have cause to fear the stinginess of
the earth or the embarrassing fecundity of women

Bastiat

Time has perhaps hardly been kind to Fredenc
Bastiat® (1801-1850), yet he deserves a place among the

1 Soctal Science, Vol III, p 113

2 Born at Mugron, near Bayonne, 1n 1801, and lived obscurely
on his farm until 1844, though influential 1n the intellectual
and public ife of his area Thereafter accident and the Free
Trade cause revealed his supreme journalistic powers, and he
entered a larger ife He was a member of the Assemblée Con-
stituante 1n 1848, and of the Assemblée Legislative n 1849
His last six years were years of exhaustive labour, and he seems
to have died of overwork (at Rome) 1n 1850
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landmarks His curse was that he was pre-eminently
an espnt vulgansateur m the convenient French phrase
Not the least remarkable feature in Bastat’s career 1s
the fact that he began to wnte so late mn hfe, and, since
he died young, his very considerable hiterary output was
the result of about five years’ fevensh activity Primanly,
Bastiat was a journalist, not using the word with any
highbrow condescension, but merely implying its hteral
sense, that he was a man who served the needs of the
day And as a journalist Bastiat has had few equals
No one has ever been quite so skilful in making the case
of his antagomist look extremely foohish Even now his
most ephemeral work remams a joy to read, by reason
of its wit, 1ts merciless satire and the neatness wherewith
he pinks his opponents

Bastiat, bemng a journalst, was, however, never able
to remove himself from the controversies of the day,
and his very skill in scoring off others has created a
posthumous suspicion that, 1f not exactly a quack in
the austere eyes of science, is was at least a shallow,
if an agile, mind  Bastiat was moved to wnte by two
of the most seductive (because mexhaustible) and most
enduring of journahst topics—the Free Trade and Pro-
tectiomist controversy, and the eternal dispute concerning
Socialism _ His objection to Protection is fundamentally|
the same as that which he urges against Socialism, they
are both devices of exploitation  The manufacturer who
cannot make a profit invokes Protection, whereby the
State will guarantee him a profit at other people’s
expense, so lhkewise Soctalism 1nvolves a denial of
individual responsibihity ~ Thus, n one of his most
amusing skits,’ he arnves at his_defimtion of the State
as Mﬁggom,hy_;n_eans f_whiC evewbody
contnyes to live at the expense of everybody else It

T TLEtat
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1s true that 1t 15 a rather crude Protection against which
he tults, just as there 1s not much subtlety in the Soczalism
agamst which he mnveighs, but how effective his satire
can be, 1s seen n the immortal petiion of the candle-
makers agamnst the competition of the sun, or mn the less
well-known proposal to renounce the use of the nght
hand with a view to the attainment of greater wealth,
based on the following tram of reasoning. *‘ The more one
works, the richer one 1s, the greater the obstacles to be
overcome, the more one has to work, therefore the greater
the obstacles to be overcome, the ncher oneis ”* Perhaps
1t 1s all shghtly puenle, and his reputation as a serious
wnter has doubtless suffered from the faint aroma of the
very jumior class-room which hangs about his fables and
his allegories  Nevertheless, the cause 1s fortunate which
enhsts the services of a Bashat
The assault on Protection and on Sociahism represents
the negative, destructive side of Bastiat, and 1t 1s seen
at 1ts best in The Economic Sophisms Before his death,
he embarked on a more ambitious statement of the
positive side of his doctrine, of which, however, only one
volume appeared The title of this work, Ecomomsc
armomses, sums up the essence of Bastiat He had
ttacked Protection and Sociabsm because they repre-
nted an unnatural organization of society—each of
hem devices whereby certain people could sponge on
others Himself an orthodox lasssez-fasre economust, he
was troubled by the inferences drawn from the teaching
of Smuth, Ricardo and Malthus, pomtmg to an ulhmate
antagomsm of interests Asb an b
m hberty, he harks back to something like a natural
order of society, and speaks reverentially of ‘‘ les grandes
lois providentielles *’ But where are we, if these great
providential laws precipitate society towards evil, as the
doctrines of Ricardo and Malthus would seem to
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indicate?! Bastiat, however, cannot accept the view
that the various economic laws (as of rent, of popula-
tion and of value) are silently thrusting society towards|
mjustice and inequality Heremn lies the sigmficance of
Bastiat, regarded as something more than a crusader in
current cont y A non-inter to the finger-|
tips, he sets out to prove that under the reign of hberty,
so far from there being antagonism at the centre of things,
there 1s complete harmony of all legitmate interests
The essence of his doctrine 1s found n a rather pecubar
view of value, and mn a ngid distinction between value
and utility 2 Utiities are of two kinds, there are,
firstly, those that are accorded gratwitously by Providence,|
and there are those which are bought by our own efforts
Now the whole essence of progress consists mn making;
proportionately more use of the former than of the latter
class, so that a continual process 1s gomng on whereby:
onerous utihities are displaced by gratuitous utihties
Turning to the idea of utiity, Bastiat seeks to evade
difficulties by hinking up the conception with that of a
service ‘‘ To accomplish an effort mn order to satisfy]
the needs of another 1s to render him a service "’ Ser-|
vices are exchanged against services, and when exchange
18 free, the services which are exchanged are equivalent
m value There, then, we have “ value’’, 1t consists
in the comparative appreciation of reciprocal services,
or, more bnefly, 1t 15 * the relation of two services
exchanged ""—a phrase which covers as miry a bog as
any other defimtion To introduce the optimistic tinge,
it must be remembered that, on this interpretation, the

1 See the nddress A la Jeunesse Frangaise prefixed to the
Harmonies Economiques

* For a first approach, the most important chapters in the
Harmonies Economiques are* Chapter 2, ‘‘ Besoins, Efforts,
Satisfactions ', chapter 3, ** Des Besoins de 'Homme ', chapter 5,
‘“ De la Valeur "
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free gifts of Nature have no value The essence of value
lyng n human service, 1t follows that where no service
1s rendered or received, there can be no value Thus
utility springs from the collaboration of two ag
which we may call Nature and man’s efforts  The former
15 gratuitous, the latter alone carries value But, as has
been seen, the meaning of progress and invention 1s that
Nature 1s constrained to render a more efficacious assis-
tance Thus utility tends to become more and more
gratmtous (since the gifts of Nature are gratuitous) while
value, which corresponds to man’s share 1n the proceed-
mgs, tends to fall relatively to the utihty While value
rests 1n the service, and not 1n the ‘“ materialty,”” 1t may
nevertheless be transferred from the service to the
product, and 1n a sense be incorporated therein, but even
when so incorporated 1n the product, 1t remains subject to
all the hazards which might befall the service itself If
the service goes down 1n value, so will the value which
has temporarily been mncorporated 1 the product associ-
ated with that service

But this, assuming progress, 1s what must normally
happen By continually making greater use of the
gratuitous gifts of Nature, everything should cost less
effort to make in future than 1t does to-day ~ Utility may
remamn ummpaired, but capital tends to depreciate In
'the exchange of present labour agamst past labour, the
advantage will always lie on the side of present labour
The workers, therefore, freed from the mightmare of the
Iron Law of Wages, may look forward to a rosy future

So also, Bastiat undertakes the defence of the landed
interests Land 1s not immune from the general law
of slow depreciation ~ With Carey, he holds that the
payment for land 1s not in respect of a gratuitous gift
Pf Nature, 1t represents payment for past services in
'dramning, fencing and all the rest of 1t, and as all these
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operations become easter, so the value of land must fall |
Thus rent 1s hkewise a legiimate payment for services
rendered 1n the past Nor 1s capital overlooked 1n
Bastiat’s bounty It 1s not merely that he defended
with the utmost vigour the legitimacy of nterest, but he
further proved, to his own satisfaction, that the progress
of labour to a better position would be i no wise
bought at the expense of the capitalist’s reward The
capitalist’s share might decline proportionately, but 1t
would increase absolutely In all this there 1s much of
that other optimist, Carey, whom indeed Bastiat has been
accused of plagiarizing  Even 1n his more serious work
he can hardly escape the charge of special pleading, and
of bemng unduly mnfluenced by the case he desires to
make He would have the reader believe that he
15 not blind to the imperfections of this world but a
perusal of the Ecomomic Harmones leaves the impres-
sion that, if only there be enough hberty, everything in
the economic garden will be incrrasing’y more and
more beautiful.



CHAPTER X

THE CLASSICAL TRADITION SAY, SENIOR,
] S MILL AND CAIRNES

THE later development of the orthodox school of Pohtical
Economy (meaning thereby those wrters who accepted n
the mamn the body of doctrine which had been formulated
by Adam Smuth, Malthus and Ricardo) hardly calls for any
detailed discussion 1n such a broad outhne as this  Theirs
was, 1n the mamn, a work of elaboration and systematiza-
tion, yet not a few of them succeeded 1n emphasizing a
pomnt or, after much labour, gave birth to a phrase or an
1dea which long survived It may be permissible to lump
together 1 this chapter a few of these wnters, some of
whom are of considerable importance in themselves, yet
for our purposes are necessarily less important than those
who founded a tradition or opened up a new line of
thought

Say
Among these, pride of place, or at least priority of time,
may be assigned to Jeg&gte_iayl (1767-1832), who

later has tended to suffer the neglect which 1s so often the

1 Born 1n 1767 at Lyons, at first 1n business After various
ups and downs, and_more experience of business, he occupied
a Chair of Political Economy at the Conservatoire des Arts et
Métiers, and later for a short time at the Collége de France In
additon to the Traité d’'Economse Polstique (1803), he also
wrote a Cours Complet d’Ecomomse Polstique Pratique (1828-

1829)
266
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Nemesis of overestimation by one’s contemporaries. It 1s
perhaps true that primarily his great achievement was to
mterpret to the French people and to the world the work
of Adam Smuth In the most interesting prelimimnary
discourse prefixed to his treatise of Poltical Economy,
he alternates between high appreciation of the work of
Smith and somewhat scathing remarks upon his method

or lack of method 1n the p tion of his arg t
‘" The work of Smuth,” he says m an often quoted
passage, " is only a confused assemblage of the soundest

principles of Polifical Economy, supported by limmous
examples and by the most curous notions of statistics,
mingled with mnstructive reflect butitisa plet
treatise neither of the one nor of the other, his book 1s a
vast_chaos of just ideas, jumbled with positive know-
ledge "™ There S some truth m the cntiasm, and
Ricardo likewise, as has been seen, had been a most
disorderly wnter It was Say’s mussion to put an end to
thus vast chaos, to bring order and method mnto the state-
ment of economic principles, also to *“ render the doctrne
popular,” that is to say, to wnite a book which would be
comiprehended not merely by the expert

In both respects he achieved an astounding success
He had a very clear 1dea of what Political Economy
should be  Like other exact sciences (for such he claimed
1t to be), 1t consisted of a small number of fundamental

principles, @6d_of 3" farge Tumber of corollanes and

consequences of these principles 2 These pnnciples are
den’v%i/ﬁ'o\mlﬁi‘ﬁalurii'ﬁf things quite as surely as are

the Jaws of the physical world ™ The stage 1s thus set for
the_treatment of €coriomics as a science, and in the title-

page we Bave consécrated the {nple divison o produc-

tion, distnbution and consumption of wealth—exchange
1 Trarté d’Ecomomse Politsque, Vol 1, p 16-17.
SIbd, p 27
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at this stage being quite soundly regarded as a mere step
under the first head of the trilogy  So also land, labour
and capital (with the entrepreneur looming large), and the
corresponding revenues due to these productive agents,
provide the framework of Say’s exposition ~The shadow
of Say does indeed lie heavily across the text-books of the
nineteenth (and perhaps the twentieth) century

He was equally successful in his other main object, that
of rendering the subject * popular,”” mn the sense explamed
by him Say\h?gﬂé)igfﬂ% mund, and a peculiarly luaid
and lmpid style ven fo-day he can be read with
pl the re-reading of Ricardo calls for
fortitude and a stout heart As a result, Say was trans-
lated 1nto many tongues, and was something of a best-
seller, and in consequerce it was perliaps he, Tore than
anyone else, who taught the eafly nineteenth century its
€conomics T T

“Apart from this great and mentorious work of vulganza-
tion, certain 1deas were pecubarly Say’s own Of these,
the one which had in its time most renown, and which
was mndeed for long regarded as Say’s passport mto the
company of the immortals, was the once celebrated
** theory of markets "’ (la théone des débouchés) ' This
theory, which perhaps does not come_to_much, 15 to the
effect that goods and services are only superficially bought
with_money, they -are, . fact, bought with other goods

and _services The money 1s merely the ** carnage "
which, havin, he_exchange of two commodities,
will forthwith proceed to exchange others, But mn reality,
products are always exchanged against_other products
Consequently. he tells us_one ought not to say *‘Sale

does not take place because money 1s scarce, but because
other products aré §6 Tt is likewise an integral part

) Traité d’Ecomomie Politique, Vol I, chap 15, Des
Débouchés pp 148-165
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of the theory that a product, when created, offers
from that very moment a market for other products
General over-production 1s thus an impossibiity — 1f
certain products are in excess, 1t i1s because there 1s a
deficiency elsewhere, and the cure for *‘ over-production *’
1n one direction 1s therefore more production elsewhere to
serve as a débouché for this excess

From his theory of markets Say draws three con-
clusions ~ Furstly, the more numerous and extensive the
riarkets are, the ‘more will they prove to be lucrative, for
there will thereby be an increased demand, tending to
raise the pnce  Secondly, from his theory he draws the
time-honoured conclusion that everyone 1s_interested i
the prosperity of everyong else It 15 a foolish distinction
to divide the nation into producers and consumers, every-
one is both  The prospenty of A makes him a”good
customer for B, C and D, who should therefore jomtly
pray for his success, Just as the devout Hume prayed for
the prospenty of France In the field of the nation’s life,
Say draws the conclusion (more suggestive of List and
Carey) that agriculture, factures and
should flodrish together, and in the internatiopal sphere
(as 1 Adam Smith) that a nation 1s directly mterested 1
bewng surrounded by wealthy neighbours: ‘“car on ne
gagne rien avec un peuple qu n’a pas de quoi payer
The third_conclusion, drawn from the theory of markets
(and 1t 15 of the essence of Free Trade doctrine), 15 that

imports can in no wise be detnmental to home production
or indusiry, since what 15 bought from abroad 1s purchased
with home products, for which a market has thus been

en

LJ’l"l?ere is perhaps m all this Théone des Débouchés
nothing very ongmnal  The essence of the doctrine can be
found, for instance, in Quesnay’s Dialogue du Commerce,
where he says categorically. ‘* que tout achat est vente, et
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que toute vente est achat,’” and where he contends, as has
been noticed m an earlier chapter, that the mercantist
doctrine of selling more than 1s bought merely aims at a
‘“ commerce commencé ~’  Nor are the conclusions drawn
by Say from the Lot des Débouchés different from those
to be found n Smuth or Quesnay His conclusion with
lfﬁd’gfvorel@ trade, for nstance, 1s but an echo, not
therely of certam famous observahons of Smuth and Hume,
but also of Quesn_y s dictum  ‘‘s1 ceux avec qu nous
commergons n'etalent pas riches, nous ferions un pauvre
commerce ’

There 1s more active dissent from Smuith mn Say’s
doctrine of immatenal products, which may be noticed
brefly !  Smith, misled by his 1dea that wealth must be
‘* susceptible of conservation,’’ has classified all manner
«of services as examples of unproductive labour  But take
the case of the doctor who cures a sick man Who (least
ot all the sick man) would say that this labour was
unproductive?  Further, was the ‘‘product’’ of the
doctor 1incapable of being made the subject of an
exchange? ‘‘In mno wise, since the advice of the doctor
has been exchanged agamst his fees, but the need of this
advice ceased the moment 1t was given Its production
«consisted in saying 1t, 1ts consumption 1 heanng 1t, 1t has
been consumed simultaneously with its production ™2
Such, then, are Say’s immateral products, where consump-

comades with production thle these these may linger in the
memory they have no exchan&eable value opce the moment
of production 15 yast , and clearly, as-they are mcapable of
accumulation, they cannot_imcrease the national _capital

And for this reason there are dangers (which almost bring
him back to Smith’s point of view) 1n an excessive amount
11bd , Vol I, chap 13
*Ibd, Vol I, chap 13, p 121
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of immatenal products, since i ncreasing this kind of
productive labour, the consumption 1s mevitably at the

same fime correspondingly ncreased, and nothing 1s left
over If the consumption is a pleasure, good and well,
but who 1s benefited if the complexity of the law merely
gives employment to lawyers, and puts up their fees??
Adam Smith smiles approval mn the background

On one other pomt, at least, Say went some distance
towards breaking new ground, though he did not tarry
long enough to harvest the frmt Rucardo, in his twentieth
chapter, pillories Say for his confused statements on value,
zeﬁwﬁmrﬁegn_ quotations and wringing his hands

espainingly over the inconsistencies involved — It ‘would
indeed be difficult to summarize succinctly Say’s views on
value, nor perhaps do they greatly matter Inconsistency
may spring from muddleheadedness, or from a laudable
groping away from an untenable theory, even if the
Journey be never completed  Say, in bref, was prepared
to attach much more 1mportance to the idea of ~ utility "’
than were his Englsh contemporanes Indeed, by a
careful choice of extracts, 1t 1s possible to find n Say an
exponent of a theory of value which 1s wholly psycho-
logical, and 1n which the 1dea of cost of production 1s more
or less eimnated Doubtless these could be rebutted by
other extracts, 1n the compilation of which Ricardo wall
be found serviceable It is not, he saysin one place,
‘“ the value of the productive services which determines
the value of the products *’ On the contrary, ‘it 1s the
utihty of the product which ThaKes it sought oif, and
which confers upon 1t a value, and 1t is the faculty of
being able to create this utilify which makes the productive

1Ibd, Vol I, pp 124-125 It 18 cunous to note the lasses-
fasre doctnine come out at this pomnt ‘‘ Admimstrer ce
devrait &tre abandonné A sor-méme, c’est faire du mal aux

administrés et leur faire payer le mal qu’on leur fait comme st
c’était un bien.”
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services be sought out, and which confers upon them a
value "’ So also he speaks of the utility of a commodity

raising 1ts price to the cost of production, 1f 1t fails to do
so, nothing 1s of course Broduced 2 Even more emphati-
cally, he states that ** the value of the means of production
comes_from the value of the product which may result,
which 1s founded on the use which 1 can be made of this
product of the satisfaction which can he_drawn from 1t *’*
These, 1n the history of the theory of value, would be
interesting utterances, even if they led nowhere Ricardo
was dissatisfied internally with his theory of value, Say
was more vocal 1n expressing his doubts

Lastly, Say sings f_the entrepreneur, 1s
strictly non-interventionist, and represents the aspirations

of an industnial age

Senior

In such an ntroductory narrative as this, in which stars
of the second magnitude must suffer extinction, some who
are almost of the first rank must be accorded a brewity of
notice which hardly corresponds with their real deserts
Of the considerable tribe_of spintual sons of Ricardo,
ﬁgau Willam Sentord (1790-1864) 1 the gg_‘who n the
next generatlon m_ost calls for notice, firstly because he
was himself an. mteteshnwrsonah , and secondly he
also Hias to his credit a phrase which has been tossed down
the years on the waves of economuc controversy Two
ponts 1n Senior are perhaps worthy of mention here, the
first relating pnimanly to his views regarding the *‘ scope

1 Ibd , Vol II, chap 1, p 9

3Ibid, Vol 11, p 17

1 Un champ ou une usine ne procurent directement aucune

a leur leur valeur vient donc
de la valeur Ju produt qui peut en sortir, laquelle est fondée
suz T'usage qu'on peut faire de ce produmit, sur la satisfaction
qu'on en peut tirer”’ (Vol II, 24

¢ Born 1790, called to the Bu, Pro(m at Oxford, member
of the Royal Commussion on the Poor Laws, 1832
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and method "’ of Political Economy, the second relating
to Tus analysis of the function of capital in production

"On the Tirst point, Senior represents a definite narrowing
of the sphere of economics, and an accentuation of the
tendency towards a certain aloofness and ngidity ~He is
mdeed 1n_theory (he 1s less so m practice) the supreme
exponent of that view which_regards economics as an
absfract_and deducfive science which can be most
appropriately pursued 1n a comfortable arm-chair by the
fireside, n an_nspinng cloud of tobacco smoke  For hum
Political Economy 1s, 1n 1ts strictest sense, the Science
which_deals with the nature, the production and the
disfribution of wealth, and the economust who knows his
10b must stop short of anything which might be called an
art  Practical questions, no matter of what kind, *“no
more form part of the science of Poltical Economy
than navigation forms part of the science of astronomy *
Moreover, the conclusions of the economist, ‘‘ whatever be
their generality and their truth, do not authonize hum 1
adding a single syllable of advice”” His business 1s
neither to recommend nor to dissuade, but solely to state
general principles *

This represents an admurable spint of aloofness, though

1t 15 perhaps asking foo much of the economist to_expect
economu

him, by a_pure process of ratiocination, to ix;'rv'e\ at
conclusions, a reafter content to leave them
to someone else to chew Yet Senior 1s herein probably
merely overstressing a truth which assumes a more palat-

able form when he suggests that 1n the tangled problems
of IhjE world it may bé ""néithier advisable, nor perhaps
practicable *’ to regard the economic consideration as
prviding the sole, or perhaps éver the principal, guide
In the abstract science Whtichr Sefiior contemplates, it wll
be observed, reasoning 1s more important than observa-

1 Politscal Economy, pp 2-3.
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tion ! Not only so, 1n his hands 1t professedly becomes
Very largely a matter of the precise meaning of terms
Thus he warns his readers that his treatise wall consist, 1n
a great degree, ‘‘ of discussions as to the most convenent
use of a few famihar werds "2 Had Semior lived up to his
professions, Political_Economy, as practised by him,
would have become a useful exercise m the Socratic art
of defimtion

But on what 1s reasoning to operate, 1f economics Is
pnmanly a matter of reasoning rather than of observa-
tion?> The answer almost takes away our breath by its
calm danng  All Political Economy 1s comprised 1n what
flows from a few general propositions, *‘ the result of
observation_and consciousness "’ These propositions, to
be precise, are four in number  As they are so typical of
a certain phase of economic doctrine, 1t may be as well
to reproduce them m abndged form The first 15 “ that
every man desires to obtain additional wealth with as little
sacrifice as possible **  Here 1§ the econiomiic Than stalking
abroad as a postulate on which economuc science 15 built

The second proposition 1s a statement of the Malthusian
law, to the effect that the population of, the world 1s
* limited only by physical or moral evil” The third
proposition is a statement which, according to the point
of view, may either indicate the functions’of_capifal or
the principle of increasing returns in industry It lays
down _that “the powers of labour, and of the other

mstruments which produce wealth, may be indefinitely

increased by using their products as the means of further

production** ~TheTast of the four fundamental proposi-

trons is a statement of the Law of Dimmishing Returns as

applied to_agncultiité —The first of these proposttions,

Sentor _qvlgj!ggnglz tells_us, is a matter of consclousness,

the three others are matter of observation Now nothing
1Ibid b & 3Ibid o &
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could be easter than to make hay of Senior’s four funda-
mental propositions or postulates The first 1s presumed
to be a trwsm, ke most trwsms, It_is_probably

ndamentally uptrue” The Malthusian generalization 1s

certamly not true of all times and places (as Malthus

assumed it was), and to many it has not been a_matter
of observation, The Laws of Increasing and Diminishing
Refurns_agan require a micety E?tft_g@hxch
Sentor_was singularly insensible It 1s certamly a crude
generalization to say, with Senior, that ' additional
labour_when employed in g_é_nv{%ﬂ?ctifés‘?s’"ﬁﬁ'r&_j’}zhen
employed In agriculture is less, efficient in proportion **!
This may be tEE'fe"sﬁ]f‘Ei"abse‘rvaﬁoﬁ,"Equno%omuch is
gamed 1if the observation 1s maccurate His first pninciple,
embodying a raw hedomism, may therefore by some be
rejected The other three propositions are anything but
observations to be swallowed at sight, they are the end of
a long process of economic reasoning and observation,
rather than tolerably axiomatic postulates from which
reasoning may begin This, however, for our present
purpose 1s relatively of mimor importance What 1s of
interest 15 the abstract view of Political Economy as a
branch of knowledge which 15 wholly enfolded in four
postulat ,_at the hidding of a sufficiently 1mperious
mind, can be summoned to yield up their hidden economic
profundities

Such a programme, if ngorously adhered to, might have
been expected to lead to a wholly academuc science resting
on barren logomachies Fortunately, however, Semior did
not turn economuics mnto a logical exercise in the ces

to be drawn from four propositions He had an acute,
a peM_g(ﬁa/nLa_bg@_gn_mL _and_his passion for
achm defimtions
enabl many Tespects to be usefully cntical of his

1Ibd, p 81
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predecessors  In particular on one pomt he introduced a
phrase which embodies a range of suggestive ideas, even
though the phrase has likewise occasioned merriment mn
certain quarters. In hus analyss of the agents of produc-
tion, he carefull ded_the word “‘ capital”’ on the
ground that lt_:iis‘be_eg_ﬁo_vg_nously dmﬁ may
be_doubtful whether 1t have any generally received
meaning *** (Senior, careful in his nomenclature, 1s also
careful m his use of the subjunctive) Accordingly his
mstruments of production are lﬁb_gu_r, natural agents—
which 1s certamly preferable to_the Jatuous use of the
word " land "—-and’ abstimence He rejects word
*“ capital,”” because in the ordinary acceptation of the
term it has come to mean ** an article of wealth, the result
of urian exertion, employed in fhe production or distri-
bution of wealth 2 But capital, as thus defined, 1s not
a simple productive insfrument, 1t 1s itself the result of
the co-operation of labour, of the nafural agents, and of
the “Gther thing which Senior calls ““ abstinence ” By
*“ abstinence *’ Senior means ‘‘ that agent, distinct from
labour and the agency of Nature, the concurrence of which
1 necessary to the existence ‘of capital, and which stands
in the same Telation fo profit as labour doés to wages **
It will be seen what Senior has done He has replaced
capital, which 1s normally conceived as a dead and
objective thing, by a human sacnfice, obviously entitled
to a reward For that there is here a human sacnfice,
Semior_has no doubt *To from the enjoyment
which 15 m our power, or to seek distant rather than
immediate resulfs, are among the most painful exertions
of the human Will.”™ ~ Conse when we come to an
analysis of Cost of prodiction, the elements mto which 1t
is resolved are wholly subjective By cost of production

1s meant * the sum of the labour and abstinence necessary

oty - it
11bd,

p 59 Vibd,p 59 *1bd, p 59
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to production *’*  The reward of the capitalist 1s thus seen
to be the reward dueto abstinence, the price which 1t 18
necessary to pay in order to induce people to abstain from
claming, 1n the present, nghts which have accrued  The
word * abstinence "’ 1s perhaps unfortunate, because of its
regrettable psychological association with ‘‘ total ”*, but 1t
1s only because ‘‘ abstinence '’ mn a restricted sense has
come to connate a monashic asceticism that it is possible
to_find amusement 1n the 1dea of a.Rothschild being
rewarded for his abstwpence

J. S. Mill

To withhold from John Stuart Mill* (1806-1873) the
compliment of a separate thapter, and fo bundle him
mto a second-class compartment along with Say, Senior
and Cairnes may appear httle short of high treason
For all but the greatest of the dead, however, bfe 1s a
continuous dechne until the mndigmty of a recording
footnote 1s reached  Yet there are more substantial
reasons for holding that in such an introduction as this,
Mill need not be subjected to a lengthy examination
With regard to Mill's position 1n the development of
Political_Economy, there 1s_singul ty among
the_commentators For one, Mill briefly represents the
““ restatement *’, i the eyes of another, he provides ““a
skilful statement of the chief results of the previous
generation ’, a third regards him as presenting the
classical doctrines 1n their final crystalline form, a fourth
looks on his Prnciples as an cewvre d’assemblage
Where so many agree, Mill humself not dissenting, 1t may

1 Id, p 01

2 Born 1806, the son of James Mill, and the victim of an extra-
ordinary educational experiment which m;v‘ght have been expected
to produce worse results than it did or thirty-five years at
the India Office For a short time 1n Parhament
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be assumed that truth lies somewhere n the direction
of these concurnng pointers Rlcarw@gms had
ntroduced the mamn_themes of the economic_symphony
Znot perhaps remarkably “harmonious_themes, 1p the
nterval, these themes had been somewhat distorted by
cntlcszae _and Lauderdale, and discordant motifs
of an r.nhrely different character had been introduced by
the “‘wind " instruments of the early somah sts_like the St
Simontans and the Fourensts The confused lsteners
were begmnmg to be doubtful as to what 1t was all about
It was time for the main theme to be restated, with the

fidence and the e that comes from a liberal
use of brass, and to work into the restatement just suffi-
cient of the intervening dissident and dissentient themes
as might be necessary for the @sthetic satisfaction of the
hearers This was the task Mill took n hand, his work
15 a restatement of the mamn doctnnes of Ricardo and
Malthus by one not insensible of the cnticisms of the
interveming thurty or forty years

Mill's pre-emnence 1ests on the extraordmnary skill
with which he accomphshed his mission  The high
moral tone which pervades the Prnciples made i accept-
a‘m n ‘essentials, was austere; and 1ts
literary competence was a feature which had not been
too common a chamctepstmgf.MﬂLs predecessors In
the result, it 1s Qrobabl true that Mill, for a period of
two generations, taught this cc €01 itry its economucs, either
through tus own_Principles, o or_through other works for
which these Principles-cannot_ shake off ity
While this may be an excellent reason for erecting a
bust of Mill n a Polhtical Economy ]ecture-room, 1t is
also a reason for him d rh ly small
space 1 an mtroductory history of economic doctrine
For the people who are most interesting for our present
purpose are those who, however gropingly, first state a
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frustful 1dea, not those who at the end of a generation’s
discussion sum up and present the world with a restate-
ment Apart from certan elaborations of the theory of

foreign trade, it 1s doubtful ["whether Mill added 'nﬂdl, or

anything, o _the body of economic_doctrine A recent
somewhat severe cntic has indeed stated that, objectively,
Mull teaches us nothing new, adding that it 15 easer to
point out the doctrinal errors commutted by Mill than to
indicate his contnibution to the development of theory *

It does not of course follow that Mill's presentation
15 colourless, or that there—are ot degress of emphasis,
and indeed modifications, of the traditional classical
doctrines  Mill, Tike everyone else, had his Fiobby horses,
thoulgh they were conspicuously absent from his nursery

ithout attempting to present consecutively his mamn
1deas, which were largely the 1deas of Malthus, of Ricardo
and of his father, it may be permissible to indicate some
of the pomnts which, owing to the emphasis laid upon
them by Mill, stand out as pre-emmently revealing the
mind of the wnter

The first pomnt of interest stnkes one mn the preface
and on the title-page Mill professedly set out to wnte
an_up-to-date Adam Smuth ~That, n fact, he rather
wrote a " readable Ricardo*’ 15 immateral ~ What 1s
of interest is the reason that impelled Mill to take Smth
as el, it is_fhat Smifh ™ invanably associates the
principles_wath _their applications,” and * perpetually
appeals to other and often far larger considerations than
pire Pohtical Economy affords * This point of view
also affects the Tiffe-page, where, after the orthodox
“ Principles of Poltical Economy,” there appears the
words® ‘‘ with some of therr applications to social
philosophy **  Political E: y, mn short, was for Mill

1 Bousquet, Essas sur PEvolution de la Pensée Ecomomique,
P o1
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part of something larger, and i his own mind he was
not content 6 be merely a_theorist: e his er,
Bentham, he was as much as anything a soctal reformer

Sentor might declare that the economst, gua economist,

was never aithorized n adding a single syllable of
advice For Mill, to give advice was the very essence
of ife  His theory may, to a large extent, be a modified
restatement, the_ ;@mer o be found
his proposals for reform, whether these afe f6be sought
m his advocacy of peasant proprietors, of co-Gperation,
of the taxation of TéAt; OF of restriction of Thheritance
With this general View of economics as a study which
almost becomes subservient to 1ts practical apphcations, it
15 necessary to take one tenet which 1s pecuharly Mill’s,
and which indeed he himself regarded as the chief ment
of his treatment of the subject This 15 his famous dis-
tinction between the nature of the laws _gf Eroduct_lon and
those of distribufion The laws of fhe production of
wéalth, Mill held, “ partake of the character of physical
traths~ There is nofhing optional or arbitrary in_them
Whatever be_our_lkes or dishkes in_the matter, such
principles as the Law of Diminishing Returns are there
Our opinions and our wishes have no control over the
things themsely Itis, h so Mill held—entirely
different when we turn to the distribution of wealth, there
we are mn the realm of ‘‘ human institution solely "
‘‘ The things once there,”’ men can do with them as they
like, and 1t follows therefore that *‘ the distnbution of
wealth depends on the laws and customs of society '
Such 1s Mill’s nigid distinction between the field of produc-
tion where mexorable Jaw, uncontrolled by man, prevails,
and the other field of distribution, which 1s also doubtless
subject to a law, but to a law of man’s making and
revising. It is almost unnecessary to observe that Mill's
1 Principles, Book II, chap 1
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strict line of diff on 18 indefensible  Doubtless
‘“the things once there,”” an ommiscient, ommnipotent,
omnicompetent Parliament may decree any distnbution
which, 1n 1ts lack of wisdom, may seem good to 1t, but
1f 1n these matters 1t errs against popular sentiment, 1t wall
not be long until the things are not there An unques-
tioned power to control distnbution brings ttle comfort,

if the_exercise of ﬂ_la?};;ﬂ dnes up the stream of
production, and so leaves nothing to distribute The
d@g here from the older classical economusts 1s
obvious  For them the Taws of distnbution were as
mexorable as any other Mll, mn sweeping all this into
a sphere controlled by human_volition, made it pessible
for DEEE to be the speculafive reformer, calmly contempla-

mgg,thaw_g#}_he_sggmnm_stc state
For increasingly, as Mill grew older, his reforming zeal

led him to a Platomc and sentimental fhrtation with
soctahsm, though he was never brought to the pownt of
seriously declaring his imtentions If the choice were
between communism and individual property—not as 1t
might be, but as it now s—then, he says, 'all the

difficulties, great or small, of communism, would be but

as dust 1 the balance ”* ‘The socialism of Mul 15 a
curious study, but only this need be said here . Mil] was
unable o resist suggestions or ideas from whatever source

they came, Be was likewise constitutionally ncapable of
assimilating these 1deas wath the creed in which he was
brought up and which was more peculiarly his own™ In
consequence there 1s at times a considerable incongruity,
not to say nconsistency, in ideas which he advances
concurrently His socialism 1s a deposit of a penod
later than his main 1deas, and when a socialist outcrop
15 detected, 1t 1s obvious that 1t hes very unconformably
on the older strata In fact, in his heart Mill remained

" 1 hid, Book II, .hap I, sec 3.
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an unregenerate individuabst to the end, and even s
socialism 1s rooted mn ndividuahstic 1deas When he
speaks of legislation favouring equalty of fortunes, the
ncorngible mndividuahst adds ““so far as 1s consistent
twith the just claim of the individual to the fruits, whether
great or small, of his or her own industry ’* He boggles
at such an embryonic socialistic proposal as progressive
taxation, on the ground that ‘‘ to tax the larger incomes
at a higher percentage than the smaller, 1s to lay a tax
on 1ndustry and economy, to 1mpose a penalty on people
for having worked harder and saved more than their
neighbours ' He ties humself into knots in the chapter
on Bequest and Inheritance, because even 1n his zeal for
reform he 1s obsessed with the individuahstic 1dea that
bequest, as one of the sacred nights of property, must not
be tampered with, and hinting at the desirability of a
system which would ‘‘ restrict, not what anyone might
bequeath, but what anyone should be permtted to acquire,
by becuest or inhentance '* The reforms dearest to his
heart, the extension of peasant propretorship and the
fusion of labour and capital in a system of co-partnership,
are of the essence of individualism, and his utterances n
defence and praise of competition* fit 1 badly with
socialism, which, 1if 1t means anything, means the elimina-
tion of competition  Mill’s socialism was perhaps scarcely
a ‘‘ gesture,” as the current jargon has 1t, but 1t was a
sentimental infusion which never harmonized with the rest
lof Mill’s system of thought, even though Mill himself was
‘happily unaware of the fact

Apart from the question of Mill's general standpont,
a hmt may be added regarding some of the ponts

1Ibd, Book IV, chap 6, sec 2
*Ibd , Book V, chap 2, sec 3

* Itwd , Book 11, chap 2, sec 4

4 Ibud , Book IV, chap 7, sec 7
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@1?_&;&252@@ to be emphasized, in us restate-
ment ™ It 15 1mpossible to glance through Mill without
bewng struck by the influence exercised on him by the
Malthusian generalization, and as an increase of popula-
tion 1 ternfying only because of the base question of food,
the Law of Diminishing Returns 15 placed by Mill in a
place of high honour or dishomour It 1s the '‘most
unportant proposition mn political economy ! In wnting
on the population question, his voice quivers with a
nghteous indignation which leads him to a violence of
language nowhere to be found in Malthus Excessive
procreation 1s for Mill on the same level as drunkenness
or any other physical excess, and those who are guilty
should be discountenanced and despised accordingly ? To
appreciate his crusading fury in this cause, it isnecessary
to turn to his views regarding wages The celebrated
wages fund doctrine has, not with entire justice, become
peculiarly associated with Mill_probably because when
the fallacy was exposed, Mill publicly recanted, and the
recantation has tended to hang round Mill's neck the
faith 1n_respect of which he ‘expressed his recantation
But_indeed the wages fund doctnine was more or less
common property It can_be deduced from Malthus,
amongst other places 1t is to be found sely_stated by
Sentor 1n_the form that wages depend ' on_the extent of
the fund for fhe aintenance of labourers, compared with
the number of Jabourers to be mamtamed 'S Mill has
some difficulty mn getting a convenient phrase for ‘‘ the
aggregate of what may be called the wages fund of a
country ”’, but his‘theory 15 essentially that of a pre-
determined fund set aside for wages, a defimte number

of workers among whom that fund must be shared, and

1Ibid , Book I, chap 12, sec 2
3 Ibud , Book II, chap 13, sec 1
* Semior, Polstscal Ecomomy, p 154
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a_dustribution effected under the influence of competition
From this Mill draws the inference that ‘" wages cannot
nise, but by an 1ncrease of the aggregate funds employed
i hinng labourers, or a diminution m the number of
competltors for hire ”* The_wages fund, mn the sense of
rtion of the capital of the country mevocably set
asnde for the payment of wages, 1s, of course, a pure
myth, “but 1t fed Mill fo consider that only one method of
raising wages could escape the charge of futity That
method lay 1n a due restnction of population
Mill's_discussion of value 1s perhaps memorable, not
so much by reason of its substance or conclusions, as
on account of his unfortunate assurance that here at last

all ghosts were laid ‘‘ Happily,”” he observes, ‘‘ there
1s nothing mn_the laws of value_which remains for the
present or any fuiure _wnter to clear r_up, the theory of

the WOmplete 1 By a ‘strange ‘Nemesis this
threatens to become the most frequently quoted of all

Mill's utterances, fu ing, as 1t does, to the young, a
useful warning that 1t 1s never safe to_ be sure of
—

a_ll&h'mg
ne last curiosity mn Mill 1s represented by his con-
ception of thé_sfationary state,” a éunousLEEnd of
economics, p}ul;s?)ﬁy “and _poetry  Like Si&miondi, Mill
felt uﬂpg_l_{ed to ask ““to what goal ”’ society 15 tending
hy its ndustoal progress, and~ “‘ when the progress
ceases, 1 _what condition are we to_expet MYt will
1éave_mankind? ©  Mill, 1t “will_be_observed. assumes
that progress must cease, ]ust as the same Mill was flung
mto an agony of gloom, reflecting that as there is but a
limited number of musical tones and semi-tones, and also
a himited number of ways 1n which these may be com-
bined, the world would one day—and that before long—

! Prninciples, Book III chap 1, sec 1

2 Ibd , Book IV chap 6
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have whstled its last tune * The annual publications of
Messrs Francis, Day and Hunter give no mdication that
the day is yet imminent  But to Mill 1t 1s axiomatic that,
as The icrease of wealth 15 not boundless, so_beyond the
progressive state, there must Lie the stationary,_state, when
the stream of human industry shall ** finally spread. itself
ouf into_an_apparently stagnant sea’ To some this
prospect of the stationary state may appear depressing,
ending 1n shallows and 1n miseries, but not so to Mil,
who draws a pleasantly coloured picture of a state with
population and industry alike held in equlibrium, with no
extremes of wealth or poverty, with no undue hustle, and
over 1t all a famnt suggestion of the indolent charm of
the 1sland of the lotus-eaters But though stationary, so
far as capital and industry are concerned, 1t need not be
a stationary state of human improvement It wll shll
be open to the grandsons of Angus to write books with
philosophic uphft It 1s a curous epilogue to classical
Political Economy, which at its begmnmings—or so its
cntics suggested—had exalted the thruster and the
chmber

Cairnes
A survey of the orthodox school, the spintual

descendents of Ricardo, may fittingly conclude with a
bref reference to John Elhott Cairnes? (1824-1875), 1n

some ways the last 6 the line When Mill recanted om

1“1 was seriously tormented by the thought of the
exhaustibiity of musical combinations Most of these, 1t
seemed to me, must have been already discovered ' (Auto-
bography, char 5 N

3 Born n Ireland 1n 1823, educated at Tnnity College, Dublin;
studied law, Professor at Dublin_and Galway, and later at
London His chief works are The Character and Logical Method
of Political Economy, and Some Leading Principles of Political

conomy
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the wages fund doctrine, Cairnes continued to show cause

why the Master should not have succumbed to the attacks

of Longe and Thornton Among the faithless, faithful
only he—or almost so, for one must not forget Professor
Fawcett A perusal of Caunes’s works reveals-an acute,
a vigorous and a subtle mind, engaged n refiming the
achievément of Mill, a mind, nevertheless, which was
rather impervious to new ideas Only two points need
detain us here firstly, his_views as to_the scope and
function of Pohtical Economy, and secondly, his doctrine
with Tegard to_' non-competing groups,”” which represents
the most vital and enduring 1dea of Cairnes

To the general question of the purpose and nature of
Political Economy as a study, Cairnes devoted one of
tus CWM!@AU&L Logical Method of
Political Economy The mam argument 1s somewhat
remumscent of Semor Political Economy, mn Cairnes’s
view, has suffered from The intrusion of alien_elements,
répresented by ‘‘ considerations of equity and expedi-
ency "' But so long as Political Economy 1s given the
task of accomplishing definite practical ends, 1t can have
none of the charactenstics of a science  Economucs, then,
for Caimes, is to be ngidly scientific, and n_order that
1t ‘may be so, 1t_1s to be cut off from all practical
considerations, and issue an unlimited declaration of
neutrality, standing ‘‘ apart from"al] parficular_systems
of social and industnal existence "2 Poliical Economy,
he saySTi a passagé frequently quoted; Ts fo be regarded
as

‘‘standing neutral between competing social schemes,
neutral, as the science of Mechamcs stands neutral
bhetween competing plans of railway construction, n which
expense, for instance, as well as mechanical efficiency, 1s

3 Character and Logical Method oD 14-16 *Ibid o 20
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to be considered, neutral, as Chemustry stands neutral
between competing plans of samitary improvement, as
Physiology stands neutral between opposing systems of
medicine It supplies the means, or more correctly, a
portion of the means for estimating all, 1t refuses to
dentify 1itself with any ***

‘ Economic Science,”” 1n short, *‘ has no more connection
with_our present industnal system than the science of
mechanics has with our present system of railways "

“This, even if truth, 1s an over-accentuation of truth  If
this austere doctrine were honoured 1n pragtice, it would
mean the separation of economics from 1its hiving wspira-
tion, and the effect of taking at their face-value the views
expressed by Caines elsewhere, 1s to accentuate the
absfract, detached, academic nature of economic study
His whole argument tends to make economic science
exclusively a deductive study ? For induction, expenment
1s necessary, and in the nature of things this 1s excluded
from the armoury of the economust ~ The facts, moreover,
are too overwhelming

‘“He (the ) must take ec: ph as
they are presented to him in the world without, 1n all therr
complexity and ever-changing vanety, but from facts as
thus presented, 1if he declines to avail himself of any other
path than that of strict induction, he may reason till the
crack of doom without arnving at any conclusion of the
shightest value '’3

But as against this handicap, the economist, compared
with the physicist, has one mighty advantage ‘‘ Mankind
have no direc ledge of ultimate ph: rnciples™,
and it is only as a result of long groping, ‘‘ after a long
period of laborious inductive research,” that the scientist

Vlbd, p a1 SIbid, p 64 $Ibud, pp 6566
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can arnive at the generahzations from which he reasons !
But ‘ the economust starts with a knowledge of ultimate
Jut_the econon ge
causes "’—happy man' ‘‘He 1s already, at the outset
of his enterprise, 1 the position which the physicist only
attamns after ages of laborious research ”” These ultimate
causes, needless to say, centre round the behaviour of
the economic man, they consist of ‘‘ certain mental feel-
mngs and certain animal propensities 1n human beings ™
These ultimate causes, of which we have direct knowledge,
are obviously closely akin to Senior’s four fundamental
propositions

The cold philosophic truth 1s agan, perhaps, over-
emphasized mn Cairnes’s views regarding the nature of
an economic law He nghtly indicates in what sense
Political Economy must be_regarded as a hypothetical
sclence ° Its conclusions are true when no disturbing
causes intervene—a condition, as Caunes adds, which 1s
scarcely ever realized An economic law, in short,

expresses not a positive buf a hypothetical truth, and 1t

follows also that a law relating to economic phenomena
** can_neither be established nor refuted by an appeal to

the_reﬁo_rds?o_iﬂcﬁjlﬁx_gmena * "The proof must rest
on an appeal to certamn principles of human nature, opera-
ting under certain physical conditions  So also to refute
an economic law, 1t 1s necessary to show that the
“ prnciples ”’ (1e of human action, etc) do not exist,
or that the economist, on the way to his conclusion, has
fallen a victim to a logical gin  Putting 1t briefly, the
nature of an economic law is such that it can neither be
established nor refuted by an appeal to Tacts

Viewed merely as a question m epistemology, 1t may be
that Cairnes’s views are defensible It 1s not merely
desirable, but essential, that periodically we should test

1 Ibtsd , pp. 70-71 3Ibd, p 51
3Ibd , l;: 75 4Ibd, pp 99, 107.
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the basis and limits of our knowledge—indeed, ask our-
selves whether we can properly know anything at all For
this purpose a wise society maintains a staff of philosophers
and metaphysicians  But the plan man has difficulty
resising the impression that an undue addiction to
questions of scope, method and what-not, betokens an
unhealthily ntrospective frame of mind  Much of what
Carnes says, as he himself realizes, 1s applicable to other
branches of knowledge, but so far as he was understood
(or misunderstood), his influence was in the direction of
making economics an abstract, formal study It does not
require much perversion of Caimes fo see m him an
exponent of the view that economucs 1s solely a deductiv
study, reasoning from certain general principles, proud of
its impartiality 1n the world’s affairs, and arnving af
conclusions which, 1n the nature of things, cannot b
refuted by an appeal to the hard facts of reality ~ Shoul
the facts appear to be 1n contradiction with economic law,
so much the worse for the facts Even if this be per-
version, the fact that classical Political Economy came to
appear 1n this guse was, 1 large measure, 1ts undomng
Apart from questions of methodology, Caines 1s
chiefly to be remembered for his conception of ‘‘ non-
competing groups "’ and the inferences drawn therefrom.
His opening chapter on value (in Some Leading Principles)
isme@ﬂ-eé hus_mamfest falure
to understand Jevons His own view of value 1s 1n
the orthodox line, but with cntical reservations He
cnticizes Mill's analysis of ‘‘ cost of production '’ with
a siibilety which never abandoned um  No_two_ideas,
he says, are more opposed to_each other than *‘ cost '’
and _‘‘ reward of cost.””' Cost and remuneration are
** economic anfitheses of each other.” Wages and profits
of capital, into which, n the mam, I\thl analyses cost of
! Leading Principles, p 50
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production, are not costs at all. Costs are sacnfices,* and

these factors 1n Mill's analysis are the rewards of sacnifices,
not the sacrifices themselves  Thus, 1 the orthodox form
of the doctrine which Cairnes combats, cost of production
1s_resolved solely nto capifalist's_ _cgs_ts;—n?d%t_follows
Lkewise that the principle that cost of production deter-
mines_value becomes the assertion of an idenfical propost-
tion.? Thus n place of the capitalist’s objective costs,
Cairnes outhnes a theory, reminiscent of Semor, 1n which
cost_of production’is based on subjective considerations,
and 1s_represented by the vanous sacnfices made—the
labour, the abstinence, the risk, not the money rewards
of these vanous elements *

The possibihties of determining such a subjective ‘‘ cost
of production,”” however, need not detamn us, we are con-
cerned merely with the disentanglement of the 1dea of
non-competing groups It 1s to competition that we must
look as the agent-which brings remuneration into piopor-

tion with the sacnfices undergone, so also competition 15

the “secunty for the correspondence of the values of
commodities with the costs of their production "’¢ Cost
of production will only regulate values if there 1s * effec-
tive competition **  Cairnes was thus led to consider how
far such effectiveness of competition did exist, since, if
there be any obstacle, ‘‘ whether law, ignorance or
poverty,”’ competition will be defeated, and consequently
1t will not follow that commodities will exchange accord-
g to therr cost, 1e, the amount of sacnfice nvolved *

Cairnes, somewhat too easﬂ?g satisfied, finds that capital
has a_reasonable fullness of choice, since capital, while

1n_a_disposable form, ma ection ¢
lt_mmﬁuﬂf Labour, whose occupation 1s
1Ibd, p 60 “Ibd ., p 6
'lb:d.g 53 St , S 62

*lbd p 81 ¢lbd ., p 70
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not yet finally determined, does not have a choice over
the entire range of industry
—_—

‘“ What we find, 1n effect, 1s, not a whole population
competing indiscriminately for all occupations, but a
sertes of ndustrial layers, superposed on one another,
within each of which the various candidates for employ-
ment possess a real and effective power of selection, while
those occupying the several strata are, for all purposes
of etfective competition, practically 1solated from each
other "’?

Thus_we are ' compelled to recognize the existence of

non-competing industnal groups as a feature of our social
economy ”’ The pomt, sufficiently obvious in 1tself,
becomes 1mportant, because Caines uses 1t to make
considerable modifications 1n the theory of value For 1t
15 only within any. group that commodities will exchange
acc_orﬁo their cost of production, as between two non-
comﬂt;g_g_g_?.m, _exchange ‘will take place” on_another
ponciple, which indeed 15 none other than That of
rectprocal demand, famuliar in the theory of foreign trade
competing groups 1s exemplified 1n the relative remunera-
tion of the producers of different articles Remuneration
15 1n proportion to sacrifice within a group, but not when
the companson 1s instituted between two groups The
advantageousness of one group compared with another—
as n the case of foreign trade—will depend on the
reciprocal demands of one group for the produce of the
other ?

Cairnes'’s theory of non-competing groups 1s chiefly of
interiS becange he s T o mdestane the fraditonal
cost-oF-production theory of Valwe; and moreover, in
shifting the emphasis to the subjective dea of Tie SatHfice

1Ibd , p 72 21bd, pp 75-79
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wnvolved, he went farther than he realized in the direc-
tion of Jevons and the Austmans Had he gone a little
farther, he would probably have gone a great deal
farther W_!&%Mﬂ%ﬁcewes
higher wages than unskilled, he nghtly explains that this
15 ﬁ@&[@mﬁ@mls not
an element of cost, and that ** the result in question (1¢,
a higher remuneration) only occurs where skilled labour
represents a monopoly.” The decisive consideration 13
to m—g'_me crcumstances which hmut the
possession of this skill to a small number of persons as
compared with the demand for their services ’* A later
generation would have said that when the workers are
hmited 1n numbers, the margnal productivity of labour
15 high, 1t 1s what Cairnes, mnocent of the margin, 1o
trymng to say
bd, p 8.



CHAPTER XI
KARL MARX

IN a volume of ampler proportions than this, the early
history of socialism mught claim, and might deservedly
receive, the tnibute of an_mndependent chapter, though
doubtless 1t might be urged that these early socialists were
dreamers and not economusts  Here they must be content
with such notice as 1s mndispensable for a preh
of the works of Marx Socialism, according to taste,
begins with_Plato, i virtue of his advocacy of com-
munism, or with More’s Utopia, where the evils of private
property are denounced and the doctrine of explortation
expounded But viewed from the Marxian angle, the
sociahsm which preceded Marx, and which earned his
undisguised contempt, was that of the so-called Utoptan
socialists, whose wrnitings date from the earlier part of
the nineteenth century

It 1s among these that we must look for the * father
of socialism,” though the number of claimants to paternity
1s embarrassingly large Firstly, ffiére is St Sifon (1760-
1825)—not the writer of the memoirs—an eccentric nioble-
man who foresaw the coming of a new age which would
be industral 1n character, and who sought assiduously,
in _many pamphlefs and what-nots, to discuss where
spintual leadership in this new and uncharted age was to
be found The mark of this new world, intent on the

293
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exploitation of the globe, was to be the abohtion of
privileges  St. Simon’s sociahsm 1s of the weakest, if
ndeed 1t exists at all; but_his followers, the propagators

of a strange religion, MﬂWdude
the abolition of the greatest of all privileges, that of
wnheritance, and thus, making_the State the residuary
legatee, they found a shart cuf to State socialism  Then
there 1s Fourser (1772-1837), a man of a disordered mind,
full of the disconcerfing flashes which so frequently
enlighten the deranged His vision was of a _reorganized
world_on the basis of the * phalanx,”” a_co-operative
group, and with such phalanges the world _ would
ultimately be covered to the number of 2,085,085 His
1s the socialism of ¢o-opétation, designed to replace the
hortible waste and nefficiency, the divided and clashing
mterests of civihzation, where all men profit by each
other’s musfortunes There 1s our own_Robert Owen
(1771-1858), a man greatét i Fis €ather practical years,
when he figured as the 1deal employer, than 1n the adven-
tures and the speculations of his later hfe For him also
the path of salvation lay in co-operation, and m the
establishment of settlements more or less communistic 1n
character, as evidenced in New Harmony Fourthly (and
lastly here), there was Lows Blanc (1813-1882), a_transi-
tional mmd,‘pomtﬁ_g" frﬁfﬁé’r—’tomlater soclalism and
therefore scarcely Ufoplan His 1dea Lkewise was to
elimnate competttion by association, but mn his case,
the State, the banker of the poor, was to be the agent
to imtiate the great scheme of reform, launching the
co-operative bodies, which later were to dnive the capitahist
from the field

Such were the Utopians, most of whom were also
‘* associationists ** They were Utopians because they
believed that the realization of socialism was essentially
an affair of getting someone to ‘‘launch’ something,
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and thereafter the business would be done. They were
‘ assoclationists,”’ because 1n the main they Vvisuahzed

the_Coming of socialism _fhrough the formation  and
nsion of groups living together on socialistic prnciples.
Fourfer, waiting at home for one hour a day for the
unknown capitalist who should enable him to establish s
first phalanx, 1s the pathetic symbol alike of the lovable-
ness and 1neffectiveness of the earlier socialists
With Karl Marx' (1818-1883) all this changes
Socialsm_now defimitely”enters the mam current of
economic doctrine because, with Marx, socialism Becomes
a body of doctrine relyng on the support of economic
argument—also, 1n Marx’s case at least, a body of
prophecy resting on lhe interpretation of recent and
current economic phenomena  Herein lies the significance
of the transition of sociabsm from the former type,
somewhat contemptuously dubbed "Utoplan," to that
newer variety, rather vainglorously branded as ‘‘ scienti-

fic " To the new age the Utopian sociahsts appeared as

dreamers, men who had touchmgjal th in the power o the power of an

Act_of Parhament to_serve_as the basis of an 1ideal
commenweaith, who were even so childish as to beheve
that an appeal to justice, mercy and nght had power to

move the hearts of men The Utoplan socialists
might appeal to sentiment to prove the desirability and
the #sthetic beauty of socialism, such a_procedure would

cut no 1ce It was better policy to prove, by economic
—_—

! Born at Trier, 1818 _ Studied at Bonn and Berlin  Engaged
in journahsm on the Rheimsche Zeitung (1842) Obliged to
move about continually between Germany France Belgium and
England until 1848 ~Thereafter, with few interruptions, he
remained 1n London until s death in 1883 He phyed a
leading part 1n the of the First I 1n 1864,
and its subsequent proceedings, but in the mamn his hfe n
London was devoted to reading and wnting The first volyme
of Capital appeared 1n 1867, the second and third appeared,
after his death, 1n 1885 and 1894 respectively
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reasoning, the ievitability of socialism, to mingle together
economic argument and an interpretation of history, and
thereby to show that, things bemng as they are, their
consequences will be what they will be, and that the only
outcome, neluctable and pable, 1s the establist
of the socialist state

The literature of Marxism 1s such a Sahara of books,
and the controversies as to what Marxism means, even
among the faithful and the expert, are so perennial that
1t 1s even more necessary here than elsewhere to discard
all but the essential, even if that may lead to the dmest
of bare bones. And at the outset In pursuance of this

policy, the other ly d ders of fi
socialism may be left aslde Rodbertus (1805~1875) was
primanly a octring 1n

dignified 1 Ek’e‘at somethmg_of a Fabxa.n, in the immediate
msistent present Tather a consgrvatwe and an arnstocrat
The bitter ‘cortroversy centring round Marx's alleged
appropriation of the 1deas of Rodbertus merely provides
some slight refreshment in an_otherwise arid Waste  The
third of the trimty, Lassalle (1825- 1864), was essentially
the agitator, the silvel-toMEued orator Who, after a Stofmy
Iife ending in stormy de my death, became a legend, and who,
for Erglish éaders, has had the good fortune to be
embaimed 1n one of George Meredith’s novels

But Marx temains; and except for the antiquanan
explorer into ongins, Marx is to be 1dentified with scientific
socalism Jealous, 1f misplaced patriotism may point
out that he pro Dal ly_xmmi_argg ‘measure_of inspira-
tion’ (and perhaps something more) from that remarkable
early group of Englsh._socialists ~11)_11_(:,11 comprised men
ke Hodgskin, Thompson and Bray, the disciples of
Rodbertus_may _feel that ther master has been shom
of "his’ apprognat glory “These are trivial questions
Heaven may, or may not, deal justly in these matters
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The indubitable fact 1s that all subsequent socialism has
been dominated by Marx, and that even when subsequent
schools have disowned him, they have owed their existence
to a reaction from Marx. It 1s therefore permissible to
confine this chapter to Marx, and to Marx alone

More than most wnters, Marx requires to be read with
some knowledge of his ife alﬁ'EEfr%Er'_Fv‘Fmte con-
clusion of his student days until the age of thirty he
lived the Tife of a rebel and an intriguer, af war with all
governments, editing papers which weére promptly sup-
pressed, and uneasily fitting from one country to another,
according to the exigencies of the situation But from
the age of thurty, that 1s to say following the Revolution of
1848, there began mn 1849 the second part of Marx’s lfe,
the Tong period of his exile in London, which continued
until his death in 1883 Though interrupted by occasional
visits to the Continent, and though n part occupied with
various revolutionary activities, Marx’s lfe dunng this
long pertod was pnmanly that of a recluse, whose waking

hours were spent in the Bnitish Museum in devouiing
ble-books ~ AT To"Seh& moibid 1fe all The cares
privations, hardships, jealousies and suspicions insepar-
able from the existence of a political exile and, on the
matenalistic conception of history, some progress may
be made towards a comprehension of Marx and his
wntings

With regard to these wntings, it is doubtful whether
any man living has read, may read, or should read them
all Forn the nature of things, Marx was a voluminous
journabist and (hornd word) a publicist In addition to
his greater piéces de_résistance i@d the resisting power
is great) he is_therefore responsible for a copious
pamphlet_literature.” Andtere 1§ his Correspondence.
But ,for the ordinary man and the intelligent woman,
three publications are sufficient, even if of these the whole
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may not be necessary. There 13, first of all, The Critique
of Political Economy, dating from 1859, which 1s rather
by way of bewg a preluminary draft for Captal. Vastly
mére h&ﬂgt~ dating. from I848 is the Communsst
Manifésto, wntten-in congunction with the faithful Engels,
which 15 of nterest_as showing how completely, apart
from the pseudo-ecopomic and scientific fnlls, the main
elements of the Marxian system had been outlined by that
date Thirdly, there 15 Cagpital, the complete and over-
whelming statement of the Marxian system, of which the
first volume appeared 1n 1864 "The_second and third
volimes a1 hot appear in Marx's Lfetme, but were
edited by Engels, whose function 1t was to glue together
the fragments and chips of the Marxjan_ workshdp.
Everyone has a duty to endeavour to read the first volume
of Capital; no one need be ashamed to admut defeat at
the hands of Volumes II and I1I

As an aid to a comprehension of the essential doctrines
of Marx, 1t may be convenient (even at the nsk of
repetition) to endeavour to reduce his theones to a
number of propositions The greater the complexity of
a country, the more 1s a prehminary study of a map a
wise precaution  Leaving aside obiter dicta regarding the
orgamzation of society after the coming revolution (a
topic on which Marx shows restraint) as being concerned
with politics rather than with economics, and therefore
outside our sphere, Marx’s doctrines may_essentially be
described as a_theory of value and”gfmakmg
(exploﬁat)on) rooted 1n a certam view of the march of
history, and ponting forward’ t’ojf_)g‘ subversion of the
existing capitalistic system  Putting aside,” thérefore,
doctrmes regarding the dictatorship of the proletariat as
lying outs:de the immediate purpose of this chapter, Marx
may, gly, be 1zed without m]ushce mn
si1x propositions, or—since the propositional form is hardly
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y--in six catch ds, two relating to the inter-
pretation of ‘Hstory, o being economic m character,
remfgir}:l‘mierence_s therefrom, and two being
rather of the nature of prophecy
Firstly, there 1s the so-called matenalistic conception of
history, by which 1s meant that the dominating and
determuning factor 1n all history is economic in character.
Secondly, this materiahstic conception of history finds
its expression in an umntermuttent class struggle History
1s merely a record of class struggles, as soon as one 1s

resolved, another 1s engendered The matenahstic con-
ception of history and the class struggle furmish the
soctological basis of the Marxian structure

Thirdly, and comng now to economics, there 1s the
Marxian theory of value, that 1s to say, the value of any
commodity 1s merely the amount of labour, that 1s, of
socially necessary labour, congealed 1n 1t

Fourthly, applying this, we get the notion of surplus
value The workman sells s labour power; “Which
produces more than 1t 1s necessary to give the worker in
the form of wages The difference 1s surplus value, which
1s pocketed by the capitalist and constitutes the exploita-
tion of labour Heremn hes the impulse to the class
struggle between the capitalist and the proletanat These
two last propositions together form the economic kernel
of Marxism

Fifthly, and approaching prophecy, the uncontrollable
thurst of capital to increase the surplusmry
possible way leads, and will Jead, o increasing misery
and degradation of the working classes, and to the forma-
tion of an increasingly large Industnal Reserve Army of
unemployed and under-employed

Sixthly, and lastly, there 1s the Law of Capitalstic
Accumulation  The large capitalist devours the smaller,
so that the means of production become concentrated in
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ever fewer hands Society becomes increasingly rent by
commercial cnses until the auspicious moment when the
expropnators will be expropriated and the proletanat will
enter mto their hentage

While an elementary discussion of Marx may be con-
fined to an elucidation of what 1s involved mn these six
propositions, 1t 1s perhaps wise to preface a more detailed
consideration by noting three points of more general
mterest  Firstly, as to the nature of Marx’s masterpiece,
Caprtal, viewed merely as a_book, 15 surely one of the
most bewildering_of hum productions It 15 safe to
say—indeed 1t 15 obvious from the Communist Manifesto
the conclusions to be arrived at_were firmly
implanted n_Marx’s mmd_before he bega_q» to_evolve
his_reasons S This 1n itself would be quite” proper, 1f
nevertheless an open mind were kept throughout But
m reading Marx, one feels that he was so convinced of
the truth of his conclusions that he became careless as
to the arguments used, and i some of the argumentative
passages 1t 15 difficult to resist the impression that he 1s
mtent on befogging rather than enhghtening the reader
The pedantic parade of learming, the display of rather
puerile_mathematical Tormuls, the dexterous SKating on
thin ice, the subtlety approaching at Himes & penlously néar
to y, produce on the isticated reader the
1mpressxon that he 1s confronted with a juggler or a
necromancer who could without difficulty ehcit from the
most unpromising hat a t g progeny of rabbits In
a book which, after all, attains the reasonable spacious-
ness of approximately 2,500 pages, an author ought to
have room to turn round and make his meaning clear,
yet despite this, there are chapters, and these among
the most crucial, where condensation is carred to the
extreme limit of unintellgibility ~As an economic
argument, the whole array of these three volumes depends
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on the proof of the labour theory of value which 1s
contained 1 the first fifteen pages or so of the first
volume Yet nowhere 1s there i print such a miracle of
confusion, such a supreme example of how not to reason
If at the end of these fifteen pages, Marx has gamed the
assent of hus readers, 1t 1s assuredly the assent of despair
and weanness, and not the assent of enlightenment.

The second point relates to the influence of Hegel, the
hero of the young men of Marx’s youth Marx doubtless
oufgrew his’ Hegelian period, and could even claim that
is dialecic method was the direct opposite of the
H’:géhan turning right side up what he had~found

‘standing on 1ts head "' These are forbidden pastures;
1t 1s sufficient to note that he never outgrew the Hegehan
phraseology and 1ts implications. Fundamental to Hegel
1 idea of development Every positive calls Torth
é_n_ég?ﬁe: which agamn creates the negation of the
negation, negation, which, however, 1s not the original positive but
something which unites the ongmnal positive and its
negative Otherwise expressed, there is firstly the thesis
which <alls forth its antithesis, which again leads to the
synthesis, m which both thesis and antithesis are com-
bined Traces of philosophic phraseology do no one any
harm, but a reperusal of the essential parts of Capstal 1s
apt to countenance the suggestion that, with Marx, the
philosophic formula came first, and that the world was
mterpreted 1n accordance therewith The class struggle
15 but the thesis begetting and wrestling wath the antithesis;
when the domunant class 1s engulfed, then we have the
synthesis, a new starting pownt 1n development Despite
Marx’s affected omniscience, Capital reveals very lttle
real knowledge of the world, as indeed Marx, throughout
life, was Singularly obtuse with regard to_the feelings of

his fe ow-iiien ~ He was {66 much in the Bntish Museum,
‘fapual Preface, Vol. I, P 25 (Kerr)
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and.too bitle on.the Epsom Downs on Desby Day, and
the more one reads Capital, the more one feels thaf these
things wk hings which he calls the capitalist and the proletanat
are anzmic abstractiois who, with as little vifality as
Tweedledum and Tweedledee, fight out Their battle to 1ts
appomted end 1 order “that”a_ philgssphical formula
may be fulfilled

The '(Bnﬂ“‘encm] int 1s Marx’s relation to the classical
e mn_particular_to_Adam Smith_and_Ricardo
The finest flower of Marx’s 15 reserved for what

P

he calls” " vulgar economy ", yet there is_truth i truth in the

Jest which describes Marx as the Jast of the classical
economists  Smith and Ricardo had Eo%cd with hesita-
uQLand limitations, towards a labour eory of value
Marx accepted the doctrine  without hesitations and,
greatly danng, added a proof of his own In other
respects also, as mn regard to the theory of wages, 1t has
already been noted how generous Ricardo had been in
furnishing bnicks for the construction of the edifice of
scientific soclalism  Not the least entertaiming aspect of
the great Marxian nddle 1s to observe Marx railing at the
vulgar economists while he 1s meanwhile complacently

arraying himself m therr d ded rags and outg
garments

The Manifesto of the Commumst Party has been so
pre-emn € most influential of the writings of Marx

M@%@m riet_pamphlet is
desirable, if only to indicate how far the leading Marxian
posn'ﬁb?\'s"hm‘“fﬁ"ﬁéa by 1848 1t differs from
~Capital above all in ifs terseness, 1ts twenty-Fwo fiery pages

comparing most favourably with the interminable’dreari-

ness of its bigger brother  Of its four sections,! 1t is the

1 Section 1, and Prol '’ cont: most ol
«the essence of Marxism, uctlon 2, " Prolmﬂam and Com
rmumsts,” leads up to the p
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first, dealing with ‘* Bourgeos and Proletanans,” that
18 most relevant to the quesfion of Marxian doctnne It
begins by striking a charactenstic note ‘‘ The history of
all litherto existng society 1s_the history of class
struggles”” ~And in amplification: B
s

‘“ Freeman and slave, patnician and pleberan, baron and
serf, guldmaster and journeyman, 1n one word, oppressor
and oppressed, standing constantly 1 opposition to each
other, carmed on an unnterrupted warfare, now open,
now concealed, a warfare which always ended either m a
revolutionary transformation of the whole of society or 1n
the common ruin of the contending classes "’

This 15 followed by an analysis of the existing situation
and the process which has led to 1t, and above all a dis-
cussion of what has been done by the bourgeosie
Despite 1ts brutahty, the bourgeoisie has not been useless,
having indeed played its apponted part mn history in
destroying feudalism It has gwven a cosmopolitan
character to the production and consumption of all
countries ‘‘ To_the despair of reactionanes,” as_the
mamifesto says, 1t has cut from under the feet of industry
its “national basis, so that national marfowness and
exclusiveness have becomme daily more and more 1mpos-
sible  Further (a characteristic nofe), it has fescied a
great part of the population from the idiocy of country
hfe But just as feudal relations became so many fetters
on production and had to be burst asunder, so also the
day of the bourgeoisie 15 past:

‘‘ The weapons with which the bourgeoisie conquered
feudalism are now turned against the bourgeoisie 1itself

section 3, ‘‘ Soclalist and C L ‘* 18 an entirely
unfair attack on previous socialist literature, section 4 1s httle
more than peroration ‘' The proletanans have nothing to lose
but their chains  They have a world to win **
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But the bourgeoisie has not only forged the weapons that
bring death to itself, 1t has also produced the men
who will wield these weapons—the modern workers, the
PROLETARIANS "’

In the next passage the manifesto approaches the
question of exploitation, without, however, relying on
later refinements as to labour-power, value and surplus
value ‘‘ These workers, forced to sell themselves piece-
meal, are a commodity hke every other article of com-
merce . The cost of production of the worker 1s 1n
consequence reduced almost entirely to the means of sub-
sistence that he requires for hus maintenance and for the
propagation of his race **  The price of a commodity, and
therefore of labour, 1s at this stage equated to its cost
of production Exploitation consists 1n the worker
recetving ‘‘ his bare money wage,” and the burden of
labour 1s mncreased (as 1s later, in Capstal, the degree of
lortation) by prolongat of the working hours,
d speed of hinery, and the employment of
women and children
The increasing separation of society into two opposing
camps 15 also a cardinal point 1n the manifesto

P

‘‘ The httle middle class, the small shopkeepers, trades-
people, peasant propnetors, handicraftsmen and peasants,
all these classes sink into the proletariat, partly because
their small capital 1s not sufficient for modern industry and
is crushed out in the competition wath the large capitalists,
and partly because their specialized skill 1s depreciated by
the new methods of production Thus 1s the proletanat
recruited from all classes of the population

The increasing misery of the working classes is likewise
more comprehensible here than in Capital:

*‘ The modern worker, on the contrary, instead of rising
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with the progress of industry, sinks ever deeper beneath
the socnaf) conditions of his own class. e labourer
becomes the pauper, and paupensm ncreases even more
rapidly than population and wealth.”

This means that the bourgeoisie can no longer assure,
existence 1n slavery to its own slaves, and that therefore
society can exist no longer under its rule In the cele-;
brated phrase 1t produces its own grave-diggers "’ |

Enough, and perhaps too much of the Commumsst
Mamfesto. Its sigmficance lies in the fact that n a few
brief pages 1t enables the reader to grasp the leading
1deas of Marx, free from the mathematical and economic
obfuscations which too frequently mar Capstal Here. in
1848, supreme emphasis 1s already laid on the confinuity
of the class struggle, there 1s the sha.rpgﬁprggmon mto
two classes, mto the lower of which all_ but a few are
mevitably | thrust, there 1s the idea of the e&louauon of
the worker, though the conception may lack precision of
defimtion; and lastly there 1s impled the mevitable march
of history, so_that the capitahistic system engenders within
itself the seeds of its own destruction.  All these are pure
Marxism, and except for some pseudo-scientific elabora-
tion (particularly with regard to value and surplus-value),
Marxism is httle else

Having seen how far the essential Marxian positions are
already ted in the Ci Manifest 1t may
be convenient to consider in shghtly more detal the series
of propositions on page 299, wheremn an attempt was made
to reduce Marx to tabloid form The first two—the
mztenahsng conception of history and the class struggle—

be taken toj Lgether, and in Inasmuch as ‘they are are scarcely,
lf tt all, matters (W__gnnomxg doctnne, gﬁey may be

sposed of summa summanly. Although it 18" cusfo;
the materialistic conception Of histoty as of the
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essence of Marx’s doctrine, the beginner may nevertheless

search diligently 1n Marx’s better-kilown works and find
no clear explanation of what the the great Rnncxple mvolves
It is, apart from a few occasional passages, rather a
pervading assumption, and for a relatively clear statement
one must turn to Engels rather than to Marx Perhaps
the most defimite statement i Marx’s own wnbiags 15
contamed m the preface to the Cntique of Political
Economy, m which the most crucial sentences are these

““ The mode of production 1n matenal life determines the
general character of the social, pohtical and spintual
processes of life It 1s not the consciousness of men that
determmes their existence, but, on the contral 1y, their
social existence determines their consciousness *

In its original form, 1if one may appropnate a phrase
from Engels, this meant that ‘* the final causes of all soctal
changes and political revolutions are to be sought, not
men’s brams, not 1 men’s better insight nto eternal truth
and justice, but i changes in the modes of production
and exchange 2 It 1s not the philosophy, but the
economics, of each particular epoch that provides the
essential cause of change In consequence, art, religion,
law and all the rest of 1t do not mould economic condi-
tions, on the contrary, they are the outcome of these
conditions  The far-fetched illust:ations of the matenal-

tg Stull better known as a locus classicus 18 the passage
mn Ngretace to the Commumst Mamfesto, wntten by Engels
after Marx's death ‘' The pervading and basic thought of the

mamfesto 18 that 1 every historical epoch, the prevailing mode
and exch and the social orgamza-

txon necessarily fo]lowlng from 1t, form the basis upon which 1s

built up, and from which alone can be explained, the political

and 1ntellectual history of that epoch, that consequently the

whole history of mankind has been a history of class

struggles '’

2 Soctalism, Utopian and Scientific, p 45
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sstic conception of history, which were at one time put
forward, need not detan us It 15 sufficient that 1n 1its
orgnal form the doctrine was untenable, and was not
indeed maintaned by Engels without devastating mod-
ficatons  That history, to be comprehensnble, must take
account of the kitchen larder, 1s a truth which few would
deny, but equally, there 13 a great deal more mn history
than the economic factor Man does not wholly or
exclusively crawl on hus_belly, | there are all manner of
enthusiasms, ona]hes, mspirations spurnng men to action,
which are nevertheless entirely unecondriic it which may
yet react on economic conditions Above all, the action
of mind on mind which, with its remoter consequences, 1s
one of the greatest of all influences 1n the world, eludes
economic explanation. Assuming that it may be possible
to explain how Dante, Mahomet, Calvin, Marx, Mr Lloyd
George and Mr George Robey could only have occurred
when they did in fact occur, there remains the much more
difficult question of explaining how or why they occurred
atall It s even more difficult to explain how the great
man finds his ‘* sounding-board,’’ which may carry his
influence erratically to different parts of the world, for
Calvin might not have found his Knox, Marx mught have
had no Lemin In interpreting history it 15 well to be
humble and perhaps even agnostic, realizing that_the
history of man js moulded by many factors, of which the

economuc 13 merely one, and that perhaps not necessanly
the most important
The class struggle 18 likewise merely an unjustifiable
generalization of a very partial truth In the true
Marxian statement, the existence of the. class struggle is
h‘k‘e‘tl’T"he matenialisic_conception. . of hustory by a
ngels). But 1t is surely the most
inconsequent consequence The economic factor (and 1t
1s not to be underrated) may manifest itself otherwise than
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1 the class struggle  Moreover, one could only postulate
fhie ubiquitous existence of the class struggle if men were
everywhere, predommantly if not exclusively, moved by
economic motives, and were moreover conscious where
their economic interests lay In more orthodox and
hackneyed phrase, they should be moved by enlightened
self-interest  But, on the contrary, men are moved by all
sorts of 1deas—patriotism, rehgion, fanaticism and love of
liberty—which may conflict with their interest, or the
nterest of therr ** class,”” whatever a class may be But
mdeed, waiving the wider point, the whole 1dea of a class
struggle 1s perhaps a petitio principn  The dividing lines
1n society are many, but men do not feel themselves to be
a group or a class until they have acted as a group or a
class  The consciousness of solidanty 1s not the cause of
CW but 15 rather the consequence of such
common-achon Whenever men act together with any
measure of continuity, then there will emerge a feeling of
solidanty, which will continue so long as m fact they act
together Nor need the bond connecting them be economic
m character But the 1dea of an inevitable, universal,
all-embracin, solidanity of the working classes 1s the merest
delusuon 'Fhere may be ponﬂlct of interests between
different grades. in the same industry, between different
mndustries m the same country, between the'Tkexs n
different countries

The fundamental error 1n the Marxian statement of the
class struggle has two aspects Furstly, Marx visualized
the proletanat as an idealized worker, and he was there-
fore able to mvest the proletanas_wmﬁlch 1t
does not m fact
umﬁed !* proletariat ™ as bemg endo i
propertics o thi€ " économi¢ man ” 1t 1s curious once
agamn to observe how, when that anazmic ghost the
‘* economic man ** was falling into disrepute, Marx seized
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on the remnants of the classical school, and produced not
one, but a whole race of economic men The final
trumpet-call of the Communist Mansfesto provides a
curious commentary on all this interpretation of history.
For there should be no need to summon, with the aid of
the largest capitals, the workers of all lands to umte, unless
i fact they had been previously disuruted  But if previ-
ously disumited, one 15 tempted to inquire whether their
disunion had by any chance been caused by conflicting
interests, or to 1deal causes such as patriotism and religion

Turning to the economic kernel, we are confronted with
the Marxian theory of value, which makes value merely
the expression of the amount of Tabour embodied m a
commiodify ~ Up fo a cértain point this is ' merely a trans-
plantation from Ricardo, but whereas Ricardo allowed for
modifications, and was obviously increasingly beset with
doubts, Marx pushed to its ngld and umiversal extreme
the doctrine that all value spnngs from, and 1s, labour—
unpeT-d thereto, doubtless, by the necessity of proving
the central doctrine of exploitation  Further, whereas
Ricardo did not d not really attempt to b _prove t the proposition,
Mﬂ_mfo,re_ courageous, essayed to give a migorous and
exact_demonstration; and mdeed on_this_ demonstration
regs;the_nh_lg yast supenlumbent weight of the three
volumes of Capital

"The demonstration, such as it 1s, meets the reader in the
first section of the first chapter of Capstal, and 1t may have
proved a contributory cause wn deterring many readers
from faning further Briefly—very bnefly—the argument
18 that wealth 1s an mulation of commodities,

a commodity hemg a thing that satisfies human wants
Every useful thing is an assemblage of many propertes,
and may therefore be of use i vanous ways If a If a thing
has utilify, 1t 1s a use-value, but commodities are also

the depositonies of exchange-value Approach now the
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question of exchange-value, which at first appears as a
quantitative relation  If a number of things—x blacking,
y sxlk z gold—exchange for each other, then each as an
lue must be replaceable by any of the others
If we take, then, an equation representing equalty of
exchange (e g., T quarter com=x cwt 1ron), then we may
mfer that in 1 quarter of corn and 1n x cwt iron there
exists n equal quantities something which 1s common to
both, and to this third thing, which 1s neither of them,
both must be reducible
What, then, 1s this mysterous property which lLes
concealed 1n equal quantities 1 a shilling’s worth of fresh
butter and a shilling’s worth of tin-tacks? Furstly and
obviously, 1t 1s not the geometncal or chemical or physical
properties ese only engage our attentxon 1 50 far as they
affect the utiities of the commodities ~ Nor Hhas the
undetected common property anyfhing to do wth the
utilities of the things As Marx somewhat pedantically
expresses 1t, *‘ the exchange of commodities is evidently
anact “charactenized by a total absmum use-
value ” Tt is indeed just because things have different
usé-values that they are exchanged, and 1t 1s certamnly
true that a wise man will not confuse the uses of butter
and tin-tacks  Then, says Maggt_,_ taking a_mughty leap,
the commodities represented in_our. equation ‘‘ have only
oné_common property left, that of being products of
labour ” If things are of equal_exchange-value, this
rierely means that each contains, congealed in 1t, the same
amount of Kuman Bbour ¥~
“Such, leavmg aside a good deal of unnecessary mysti-
fication, is the essence of Marx’s proof of the labour theory
of value Certan pomnts at once strike even the most
befogged reader In the first place, Marx assumes that

1 Caprtal, Vol I, chap 1,sec 1, pp 41-44 (Edition published
hvaKrrr) Chlcago but the pagination 1s not umform in all
ons
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at the crucial point of the arj ument, it is found that this
only quality common to two things of equal
excha.rge -value * Virgin soil, natural meadows,”” Marx
a]]o_ﬁ to have use-value, but not value * This, however,
15 to0 obvxously to shut one’s eyes to half the problem.
Whether we like it or not, things which are not the product
of human labour may, and do mn fact have, exchange-
value, but all such things are inferentially excluded before
Marx begins his winnowing process mn_search of the
meaning and cause of value In Bohm-Bawerk’s famous
phrase, he acts like one who, urgently desiring to bring a
white ball out of the urn, takes care to secure this result
by puthng n white balls only
The second noticeable pecubanty of the Marxian
“emonstration 1s that 1t rests on the perfectly legitimate,
out highly dangerous, method of exclusion ~ There 1s no
direct_proof_that value _expresses “the amount of Tabour
congealed 1n a commodity, ty. this cgﬁﬂusx_og*at besf, merely
emerges from the purported exclusion of every other
possible solution  But a generation familiar with detective
Iiterature should know that this 1s the kind of proof on
which a well-advised jury will convict, only with the
utmost hesitation ~ You dare not hang the herome merely
because everyone else supposed to have been on the
premuses on the fatal night can show a clean pair of hands
You never can tell A closer inspection mght have
revealed the butler behind the curtamn or the pantry-boy
under the sofa  In.the present case, Marx turned a blind
eye to a whole regiment of panfry-Bozs who, so_far from
bel/ng,cenceﬂei were_sitfing ostentatiously-in- the most
conspicuous chairs  In particular, there s the important
element of scarcity mn relation to human desire, the fact
ﬂljt,th_lﬁgs may have value in n proportion to the desires of

Vibd Vel T p 47
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men to possess them  Otherwise expressed, Marx, here as
elsewhere, neglects the whole side of human demand. He
approaches value solely from the side of supply His
demonstration 1s fallacious because, resting on exhausuon,
1t obviously does not exhaust

Thirdly, Marx's attempt at the outset to side-track the
element of utility 1s agam httle more than mystification
It may be true that the use-value of blacking 1s different
from that of silk, and that exchange only takes place
:because these articles serve different purposes But the
fact that each of these commodities has utility 1s assuredly
not 1gnored 1n the process of exchange Nor indeed does
Marx for any length of ime mamntain the contrary The
1dea of utihty 1s an inconvement thing to have about the
premises while he 1s establishing his man proposition, so
he incontinently bundles 1t out at the front door But when
his labour theory of value has been proved, he gently
opens the back door for its readmission  *‘ Lastly,” he
says at the end of the section, *‘ nothing can have value
without being an object of utility * "Here, then, after
the fair 15 over, is one overlooked factor common to things
which have value

The objection that 1dentical commodities may represent
different amounts of labour Marx meets, quite legitimately,
by the contention that 1t 18 not the labour of this or that
worker (which may vary according to his resources and
his industry) which determines value What 1s decisive
is the labour time socially necessary to produce an article,
and thus implies the normal conditions. ofi)(oduChon_aLthe

time, as al verage degree of skill and intensity of
labour ? If articles to be produced by antiquated

methods, the amount of labour so ‘mvolved will not deter-

mine value, since in this case an amount of labour greater

than 1s socally necessary will have been expended ~ More
1Ibd, Vol I, p 48 *Ibsd, Vol I, p 46
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open to objection are the further refinements necessary to
make the theory fit the facts It has been shown that
utihty was grudgingly admtted to be essential to value, 1t
the thing turns out to be useless, so also was the labour
mvolved *  As Marx imperturbably puts 1t, * the labour
does_not count as labour "’—though there might be
difficulty in persuading the warker to accept on pay-day
the_consequences of this pomt of view So also a glut
proves the expenditure of more timé than was socially
necessary, generally speaking, labour spent on anything
** counts effectively only in so far as it 1s spent m a form
that 15 useful for others *? Somewhat similar 1s Marx’s
treatment of the difference between skilled and unskilled
labour, arid between labour of different qualities For
Marx all labour is reducible to what he calls ‘ human
labour 1n the abstract,” or ** simple average labour "'—a
curous fiction which implies that there 1s labour which is
neither the labour of the tailor, nor the weaver, nor of any
other specific worker But 1if, as 1s admittedly the case,
there are different qualities of labour, how are they to
be expressed in terms of that underlying jelly to which
labour 1s ultimately reducible? Marx's explanation is
1lluminating *

‘“Skilled labour counts only as simple labour intensified,
or rather, as multiphed simple labour, a given quantity
of skilled being considered equal to a greater quantity of
simple labour  Expenence shows that this reduction 1s
constantly being made The different dproporhons in
which different sorts of labour are reduced to unskilled
labour as their standard, are established by a social
process that goes on behind the backs of the producers,
and, consequently, appear to be fixed by custom *’*

This, clearly, is to argue n the most vicious of circles;

11bid, Vol 1, p 48 2 Ibd, Vol I, pp 51-52
*Ibd, Vol I, pp 97-98



314 DEVELOPMENT OF ECONOMIC DOCTRINE

for this mysterious social process that goes on behind the
backs of the producers 1s nothing else than the rude deter-
munation of the market-place The world’s coarse thumb
and finger determine that the products of A and B shall
exchange in the ratio of 5 4, and Marx thereupon says
that B’s labour ‘‘ counts’’ as 1} times as much as that
of A When the ratio as so determined 1n the market
changes to 10 9, there will be a consequent change 1n the
ratio 1 which the labour of the workers 1s ‘ counted "’
But a theory designed to explamn what takes place in the
market cannot appeal to the market to provide a varying
formula which, when applied to the theory, will make the
theory tally with the facts But this 1s what Marx does
throughout Lawmmes value, but to the extent
to which xt 15 mxsap_phgd or appled 10_excess, 1t does
ncs_,counLasJabour, or requires.to-be graded down
Dufferent kinds of labour are to be regarded as sumple
Tabour multiphed 1f you would know to whaf extent any
kind of labour must be multiphied m order to yield the
nght answer, all that 1s necessary 1s to look at the right
answer as supplied by the market, and deduce therefrom
the necessary multiplicator ~ Thus by ignonng labour
where necessary, by grading it up or down as the situation
requires, 1t ought to be possible to secure that the facts
and the theory are happily mated

The analysis of surplus value 15 gnveloped In a col consider-
able mass of metaphysical subtlety, buf the essence of the
1dea is nof re The problem, putting 1t populatly, 1s
fo-ascertain wheremn hes the secret source of the increase
of capital Marx makes much play with the two formule
representing the crculation of commodities, C-M-C (where
a commodity IS exchanged for money, and subsequently
reconverted mto a commodity), and the alternative circuit,
M-C-M (in which money purchases a commodity which 1s
again transmuted nto money), or_since the capitahst 1s
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marked by a less_greed after riches, the formula
wm%mf;ﬁ+m

e wise reader will warve aside the three ponts in which
the formulz are similar and the nine in which they are
dissirmlar.  In the first formula (C-M-C) there can be no
increase, because equivalents are exchanged for equiva-
lents, 1 a sentence which sums up the perverseness of
the Marxian theory of value, at least as expounded n
Volume I, “the value of a_commodity 1s expressed
its price before Tt goes nto circulation, and is therefore a
precedent condition™of Tiretlition, not 1ts result T Nor
can a surplus emerge from circulation of commodities
merely by selling them above their value, for 1n that case
what one gains another loses  After further refinements,
Marx concludes that the source of mncrease of wealth must
besought in the first portion of M-C-M, though not m the
value of the commodity tought, which js indeed paid for
at its full value * The source must lLe i 1ts use-value

ere must be somewhere mn the market a mysterious
commodity ‘‘ whose use-value possesses the peculiar
property of bemng a source of value, whose actual
consumption, therefore, 1s itself an embodiment of labour
and, consequently, a creation of value "> This mysterious

commodxg: 15 labour-power, which, as Te elsewhere
expresses It Is. e 1ot only of value, but of more
2 R OEIS AL L SRS

TDuvested of its wrappings, the doctrne of surplus value
becomes_clear Labour-power, like everything else, has
its_value, it 15 (we afé back at the unrefined Ricardo)
*‘ the valueof the means of subsistence necessary for the
mawntenance-of.the Jabourer ¢~ But when put to use,
labour-power will produce more than this 1t five Bours’

" Ibd , Vol 1, pp 175176 4Ibd, Vol 1, p 216
3ibid, Vol I, p 185 $Ibd, Vol I, p 190
*lbd, Vol 1, p 186
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labour are sufficient to produce what 1s required for the
maintenance of the labourer, and 1f the worker, having
sold his labour-power for the day, 1s required to work ten
hours, these five additional hours, representing surplus
labour, will yield surplus value The Marxian doctrine
on this point may be summed up n the two contentions,
firstly, that all value springs from labout, but, secondly,
that labour in return receives merely the means of
subsistence  The difference 1s the exploitation effected by
capital

That all value comes from labour 1s further accentuated
by a pomnt on which Marx lays much emphasis, and
which ultimately leads to the undermining of the Marxian
edifice  This 1s the important distinction between constant
capital and vanable capital! By constant capital 1s
meant the means of production, the instruments of labour,
etc —loosely, we may say machinery By vanable capital
1s meant that part of capital represented by labour-power
—in effect, wages Capital may therefore be of different
organic composition (high or low) according as the ratio
of constant to varable capital changes Now it 1s of the
essence of the Marxian theory that the whole of the surplus
value comes from the vanable capital Whatever be the
longevity of a machine, 1ts total value will be gradually
transferred to the product during the years of its working
period ? ‘““In the value of the product, there 1s a
reappearance of the value of the means of production,’’®
but no more Even more tersely, ‘‘ machmery, like
every other component of constant capital, creates no new
value, but yields up its own value to the product that 1t
serves to beget ’* The consequences of this doctrine, that
all surplus value (1e, all profits) springs from vanable

1 Vi
it Yol e, ey g v

3Ibd, Vol I, p 231
¢Id’ Vol T o a2z
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capital, and from vanable capital alone, will call for
consideral er

“Such, then, 1s surplus value, but masmuch as ** capital
has one single life 1mpulse, the tendency to create value
and surplus value,””! the capitalist machine, once it has
begun to gnnd, will stnve to make the surplus value
maximum The obvious method 1s to extend the hours
of labour.

A B B C (o

L 1 1 L ]
If AB 1s the ‘‘ necessary labour time,"” then a prolongation:
of the working hours from AC to AC! will increase
the surplus value, so likewise will a curtailment of the
necessary labour time from AB to AB' To this latter
1s to be ascribed the immanent tendency in capital *“ to-
heighten the productiveness of labour, in order to cheapen
commodities, and by such cheapening to cheapen the
labourer himself 2 Surplus value will also be increased
by ‘‘ mbbling at meal-times,”” by day and might work, by
the relay system, by roping in the labour of women and
children  All these represent the ‘* vampire thirst for the
living blood of labour ***

1Ibd, Vol 1, p 257

3Ibd, Vol 1, p 351

3 Ibwd , Vol I, p 282 It is perhaps worth while to quote one
of the purple passages with which Marx studs his volume *‘ But
1n 1ts blind unrestrainable passion, 1ts were-wolf hunger for surplus-
labour, capital oversteps not only the moral, but even the merely
physical maximum bounds of the working day It usurps the
time for growth, P and healthy of the
body It steals the time required for the consumption of fresh
air and sunlight It higgles over a meal-time, incorporating 1t
where possible with the process of production 1tself, so that food
18 Tven to the labourer as to a mere means of production, as-
coal 15 supplied to the boiler, grease and oil to the machinery
It reduces the sound sleep needed for the restoration, reparation,
refreshment of the bodily powers to just so many hours of w?or
as the revival of an org: bsolutel h d, renders:
essential It 1s not the normal maintenance of the labour-power
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The defects of the foregomng analysis are sufficiently
patent It 1s common to observe that Marx, mn the first
place, entirely omits the element of time, and that his
doctrines therefore imply the 1llegiimacy of interest His
discussion of interest, when 1t comes (Volume III), 1s
wholly nadequate, 1n the place where a discussion would
be m pomt, he tells us that ‘‘ interest 1s a mere fragment
of surplus value *’*  For Marx, money 1s still barren, and
his objection to the public debt 1s that *‘ 1t endows barren
money with the power of breeding, and thus turns 1t into
,capital "2 So also the importance of directive and
managenal functions 1s almost unmentioned * Yetitisa
well-known fact that of two businesses, with apparently
similar advantages, one may prosper and the other may
head determinedly for the bankruptcy court, even though
ithe labour-power exerted n the two cases may be
l1dentu:a] But apart from these difficulties, the Marxian
explanation suffers from two nner inherent contradictions
(or two aspects of the same contradiction) from which
1t never escaped, and on which 1t finally made shipwreck

which 1s to determine the hmits of the working day, 1t 1s the
greatest possible daily expenditure of labour-power,” no matter
how diseased, compulsory, and painful 1t may be, which 1s to
determine the hmuts of the labourers’ peniod of repose Capital
cares nothing for the length of life o?elabouppower All that
concerns 1t 18 simply and solely the maximum of labour-power
that can be rendered fluent 1in a working day It attains this
end by shortening the extent of the labourer’s hife, as a greedy
farmer snatches increased produce from the soil by robbing it of
1ts fertihity *’* (Vol I, pp 291-292)

tIbid, Vol I, p 644

3Itwd, Vol I, p 827

* Possibly the only reference 13 1n the chapter on Co-operation,
where 1t 18 arfued that wage-lab cannot perate unless
they are employed simultaneously by the same capitalist, and
therefore, ‘‘ that a capitalist should command on the field of
prod 18 now as indisp ble as that a general should
<command on the field of battle’’ (Vol I, pp 362-36;) This
says nothing, and what 1s said rather sounds as 1f Marx's tongue
were 1n his cheek
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1n the third volume ILEL&I}LMIEM‘PMS‘
from vanable capital and none from machinery, then 1t
15 the height of folly ever to introduce rlrlnachzr_lge_l}y‘_ﬁd it
15 a poor_explanation to_suggest that the capitalist does
noTEl:T?w what he 15 doing ggMarx realizes thle{ difficlties
of this " contradiction which 15 immanent ! m the
apphcation of machinery, but his observations leave 1t
barking for solution 1n the minds of all readers On the
Marxian theory, with every progress of capital to a higher
proportion of constant capital, there will be a dimmution
of profits, since profits come solely from Jabour, which
adnu]_ttﬂe@y_gm;\sﬂs_a continually smaller proportion of
total capital With every step forward which the capitalist
makes, he thus more deeply cuts his own throat ~ Surplus
value calls for, and can only anse from, the existence of
vast-masses of workers. the Maraian analysis shows an

Teasing army of unemployed, displaced by machinery
which can yeld no profit

The other flaw 1s a vanant of this, and 1s 1n a sense
even more fatal If profit spnings only from the labour
employed, and 1n no wise from the constant capital, then
the rate of profit in different industries will vary according
a@?{pdﬂi&g‘él variablé }::ipitg‘iiiigﬁ_“__gy low
When theré is much varable capstal (1€, in more primi-
tive and undeveloped industnies) the rate of profit will be
hlgl\}i m industries which have had exfensive. resort to
mic__ir_xgm:tﬁg rate of profit will be low Marx admitted
with praiseworthy frankness that the observed facts were
in glanng contradiction with the law so ascertained

** This law clearly contradicts all expenence based on
appearance  Everyone knows that a cotton spinner,
who, reckoning the percentage on the whole of hrs applied
capital, employs much constant and hittle vanable capital,

YIbd, Vol 1, p 445
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does not, on account of this, pocket less profit or surplus
value than a baker, who relatively sets 1n motion much
variable and lhttle constant capital For the solution of
this apparent contradiction, many intermediate terms are
as yet wanted, as from the standpomnt of elementary
algebra many intermediate terms are wanted to understand
that 0/0 may represent an actual magnitude ***

The subsequent history of this conundrum furnishes one
of the few comedies of economic hterature ~ The promised
solution did not appear i Volume II, but references
to 1t higure largely 1n the preface wntten by Engels, above
all in the form of a challenge addressed to the followers
of Rodbertus  For 1f, as was clauned, Marx had plagar-
1zed R us, now (and that nght early, before the
p‘uﬂlﬁldc:\ﬂé Volume III) was the time for those who had
championed Rodbertus to vindicate his claims by produc-
ng the correct solution of the nddle The odd thing 1s
that many socialists and economists did 1n fact respond,
and took part 1n the competition to the extent of specula-
ting as to what the Marxian solution was to be But
mndeed 1t ought to have been clear a priors that there
could be no solution, since irreconcilables cannot be
reconciled, nor can harmony be estabhished between two
contradictory propositions—unless by the simple expedient
of dropping one of them overboard Contemplating the
‘“Russian campaign of disaster *’ organized by Engels,
Lofia;an enthusiastic admirer of Marx, even suggests that
the procrastmations of Marx in getting on with Volumes IT
and TIT-were due fo a realization of The impending rumna-
tion of hiSTite"sWotk ** Is there any reason for surprise
&t Marx s Nesitation to publish this so-called defence, need
we wonder that his hand trembled, that his spirit quailed,
before the mexorable act of destruction? *’2

1Ibd, Vol I, p 335 *Lona, Marx, p 78
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The solution offered to the undiscerming 1n the third
volume 1 explanation of the existence of a uniform rate
of profit 1s embedded mn a good deal of arithmetical
illustration  Brefly, 1t amounts to this Employers are
not to be viewed 1n 1solation A group of enterprises,

with different proportions of vanable and consfant capital,
should be EE]%@ by an imaginary enterprise, comprising
the total of all the capitals of the members of the group

As this process of averagifig cannot bé Timited, it means
that all employers are to be regarded as one group, mn
wﬁi(ﬁ%snéu_s value gamned by all 15 dJstnlI;uted
among all The possibility of a umiform rate of profit
thus emerges, but 1t 1s on condition that some things sell
above and some below their value.! This uniform rate of
profit is arnved at by competition, and capital everywhere
looks Tor the average profit Thus, “theére emerges a
difference between value and price, and henceforth it will
only be on rare occasions, ndeed only by accident, that
the surplus value really produced in any given branch of
industry will correspond to the profif corifimed In the
selling price of the commodity—the accidental case ansing
where the vomposttion of the capital {as’ bétweeh constant
and variable) is exactly the average of the sum total of all
capitals 2 Elsewhere the products of industnes, with a
proportion of constant capital above the average, will sell
at a pnice above their value, while 1n the contrary case
they will sell below their value  Thus the desired uniform
rate of profit 1s established, but at the cost of sacnficing

the whole of the first volume of Caputal, for the inspired
docime "of the TSt volume, (hat thngs exchange In

dance with the congealed labour they contamn, is
ignominfously “tésséd overboard. ~This is the ‘‘ solemn
mystification**of which Tona speaks In fact, Marx has
replaced Volume I by a mere cost-of-production theory

' Caprtal, Vol I, p 186 *Ibd, Vol T, p 198,
L
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such as a vulgar economust hke Adam Smith might
have evolved in his most vulgar and least enhgi..ened
moments Things exchange according to their cost of
production (which—ificludes a normal rate of profit)
T6 T true that they stll have a ** value ”_which differs
10 general from the price, but m a “ value’  which 15
ani “abstract_métaphysical conception, and which is um-
formly 1gnored 1 the market-place, few of us have any
Lively interest

Thé;}gfx%x\‘g_zart_s_gf_ Marx—relating to the Industnial
Reserve y and the Law of the Concentration of
Cgm;gi_fg_—rﬁéjﬁ"?n the field of vaticination rather

than of economic analysis, and may therefore be dealt
with more summanly The existence of the Industnal

Reservé Army 1s, above all, due to”the progressive use
of rdlifiery. and-all-that MATX says.on this subject 1s
Eﬁwmajed by the flaw which he open]y?ﬂmns,

at as no profit can anse from machinery, the progressive
ntroduction of machinery must lead to a curtailment of
sufplus value  Accepting, however, the were-wolf greed
of capttal for surplus value, 1t 1s clear that surplus yalue
may be imncreased_either .by ncreasing the amount of
labour_exacted, or.by -dummshing the number of hours
dunng which the worker must labour to provide his
necessary maintenance® (the distinction between absolute
and Telative suff)rug value) Heremn, as has been noted,
lies the interest of capital in increasing the productivity
of labour, 1t makes the worker cheaper Hence also the

significance of divj roduc-
ﬁ_}g_umsidz@blﬂ scale;-end- therefore_requires that
e mimmum amount of capital should be constantly

1 * That price of any commodity, which 1s equal to its cost

ce plus that share of average profit on the total capital
nvested m ats production . . 1s led 1ts price of
production ** (Vol 1III, p 186)

ilbd, Vol 1 p 351
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increasing > But once introduced hinery cl

6 Be increasingly used It 1s to the nterest of the

employer that the machmery be used as long each day

as possible,? apart from prolongation of hours, there 1s

a sumlar mmpulse to ntensification by increasing the

speed of the machinery and by requiring the worker to

tend more machimes  But all this means the displacement (

of the worker ‘‘ the workman becomes unsaleable, lLike|
paper money thrown out of currency by legal enact-
ment "’?

Putting the point in technical Marxian phraseology, the
advance of accumulation connotes an increasing propor-
tion of constant to vamable capital, n other words, the
demand for labour must fall progressively * There™is
{hUS 4 Telative siitplus population produced, which forms
a ""disposable Industrial Reséive™ Atmy,” which still
belongs to capital, and which is retamed to provide ** the
possibility of throwing great masses of men Suddenly on
the decisive points without injury to the scale of produc-
tion m other spheres "’¢ The Industnal Reserve Army
plays a qute peculiar part in Marxian theory Its
expansion and" éoiitraction 1 implicit in {he explanation
of '‘crises*;the general movements of wages. are
explaified by what happens to fhe Industnal Reserve
Army. In periods of stagnation it weighs down the
aCfive labour army, while 1n times of activity 1t keeps
its pretensions 1 check ¢

To complete the picture, it 15 necessary to bear n
mind what 18 happening at the other end, mn the Law of
Capitahst A 1 ‘“One capitabst always kills
many 7 Marx_here has implicit faith in the big

1Ibid, Vol 1, p 395 $Ibd, Vol 1, p 694
3Ibd, Vol 1, p 441 $Ibd, Vol I, pp 699-701.
3Ibd, Vol I, p 470 TIbd, Vol I, p 836
4Ibd, Vol 1 p 690
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battalions  The battle of competition 15 fought by cheap-
ness, but cheapness depends on productiveness, and
productiveness on the scale of production ‘‘ Therefore
the larger capitals beat the smaller Competition

always ends 1 the ruin of many small capitabsts,
whose capitals partly pass mto the hands of their con-
querors, partly vamsh **! Such, then, 1s the diagnosis of the
natural trend of events At one end, the larger capitalists
devour each other like monstrous pike 1n a pond, growing
ever larger i size, ever fewer in number at the other
end there 15 a vast Industrial Reserve Army of unem-
ployed and intermittently employed sunk in increasing
misery—at one pole accumulation of wealth, at the other,
accumulation of musery, agony of toil, slavery, 1gnorance,
brutahty, mental degradation So increasingly, until the
final catastrophe, which can be fittingly presented only
m the words of Marx himself

‘“ Along with the constantly dimimshing number of the
magnates of capital, who usurp and monopohze all
advantages of this process of transformation, grows
he mass of musery, oppression, slavery, degradation,
xplottation, but with this too grows the revolt of the

orking-class, a class always increasing i numbers, and
disciphined, umited, organized by the very mechamism of
the process of capitalist production itself  The monopoly
of capital becomes a fetter upon the mode of production,
which has sprung up and flounished along with, and
under it Centralization of the means of production and
socialization of labour at last reach a point where they
become incompatible with their capitahst integument
The integument 1s burst asunder  The knell of capitalist
private property sounds The expropnators are ex-
propnated *’%

It 1s unnecessary to consider how far Marx n these
' Ibd, Vol I, pp 686-687 3Ibd, Vol 1, p 837
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matters has proved a prophet of repute, or by what
glosses 1t may be possible to make him appear as such.
To the doctnne of the Industrial Reserve Army—n the
sensé in which Marx used the term—subsequent history
has given no support, with regard to the inciFasing
dmmpwoorkm Classes, he 1s equally at sea.
In exfenuation, it should be borne in mind that all Marx's
1deas were formed before 1848, and that his subsequent
maﬂﬁmto a study of fhe more
repellent aspects of the Industrial Re?lo{xtfon in the
haleyon days of unrestrained Taissez-fare “The functions
ot trade unions, the possibly beneficent activity of the
State were outside the scope of Marx’s vision A better
case can be made mn justification of the law of capitalistic
concentration  Concentration there certamnly has been;
but 1t has been concentration of control, not of owner-
ship, and the whole Marxian thesis demands concentra-
tion of ownership as of the essence of the doctnne So
lhikewise, between the two extremes, the Marxian prophecy
has found no fulfilment The population has not been
thrust ruthlessly mto two opposing carips, there is still an
ntermediate grade which somehow contnves to pay its
taxes and survive T T T

ut quite apart from the minor question of the justice of
the Marxian prophecy, the state of society visuahzed by
Marx 1s 1n itself sufficiently cunious to provoke wonder A

society consisting largely of an army of unemployed (and
thatn pre-Insurance Act days}, leavened by a few remain-
ing capitalists relying increasingly on the use of machinery
(which on the Marxian theory yields no profits), 1s in itse!

a bundle of glaring contradictions For whom, under these
conditions, are the dark satamic mills supposed to gnnd
out goods? Obviously not the Industrial Reserve Army,
whose home 15 the workhouse, who_have no purchas-
ing power. As belore, Marx entirely overlooks the side
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of demand Production cannot go on unless there 1s a
mar .fa:..t.h&@ods, and 1n_readng Mazx_ and m
contemplating the population dnfting nto the Industrial
Reserve Army and sunk 10 1ncreasing misery, one
inevitably wonders where the market 1s to be found
Marx remains, and probably always will remain, one of
the niddles of the mineteenth century He set out to be
““ scientific,” to produce what the reviewers would call a
cogent piece of reasoming, and, undoubtedly, the whole
system 1s extraordinarily closely knit together, the vanous
pomts are admirably dove-talled Yet no system of
thought has suffered such complete bankruptcy as the
Marxian His philosophy of history was to all intents
disowned by Engels, the fallacies of his economic doctrine
have been so ruthlessly and frequently exposed, that they
scarcely any longer furmsh even satisfactory exammation
questions, his prophecies have perversely refused to be
fulfilled All this, moreover, 1s acknowledged even by
those who honour him most Take, for instance, Mr
Beer, who says that Marx’s theory of value and surplus
value have rather_the sigmificance of a_political and
socxa1§1’gan than of an economic trufh,! ! or take Mr
Laski, “Wiio_ disnusses the theory-of-value as one that has
not stood the test of cuticism, as out of harmony with
the facks, and as far_from self-consistent 7 Yet, despite
thisbankraptcy, Marx continues o Tive and ta be a vital
force Indeed, Marx 1s one of those writers n whose case
refutation 1s a singularly futile exercise  He 1s a legend,
he 1s, 1n the Sorelian sense, a promulgator of ~*Tyths '
whefe | i a_secondal ONE as the

mﬂh_eﬁrﬂiﬂzét_ons_ﬂﬂhss_ to believe, and so long
as the belief has power to mspire action This pomnt of
! Beer, The Life and Teaching of Karl Marx, p ug

?Mr Hearnshaw's Survey of
nosegay of socialist utterances on Marx 1n a slmﬂar sense
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view 1s admirably, if h lushingly, put by

Mr. Beer, who, hggﬂsn_u_s&,“uﬂamawonomm
85 a ‘‘poltical slogan,” adds that ‘‘such mihtant

philosophies need not m thgmselves_ﬁ?fuhogjy they

must accord with the sentiments of the struggling mass ™*;
and (a page later) the doctrines of Marx ‘' wall for long
have the force of truth for the masses, and will coninue
to fove them "' This 1s somewhat too blatantly to
reduce Marx to a sacred lie, whose falsity 1s known to the
elect, but which serves its purpose so long as 1t misleads
others

An entirely different line of defence 1s, however,
possible It consists n arguing that Marx has been
completely misunderstood, that he was not, 1n fact, dis-
cussing the market-places of the world and the employers.
and the employed who elbow each other there, but an
abstract world of his own thought and his own creation
Here, for instance, 1s Croce*

“ The capitalist society studied by Marx, 1s not this or
that society, historically existing, 1n France or 1n England,
nor the modern society of the most civalized nations, that
of Western Europe and Amenca It 1s an ideal and
formal society, deduced from certamn hypotheses which
could indeed never have occurred as actual facts i the
course of history '?

It 1s mnteresting to observe that Croce prefaces his remarks
by saying that it does not appear that Marx himself
always realized fully the pecubar character of his
mvestigation Whatever contortions may have resulted
from the conflict between the first and third volumes, it
is indeed abundantly evident that Marx would have been
genuinely surprised had he been told that he was
discussing a state of society which could never have

1 Beer, 0p o1, pp 130-131
*Croce Historical Materialism p so
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existed 1 the course of history,' and 1t 1s also obvious
that those with whom Marx has had most influence, have
m fact shared his failure to realize the pecuhar character
of his nvestigations
Whatever may be thought of the nddle of Marx, it
remains beyond question that he has been the dommant
force m the whole of the subsequent development of
sociaism  Whether that influence has been a benefical
one may perhaps be doubted, and there are at last
some indications of a tardy realization of the fact that
Marx, shifting the car of socialism on to the wrong lines,
has had a degrading effect on the whole socialist move-
ment
ély du M 1s the fi title of a
recent French volume, and Mr de Man’s thoughtful work?
1s a reasoned statement, from the socalist point of view,
agamnst the assumptions of Marxism What Marx did
for socialism may be seen by contrastng his spint and
that of his despised predecessors, and a socialist indictment
of Marx would probably concentrate on” thrge points
In the first place, n putting forward a *‘ scientific ** type
of socialism, he deliberately and ostentatiously eiminated
the moral basis of sociahsm and the appeal to_justice
Marx cared for nome of these things, the coming of
lism was to be scientfically d trated But after
the moral appeal had been thrown aside as mawkish
sentimentality, the scientific proof, which was to take its

place, has collapsed ~ Soctalism can only regain 1its moral
basis by being dehve; rxism e second main
cnficism was urged long ago by Mazzini in a_frequently
quoted phrase *‘ Hatred,” he said of Marx, ‘* outweighs

1 So also a perusal of the little book by the Master of Ballio!
would probably have caused Marx to raise his eyebrows Marx
of all men, would have objected to bemng explained away

3 Translated as The Psychology of Socialism
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love in his heart.” The early socialists had been inspired

bY%u—ﬁtgaspﬁLq Targe-hearted Jove, the gospel of Marx is a gospel
of hatred and envy and malevolence, setting the class

struggle in the centre of things, and appealing to all the

ler passions C ly he looks downwards and
nof upwards™ The third pownt of cnticism 15 akmn to this.
It 1s that with Marx, socialism tely becomes

sectional There is a grand cathohicity about the early
socialist visions, theirs was a paradise into which all
might enter  But the Marxian heaven rests on a strict
separation of the elect from those fore-ordained to damna-
tion_Stuch_has been the legacy of Marx to the socialist
movement, he has shorn 1t of 1ts 1dealism, and to the
uffaost of his influence made 1t sordid, he has infused into
it a leavén of hatred and intolerance, he has deprived it
of T8 universality ~ Sufficient reason indeed for the devout
socialist to pray to be delivered from Marxism! How far
these baser elements were the reflection of Marx’s warped
and cankered personal character would furmish material
for an interesting, but perhaps an irrelevant, study
Those who desire enlightenment may find instruction in
the biography recently wntten by that enthusiastc

Marxian, Mr. W. Ruhle.




CHAPTER XII
THE AUSTRIAN SCHOOL ~ THE THEORY OF THE MARGIN

THE present chapter is designed to give some account of
the leading members of the Austman school, which mn
popular acceptation has become 1dentified with the
development of the ‘‘ margin * as an economic tool with
fu-ﬁaW he Austuians, however, are
scarcely to be apprehended without some reference to their
predecessors, and 1t may therefore be expedient 1n this
case to make a shght departure from the procedure
followed 1n previous chapters, i which, so far as might
be, all but the leaders have been jettisoned for the
purposes of elucidation The Austrians represent the
culminating pomnt of a well-defined line of thought, and
although the word *‘ Austnan *’ has become consecrated,
it 1s further significant that, quite independently of the
work of the leading Austrans, the main tene
Austrian pont of view were expressed almost simultane-
ously by Jevons in England, and by the younger Walras
m Lausanne The net must therefore be spread wider
this chapter, though the mesh must still be sufficiently
large to allow some quite considerable fish to escape
Putting 1t crudely, and subject to later refinements, the

essentials of the Austnian school may be reduced to three

TRl points— ISy, as gt al Gt prodl 7 gt o tolprticn

theones of value, they held that value essentially springs

from ullity, that it reflects the mind of a person who finds
eul; secon Tue is d

something useful; secondly; that {his value is determined
nething usetul; se o

a
is yalue 1s detern
. 33!
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at the *“ margin,” that 1s to say, that, successive portions
ofa

dimuny, utility, the crucial use which
detérmines value 15 the least important.use to_which the
good, having regard to the amount available, can be put,
arrd thTFAly, That value. s refiected back from things con-
sumed to the agents which produce these commodities,
that 1s to s_ay,'tha_t value sanctions cosfs‘and 1s not c'a:used
by costs™ o

Barlier Anticipations

Before the appearance of the Austnan school, these
essential points had frequently gamned exp though
at times rather mcidentally and without a full reahization
of therr import  Reference has been made in Chapter X
to some interesting passages from Say in this sense
When Archbishop Whately opined that pearls were not
valuable because men dived for them, but rather that men
dived for them because they were valuable, he was
expressing, without its refinements, one aspect of the
essence of Austrian doctrme Of the very considerable
number of early writers who mught be, and have been,
ated as foreshadowing, in one way or another, the
Austrian school, the most interesting 1s perhaps Condillac
(1714-1780), who 1n Le Commerce et le Gouvernement,
published 1n 1776, maintained that the value of things was
' founded on_their utility, or what comes to th& same
thing, the need we have of them, or what again comes to
the sa’rle/thmg.jhe use we can make of them "Nt only
so, but the value of things, Fé Held, increases in ranty
and diminishes with abundance, so that, with sufficient
abundance, 1t may fall to the point of being ml  Thus,
with Auguste Walras later, he makes value depend on
** rareté,” if only this ‘‘ rareté * could be assessed* ‘‘ The
greater or less degree of value, utility being the same,
would be based solely on the degree of ‘ rareté,’ if this
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degree could be known with precision ” But since 1t
cannot, there enters an element of human estimation
which, i times of dearth, for instance, magmifies the
shortage  Thus the ‘* true value *’ remains unknown and,
assuming constant utihty, value 1s founded not so much
on the *‘ rareté ’ or abundance of a commodity, as on the
opmion we form regarding its ‘‘ rareté *’ or abundance
On these hnes Condillac adumbrates a wholly subjective
theory of value, 1t 1s only necessary to add further his
essentially Austnian dictum that ‘‘ une chose n’a pas une
valeur parce qu’elle cofite, comme on le suppose, mais elle
cofite, parce qu’elle a une valeur "

Turmng to this country, an mteresting place among the
forerunners of the marginal theory 1s occupied by W. F
Lloyd (1794-1853), who, as Professor in the Umiversity of
Oxford (1832-1837), was under obligation to publish one
lecture a year. The lecture for 1833 on ‘‘ The Notion of
Value ’? arkable anticipation of the general Line
o%ﬁ%ans, and indeed the usual type
of illustration relating to the housekeeping worres of
Robmson Crusoe is here in abundance  From the case of
the hungry man having one, two or three ounces of food
at his command, Lloyd gsgz_ces the general principle that

““ while he 1s scantily supphed with food, he holds a given
portion of 1t 1n great esteem—in other words, he sets a
great value on 1t, when his supply 1s increased, his esteem
for a given uantity 1s lessened, or, 1n other words, he
sets a less value on it

Even more interesting 1s his *‘ good rule for distinguish-
mg between utility and value.” *‘ To obtain the 1dea of
the utility of an object,”” he says, * imagne what would
happen, what nconvenience would anse, from the loss,
not of that object alone, but of the whole species to which

1 Rep 1m the * E History Suppl " No 2,
of the Economsc Journal, May, 1927.
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that object belongs  In the case of water for mstance
i what predicament should we find ourselves if we lost
not a particular pailful but the whole element of water?
But value represents a different kind of 1dea 1t attaches
to an object mn possession which cannot therefore be
unlmited In the case of the overturned pail of water
the value 15 at once determmed for us either by th

nconvenience of leaving unsatisfied the particular wanf

for which the consignment of water was designed or b,

the trouble of gomng back to the well for more water

Here 15 clearly prefigured the 1dea of total utility and the
marginal utihty (the determmant of value) arnved at
by dening the lting from tle
destruction of the last umt of a store

Auguste Walras

About the same time France supplies an importans
anticipator of certain of the essential 1deas of the
margmalists in Auguste Walras® (180r 1866) who 1n 1831
published a work entitled De 12 Nature de la Richesse et
de 1 Ongine de la Valewr It 1s a book which 1s marked
m the crucial parts of the argument by a convincing
clarity which 1s pecuharly French and throughout by a
tendency to repetitiveness which 1s pecubarly his own
His incursion 1nto economics was 1n the first place a by
product of other studies He was primanly interested n
natural law and the theory of property and turning to
WITTETs on_economics or enlightenment on the meaning of
wealth he found humself in the confusion of Eongus

turned empty away Wealih and prop e argued
havi a_commeon. ongn in”the itation of certan goods
la'rareté de certains objets ufiles™ It 1s this imitation
1Born at Montpellier 1801 _Professor of Rhetoric at Evreux
1831 Professor of Political Economy at the Athénée Pans
1835 later Professor of Philosophy at Caen His son Leon
Waliras perhaps a greater man carned on his tradition
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or ‘‘rareté,” that gives things value, 1t makes them
capable of beng appropnated, and thus value 1s an 1dea
prior to that of property Value 1s thus a complex 1dea,
1mplying a comparison with other things, and ultimately
their exchange, exchange implies property, and property
mmplies himitation, for if all desirable things were unlimited,
there would be no property, just as there would be no
exchange !

Walras proceeds to analyse with great ncisiveness
current views on the source and origin of value In the
maimn he holds that these fall into two schools, those who
based 1t on utility, represented by French wnters, and
those who, hike the Englsh economusts, tended towards
2 labour or cost-of-production theory 2 Taking the first
of these explanations, 1f utility be_the explanation, then,
wherever_there 1s_utility, there also should value exist
But_sunshie and rain are standing proofs to the contrary
They exist mn_such_abundance that evéryone can_take

‘3 son aise et A foison " without anyone beimng fﬁereby

depnived It 1s different with other things. there are
some who possess them, and not® Itis, m
short, a characteristic of all wealth, of all things possessing
value, that they should be hmited, and this hmtation
establishes a natural disproportion between the sum total
of these goods and the sum total of needs which claim the
possession of these goods ¢ It 1s this that constitutes
“‘ rareté *’—a word not used mn the popular sense which
clings to “‘ranty,” but merely denoting an msufficient
supply to meet all claimants It%t_c)’:lhx_s_'_"rggﬁ: alone
that_value 1s due Whatever has value owes 1its value
eﬁﬁ;?mr{ principle of hmitation  Utihity 1s not the®
«<ause, though 1t may be a necessary condition * Having

1 De la Naturs de la Richesse, pp 18-19 ‘Ibd, p 41
3Ibd , p 21 $Ibid, p 44.
*1bd, pp 37-38
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regard to the principle of ‘‘ rareté ’ which underhes all
value, Walras 1n an acute phrase suggests that one might
be tempted to call Political Economy not so much the
science of wealth as the science of poverty *

Turning to the other explanation, the cost-of-production
theories, Walras holds that the underlying assumption here
15 that all values are products, and that the valge of any
object Tepresents the time and the labour Iost in obtaining
it, assiming—as is sometimes done—that all . er
productive services can be resolved wnto labour  But this
does ot carry the analysis far enough  ““The value of!
the products (on this view) represents the value of the
productive services, and 1t 1s only because the productive
services have a value that their product can have one I
But we are concerned to know why the productive services
have a value, and 1if the productive services are merely
labour, why labour has a value’’?—and this latter
question 1s one which, according to Walras, Adam Smith
mever asked

That the value of labour comes from 1ts ‘‘ rareté "’ 1s a
proposition hard to advance in an age that knows the|
problem of unemployment, which indeed was known|
hkewise 1 the time of Walras But with the utmost
ingenuity he avoids the obvious pitfall, shifting the weight
of the argument to the element of time

** There 1s no work that can be accomphshed but with
time and on certain conditions But time 1s not for any
of us an unhmited good . Our lfe 1s short and our
days are numbered Time 1s for each of us a precious
thing because 1t 1s rare  And since labour can only be
accomplished with time and on conditions more or less
onerous, it follows that labour has a value **3

So with the other agents of production Land and

capital are alike limited, and therefore-both-have a_value.
1Ibd, p 81 *Ibid, p 166. 3 Ibd , p. 167.
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Their services command a price, and the price 1s obviously
merely the natural consequences of thewr hmitation or
‘“rareté "’! There is here an obvious kinship with
Cassel’s pnnciple of scaraty. So, Walras claims, the
pnnciple of d d and supply tes under another
name the principle he has developed; for supply 1s merely
the sum or quantity of the product, while demand 1s the
sum of needs which demand satisfaction, *‘rareté’’ 1s
imerely the relation which exists between the two But
even more fundamentally, that a thing may be demanded,
1t must be hmited, that a thing may be supplied, 1t must
be mited likewise  Only on the assumption of *‘ rareté **
do the operations of the market-place acquire a meaning

Walras has great ment 1n underlining one aspect of the
problem of value, which later became an essential point
m the Austman structure His weakness 1s equally
obvious He leaves the 1dea of ‘' rareté’’ somewhat
vague, and makes no approach to correlating value with
increasing degrees of ‘‘ rareté ** The furthest he gets 13
to define “‘ rareté *’ as existing 1n a certain disproportion
between goods and the need of these goods How various
degrees of ‘‘rareté '’ would react on value, he leaves
undiscussed.

Gossen
It is now generally accepted that, apart from such
incidental anticipations as are indicated above, the first
reasonably complete statement of marginahst doctrine was
gwven by Hermann Heinrich Gossen? %1810—:858) n an
e)&traora‘mary work pubhshed in 1854 ® The history of
1Ibd, p 177

*Born 1810 at Difiren, in the Government service without
conspicuous success, retired 1847, and devoted himself to writing

his book
® Entwicklung der Gesetze des menschlichen Verkehrs und
dey davaus fliessenden Regeln flly wmenschliches Handeln
References are to the recent edition published by Prager, Berln.
\
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this book is one of the curiosities of economic literature.
Entirely neglected on 1ts publication, the unsold copies
(which must have been virtually the whole stock) were
called 1 by its disapponted author shortly before his
death in 1858 Its life hung by a footnote m Kautz,
which was sufficient, a generation later, to simulate the
interest of the economic bloodhounds and set them on its
track It has since then, of course, been repnnted, but
it may be doubted whether the number of those who
conscientiously read its two hundred and seventy-seven
pages has thereby suffered any matenal increase

Gossen'’s book 1s indeed one of those that are made not
to be read. It 1s repellently mathematical, with whole
pages given over to symbols or to lists of numbers, even
worse, 1t 1s chaotic, worse still, one can hardly escape the
impression that the author had a bee, or several bees, n
his bonnet The reviewers of 1854 are hardly to be
blained 1if they left Gossen to languish in the list of
‘* Books received "

Yet to us to-day, dipping mnto The Laws of Human
Intercourse in the light of all that has since then become
commonly accepted doctrine, Gossen’s 1s a sufficiently
remarkable book His attitude is brazenly utiitanan, he
out-benthams Bentham in his assertion that the object of
every man 1s to raise his enjoyment of hife to a maximum.
But, Gossen hints, we cannot run bald-headed at our
enjoyments There are after-effects, and there are dis-
appointments; a pleasure may generate later a feeling of
the opposite kind The fundamental principle, then, 1s that
man should so direct hus actions that the sum of his enjoy-
ments 1n life should be a maximum; and this, moreover,
is in accordance with the will of the Creator *

We are therefore acting in accordance with the divine
command when we seek to find out the laws which

1 Entwschlung der Gesetse des menschlichen Verkehrs, p 3.
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regulate our pleasures Enjoyments, m fact, are marked
by two characteristics ~ firstly, the magmtude of an enjoy-
ment diminishes progressively until satiety supervenes,
and secondly there 1s a similar diminution 1 repetitions
of the same enjoyment  Not only 1s the imitial satisfaction
lower, but its duration 1s also shorter, and, moreover, both
kinds of diminution are more marked, the more frequently
the repetition occurs ~ Gossen cites the usual illustrations
the first bite tastes the best the second less good, still less
|the third ~ The second principle 1s illustrated by the poor
man who finds much more pleasure n his Sunday roast
than does the plutocrat who 1s so unfortunate as to have
one every day mn the week !

From his analysis of enjoyments Gossen elicits three

ental principles which 1llustrate his pleasure and-

pamn philosophy  Somewhat abridged, the essence of
these 1s as follows

T Tn the case of each enjoyment there 13 a manner of
enjoyment, chiefly dependent on the frequency of
repetition which will make the sum of enjoyments a
maximum  If this maximum 1s attained a more
frequent or less frequent repetition will duminish the
total enjoyment

2 \When there 1s a choice between several enjoyments
but msufficient time to enjoy all completely, maxi-
mum enjoyment requires that all should be partly
enjoyed, even before the greatest of these enjoyments
has been exhausted At the moment of breaking off,
the enjoyment which 1s bemng denved from each of
the possible hines should be the same

3 \Thirdly and rather oddly the possxbxbty of mcreasmg
the sum total of enjoy
new enjoyment (however small n 1tself) 1s dxscovered
1Ibd pp 46




THE AUSTRIAN SCHOOL 339

or an existing enjoyment extended Blessed indeed
1s he who mnvents a new pleasure.!

Gossen's theory of value 1s intimately interwoven with
this principle of dimmishing satisfacion  The prevalent
confusion mn economic doctrine, he holds, springs exclu-
sively from different conceptions of value Nothing has
led to such unfortunate results as the *fichon of an
absolute value,” whereas n fact there 1s nothing mn the
external world which possesses such an absolute value ?
External things have value for us, he declares, according
as they Relp us to attain the purposes of hfe, 1n more
utiitanan language the magmtude of value 1s measured
by the -extent of The_ enjoyment_or _sgga{;gh\og__whtch
anything yields® On this he enunciates the essentlly
m'a?'gfrﬁ%sltap_;mmple that the individual “‘ atoms *’ (this
15 Gossen’s word) of any consumption-good have highly
different values Moreover, for any man only a deter-
minate number of these atoms has value, and beyond this
pomt an increase 1s valueless, the pownt of valuelessness,
however, 1s only reached after value, as represented by
successtve atoms, has gradually passed through the most
diverse grades of magmitude The first atom has the|
highest value, each additional increment has a smaller
value until worthlessness supervenes ¢

Moreover, 1n his analysis of value, Gossen is led to a
classification of goods which is strongly suggestive of that
advanced by Menger at a later date, and 1n his use of this

fication 1n tion with the problem of the deter-
mination of value, he js the angel of Wieser He duvides!
goods 1nto three classes: firstly, consumption - goods
(Genussmattel), and above this goods of the second and
of the third class  Goods of the second class are compl
mentary goods—the pipe and the tobacco, the oven and

1Ibd, pp 11, 12, 3L, 3Ibd, p 24
3Ibd, p. 46 41bd ., pp 31, 33
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the coal, the cart and the horse. The third class compnses
productive-goods, whose purpose 1s to create consumption-

oods.! The sigmficant thing with regard to Gossen 1s
that, 1n discussing the value of the goods of the second
and third classes, he plots out, if he does not lose himself
in, the field in which later Wieser was to disport himself
In the case of complementary goods, value 1s to be
ascribed (Werth zuzuschreiben ist) because they are of
assistance 1n prepanng the way for a satisfaction, but
what value should be so ascribed 1s not easy to determine
The combimed value of the goods will be given by the
satisfaction which mn combination they yield, but beyond
this one cannot go with precision, since they have value
only when combined, and individually they ‘“ will have
value only so far as there 1s an intention to supply the
mussing umts **  So, 1n the case of goods of the third class,
the estimate is *‘ mediate ’ (esme muttelbare), value can
only be ascribed to these 1n so far as they are of assistance
in producing a consumption-good, and they are worth
exactly as much as 1s rep d by the t: they
lend 1n producing these Here—except that Gossen uses
the word “‘ zuschreiben ** whereas Wieser uses “ zurech-
nen "’—is the core of Wieser’s productive contnbution

In two other respects Gossen’s anticipations of the future
deserve at least to be recorded His lengthy and rather

peculiar defimtion of ‘‘ work *’ need not concern us
unduly, except to the extent that it 15 based on the 1dea

of ““ work " as a_** disutility "’ which 15 to be balanced
against the uf resulting from it It follows, therefore,
that work should be continued until a negative balance

emerges from the process Work, he tells us, 1s something

undertaken to produce a satisfaction, that 1s, to create

something of value, and 1t follows that we are in a position|

to increase the sum total of the enjoyments of hfe by work,
3Ibd, pp 24, 25, 26
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so long as the satisfaction created by the work is to be
estimated as higher than the mconvenience caused by the
work !

So also, m his study of the question of exchange and
the lumts to which exchange should profitably be carred,
he uses the machinery of marginalism and the conception
of equ-marginal value For any given person, exchange
will continue to be advantageous until the last atoms of
the objects under consideration have for him equal value 2
In the hght of these 1llustrations, 1t is not too much to say
that 1n Gossen’s long-neglected work there may be found
all the essential 1deas and much of the technique of the
Austnan school.

Jevons

The 1mportance of Willlam Stanley Jevons® t1835-1882)
hes mn the fact that simultaneously with, and independ-
ently of, the Austnan school, he elaborated 1deas funda-
mentally 1dentical with theirs, and can thus claim to be
one of the onginators of the margmnal school * Jevons’s
Theory of Pohtical Economy (published 1n 1871, the same
year as Menger’s Grundsitze) 1s mspired throughout by a
‘* fear of the too great influence of authontative wnters on
Political Economy,’’ and there is in him not a httle of
conscious revolt against great names So far as concerns
method, he 1s an uncompromising advocate of the mathe-
matical character of economics ‘‘ Economy, if it be a!
science at all, must be a mathematical science.”’® It 1s

1Ibd, p 38

2Ibd, p 84

* Born at Liverpool in 1835 For a time in the Mint ot
Australia, 1866-1875 Professor of logic and mental and moral
philosophy at Owens College, Manchester, and lecturer 1
political economy, 1875-1880 Professor 1n London

4 The other non-Austnan founder of the Austnan school,
Leon Walras (son of Auguste Walras), must be crowded out
here His Elements d’Ecomomie Politique Pure dates from

18741._ and he 1s thus shghﬂy later than Menger and Jevons
8 Theory of Pohitical Economy, p 3
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bound to be a mathematical science because 1t deals with
quantities, with things which are capable of being more or
less 1n magnitude, indeed there cannot be a true theory of
| Political Economy which dispenses with the aid of the
differential calculus  Accepting sound utihitanan principles,
Political Economy thus becomes a calculus of pleasures
and pains, and 1if Jevons has doubts as to how far 1t 1s
possible to conceive a umt of pleasure or pan, he takes
refuge 1n the thought that the mind of the individual 1s
the balance which makes its own compansons If we ma;
not estimate, we may at least compare, since ‘‘ pleasures)l
m short, are for the time bemng as the mind estimate:
them "* And for the immediate purpose, to compare 1s
even more important than to measure

Jevons’s central doctnne, which he challengingly places
m the forefront of his book, 1s what he calls *“ the some-‘
what novel opmion that value depends entirely upon
utility,’”’? and he claims that it 1s possible to armnve at
a satisfactory theory of exchange (including as a con-
sequence the ordinary laws of supply and demand) merely
by tracing out the natural laws of the vanations of utiity
‘“ as depending upon the quantity of commodity in our'
possession ** Thus, of course, 1s merely the core of Gossen,
as 1t 18 of the marginal school ~ Utility 1s not an inherent
quality, rather 18 1t ‘“a carcumstance of things ansing
out of their relation to man’s requirements,’’* and 1 which
the t already p d 1s therefore a matenal factor
Taking the too famihar case of water, ‘‘all that we can
say, then, 1s that water up to a certan quantity is inds-
pensable, that furffier quantities will have various degrees

of utility; dist thatmzoﬁa'a“cé'rtﬁn pont, the utility

appears to"¢445¢ "™ "And In ‘general e same pnnciple
holds* ""the e articles va according

as we jlteadg possess miore or less of the same article *’
1IbWd ,p 10 AIbid,p 2 *Ibd,p 52 4Ibd,p 53
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Jevons 1s thus led, with the aid of curves now known
to every beginner, to distinguish between the total utility,
which may be great—indeed infinite, when a question of
maintaining life 1s mvolved—and the utility belonging to
any particular portion which, if 1t 1s possible to increase
the supply, may become as low as we choose For the,
utility of the last portion, Jevons uses the phrase ‘ final
degree of utiity,” and much confusion mn the past has,
he contends, been caused by failure to distinguish between
the total utility of a commodity which may be very great
and the final degree of utiity, which, by abundance
verging on superfluity, may be reduced to zero* Such
old conundrums as the comparative value of gold and iron,
of water and benedictine, and all the other usual examples,
rest fundamentally on a confusion with regard to the mean-
ing of the word ‘‘ value **  Water, 1f we talk sloppily with
our eyes on value-1n-use, may be said to be of infinite value,
but weighed drop for drop mn the balance of exchange, it
makes a poor show agamst benedictine Jevons would
say that, so far as there 1s a mystery, 1t 1s because we
confuse total utility with the final degree of utiity

Here, then, 1s what for Jevons 1s the ‘‘ all-important
point 1n all economical problems,” viz , the vanation of
the function expressing the final degree of utility, a)
function which ‘‘ varies with the quantity of commodity,
and ultimately decreases as that quantity increases ™%’
The same principle explains, for Jevons, the distribution;
of a commodity between various possible uses, a classical|
point in the later statement of the Austnan school.
Barley may be used to make beer, spints, bread, or to
feed cattle and so on  The theory of utiity shows that|
the distnbution between the varous uses should be so
assigned that the final degree of utility in the various direc-
tions should be equal *

1Ibid, po 58-61 Ibd,p 52 3Ibd, pp 68-70.
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With this doctrine of dimimshing utility, Jevons works
out a theory of exchange The word ** value,” owing to
1ts horrid confusions, he would discard, and substitute for
1t the expression ‘ ratio of exchange,’’? a suggestion which
has not prevailed against the power of custom  The value
of 1 commodity, if the ** dangerous term *’ may be per-
mitted, 1s measured not by total utiity, but by the
wtensity of the need we have for it, in even more precise
language, ‘‘ value 1n exchange 1s defined by the terminal
utility **2  The theory of exchange corresponds, the result
of exchange 1s that all commodities sink to the same
level of utiity mn respect of the last portions consumed

The opposing doctrine that value 1s caused by labour,
or that 1t 1s proportional to labour, Jevons dismisses very
curtly as one *‘ which cannot stand for a moment "’* As
he truly says, labour once spent has no fluence on the
future value of iy article, in this sphere of life bygones]
are for ever bygones ¢ Yet though he holds that the value
of labour 1s determined by the value of the produce, and
not the value of the produce by that of labour,® his
complete statement contains concessions which would
considerably placate an upholder of the labour theory
For labour, though never the cause of value, may be the
determining circumstance, and indeed he proves as a nder
to_his own _theory that 1n the case of articles which can
be produced in greater or less quanfity, exchange will take
place n the tatio of thie quantities produced by the same
quantity of labour ¢ "In"this case, then, Jevons's view
would appear to be that what 1s wrong with the labour
theory of value is not that 1t 1s untrue, but that 1t gives
the wrong reason for the truth which 1t declares

As distingmshed from the earlier forerunners, Jevons

11, p 83 4Ibid, p 159.

*Ibd, pp 83, 130 ¢Ibd, p 161,
$Ibd,p 157 $Ibd, p 182
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and Leon Walras (whom we can but distantly salute) are
almost entitled to be regarded as extra-mural founders of
the Austnian school, which we are now 1 a position to
consider The outstanding leaders of this group were
Menger, von Wieser and Bohm-Bawerk, with perhaps Sax
as the leading representative of those who might be called
followers
Menger

Of these, Karl Menger' (1840-1921), though the least
known 1n this country, has distinct pnionty in time, and,
notwithstanding a smaller lterary output, was probably
the most influential of the group. His Grundsatze der
Volk hschaftsleh blished 1n 1871, really estab-
lished the school Menger starts with a bold assertion
of the universaty of cause and effect The transition
from a state of want to a state in which want is satisfied
15, hke everything else, the result of causation Here,
then, 1s the subject of his analysis Those things which!'
have the capacity of being placed 1 a causal relationship
with the satisfaction of human needs are called utilities
In so far as we have power to place them 1n this connec-
tion they are called * goods e

That a_thing may b ~.good.””. four copditions are
necessary "Iher?%ﬁ-s-t%a:“ a_human need, the thing must
hd¥e Sich quafifieszsamable it to be Pplaced 1 relation-
ship with”the satisfaction of the want; this causal rela-

honshxp must be ized, and, lastly, there must™ be a
fspose of the thing m such a_way that jt can

satlsfy the want All these things are essentlal. if any
of the four is lacking, the thing loses its quality as

*Born 1840 at Neu Sandez 1n Gahca, student at Pra,
Vienna and Cracow, Professor of Economics at Vienna, 1873;
private tutor to Prince Rudolf of Austna  Returned to academic
work, and finally retired from the university in 1903. In 7900
was made a hife member of the Austrian Upper House.

* Grundsdtze, pp 1-7
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*good ’*  This looks hornbly abstract, but 1t is subtly
devised with a view to further argument

The satisfaction of needs, then, 1s the pnmary considera-
tion, but at once we come to a distinction, and it 1s_the
first fundamental pomnt n Menger  There are mg
which ¢an be immedately applied to the satisfaction of
our needs, as, for instance, bread Such he defines as
‘* goods of rder * But apart from these, there
are many things which indubitably possess the marks of
** goods,”” but which nevertheless stand 1n no immediate
causal connection with the satisfaction of our needs
Therr function 1s to produce goods which do, these are
goods of the second order, and exist to produce goods
of the first order with which, directly and without any
mediation, we satisfy our needs Beyond these are goods
of the third order, which produce goods of the second,
and so on, as far as human ingenuity cares to go !
Beyond the bread 1s the flour, beyond the flour, the gran,
beyond the gramn, the field and the plough, beyond the
plough, the iron  Whule, then, 1t is essential that a good
should stand 1n causal relationship to the satisfaction of
our needs, this relationship need not be direct 2

Menger at once proceeds to use his theory of the order
of goods in such a way as to foreshadow one of the
corner-stones of the margmahst theory To produce
goods of a lower order, the co-operation of several goods
of a higher order is required, to produce bread calls not
merely for meal or flour, but also for water, all the|
baker’s contrivances, fuel, and the baker alone knows
what else  These are complementary goods With regard
to these Menger lays down two propositions which are

ficant, even if ly The first 1s that
goods of a higher order only retain their quality as goods,
if we can dispose of the corresponding complementary
iId,p 3 31bd , pp 89
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goods—though 1t 1s true that they may retain this quahity
1 respect of other goods which they may also assist 1n
producing  Thus pipes cease to be goods when the
tobacco crop entirely fails, except in so far as they may
remain goods for the purpose of producing soap-bubbles |
The second proposition 1s that goods of a higher order
only remain goods so long as the goods of a lower order,
whose production they serve, retain the quality of goods

When golf goes wholly out of fashion, not merely do the
golf-clubs become useless, but all the machinery used
specifically and exclusively for the production of golf-clubs
will also, 1n that fell day, cease to be goods *

It will be seen to what distant end Menger 1s tending
The decisive position 1s occupicd by the goods nearest
the consumer, the goods of the first order, all others
derive their importance from these, and have their
justification 1n these, and they only hive as goods to the
extent to which they are countenanced by goods of a
lower order

The next_important point j anses from his
distinction between economic and non-economic ‘‘ goods,”
and the infereices drawn therelrom 1t requires fie to
produce goods of a lower order from those of a higher,
and the man who regulates his hife on economic principles
(der wirthschaftende Mensch) looks ahead and balances
the want (Bedarf) aganst the quantity of goods availab]e
Three cases may anse  The want or nee ter
than, less than, or exactlyco the supp! ly _The
first'1s the 1mportant case,-and when this sltuahon arises,
it must further be recognized that noWy
crete nee Which previously provision had been made
In'practice there are various consequences: the owner has
to make a choice between the more important needs

1Ibd, pp 11-17 3Ibd ., p st
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which he will continue to satisfy, and the less urgent which
he must reconcile himself to leaving unsatisfied  Other-
wise expressed, he must plan out the most expedient
manner in which the available supply of goods can be
used This 1s the meaning of economics (wirthschaft),
and these are goods! E goods, 1n}
short, are goods which we are compelled to economize;
because the supply 1s mnadequate, we have to decide that,
they may be applied to certain purposes and should not
be applied to others In the case of non-economic goods,
on the other hand, where the supply exceeds the need,
there 1s no occasion to arrange possible uses mn a descend

g order of importance, or to plan out the wisest employ-

ment of the available supply *

1t follows from this that the economic or non-economic
character of a good 1s no inherent immutable property
It anses from the proportion between the want or the
need and the quantity available, in short, 1t expresses
the ‘‘rareté’’ of Auguste Walras Accordingly, and
further, 1t follows that goods may pass from one class to
another by virtue of changes in this proportion  Increase
of population, development of wants, the progress of men
mn the knowledge of what may be serviceable to theu
well-being, any or all of these may lead to a change m
the character of the good *

So armed, we are prepared to meet the 1dea of value
Value springs from the same causes as confer on certan
goods the quality of being ‘‘ economic goods *’, 1t anses
from the relation of wants and supply, and from the fact
that mn goods a d of supply leads to
a want unsatisfied, or a want less adequately satsfied
than before Speaking generally, 1t expresses the impor-
tance or the significance which goods acquire in our eyes
owmg to our consciousness of the fact that we are

31bd pp S52-53. *1bd , p. 87. *Ibd, p 62




THE AUSTRIAN SCHOOL 349

dependent on our disposal of them for the satisfaction of
our needs Value, then, 1s a judgment of the mind, not
a property of the thing or an independent entity *
Different needs are of different importance Some
preserve life, some mmster to our comforts, some are
mere luxunes But even so, taking the most fundamental,
the importance attached to various concrete acts of satisfy-
mg the desire for food vanes greatly Up to a certain
pont 1t mamntains hfe, later it may result mn mere
enjoyment If continued (gloomy prophet!) it may turn
to pam, and finally impenil hfe and health itself This
too famibar illustration 1s, h , primanly ntroduced
m order to illustrate his scale of the importance of needs
Admittedly the demand for bread serves a more important
purpose than the demand for tobacco, at least 1t starts
off with a higher importance But 1t may, and does
happen, that later satisfactions from bread are less than
the earher satisfactions from tob E 1y
after eating for a certain time, 1t is wise to smoke *
Turning to the more objective problem of the determina-
tion of value 1n any case, the question 1s complicated by
reason of the fact that where a quantity of the good 1s
in existence, different portions, apphed in different direc-
tions, may yield entirely different satisfactions  Menger's
example 1s of the farmer who has a reasonably adequate
supply of grain, which after harvest he divides into
different portions and mentally allots to vanous purposes.
The first 15 to preserve the lives of his family, and so
we descend through next year’s seed, the brewing of
beer and brandy, until we end (since the farmer has
enough) wnth a supply of what Menger pleasingly calls
““ lux and guinea-
pigs ® The more famlhar example nings the changes on
Robinson Crusoe, his man Friday, his dog and his parrot.

11bd, pp 78, 86 SIbwd, p o1 Ibd, p 96
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Under these arcumstances, what is the value of the
quantity of corn which we take as the umt? The answer,
as so often, 1s found by asking another question What
want would remam unsatisfied m the event of the destruc-
tion or loss of the last portion 1n question?® In the cases
supposed, the farmer would get nd of his chinchillas,
Robinson Crusoe would wring his parrot’s neck, and all
other needs would remaimn satisfied as before Further,
as all hike portions of the dity are t ble
they must all have the same value, any of the sacks of
gramn may be the last In the case supposed by Menger
the value of the umt of corn 1s represented by the pleasure!
of keeping ‘‘ luxus-thieren ”*  Thus 1n general we get the
determination of value The value of any portion of
goods, when a supply exists, 1s represented by the least
important use to which such a portion 1s appled ?

In the case of those goods which are in direct touch
with the consumer, goods of the first order, the determina-
tion of value 1s thus a problem which admits of a
solution which 1s easily comprehensible ~ To put the point
of the previous paragraph m a shghtly different form,
value will be determned by the use which would first be
sacrificed in the event of a curtalment of supply And
1t 1s further clear that with a curtailment of supply, the
value will nse Crusoe, with his six sacks of gramn,
evaluates each by the pleasure he denves from his parrot's
conversation  When the rats eat one sack and the

1Ibd, p 98
*Ibid , p 99 The exact words may be given® * .. der Wert
emer T der I:t fir jede

Person demnach glexch der Bedeutung, we!che die am wenigsten
wichtigen der durch die Gesamt%uanmzt noch gesicherten und
mit emner gleichen T
fnedigungen fir sme hahn " Ths 1s merely a fragment of a
longer Menger's which

“seem to call for

are
dvnamita
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stuffed parrot adorns the ] each sack

the value of a dog—and so on through rising stages until,
when there 1s only one, 1t has for Crusoe the supreme
value he attaches to Robinson

When we come to goods of a higher order, we are,
however, confronted with complexities which the Austrian
school, despite the utmost ingenuity, never satisfactonly
resolved It 1s fundamental to the Austnan view that
value 15 reflected back, as against the erroneous cost-of-
production theory which attnbutes value to a product,
because goods possessing value have been spent and
consumed 1n 1ts production, and which thus denves the
value of goods of a lower order from the value postulated
to be already existing in goods of a higher order As
Menger says ‘' The value of goods of a higher order 1s
always, and without exception, conditioned by the value
of goods of a lower order towards the production of which
they are subservient '’* There 1s, indeed, the further
complication that the element of time enters, so that the
value of goods of a higher order to-day reflects the
prospective values, some time hence, of the goods they
are imstrumental i producing ?

But to determine how much value each of the goods
of a higher order denves from the value of the final
product 1s clearly no easy matter Menger’s solution 1s
obviously inadmissible The difficulties are patent Each |
product is the result of the co-operation of a group
(which may be large) of goods of a higher order, not all
of which may, however, be essential Menger notes that
gram results from the co-operation of land, manure, |
agricultural machinery and labour, and there may be
much more * But, though the use of manure increases
the supply obtained, nevertheless, even without any
manure, the crop will not entirely fail, so also the absence *

1Ibd, p 124 "Ibd, p 138 *Ibd, p 139
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of manure mught be counteracted by increased labour mn
’other directions  Moreover, there 1s the further complexity
that complementary goods, which enter into a given
combination with a view to the production of one com-
modity, may also, m another combination, stand mn a
similar relationship to an entirely different good of a
lower order  There 1s more than one kind of agricultural
produce, and very different values attach to each of
them In this criss-cross of uncertainty, how much value
may we allow the manure to derive from the value of
the gram? Menger nghtly says that the value of a
higher good cannot be equivalent to the satisfaction
yielded by the whole product which 1t helps to create
What he suggests 1s that the value of a higher good 1s
represented by the difference which 1its presence makes,
or the loss which would be sustamed by its withdrawal
from the group * This, however, 1s clearly nadmissible
It 1s unnecessary to go nto refined anthmetical examples
to realize that the withdrawal or destruction of land would
have a devastating effect on agriculture, and therefore,
on Menger's pnnciples, the whole value of the producti
should pass to land, yet the contribution of agnicultural
mmplements and of manure cannot be denied To the
ordinary man, therefore, 1t would seem that, on Menger’s
solution, goods of a higher order might jointly derive from
a good of a lower order a greater value than that good

itself possesses Menger, 1t shou d, apples,
although 1n a ef discus: same prnciple to
the question of the determination of wages  The value of|

labour mn any given case 1s represented by the loss
we should suffer in the event of that labour being wath-
drawn *

Lastly (or at least lastly for our purposes), Menger
apples the general principles underlying his doctrine to

1lbd, p 142 3Ibd, pp 149-150
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the problem of the motives prompting to exchange, and
the extent to which exchange should be carried Daring
to make game of Adam Smith’s odd phrase regarding the
‘¢ propensity to truck,”’? he shows that exchange 1s rooted
m the ordinary individualistic impulse striving for the
completest satisfaction of needs Wherever A has
session of certain quantities of a good which have for
a less value than certain quantities of another good whicl
are m the possession of B (and the reverse position hol
the other way round), 1t will be advantageous for bof
that exchange should take place, and 1t 1s only nec
to confront the six horses and the one cow which
possesses agamnst the six cows and the one horse whi
B has, specifying the dumnishing value which each
successive unit of cow and horse has in the eyes of A
and B, to see up to what point exchange should take
place It 1s necessary to mention this pomt, but
unnecessary to expand 1t, since this 1s one of the points
more fully developed by Bohm-Bawerk ?

Before leaving Menger, 1t 1s perhaps worthy of mention
that he does not use the word ‘‘ margin,”” which was
lying rmﬁmﬁn Thunen It
1s to Wieser that this famihar friend 1s due, Menger hum-
self peniphrastically speaks of the ‘‘ least important ** use.

Wieser

As we are here concerned only with the general
1deas of the Austrian school, the other leading members
must be more summanly dismissed Menger laid down
the broad lines of doctnne, the others elaborated, and
the elaboration became so subtle in its higher reaches, that
one 1s tempted to concur in the view that the consequent
advantage is to be found rather mn the mtellectual
gymnastics performed by these authors than 1 any new

1Id, pp 153-154. *Ibd, pp. 159-168

M
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) zesults obtamed ~ Friedrich von Wieser! (1851-1926), who
followed Menger with huis Ursprung und Hauptgesetze des
Wirthschaftischen Werthes (1884), provided m his later
Natural Value (1889) what was doubtless the most
charactenstic statement of Austiian doctrine  Relying on
Gossen's Law of Dimimshing Satisfaction, he gives a
more precise statement of the doctrine of margmal utihty,
to which he gave the now accepted name of ‘‘ Grenz-
nutzen "’ His approach 1s defimitely psychological Our
anterest 1s primanly in our satisfactions, but under certain
conditions—pnmanly the himutation of the supply of goods
and the power to modify the extent of that supply—
the interest 1s transferred from the need to the thing
which satisfies that need, and which thus becomes
mvested with value 2 The most characteristic part of
‘Wieser’s contribution to the school lies 1n his doctrine of
Zurechnung, which has been acchmatized mn this country
as ‘‘imputation ’ or ‘‘ attnbution ’ It has been scen
that one of the leading tenets of the school 1s that value
exists pnmanly and essentially 1n goods of the first order
—goods, that 1s to say, which, immediately serving the
uses of the consumer, obtain a value directly from an
estimate of therr marginal use. To all goods of higher
order, production-goods, value 1s reflected back The
needle denves its value from the value of the stocking,
the plough, ultimately, from the value of the bread, and
so on Here anises the problem of * imputation” Ina
sense the higher goods have no value until a value is
‘““umputed ”’ or “attnbuted "’ to them, but on what
principles 1s a share of the value to be imputed to goods
of a higher order? It is scarcely too much to say that

* Born 1851, educated at Vienna, for a short time 1n the Civil
Service, then teaching in the Universities of Vienna and Prague,
g to Prague in to Menger Minister of Com-
merce, 1917, returning later to his Chair  Died 1026
2 Ursprung, p 8¢
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Wieser's whole theory consists 1n an analysis of the
working of the process of mmputation Two points are
worthy of notice Furstly, imputation follows the
marginal law, here also 1t 15 1 the bight of the least
important product that we must determine what value
15 to be reflected back or ‘‘imputed ’' Secondly, he
differs from Menger mn his method of determiming the
value of complementary goods. Menger, 1t will be
remembered, had suggested that the value in such a case
would be determmed by the loss which would resnlt
from the withdrawal of the good from the combination
In a senes of chapters? Wieser argues, as against Menger,
that 1n the case of a stock of heterogeneous goods, when
one 1s removed, the others are simultaneously deprived
of a portion of their effect Consequently, ** the deciding
element 1s not that portion of the return which 1s lost
through the loss of a good, but that which 1s secured by
its possession '**  Wieser’s own solution is to determine
what he calls the ‘‘ productive contribution ** by the use
of a senes of equations, showing the results of using the
goods in varymng combinations

Though Wieser furmshes the classical statement of
marginabist doctrine, nevertheless he seems to attempt a
reconciliation of the Austrian theory of value with the cost-
of-production theory In one passage of his Ursprung*
he speaks of the process of value-formation as being a
circular course. It rises from consumption-goods to
productlongoods when determined there, 1t agam

ds from di goods to

The descending “branch whereby. in the hard mhty of|
practice, the cost of the production-goods has to be met
by the value received from the product, is visible of all

’thural anua Book III, chap 8

2 1bd mﬂcnln ahspo 46.
3 Ibd , 55 of Eng

‘Unpmu p 156
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{men, not so the ascending (and prior) branch, which
onginally gives the productive goods their value Once
value has been conferred on & good of a higher order, 1t
appears to us as a ‘‘ gegebene Thatsache,”” a datum
all subsequent transactions Thus Wieser’s view would
appear to be that the cost-of-production theory of value
is not so much erroneous as incomplete It 1s true so far
as 1t goes, and m most cases 1s so 1 practice, but 1t does
not push its inquiries far enough to find the source of that
value which 1t accepts as existing 1n the productive goods

Bohm-Bawerk

The third of the great Austrians who form the core of
the Austnan school 1s Eugen von Bohm-Bawerk! (1851-
1914), perhaps the best known 1n this country, by reason
of his theories regarding interest, and his very brlhant
assault on the Marxian system For our immediate
purposes, Bohm-Bawerk 1s the author of two considerable
works, both of which have fortunately been translated,
one under the title of Capstal and Interest, and the other
as The_Po; heory of Capital The former 1s an
elaborate criticism of all earlier theones of interest, so
that the work 1s mn substance a very learned and detailed
history of economic doctrine on this one pont  Thus work
is wholly destructive and cntical, and though it prepares
the way for a statement of the author’s own views, 1t does
not m fact contamn such a statement It is to its com-
panion work, The Positive Theory of Capital, that we
must turn to get Bohm-Bawerk’s contnbution to Austrian
doctrine

So far as the main parts of his work were concerned,

1 Born at Briinn, in Moravia, mn 1851, studied at Vienna,
employed for a_time 1n the Finance Department of the Impenal
G R d to acad fe, and ul ly became
Professor 1n Vienna In 189o, Ministenialrath in the Finance

Department Remained 1n the Government service until 1909,
thereafter again Professor in Vienna
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Bohm-Bawerk nightly recognizes that on the whole, and
apart from the discussion of interest, he was able to follow
in the footsteps of previous theonsts (Menger and Wieser)
For our present elementary purposes, it 1s therefore
unnecessary to attempt any survey of Bohm-Bawerk as a
whole There are, however, two pomnts in Bohm-Bawerk’s
doctrine to which reference 1s frequently made, and which
may therefore be briefly noted here One 1s his theory
that price 1s determmed by what he calls the ‘‘ marginal
paurs ', the other is represented by his views on interest,
a subject which he describes as the ‘“ heavy part *’ of his
leading work

The theory of the determimation of price by the so-called
‘““marginal pars’’ 1s to be found n the concluding
portions of Bohm-Bawerk’s discussion of * price,’’! n
which up to a pomnt he shrouds obvious truth behind
considerable complexity of statement In the case of
1solated exchange? the price will be ** determmed some-
where between the subjective valuation of the commodity
by the buyer as upper mut, and the subjective valuation
by the seller as lower hmit "’ Putting it in everyday
language, 1n the isolated exchange the buyer will not pay
more than he thinks the thing 1s worth, nor wll the seller
sell for less than he, on his side, thinks 1t 1s worth, and
the actual price will fall between these two himuts. Next
he advances to one-sided competition among buyers,* and
agam it 1s obvious that *‘ the most capable competitor,”
the buyer who 1s willing to go furthest, will be the
purchaser, and 1t 1s also obvious that the price will be
somewhere between his valuation (the price to which he
1s willing to nse) and the valuation of the *‘ most
capable of the unsuccessful competitors *’ In an auction

1 Positive Theory of Capital, Book IV.

# Ibwd , Book IV, chap 2
3 Ibwd , Book 1V, chap 3
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the buyer will be the man prepared to give most, and he
will have to go beyond the it set by the bidder, who,
next to hum, hangs on longest  All this 1s truth such as
scarcely requires an Austrian for its unveiling.

It 1s when Bohm-Bawerk comes to the 1dea of two-sided
competition! that the 1dea of ‘‘ marginal pairs *’ emerges
For the sake of clanty it may be as well to take his own
example Ten people anxious to buy a horse come to|
market, where they are confronted by eight people each!
anxious to sell a horse, and by a remarkable comadence|
no one horse differs from any of the other seven in any
conceivable respect. The buyers and sellers each come
with a different valuation of what a horse 1s worth, and 1n
Bohm-Bawerk's 1illustration the valuations are as follows

Buyers Sellers

A, values a horse at {30 B, values a horse at £10

(and will buy at (and will sell at

any prnice under) any price over)
A, 28 B, 1
A, 26 B, 15
A, 24 B, 17
A, 22 B, 20
A, 21 B, 21 10
A, 20 B, 25
A, 18 B, 26
A, 17

.

. 15

Under these circumstances what will happen? Clearly
A,, the most capable buyer, will buy a horse, he is in fact
prepared to give a price which would induce any of the
eight potential sellers to part with his horse  So likewise
B, 1s sure to sell for smilar reasons A, and B, are in
fact sure to do business (though not necessarily with one|
another) Had they met m isolation, the price arnved at
between them might have been anything ranging from just
over £10 to something just under £30, depending on which
happened to be the better player of poker But n actual
1 Ibid , Book IV, chap 4
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fact the hmits within which the price may range will bej
restricted for them by buyers and sellers with less latitude
So A, and B, can be relied on to do business, agamn wit
hmits determined by less ‘“ capable ** buyers and sellers.
Looking down the table, 1t 1s clear that the last peopl
who could do business would be in fact A; and B,, the
who just fail to do business are A, and B,  These are the!
marginal pairs, and while B;, who 1s a certain seller, may|
sell hus horse to any of the A’s who 1n fact buy, the prices
at which the transaction will be carried through will be
determined within the hmits set by the last ins and the
last outs Waiving refinements, price 1s determined|
within the limits set by the subjective valuations of the
marginal pairs The important pont in all this hes mn
the inferences which flow from the doctrine of margimnal
parrs, for it follows, firstly, that every market pnce 1s
iself a margnal price, and secondly, that pnice, despite
1ts apparent objectivity, 1s the product of subjective
valuations

The other pomnt of fundamental importance 1n Bohm-
Bawerk, that ndeed which he made pecuharly his own, is
the subject terest The pomnt to be explained 1s why
pres?ﬂ'fgo"mwe a higher subjective value than futur
goods of a like kind and number, why in fact {100 to-da;
1s worth £105 a year hence, n other words, why interes
emerges Of this problem neither Menger nor Wieser had
given a wholly satsfactory account Bohm-Bawerk’s
explanation 1s largely psychological, resting on the fact
that we systematically discount the future He advances
three main influences operating 1n this direction ! Furstly,
1n so far as we expect to be better off in the future, a ke
sum to-day will have a higher marginal value than the
same sum 1n those more affluent times towards which (as

1 Dealt with successively 1n Positive Theory of Capital, Book
V, chaps 2, 3 and 4
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we hope and trust) we are steadily moving  This applies
to all who, being 1n embarrassment, expect to escape from
therr touls, 1t applies to the vast multitude who hope to be
better rewarded in future, when their deserts are more
worthily recognized It does not apply to people on the
down-grade, who are moving nexorably towards a pension
of 40/8oths, or something worse, but even here present
goods are, mn the worst case, at least equal mn value to
future goods, since they can in general be carned forward
without loss of value, and moreover they may act in the
meantime as a reserve fund for anything that may turn
up Even such people therefore will rate present goods
as high as, and perhaps slightly higher than, future goods
This, then, 1s the first reason for discounting the future,
and anses from the fact that the hope which springs
eternal 1n the human breast leads us to anticipate less
stringent days ahead

The second reason 1s that, just as we tend to over-
estimate our means mn the future, so we tend to under-
estimate our future wants This hkewse 1s a complex
of vanous influences  Partly 1t 1s due to a lack of
imagination, we do not realize how many things we shall
want next year, how many pleasures will plead to be
tasted, how many ‘‘ calls,” not to be avoided, are sure
to be made upon us Partly 1t 1s lack of will, we are
feeble creatures, running through our salary on the day
we get 1t, although we have an ntellectual apperception
of the fact that there are other thirty days i the month,
weakly making promises even when, n making them, we
know we are letting ourselves mn for trouble As a con-
sequence we pit our goods 1n the future against a body of
wants and demands which, when the time comes, will be
greater than we have allowed for  The effect of these two
errors of optimism, in putting our future resources at a
maxmmum and the future claims against us at a minimum,
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leads us to think that our money will go further in future,
and will therefore have a lower marginal utility than, alas,
we shall find to be the case when the time comes  Thus,
quite apart from the fact that hfe 1s short and uncertan
and we may never have a future, ‘‘ we look at the
margmal utility of future goods diminished, as 1t were in
perspective *’?

The third cause advanced by Bohm-Bawerk 1n explana-
tion of the emergence of nterest 1s of a different character.
It relates to the superionty of what he calls ** roundabout
methods of production ** More can be produced by a
wisely chosen capitalistic process than can be obtained by
durect unassisted production  Longer methods of produc-
tion lead to a greater product, and therefore 1n companng
present and future goods, present goods are techmically
preferable in enabling the capitalist to obtain the advan-
tages of roundabout methods of production, and the larger
yield 1n the future This leads to some of the points
round which most discussion has centred, 1t 1s sufficient
here to note the technical supenonty of present goods,
viewed from the angle of roundabout processes of
production ?

Menger, Wieser and Bohm-Bawerk together sufficiently
represent for the begmnner the core and nucleus of the
Austnian school, but perhaps a fourth wnter claims, and
can hardly be refused, inclusion among the ongmal
founders It 1s obvious to us to-day that all the essentials
of the Austrian theory are applicable not merely to the
economy of the individual, but also to the economy of the
State, and in particular that 1n that most crucial point of
contact between the individual and the State, represented
by taxation, that which 1s transferred to the State will
also have for the State a marginal utihty ~ The State may

3 Ibd, p 258 (Englsh translation)
3See, ¢ g, pp 82, 268 of the Englsh translation
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take, and apply to less urgent purposes, money which
might have been more profitably employed by the tax-
payer This 1s indeed a rather dowdy old truth, which,
however, 1s clearly capable of being neatly dressed n a
chic Viennese confection A discussion of this aspect of
the question was the peculiar contnbution of Emil Sax
m his Grundlegung der Theoretsischen Staatswirthschaft
(1887) He applied Austrian thought to the economics of
the State, and mn particular used it to develop a theory of
taxation.
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THOUGH the leaders of the Austnian school lived well nte
the twentieth century, their work was 1n fact accomplshed
m the 1870’s and the 1880’s Since then 1t 1s almost
certainly true that more books on economics have been
wntten than n the whole of the previous preparatory
existence of the planet, and some of these by wnters who
are worthy of being placed among the greatest writers of
all tme To allow the curtan to fall on the Austnans
may therefore appear to be an act savouring of excessive
cowardice  Yet even for such a prudent act as cowardice,
excuses and pleas may be entered In the first place, 1t is
wise that what purports to be a history, designed to be
used along with a text-book, should stop with the day
before yesterday, and should leave the economic doctrine
of to-day, and probably of yesterday, to be expounded in
the ordinary text-book, or m the class-room  The current
account of economic principles, whether embodied mn a
vendible commodity of the usual type, or delivered in the
form of a course of lectures which pensh in the instant of
their performance, should reflect and expound the wrang-
lings of the last twenty or thirty years ~Consequently, so
far as this book is concerned, those writers who have not
yet become a matter of history may be left for treatment
m the adjacent arena It 1s for those who train the young
in economic ways to mnterpret Marshall and Nicholson in
the immediate past, and6 Pigou, Keynes, Hawtrey,
303
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Robertson and an endless chamn of others in the present,
not forgetting Schumpeter and Pareto, Cassel and J B
Clark, Wicksell and Knapp, and as many more as there
may be room for And may they be guided n satisfying
all intelligent inquirers|

Secondly, though 1t 1s perhaps merely expressing the
same pomt from a different angle, we are still too near
post-Austrian developments to be able properly to assess
therr value It 15 a wise ant that knows the highest tree
of the forest in which he pursues his economic activity
Time has a strange trick of putting down the mighty from
their seats and exalting those of low degree, and 1t may
later be found that some who have made most noise have
been merely loud-speakers in a cul-de-sac We may make
‘reasonably accurate guesses as to the most influential
personalities of the last generation, but till they and their
works have been scrutinized by the relatively indifferent
eyes of our children, they are merely candidates for
immortality

Yet perhaps 1n conclusion something ought to be said
with regard to the state of economic doctrine 1n the inter-
vening generation since the Austrians and the position
to-day, without, however, being so rash as to condescend
to particulars It may be said that 1n these last fifty years
much thought has been dominated, and all thought has
been influenced, by the *“ margin '’ and the other mngredi-
ents of the Austrian point of view In this country the
leading figure has undoubtedly been that of Alfred
Marshall (1842-1924), who, as a first approach, 1s perhaps
best viewed as representing an endeavour to give Austrian
1deas their due place, without becoming swamped
Austrian super-refinements, and thus to effect a synthesis
of the Austnan ideas and the older Political Economy.

Yet, though margmahsm provides the shmulus to much
of the best thought m the last generation—J. B, Clark
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1s another stnking example, to take but one—there are
indications that the master-key of the Austrans is no
longer regarded as the Open Sesame which 1t appeared to
be on 1ts first announcement The margin has certainly
come to stay, 1t 1s meluctable, and cannot be avoided even
by changing its name, though this 1s a device to which
resort has not infrequently been made 1n the history of
human thought So long as there are hmited supples,
and purposes or satisfactions of varying degrees of import-
ance, 1t 1s of the essence of economucs that the more urgent
need be satisfied first Somewhere a satisfaction or a
purpose will be included while 1ts neighbour 1s excluded,
and where the guillotine falls, there wall the margin be, by
lature it be disgmsed But the cloud-
capped towers of the Austnan edifice are scarcely any
longer regarded as providing the desirable flats for
which we 1magined them to be when we were
very young  The vertigo which accompanies residence in
these altitudes 1s nsufficiently compensated by the gym-
nastic traiming nvolved 1n gettng there It 1s doubtful
whether we consume according to the principles of the
differential calculus; consumption may indeed be a dis-
continuous process It is doubtful also whether we may
not have ted too tiomngly the umiversal
applicability of “the Law of Dummshmg Utility, putting
aside the baser satisfactions, when the lean and hungry
belly barks for food, 1t may be that the things with regard
to which appetite comes with eating are as numerous as
those which end with satiety and repleteness
Partly, then, because of a vague dissatisfaction with its-
psychological basis, and partly for other reasons, there
has perhaps been a growing disposition to be cntical
of marginalism, at least in its subtler applications. Yet,
so far as the ordinary eye can see, there has been no
definite in any direction to replace it.
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Economics to-day 1s, indeed, mn some respects m a
cunious position, 1its professors suffer from economic
agnosticism, 1f indeed the agnosticism does not amount to
an active lack of faith in all dogma  Take, for instance,
a statement which embodies the faith, or lack of faith,
-of the Cambndge school, on whom the mantle of Marshall
rests—echoing, as it happens, a saymng of Marshall
himself ““ The theory of economics does not furmish a
body of settled 1 diately applicable to
poicy It 1s a method rather than a doctnne, an
apparatus of the mind, a techmque of thinking, which;
belps 1ts possessor to draw correct conclusions '’* To,
say that economics 1s a method rather than a doctrine,
that 1t 15 not a body of concrete truth but an engme for
‘the discovery of concrete truth, 1s to express with great
felicity the view that economic truth, as such, 1s unattain-
able. So hikewise Schumpeter, looking back on a perod
of ten or twenty years ago, speaks of the prevailing
** tendency among many of the most competent economists

to discourage further investigation into its time-|
honoured probl and to der further refi i
as superfluous or worse,”” and of the belief, then existing, "
that “ the great work had been done” So also Mr.;
Homan, 1n a chapter on ‘‘ The Present Impasse ' : !

‘“ Apparently weanied by controversy, and perhaps
impressed by the futihty of further refinements of abstract
theory 1n the face of the complex facts of modern lLfe,
economusts for the most part made an end of controversy

+ some fifteen or twenty years ago, and turned their atten-

tion more largely to a realstic study of the hfe about
them "*?

‘Such is the explanation of the * anti-theoretic schools
"1 General Introd: to the Cambndge E Hand-
books

% Homan, Comtempordry Ecomomic Thought, Pp 442-443
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of thought,”” the self-styled ‘' mstitutionalism " which has
attamed promunence i America, and which Schumpeter
regards as the Nemesis of the petnfication of theory.
Whether indeed 1t be possible to leave theory in bond,
and thereafter throw oneself on the facts and the
problems, without later and surreptitiously being com-
pelled to apply for the release of certain instalments of
theory ad hoc, need not be discussed In any case, the
mstitutionalists are a curious ilustration of the economic
agnosticism of recent years, even if, as some hope, that
agnosticism may be passing !

Another reason for the indecision and agnosticism of
recent economic speculation 1s to be found n the fact
that socially and pohtically we are hving in an age of
transiton  In the grandiloquent old phrase, ‘ humamty
1s on the march ” The Poltical Economy of the nine-
teenth century reflected the conditions in which it was
born, and assumed fullness of competition, rooted n the
uncontrolled action of individual self-interest But com-
petition and lasssez-fasre, 1f they are stll something more
than dim memones, are, at least, like other surviving
Victorians, ‘‘ not what they once were '’ Men are no
longer units, they are being compulsorily coagulated into
groups, and the forces of combination and regulation are
producing a society very different from that which the
nineteenth century Political E y set out to interp
That we are in a tranaitional stage between individualism
and collectivism, by no means sure how far we shall
travel nor at what speed we shall move towards our
unknown destination, is a contributory factor to the
recent dissatisfaction with theory, since nevi-

L For an expression ot the recent and current Amencan point
of view, reference may be made to the collection of essays by
various writers edited by R G Tugwell under the title The
Trend of Economics.
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tably the assumptions on which theory has been based
have appeared to lag behind the facts What once was
an explanation tends to become a first approach to an
explanation, and the ardent and impatient spint conse-
quently protests against the unreality of all theory:

Grau, theurer Freund, st alle Theore,
Und grun des Lebens goldner Baum

But if the economists of to-day are commendably
modest regarding the vahdity of any general body of
dogma—if 1n this country at least they have learned to
shun the treatise—this consideration has i no wise
restramed their ardour n the pursuit of truth, even if
truth be recognized as an elusive goddess In particular
in the upheaval of war and the maladjustments of peace,
nearly all the subjects of most urgent controversy have
been primanly economic in character In these circum-
stances the monograph becomes a necessity the stately
statement of pnnciples, the emblem of concrete truth,
becomes but a beacon shiming from an unattainable land *
There has thus been opened up an extensive series of
problems which have recently been subjected to a
subtlety of analysis which Ricardo, in his most Ricardian
moments, might have envied Among such may be
mentioned the whole theory of money, the problem of the
rate of exchange between different countries, the theory
and practice of banking, especially in the q of
changes in the rate of discount, and the beanng of all
this on the trade cycle Mr Keynes has very properly
commented on the paucity of attention which the theory
of money has received in the past It may be that in
the voluminous discussions on these matters consequent

1 For a m%guﬂve -hscusnon of the different functions of the
treatise and the monogra; Mr Keynes's short bmgnphy of
Marshall in Mammals o] AI/nd Marshall pp 35-36
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on post-war phenomena, in which in this country the
wntings of Mr Keynes, Mr Hawtrey and Mr Robertson
play an important part, we have the beginnmngs of a
new and significant chapter 1n economic speculation.
But there 1s one poimnt on which 1t 1s difficult to suppress
a sentimental sigh In the past, economics has been,
1 the mam and with certain notable exceptions, a study
within the reach of the intelhgent and leisured layman
Anyone can read Smith and Malthus, everyone (heaven
help him!) was meant to read Marx  If intelligent people
get lost n Carey, 1t 1s equally true that quite nteligent
people never reach the end of Str Charles Grandison—and
doubtless for similar reasons But Professor Robbins 18
probably nght n saying that the economucs of the future
““wll not be a body of knowledge accessible to every-
one’’ To profit by Mr Keynes's Treatsse on Money or
Professor Pigou’s Industnal Fluctuations, to take the first
two examples that come, calls for a greater equipment
than a combination of intelligence and curiosity

It may be suggested that a tme of comparative
scepticism and agnosticism with regard to economic
dogma 1s an mnapproprate juncture for the study of the
history of ecomomic doctnne in the past. If in our
more restrained days economics 1s a method rather than
a doctrne, 1if 1t 15 only an apparatus of the mind, a
techmque of thinking, why should we trouble about
the shots at truth which our over-confident forefathers
may have made? But indeed it is pnmanly in such
an age that a study of the history of economic doctrine
is most profitable When there is no dominant school,
when theory is in solution and truth may be anywhere,
ideas of all kind, mutually contradictory, jostle aganst
each other in the pot in which public opinion is cooked.
Dr Hans Honegger has recently, with great danng,
wntten an excellent little book expounding the present
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position of economic thought, especially as represented
i Germany ' But when he comes to classify his
Gedankenstromungen, there are so many streams of
thought that the result 1s an obvious whirlpool ~Apart
from the pure economic schools, broodmg on the margm,
there are, n his lature, Neolb Neomer-
b aniil N 1 and Ne 4k, each
represented by very disinguished names A similar result
would emerge from any attempt to classify the streams
of thought in this country during the last quarter of a
century, and from this angle, for a comprehension of the
present, a knowledge of the past 15 essential We also
have our neo-mercantibists, so also we have our neo- as
well as our palzo-liberals  Alongside our economic
cubists panting for the twenty-first century, we have our
mediaevalists hankenng after the fourteenth We have
mdividuahist luncheons and we have all degrees of
etatisme At cattle shows and at farmers’ banquets the
voice of the Physiocrat 1s heard in the land No point
of view, once expressed, ever seems wholly to die, and
in penods of transition like the present, our ears are
full of the whisperings of dead men

1

V haftliche Systeme der

NOTES FOR FURTHER READING

(THE purpose of these notes 1s not to prov:de a.nythmg
with claims to be regarded as an

but merely to furnish suggestions for further reading The
List 13 therefore restricted to books which are likely to be
available, or at least to be obtaimnable )

General

The student will find two books especially serviceable
as general histornies Haney, A History of Economc
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Thought (Macmillan), and Gide and Rist, 4 History of
Economic Doctrines The former 18 the nearest approach
to an exhaustive history in English, even though 1t may
bave the defect of too conscientiously aiming at com-
pleteness, the latter 1s the standard Ftench work and
from the Physiocrats ds, it pi a
series of studies of phases of thought
An excellent translation 1s available (Harrap) The third
of the standard works, Ingram, 4 History of Politscal
Economy (Black), seems to me somewhat unequal, and
tends, especially in the last chapter, to become a lst of
names Price’s Short History of Polstical Ecomomy m
England (Methuen) 1s confined to the leading figures n
English Political Economy, and combines cnticism and
bmgra,phy For the student who reads German, Oncken.
hichte der N. b (Hirschfeld)
one of the best and most learned accounts of t.he pre-
Smith period It 1s largely devoted to the mediaeval period
and the Physiocrats
Of more recent books five may be mentoned Quite
xecenﬂy (1930) Spann, Die Haupitheonen der Volks-
ftslehve has been lated under the title Types
of Eamamu Theory (Allen and Unwin) This book has
its interesting aspects, but 1t suffers from beng wntten
by the head of the Neo-Romantic School, and it reveals
a certan amount of bias, and indeed lack of comprehen-
sion, where the author’s sympathies are not engaged The
first two volumes of Gonnard, Histowe des Doctrnes
Economiques (Librare Valois) are wholly admurable
examples of the felicity and clanty of French exposition
Somehow the third volume seems leas happy, at least
to an Englsh reader Momb der National
Skonomse (Fischer, Jena), though somewhat ponderous,
has two ments, 1t covers the ground very systematic-
ally, and 1t has very full bibliographies attached to
each section  Surdnyi-Unger, Phulosophie 1n der Volkswrt-
Schaftslehre (Fischer, Jena, two volumes), does not profess
to bo a history of Political Economy nor a hustory
of philosophy, but mn fact, 1n its comprehensiveness, 1t
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provides a very learned and exhaustive discussion of
nearly all aspects of the story of economuc doctrme It
1s so extensive, however, that 1t should perhaps be
commended only to the leisured or the specialist Lastly,
Schumpeter, Epochen der Dogmen- und Methodengeschichte,
contributed to the first part of the Grundnss der
Sozialokonomsk (Mohr, Tubingen), 1s an admirable short
summary, but one feels that it wil yield 1its full value
only to those who brnng a considerable measure of
knowledge to 1its perusal These should be sufficient so far
as concerns books of a general character, but the mnsatiable
student will find an extensive bibliography of the older
general books in Haney

Monroe, Early Economic Thought (Harvard Unwversity
Press), and Gemahling, Les Grands Econmomstes (Sirey),
contamn useful selections from leading economists, the
former, however, bewng entirely pte-Sn:uth The various
volumes 1 the Petite Bibliothéq blished
by Gullaumin) give, for each author included 1n the seres,
a general f d by sel which are
usually made with discnmmnation These are easly
obtained second-hand

Special

Apan from the foregoing works which are general and

n their ch , 1t may be convement to

add a few references relating to the separate chapters

Chapter I Laistner Greek Ecomomics

Chaptey II O'Brnien An Essay on Mediaeval Economic
Teaching, Tawney Religion and the Rise of Capstalism,
Ashley An Introduction to English Economic History and
Theory

The German-reading student who shies at the totality
of St Thomas Aqumas will find all the economic and
political sections brought together in Ausgewahlte Schrften
zur Staats- und Wirtschaftslehre des Thomas von Aqusno,
edited by Schreyvogl in the Herdflamme seres (Fischer,
Jena)
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Chapter III  There 13 not so much specialist literature
about mercantilist doctrine as might be expected Mun
has been twice reprinted in recent years (Macmillan and
Economic History Society Repnnts), and there are
selections from Mun, Serra and Hornick 1n Monroe's Early
Economsc : Thought  Schmoller's chapter on ‘* The
Mercantile System " 18 also included in Macmillan’s series of
““ Economic Classics **

Chapter 1V Higgs The Physiwocrats  Quesnay's
complete works have been edited by Oncken

Chapter V For such a great man, Adam Smith has not
been too well served in the matter of special studies, but
there are b phies of a critical character by ] Rae, F W.
Hust, R B Haldane and H C MacPherson On this
and the following chapter, for the more philosophic aspects,
reference may be made to Halévy, The Growth of
Philosophic Radicalism, and to Bonar, Philosophy and
Political Economy i some of thew Historical Relations

Chapter VI Malthus's Essay and Ricardo’s Principles are
availlable 1n Everyman’s Library The more important
essays of Ricardo have been edited by Gonner The first
edition of Malthus has been reissued by the Royal
Economuc Society See also Bonar, Malthus and his Work

Chapters VII, VIII, I1X and X Apart from the onginal
authorities themselves, there 1s not much lterature of a
specialist nature available and suitable for the beginner on
the subject of these chapters Rae has been re-cast and

blished as The I | Theory of Capstal A
study of Sismondi has recently appeared, Simonde de
Stsmonds as an Economist by Mao-Lan Tuan Miller's
more important works have been reissued 1n the
Herdflamme senes, and the Isolierte Staat 1s in the
S lung S hafthcher Mestey (both senes with
Fischer, Jena) Luist's System of National Economy 13
available 1n a translation, see also Margaret Hurst, Life of
Friednch List Bastiat 1s easily accessible, being the kind
of person who still has controversial valye Carey, on the
other hand, figures in second-hand catalogues with singular
wnfrequency, all things considered
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Chapter XI The lterature relating to Marx 15 endless
Apart from Capstal 1tself, the following may open the door
Beer, The Life and Teaching of Karl Marz, Salter, Karl
Mayx and Modern Socwalhsm, Nicholson, The Reusval of
Marxssm, Lona, Karl Marz, Laski, Karl Marx, Lindsay,
Karl Marx’s Capstal, Bohm-Bawerk, Karl Marx and the Close
of the System For a biography, see the works of Mehring
(the standard German work) and Rithle (English translation

labl Of the ble books on Sociahism which
mevnﬁbly deal with Marxism, two may be mentioned
Skelton, An Analysss of Socialism, and Hearnshaw, A
Survey of Socialism  The second of these would, however,
have been a more effective criticism if 1t had maintamed
a greater semblance of impartiality

Chapter XI1I Two general mtroductions to the ideas
of the Austman school may be mentioned Smart, 4n
Introduction to the Theory of Value, Wemberger, Die
Grenznutzenschule Of the ongmal authorities, there are
Engllsh versions of Wieser, Natural Value and Social

and of Bshm-B: k, Capital and Interest,
and The Posstive Theory of Capital There 1s no transla-
tion of Menger, who, according to Spann, lost faith n s
doctrine, and would not allow a second edition to appear
m his hfetime Gossen has been rewissued by Prager,
Berlin

Epilogue Two writers have been courageous enough to
endeavour to give (in German) an account of contem-
porary economic literature Honegger, Volkswirthschaftliche
Systeme der Gegenwart, and Surdnyi-Unger, Die
Entwsckl der Theoretischen Volkswirtschaftslehre m
ersten Vumxl des 20 Jahyhunderts. The latter 15 a too
encyclopedic account of all books published anywhere
Homan’s Contemporary Economic Thought 13 confined to
a study of J B Clark, Veblen, Marshall, Hobson and
W C Mitchell Mr Keynes's account of Marshall in the
Memonials of Alfred Marshall 13 an admirable biographical
miniature The Trend of Ecomomics, edited by Tugwell,
represents the younger American point of view
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