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PREFAOE TO THE FIRST EDITION. 

T HIS Volume is n.n attempt to adapt the first Volume of 
my Principles of Eeonomics (Second Edition, 1891), 

to the needs of junior students. 

The necessary abridgement has been effected not hy syste
matic compression so much as by the omission of many 

discussions on points of minor importance and of some difficult 

theoretical investigations. For it seemed that the difficulty 

of an argument would be increased rather than diminished 

by curtailing it and leaving out SOUle of its steps. The argu

mentative parts of the Principles are therefore as a rule either 

reproduced in full or omitted altogether; reference in the 

latter case being made in footnotes to the corresponding 

places in the larger T['eatise. Nates and discussions of a 
literary character have generally been omitted. 

The influence of 'l'rade-Unions on '."'ages depends lUuch 

on the course of Foreign Trade and on Commercial Fluctua

tions; and therefore in the Principles aU discussion of the 

subject is postponed to a late stage. But in the present Volume, 

the practical convenience of discussing it in close connection 

with the main theory of Distribution seemed to outweigh 

the disadvantages of treating it prematurely and in some 

measure incompletely; and a Chapter on Trade-Unions has 

been added at the end of Book VI. 

A few sentences have been incorporated from the Economics 

of lndust'ry, published by my wife and myself in 1879. 



VI PHEFACE. 

Though she prefers thl1t her name should not appear 

on the title-puge, my wife has a. share in this Volume also. 

For in writing it, and in writing the Principles, I have heen 

aided and advised l)y her at every stage of the l\ISS. and the 

proofs; and thw.; the pages which ~~re now submitted to the 

reader are illdel)tt~d twice over to her fmggestions, her judg
lJIent and her C,Lre, 

DI' Keynes, J\fr John Hurnett and Mr.T. S. Cree have read 

the proofs of the Chapter on Trade-Unions, and have given 

me helpful adYiel~ ,\'lith regard to it from three different points 

of view. 
18 February, 18n2. 

* * * The chl1nges in this edition follow those made in the 
third edition of my Principles. Book I. Oh. IV. and v. and 

Book lIT. Cll. VI. have been rewritten in order to make more 

clear how closely the economist adheres in substance to the 

methods of infel'ence and judgment of ordinary life j and how 

thorough are the harmony and the mutual dependence be

tween the analytical ann the historical methods of economic 

study. III Book II., eh. IV. and v. have been thrown to

gether to make a new Chapter IV.; the old definition of 

Capital regarded from the point of view of the business man 

is retained; but Capital is defined from the general point of 

view as wealth which yields "income)J in forms that are 

admitted in the broader use of the term in the market place. 

Book VI. CIt. I. and II. have been recast, with further 
explanations, and a fuller rehearsal of the chief results 

obtained in the earlier Books. 

Jlme 189G. 
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BOOK L 

PJUcLIJlIINAHY ~Ul\VEY. 

ClIAPTElt 1. 

l:\'THOnUCTIOx. 

§ 1. Pur.lTICAL BCONo)[Y, or EcoxQ;\ucs, is ;~ study of 

man's ;l,.ct.ions in the onlin(l,ry uusine.ss of life; it Economics is 

inquires how he gets his income and how he a study of 
W"eaith, and a 

uses it. Thm; it is on the one Hide a study of part of the 

welLlth, and on the other, and more important study of man. 

side, a pl\rt of the Btudy of man. For man's character 11,18 
been moulded i)y his every-day work, a.nd by the material re
sources which he thereby procures, more th,m by any other 
influence unless it be that of his religious ide<'118; and the two 
great forming agcncicH of the world's history l11wo been the 
religioui::l and the economic. Here and there the ardour of 
the military or the artistic ~pirit has been for a while pre
dominant: but religiom; and economic influences have nowhere 
been displaced from the front rank cven for a time; amI 
they have nearly alwaYH hCfln more important than all other~ 
put together_ Religiom; motives are more intense than eco
nomic; but their direct action seldom extends over so brge ,L 

part of life. POI' the business by which it per~on Character 

carns his livelihood generally fills his thoughtH formed by 

d · b I f I h . d9.ily work. urmg y far t Ie greater part 0 t lOse ours 111 

which his mind is at its best; during them his chamctel' is 
being formed by the way in which he uses hi~ faculties in 

1 
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his work, by the thoughts and the feelings which it suggests, 
and by his relations to his associates in work, his employers 
or his employes. 

And very often the influence exerted on a perRon's 
character by the amount of his income is hardly less, if it 
is less, than that exerted by the way in which it is earned. 
Poverty causes It make::; little difference to the fulnes,.; of life 
degradation. of a family whether its yearly income is £1000 
or £5000. But it makes It very great difference whether the 
income is £30 or £150: for with £150 the family has, with 
£30 it has not, the materia.l conditions of a complete life. 
It -is true that in religion, ill the family affections and in 
friendship, even the poor may find scope for many of those 
faculties which are the source of the highest happine~s. 

But the condition::; which ::;urround extreme poverty, especially 
in densely crowded places, tend to deaden the higher faculties. 
Those "\vho have been mlled the Hesiduum of our large towns 
have little opportunity fur friendship; they know nothing of 
the decencies and the quiet, amI very little even u-f the unity 
of family life; and religion often fails to reach them. No 
doubt their physical, mental, and moral ill-health is partly 
due to other muses than poverty, hut this is the chief cause. 

And in addition to the ltesiduum there are vast numbers 
of people both in town and country who are brought up with 
insufficient food, dothing, and house-room, whose education 
is broken off early in order that they may go to work for 
wages, who thenceforth arc engaged during long hours in 
exhausting toil with imperfectly nourished Lodies, and have 
therefore no chance of developing their higher mental faculties. 
Their life is not necessarily unhealthy or unhappy. Hejoicing 
in their affections towarus God and man, and perhaps even 
possessing some natural refinement of feeling, they may lead 
livet' that are far less incomplete than those of many who 
have more material "rcn,lth. But, for all that, their poverty 
is a great nnd almost unmixt)d evil to them. Even when they 
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are well, their wearine::;:,; uften amounts Lu paiu, while t}leir 
pleasures are few; and when sickness comes, the suffering 
caused by poverty increases tenfold. And though a contented 
spirit may go far towards reconciling them to these evib, 
there are others to which it ought not to reconcile them. 
Overworked and undertaught, weary and careworn, without, 
quiet and without leisure, they have no chance of making 
the best of their mental faculties. 

Although then some of the evils which commonly go with 
poverty arc not its necessary consequences; yet, broaJ.ly 
speaking, "t!:e destruction of the poor i0Deir poverty," and 
the study of the causes otpovcrt"y IS the study of the causes 
of the degradation of a large part of mankind. 

§ 2. Slavery was regarded by Aristotle as an ordinance 
of nature, and so probably was it by the slaves Is poverty nc~ 
themselves in olden time. The dignity of man cessary? 

was proclaimed by the Christian religion: it has been as~ 

serted with increasing vehemence during the last hundred 
years: hut it is only through the sprea.d of educa.tion during 
quite recent times that we are beginning at last to feel thc 
full import of the phrase. Now at last we are setting our~ 
selves seriously to inquire whether it is necessary that there 
should be any so-called "lower classes" at all: that is, whether 
there need be large numbers of people doomed from their 
birth to hard work in order to provIde for others the requisites 
of a. refined and culturecl life; while they themselves are pre~ 
vented by their poverty and toil from having ,"ny share or 
part in tlmt life. 

The hope that poverty and ignorance may gradually he 
extinguished derives indeed much support from the steady 
progress of the working chtsses during the present century. 
The steam-engine has relieved them of much exhau~ting 
and degrading toil; wages Imve risen; education has been 
improved and become more general; the railway and the 
printing~press have enabled. members of the !'lame tl'ade in 

1-2 
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different parts of the country to communicate easily with 
one another, and to undertake and carry out bro!1U and far
seeing lines of policy; ,,,,hilc the growing demand for intel
ligent ·work has caused the nrtisnn classes to increase so 
rapidly that they now outnumber those whose labour is 
entirely um;killed, A great part of the artisans have ceased 
to belong to the "lowe1' c]i\sses" in the sense in which the 
term was originally used; ,tlld some of them already lead a 
more refined and noble life than did the majority of the 
upper classes even ;\ century ago. 

This progress has done more than anything else to give 
practical interest to the question whether it is renJly impossible 
that 1.111 ::;hould stnrt in the world with a fail' chance of 
leading a cultured life, free from the pains of poverty and 
the stagnating influences of excessive mechanical toil; and 
this question is being pres:::;eu to the front by the growing 
earnestness of the age. 

The question cannot be fully ans,verc(l by economic 
science; for the 1~IlSWer depends partly on the moml and 
political cap1tbilities of hUm11ll nature; and on these matters 
the economist has no special meallS of information; he must 
do as others do, and guess as best he can. But the answer 
depends in ,t great measure upon facts ~LllU inferences, which 
are within the prc)Yinee of economics; and this it is which 
gives to economic studies their chief and their highest in
terest. 

§ 3. It might heLye been expected that a science, which 
Reasons why deals with questions so vital for the well-being of 
Economics is k" 1 d 1 } "f in the main of lllan Ill(, woul have engagec t Ie attentIOn 0 

recent growth. many of the ahlest thinkers of every age, and ho 
now well advanced townrds maturity. But the hearing of 
economics on the higher well-being of man has been over
looked; <J"lld it has not received that share of attention which 
its importance <Lnd its difficulty require. 

Itt:! progress has been hindered also Ly tlw fact that many 
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of those conditions of industrial life, and of tho~e methods of 
production, distribution and consumption, with which modern 
economic science is concerned, are constantly changing, and 
that their present forms are only of recent date l

• 

§ 4. It is often said that the modern formH of businoH~ 
are distinguished from the earlier by being more 

Competition. 
competitive. But this account is not quite sati."l-
factory. The strict meaning of competition seem:;:; to he the 
racing of one person against another, with speciaJ reference to 
bidding for the sale or purchase of anything. This kind of 
racing in business is no doubt both more intense n.nd more 
widely extended thlLn it used to be: but it is only a secondary, 
and one might almost say, an accidental consequence 'from the 
fundamental characteristics of modern business. 

There is no one term that will express these characteristicR 
adequately. They nre, as we shall preHently see, It certain 
independence and habit of choosing one's own courRC for ono
self, a. self-reFance; a deliberation and yet a promptness of 
choice and juJgment, and 1t l~~~bit of forecasting the future 
and of shaping one':-; COUl'He with reference to distant aims. 
They may amI often do cause people to compete with one 
another; but Oil the other hnnd they mny tend, and just now 
indeed they are tending, in the direction of co-operation amI 
combination of all kind:-; good and evi1. But these tendeneie:-; 
towards collective ownel'Hhip <Lnd collective action are quite 

1 It is indeed true that the change ill substanc(' is in some respects not so 
great as the change in outward form j and much more of modern economic 
theory than at first appBars cnn he adapted to th(' COJl(litiolls of backwal·a 
races. But the changes in forlll have hindered writers of each suecessive age 
from tleriving much benefit from the work of their llredecessors. Modern 
economic conditions however, though very complex, are ill many ways more 
definite than those of earlier times: husiness is more clearly marketl off from 
otiler concerns of life; the rights of indivil1uals as against otherf! and as 
against the community are more sharply defilwd; amI uhove all the emallcipa
tioll from custom, amI the growth of free activity, of COllstallt forethought 
8mI rei'!t\pss cuteJ]ll'ise have given a Ilew precision amI iuterf'st to til{' stmly 
of value. 
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difierent from those of earlier times, Lecause th€y are the 
result not of custom, not of any passive drifting into asso
ciation with one's neighbours, but of free choice by each 
individual of that line of conduct which after careful delibe
ration seems to him the best suited for attaining his ends, 
whether they are selfish or unselfish. 

Further the term "competition" not only fails to go to 
the root of the matter, and thus errs by defect; it also errs 
by excess. For it has gathered about.it evil savour, and has 
come to imply a certain selfishness and indifference to the 
well-being of others. Now it is true that there is less delibe
rate selfishness in early than in modern forms of industry; 
but there is also less deliberate unselfishness. It is the delibe
rateness, and not the selfishness, that is the characteristic of 
the modern ago. 

Custom in a primitiye society extends the limits of the 
Man is not family, and prescribes certain duties to one's 
more selfish neighbours which fall into disuse in a later civi
than he was, lization; but it also prescribes an attitude of 

hostility to strangers. In ,1 modern society the obligations of 
family kindness become more intense, though they are concen
trated on a narrower area; and neighbours are put more 
nearly on the same footing with strangers:" In ordinary deal
ings with both of them the standard of fairness and honesty 
is lower than in some of the dealings of a primitive people 
with their neighhours, but it is much higher than in their 
dealings with strangers. Thus it is the ties of neighbourhood 
alone that have been relaxed. The tieR of family are in 
mrmy Wrtys stronger than before; family affection leads to 
much more self-sacrifice and devotion than it used to do. 
And again sympathy with those who are strangers to us is ft, 

growing ROUl'{;e of a kind of deliberate unselnshness that never 
existed before the modern age. That country which is the 
birthplace of mouern competition devotes a larger part of its 
ill(:ome t.han any othf~r to charitable uses, and spent twenty 
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mil1iowl on purchasing the freedull of the slaves in the \Vest 
Indies. In every age poets and social reformers have tried to 
stimulate the people of their own time to a nobler life by 
enchanting stories of the virtues of the heroes of old. But 
neither the records of history nor the contemporary observa
tion of backward l'[tces, when carefully studied, give any 
support to the doctrine that man is on the whole harder rmd 
harsher than he was, or th;).t he w;).s ever more willing than 
he is now to sacrifice his own h;).ppiness for the benefit of 
others in cases where custom and law have left him free to 
choose his own course. Among races whose intellectual ClLpa
city seems not to have developed in any other direction, and 
who have none of the originating power of the modern busi· 
ness man, there will be found many who show an evil sagacity 
in driving a hard bargain in a market even with their neigh
bours. No traders are more unscrupulous in taking advantage 
of the necessities of the unfortunate than the corn-dealers and 
money-lenders of the East. 

Again, the modern era, has undoubtedly given new open
ings for dishonesty in tmde. The advance of nor more dis

knowledge has discovered new ways of making honest. 

things ;).ppear other than they are, and has rendered possible 
many new forms of adulteration. The producer is now far 
removed from the ultimate consumer j and his wrong-doings 
are not visited with the prompt and sharp punishment which 
falls on the head of a person who, being bound to live and die 
in his native village, pbys ;). dishonest trick on one of his 
neighbours. The opportunities for knavery are certainly more 
nUmerous than they were; but there is no reason for thinking 
that people avail themselves of a larger proportion of such 
opportunities than they uRed to do. On the contrary, modern 
methods of trade imply habits of trustfulness on the one side 
and a power of resisting temptation to dishonesty on the other, 
which do not exist among IL backward people. J nstances of 
simple truth and personal fidelity are IIlet with under all social 
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condition:-;: hut those who have tried to establish a busines8 
of modern type in a. backward country find that they can 
scarcely ever dflpend on the native population for filling posts 
of trust. Adulteration and fraud in trade were rampant in the 
middle ages to an extent that is surprising when we com;ider 
the difficulties of wrong doing without detection at that time. 

The term "competition" is then not well suited to describe 
the special characteristics of industrial life in the modern age. 
'Ve need a term that does not imply any moral qualities, 
whether good or evil 1 but which indicates the undisputed fact 
that modern business is characterized by more self-reliant 
habits, more forethought, more delibemte and free choice. 
There is not any onc term adequa.te for this purpose: but 
Economic ¥HEEDOl\I OF INDUSTRY AND EWl':EHPIUSE, or more 
Freedom. shortly, Eco~1£.. mEDO:\I, point~ in the right 
direction, and may be used in the ahsence of a. hetter. 

Of course thi~ ueliberate and free choice may lead to a. cer
tain departure from individual freedom, when co-operation or 
combination seems to offer the best route to the ue;ired end. 
The questions how far the~e deliberate forms of association are 
likely to destroy the freedom in which they had their origin, 
and how far they are likely to be comlucive to the puhlic wea.l, 
will occupy a large share of our attention iowards the end of 
this treatifo;(~. 

§ 5. "The word VALUE JJ says Adam Smith "has two 
~ 

different meanings, and sometimes expresses the 
Value. 

utility of some particular ohject and sometimes 
the power of purchasing other goods whieh the possession of 
that object conveys. The one may be called value in usc, the 
other value in excha.nge." In the place of "value in liRe" 
which is a misleading expression, we now speak of "utility; JJ 

while instead of "value in exchange JJ we often say "exchange
value" or simply H value." 

The value-t.ha.i is, the excha.nge vnlue-of one thing in 
tcrmf.! of another at any place and time, is the amount of that 
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second thing which can Le got there and then in exchange for 
:the first. Thus the tcnn value is relative, and expresses the 
relation between two things ~Lt a particular place and time. 

Civilized countries generally adopt gold or silver or both 
as money. Instead of expressing the values of lead and tin, 
and wood, and corn and other things in ten'llS of one another 
we express them in terms of money in the first instance; and 
call the value of each thing thus expressed its price. If we 
know that a ton of lead will exchange for fifteen sovereigns 
at any place and time, while a ton of tin will exchange for 
ninety sovereigns, we say that their prices then and there are 
£15 and £90 respectively, and we know that the value of a 
ton of tin in terms of lead is six tons then and there. 

The price of every thing rises and falls from time to 
time and place to place; and with every such change the 
purchasing power of money changes so far as that thing goes. 
If the purchasing power of money rises with regard to some 
thingR and at the same time faUs equally with regard to 
equally important things, its general purchasing power (or its 
power of purchasing things in general) has remained station
ary. It is true that this way of speaking is vague, because 
we have not considercd how to compare the importance of 
different things. That is a difficulty which we shall have to 
deal with later on: but mennwhile we may accept the phrase 
in the vague but quite intelligible usage that it has in ordi
nary discourse. Throughout the earlier stages of our work it 
will be best to speak of the exchange value of a thing at any 
place and time a,<; measured by its price, that if'!, the amount 
of money for which it will exchange then and there, and to 
assume that there if'! no change in the general purchasing 
power of money I. 

1 This chapter is substantially the same as the first chapter of Gle firOlt 
Book of my Principles of ['olitical Ji:co'llomy; or-to nse a. mrnle of abbreviation 
that will always be a!loptetl hereafter----as Prindl"e.~ T. I. Spe note at fllHl of 
Table of COlltCiltS. 



OHAPTER II. 

THE GROWTH OF FREE INDUSTH.Y AND ENTERPRISE. 

§ 1. TIlE growth of Economic Freedom has been slow 
Early dvili- l1nd fitful. Early civilizations were necessarily 
zations. in warm climates because no great advance in 
culture can be made except where there is a considerable 
Influence of surplus above the bare necessaries of life; and 
climate. in a cold climate man's whole energies are ab
sorbed in providing these necessaries, unless he is aided by 
accumulated wealth and knowledge. But a warm climate 
lowers energy Itnu in consequence the great body of workers 
in the old civilizations of the East were of a submissive and 
unenterprising character; and were kept to their work by the 
discipline of the ruling ca.stes. These ruling castes had 
generally come at no distant date from a morc bracing climate, 
either in mountainouR regions or in the distant North. They 
devoted thenH,elves to war, to political and sacerdotal func
tions, and sometimes to art; Lut they avoided manual work, 
and left that to serfs and :-;laves. The manual labour classes 
scarcely even conceived the idea of freedom; but looked to 
custom as the great protector against arbitrary oppression. 
Influen!;e of It is true that some customs were very cruel; 
!;ustom. hut if cu:-;toms were merely cruel they speedily 
destroyed the lower classes and therefore also the upper 
classes who rested on them. And in consequence those raceH 
which have had a long history arc also those whose customs 
have on the whole been kindly, and the good largely pre
dominates over the evil in the records of the influence of 
custom on J\lo;"d a~ weH It:-i physil'al well-heing. 
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Greek civilization was beautiful, and in many rcSpt'ctR 
modern. But the Greeks, as well as the Romans Ancient 

who learnt much from them, regarded industry Gree,;e and 

as belonging especially to slave::;, and they did Rome. 

not anticipate the ethico-economic problems of modern life. 
§ 2. '1'he Teutonic races which overthrew the Roman 

Empire were slow to adopt the culture of the The Middle 

people whom they conquered; and the 'Vestern Ages. 

world, under their rule, seemed almost to have fallen back 
into barbarism. But the ruling classes respected hard work, 
and the working classes mltintained freedom and independence 
of character. Meanwhile the Christian religion 

I "" h b"l" f II h I b Christianity. was proc mmmg t e no I lty 0 a oneRt a our 
and the dignity of mn.n as man. By slow degrees power 
passed into the hands of the industrial claRses; and their 
well-being began to appear to the ruling classes as an im· 
portant end in itself, and not merely as a necessary condition 
of political and military strength. 

A view of society which was more modern in many respects 
was accepted by the groups of handicraftsmen The free 

who took the chief part in founding many of the towns. 

medireval "free" cities. And though, as time went on, class 
distinctions showed themselves even here, yet the great body 
of the inhabitants frequently had the full rights of citizens, 
deciding for themselves the foreign and domestic p6licy of 
their city, and a.t the same time working with their hands awl 
taking pride in their work. They organized themselves into 
~Q.ilds, thus increasing their cohesion and educating them
selves in self-government; and though the Gilds gradultlly 
became exclusive, and their trade-regulations ultimately re
tardeu prog~, yet they did excellent work before this 
deadening influence had shown itself. 

The citizens gained culture without losing energy; without 
neglecting their business, they learnt to take an intelligent 
interest in llIany things besides their business. They leu the 
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wily in the fine ::l.r'ts, and they were not backward in those of 
war. They took pride in magnificent expenditure for public 
purposes; and they took equal pride in a careful husbanding 
of the public resources, in clear Itnd clcnll State budgets, and 
in systems of taxes levied equitahly and based on sound 
business principles. Thus they led the way towards modern 
industl'il~] civilization; and if they had gone on their course 
undisturhed, and retained their first love of liberty and 
socbl equality, they would probably long ago have worked 
out the solutions of many social and economic problems 
which we are only now beginning to fa.ce. But after being 
long troubled by tumults and war, they at last succumbed 
to the growing power of the countries by which they 
were surrounded. For lllenn\,,'hile the forces of feudalism 
had grown in strength ILnd had at last been merged in 
the great monarchies) especially those of Spain) Austria and 
l?mnce j and they gradunlly wore out or destroyed the free 

! cities, whose materinl :-;treugth resteu on It much narrower 
hasis. 

§ 3. 

New forces 
promoting 
freedom. 

But the hopes of progresR were again mi,<;ed by the 
invention of ]))'inting) the H.evival of Learning, 
the Heform,ttion, and the discovery of the New 
'Yorlel. The countries which took the lead in 

the llOW maritime adventure- were those of the Spanish 
Penimmln. It seemed for a time as though the leaderRhip 
of the worlu having ,<;ettletl first in the most easterly penin~ 

~mla of the l\leuitermnean, anu thence moveu to 
The Mediter~ 
ranean and the the l1liu(lle peninsula, would settle again in that 
Atlantic. westerly peninsula which helonged Loth to the 
l\Ieuitermnean anu the Atlantic, But the power of industry 
had by this time Lecome sufficient to sustain wealth and 
civilization in a northern climate. And the Spa.nish fLnd 
Portuguese could not Ilold their own for long agaim;t the 
more sustained energy and the more generous spirit of the 
northern people; the COIOllist~ of England, Holln,nd, [l,wl even 



GRuWTH O}<' ECUNUMIC l"ltEEDUM. 13 

France demanded a.nd obtained far more freedom than those 
of Spltin and Portugal. 

The ea.rly history of the people of Holland is indeed a 
brilliant romance. Founding themselves on tish-

Holland. 
ing and weaying, they built up a noble flLhric 
of Art and Literature, of Science. and Government. But 
their natural resources were small, ILnd they were not defended 
hy the sea from the great Itrmies of the Continent as Englund 
was. After bravely maintaining a, long hut unequal stmggle 
Holland sank into tho second rank Itmong nations j Itnd the 
struggle for the Empire of the New "\Vorld, in which tho 
Spanish Peninsula }md Itt first taken a great part, waH left. t.o 
be fought out between Fmnce and England. In 17GOJ:Jw 7 , 
contest was decided in favour of England, and hom that 
time onward the leadership of the wodd in trade !tml industry 
lay chiefly with England and her colonies l

• 

I This chapter corresponds to, but is throughout much auridge{l from 
PrinnjllclJ I. II. 



CHAPTER III. 

TH~ GIW\,"'TH OF FltEE DlDUS'l'H,Y ANJ) ENTERl'RlI:IE, 

CONTINUED. 

§ 1. E:-:GLAXIJ',s g\'ogmphieal po::;itioH eau::;ed her to be peu
The character pled I,y the ::;troncrctit members of the strongest 
of English- o. 
men. race::; of northern Europe; a proces::; of natural 
.selection brought to her shores those lIleili ben; of each fmcces

.sive migratory wave who were most daring and self-reliant. 
Her clim,ttc ioS better :t(laptc(l to .su,stain energy than any 
other in the northern hemi:·'phere. She is dividc(} by no high 
hills, and no part of her territory it> more than twenty miles 
from navigable water, <lnd thus there was no material hin
dmnce to freedom of intcrcourt:ic between her different parts; 
while the strength and wise policy of the Norman n,nd Plan
ta.genet king::; prevented nrtificial barriers from being raised by 
locnl magnates. 

As the pnrt which HOUle played in history is chiefly due 
to her having combined the military strength of a great empire 
with the enterpriRe a.nd fixedness of purpose of Ron oligarchy 
residing in one l!ity, so :England owes her greatness to her 
combining, as Holland had done on a smaller scale before, 
much of the free temper of the medireval city with the strength 
and broad basis of a nation. The towns of England had been 
less distinguished than those of other lands; but she aSSImI
lated them more easily than any other country did, and so 
gained in the long run most from them. 

The custom of primogeniture inclined the younger sons 
of noble families to Reek their own fortunes; and, having no 
specin.l caste privileges, they mixed readily with the common 
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people. This fu,sion of different ranks tended to lIHLke puli . 
. tics' business-like; while it warmed the veins of bu,siness ad
venture with the generous daring and romantic aspirations 
of noble blood. Hesolute on the one hand in resistance to 
tyranny, and Oil the other in submission to authority when 
it is justified by their reason, the English have made many 
revolutions; but nOlle without n. definite purpose. "Vhile 
reforming the con:->titutioll they have ,\bided by the law: they 
alone, unless we except the Dutch, have known how to COIl1-

bine order and freedom; they alone have united a thorough 
reverence for the pa,st with the power of living for the future 
rather than Lin the past,. But the strength of chamcter which 
in bter times made Eugbml the leader of manufacturing pro
gress, showed itself at tir,st chiefly in ~!itics, in war, and in 
agriculture. 

The Engli,sh yeomnll archer was the forerunner of the 
English artisan. He had the same pride in the superiority 
of his food and his phy,sique over those of his Continental 
rivals; he had the S<LIlle indomitnble perseverance in acquiring 
perfect commnnd oyer the ut:\e of his hands, the same free in~ 

dependence and the StLH1e power of self-control and of ri,sing 
to emergencies; the saIne htLbit of indulging his humours 
when the occasion wal:; fit, but, when tL crisis arose, of preserv~ 
ing di,scipline even in the face of hardship and misfortune. 

But the industrial f<Lculties of Englishmen remained latent 
for a. long time. They ha.d not inherited. much acquaintance 
with nor much care for the comforts and luxuries of civiliza
tion. In manufactures of aU kinds they lagged behind the 
LtLtin countries, Italy, France and Spain, as well as the free 
cities of Northern Europe. Gradually the wealthier classes 
got some ta.ste for importeu luxuries, and England's trade 
slowly increased. 

'Vhilst still an agricultural nation the English gave indica
tions of their modern faculty for organized action. Even in 
the middle ages there were sign~ of the coming system of 
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large farms cultivated by fltrmers, who rent the laml from its 
owners <Lnd employ hired labourers at their own risk. And 
thi.s agl'icultuml t:>ystem prepared the way for the so-clLBed 
capitalistic forms of modeI'll manufacture, in which the em
ployer, often working largely with burrowed capital, under
takes at his own risk tIre employment of a great llumoer of 
hirml \vUl'ker:-;. 

§ 2. But it WlLi:i not till niter the Hcfol'mation that Eng
Influence of lanu's iwlustrial character showed itself fully. 
the Reforma- l' d d f I 
tion on Eng- The natura gravIty an intrepi ity 0 t 1e stern 
land. !'ace::; that had :-;ettled OIl the 1:3110re8 of England 
inclined them to om hru.ce the ductrines of the Reformation; 
and these reacted 011 their clULractCl', making it deeper and 
glvmg ,t serious and almost t;ombre tone to their industry. 
It made her people care more for the t;olid and :-mbstantial 
comfortH, anel let;t; for the fet;tivitiet; and the luxuries on which 
other mttions t;pellt It great part of their t;urplus income. 

Thit; influenee was strengthened by the fact that many 
of t.hose who had aUoptcd the new doctrines in other countries 
sought on her shores a safe asylum from religious persecution. 
By a sort of natural selection, those of the l,'rench and Flem
ingt;, and others w ho.se Chl1l'acter W,LS most akin to the English, 
anel who had been led by that character to .sturdy thol'ough
ne.ss of work in the manufacturing arts, came to mingle with 
them, and to teach them those arts for which their character 
had all along fitted them. 

These were the conditions under which the modern in
uUt;trial life of Enghtnd wa.s developed: the desire for material 
comforts tends towl-1rds it cea.seless straining to extract from 
every week the greate::;t a.mount of work that cun be got out 
of it. The firm resolution to submit every action to the 
deliberate judgment of the reason tends to make everyone 
constantly ask him::;elf whether he could not improve his 
position oy changing his uusincss, or by changing his method 
of doing it. And, lat;tly, complete political freedulll and 
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security enable everyone to adjust his conduct as he has de
cided that it is his interest to 00, amI fearlessly to commit 
his person and his property to new and distant under
takings. 

In short, the same causes which have enabled England 
and her colonies to set the tone of modern politics, have 
made them also set the tone of modern business. The same 
qualities which gave them political freedom gave them also 
free enterprise in industry and commerce. 

§ 3. Freedom of industry and enterprise, so far as its 
action reaches, tends to cause everyone to seek Beginnings of 

that employment of his labour and capital in moder,n forms 
of bus mess 

which he can turn them to best advantage, management, 

this again leads him to try to obtrdn a special skill and 
facility in some particulnr task, by which he may earn the 
means of purchasing what he himself wants. And hence 
results a complex industrial organization, with much subtle 
division of labour. 

The most important fonn of this division of labour for our 
present purpose,-the form which is most characteristic of the 
modern world generally, and of the English race in particular 
-is that by which the work within each trade is so divided 
up that the planning and arrangement of the business, itR 
management and its risks, are borne by one set of people, 
while the manual work required for it is done by hired labour. 
This may be merely a passing phase in man's development; it 
may be swept away by the further growth of that free enter
prise which has called it into existence. But for the present 
it stands out for good and for evil as the chief fact in the form 
'of modern civilization, the kernel of the modern economic 
problem. 

The power of large capitnlist manufacturers is of early 
origin, but it received a great impetus from the discovery of 
the New \Vorld and the opening up of large markets across 
the sea for the simple manufactures of the Old 'Vorld. AnJ 

M. 2 
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this demand has exercised u. constantly increasing influence 
over the economic conditions of England. 

§ 4. In the 11\tter half of the eighteenth century a series 
of great mechanical inventions and a wide 

Rise ofthe 
factory extension of England's empire in America and 
system. Asia combined to make the changes in the con-
ditions of her industry move very fast. It is true that 
the first effect of this Ch!1uge was not so much to inCre!1Se 

the size of factories, as to develop the system of con
tracting, in which 11 compn..rn.th-ely few wealthy capitalists 
distl'ibuteu their orders to a. great number of small masters 
smttered oYer the country wherever there was water-power 
to be h!\d; they themselves undertaking the risks of buying 
the raw material and. ~elling the manufactured goods. It was 
only when steam-power began to displace water-power that 
the size of the factoIies increased rapidly!. But, both in its 
earlier and its bter forms, the new movement tended to release 
the bonds that had bound nearly everyone to live in the 
parish in which he was born; and it developed free markets 

1 The quarter of n century beginning with 1760 saw improvements follow 
one another in manufacture even more rapidly than in agriculture. Dnrhlg 
that period the transport of heavy goods was cheapened by Brindley's canals, 
the production of power by'Vatt's steam·engine, and that of iron by Cort's 
processes of puddling and rolling, and by Roebuck's method of smelting it by 
coal ill lieu of the charcoal that had now become scarce; IInrgreaves, Cromp. 
ton, Arkwright, Cartwright and others invented, or at least marle economi· 
cally serviceable, the spinning jenny, the mule, the cardiug machine, and the 
l,ower.loom; Wcdgwooll gave a great impetus to the l,ottery trade that was 
already growing rapidly; and there were importaut inventions in printing 
from cylinders, bleaching by chemical agents, and in other processes. A 
cotton factory was for the fir::;t time driven directly by steam.power in 1785, 
the last year of the lleriod. The beginning of the nineteenth century saw 
steam.sl1ips and steam l,rinting-presses, and the use of gas for lighting towns. 
Railway locomotion, telegraphy and photography came a little later. Our 
own age has scell numberless improvements and llew economies in production, 
promiuent among which are those relating to the production of steel, the tele· 
phone, the electric light, awl the gas·engine; amI the social changes arising 
from material progress nre ill some respects more rapid now than ever_ But 
the groundwork of the changes that have happened since 1785 was chiefly laid 
ill the itlH'utiollS uf the year::; 17tiO tu 1785. 
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for labour, which invited people to resort to them, and 
to take their chance of finding employment. Up to the 
eighteenth century manufacturing labour had been hired, as 
it were, always retail; in that century it began to be hired 
wholesale. Up to that time its price had been in the main 
either nominally fixed by custom, or detennined by the in
cidents of bargaining in very small markets: the bargaining 
had been sometimes for the hire of labour, sometimes for the 
sale of its products, the workman having himself undertaken 
the risks of production. But since then its price has more 
and more been determined by the circumstanceR of supply 
an.d demand over a large area-a town, a country, or the 
whole world. 

(The new organization of industry added vastly to the 
efficiency of production; but it brought with it great evils. 
Which of these evils was unavoidable we cannot The new 

t 11 F . t h th h . organization e" or JUS w en e c ange was mOVIng accompanied 

most quickly, England was stricken by a com- by great evils. 

bination of calamities almost unparalleled in history. They 
were the cause of a great part-it is impossible to say of how 
great a part-of the sufferings that are commonly ascribed to 
the sudden outbreak of unrestrained competition. The loss of 
her great colonies was quickly followed by the great French 
war, which cost her more than the total value of the accu
mulated wealth she had at its commencement. An un.; 
precedented series of bad harvests made bread fearfully denr.l\ 
And worse than all, a method of administration of the poor 
law was adopted which undermined the independence and· 
vigour of the people. 

The first part of thiR century therefore saw free enterprise 
establishing itself in England under unfavourable circum" 
stances, its evils being intensified, and its benefits being 
lessened by external misfortunes. 

§ 5. The old trade customs and gild regulations were 
unsuitable to the new industry. In some places they were 

2-2 
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abandoned by common consent: in others they were suc
Attempts to cessfully upheld for a time. But it was a fatal 
maintain old success; for the new industry, incapable of flourish
reu;ulations. 

ing under the old bonds, left those places for 
others where it could be more free. Then the workers 
turned to Government for the enforcement of old laws of 
Parliament prescribing the way in which the trade should be 
carried on, and even for the revival of the regulation of prices 
and wages by justices of the peace. 

These efforts could not but fail. The old regulations had 
been the expression of the social, moral and economic ideas 
of the time; they had been felt out rather than thought out; 
they were the almost instinctive result of the experience of 
generations of men who had lived and died under almost 
unchanged economic conditions. In the new age changes 
came so rapidly that there was no time for this. Each man 
had to do what was right in his own eye~, with but little 
guidance from the experience of past times; those who en
deavoured to cling to old traditions were quickly supplanted. 

The new race of manufacturers consisted chiefly of those 
who had lnade their own fortunes, strong, ready, enterprising 
men: who, looking at the success obtained by their own 
energies, were 11pt to assume that the poor and the weak 
were to be blamed rather than to be pitied for their mis
fortunes. Impressed with the folly of those who tried to 
bolster up economic arrangements which the stream of pro
gress had undermined, they were apt to think that nothing 
more was wanted than to make competition perfectly free 
and let the strongest have their way. They glorifi~d_ i?di
vidualism, and were in no hurry to find a modern substitute 
for the social and industrial bonds which had kept men 
together in earlier times. 

Meanwhile misfortune had reduced the total net income of 
the people of England. In 1820 a tenth of it was absorbed 
in paying the mere interest on the National Debt. The goods 
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that were cheapened hy the new inventions were chiefly manu~ 
faotured commodities of which the working man Influence of 

was but a small consumer: ibut the Corn-Laws :~~'s~~~v:ear_ 
prevented him from getting 'cheaply the bread ness of food. , 

on which he often spent three-fourths of his little wages" 
He had to sell his lahour in a market in which the forceH 
of supply and demand would have given him a poor pittance 
even if they had worked freely. But he had not the full 
advantage of economic freedom j he had no efficient union 
with his fellows; he had neither the knowledge of the market, 
n?r the power of holding out for a reserve price, which the 
seller of commodities has, and he was urged on to work <lud to 
let his family work during long hours and under unhealthy 
conditions. This reactecl on the efficiency of the working 
population, and therefore on the net value of their work, antI 
therefore it kept down their wage.":l. The employment of chil
dren during excessive hours he-gan in ~thc seventeenth century, 
and remained grievous till after the repet]'l of the corn laws. 

But after the workmen had recognized the folly of attempt
ing to revive the old rules l'egulating industry, there was 
no longer any wish to curtail the freedom of enterprise. The 
sufferings of the English people at their worst were never 
comparable to those which had been caused by the want of 
freedom in France befure the Revolution; aml it The new 

was argued that, had it not been for the strength SEystelmd",vod 
ng an rom 

which England derived from her new industries, French armies. 

she would prob<lbly have succumbed. to <l foreign military 
despotism, as the free cities had done before her. Small as her 
population was she at some times bore almost alone the burden 
of war against a conqueror in control of nearly all the re
sources of the Continent; and at other times subsidized larger, 
but poorer countries in the struggle against him. Rightly or 
wrongly, it W<lS thought a.t the time that Europe might have 
fallen pennanently under the dominion of France, as she had 
fallen in an earlier age under that of Rome, had not the 
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free energy of English industries supplied the sinews of war 
against the common foe. Little was therefore heard in com
plaint against the excess of free enterprise, but much a.gainst 
that limitation of it which prevented Englishmen from obtain
ing food from abroad in return for the manufactures which 
they could now so easily produce. 

And even trades-unions, which were then beginning that 
brilliant though chequered career which has been more full 
of interest and instruction than almost anything else in 
English history, passed into the phase of seeking little from 
authority except to be left alone. \ They had learnt by bitter 
experience the folly of attempting t'o enforce the old rules by 
which Government had directed the course of industry j nnd 
they had as yet got no far-reaching views as to the regula
tion of trade by their own action: their chief anxiety Wf\,S to 
increase their own economic freedom by the removal of the 
In.ws against combinations of workmen.\ 

~ 6. It has been left for our own generation to perceive 
Dangers of a all the evils which arose from this sudden in
~~::s~n ~~-free- crease of economic freedom. Now first are we 
dom. getting to understand the extent to which the 
capitalist employcr, untrained to his new duties, was tempted 
to subordinate the wellbeing of hiB workpeople to his own 
desire for gain; now first are we learning the importance 
of insisting that the ridl hnve duties as well as rights in 

I their individual nnd in their collective capacity; now first 
is the economic problem of the new age showing itself to 
us as it really is. This is partly due to a \ .... ider knowledge 
and a growing earnestness. But however wise and virtuous 
our grandfathers had been, they could not have seen things 
as we do; for they were hurried along by urgent necessities 
and terrible disasters. 

But we must judge ourselves by a severer standard. :For 
\ve nre not now struggling for national existence j and our 
resources h,\,ve not been exhausted by great wars: on the con-
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trary our powers of production have been immensely increased; 
and, what is at least as important, the repeal of The nation 

the Corn Laws and the ~rowth of steam com. is richer, and 
'-' need not sacri-

munication have enabled a largely increased flce everything 

population to obtain sufficient supplies of food on to production. 

easy terms. Thc avcrage money income of the people has 
more than doubled; while the price of almost all important 
commodities except animal food and house-room has fallen by 
one-half or even further. It is true thl1t even now, if wealth 
were distributed equally, the total production of the country 
w{)uld only suffice to provide necessaries and the morc urgent 
comforts for the people I, and that as things are, many have 
barely the necessaries of life. But the nation. has grown in 
wealth, in health, in cducn.tion and in momlity; and we are no 
longer compelled to subordinate almost every other consi
deration to the need of increasing the total produce of 
industry. 

In particular during tho present generation this incroa.sed 
prosperity has made us rich and strong enough to impose 
new restraints on free enterprise; some temporary material 
loss being submitted to for the sake of (1, higher and greater 
ultimate gain. But these new restraints are different from 
the old. They are imposed not as a means of class domi
nation; but with the purpose of defending the weak, and 
especially children ,mel the mothers of children, in matters 
jn which they are not able to use the forces of competition 
in their own defence. The aim is to devise, deHberately and 
promptly, remedies adapted LO the quickly cha.nging circum~ 
stances of modern industry; and thus to obta.in the goo(l, 

1 The average illcome per head in the United Kingdom whieh wa:; auout 
£15 in 1820 is (tbout £3~ IIOW; i.e. it has riscn from about £75 to £165 pel" 
family of five. There arc not a few artisans' families, the total earnings of 
which exceed £165, so that they would lose by ILIl equaillistl'ihution of wealth: 
bllt even fuey have not more than i:; required to support a healthy and mnlly
I;irlerllife. 
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without the evil, of the old defence of the weak that in other 
ages wa.s gradually evolved by custom. And by the aid of the 
The influence telegraph and the printing-press, of representa
of the tete- tivc government and trade associations, it is 
graph and 
printing- possible for the people to think out for them-
press, selves the solution of their own problems. The 
growth of knowledge and self-reliance has given them 
that true self-controlling freedom, which enables them to 
impose of their own free will restraints on their own 
actions j and the problems of collective production, collective 
ownership and collective consumption are entering 011 a Hew 

phase. 
Projects for great and sudden changes are now, as ever, 

foredoomed to fail, and to cause rcaction. We are still 
unable to move safely, if we move so fast that our new plans 
of life altogether outrun our instincts. It is true that human 
nature can be modified; new ideals, new opportunities and 
new methods of action !!lay, as history shows, alter it very 
much even in a. few generations. This change in human 
nature has perhaps never covered so wide an:~·!Lrea and ~oved 
so fast as in the present generation. But still it is a 
growth, and therefore gradual; and changes of our social 
organization must wt1.it on it, and therefore they must be 
gradual too. 

But though they wait on it, they may always keep a little 
Movement in advance of it, promoting the growth of our 
towards highcr social nature by giving it always some 
higher 
forms of col- new and higher work to do, some practiCtLl ideal 
lectivism. towards which to strive. Thus gradually we may 
attain to an order of social life, in which the common good 
overrules individual caprice, even more than it did in the 
early ages before the sway of individualism had begun. But 
unselfishness then will be the offspring of deliberate will, 
though aided by instinct individual freedom then will develop 
itself in collective freedom ;-a happy contrast to the old 
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order of life, in which individual slavery to custom caused 
collective slavery and stagnation, broken only by tho caprice 
of despotism or the caprice of revolution 1. 

We have been looking at this movement from the English 
point of view. But other nations are taking their share in it. 
America faces new practical difficulties with such intrepidity 
and directness that she is already contesting with England the 
leadership in economic affairs; she supplies many of the most 
instructive instances of the latest economic tendencies of the 
age, such as the growing democracy of trade and industry, and 
the development of speculation and trade combination in every 
form, and she will probably before long take the chief part in 
pioneering the way for the rest of the world. Nor is Australia 
showing less signs of vigour than her elder sister; she has in
deed some advantage over the United States in the greater 
homogeneity of her people. 

On the Continent the power of obtaining important results 
by free association is less than in English speaking countries; 
and in consequence there hI less resource and less thoroughness 
in dealing with industrial problems. But their treatment is 
not quite the same in any two nations: and there is something 
characteristic and instructive in the methods adopted by each 
of them; particularly in relation to the sphere of governmental 
action. In this matter Germany is taking the lead. It has 
been a great gain to her that her manufacturing industries 
developed later than those of England; and she has been able 
to profit by England's experience and to avoid many of her 
mistakes. 

1 The earlier half of this Chapter is much abridged from Principle8 
I. III.; the second half is reproduced with but little change. 



CHAPTER IV. 

l'1U~ GHOWTlI OF ECOXO:-'IIC :-5CIENCE. 

~ 1. HAVING wntchecl some of the changes which have 
been wrought in economic conditions by the growth of free 
enterprise, we may next glance at tho parallel changes in the 
science which studies those conditions. 

Modern economics had its origin in common with other 
sciences towards the end of the Middle Ages, 

Origin ormo~ 
dern econo- and at first it was chiefly concerned with - the 
mics. b h h h monetary pro lems w io were at t n.t time of 
pammount interest, 118 a result of tho discovery of the mines 
of the New \Vorld and of other causes. 

In <LIl ages, but especially in the early _Middle Ages, states
men and merchants had busied themselves with endeavours 
to enrich the State by regulu.ting trade. One chief object of 
their concern had been the supply of the precious metals, '" 
which they thought the best indication if not the chief cause 
of material prosperity, whether of the individual or the nation. 
But the voyages of Vasco de Gama and Columbus raised 
commercia'! questions from a secondary to a dominating posi
tion among the nations of Western Europe. Theories with 
regard to the importance of the precious metals and the best 
means of obtaining ijupplies of them, became the arbiters of 
public policy: they dictated peace and war, they determined 
alliances that issued in the rise and fall of nations and· they 
governed the migration of peoples over the face of the globe. 

Regulations as to trade in the precious metals were hut 
one group of a vast budy uf ordinances, which umlertook, 
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with varying degrees uf minuteness and severity, to arrange 
for each individual what he should produce and 
how he should produce it, what he should earn 
and how he should spend his earnings. 'The 

The early 
regulation of 
trade. 

natural adhesiveness of the Teutolls had given custom an 
exceptional strength in the early }Iiddle Ages. And thiH 
strength told on the side of trade gilds, of local authoritiei:i 
and of national Governments when they set" themselves to 
cope with the restless tendency to change that sprang directly 
or indirectly from the trade with the New ,"Vorld. In France 
this Teutonic bias was directed by the Roman genius for 
system, and paternal government reached its zenith; the trade 
regulations of Colucrt have become a proverb l

. 

§ 2. The first systematic attempt to form an ecollomie 
science on a broad basis was made in France The Physio

auout the middle of the eighteenth century uy a crats. 

group of statesmen and philosophers under the leadership of 
Quesnay, the noble-minded physician to Louis XV. The 
corner-stone of their policy was obedience to Nature, and they 
were therefore called PhysiucratH 2

• 

1 It was jU!;t at this time that economic theory first took shape amI the so
called Mercantile system became prolllillclit. The Mercantilists are commonly 
believed to have promoted the state regulation of trade and hldustry. But 
they did not. The regulations and restrictions which are found in their sys
tem belonged to the age; the changes which they set themselves to bring 
about were in the direction of the freedom of enterprise_ In opposition to 
thoso who wished to prohibit absolutely the exportation of the precious 
metals, they argued that it should be permitted in all ca.ses in which the trn.de 
would in the long fUll bring more goM and silver into the country thll.u it took 
out. They thus started the movement towards ecollomic freedom, which grlt
dually went OIl broadening till, in the latter half of the eighteenth century, 
the time was ripe for the doctrine that the well-being of the community 
almost always suffers when the State attempts to OPl)()se its own artificial 
regulations to the "natural" liberty of every man to manage his own affairs 
in his own way. (For details see Principles 1. IV.!.) 

2 They fell into a confusion of thought which was common even among 
scientific men of their time, but which has been banished after a long stl"llgglo 
from the physical sciences. They confused ethical }ll"ilJciples of COllfOl'lllity to 
Nature, which ordain that certain things ought to be done, with those cau;;al 
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The next great step in advance, the greatest step that 
economics ha~ ever taken, was the work, not of a school but 

of an individual. Adam Smith was not indeed 
Adam Smith. 

his breadth 
the only great English economist of his time; but 
W,1S sufficient to include all that was best in all 

his contemporaries, French and English; and, though he un
doubtedly borrowed much from others, yet the more one 
compares him with those who went before and those who 
e<tlne after him, the more excellent does his genius appear. 

He developed the Physiocratic doctrine of F:ree Trade with 
~o much practical wisdom, and with so much knowledge of 
the actual conditions of business, as to make it a great force , 
in real life; J,~nd he is most widely known both here and 
abroad for his argument that Government generally does hann 
by interfering in trade I.) 

But this was not his chief work. His chief work was to 
give a unity to economic science by combining and developing 
the speculations of his French and English contemporaries 
and predecessors as to value. For he was the first to make a 
careful and scientific inquiry into the manner in which value 
measures human motive, on the one side measuring the desire 
of purchasers to obt,Lin wealth, and on the other the efforts 
and sacrifices (or "Real Cost of Production") undergone by 
its producers. 

None of Adam Smith's contemporaries and immediate 
successors had a mind as broad and well balanced as his. 
But they did excellent work, each giving himself up to some 
class of problems to which he waS attracted by the natural 

laws which science discovers by interrogating "Nature, and which state that 
certain results will follow from certain causes. But the chief motive of their 
study was lIot, as it had been with most of their predecessors, to increase the 
dcbes of merchants and :fill the exchequers of kings j it was to diminish the 
suffedng and degradation which was caused by extreme poverty. They thus 
gave to economics its modern aim of seeking after such knowledge as may 
help to raise the quality of human life. (See Principles I. IV. '2.) 

1 He was however aware that the interests of the individual trader do not 
always coincide with tho~e of the public; compo Principles I. IV. fl. 
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bent of his genius, or the special events of the time in which 
he wrote. During the remainder of the eighteenth century 
the chief economic writings were historical and descriptive, 
and bore upon the condition of the working chsses, especially 
in the agricultural districts I. 

§ 3. But at the beginning of this century Htatesmen and 
merchants, with Ricardo 2 at their head, again Ricardo and 

threw themselves into problems of money and his followers. 

foreign trade with even more energy than they used to do 
when these questions were first started in the earlier perioo 
of the great economic change at the end of the l\Iiddle Ages; 
and so long as they were well within their own province 
their work was excellent 3. 

There was however a certain narroy.rness in their views of 
social and economic problems. The people whom they knew 
most intimately were husiness men; and they sometimes 
expressed themselves RO carelessly as almost to imply that 

1 Arthur Young continued the inimitable records of his tour, Eden wrote a 
history of the poor which has served both as a basis and as a model for all 
succeeding historians of industry; while Malthns showed by a careful investi
gation of history what were the forces which had as a matter of fact controlled 
the growth of population in differellt countries and at different times. 

2 Ricardo himself, and many of his chief followers were much influenced 
by Bentham. See Principles I. IV. 4 and 5 on this subject and for a further 
notice of the character of Ricardo's work. 

8 The theory of currency is just that part of economic science in which but 
little harm is dons by neglecting to take much account of any human motives 
except the desire for wealth; and the brilliant school of deductive reasOllillg 
which Ricardo led was here on safe ground. They next addressed themselves 
to the theory of foreign trade and cleared away many of the fia ws which Adam 
Smith had left in it. There is no other part of economics except the theory 
of mouey, which so nearly falls within the range of pure deductive reasoning. 
It is true that a full discussion of a free trade policy must take account of 
many considerations that are not strictly economic; but most of these, though 
important for agricultural countries, and especially for new countries, had 
little bearing in the case of England. 

During all this time the study of economic facts was not neglected in 
England; and indeed the public and private collections of statistics and the 
economic histories that were produced in England at the end of the last 
century and the beginning of this, may fairly be regarded as the Ol"igin of 
systematic historical and statistical studies in economics. 



so BOOK 1. CH. IV. §§ 3. 4. 

an other Englishmen were very much like thUl:m whom they 
knew in the city. Partly indeed for the sake of simplicity, 
they argued as though everyone were quick to find out where 
his own pecuniary interest lay, and to seek it to the neglect 
of all other considerations. They often spoke of In.hour as 11 

commodity without staying to throw themselves into the 
point of view of the workman; and without dwelling upon 
the allowances to be ma.de for his human passions, his in
stincts and habits, his sympathies and antipathies, his class 
jeuJousies and class adhesiveness, his want of knowledge and 
of the opportunities for free and vigorous action. ,.~hey 

therefore attributed to the forces of supply and demand 11 

much more mechanical and regubr action than is to lie found 
in real life: and they laid down laws with regard to profits 
and wages that did not really hold even for Engln..nd in their 
own time. 

]Jut their most vita.l fault was that they did not see how 
liable to change are the habits and institutions of industry. 
In particular they did not see that the p.overty of the poor 
is the chief caU:'l.e of that weakness and inefficiency which 
are the causes of their poverty: they had not the faith that 
modern economists have in the possibility of a vast improve
ment in the condition of the working classes. 

§ 4. 'Vhen we come to compare the modern view of the 
Mitl and vital problem of the Distribution of Wealth with 
m?dern econo- that which prevailed at the beginning of the 
mlcs. century we shall find that over and above all 
changes in detail and all improvements in scientific accuracy of 
reasoning, there if.! a fundamental change in treatment; for, 
while the earlier economists argued as though man's character 
and efficiency were to be regarded as a fix.ed quantity, modern 
economif.!ts keep constantly in mind the fact that it is a 
product of the circumstances under which he has lived. This 
change in the point of view of economics is partly due to the 
fact that the clmngef.! ill human nature (111 ring the last fifty 
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years have been so rapid as to force themselves on the 
attention; partly to the direct influence of individual writers, 
socialists and others; and partly to the indirect influence of 
the general growth of scientific knowledge, and especially of 
biologyl. 

The first important indication of the new movement was 
seen in John Stuart Mill's admirable Principles of Political 
Economy2. 

~lill's followers have continued his movement away from 
the -p~ition taken up by the immediate followers of Uicardo j 
and the human as distinguished from the mechanical element 
is taking a more and more prominent place in eco:lOmics. 
The new temper is shown alike in J evons' subtle analysi::. of 
utility and other many-sided and original work, in Cliffe Leslie's 
historical inquiries, and in the \vritjngs of Bagehot, Cairnes, 
and others who are yet living. 

England has recently made great advances in wealth and 
in knowledge, in temperance and in earnestness. A higher 
notion of social duty is spreading everywhere. In Parliament, 
in the press and in the pulpit, the spirit of humanity speaks 
more distinctly and more earnestly than it did. Mill and 
the economists who have fol1owed him, have helped onwards 
this general movement, and they in their tUrn have been 
helped onwards by it. At the same time the historical basis 
of the science is becoming broader, and its reasonings more 
careful and precise. This greater exactness is showing that 
many of. the older applications of general reasoning were 
invalid, because no care had been taken to think out all 
the assumptions that were implied and to see whether they 
could fairly be made in the special cases under discussion; 
and many dogma."l have been destroyed which appeared to be 

1 On this point see Principles I. IV. 7. 
2 He had been educated by his father in the straitest tenets of DenthlUU 

and Ricardoj and in 1830 he wrote an essay on economic method in which he 
proposed to give increased sharpness of outline to the abstractions of the 
science. But in his Pl'inciples, written in 1848, he took account of all sides of 
human lIatnrf', and 1U11lerecl closely to the fnrts of life. 
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simple only because they were loosely expressed; but which, 
for that very reason, served as an armoury with which 
partisan disputants (chiefly of the capitalist class) have 
equipped themselves for the fray. 

This destructive work might appear at first sight to 
have diminished the value of processes of general reasoning 
in economics: but reany it has had the opposite result. It 
has cleared the ground for newer and stronger machinery, 
which is being steadily and patiently built up. It has enabled 
us to take broader views of life, to proceed more surely though 
more slowly, to be more scientific and much less dogmatic 
than those good and great men who bore the first brunt of the 
hattIe with the difficulties of economic problems; and to whose 
pioneering work we owe our own more easy course. But this 
brings us to consider the scope and the methods of economics 
as they are now umlerstood 1. 

1 In America, in Austria amI France, in Italy and the Netherlands, and 
above all in Germany, the last fifty years have seen imp0l'tant contributions to 
economic science. Germans have taken the lead in the "comparative" study 
of economic, as well as of general history. They have brought side by side 
the social and industrial phenomena of different countries and of different 
ages; have so arranged them that thcy throw light upon and interpret one 
another, and have studied them all in connection with the suggestive history 
of jurisprudence. It would be difficult to overrate the value of the work which 
they and their fellow workers in other countries have done in tracing and 
explaining the history of economic habits and institutions. It is one of the 
great achievements of our age; and an important addition to our real wealth. 
It has done more than ahnost anything else to broaden our ideas, to iucrease 
our knowledge of ourselves, and to help us to understand the central plan, as 
it were, of the Divine government of the worM. 

On the recent progress of economics abroad, see Principles I. IV. 8. 



OHAP'rER Y. 

THE SCOPE OF .ECONO~UC:;. 

~ 1. All aspects of social life are connected with one 
another: none can be studied profitably without taking some 
account of the others. But when the attempt is made to 
discuss them in one unified social science, the Relation of 
results are not satisfactory. One thinker after economics to 

other branches 
another proposee broa.d generalizations, which of social 

fascinate men's minds for a time, but seldom science. 

endure for long the test of severe scrutiny. Thus, in social as 
well as physical science, experience shows that solid progress 
can be made only by hreaking up broad problems into parts, 
and working at each separately: and the economist is follow~ 
iug the best examples that have Leen set by othel' ~cientific 
students when he gives his chief attention to certain limited 
aspects of social life, while yet taking some account of all 
others 1. 

§ 2. 'Vhat then ~~"~~,theJimiw of those soci~.J_§.t.!!..qies which 
the economist regards as his special domain 1 To answer this· 
we must first consider what are the advantages which have 
enabled economics, though far behind the more advanced 
physical sciences, yet to outstrip every othOl' branch of social 

1 As Mill sa.ys (On Comte, p. 82):-" A person is llot likely to be a good 
economist who is nothing else. Social phenomena acting and re.a.cting on one 
another, they cannot rightly be understood apart; but this by no means proves 
that the material and industrial phenomena of society are not themselves sus
ceptible of useful generalizations, but only that these generalizations must 
necessarily be relative to a given stage of social advancement." On the whole 
aubjcct see Dr Keynes' Scope and Method 0/ Political Economy. 

;l 
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science. _For it would seem reasonable to conclude that any 
broadening of the scope of the science which brings it more 
closely to correspond with the actual facts, and to take account 
of the higher aims of life, will be a gain on the balance pro
vided it does not deprive the science of those advantages: 
but that any further extension beyond that limit would cause 
more loss than gain. 

The advantage which economics has over other branches 
of social science appears to arise from the fact that}t concerns 
Economics itself chiefly with that class q£ _actio~;th-emo-
chiefly con_ tives of which are measurable, and therefore 
:~~:~r:~i~ specially suited for s~i;~·tifi~ treat!D-ent. "'"-'An 
motives. opening is made for the methods and the tests of 
exact science as soon l1S the force of a person's motives can be 
measured by the sum of money, which he will just give up 
in order to secure a desired satisfaction, or again the sum 
which iH jm;t required to induce him to undergo a certain 
fatigue. 

But here a little explanation is needed. The economist 
does not attempt to weigh the real value of the higher affec· 
tions of our nature against those of our lower: he does not 
balance the love for virtue against the desire for agreeable food. 
Such measure. But he estimates the incentives to action by their 
ment correM effects just in the same way as people do in COIDM 
sponds to the 
.practice of lUon life. He makes no strange assumptions, 
ordinary life. no arbitrary hypotheses; but he follows the 
course of ordinary conversation, differing from it only in 
taking more precautions to make clear the limits of his know· 
ledge as he goes. These precautions are laborious, and make 
some people think that economic reasonings are artificial. But 
the opposite is the fact. For he does but bring into promiM 

~ence those assumptions and reservations, which everyone 
makes unconsciously every Jay. 

J."or instance, if we find a rrw.n in doubt whether to spend 
a few pence on a cigar, or a. cup of tea, or on riding home 
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instead of walking home, then we may follow ordinary usage, 
and say that he expects from them equal pleasures. Again if 
we find that the desires to secure either of two pleasures will 
induce people in similar circumstances each to do just an 
hour's extra work, or will induce men in the same rank of life 
and with the same means each to pay a shilling for it, we then 
may say that those pleasures are equal for our purpose. 

Next suppose that the person whom we saw doubting be~ 
tween several little gratifications for himself had thought after 
a while of a poor invalid whom he would pass on his way 
home, and had spent some time in making up his mind whether 
he would choose a physical gratification for himself, or would 
do a kindly act and rejoice in another's joy. As his desires 
turned now towards the onc, now the other, there would bc 
change in the quality of his mental states. But the economist 
treats them in the first instance merely as motives to action, 
which are evenly balanced. No doubt his concern with them 
does not eud there. Even for the narrower uses of economic 
studies, it is important to kno-..y whether the desires which 
prevail are such as will help to build up a strong~ and righteous 
character. And in the broader uses of those studies, when 
they are being applied to practical problems, the economist, 
like every onc else, must concern himself with the ultimate 
aims of man, and take account of differences in real value 
between gratifications that are equally powerful motives or 
incentives to action and have therefore equal money values. 
A study of these money values is only the starting-point of 9 
economics: but it is the starting-point. t 

§ 3. There are other ways in which the money v:~lues of 
various efforts and benefits fail to measure their-oreal values. 
Some people can derive more happiness and more well~being of 
aU kinds than others from the same money income. \Yhen a 
tax of £1 is taken from each of two persons hav- Difficulties of 

ing an income of £300 a-year, each will give up measurement. 

that .£1 worth of plt>.asure (or other Hatisfaction) which he can 

3-2 
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most easily part with, i.e., each will give up what i~ measured 
to him by just £1: but the intensities of the satisfaction given 
up may not be nearly equal. 

Again the desire to ~~n a i>hilling is a much .stronger 
Illotive to a poor nmn with whom mOlley is scarce than to a 
rich one. A rich man in doubt whether to spend a shilling 
on a single cigar, is weighing a,gainst Olle another smaller 
pleasures than a poor mall, who is doubting whether to spend 
a shilling on a supply of tobacco that will last him for a 
month. The clerk with £100 It year will walk to business in 
a heavier rain th,Ln the clerk with £300 a year; for a six
penny omnibus fare measures a greater pleasure to the poorer 
man than to t.he richer. If the poorer man spends the money, 
he will suffer more from the want of it [Lfterwards than the 
richer would. The pleasure that is measured in the poorer 
man's mind by sixpence is greater than that measured by it in 
the richer man's mind. 

These dimculties can however be avoided. For if we take 
Allowance for averages sufficiently broad to cause the personal 
the different peculiarities of individuals to counterbalance one 
utilities of 
money to rith another, the money which people of equal incomes 
and poor. will give to obtain a pleasure or avoid a pain is a 
sufficiently a.ccurate measure of the pleasure or the pain. If 
there are a thousand families living in Sheffield and another 
thousand in Leeds, each with about £100 a-year, and a tax of 
£1 is levied on all of them, we may be sure that the loss of 
pleasure which the tax will cause in Sheffield is very nearly 
equal to that which it will cause in Leeds: and similarlyany
thing that increased all the incomes by a £1 would give com
mand over very nearly the same amount of additional pleasure 
in the two t,owns. 

But next suppose that instead of falling on families with 
an income of about £100 a-year, the loss fell in each of the 
two towns on 600 families w!th an ILVerage income of £50 
and on 400 families with an average income of. £100; then, 



THE SCOPE OF ECONOMICS. 37 

although the loss of pleasures to the pooror group would be 
much greater than to the richer, yet the aggregate loss in 
Leeds might be tnken to be nbout the same as in Sheffield; 
because in each case it was distributed in equal proportions 
among the richer and the poorer. And in fact it happens 
that by far the greater number of the events with which eco
nomics deals affect in n .. hout equal proportions all the different 
classes of society; I'lO that if the money measures of the hap
piness caused by two events are equal, there is not in general 
'any very great difference hetween the amounts of the happi
ness in the two cases. 

Next it must be remembered that nobody's actions are all 

b
O'overned by careful calculation j in fact even the 

It is not as
most deli~~ate persons are much under the in- sumed that all 

fluence of habit and impulse. But on the other ~~~:~~r~~e. 
hand habitltself is largely based on deliberate 
choice: and further the side of life with which economics is; 
specially concerned is that in which man's conduct is most 
deliberate, and in which he most often reckons up the advan
t~ and disadvantages of any particular action before he 
enters on it. It is that side of his life in which, when he does 
follow habit and custom, and proceed for the moment without 
calculation, the habits and customs themselves are most nearly 
sure to have proceeded from closely watching the advantages 
and disadvantages ()f different courses of .conduct_ 

§ 4_ Thus" money" or "general_ p~rchasing power" o~ 
"command over material wealth," is the centre around which 
economic science clusters; this is so, not because money 0 

material wealth is regarded as the main aim of human effort, 
nor even as affording the main subject-matter for the study 
of the economist, but beeausc in this world of ours it is the 
one convenient means of measuring human motive on a large 
scale; and if the older economists had made this clear, they 
would have escaped many grievous misrepresent.ations. The 
splendid teachings of Cadyle and Ruskin as to the right aims 
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of huml1ll cmleavuur lLnd the right uscs of wealth, would not 

Economic 
motives are 

then have been marred hy bitter attacks on eco
nomics, based on the mistaken belief that that 

notexcIusively science had no concern with any motive except 
selfish. 

the selfish desire for wealth, or even that it 
inculcated a policy of sordid selfishness!. 

(
So far from confining their attention to selfish motives, 

economists have always given n. prominent place to the 
unselfish sacrifices which men make in oroer to secure corn· 
forttLble provision for their families. The grounds for doing 
t11i." ftre obvious on the principle which we have adopted. 
For family affection nets with so much uniformity in any 
given stage of civilization that its effects can be systema
tically observed, reduced to law [Lnd measured; and it is there
fore reasonable for economists to take it always into account; 
while yet they do not attempt to study the working of many 
oth~ benevolent and self-sacrificing motives whose action is 
irreg~ar. But the greater p!1rt of those actions, which are 
due to' a feeling of duty and love of one's neighbour, cannot 
be classed, reduced to law and measured; and it is for this 
reason, and not because they are not based on self-interest, 
that the machinery of ecoU:omics cannot be brought to bear on 
them. 

§ 5. There is another direction in which the range of 
The desire for economics h,LS been wider "than is commonly 
money is the thought. 'Vhen the motive to a man's action is 
result of many 
various mo~ spoken of aR supplied by the money which he 
tives. will earn, it is not meant that his mind is closed 
to all other considerations save those of gain. For even 
the most purely business relations of life assume honesty 
and good faith; while many of them take for granted, if not 

1 It is pointed out in PI'1:nciples I. v. 4, that a theory of economics similar 
to our own might exist ill a world ill which there was no private }Jropert,. in 
material wealth, and no money, provided that motives could be measured, ns 
for instance by transferable honours. 
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generosity, yet at leaRt tile absence of meanness; and the 
pride which every honest man takes in acquitting himself 
weH, is an important factor of economic efficiency. Again, 
much of the work by which people earn their living is 
pleasurable in itself j and there is truth in the contention 
of socialists that more of it might be made so. Indeed in 
busiue!;!; work, that seems at first sight unattractive, many 
persons find a distinct pleasure, which is partly direct, and 
partly arises from the gratification which the work affords to 
their instincts of rivalry and power. ~\ Just as a race-horse or 
an athlete strains every nerve to get "'in advance of his com
petitors, and delights in the strain; so a manufacturer or a 
trader is often stimulated much more by the hope of victory 
over his rivals than by the desire to add something to his 
fortune.\ t-

But again, the desire to make money does not itself 
necessarily proceed from motives of a low order, even when 
it is to be spent on oneself. Money is a means towards ends, 
and if the ends are noble, the desire for the means is not 
ignoble. The lad who 'works hard and saves all he can, in 
order to be able to pay his wayafterv{urds at a University, 
is eager for money j but his eagerness is not ignoble. In 
short, money is general purchasing power, and is sought as a 
means to all kinds of ends, high as well as low, spiritual as 
well as material. 

The earlier English economists paid almost exclusive at
tention to the motives of individual action. Motivestocol. 

But it must not be forgotten that economists, lective action. 

like all other students of social science, are concerned with 
individu~ls chiefly as members of the social organism. As 
a cathedral is something more than the stones of which it is 
built, as a person is something more than a series of thoughts 
and feelings, ',60 the life of society is something more than the , ~~ 

sum.,of the lives of its individual members. \ It is true that 
the action of the whole is mooe up of th!1t of itR constituent 
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parts; and that in most economic prohlems the hest starting
point is to be found in the motives that affect the individual, 
regar{led not indeed as an isolated atom~ but as a member of 
some particular trade or industrial group; but it is also true, 
as German writers have well urged, that economics has a great 
and an increasing concern in motives connected with the 
collective oWllf'!rship of property and the collective pursuit of 
important aims. Many new kinds of voluntary associl1tion are 
growing up under the influence of other motives besides that of 
pecuniary gain; and the Co-operative movement in particular 
is opening to the economist new opportunities of measuring 
motives whose action it had seemed impossible to reduce to 
any sort of law. 

§ 6. To conclude provisionally: We study the actions of indi
viduals, but_~tHdy .them" iJ..l~latiol];~~.!!Lill.e; and concern 
ourselves but little with personat peculiarities of temper and 
character. We take as little notice as possible of individual 
The individual peculiaritieR of temper and character. W e watch 
regarded as a the congw~.to£ a whole class of people~soinetimes 
:~~s~~~aIOf an the ;;hole of a ~i~n~i;e;'only tho8eliving 

.~. ""-'-'-
group. in" a certain district, mo.r~~I). those engaged 
l!! ... some.,.partlcular,.,tra.de~_a~, s_<?~~".1L~~",and.pl~ce: and by the 
aid of statistics, or in other ways, we ascertain how much 
money on the average the members of the particular group 
we are watching, are just willing to pay aR the price of a 
certain thing which they desire, or how much must be offered 
to them to induce them to undergo a certain effort or ab
stinence that they dislike. The mea~urement of motiy~thus 
obtained is not indeed perfectly accurate; for if it were, 
economics would rank with the most advanced of the physical 
sciences, Rnd not :l.fol it actually does with the least advanced. 

But yet the measurement is accurate enough to enable 
experienced perRons to forecast fairly well the extent of the 
results that will follow from changes in which motives of j.his 
kind are chiefly concerned. Thus, for instance, they ca.n 
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estimate yery closely the payment tlw,t will he required to 
produce an adequate Hupply of labour of any grade, from the 
lowest to the highest, for a new tmde which it is proposed to 
start in any place. And, when they visit n fa.ctory of a kind 
that they have never seen before, they can tell within a 
shilling or two a week what any particular worker is earning, 
by merely observing how far his is a skilled occupation and 
what strain it involves on his physical, mental and moral 
faculties. 

And, starting from simple considerations of this kind, 
they can go on to analyse the causes which govern the local 
distribution of different kinds of industry, the terms on which 
people living in distant places exchange their goods with one 
another, and so on. They can explain and predict the ways 
in which fluctuations of credit will affect foreign trade, or 
again the extent to which the burden of a tax will be shifted 
from those on whom it is levied on to those for whose wants 
they cater, and so on. 

In all this economists deal with man as he is: not with an 
abstract or "economic JJ man; but a man of flesh and blood j 
influenced by egoistic motives and shaping his llUsiness life to 

~ a great extent with reference to them; but not . 
b h f "I" f" kl d Economists a ave t e ral tIes 0 vamty or rec essness, an deal mainly 

not below the delight of doing his work well for :ci:t:eo:~tS~~~ 
its own sake, nor below the delight in sacrificing the life ofa fic

himself for the good of his family, his neighbours, titious being. 

or his country, and not below the love of a virtuous life for its 
own sake. They deal with man as he is. But being concerned 
chiefly with those aspects of life in which the action of motive 
is so regular that it can be predicted) and the estimate of the 
motor-forces can be verified by results, they ha.ve established 
their work on a scientific basis I. 

1 Some further considerations, chiefly philosophical and logical, beariug 011 

this subject will be found in Principles I ...... 



CHAPTER VI. 

METHOD;'; OF STUDY. NATURE OF ECONOMIC LAw, 

§ 1. I']' is the business of economics, as of almost every 
other science, to collect fa<)ts, to arrange and interpret them, 
and to draw inferences from them. All the devices for the 
Jiscovery of the relations between cause and effect, which are 
described in treatises on scientific method, have to be used in 
their turn by the economist: there is not anyone method of 
Induction and investigation which can properly be called the 
deduction are method of economics j but every method must be 
inseparable. ad . bl' . I' h . I m e serVlcea emIts proper pace, elt er smg y 
or in combination with others. And as the number of com
binations that can be made on the chess-board is so great that 
probably no two games exactly alike wcre ever played j so no 
two games which the student plays with nature to wrest from 
her her hidden truths, which were worth playing at all, ever 
made use of quite the same mcthods in quite the same way. 

But in some branches of economic inquiry and for some 
purposes, it is more urgent to ascertain new facts, than to 
trouble ourselves with the mutual relations and explanations 
of those which we already have. While in other branches 
there is still so much uncertainty as to whether those causes of 
any event which lie on the surface and suggest themselves at 
first are both true causes of it and the only causes of it, that it 
is even more urgently needed to scrutinize our reasonings 
about facts which we already know, than to seek for more 
facts. 

The reasoning from particular facts to general principles is 
called induction; the reasoning from general principles to 



METHODS 01<' STUDY. 43 

particulu .. r facts is called deduction. (Prof. ~chmoller, all emi
nent Gennan historian and economist, says well: "Induction 
'and deduction are Loth needed for scientific thought as the 
right and left foot are both needed for walking .... They rest on 
the same ~endencies, the same beliefs, the same needs of our 
reason." 

§ 2. There is however no scope in economics for long 
chains of deductive reasoning; that is for chains in which each 
link is supported, wholly or mainly, by that which went be
fore, and without obtaining further support and guidance from 
observation and thc direct study of real life. This 

Long chains of 
can be done in astronomy and in some other 
branches of physical science, in which the cha
racter and strength of all the chief causes at 

mere reason
ing are not 
profitable. 

work are known so exactly tha.t we can predict beforehand 
the effect of each singly, and thence infer the combined effect 
of al1. But it cannot be done as yet in chemistry; for we 
cannot be quite sure how a new combination of chemical 
elements will work until we have tried. And when drugs are 
used medicinally; it is often found that they affect different 

• people in different ways: it is not always safe to give a large 
dose of a new drug to one patient, trusting to the fact that it 
has worked well in an apparently similar case. And economics 
has as various and uncertain a subject-matter to deal with as 
has medical science. 

Thus if we look at the history of such strictly economic 
relations as those of business credit and banking, of trade
unionism or co-operation, we sec that modes of working, that 
have been generally successful at some times and places, have 
uniformly failed at others. The difference may sometimes be 
explained simply as the result of variations in general en
lightenment, or of moral strength of character and habits of 
mutual trust; but sometimes the explanation is more difficult \ 

1 In the corresponding section of Principles (Ed. III.) this class of con· 
Hidel'ations is stnO-ied flt length. It is shown how iu some respect!! economic 
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§ :1. On the other hand, thel'e is need at every stage for 
The explana- anaIysiH, that is, for taking to pieces each complex 
tion ofob- part and studying the relations of the several" 
$erved facts 
involves rea_ parts to one another and to the whole: and in 
soning. doing this we are constantly making inferences, 
that is, short steps of reasoning both inductive and deductive. 
The process is substantially the same whether we are explain
ing what has happened or predicting what is likely to happen. 

IEXPlanation and prediction are really the same mental opera
tion; though they are worked in opposite directions, the ono 
from effect to cause, the other from cause to effect I. 

Observation may tell us that one event happened with or 
after another, but only by the aid of analysis and reason can 
we decide whether one was the cause of the other, and if we 
reason hastily we are likely to reason wrong. "\Vider ex
perience, more careful inquiry, may show that the causes to 
which the event is attributed could not have produced it un
aided; perhaps even that they hindered the event, which was 
brought about in spite of them by other causes that have 
escaped notice~. 

forces resemble mechanical rather than chemical forces, because their action 
in combination can often be predicted with some certainty from their separate 
action; and how this fact enables deduction to go a little further in economics 
than it otherwise would. The classical economists are-often supposed to have 
forged long chains of deductive reasoning: but they did not: they had too 
much common sense and practical knowledge of the affairs of life to attempt it. 

1 It is only when we go beyond a first step that a great difference arises 
between the certainty of prediction and the certainty of explanation: for any 
error made in the first step of prediction will be accumulated and intensified 
in the second; while in interpreting the past, error is not so likely to be accu
mulated; for observation or recorded history will probably bring a fresh check 
at each step. 

2 If we arc dealing with the facts of remote times we must allow for the 
changes that have meanwhile come oyer the whole character of economic life: 
however closely a problem of to-day may resemble in its outward incidents 
another recorded in history, it is probable that a closer examination will 
detect a fundamental difference betwe{Jn their real characters. Till this has 
beeu made, no valid argument call be drawn from one case to the other. 

This line of argument is developed in Principles I. VI. §§ 3, 4, where Cap
tain Mahan's remark that more light is thrown on modern problems by the 
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§ 4. The part which systematic scientific reasoning plays 
in the production of knowledge resembles that Uses of the 

which machinery plays in the production of machinery of 

_gQ99S. For when the same operation has to be science. 

performed over and over again in the same way, it generally 
pays to make a machine to do the work; and where there is 
80 much changing variety of detail that it is unprofitable to 
use machines the good!:) must be made by hand. Similarly in 
knowledge, when there are any processes of investigation or 
reasoning in which the samE> kind of work has to be done over 
and over again in the same kind of way, then it is worth 
while to reduce the processes to system, td organize methods 
of reasoning and to formulate general L:1WS. 

It is true that there is so much variety in economic 
problems, economic causes Me intermingled with others in 
so many different ways, that exact scientific reasoning will 
seldom bring us very far on the way to the conclusion for 
which we are seeking. But it would be foolish to refuse to 
avail ourselves of its aid, so far as it will reach :-just as 
foolish as would be the opposite extreme of supposing that 

• science alone can do all the work, and that nothing will 
remain to be done by practical instinct and trained common 
sensei. 

§ 5. A SCieI}JiJ!:~.,,!.J<'1W is a geneml proposition or state
ment of uniformity, more or less certain, more or The nature of 

less definite. The laws of gravitation, of conser- scientificlaws. 

strategy than the tactics of past naval warfare is adapted to the teachings of 
economic history. 

1 Natural instinct will select rapidly and combine justly considerations 
which are relevant to the issue in hand; but it will select chiefly from those 
which are familiar; it will seldom lead a man far below the surface. or far be
yond the limits of his personal experience. And we shall find that ill econo· 
mics. neither those effects of known causes, nor those canses of known ellects 
which are most patent, are generally the most important. "That whieh is not 
seen" is often better worth sturlying than that" which is seen," Especially is 
this the case when we are trying to go behind the immediate causes of events 
o.nd trying to discover their causes (causre causanlcs). 
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vation of energy, &0. in physics are universal, certain and 
exact. Economics has of course no hws of this class: but it 
has many which may rank with the secondary laws of biology 
and medical science, and even the science of the tides. For 
these laws also are concerned with the action of many different 
ki~ds of causes, and vary much in definiteness, in certainty 
and in range of application J. 

A Law of social science, or a SOCIAL LAW, is a statement 
that a certain course of action may be expected 

Social1aw. under certain conditions from the members of a 

social group. 
ECONOMIC LAWS are those Social Laws which relate to 

Economic branches of conduct in which the strength of the 
law. motives chiefly concerned can be measured by a 
money price. They are statements in the indicative mood of 
relations between causes and effects, and not precepts in the 
imperative moodz. 

Following our definition of an economic law, we may say 
that the course of action which may be expected under 
certain conditions from the members of an industrial group is 
the NORMAL action of the members of that groups. 

1 The number of general statements that are made in the course of every 
science is very great: but it is not customary to give to all of them a formal 
character and name them as Laws. The selection is directed less by purely 
scientific considerations than by practical convenience. If there is any general 
statement ·which one wants to bring to bear so often, that the trouble of quo
ting it at length, when needed, is greater than that of burdening the discussion 
with an additional formal statcmcnt and an additional technical name, then it 
receives a special name, othcrwise not. 

a Of course an economist retains the liberty, common to sll the world, of 
expressing his opinion that a certain course of action is the right one under 
given circnmstances; alld if the difficulties of the problem al'e chiefly economic 
he may speak with a certain authority. But so maya chemist with regard to 
other problems. such for instance as some of those eonnected with sanitation 
and with dyeing; and yet thc la WB of chemistry are not prccepts. 

8 Corresponding to the substantive "law" is the adjective "legaL" But 
this term is used only in connection with "law" in the sense of an ordinance 
of government; not in the sellse of a scientific statement of connection 
between cause and effect. 'rhe adjective used for this purpose is derivc(l from 
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Normal action is not alway8 morally right j very often it 
iH action which we Hhould use our utmost efforts 

Normal. 
to stop. For instance, the nonnal condition of 
many of the very poorest inhabitants of a large town is to be 
devoid of enterprise, and unwilling to avail themselves of the 
opportunities that may offer for a healthier and less squalid 
life elsewhere; they have not the strength, physical, mental 
and moral, required for working their way out of their miser
able surroundings. The existence of a com,iderable supply of 
labour ready to make match-boxes at a very low rate is 
normal in the same way that a contortion of the limbs is a 
normal result of taking strychnine. It is one result, a 
deplorable result, of the action of those laws which we have 
to study, 

[The phrase just used-the action of a law-is convenient 
on account of its brevity. But a law itself does The action of 

not take action, it merely records action. When a laW". 

we speak of the action of a law, what we mean is the action 
of tlwse causes, tlte results of which are described by the law.] 

§ 6. Further, the laws of economics as of other sciences 

.are statements as to the effects which will be Conditions are 

produced by certain causes, not absolutely, but assumed in all 

b' h d' , h 1 1 . reasonings. SU aect to t e con ltIon t at otfter tmngs are 
equal, and that the causes are able to work out their cffects 
undisturbed I. 

"norma.," a. term which is nearly equivalent to "law," and might perhaps 
with advantage be substituted for it in scientific discussions. 

1 There is, however, no reason for regarding economics as a hypotltet£wl 
science in any sense, in which the physical sciences are not also hypothetical. 
Almost every scientific doctrine, when carefully and formally stated, will be 
found to contain some proviso to the effect that other things are equal: the 
action of the causes in question is supposed to be isolated j certain effects are 
attributed to them, but only on the hypothesi.~ that no cause is permitted to 
enter except those distinctly allowed for. These conditioning clauses must be 
often repeated in economics, because its doctrines are apt to be quoted by 
persons who have had no scientific training, and who perhaps have heard 
them only at second haml alld without their context. See Principles I. n. 6 
(Ed. m.). 
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It is sometime~ said that physical laws are more universally 
true and less changea.ble than economic laws. It would ue 
better to say that an economic law is often applicable only 
to a very narrow range of circumstances which may exist 
together at one particular place and time, but quickly pass 
away. When they are gone, the law, though still true as an 
abstract proposition, has no longer any practical bearing; 
because the particular set of causes with which it deals are 
nowhere to be found acting together without important dis~ 
turbance from other causes. Though economic reasoning is 
of wide application, we cannot insist too urgently that every 
age and every country has its own problems; and that every 
change in social conditions is likely to require a new develop
ment of economic doctrines. 

It is true also that human effort may alter the conditions 
under which people live, and their characters, and thus may 
affect the economic laws that will be valid in the next 
generation. It may for instance destroy the conditions under 
which the most helpless of our match-box makers have been 
formed; in the same way as it has substituted sheep whose 
la.w of life it is to mature early, for the older breeds which 
did not attain nearly to their full weight till their third year. 

The" normal" conditions with which economics deals are 

The term 
•• normal" is 
relative to 
place and time. 

constantly being changed, partly through the un~ 
conscious influence of general social progress, 
partly through conscious and deliberate endea
vour. And while with advancing knowledge we 

are constantly finding that economic analysis and general 
reasoning have wider and wider applications, and are learning 
in unexpected ways to see the One in the 1'rlany and the 1\fany 
in the One; we are also getting to understand more fully how 
every age and every country has its own problems, and how 
every change in :-;ocial conditions is likely to require a new 
development of economic doctrines. 



CHAPTER VII. 

SUMMARY A~D CONCLUSION. 

§ 1. ECONQ;\IICS has then as its purpose firstly to acquire 
knowledge for its own sake, and secondly to Relation of 

throw light on practica] issues. But though we :~fe~~~~~ 
are right before entering on any study to con- practice. 

sider carefully what are its uses, we should not plan out our 
work with direct reference to them. For by so doing we 
are tempted to break off each line of thought as soon as 
it ceases to have immediate bearing on that particular 
aim which we have in view at the time: the direct pursuit 
of practical aims leads us to group together bits of all sorts 
of knowledge, which have no connectio!l with one another 
except for the immediate purposes of the moment; and which 

... throw but little light on one another. Our mental energy is 
spent in going from one to another; nothing is thoroughly 
thought out; no real progress is made. 

The grouping, therefore, which is best for the purposes of 
science is that which collects together all those facts amI 
reasonings which are similar to one another in nature: so 
that the study of each may throw light on its neighbour. 
By working thus for a long time at one set of considerations, 
we get grauually nearer to those fundamental unities which 
are called nature's laws: we trace their action first singly, 
and then in combination j and thus make progress slowly but 
surely. The practical uses of economic studies should never 
be out of the mind of the economist, but his special business 
is to study and interpret facts and to find out what are the 
effects of different causes acting singly and in combination. \ 

~ ~ 
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§ 3. Economic}; is then ~ the ~cj.(.m-~_.~.h!C?_h investigates 

Questions to b;lj1.~~~~~ in the or~-1W"<l£y",,p'u~ines~fe. _ It 
investigated. pursues the inquiries:- .----~ 

How does economic freedom tend, so far a.s its influence 
reachc"l to a.rrange the a'~'l."";(rfo~ wea~.~~._.~nd its p:roduction, 
distribPt.ion nnd exchangd vVhat organization of industry 
and traue does econo~~{c-1rccdom tend to bri~g about; what 
forms of division of labour; what a.rrangements of the money 
market, of wholesale and retail dealing, and what relations 
bet,Ycen employer and employed 1 How does it tend to 
adjust values, that is, the prices of material things whether 
produced on the spot or Lrought from a distnnce, rents of 
all kinch, intere:-;t on capital and the earnings of all forms of 
work, including that of undertaking and managing business 
entel'pri~es ? How doeR it affect the cour~e of foreign trade 1 
Suhject to Wh,-Lt limitntions is the price of <tnything a measure 
of its real utility 1 "\Vhat increase of happiness is prima facie 
likely to result from a given increase in the wealth of any 
class of society? How far is the industrial efficiency of any 
class impaired by the insufficiency of its income ~ How far 
would an increase of the income of any class, if once effected, 
be likely to sllRtain itself through its effects in increasing their 
efficiency and earning power ~ 

How far does, as a matter of fact, the influence uf economic 
freedom reach (or how far has it reached at any particular 
time) in any place, in any rank of society, or in any par· 
ticular branch of industry 1 'Vhat other influences are most 
powerful there; and how is the action of all these influences 
combined 1 In particular, how far does economic freedom tend 
of its own action to build up combinations and monopolies, 
and what al'(~ their effects 1 How are the various classes of 
society likely to be affected by its action in the long run j what 
will be the intermediate effects while its ultimate results 
are being worked out; and, account being taken of the time 
over which they will spread, what is the relative importance 
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~f these two classes of ultimate <Lnd intermediate effects 1 
What will be the incidence of n.ny system of tn.xeR 1 'Vhat 
burdens will it impose on the community, and what revenue 
will it afford to the State 1 
~ \ The above are the main questions with which economic 
science has to deal directly, and with reference to which its 
mainwork of collecting facts, of analysing them and reasoning 
about them should be arrallged. This work supplies part of 
the material which conscience and common sense have to turn 
to account in solving practical problems. 

§ 3. The practical issues which, though lying for the 
greater part outside the range of economic science, yet supply 
a chief motive in the background to the work of Practical 

the economist, vary from time to time, and from issues lying 
partly within 

place to place, even more than do the economic the range of 

facts and conditions which form the material of economics. 

his studies. The following problems seem to be of special 
urgency now in our own country ;-

How should we act so as to increase the good and diminish 
the evil influences of economic freedom, both in its ultimate 
.results and in the course of its progress 1 If the first are 
good and the latter evil, but those who suffer the evil, do not 
reap the good; how far is it right that they should suffer for 
the benefit of others 1 

Taking it for granted that a more equal distribution of 
wealth is to be desired, how far would this justify changes in 
the institutions of property, or limitations of free enterprise 
even when they would be likely to diminish the aggregate of 
wealth 1 In other words, how far should an increase in the 
income of the poorer classes and a diminution of their work 
be aimed at, even if it involved some lessening of national 
material wealth 1 How far could this be done without in
justice, and without sbckening the energies of the leaders 
of progress 1 How ought the burdens of taxation to bo 
distributed among the different classes of society 1 

4-2 
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Ought we to rest content with the existing formR of 
division of labour~ Ts it necessary that large numbers of 
the people should be exclusively occupied with work that has 
no elevating characted IR it possible to educa,te gradually 
among the great mass of workers a new capacity for the 
higher kinds of work; and in particular for undertaking 
co-operatively the management of the businesl')e..<; in which 
they are themsel veR employed 1 

"\Vhat are the proper relations of individual and collective 
action in a stage of civilization such as ours 1 How far ought 
voluntary association in its various fonus, old and new, to 
he left to supply collective action for those purposes for 
which such action has special advantages 1 "\Vhat business 
affairs should he undertaken hy society itself acting through 
its Government, imperial or local ~ Have we, for instance, 
carried as far as we should the plan of collective ownership 
amI use of open spaces,. of works of art, of the means of 
instruction and amusement, as well as of those material re· 
quisites of a civilized life, the supply of which requires united 
action, such as gas and water, antI railways 1 

'Vhen Government does not itself directly intervene, how 
far shouM it anow individuals and corporationI') to conduct 
their own affairs as they please ~ How far should it regulate 
the management of railways and other concerns which are 
to some extent in a position of monopoly, and again of land 
and other things the quantity of which cannot be increased 
by man 1 Is it necessa.ry to retain in their full force all the 
existing rights of property; or have the original necessities 
for which they were meant to provide, in some measure 
passed away 1 

Are the preva.iling methods of using wealth entirely 
justifiable 1 'Vhat scope is there for the moral pressure of 
social opinion in constraining and directing individual action 
in those economic relations in which the rigidity ancI violence 
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of Government interference would be likely to do more harm 
than good! 

In what respect do the duties of -one nation to another 
in economic matters differ from those of members of the 
same nation to one another ~ 

Economics is thus taken to mean a study of the economic 
aspects and conditions of man's political, social and private 
life; but more especially of his social life. { The aims of the 
,study are to gain knowledge for its own Sake, The domi. 

and to obtain guidance in the pra?tical conduct n:,nce. of socjal 

of life, and especially of social life,:... The need ~~dse~~ eco. 
for such guidance was never so urgent as now; a nomic studies. 

later generation may have more abundant leisure than we for 
researches that throw light on obscure points in abstract 
speculation, or in the history of past times, but do not afford 
immediate aid in present difficulties. 

But though thus largely directed by practical needs, 
economics avoids as far as possible the discussion of those 
~xigencies of party organization, and those diplomacies of 
home and foreign politics of which the statesman is bound to 
take account in deciding what measures that he can propose 
will bring him nearest to the end that he desires to secure for 
his country. It aims indeed at helping him to determine not 
only what that end should be, but also what are the best 
methods of a broad policy devoted to that end. But it shuns 
many details of political tactics, which the practical man can
not ignore: and it is therefore a Science, Pure and Applied, 
rather than a Science and an Art. And it is better described 
as Social Economics, or as Economics simply, than as Political 
Economyl. 

1 Tbis chapter is reproduced with but little change, except the omission of 
a sununary of Book I., from l'riJlciJ.Jll:'-ll T. VII. 



BOOK II. 

SOME FUNDAMENTAL NOTIONS. 

CHAPTER 1. 

lNTRODUCTORY. 

§ 1. SINCE Economics is the study of man's actions in the 
Difficulties of -ordiilli'i'y~affairH of -life;"~ir-:rieea; to borro';' more 

definition in than -oilier-sCiences doriOln~· the experiences and 
economics. 

suggestions of those who arc not professed· 
students. Its reasonings must therefore be expressed in 
language that is intelligible to the general public j it must 
endeavour to conform itself to the familiar terms of every~ 
day life, nnd, so far as possible, to use them as they are com· 
monly used. 

But unfortunately in common use almost every word has 
many shades of meaning, and therefore needs to be interpreted 
by the context: this difficulty, however, is not a very great 
one in practice; provided only it is faced boldly, and ex
planatory clauses are introduced freeJy whenever they are 
wanted. 

We must then analyse carefully the real characteristics 
of the various things with which we have to deal; and we 
shall thus generally find that there is some use of each term 
which has distinctly greater claims than <-tny other to be 
called its leading usc, 011 the ground that it rcpref'cnts n 

distillction that is morc important for the purposes of lH<xlern 
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science than any other. This may be laid down as the meaning 
to be given to the term whenever nothing to the contrary is 
stated or implied by the context. \Vhen the term is wanted 
to be used in any other sense, whether broader or narrower, 
the change must be indicated; and a forma] interpretation 
clause must be supplied if there is the slightest danger of a 
misunderstanding l . 

1 As Mill says:-"The ends of scientific classification are best answered 
when the objectt! are formed into groups respecting which a greater nmnber 
of general propositions call be made, aud those propositions more important, 
than those whieh eould be made respecting any other groups iuto which the 
same things could be distributcd." But we meet at starting with the difficulty 
that those propositions which are tlle mO>it important in one stage of economic 
development, are not wllikeiy to be among t·he least important in another, if 
indeed they apply at all. Darwin pointt! out that those parts of the structure 
which determine the habits of life and the general place of cach being in the 
economy of nature, are as a rule not those which throw most light all its 
origin, but those which throw lea>it. And in like malliler those properties of 
an..economic iristitution which play the most important part in fitting it for 
the work which it has to do 110W, are for that very reason likely to be in a 
great measure of recent growth. 

But on the other hand we must keep constantly in mind the history of the 
terms which we use. For, to begin with, this history is important for its 
own sake; and because it throws side lights 011 the history of the ecollomic 
development of society. And further, even if the sole purpose of our study of 
economics were to obtain knowledge that would guide us in the attainment of 
immediate practical ends, we should yet be bound to keep our use of terms as 
much as possible in harmony with the traditions of the past; in order that we 
might be quick to perceive the indirect hints and the subtle and subdued 
warnings, which the experiences of our ancestors offer for our instruction. 

The divergence from an ideally perfect system of classification caused by 
the special nee(ls and difficulties of economics, is discussed in Prillciplell II. t. 



OHAPTER II. 

WEALTH. -' 
§ 1. Ix the ~Lbscnce of any term in common use to re

Goods. 
prese~~,~[11) .~~~i,~~?le things, or things th~Lsatisfy 
human wants, we may adopt the term GOODS for 

that purpose. -
Al~llil-9.Q.I~~~.S.1§_~oL things ... that. £atisfY,_Y-::{Lnts, .• dir.e~tly 

or indirectly. All wealth therefore consists of desirable 
things; buf-~ot all desirable things are reckoned as wealth. 
Tlie affect~ of-frlencrs;-for"'r~tance, i~ Y~ry i~ 
element of well-being, but it is not ever reckoned as wealth, 
except by a poetic licence. Let us then begin by classifying 
desirable things or Goods, and then consider which of them 
should be accounted as elements of wealth. 

Desirable things arc ~fatcria!,.or.-Personal and IIDlIlateria1. 
Classification MATERIAL Goods consist of useful material things, 
of goods. and of all rights to hold, or use, or derive benefits 
from Inaterial things, or' to receive them at a future timel. 

A man's PERSO~AL Goods f,111 into two classes, Under the 
first come the benefits he derives from other persons, such 
as bbour dues n.nd personal services of all kinds, property 
in slaveet, the organization (If his business, and his business 
connection gencra.lly, The second class con~ists of his own 
qualities antI faculties for action and for enjoyment. 

1 Thus they illclude the physical gifts of nature, land and water, air and 
climate; the products of agriculture, mining, fishing, and manufacture; 
buildings, machinery, aud implements; mortgages a11l1 other bonds; shares 
ill public aud private cOlllpallies, all killds of monopolies, patent· rights, copy
rights; also rights of way amI other rights of usage. Lastly, opportuuitic;! of 
trarel, access to gOUil BeCllel',)', llJU:ieUlllii, etc. oughL, sLrictly speaking, to be 
reckoned uuder thi:; head. 
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The former of these two classes, together with all lVIaterial 
goods, may be described as EXTERNAL, and the latter as 
IN.TERNAL goods. 

-Again, Goods may b~~~ESFERABLE or NON-TRANSFERABLE 1
• 

Those Goods arc l<'REE, which are not appropriated and 
are a.fforoed by Nature without requiring the effort of man 2

• 

EXCHANGEABLE Goods are all those transferable Goods 
which are limited in quantity and not free. This distinction 
is however not very important practically, because there are 
not many Goods which are tranRferable, but being free, have 
no, exchange value. 

\Vhen a man's WEALTH is spoken of simply, nnd without 
any interpretation clause in the context, it is to 
be taken to consist of two classes of Goods. 

Wealth. 

In the first class ~Lre those Material Goods to which he 
has (by Law or Custom) private rights of property, and which 
are therefore transferahle <1nd exchangeable 3

• 

1 Among the la.ttcr are to be c1ass(Hl tlIe whole of a person's (Intenl!l.l 
Goods) i.e. his qualities alld faculties for action and enjoyment; also such part 
of his busincss cODncction as dcpcnds on Ilcr80nal tru8t ill him, and cannot be 
transferred as part of his vendible good will j also the advantages of climate, 
light, air, alld his privileges of oitizenship and rights and opportunities of 
making use of public property. 

:I Thaland in its original state was a free gift of natura, But ill settleclcoun
u-ies it is not a free good from the point of view of the individual. Wood is 
still free in some Brazilian forests: the fish of the sea are free generally: but 
some sea fisheries are jco.1ously guarded for the exclusive use of memb6l'S of a 
certain nation, and may be classed as national l)rOperty. Oyster beds that 
have been planted by man are not free in any sense; those that have grown 
na.turally are free in every sense if they are not apprOlll'iated j if they are 
privat~ property they are still free gifts from the point of view of the nation, 
but since the nation has o.1lowed its rights in them to become ycsted in indio 
viduals they are not free from the point of view of the individual, and the 
same is true of private rights of fishing in many rivers. But the wheat grown 
on free land and the fish caught in free fisheries are not free: for they have 
been acquired by labour, 

S These includc not only such things as land and honses, furniture and 
machinery, and other material things which may be in his single private 
oWllership, but also any shares in public cOIll})anies, tlehentul'e bonds, mort· 
gages and other obligation); which he may hold from others to pay goods to 
him. On the other hand, the debts which he owes to others may bc regarded 
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In the second class are those of his Imma_t~.ritLl Goods 
which are External to him, and serve directly as the means of 
enabling him to acquire Material Goods 1; such, for instance, 
as the good will of his Lusiness or professional practice. 

This use of the term "\Vealth is in hannony with the 
usage of ordinary life: and, at the same time, it includes 
those Goods, and only those, which come clearly within the 
scope of economic science, as defined in Book I. For it 
includes all those things, Bxternal to a man, which (i) belong 
to him, and do not belong equally to his neighbours, and 
therefore are distinctly his; and (ii) which are directly 
capable of It money measure,-a measure that represents on 
the one side the efforts and sacrifices by which they have 
Leen called into existence, and, on the other, the wants which 
they satisfy. 

§ 2. A broader view of wealth has indeed to be taken 
for some purposes; but then recourse must be had to a 
special interpretation clause, to prevent confusion. Thus, for 
instance, the c<1rpenter's skill is as direct a means of enabling 
him to satisfy other people's material wants, and therefore 
indirectly his o-.,vn, as are the tools in his work basket; and 
therefore it is convenient to have a term which will include 
it as part of wealth in a broader use. Pursuing the lines 
indicated oy Adam Smith, and followed by most continental 
Personal economists, we may define PERSONAL WEALTH 

wealth. SO as to include all those energies, faculties, and 
habits which directly contribute to making people industrially 

as negative wealth; awl they mmit be subtracted from his Gross possessions 
before his true Net wealth can be found. It is perhaps hardly necessary to 
say specially that services and other Goods, which pass out of existence in tho 
samc instant that they come into it, do not contribute to the stock of wealth, 
and may therefore be left out of our account. 

1 But it cxclu(les all his own personal f}ulllities and faculties, even those 
which elluble him to eal'll his living. They were iudeed included by Adam 
Smith ill Persol1ai capital; alld thtll'e arc some purposes for which it is best to 
regara them as purt of "'mltlt. nut wliellcYCI' wealth is used ill this broad 
sense, special notice of the fact should be taken in the uoutext. 
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efficient j together with those business connections Ilnd associa
tions of any kind, whioh we have already reckoned as part 
of wealth in the narrower use of the term. Industrial 
faculties have a claim to be regarded as economic, not only 
011 account of their importance as factors in the production 
of wealth, but because their value is as H. rule capable of 
indirect measurement. 

But confusion would be caused by using the term 
"wealth" simply when we desire to include a person's indus
trial qualities. For this purpose it will be beRt to use the 
DlOre explicit phrase "material and personal wealth." "\Vealth" 
simply should always mean external wealth only. 

§ 3. But we still have to take account of those 1\Iaterial 
Goods which are common to him with his neighbours; and 
which therefore it would be a needless trouble to mention 
wI!,en comparing his wealth with theirs; though they may be 
important for some purposes, and especially for comparisons 
between the economic comlitions of distant places or distant 
times l . 

J\>Iany of theRe things are COLLECTIVE GOODS; i.e. goods 
which are not in private ownership. And this Collective 

brings us to consider wealth from the Social, as Goods. 

opposed to the Individual point of vicw. 

1 These Goods consist of the benefits which he derives from living in a 
certain place at a certain time, and being a member of a ccrtain state or com
munity; they include civil and military security, and the right awl opportunity 
to make use of public property and institutions of all kinds, such as roads, 
gaslight, etc., and rights to justice or to a free ec1ucation. The townsman and 
the countryman have each of them for nothing many ac1vRlltages which the 
other either cannot get at all, or CaIl get only at great expense. Other things 
being equal, one person has more real wealth in its broadest sense than 
another, if the place in which the fonner lives bas a better climate, hetter 
roads, better water, more wholesome drainage, and cheaper and better news
papers, and places of amusemellt and instruction. Honse.room, food awl 
clothing, which would he immflieient in a eoM climate, may be abu0(1ant 
in a wann c1imate: on the other haml, that warmth which lessens men'H 
physical needs, [\luI makes them rich with but n Alight provi:-;ioll of material 
wealth, makes them poor in the energy that procures wealth. 
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Let us then look at those elements of the wealth of a 
nation which are commonly ignored when estimating the 
wealth of the individuals composing it. The most obvious 
forms of such wealth are public material property of aU kinds, 
lSuch as ron.ds and canals, buildings and parks, gasworks and 
waterworks; though unfortuna.tely many of them have been 
secured not by public savings, but by public borrowings, and 
there is the heavy "negative" wealth of a large debt to be 
set against them. 

But the Thames has added more to the wealth of England 
than all its canals, and perhaps even than all its railroads. 
And though the Thames is a free gift of nature, except in so 
far <l.S its navigation has been improved, while the canal is 
the work of man, we ought for many purposes to reckon the 
Thames a part of England's wealth 1. 

1 'Ve should also, in accord with German economists, lay stress on the 
non· material elements of uational wealth. Scientific. knowledge indeed, 
wherever discovered, soon becomes the property of the whole civilized world. 
and may be called cosmopolitan rather than specially national wealth. The 
same is true of mechanical inventions and of many other imllrovements in the 
arts of production; and it is true of music. But those kinds of literature 
which lose their force by translation, may be regarded as in a special sense the 
wealth of those nations in whose language they are written. And the organi. 
zation of a free and well·ordcred State is an important element of national 
wealth. 

But Natiollal wealth includes the Individual as well as the Collective pro· 
perty of its membcrs. And in estimating the aggregate snm of their individual 
wealth, we Inay save some trouble by omitting all debts and other obligations 
due to one member of a nation from another. For instance, so far as the 
English national debt and the bonds of an English railway are owned within 
the nation, we can adopt the simple plan of counting the railway itself as part 
of the national wealth, and neglecting railway and Government bonds alto· 
gether. But we still have to deduct for those bonds etc. issued by the English 
Government or by llriYate Englishmen, snd held by foreigners; and to ad(t for 
those foreign bonds etc. held by Englishmen. 

There are many things which lie across the lines of division indicated in 
the text, partly on one side, and partly on the other. Some of these cases 
are discussed in Prillcljlles II. II. with reference espC'cially to the distinc~ions 
between Transferable and Non·transferable Go(){ls; to personal adYllutllges 
that are and are not to be classetl as Personal VI! eaIth; and to the relations in 
which the privileges, which indivilluals derive from theil' cretlit aud business 
connections, stand to National Wealth. 



CHAPTER III. 

PRODUCTION. CONSU:\lPTIOX. LABOUR. NECESSARIES. 

§ 1. MAN can!!..ot create matex~ngs. In the mental 
and moral world indeed he may produce new M 

an can pro
ideas; but when he is said to produce material duce only 

h o h jj j d OJ' • • utilities t lllgS, e rea y on y pro nces utI Itles; or m :;:..----
other words, his efforts and sacrifices result in changing the 
form or armngement of matter to adapt it better for the 
sati~faction of wants. All that he can do in the physical 
world is either to re-adjust matter so as to make it more 
useful, as when he makes a log of wood into a table; or to 
put it in the way of Leing m!Lde more useful by nature, as 
when he puts seed where the forces of nature will make it 
burst out into life 1, 

CONSUMPTIO:S may be regarded as negative production. 
Just as man can produce only utilities, so he can and can con

consume nothing more. He can produce ser- su.~e. only 
° d I ° ° j oJ d I utilities. VICeS an ot ler Immaterm pr ucts, an le can 

consume them. But as his production of material products is 

1 It is sometimes said that traders do not l;rodllcc: that while the calJinet
maker produces furniture, the fumiture-dealer merely sells what is ah'eauy 
produced. But there is no scientific foundation for this distinction. They 
both produce utilities, and neither of them can do more: the furniture·dealer 
moves and re·arranges matters so as to make it more serviceable than it was 
before, and the carpenter uoell nothing more. The sailor or the railway.man 
who carries coal above ground produces it, just as much as the miner who 
carries it underground; the dealer in fish helps to move on fish from where it 
is of comparatively little use to where it is of greater use, and the fisherman 
does 110 more. It is true that if there are more traders than are necessary 
there is waste. But there is also waste if there are two men to a plough 
which can be well worked by OIle man i in both cases all those who are at 
work, produce, though they may produce but little. 



62 BOOK JI. CH. I1r. §§ 1-3. 

really nothing more thnn ,L rearrangement of matter which 
gives it Hew utilities; so his consumption of them is nothing 
mo['c than ,L disarrangement of matter, which lessens or 
destroys its utilities. Often indeed when he is said to con· 
imIDe thingR, he docs nothing more than to hold them for his 
use, while, as Seniot' sayH, they "are destroyed by those 
numerous gradual agents which we call collectively time." 
As the "pro(Iucer" of wheat is he who puts seed where Nature 
will make it grow, so the "consumer" of pictures, of curtains 
and even of a. house or It yacht does little to wear them out 
himself; but he holds them and uses them while time wastes 
them. 

And here we mny note that Goods may be divided into 

C 
. CONSUlIPTIO:i'i .GOODS 1, which satisfy wants directly, 

onsumptlon 
and production such as ~clothes, etc.; and PRODUC'llQX..GOODS 

goods. which satisfy wants, not directly, but indirectly 
by contributing towards the production of consumption goods. 
The latter are sometimes called Intermediate Goods. 

§ 2. 

Nearly all 
labour is in 
some sense 
productive. 

All labour is directed towards producing some effect. 
For though some exertions are taken merely for 
their own sake, as when a game is played for 
amusement, they are not counted as labour. We 
may define LABOUR as any exertion of mind 

or body undergone partly or wholly with a view to some 
good other than the pleasure derived directly from the 
work. And if we ha<1 to make a fresh start it would be 
best to regard all labour as productive except that which 
failed to promote the aim towards which it was directed, 
and so produced no utility. But both husiness men and 
economists have used the word Productive in narrower senses, 
without however any general agreement as to details. Ami on 
the whole it seems best to uecide that, when used alone it will 

1 The line of division between the two classes is however vague, is drawn 
in different places by differellt writers, and can seldom be used safely withont 
special explanation. For instance wheat is sometimes placed in the first class 
as food, sometimes in the second as raw material of food. 
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mean Productive of tile mecms of production, (md of lasting 
sources (1' euJoymentI. And if e\'er we wa,nt to u:-:;e it in a 
different sense we mm:t say HO: for inshmce we may speak of 
labour as productive of ?u'ressaries, of material wealth, d:c. 

P~uctivc consumption is commonly defined as the use of 
wealth in the production of further wealth. But Productive 

this definition is ambiguous. ll~or it is sometimes consumption. 

ta.ken to include everything tlmt is actually consurneu by 
people engaged in productive w'ork, even though it may not 
conduce at all to their efficiency as workers. But Productive 
conS'Umption, strictly RO mUed, must be taken to include only 
such consumption by productive workers as is necessary for 
their work; under which head may he reckoned the necessary 
consu~ption of children, who will hereafter be productive 
workers, as well as that of adults during sickness. 

§ 3. This brings us to consider the ternl N ecessarieR .. 
It is common to divide wealth into N ece~:ill!',ieK, Cqmf9rts 
and L$1.,!!;-ies; the fin;t c1<1s';-including all things required to 
meet wants which must be satisfied, while the latter comdst 
of things that meet wants of u. less urgent character. But 
here again there is a troublesome ambiguity. 'Vhen we f><Ly 
that a want must be satisfied, what are the consequences 
which we ha,ve in view if it is not satisfied ~ Do they include 
death 1 Or do they extend only to the loss of strength :tn(l 
vigoud In other words, are Necessaries the things which are 
necessary for life, or those which are necessary for efficiency1 

The older use of the term Necessaries wu.s limited to those 

1 No doubt the dividing line between perma.nent awl ephemero.l sources of 
enjoyment cannot be drawn rigidly. But this is a difficulty which exists in 
the nature of things and cannot be eval1cll by ally llevice of words. 'Ve ca.n 
speak of an increase of tall men relatively to short, without decilling whether 
all those above the feet nine inches nre to be classed as tall, or only those 
above five feet ten. And we can speak of the increase of productive labour 
at the expense of unproductive without fixing on any rigid, and therefore 
arbitrary line of division between them. If such all artificial line is required 
for any particular pnrpose, it must he drawn explicitly for the occasion. But 
in actual fact such occasions seldom or never occur. 
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thillgS which were fmfficiellt to enable the laboul'en;, ta.ken one 
with another, to support themselves and their 

Necessaries 
for existence, families. But we now recognize that a distinction 
and for effi- i mUf.;t be made between the necessaries for effi-
ciency. . .. ~-- ~ 

cieney and the necessaries for existence j and that 
there is for each rank of industry, at -;'ny time and place, 
a more or less clearly defined income which is necessary 
for merely sustaining its members; while there is another 
llnd larger income which is necessary fur keeping it in full 
efficiency. 

Thus in the South of England population has increased 
during the present century at 11 fair rate, allowance being 
made for migration. But the efficiency of labour, which in 
earlier times wa.s as high a.s that in the North of England, 
has sunk relatively to the North; so that the low-waged 
labour of the South is often dearer tha.n the more highly paid 
labour of the North. This indicates that the labourers in 
the South have had the bare necessaries for existence and 
the increase of numbers, but they have not had the necessaries 
for efficiency. 

It may be true that the wages of any industrial class 
might have sufficed to maintain a higher efficiency, if they 
had been spent with perfect wisdom. But every estimate of 
necessaries must be rebtive to a given place and time; and 
unless there be a special interpretation clause to the contrary, 
it may be assumed that the wages will be spent Y/ith just 
that amount of wisdom, forethought, and unselfishness, which 
prevails in fact among the industrial class under discussion. 
'Vith this understanding we may say that the income of any 
class in the ranks of industry is below its NECESSARY level, . 
when any increase in their income would in the-course of 
time produce a more than proportionate increase in their 
efficiency. Consumption may be economized by a change of 
habits j but any stinting of necessaries is wasteful. 

1'he necessaries for the efficiency of an ordinary agricul-
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tuml or of an ullRkilled town lll,.bourer and his family, in 
England in this generation, may be said to consist of a wo11-
drained dwelling with several rooms, warm clothing, with 
some changes of under-clothing, pure water, a plentiful supply 
of cereD] food, with a moderate allowtLnce of meat rmd milk, and 
tL little tea, &c., some educa,tion tLnd some recreation, and lastly, 
sufficient freedom for his wife from other work to enable her 
to perfonn properly her maternal and her household duties. 
If in any district unskilled labour is deprived of any of these 
things, its efficiency will suffer in the same way as that of a 
horse that is not properly tended, or a steam-engine that has 
an inadequate supply of coals. All consumption up to this 
limit is strictly productive consumption: nny stinting of this 
consumption is not economical, but wasteful. 

In addition, perhaps, some conRumption of alcohol and 
tob~co, and some indulgence in fashionable dress Conventional 

are in many places so habitual, that they may be necessaries. 

said to be CO:::fVENTIONALLY NECESSARY, since in order to obtain 
them, the average man and woman will sacrifice some things 
which are necessary for efliciency. Their wages are therefore 
less than are practically necessary for efficiency, unless they 
provide not only for what is strictly necessary consumption, 
but include also a certain amount of conventional necessaries l

• 

1 The consumption of Conventional Necessaries by productive workers is 
commonly classed as productive consUlllIltion; but strictly speaking it ought 
not to be; and in critical passages a special interpretation clause should be 
addetl to say whether or not they are incllHled. 

Principles II. III. contains somo notes OIl the history of the terms defined 
in this chapter, and discusses some difficult qnestions connected with the scope 
of necessaries. 

M. 



CHAPTER IV. 

CAPITAL. INCOME. 

§ 1. 'VE have already divided wealth into that which 
satisfies wants directly, and that which satisfies them in
directly by providing the means of producing further wealth. 
'Ve have now to consider a distinction of a somewhat similar 
character between the wealth that is and that which is not 
capital. 

Unfortunately the term Capital has many uses both in 
the language of the market-place and in the writings of 
economists. There is no other part of economics in which 
the temptation is so strong to invent a completely new set of 
technical terms; each of which should have a precise and 
fixed meaning, while between them they should cover all the 
various significations which are given to the one term capital 
in the language of the market-place. But this would throw 
the science out of touch with real life; and academic exact
ness of logical form would be obtained at the cost of grave 
substantial injury. We must therefore take the ordinary 
usages of the term as the foundation of our account; and add 
such general explanations, and even in some cases such special 
interpretation clauses, as are required to give to our use of 
the term some mea~ure of clearness and precision. 

Adam Smith Sltid that a person's capital is that part of 
Capital yields his stock from which he expects to derive an 
income. income. Its most conspicuous elements are such 
things as the factory and the busineJ~ plant of a manufacturer j 
that i~, his llmchinery, his raw material, any food, clothing, 
and house· room that he lllay hold for the use of his employ6s, 
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and the goodwill of his business. These arc things from which 
their owner expects to derive an income in the special form 
of money; and this may be called his 'l'UADE 

CAPITAL. But of course we must add to the Trade !;apital. 

thliigs- in his possession those to which he has a right and 
from which he is drawing income: including loans which he 
has made on mortgage or iu other ways, and all the command 
over capital which he may hold under the complex forms of 
the moo. ern "money-market." On the other hand debts owed 
by him must be deducted from his capital. 

This may be taken as the stn,ndard usc of Capital for the 
purpose~ of business life. But a broader use is needed when 
we come to regard capital from the point of view, not of the 
individual, but of Society as a whole; or, in other words, when 
we seek for a definition of capital in general, or SOCIAL 
CAPITAL l

. 

I For this purpose the ordinary business use of the term Capital is Ull· 

suited. For instance it compels us to regard as c:1.pital the yachts, but not the 
carriage, belonging to a yacht bnilder. If therefore he had been hiring a 
carriage by the year, and iustead of coutinuing to do so, sold a yacht to a 
carriage builder Fho had been hiring it, and bought a carriage for his OWIl 

nse; the result Would be that the total stock of eapital in the country would 
be diminished by a yacht and a carriage. And this, though nothing had been 
destroye(tj and though there remained the same products of sa.ving, them
selves productive of as great benefits to the individuals concerned and to tllO 
community as before, and probably even of greater benefits. Nor can we 
avail ourselves here of the notion that capital is distinguished from other 
forms of wealth by its superior power of giving employment to la.bour. For 
in fact, when yachts and carriages are ill thc hands of dealers and arc thus 
counted as eapital, less employment is given to labour by a given amount of 
yachting or carriage driving than when the yachts and carriages are in private 
hands and are not counted as capital. 

It must however be admitted that some economists have given little weight 
to such considerations as these, and have shown a tendency towards this 
narrow nse of Capital even in discussing broad problems. This has especially 
been the case with those writers who have given their chief attention to the 
organizElil conflicts between employers and employed. For a manufacturer's 
dealings with those who work in his factory are often different in 8ubstallce 
and in tone from those with his private coachman or gardener. This poiut 
has been emphasized by Karl Marx and his followers, who have avowedly 
made the definition of capital turn on it. 

5-2 
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§ 2. The chief concern of the economiHt with capital in 

Social capital 
is wealth 
which yields 
income as 
commonly 
understood. 

general or social capital, is when he i~ considering 
the way in which the three agents of production, 
1.~_l!~ (that is, natural agents), lah~ur and ca~l, 
contribute to producing the national income (or 
the lVational Dividend, as it will be called later 

on); and the way in which this is distributed hetween the 
three agents. 

Now there is a tacit, hut thorough agreement nmong all 
writers on economics, to treat this income in its broad out
line:o; only, and not to trouble about petty detail .... , So far as 
sClentific considerations go, we should be quite at liberty-to 
count as part of that income all the income of benefit that 
everyone derives from the lise of his own clothes, furniture, 
&:c. If we did that, we should need to regard everyone to this 
extcnt as a capitalist; and to credit him under this head with 
the share of the total national income which corresponds to 
the use value of Ilis mvn goods. But in ordinary life no one 
ever thinks of doing this. 

The ordinary practice of life, as exempli fierI in the rules of 
the income tax commissioners, is governed by the same con
siderations as that of economists in this matter. For the 
purposes of both, it is expedient to count in everything which 
is commonly regarded as a means of income and treated in a 
business fashion; even though it may happen, like a llwelling
house inhabited by its owner, to yield its income of comfort 
directly: and this partly because of its intrinsic importance, 
and partly because the reId income accruing from it c.:'1ll easily 
be sep<:Lrated off <:Lnd estimated. 

In all discussions of Distribution therefore, in the present 
treatise, capital (regarded from the social point of view) will 
be taken to consist of those kinds of wealth, other t.han the 
free gifts of naturc, which yield income that is generally 
reckoned as such in common discourse: together with similar 
things in public ownership, such as government factories. 
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'l'hu's it will include all things held for trade purposes, 
whether machinery, raw ma.terial or finished gooch,;; theatres 
and hotels, home farms and houses: but not furniture or 
clothes owned by those who use them. For the former are 
and the latter are not commonly regarded as yielding income 
by the world at large, as is shown by the practice of the 
income tax commissioners. 

It will be found that nearly every broad proposition which 
is commonly made as to the relations between national or 
social well-being and national or social capital is true of 
capital thus defined. 

There remain some minor points to be noticed firstly in 
relation to Capital, and secondly in relation to Income. 

~ 3. 'Ve may follow ThEIl in distinguishing CIRCULA'l'ING 
CAPITAL "which fulfils the whole of its office in u ___ ... _" 

_ Circulating 
the production in which it is engaged, by a and Fixed 

single use," from FIXED CAPITAL "which exists capital. 

in a durable shape, and the return to which is spread over a 
period of corresponding duration." 

Sometimes again we have to distinguish certain kinds of 
capital as SPECIALIZED because having heen oe- SpeciaUzed 

signed for use in one trrtde they cannot easily be capital. 

diverted to another. 
COXSU:\IPTION CAPI'rAL consists of Goods ill n. form to 

satisfy wants directly j that is, Good~ which Consumption 

afford a direct sustenance to the workers, such as capital. 

food, clothes, house-room, &c. 
... AUXILIARY CAPITAT. is so clLlled because it comlists of all 
the Goods that aid labour in production. Under Auxiliary 

thi~ h;ad come tools, machines, factories, rail~ capital. 

ways, docks, ships, &c. j and raw materials of all kinds 1. 

1 Mill and others have Ilsetl Fixed capital sometimes in the sellse that we 
have retailled for it, sometimes in the senses that we have given to Specialized 
and to Auxiliary capital. But there is much Fixed capital which is not Spe. 
cialized, Buch as buildings and some kinds of machillery which are adapted to 
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\Ve have already defined Pert;onal wealth to consist firstly 
Personal of those energies, faculties and habits which 
capital. directly contribute to making people industrially 

efficient, and secondly of their business connections and 
associations of every kind. All these are productive; and 
therefore if they are to be reckoned as wealth at aYC they are 
also to be reckoned as capital. Thus Personal wealth and 
Personal capital are convertible; and it seems best to follow 
here the same course as in the case of wealth, and for the 
same reasons. That is] it is best to assume that the term 
"capital" when taken alone includes none but external goods; 
but yet to raise no objection to an occasional broad use of the 
term in which it is explicitly stated to include Personal 
capital!. 

mallY different trade!!: while materials of manufacture and some other kinds 
of Circulating capital are Specialized. Again much Fixed capital is also Con
Bllmlltion capital, as for instance workmen's cottages. 

1 Tho difficulties connectecl with the definition of Capital are not suitable 
for full discussion ill the present treatise, for which reference must be made to 
the corresponding chapter of the Principles (Ed. 111.). But a few remarks on 
the subject here may be of interest to some readers. 

The chief demand for capital in general arises from its IJroductiveness, 
from the sen'ices which it renders, for instance, ill enabling wool to be spun 
and woven more easily than by unaided hand, or in causi.ng water to flow 
freely wherever it is wanted instead of being carried laboriously in pails; (thongh 
there are other services rendered by it, as for instance when it is lent to a 
spendthrift, which canllot easily be broughtun(ler this head). Aud on the other 
hand the supply of capital is controlled by the fact that in order to accumulate 
it, men must act prospectively: they must "wait" and "save", they must 
sacrifice the present to the future. And, as we shall see, the exchange value 
of the services rendered by capital is governed in the long run by the pressure 
of the eagernesOl of demand against the sluggiOlhness of supply. These two 
qnalities of productiveness and prospectiveness belong indeed to some extent 
to every fonn of wealth j but they have been made prominent, though in un
equal degrees, in nearly all definitions of capital. 

Some writers haye tried to take their stand definitely on the notion of 
prospectiveness, Rlld to regard capital as a store of things the result of human 
efforts and sacrifices, devoted mainly to securing benefits in the future rather 
than in the present j but they have found themselyes on an inclined plane, amI 
have not reached a !:ltable restiug-plaee till they have included all accumulated 
wealth as capital. 

In order to [\.voitl this difficulty, most of tha attempts to define capital frolll 
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§ 4. To pass to Incomo. If f\, person is engaged in business, 
he is sure to have to incur certain outgoings for raw material, 

a purely economic point of view, whether in England or other countries, have 
turned on its productivity: and have regnrded social capital as a means for 
acquisition (Erwerbskupital), or as a supply of the requisites of production 
(Productions-mittel- Vorrath)_ But this general notion has been treated in 
different ways. 

According to the older English traditions capital consists of those things 
which aid or supp"0rt labour in production. But, with some inconsistency, this 
has often been taken to h)cIude all the things which employers directly or in
directly provide in payment for the work of their employees- TVuge capital 
or Remuneratory capital, as it is called; but yet not to include allY of the 
things needed for their own support, or that of architects, engineers, and 
other professional men. To complete this notion of capital we should include 
the necessaries for efficiency of all classes of workers; and ought, strictly 
speaking, to exclude the luxuries of the manual labour classes as well as of 
other workers. But if it had heen pushed to this logical conclusion, it would 
not have played the prominent part which it (lid in the discussion of the rela
tions of employers and employed in the first haH of the century. [It may be 
noticed, in passing, that a desire to keep in close touch with English traditions 
caused the present writer to seek to develop the notion of capital in this direc
tion, in earlier editions. But further consideration seems to show that, for 
the reasons stated in the text, the time has come for a bolder departure.] 

In other countries however, and especially in Gel-many and Austria, there 
has been some tendency to confine capital (from the social point of view) to 
that which English writers have raIled Auxiliary capital, and which is now 
sometimes called Instrumental capital. It is argued that in order to keep 
clear the contrast between prmluction and consumption, nothing which enters 
directly into consnmption should be regarded as 0. means to production. But 
there a.ppears no good reason why a thing should not be regarded in 0. twofold 
capacity, if it be found cOllvenient to do so. It is further contended that 
those things which render their services to man not directly, but through the 
part which they play in preparing other things for his use, form a compact 
class; because their value is derived from that of the things which they help 
to produce. There is much to be said for having a name for this group. But 

" there is room for doubt whether capital is a good name for it; and also for 
douht whether the group is as compact us it nppears at first sight. 

These divergencies are explained by the fact that the notion of social 
capital enters into many veins of economic thought; and whatever definition 
a. writer takes at starting he finds that the various elements of which capital 
is composed differ more or less from one another in the way in which tlley 
enter into the different problems with which he has successively to deal, and 
he is compelled to supplement his standard definition by an explanation of 
the bearing of each several element of capital on the point at issue. Thus the 
divergence at starting turns out to be a less evil than it seemed. For ulti
mately there is a general convergence; and the reader is brought to very 
much the same conclusion by whatever route he travels, thouA'h it may some-



72 BOOK II. CH. IV. §§ 4, 5. 

the hire of labour &·c. And, in that case, his true or NET 
INCOME is found by deducting from his gross in-

Net Income. 
come the outgoings that belong to its production. 

Now anything which a person does for which he is paid 
directly or indirectly in money, helps to sweB his money 
income; while no services that he performs for himself are 
reckoned as adding to his nominal income, though thoy may 
be a very important part of his total real income if they are 
of a kind which people commonly pay for having done for 
them. Thus a woman who makes her own clothes or a man 
who digs in his own garden or repairs his own house, is 
earning income just as would the dressmaker, gardener or 
carpenter who might be hired to do the work.\.\, 

It would be a great conyenience if there were two words 
available: one to represent a person's total income and an
other his money income, i.e. that part of his total income 
which comes to him in the form of money. For scientific pur
poses it would be best that the word income when occurring 
alone should always mean total real iucome. But as this plan 
is inconsistent with general usage we must, whenever there is 
any danger of misunderstanding, say distinctly whether the 
term is to be taken in its narrower or its broader use. 

§ 5. In this connection we may introduec a term of which 
Net advan- we shall have to make frequent usc hereafter. 
tages. The need for it arises from the fact t[l<l,t every 

times require a little trouble to discern the nllity in substance, underlying the 
ilifferences in the words, which are used by different schools of economists to 
express their doctrines. 

For illstance, whatever definition of capital be taken, it will bo found to be 
true that a general increase of capital augments the demand for labour and 
raises wages: and, wlHl.tever ilefinition be taken, it is not true that all kinds of 
capital act with equal force in this direction, or that it is possible to say how 
great an effect any given increase in the total amount of capital will have in 
raising wages, without specially inquiring as to the particular fonn which the 
increase has taken. This inquiry is the really importfLnt l,art of the work: it 
has to be made, and it is made by ull careful writers ill yery much the saIlle 
manner, nlHI it comes to the saIlle result, whatever be the definition of capital 
with which we have started. 
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occupation involves other disn.dvantages besides the fatigue 
of the work required in it, and every occupation offers other 
advantages besides the receipt of money wages. \The true 
reward which an occupation offers to labour has to be calcu~ 
lated by deducting the money value of all its disadvantages 
from that of _all its advantages; and we may describe this 
true reward as the NET ADVA:STAGES of the occupation."., 

The income derived from wealth has many forms. it in
cludes all the various benefits which a person derives from 
the ownership of wealth whether he uses it as capital or 
not. Thus it includes the benefits which he gets from the 
use of his own piano, equally with those which a piano dealer 
would win by l~tting out a piano on hire. And it includes, 
as a special case, the money income which is derived from 
capital. This income is most easily measured when it takes 
the form of a payment made by a borrower for Interest of 

the use of a loan for, say, n, yen.r j it is then capital. 

expressed as the ratio which that payment bears to the loan, 
and is called INTEREST. 

This is one of a group of notions, which we shn.ll need to 
study carefully hereafter, but of which provisional definitions 
may conveniently be introduced here. 

,\Vhen a man is engaged in business, his PTIOFITS for the 
year are the excess of his receipts from his busi-

h I 
Profits, 

ness during the year over is out ay for his 
business; the difference between the value of his stock and 
plant at the end and at the heginning of the year being taken 
as part of his receipts or as part of his out.}ay, according 'as 
there has been an increase or decrease of value. \Vhat re
mains of his profits after deducting interest on Earnings of 

his capital at the current rate may be called his Management, 

EARNINGS OF UNDERTAKING or MA~AGEMENT. 
The income derived from the ownership of land and other 

free gifts of nature is commonly caned RENT; 
amI the term is sometimes stretched, so as to 

Rent. 
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include the income derived from houses and other things the 
supply of which is limited and cannot quickly be increased. 

§ 6. Social Income may be estimated by adding together 
the incomes of the individuals in the society in 

Social income. . h h . b . questIon, w et er It e a natIOn or any other 
larger or smaller group of persons. Bll:_~ to reckon it directly 
is for most purposes !:jimplest and best. -;Everything that is 
produced in the course of a year, every service rendered, every 
fresh utility brought about is a part of the national income~'~ 

Thus it includes the benefit derived from the advice of a 
physician, the pleasure got from hearing a. professional singer, 
and the enjoyment of all other services which one person may 
be hired to perform for another. It includes the services 
rendered not only by the omnibus driver, but also by the 
coachman who drives a private carriage. It includes the 
services of the domestic servant who makes or mends or 
cleans a carpet or a dress, as well as the results of the 
work of the upholsterer, the milliner, and the dyer I. 

1 We must however be careful not to count the same thing twice. If we 
have counted a carpet at its full Yalue, we have already counted the values of 
the yarn and the labour that were used in making it; and these must not be 
counted again. But if the carpet is cleaned hy domestic servants or at steam 
scouring works, the value of the labour spent in cleaning it must be counted 
in separately; for otherwise the results of this labour would be altogether 
omitted from the inventory of those newly.produced commodities and conve· 
niences which constitute the real iucome of the COUll try. 

Again, suppose a landowner with an annual income of £10,000 hires a. 
private secretary at a salary of £fIOO, who hires a servant at wages of £50. It 
may seem that if the incomes of all these three persoIlS are counted in as part 
of the net income of the country, game of it will be counted twice over, and 
some three times. But this is not the case. The landlord transfers to his 
secretary, in return for his assistance, part of the purchasing power derived 
from the prodnce of land; and the secretary again transfers part of this to his 
servant in return for bis assistance. The farm produce the value of which 
goes as rent to the landlord, the assistance which the landlord derives from 
the work of the secretary, and that which the secretary derives from the work 
of the servant are independent parts of the real net income of the country; 
and therefore the £10,000 and the £500 and the £50 which are their money 
measures, must all be counted in when we are estimating the income of the 
country. But if the landlord makes an allowance of £500 a year to his son, 
that must not be counted as an independent income; because no services are 
rendered for it. AmI it w0l1111110t be a~sessed to the Income-tax. 



BOOK III. 

DEMAND AND CONSUlIIPTION. 

CHAPTER 1. 

INTRODUCTORY, 

THE older definitions of economics described it as the 
science which is concerned with the Pr.od'!lc.tioll, the Dis
tribution, the Exchange, and the Consumption Qf 1,tV ealth. 
Later experience has shown that the problems of Distribu
tion and Exchange are so clof'iely connected, that it is doubtful 
whether anything is to be gained by the attempt to keep them 
separate. There is however a good deal of general reasoning 
with regard to the relation of Demand and Supply which is 
required as a basis for the practical problems of Value, and 
which acts as an underlying backbone giving unity and con
sistency to the main body of economic reagoning. 
It is the subiect of a separate Book on "The Pian of the 

J Volume. 
General Theory of Demand. and. Supply," which 
prepares the Wtty for the more concrete problems of " Distribu
tion and Exchange, or Value." But first of all come" Demand. 
and Consumption," i.e. the Theory of Wants; and" Produc
tion and Supply," i.e. the Theory of the Efforts and Sacrifices 
devoted to the satisfaction of Wants I, • 

1 Several causes have combined to induce contemporary economists to pay 
more attention to Demand and Cunsumption than was done by Ricardo and 
his immediate followers. COlllllRre Pri1lciples III. I. 



CHAPTER II. 

WAXTH IN RELATION TO ACTIVI'l'IES. 

§ 1. HIDIAN wants and desires are countless in number 
and very various in kind. The uncivilized IDan indeed has 

Wants are 
progressive. 

not many more than the brute animal; but every 
step in his progress upwards increases the variety 
of his needs together with the variety in his 

methods of satisfying them. Thus though the brute and the 
savage alike have their preferences for choice morsels, neither 
of them cares much for variety for its own sake. As, however, 
man rises in civilization, as his mind becomes developed, and 
even his animal passions begin to associate themselves with 
mental a.ctivities, his wants become rapidly more subtle and 
more various j and in the minor details of life he begins to 
uesire change for the sake of change, long before he has con
f-:ciouRly escaped from the yok~ of custom. The first great 
step in this direction comes with the art of making a fire: 
gradually he gets to accustom himself to many different kinds 
of foou and urink cooked in ma.ny different ways j and before 
long monotony hegins to become irksome to him, and he finds 
it a grea.t hardship when accident compels him to live for 
a long time exclusively on one or two kinds of food. 

As a ma.n's riches increase his food and drink becomes 

Desire for 
food; 

more various and costly; but his appetite is 
limited by nature, and when his expenditure on 
food is extravagant it is more often to gratify the 

desires of hospita.lity and display than to indulge his own 
senses. 
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But, as Senior says :-" Strong as is the desire for vnriety; 
it is weak compared with the desire for distii1c:- .-~'-' 

-" "00;:-' ~ _._ "' for dlstmction; 
tion:\a feeling which if we consider its univer-
~ty and its constancy, that it affects all men and at all 
timeR, that it comes with us from the cradle and never leaves 
us till we go into the grave, may be pronounced to be the most 
powerful of human passions." This great half-truth is well 
illustrated by a comparison of the desire for choice and various 
food with that for choice n.nd various dress. 

§ 2. That need for dress which is the result of natum} 
causes varies with the climate and the season of 

Year and a little with the nature of a person's and for costly , dress. 
occupations. But in dress conventional wants 
ovenihadow those which arc natura1. For jnsta,nce in England 
now a well-to-do labourer is expected to appear on Sunday in 
a black coat and, in some places, in a silk hat; though these 
would have su~jected him to ridicule but a short time ago; 
and in all the lower ranks of life there is a constant increase 
both in that variety and expensiveness which custom requires 
as a minimum, and in that whieh it tolerates as a maximum; 
and the efforts to obtain distinction by dress are extending 
themselves throughout the lower grades of English Society. 

But in the upper grades, though the dress of women is 
still various and costly, that of men is simple and inexpensive 
as compared with what it was in Europe not long ago, and is 
to-day in the East. }J~or those men who are most truly dis
tinguished on their own I1ccount, hl1ve a natural dislike to 
seem to claim attention by their dress; and they ha.ve Ret 

the fashion 1. 

1 A woman may display wealth, but she may not display o~!ly hel" wealth, 
by her dress; or else she defeats her ends, She mnst also suggest some dis
tinction of character as well as of wealth: for though her dress may owe more 
to her dressmaker than to herself, yet there is a traditional assumption that, 
being less busy than man with extemal affairs, she can give more time to 
taking" thought as to her dres::!, Even under the sway of modern fashioll::!, to 
be "well dressed"-not "expensively dressed"-is a reasolIaLle minor aim 
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§ 3. House-room ~I-Ltislics the imperative need for shelter 

House-room. from the weather: but that need plays very little 
part in the effective demand for house-room. For 

though a small but well-built cabin gives excellent shelter, its 
stifling atmosphere, its necessary uncleanliness, and its want of 
the decencies and the quiet of life are great evils. It is not so 
much that they cause physical discomfort as that they tend to 
t:itunt the faculties, and limit people's higher activities. 'Vith 
every increase in these activities the demand for larger house
room becomes more urgent I. 

And therefore relatively large and well appointed house
room is, even in the lowest social ranks, at Ollce a "necesRary 
for efficiency~,J! and the most convenient and obvious way of 
advancing a material claim to social distinction. And even 
in those grades in which everyone has house-room sufficient for 
the higher activities of himself and his family, a yet further 
and almost unlimited increase is desired as a requisite for the 
exercise of many of the higher social activities. 

§ 4. It is again the desire for the exercise and develop
Wants which ment of activities, spreading through every rank 
develop activi. of society, which leads not only to the punmit of 
ties. science, literature and art for their own sake, but 
to the rapidly increasing demand for the work of those who 
pursue them as professions. This is one of the most marked 
characteristics of our age; and the same may be said of the 
growing desire for those amusements, such as athletic games 

for those who desire to be distinguished for their faculties and abilities; and 
this will be still more the cllse if the evil dominion of the wanton vagaries of 
fashion should pass away. For to arrange costumes beautiful in themselves, 
various and well·adapted to their }lllrpOSOs is an object worthy of high en· 
deavour; it belongs to the same class, though not to tho same rank in that 
class, as the paintiug of it good llicture. 

1 It is tnte that many active minded working men prefer cramped loclgings 
in a town to a roomy cottage in the country; but that is because they have a 
stl'Ong taste for those activities for which a. country life offers little scope. 

2 See above Book II. eh. III. § 3. 
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and travelling, which develop activities, rather than indulge 
any sensuous craving I. 

For indeed the' desire for excenellc~'fol' its own s!tke, is 
almost as wide in its range as the Jowel' desire Desire for 

for distinction. As that graduates down from excellence. 

the ambition of those who may hope that their names will 
be in men's mouths in distant lands and in dista.nt times, to 
the hope of the country lass that the new ribbon she puts on 
for Easter may not pass unnoticed by her neighbours; so the 
desire for excellence for its own sake graduates down from 
that of a Newton, or a Stradivarius, to that of the fisherman 
who, even when no one is looking and he is not in a hurry, 
delights in handling his craft well, and in the fact ,that she 
is well built and responds promptly to his guidance. \Qesires 
of this kind exert a gren,t influence on theo_Supply of the 
highest faculties and the greatest inventions; and they are 
not unimportant on the side of Demand. For a large part of 
the demand for the most highly skilled professional services 
and the best work of the mechanical artisan, arises from the 
delight that people have in the training of their own faculties, 
and in exercising them by aid of the most delicately ad
justed and responsive implements. 

Speaking broadly therefore, although it is man's wants 
in the earliest stages of his development that --

Relation of 
give rise to his activities, yet afterwards each Wants to 

rded Activities. new step upwards is to 1e rega rather as 
the development of new activities giving rise to new wants, 
than that of new wants giving rise to new activities, 

'Ve see this clearly if we look away from healthy eOIl

ditions of life, where now a.ctivities are consta.ntly being 
developed, and watch the "\Vest Indian negro using hiR now 

1 As a minor point it may be noticed that those drinks which stimulate the 
lllental activitiell are largely llisl'lacing those which merely gratify the sellses. 
The consllmption of tea is illcrcasing vcry fast while that of alcohol is station
ary; and there is ill all rallks of society a diminishing tlemaml for the grosser 
and more immetliately stupcfyiug forms of alcohol. 
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freedom and wealth not to get the means of satisfying new 
wnnts, but in idle stagnation that is not rest; or again look 
at that rapidly lessening part of the English working classes, 
who have no ambition and no pride or delight in the growth 
of their faculties and activities, and spend on drink whatever 
surplus their wages afford over the bare necessaries of a. 

squalid life I, 

1 The Theory of \~l!l.llts owes much to Jevolls' brilliant and suggestive 
Theory of Political RCOlwmy. Hearn's Pl1tlology or Theory of th.e Efforts to 
sati..jV Human Wanis affords an admirable example of the way in which 
detailed analysis may be applied to afford a training of a very high order for 
the young, and to give them an intelligent acquaintallC'e with the economic 
conditions of life, without forcing upon them any particular solution of those 
more difficult problems on which they are not yet able to form an independent 
jndgment. 

Jevons would however appear to be wrong in adopting Banfield's dictum 
that" the Theory of Consumption is the scientific basis of economics." Compo 
P1inciplcs lIT. II. 4. 

Banfield was the first English economist who owed much to German 
thought: he had been greatly influenced by Hermann's excellent studies of 
the varieties of humall wants and their relation to production. Hermann on 
the other haud owed something to the Englishman Bentham, who had also 
largely influenced Jevous as well as earlier writers. The Austrian Prof. Carl 
Menger, and the Swiss V,raJras wrote at about the same time IlS Jevolls and in 
the saine clirection. 



CHAPTER III. 

THE LAW O~' DEMAND. 

§ 1. WE have seen that each several want is limited, 
and that with every increase in the amount of a The Law of 

thing which a man ha.<;, the eagerness of his Satiable 
Wants or 

desire to obtain more of it. diminishes; until it Diminishing 

yields place to the desire for some other thing, of Utility. 

which perhaps he hardly thought, flO long as his more urgent 
wants were still unsatisfied. There is an endless variety of 
wants, but there is a limit to each separate want. This 
familiar and fundamental law of human nl1ture may pass by 
the name of the LAW OF SATIABLE WANTS or the LAW OF 

DIMINISHING UTILITY, 

It may be written thus:-
The TOTAL UTILITY of a thing to anyone (that is, the 

total pleasure and other benefit it yields him) .. 
Total Utility. 

increases with every increase in his stock of it, 
but does not increase as fast as his stock increases. If his 
stock of it increases at a uniform rate the pleasure derived 
from it increases at a diminishing rate. 

In other words, the additional benefit which a person de· 
rives from a given increase of his stock of anything, diminishes 
with every increase in the stock that he already has. 

That part of the commodity which he is only just induced to 
purchase may be called his MARGINAL PURCHASE; Marginal 

because he is on the margin of doubt whether it purchase. 

is worth his while to incur the outlay required to obtain it. 
And the Utility of his marginal purchase may be callf'd the 

1\[, 6 
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l\IAltGINAL UTILITY] of the commodity to him. Or, if instead 
Marginal of buying it, he makes the thing himi:>clf, then 
Utility. its marginal utility is the utility of that part 

which he thinks it only just worth his while to make. And 
thus the Law just given may be worded:-

The :rvlarginal Utility of a commodity to anyone (limin
ishes with every increase in the amount of it he already has 2

, 

§ 2. Now let us transbte this Law of Diminishing Utility 
Translation into terms of price. Let us take an illustration 
of the Law into from the case of a commodity such as tea, which 
terms of price. is in constant demand and which can be pur

chased in small quantitie:-;. Suppose, for instance, that tea of 
a certain quality is to be had at 28. per Ib. A person might 
be willing to give lOs. for It single pound once a yeu,r rather 
than go without it altogether; while if he could have any 
amount of it for nothing he ·would perhaps not care to use 
more than 301bs. in the ye<l.l'. But as it is, he buys perhaps 
101bs. in the year; that is to say, the difference between the 
happiness which he gets from buying 9 Ibs. and 10 Ibs. is just 
enough for him to be willing to pay 2s. for it: while the fact 
thlLt he does not buy an eleventh pound, shows that he does 
not think that it would be quite worth an extra 2s. to him. 
That is, 2s. a pound measures the utility to him of the tea 
which lies at thc margin or terminus or end of his purchases; 
it measures the ma,rginal utility to him. If the price which 
he is just willing to pay for any pound be called his DElI[A.ND~ 
Marginal PRICE, then 2s. is his l\IARGISAJ, DEMAND-PRICE. 
demand-price. And our law may be worded:-

An increase in the amount of a thing that a person has 
will, other things being equal, diminish his MarginnJ Demand~ 
price for it. 

t The tenn fllarginal (Grenz-nutzen) was first used in this connection by 
the Austrian Prof. Wieser. It has been adopted by Prof. Wicksteed. It cor· 
responds to J evolls' tenn 1<'£no,l. 

\I For some qualifications of this statement, and for some remarks on t1le 
analogy between the I .. llw of Diminishing Utility and that of Diminishing 
Return in agriculture, see l'n'uciples III. III. L 
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§ 3. But of course a greater utility will be required to 
induce him to buy a thing if he is poor than if Th .! e margma 
he is rich. A shilling is the measure of less utility of 

I . h I W money varies. p easure to a rIC man, t Ian to a poor one. e 
have alreadyl noticed, for instance, that a clerk with £100 
a-year will walk into business in a much heavier rain than the 
clerk with £300 a-year; for a sixpenny omnibus fare measures. 
a greater utility to the poorer man than to the richer. If the 
poorer man spends the money, he will suffer more from the 
want of it afterwards than the richer would. The utility, or 
the benefit, that is measured in the poorer man's mind by six
pence is greater than that measured by it in the richer man's 
mind. If the richer man rides a hundred times in the year 
and the poorer man twenty times, then the utility of the 
hundredth ride which the richer man is only just induced to 
take is measured to him by sixpence; and the utility of the 
twentieth ride which the poorer lllan is only just induced to 
take is measured to him by sixpence. \.{'or each of them the 
marginal utility is measured by si~pence; but this marginal 
utility is greater in the casc of the poorer man than in that 
of the richer. 

In other words the richer a man becomes, the less is the j 

marginal utility of money to him; every increase in his re- ! 
sources increases the price which he is willing to pay for any 
given benefit. And in the same way every diminution of his 
resources increases the marginal utility of money to him, and 
diminishes the price that he is willing to pay for any benefit. 

§ 4. When then we say that a person's demand for any
thing increases, we mean that he will buy more 
of it than he would before at the same price, and 
that he will buy a.s much of it as before at a 

A person's 
Demand for 
anything. 

higher price. To complete our knowledge of his demand for 
it, we should have to ascertain how much of it he would be 
willing to purchase at each of the prices at which it is likely 

1 Book L eh. Y. § 3. 

6-2 
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to be offered; and the complete circumstances of his demand 
for, say, tea can be expressed by a Jist, or SCHEDULE of the 
prices which he is willing to pay; that iR, by his several 
Demand-Prices for different amounts of it. 

Thus for instance we may find that he would buy 

6 lb. "t the price of 50d. per lb. 
7 
8 
9 

10 
11 
12 
13 

" 
" ., 

" 
" 
" 

" 40 
" 33 

" 
28 

" 
24 

" 
21 

" 
19 

" 
18 

" 
" 
" 
" 
" 
" 
" 

If corresponding prices were filled in for all interme
diate amounts we should have an exact statement of his 
demand l , 

1 'We may here introduce the first of a. series of simple diagrams designed 
to illustrate economic theory. Those who wish may omit them; for the 
reasoning in the text is always complete in itself and does not depend on 
them. They do but express familiar facts in a new language which is terse and 
l}recise, and will be found helpful by those readers who are inclined towar{ls it. 

Such a demand schedule may be translated, on a plan now coming into 
familiar use, into a curve that may be called his DElaND cunVE. Let Ox and 
Oy be drawn the one horizontally, the other vertically. Let an inch measured 
along Ox represent lOlL. of tea, and an inch measured along Oy represent 
40d. 

y 0 

Tenths of Fortieths of p, 
an inch. an inch. Fig. (1). 

Take Om,=6, and draw 1II1Pl =50 p, 

Om!!=7 m!!pg=40 p, 
Om3=8 " maPa = 33 •• Om4=9 " m4P4=28 p, 
Om5=10 " 1II5P5=24 P~PrP8 , 
OmfJ=l1 

" 1IiaP6=21 _0 

01111=12 " 11171'7=19 
Om s =13 

" msps=18 

0 €iiii~;i • 
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We see then that a person's demand for a thing depends'" 
on the price at which the thing is to be had; and an increase 
in his demand means generally an increase throughout the 
whole list of price~ at which he is willing to purchase different 
amounts of it; and not merely that he is willing to buy more 
of it at the current price I. 

§ 5. So far we have looked at the demand of a single 
individual. And in the particular case of such a Demand of a 

thing as tea, the demand of a single person is market. 

fairly representative of the general demand of It whole market: 
for the demand for tea is a constant one; and, since it can be 
purchased in small quantities, every variation in its price is 
likely to affect the amount which he will buy. But even 
among those things which are in constant use, there are 
many for which the demand on the part of any single in
dividual cannot vary continuously with every smaJI change in 
price, but can move only by great leaps. l-1'or instance a 
small fall in the price of hats or watches will not affect the 
action of everyone, but it will induce a few persons, who were 
in doubt whether or not to get a new hat or a new watch, to 
decide in favour of doing so. 

In large markets, however, where rich and poor, old and 
young, men and women, persons of all varieties of tastes, 
temperaments and occupations are mingled together, every 
fall, however slight, in the price of a commodity in general 
use, will, other things being equal, increase the total sales of 

ml being on Ox amI mlPI being drawn vertically from 1111; and so for the 
others. Then P1P2'" .ps are points all his Demand Curve for tea; or as we 
may say DEMAND POINTS. If we could find demand points in the same manner 
for every possible quantity of tea we should get the whole continuous curve 
DDt as shown in the figure. 

1 Geometrically it is represented by raising his demand curve, or, what 
comes to the same thing, moving it to the right, with perhaps SOllle modifica· 
tion of its shape; or in other words by raisillg his l1emand schedule. 

For some discussion of the uses of the tenn Demand by Mill and Cairnes, 
see Prindples m. III. 4. 
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it; jm;t as an unhealthy autumn increases the mortality of a 
large town, though many persons are uninjured by it. 

Let us however return to the demand for tea. The 
aggregate demfLud in the place is the sum of the demands 
of aU the individuals there. Some will be richer and some 
poorer than the individual consumer whose demand schedule 
we have just written down; some will have a greater and 
others It smaHer liking for ten than he has. Let us suppose 
that there are in the pbce It million purchasers of tea, and 
tha.t their avemge consumption is equal to his at each several 
pl-ice. Then the dem<'tnd of that place is represented by the 
same schedule as before, if we write a million pound8 of tea 
illstmul of one pound I, 

TllOI'6 is then 0110 LAW 0.1<' DE~IAND, which is common to 

Law of Dc. 
mand. 

all demand schedules, viz. that the greater the 
amount to be sold, the smaller will 1e the price 
at which it will find purchasers; or in other 

word:'>, that the amount demILnded increases with a fall in 
price, and diminishes with a rise in price. 

There will not be any exact relation between the fall in 
price and the incre(tse of demand. A fall of one-tenth in the 
price may increase the sa.les by a twentieth or by a quarter, 
or it may double them. But as the numbers in the left
hand column of the demand schedule increase, those in the 
right-hand culumn will always diminish. 

1 'the 

D 

D 

demand is represented by the same curve us llefore, only an iuch 
measured along Ox now represents ten million 
pounds instead of ten pounds. And II, formal 
(lefinition of the Demand curve for II. market 

lo'ig. (2). 

p 

M---, 

D' 

may be given thus:-The demllnd curve for any 
commodity in a market during allY given unit 
of time is the locus of demand points for it. 
That is to say, it is Il curve such thll.t if from 
allY point r on it, a straight line PJf be drawn 
perlIC1Hlicular to Oz, PAl represents the }lric(l 
at which purchasers will be forthcoming for au 
amonnt of the eommoaity represented by alII. 
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The price will measure the l\farginal Utility of the com
modity to each purchaser: but as the purchasers are likely 
to be some rich and others poor, we cannot speak of price as 
measuring :Marginal Utility in general, but only with reference 
to some individual purchaser 1

• 

1 It must be remembered ~hat the demand schedule gives the prices at 
which vanous quantities of a thing can be sold in a market during a given 
time and under given conditions. If the conditions vary in any respect the 
figures of the schedule will probably require to be changed; and this has con
stantly to be done when the desire for anything is materially altered by 11 

variation of custom, or by a cheapening of the supply of a rival commodity, or 
by the invention of a new one. For instance, the demand schedule for tea is 
drawn out on the assumption that the price of coffee is known j but a failure 
of the coffee harvest would raise the prices througbout the demand scherlule 
for tea, and again the demann for gas is liable to be rednced by an improve. 
ment in electric lighting. 

It is even conceivable, though 110t probable, that a simnltaneous and pro· 
portionate fall in the price of all teas may diminish the demand for some par
ticular kind of it; if it happens that those whom the increased cheapness of 
tea leads to substitute a superior kind for it are more numerous than those 
who are led to take it in the place of an inferior kind. The question where 
the lines of division between different commodities should be drawn must be 
settled by the convenience of the particular question under discussion. For 
some purposes it may be best to regard Chinese and Indian teas, or even 
Souchong and Pekoe teas, as different commodities; and to have a separate 
list of demand prices (or demand schedule) for each of them. While for other 
purposes it may be best to group together commodities as distinct as beef and 
mutton, or even as tea and coffee, and to have a single list of prices to repre
sent the demand for the two combined; but in such a case of course some 
convention must be made as to the number of ounces of tea which are taken 
as equivalent to a pound of coffee. 

These and some similar points are further discussed in Principles ill. 
m.B. 



CHAPTER IV. 

I .. A W OF DE~lAND, CONTINUED. ELASTICITY 0 ... • DEMAND. 

§ 1. 'VE have seen that the only universal law as to a 
person's desire £01' a commodity is that it dimi-

Elasticity of . h h h' b . l' h . demand nIB es, at e1' t mgH emg equa, Wlt every In-
crease in his supply of that commodity. But this 

diminution m<ty be slow or rapid. If it is slow the price that 
he will give for the commodity will not fall much in conse
quence of a considerable increase in his supply of it; and a 
small fall in price will cause a comparatively large increase in 
his purchases. But if it is rapid, a small faU in price will 
cause only a very small increase in his purchases. In the 
fonner case his willingness to purchase the thing stret~hes 
itself out a great deal under the action of a small inducement: 
the elasticity of his demand, we may say, is great. In the 
latter case the extra inducement given by the fall in price 
causes hardly any extension of his desire to purchase: the 
elasticity of his demand is small. 

And as with the demand of one person so with that of 
a whole market. The ELASTICITY OF DEMAND in a market is 
great or small according as the amount demanded increases 
much or little for a given fall in price, and diminishes much 
or little for a given rise in price 1. 

§ 2. The price which is so high relatively to the poor man 
varies with as to be almost prohibitive, may be scarcely felt 
different by the rich j the poor man for instance never 
incomes. tastes wine, but the very riell Inlln may drink as 

1 A mathematical rlevice for measuring elasticity is given ill Principles 
111. IV. 1. 
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llluch of it as he has a fancy for, without gIvmg himself a 
thought of its cost. 'Ve shall therefore get the clearest notion 
of the law of the elasticity of demand, by considering one class 
of society at a time. Of course there are many degrees of 
richness among the rich, and of poverty among the poor; but 
for the present we may neglect these minor subdivisions. 

'Vhen the price of a thing is very high relatively to any 
class, they will buy but little of it j and in some cases custom 
and habit may prevent them from using it freely even after its 
price has fallen a good tIeal. It may still remain set apart for 
a limited number of special occasions, or for use in extreme 
illness, &c. But such cases, though not infrequent, will not 
form the general rule, and anyhow as soon as it has been 
taken into common use, any considerable fall in its price will 
callse a great increase in the demand for it. The elasticity of 
demand will be great for high prices, and great or at least 
considerable for medium prices, but it will decline as the 
price falls; and gradually fades away if the fall goes so far 
that satiety level is reached. 

This rule appears to hold with regard to nearly all commo
dities and with regard to tIle demand of every class j Have only 
that the level at which" very high" priceK end and "high" 
prices begin, is different for difierent classes and so again is 
the level at which "low" prices end and "very low" prices 
begin. There are however ma.ny varieties in detail; arising 
chiefly from the fact that there are some commodities with 
which people are easily satiated, and others-chiefly thingH 
used for display-for which their desire is almost unlimited 1. 

§ 3. There are some things the current prices of which 
in this country are "very low" relatively even t,o 

. Illustrations. 
the poorer classes; such are for Instance salt, and 
many kinds of savours and flavours, and also cheap medicines. 

1 In Principles III. IV. 2, 3 the graphic methotl is usC{l to illustrate the way 
in which the demands of the several sections of a community for a. commodity 
are combined. to make the agbtregate deruaml. 
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It is doubtful whether any fall in price would induce a consi
derable increase in the consumption of these. 

The current prices of meat, milk and butter, wool, tobacco, 
imported fruit,':;, a.nd of ordinary medical attendance, are such 
that every variation in price makes a great change in the 
consumption of them hy the working classes, and the lower 
half of the middle classes; but the rich would not much in
Cl'ease their own per:-;onal consumption of them however cheaply 
they were to be had. In other words the direct demand for 
these commodities is very elastic on the part of the working 
and lower middle classes, though not on the part of the rich. 
Hut tho working class is so numerous that their consumption 
of such things as are well within their reach is much greater 
than that of the rich j and therefore the aggregate demand for 
all things of the kind is very elastic. A little while ago sugar 
helonged to thi,,> group of commodities: but its price in Eng
land has now fallen so far as to be low relatively even to the 
working classes, and the demand for it is therefore not 
elastie. 

The current prices of wall-fruit, of the better kinds of fish 
and other moderately expensive luxuries are such as to make 
the eonsumption of them by the middle cla!;s increa!;e much 
with every fall in price; in other words the middle class cle
mand for them is very elastic: while the demands on the 
part of the rich and on the part of the working ChLSS is much 
less elastic, the former because it is already nearly satiated, 
the latter because the price is still too high. 

The current prices of such things as rare wines, fruit out 
of season, highly skilled medical and legal assistance, are so 
high that there is but little demand for them except from 
the rich: but what demand there is has in most cases con
siderable elasticity. And in fact much of the demand for 
the more expensive kinds of food is really a demand for the 
means of obtaining social distinction, and is almost in
satiable. 
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§ 4. The case of necessaries is exceptional. 'Vhen the 
price of wheat is very high, and ag'ifn when it Demand for 

is very low, the demand has very little elasticity: necessaries. 

at all events if we assume that wheat, even when scarce, is the 
cheapest food for man; and that, even when most plentiful, 
it is not consumed in any other way. We know that a fall in 
the price of the quartern loaf from 6d. to 4d. has scarcely any 
effect in increasing the consumption of bread. With regard 
to the other end of the scale it is more difficult to speak with 
certainty, because there has been no approach to a scarcity in 
England since the repeal of the corn laws. But, availing our
selves of estimates made in a less happy time, we may sup
pose that deficits in the supply of 1, 2, 3, 4, or 5 tenths would 
cause a rise in price of 3, 8, 16, 28, or 45 tenths respectively. 
:i\luch grcater variations in prices indeed than this have not 
been uncommon. Thus wheat sold in London for ten shillings 
a bushel in 1335, but in the following year it sold for ten 
pence. 

There may be even more violent changes than this in the 
price of a thing which is not necessary, if it is perishable and 
the demand for it is inelastic: thus fish may be very dear one 
day, and sold for manure two or three days later. 

Water is one of the few things the consumption of which 
we are able to observe at all prices from the very highest 
down to nothing at all. At moderate prices the demand for 
it is very elastic. But the uses to which it can be put are 
capable of being completely filled: and as its price sinks to
wards zero the demand for it loses its elasticity. Nearly the 
same may be said of salt. Its price in England is so low that 
the demand for it as an article of food is very inelastic: but 
in India the price is comparatively high and the demand is 
comparatively elastic. 

The price of house-room on the other hand ha." never 
fallen very low except when n locality is being deserted hy 
its inhabitants. Where the condition of society is healthy, 
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and there is no check to general prosperity, there seems 
always to be an elastic demand for house-room, on account 
both of the rea] conveniences and the social distinction which 
it affords. The desire for those kinds of clothing which are 
not used for the purpose of display, is satiable: when their 
price is low the demand for them has scarcely any elasticity. 

§ 5. When trying to ascertain how the purchases of a 
Causes that commodity are affected by changes in its price, we 
obscure the ~n- meet with several difficulties. \Ve must take 
fluence ofpnce 
on demand. account of changes in the purchasing power of 
money \vhich are a source of confusion in all statistics of 
prices. And we must allow foJ' changes in fashion, and taste 
and habit, for the opening out of new uses of a commodity, 
for the discovery or improvement or cheapening of other things 
that can bc applied to the same uses with it. 

And further we must remember that time is required to 
ena.ble a rise in the price of a commodity to exert its fun 

influence on consumption. Time is required for 
consumers to become familia.r with substitutes 

Slowness of 
the growth of 
new habits. 

that can be used instead of it, and perhaps for 
producers to get into the habit of producing them in sufficient 
quantities. Time may be also wanted for the growth of habits 
of familiarity with the new commodities and the discovery of 
methods of economizing them. 

For instance when wood and charcoal became dear in 
England, familiarity with coal as a fuel grew slowly, fireplaces 
were but slowly adapted to its use, and an organized traffic in 
it did not spring up quickly evcn to places to which it could 
be easily carried by water: the invention of processes by 
which it could be used as a substitute for charcoal in manu
facture went even more slowly, and is indeed hardly yet com
plete. Again, when in recent years the price of coal became 
very high, a g,"eat stimulus was givcn to the invention of 
economic.s in its use especially in the production of iron and 
steam; but few of these inventions bore much practical fruit 
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till after the high price had passed away. Again, when n 
new line of tramways or of suburban railways is openeu, even 
those who li\'e near the line do not get into the habit of 
making the most of its assistance at once; and a good deal 
more time elapses before many of those whose places of 
business are near one end of the line change their homes so 
as to live near the other end. Again, when petroleum first 
became plentiful few people were ready to use it freely; 
gradually petroleum and petroleum lamps have become familiar 
to all classes of society: too much influence would therefore be 
attributed to the fall in price which has occurred since then, 
if it were credited with all the increase of consumption 1. 

1 The demand for things of a higher qnality depends much on sensibility: 
some people care little for a refinctl fia vour in their wine prMiued they can 
get plenty of it: others crave a high quality, but are easily satiated. In the 
ordinary working class districts the inferior alld the better joints are sold at 
nearly the same price: but some well paid artisans in the north of England 
have developed a liking for the best meat, and will pay for it nearly as high a 
price as can be got in the west end of Londou, where the price is kept arti
ficially high by the necessity of sending the inferior joints away for sale else
where. Use also gives rise to acquired distastes as well as to acquired tastes. 

Generally speaking those things hl1 ve the most elastic demand, which are 
capable of being applied to many different nses. Water for instance is needed 
first as food, then for cooking, then for washing of various kinds and so on. 
When there is no special drought, but water is sold by the pailful, the price 
may be low enough to enable even the poorer classes to drink as much of it as 
they are inclined, 'While (or cooking they sometimes use the same water twice 
over, and they apply it very scantily in 'Washing. Tho middle classes 'Will 
perhaps not use any of it twice for cooking; but they will make a pail of 
water go a good deal further for washing purposes than if they had an Ull

limited supply at command. When water is supplied by pipes, and charged 
at a very low rate by meter, many people use as much of it even for washing 
ns they feel at all inclined to do; and when the water is supplied not by 
meter but at a fixed annual charge; and is laid on in every place where it is 
wanted, the use of it for every purpose is carried to the full satiety limit. 

These matters are further discussed, and some inquiry is made as to the 
difficulties, the importance and the methods of obtaining accurate statistics of 
national and domestic consumption in Principles III. IV. 6, 7, and a Note at 
the end of the chapter. 



CHAPTER V. 

THE CHOICE BETWEEN DIFFERENT USES OF THE SAME 

THING. IMMEDIATE AND DEFERRED USE~. 

S 1. TilE primitive housewife finding that she has' a. 
limited number of hanks of yarn from the year's 

Distribution of .• . 
means be- sheanng, consIders all the domestIc wants for 
tween different clothiwy and tries to distribute the yarn between uses I:> , __ 

. them in such a way as to contribute as much as 
possible to the family well-being. She will think she has 
failed if, when it is done, she has reason to regret that she 
did not apply more to making, say socks, and less to vests. 
That would mean that she had miscalculated the points at 
which to suspend the making of socks and vests respectively; 
thl1t she had gone too far in the case of vests, and not far 
enough in that of socks; and that therefore at the points at 
which she actually did stop, the utility of yarn turned into 
socks was greater than that of yarn turned into vests. But 
if, on the other hand, she hit on the right points to stop at, 
then she made just so many socks and vests that she got an 
equal amount of good out of the last bundle of yarn that Rhe 
applied to socks, and the 1ast she applied to vests. This illus
trates a general principle, which may be expressed thus :-

If a person has a thing which he Cltn put to several uses, 
he win distribute it between these uses in such a way that it 
has the same marginal uti1ity in all. For if it had a greater 
marginal utility in one use than another, he would gain by 
taking away Home of it from the second use and app1ying it to 
the first. 
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One grea.t disadvantage of a primitive economy, in which 
there is but little free exchange, if'! that a perf,on may ea .. ~ily 
have so much of one thing, ~my wool, that, when he has 
applied it to every possible use, its marginal utility in elLCh 
use is low: and at the same time he may hnve so little of 
some other thing, say wood, that its marginal utility for him 
is very high. Moanwhile some of his neighbours may be in 
great need of wool, and have more wood than they can tunl 
to good account. If each gives up that which Difficulties of 

has for him the lower utility and receives that barter. 

which has the higher, each will gain by the exchange. But 
to make such an adjustment by barter, would be tedious and 
difficult. 

The difficulty of barter is indeed not so very great where 
there are but a few simple commodities, each of which can be 
adapted by domestic work to several uses; the weaving wife 
and the spinster daughters adjusting rightly the marginal 
utilities of the different uses of the wool, while the husband 
and the sons do the same for the wood. 

§ 2. But when commodities have become very numerous 
and highly specialized, there is an urgent need The need for 

for the free use of money, or general purchasing money. 

power; for that alone ca.n Le applied easily in an unlimited 
variety of purchases. And in a money~economy, good ma
nagement is shown by so adjusting the margins of suspen8e 
on each line of expenditure that the marginal utility of a 
shilling's worth of goods on each line shall be the same. 

Thus for instance the clerk who is in doubt whether to 
ride to town, or to walk and have some little extra indulgence 
at his lunch, is weighing against one another the (marginal) 
utilities of two different moues of spending his money. And 
when an experienced housekeeper urges on a 

• A chid use of 
young couple the importance of keepmg accounts domestic 

. ca.refully, a chief motive of the advice is that accounts. 

they may avoid spending impulsively a great deal of money on 
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furniture and other things; for, though some quantity of these 
is really needful, yet, when bought lavishly, they do not give 
high (marginal) utilities in proportion to their cost. And 
when the young pair look over their year's budget at the end 
of the year, and find perhaps that it is necessary to curtail their 
expenditure some,yhere, they compare the (marginal) utilities 
of different items, weighing the loss of utility that would 
result from taking away a pound's expenditure here, with that 
which they would lose by taking it away there: they strive 
to adjust their parings down so that the aggregate loss of 
utility may be as little as possible. .' 

§ 3. The different uses between which a commodity is 
distributed need not all be present uses; some may be present 
and some future. A prudent person will endeavour to dis

Balancing of 
future benefits 
against pre· 
sent. 

tribute his means between all their several uses 
present and future in such a way that they will 
have in each the same marginal utility. But, in 
estimating the present marginal utility of a dis

tant source of benefit to him, a twofold allowance must be 
madc; firstly, for its uncertainty'; and secondly, for the dif· 
ference in the value to him of a distant as compared with a 
present bencfit~. 

If people regarded futuro benefits as equally desirable 
with similar and equal benefits at the present 

Future bene. 
fits are "dis. time, they would probably endeavour to dis-
counted" at 
different rates 
by different 
people. 

tribute their pleasures evenly throughout their 
lives. They would therefore generally be willing 
to give up a present pleasure for the sake of an 

equal pleasure in the future, provided they could be certain of 
having it. But in fact human nature is so constituted that 
in estimating the "present value" of a future benefit most 

1 This is an objective property which all well·informed persons would esti· 
mate in the same way. 

2 This is a 8ul;jecthJe property which different people would estimate in 
different ways according to their individual characters, and their circnmstancofl 
at the time. 
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people generally make a. sccond deduction from it~ future 
valuel in the form of what we may call a "discount/ l that 
increases with the period for which the pleasure is deferred. 
Oue will reckoll a distant benefit at nearly the same value 
which it would have for him if it were present; while a.nother 
who has less power of realizing the future, less patience and 
self-control, will care comparatively little for any benefit that 
is not near at hand. 

Many people derive from the mere feeling of ownership a 
stronger satisfaction than they derive from ordinary pleasures 
in the narrower sense of the term: for example, the delight in 
the possession of land will often induce people to pay for it so 
high a price that it yields them but a "cry poor return on 
their investment. There is a delight in ownership for its own 
sake; and there is a delight in ownership on account of the 
distinction it yields. Sometimes the latter is stronger than 
the former, sometimes weaker; and perhaps no one knows 
himself or other people well enough to be able to draw the 
line quite certainly between the two l

• 

1 The rates at which diffcrellt peoplc disC()unt the future affect not only 
their tendency to save, as the term is ortliuarily understood, but also their 
tendency to buy things which will he IL lasting source of pleasure rather than 
those which give a stronger but more transient enjoyment; to buy a new coat 
rather than to indulge ill a drinking bout, or to choose simple furniture that 
will wear well, rather thall showy furniture that will soon fall to pieces. And 
further, the same person will discount futuro plcasures at differcnt rates at 
different times, according to his mood. This, ami some questions COlJllflcten. 
with the difference between di.scounting a future pleasure and discounting a 
future pleasurable event are discussed ill PriliciplelJ III. Y. 3, 4. 

)L 7 



CHAPTER VI. 

VALUE A~D UTILITY. 

§ 1. \VE may now turn to consider how far the price 
which is actually paid for a thing represents the 
pleasure that ariRes from its pOHsession. This is 
a wide ~mbject on which economic science has 

Price and 
Utility. 

very little to say, but that little is of some importnnce. 
We have nlready seen that the price which a person pays 

for it thing, can never exceed, and seldom comes up to that 
which he would be willing to pay rather tha,ll go without it: 
so that the gratification which he gets from its purchase 
generally exceeds that which he gives up in paying away its 
price; a.nd he thus derives from the purchase a surplus of 
pleasure. ",,The excess of the price which he would be willing 
to pay rath~r than go without it, over that which he actually 

Consumers' 
Rent. 

It IS 

does pay.)s the economic measure of this surplus 
pleasure:' ,and for reasOns which will ~ppear later 
on, may be called CONSUMERS' RENTl. '\ 

obvious that the COllBumers' Rents derived from 
some commodities are much greater than from others. There 
are many comforts and luxuries of which the prices are very 
much below those which many people would pay rather than 
go entirely without them; and which therefore 11fi'Ord a very 
great Consumers' Rent. Good instances are matches, salt, a 
penny newspaper, or a penny postage-stamp. 

In order to give definiteness to our notions, let us con
sider the case of tea purchased for domestic consumption. 
Let us take the case of a man, who, if the price of tea were 

1 It is not necessary for our present purpose to ta.ke account of the possi. 
bility that the marginal utility of money to him might be a.ppreciably altered 
in the course of his purchases. 
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20 ..... I.t lb., would just be induced to buy one lb. annua.lly; 
who would just l)c induced to buy two 1bs. if the price were 
148., three 1bs. if the price were lOs., four los. if the price 
were 68., five los. if the price were 48., six 1bs. if the price 
were 3 ..... , a.nd who, the price being actually 28., does purcha~e 
seven 11s. We h,we to investigate the Consumers' Rent which 
he derives from his power of purchasing tea at 28. a lb. 

The fact that he would just be induced to purchase ono 
lb. if the price were 208., proves that the total satisfaction 
which he derives from that lb. is at least as great as that 
which he could obtnin hy spendillg 20,.,.. on other things. 

\Vhen the price falls to 148., he could, if he chose, continue 
to buy only one pound. He would then get for 148. what was 
worth to him at least 208.; and thus obtain a surplus satis
faction worth to him at least 68., or in other words a Consumers' 
Rent of at least 68. But in fact he buys a second pound of hi~ 
own free choice, thus showing that he regards it as worth to 
him at least 148. He obtains for 288. what is worth to him 
at least 20s. + 14s.; i.e. 3-18. His surplus satisfaction is 
therefore not diminished by buying it, but remains worth at 
least 68. to him. The total utility of the two pounds is worth 
at least 348., his Consumers' Hent is at least 6s. 

When the price falls to lOs., he might, if he chose, continue 
to buy only two pounds, and obtain for 20s. what was worth 
to him at least 34s., and derive a surplus Ratisfaction worth 
148. But in fact he prefers to buy a third pound: and as 
he does this freely, we know that he does not diminish his 
surplus satisfaction by doing it. He now gets for 30s. three 
pounds; of which the first is worth to him at least 20s., the 
second at least 14 ..... , and the third at least 108. The total 
utility of the three is worth at least 448., his Consumers' Hent 
is at least 14 ..... , and so on. 

"\Vhen at last the price has fanen to 2s., he buys seven 
pounds, which are severally worth to him not less than 20, 14, 
10, 6, 4, 3, and 2s., or 59s. in all. This sum measures their 

7-2 
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total utility to him, and his Consumers' Rent is (at least) the 
excess of this sum over the 148. he actually does pay for them; 
i.e. 458. This is the excess value of the satisfaction ho gets 
from buying the tea over that which he could have got by 
spending the 148. in extending a little his pureha,se of other 
commodities, of which he had just not thought it worth while 
to buy more at their current prices; and any further purchases 
of which therefore would not yield him any Consumers' Rent. 

In the 8ame wny if we were to neglect for the moment 
Transition to the fact that the same SUIll of money represents 
the demand different amounts of pleasure to different people, 
of a market. we might measure the surplus tmtisfaction which 
the sale of tm a.fford~, say, in the London market, by the 
aggregate of the sums IJY whidl the prices shown in a. complete 
demand schedule for tea exceeds its selling price l

• 

I Let Ufl then consider thc demand curve DD' for tea in any largc market. 
Fig. (3). Let 011 be theamoWlt which is sold there at the 

price 1IA annually, a year being taken as our unit 

o ~~ ItJi~ee;tic~~~i:;waa~~sP~:!!t ~~eO:~~~ i~S::~~ 
cnt a horizontal line through .l ill R. We will 
suppose the several lbs. numbered in the order 
of the eagerness of the several purchasers: the 
eagerness of the purchaser of any lb. being mea· 
sl'lred by the price he is just willing to pay for 

I> that lb. The figure informs us that OJ[ units 
II~"'A. o' can be sold at the price l'~lf; but that at any 

C I .~..... higher IJrice not quite so many Ibs. can be sold. 
o M H x There must be then some individual who will 

buy more at the price r M, than he will at any 
higlwr price; alJ(l we are to regard the OMth lb. as sold to this indio 
vidual. Suppose for instance that r JrI represents 48., and that OJ[ repre
sents a million Ibs. The purchaser described in the text is just willing to buy 
bis fifth lb. of tea at the price 48., and the 01l1th or millionth lb. of tea 
may be said to be sold to him. If All and therefore RN represent 2.1., the 
ConslWlers' Relit derived from the OJfth lb. is the excess of r J[ or4s. which the 
purchaser of that lb. would have been willing to pay for it over RM the 2.1. 
which he actually does pay for it. Let TIS suppose that a very thin vertical 
'Parallelogram is drawn of which thehcight is PM and of which the base is the 
aistance along Ox that measures the single unit or lb. of tea. It will be con· 
venient henceforward to regard price as men.surerl liot by a mathematical 
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§ 2. This reasoning, with its new names and elaborate 
machinery, appears at first sight laboured and unreal. But 
on closer study it will he found to introduce no new diffi
culties and to make no new assumptions j but This doctrine 

only to bring to light difficulties and assump- merely gives 
definite ex

tions that are latent in the common language pression to 

of the market-place. For in this, as in other familiar no
tions. 

CaReS, the apparent simplicity of popular phrases 

straight line without thickness, as P J[; but by a very thin parallelogram, or 
as it may be called a thick straight line, of which the breadth is in every case 
equal to the distance along O;e which measurcs a unit or lb. of tea. Thus we 
should say that the total satisfaction derived from the Olfth Ib, of tea is 
represented (or. on the assumption made in the last paragraph of the text is 
measured) by the thick straight line lJ[P; that the price paid for this lb. is 
represented by the thick straight line MIl and the Consumers' Rent derived 
from this lb. by the thick straight line RP. Now let us suppose that such 
thin parallelograms, or thick straight lines, are drawn for all positions of 
j[ between 0 and II, one for each lb. or unit of tea. 'fhe thick straight lines 
thus drawn, as MP is, from Ox up to the demand curve will each represent 
the aggregate of the s:ttisfactioll derived from a lb. of tea; and taken together 
thus occupy and exactly fill up the whole area DOllA. Therefore we may say 
that the area DOlIA represents the aggregate of the satisfaction derived from 
the consumption of tea. Again each of the straight lines drawn, as MR i:-;, 
from Ox upwards as far as A 0 represellts the price that actually iH paid for a 
lb. of tea. Tllese straight lines together make up the area COHA ; and there
fore this area represents the total price paill for tea. Finally each of the 
straight lines drawn as RP is from .A C upwards as far as the demand curve, 
represents the Consumers' Rent c1erived from tllC con-esponding lb. of tea. 
These straight lines together make nIl the area DCA; and therefore tlJis 
area represents the total Consumers' R-ent that is derived from tea when the 
price is All. But. it must be repeated that this geometrical measurement is 
only an aggregate of the measures of bellefits which are 110t all measured on the 
same scale except on the assnmIltion just made ill the text. Unless that. 
assumption is made the area only represents an aggregate of satisfactions, the 
several amounts of whieh are Hot exactly meafluretl. On that assumption 
only, its area measures the volnme of the total ?Iet satisfaction deriH'a from 
the tea by its various purchascrs. 

The' lJOtiOll of an exact measurement of Consumers' Rent was published by 
Dupuit ill 1844. But. his worl;: was forgotten; and the first to pllhlish a. clellr 
analysis of the relation of total to marginal (or final) utility in the Ruglish 
hnguage was Jevolls in 1871, when he had not read Dupuit. The not.ion of 
Consumers' Rent. was suggested to the present writer by a study of the 
mathematical aspects of demand and utility under the influellce of CounlOt, 
yon Thunen aml-Belltham. 
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veils a real complexity, and it is the duty of science to bring 
out that Intent complexity j to face it; and to reduce it as 
far as possible: so that in later stages we may handle finnly 
difficulties that could not be grasped with a good grip by the 
vague thought and language of ordinary life. 

It is a common saying in ordinary life that the real value 
of things to us is not gauged by the price we pay for them: 
that, though we spend for instance much more on tea than 
on salt; yet salt if; of greater real value to us; and that 
As regards a this would be clearly seen, if we were entirely 
single person, deprived of it. This line of argument is but 
thrown into precise technical fann, when it is said that we 

. cannot trust the marginal utility of a commodity to indicate 
! its total utility: on the ground that though, when a person 
~pem1s sixpence on a quarter of a pound of tea iW:itead of on 
a stone of salt, he does so hecause he prefers the tea: yet he 
would not prefer the tea if he did not know that he could 
ea!-;ily get whatever salt he needed for his more urgent re
quirements. And if an attempt were made to give this vague 
Raying greater uefiniteness, the ordinary course would be to 
estimate first the price that he would pay for a small quantity 
of tea, rather than go without it; and next what he would 
pay fOl" further supplieR, if it became a little more plentiful j 
and next what he would pay for further supplies, and so on: 
find the whole would he 11dJed up. And then the like would 
1e done for salt, and the two would be compared. The pro
cess would be the same as in our reasoning; but it would 
remain vague j or if an attempt were made to be definite and 
eXlLct, there would 1e much waste of la10ur in the ahsence of 
appropriate phraseR and machinery. 

Or the real value of anything might be discuss(!d with 
reference, not to a single individual, but to people in general; 
and then it woultl naturally he assumed that a shilling's worth 
of gratifil:ntioll to OIle Englishman might 1e takf'n as equiva~ 

1 Book I. cli. Y. and Book III. ell. IY. 
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lent with a shilling's worth to another, "tu :start with," and 
"until cause to the contrary were shown." But d 

or as regar s 
everyone would know that this was a reason- people in 

able course only on the supposition that the con- general. 

Burners of tea and those of salt belonged to the same cla:;)ses of 
people j and includod people of every variety of temperament. 
And if, instead of comparing tea and salt, which are ooth 
used largely by all classes, we had compared either of them 
with champagne or pineapples, this consumption could not 
have been made even for a first rough guess. In earlier 
generations many statesmen, and even some economists, neg
lected to make adequate allowance for considerations of this 
class, especially when constructing schemes of taxation j and 
their words or deeds seemed to imply a want of sympathy 
with the sufferings of the poor j though more often they were 
due simply to want of thought. 

On the whole however it happens that by far the greater 
number of the events with which economics deals, affect in 
about equal proportions all the different classes of society; so 
that if the money measures of the happiness caused by two 
events are equal, there is not in general any very great 
difference between the amounts of the happiness in the two 
cases. And it is on account of this fact that the exact mea
surement of the Consumers' Hent in a market has already 
much theoretical interest, and may become of high practical 
importance 1. 

§ 3. There is another need for caution when estimat
ing the dependence of well-being upon material Allowance for 

wealth. Not only does a person's happiness collective 

It d d h o hOI tal wealth. o en epen more on IS own p YSlCa, men 
and moral health than on the external conditions of his well
being: but even among these conditions many that are of 
chief importance for his real happiness a,re apt to be omitted 
from an inventory of his wealth. Some are free gifts of 

1 Many misapprehensions as to the nature of Consumers' Relit a.re difl
cussed in Princ~ples III. (especially Ed. III.). 
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nature; and these might indeed be neglected without great 
harm if they were always the same for everybody; but in fact 
they vary much from place to place. More of them however 
are elements of collective wealth which are often omitted from 
the reckoning of individual wealth; but which become im. 
portant when we compare different parts of the modern civi
lized world, and even more important when we compare our 
own age with earlier times. 

§ 4. An increase of income nearly always causes pleasure; 
but the new enjoyments which it provides often lose quickly 
much of their charm. Partly this is the re~mlt of familiarity; 
which makes people cease to derive much pleasure from accus
tomed comforts and luxuries, though they suffer grent pain 
from their loss. Partly it is due to the fact that with in
creased riches there often comes either the weariness of age, or 
at least an increu.:-;e of nervous strain, and perhaps habits of 
living th[tt lower phy:-.ical vitality and diminish the capacity 
for pleasure. 

In every civilized country there have been some followers 
of the Buddhist doctrine that a pbcid serenity is 

Value oflei_ 
sure and rest, the highest ideal of life; that it is the part of the 

wise man to root out of his nature as many wants 
and desires as he can; that real riches consist not in the 
abundance of goods Lut in the paucity of wants. At the other 
extreme are those who maintain that the growth of new 
wants and desires is always beneficial because it stimulates 
people to increased exertions. They seem to have made the 
mistake, as Mr Herbert Spencer says, of :-mpposing that life is 
for working, im;tead of working for life. 

The truth seems to be that as human nature is consti~ 

tuted, man rapidly (legenemtes unlesH he has some hard 
work to do, some difficulties to overcome; and that some 
Value of work strenuous exertion is necessary for physical and 
for its own moral health. The fulness of life lies in the de~ 
sake. 

velopment and activity of as many and as high 
faculties as possible. There is intense plensul'e in tIle ardent 
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pursuit of any ai~l, whether it be HucceSH in business, the 
advancement of art Itnd science, or the improvement of the 
condition of one's fellow-beings. The highest constructive 
work of all kinds must often alternate between periods of over
strain and periods of lassitude and stagnation; but for ordinary 
people, for those who have no strong ambitions, whether of a 
lower or a higher kind, a moderate income earned by moderate 
and fairly steady work offers the best opportunity for the 
growth of those habits of body, mind and spirit in which alone 
there is true happiness. 

There is some misuse of weulth in all ranks of society. 
And though speaking generally, we may say that every 
increase in the income of the working classes adds to the 
fulness and nobility of human life, because it is used chiefly 
in the satisfaction of real want::.;; yet even among the artisan::.; 
in England, and perhaps still more in new countries, there 
are signs of the growth of thl1t unwholesome desire for wealth 
as a means of displu.y which hits been the chief bane of the 
well-to-dc;> classes in every civilized country. L1.wS agaimlt 
luxury have been futile; but it would he a gain 
if the moral sentiment of the community could The hlf'gherlth 

useso wea . 
induce people to avoid all sorts of display of 
individual wealth. There are indeed true and worthy pletl.
sures to be got from wisely ordered magnificence: but they 
are at their best when free from any taiut of persona.l vanity 
on the one side, and envy on the other; a~ they are when 
they centre round public buildings, public parks, public col
lections of the fine arts, and public games and amusements. 
So long as wealth is applied to provide for every family the 
necessaries of life and culture, Itud an abundance of the 
higher formR of enjoyment for collective use, so long tlle 
pursuit of wealth is a noble aim; and the pleal''lUl'es which it 
bringR are likely to increase with the growth of those higher 
activities which it i:-; used to promote. 

When the necessarief:i of life are 011ce provided, everyone 
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should seek to increase the beauty of things in hi~ possession 
rather th1tll their number or their magnificence. An im
provement ill the artistic character of furniture amI clothing 
trains the higher faculties of those who make them, and is a 
source of growing happiness to those who use them. 13ut if 
instead of :-;ceking for a higher standard of beauty, we spend 
our growing resources on increasing the complexity and intri
cacy of our domestic goods1 we gain thereby no true benefit, 
no lasting happiness. \"The world would go much better if 
everyone would buy fe~er and simpler things, and would 
take trouble in selecting them for their real beauty j being 
careful of course to get good value in return for his outlay, 
hut preferring to buy a few things made well hy highly paid 
bbour rather than many made badly by low paid labour" 
But we are exceeding the proper scope of the present Book; 
the discussion of the influence on general well-being which is 
exerted hy the mode in which each individual spends his 
illcome is one of the more important of those applications of 
economic science to the art of living which will fi,nd their 
place at the end of the TreatiRe. 



BOOK IV. 

THE AGENTS OF PRODUCTION. 

LAND, LABOUIt, CAPITAL AND OItGANIZATION. -
CHAPTER 1. 

INTRODUOTORY, 

§ 1. THE agents of production are commonly classed as 
Land, Labour and Capital. By Land iH meant the material 
and the forces which Nature gives freely for Agents of Pro

man's aid, in land and water, in air and light duction. 

and heat. By Capital is meant all stored up provision for the 
production of material goods, and for the attainment of those 
benefits which are commonly reckoned as part of income. 

Capital consists in a great part of knowledge and organiza
tion: and of this some part is private property and other part 
is not. The distinction hetween the public and private pro
perty in knowledg(J and organi7..ation is of great and growing 
importance: in some respects of more importance than that 
between public and private property in material things: it 
cannot be fully examined till a much later stage in our in
quiry: but something has to be said of it in the present Book. 
And partly for that reason it seems best sometimes to reckon 
Organization apart as a separate Agent of Production. 

It is not possible at this stage to do more than indicate 
very slightly the general relations between Demand and 
Supply, between Consumption and Prod.uction. But it may 
be well, while the discussion of utility and value is fresh in 
our minds, to tako a short ghulCe at the relations between 



108 BOOK IV. CR. I. §§ 1-3. 

value and the disutility or discommodity that has to be over
come in order to obtain those goods which have value because 
they are at once desirable and difficult of attainment . 

. § 2. 'Vhile d~~~nd is based on the desire to obtain com
modities, s~p'ply depends on the overcoming,o_~, the unwilling
ness to undergo Hdiscommodities." These fall ge'nerally under 
one of two classes, labour and the abs~inence involved in 
putting off consumption. 

It is true that much exertion is undergone for its own 
At present the sake, as for instance in mountaineering, in play
chiefmotiveto ing games and in the pursuit of literature, of 
work is the 
hope of art, and of science; and much hard work is done 
reward. under the influence of a desire to benefit others; 
and such work has for the greater part no economic mf'..asure. 
But the chief motive to most work, in the present state of the 
world, is the desire to obtain some material advantage, which 
often appears in the first instance in the form of the gain 
of t\ certain amount of mouey, or command over commodities 
in geneml. Even when It man is working for hire, he often 
fincl~ pleasure in his work; Lut he generany gets so far tired 
before it i~ done, that he is glad when the hour for stopping 
arrives. Perhaps after he has been out of work for ~ome 
time, he might, as far ns his immediate comfort is concerned, 
mther ,,,ark for nothing than not work at an; Imt he will 
proha,1)]y prefer to store up his 8trength till he can get paid 
for his work. In most occupations even that part of the 
work which affords tIle worker more plensure than pain, must 
as 11 rule he paid for at the same rate al:> the rest; the price of 
the whole therefore is determined by that part of the labour 
which is most unwillingly given, amI which the worker is on 
the verge of refusing to give; or as we may flay Marginal dis~ 
by the l\lAHGlNAI. mSUTIJ,I1'¥ of labourl. utility. 

, I As with cvcry increase in the amount of It commodity offered for !lIlIe it!l 
t marginal utility falls, awl as with every fall ill the margillal utility there is a 
~t!an in the price tllat can be got for the wlJOle of the commoaity, ana Hot for 
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The discommooity or disutility of labour may urise from 
bodily or mental fatigue, or from its being carried on in un
healthy surroundings, or with unwelcome associates, ot" from 
its occupying time that is wanted for pastime, or for social or 
intellectual pursuits. But whatever be the form of the. dis
commodity, its int.ensity nearly always increases with the 

. sev~rity and the duration of labour; even though at the 
outset the exertion may have been pleasurable . 

.As the price required to attract purchasers for any given 
amoU-~lt of a commodity, was called the .Demand price for that 
ainount; so the price required to call forth the exertion neces
sary for producing any given amount of a commodity, may be 
called the Supp}'/! '_p1'ice for that amount. And 
if for the ~om~~t ~vc assumed that production ~:~~~~ed~~' 
depended solely upon the exertions of a certain mand and 

supply. 
number of workers, already in existence and 
trained for their work, we should get a list of supply prices 
(a Supply Schedule) corresponding to the list of demand 
prices (or Demand Schedule) which we have already COll

sidered. This list would set forth theoretically in one column 
of figures various amounts of exertion and therefore of pro
duction; and in a parallel column the prices which must be 
paid to induce the ava.ilable workers to put forth these 
amounts of exertion. 

R 3. But this simple method of treating the supply of 
labour of any kind, and consequently the supply of goods 
made by that la.bour, assumeH that the number of those who 
are qualified for it is fixed; and that assumption can be made 
only for ::;hort periods uf time. The total numbers of the 

the last part only; so it is with rcgarll to the supply of labour. If there is alt 
increase in the alllount required of !It certain kind of work. and some of it has 
to be done with greatE'I' difficulty, so as to ca.use a greater disutility, then a 
higher price must be paid for this; and the price of all tho rest of the work 
will rise at the same time. This surplus price which has to be paid to a.ll the 
rest of the labour in some respects resembles Rent, as will be more clearly 
seen hereafter. 
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people change under the action of many causes, among which 

Forecast of the 
difficulty of 
this problem 
in reatUfe. 

chrmges the average earnings of lahour take a 
prominent place; though their influence on the 
growth of number8 is fitful and irregular. But 
the distribution of the population between different 

trad"es is m.ore HU bj('.ct to the influence of economic causes. In 
the long run the supply of labour in any trade is adapted 1110re 

or less closely to the demand for it: parents bring up their 
children to the most advantageous occupations to which they 
have acceSK; that is to those that offer the best reward, in 
wages and other ad vantages, in return for labour that is not 
too severe in (luantityor character, and for skill that is not 
too hard to be acquired. This !Ldjustment however hetween 
demand fLnd rmpply can never be perfect; fluctuations of 
demand may make it much greater or much less for a while, 
even for many years, than would have been just sufficient to 
induce parents to select that trade rather than some other 
of the same C}n,HS for their children. Although therefore the 
reward to be had for any kind of work at any time does 
stand in some relation to the difficulty of acquiring the ne
cessary skill combined with the exertion, the disagreeableness, 
the waste of leisure, etc. involved in the work itself; yet this 
correHpondeIlee iH liable to great disturbltIlCeR. The study of 
these disturbances is a difficult task; and it will occupy us 
much in later Htages of our work, and especially in the fifth 
and sixth Hooks. J3ut the present Book is mainly descriptive 
amI raises few difficult problems. 



CHAPTER 11. 

THE FEUTI LlTY OF LAN]). 

§ 1. TJIJ<~ requisites of production are commonly spoken 
of as land, labour CLncl capital: those material Land. 

things which owe their uljefulneHs to human 
labour being classed under capital, and those which owe 
nothing to it beiug classed as lanel. The distinction is ob
viously a loose one: for bl"icks are but pieces of carth slightly 
worked UPi and the soil of old settled countries has for the 
greater part been worked over many times by man, nnd owes 
to him its present form. There is however a scientific prin
ciple underlying the distinction. \Vhile man has no power 
of creating matter, he crel1tes utilities by putting things into 
a useful fann l ; and the utilities made by him can be in
creased in supply if there is an increased demand for them: 
they ha.ve a. supply pri<.:c. But there are other utilities over 
the supply of which he has no control, they arc given as a 
fixed quantity by nature and have therefore no supply price. 
The:-'-term "land" has been extended by economists so as to 
include the perl?anent sources of these utilities 2 j whether they 
are found in land, as the term is commonly used, or in seas 
and rivers, in sunshine and rain, in winds and waterfalls. 

When we have inquired what it is that marks off land 
from those material things whieh we regard as products 
of the land, we shall find that the fundamental attribute of 
land is its extension. The right to use a piece of land gives 

1 See Book II. Chapter iii. 
2 In Hieardo's famou::; phrase" the origino.l amI intlestructible powert; of 

the soil" 
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command over a. certain space-a cert..'1ill part of the earth's 
surface. The al'ea. of the earth is fixed: the geometric re
lations in ''ihich, any particular part of it stands to other 
parts are fixed. l Man has no control over them; they are , . 
wholly unaffected by demand; they have no cost of pro-
duction, there is no supply price at which they c{],n be pro
dueed. :~ The use of ,L certa.in area of the earth's surface is 1:1 

primary condition of ,-".nything that man can do; it gives 
him r(Jom for his own action:;, with the enjoyment of the 
heat and the light, the air and the rain which nature <l.ssigns 
to that area j nnd it determine::; his distance from, and in 1:1 

great measure his relations to, other things and other persons. 
Some parts of the earth's surface contribute to production 

chiefly by the services which they render to the navigator: 
others are of chief value to the miner; others-though this 
selection is made hy man rather than by nature-to the 
builder. But when the productiveness of land is spoken of 
our fin;t thoughts turn to its agricultural use. 

§ 2. To the agriculturist an area of land is the IDeans of 
snpporting a certain amount of vegetable, and perhaps ulti· 
lllitt.ely of animal life. Ear this purpose the soil must have 
eertain mechanical and chemical qualities. 

}Iechanically, it must be so far yielding that the fine roots 
Conditions of of plants can push their way freely in it; and 
fertility, me- yet it must he firm enough to give them 11 good 
chanica! hold. The action of fresh air and water and 
of frosts arc nature's tillage of the soil; but man gives 
great aid in this mechanical preparation of the soil. The 
chief purpose of his tillage is to enable the soil to hold plant 
roots gently but firmly, ,tnd to enable the air and water to 
move about freely in it. Even when hc manures the ground 
he has this mechanical preparation in view. For fannyard 
manure benefits clay soils by subdividing them and making 
them lighter and more open, no less than by enriching them 
chemically; while to sandy soils it gives 11 much needed 
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firmness of texture, and helps them, mechanically as well as 
chemicalIy, to hold the materials of plant food which would 
otherwise be quickly washed out of them. 

Chemically the soil must have the inorganic elements that 
the plant wants in a form palatable to it. The and chemical. 

greater part of the bulk of the plant is made up 
of so-called "organic compounds"; that is, compounds of carbon 
chiefly with oxygen, hydrogen and nitrogen; and of these it 
obtains by far the greater part from air and wa,ter. Only a 
small fraction (somewhere about a twentieth on a,n average) 
of its dry bulk com;ists of mineral matter that it cannot get 
except from the soil. And as most soils have given them by 
nature at least some small quantities of all the mineral sub
stances that are necessary for plant life, they can support 
some sort of vegetation without human aid. Often however 
they have but very scanty proviRion of one or two necessary 
elements; and then man can tum 11 huren into a yery fertile 
soil by adding a small quantity of just those things that are 
needed; using in most cases either lime in some of its many 
forms, or those artificial manureR which modern chemical 
science has provided in great variety. 

By these means the fertility of the soil can Le hrought 
under man's control. He can by sufficient labour 
make almost any land bear large crops. He ca,n 
prepare the soil mechanically and chemically for 
whatever crops he intends to grow next. He 

Man's power 
of altering the 
character of 
the soil. 

can adapt his crops to the nature of the soil and to one 
another; selecting such a rotation that each will leave the 
land in such a state, and at such a time of year, that it can be 
worked up easily and without loss of time into a suitable seed 
bed for the coming crop. He ca,n even permanently alter 
the nature of the soil by draining it, or by mixing with it 
other soil tha,t will supplement its deficiencies. 

All these changes are likely to be carried out more ex
tensively and thoroughly in the future than in the pm;t. But 

M. 8 
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even llhW the grea.ter part of the Roil in old countries owes 
much of its character to human action; all that lies just 
below the surface has in it a large element, of capital, the 
produce of man's paRt labour: the inherent, or indestructible, 
properties of the soil, the free gifts of nature, have been 
largely modified; partly roLbed and partly added to by the 
work of many generations of men. 

But it is different ·with that which is above the surfn.ce. 
Every acre hl1s given to it by nature an annual income of 
heat and light, of air and moisture; and oyer these man has 
but little control. He may indeed alter the climate a little 
by extensive drainage works or by planting forests, or cutting 
them down. But, on the whole, the action of the sun and 
the wind l~nd the rain are an a!.l!luit.Y fixed by nl1ture for each 
plot of land. Ownership of the land gives posseRsion of thiR 
annuity: and it. also giveH the space required for the life and 
action of vegetal)les and animalR ,: the value of this space 
being mut:h nffected by its geographicnl position. 

'Ye may then continue to use the ordinnl'y distinction 

O 
.. I d lletween the original OJ" inherent properties, ngma an 

artificial pro- which the bnd derives from nature, and the 
perties of land. t'fi' I rt' h' h 't h ar 1 CIa prope Ie."! W IC lOWeS to uman 
action; provided we remember that the fin,t include the 
sp1.Lce.relntions of the plot in question, and the annuity that 
nature has given it of sunlight and air and rain; and that in 
mnny cases these are the chief of the inherent properties of 
the Roil. It is chiefly from them that the ownership of 
agricultural land deriveR its peculiar si,!,rnificance, and the 
Theory of Bent its special chl1racter. But the question how 
fHr the fertility of any Roil is due to the original properties 
given to it hy nature, and how far to tho changeR in it made 
by man, CI11mot be fully diRcussed without taking account of 
the kind of produce raised from it 1. 

1 Priuciples IV. Il. contains some further information as to the methods 
alld l·esults of high cultivation {ts applierl to different sons amI different 
crops. 



CHAPTER III. 

THE FEHTILITY OF LA~n, CONTINUED. THF. LAW OF 

DDnNISHING RETUR~. 

§ 1. THE LAW OF DIMINISIlI~G RETURN may he provi

Rionally stated thus: 
An increase in the capital and bbour applied in the cul

tivation of land causes in general a less than Provisional 

Proportionate increase in the amount of produce statement of 
the Law of 

raiRed, unless it happenR to coincide with an Diminishing. 
Return. 

improvement in the arts of agriculture. 
\V c learn from history and by observation that every 

agriculturist in every age and clime desires to have the URe 

of a good deal of land; and that when he cannot get it 
freely, he will pay for it, if he has the means. If he thought 
that he would get as good results by applying all his capital 
and labour to a very small piece, he would not pay for any 
but a very smaH piece. 

'Vhen land that requires no clearing is to he had for 
nothing, every one uses just that quantity which he thinks 
will give his capital and la.bour the largest return. His 
cultivation is "extensive," not "intensive." He does not aim 
at getting many bushels of corn from anyone acre, for then 
he would cultivate only a few acres. His purpose is to 
get as large a total crop as possible with a given It is based on 
expenditure of seed and labour; and therefore g~neral expe· 

he sows as many acres as he can manage to bring nence. 

under a light cultivation. Of course he may go too far: he 
may spread his. work over so large an area that he would 
gain by concentrating his capital and labour on a sIlmller 

~-2 
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Bpace j and under these circumstances if he could get com
mand over more capital and labour so as to n.pply more to 
ea.ch acre, the land would give him an IXCRF:ASI:-l"G H.ETURN; 

that is) an extra return larger in proportion than it gives to 
his present expenditure. But if he has made his calculations 
rightly, he is using just so much ground ::LS will give him the 
highest returIl; and he wouhllose hy concentrating his capital 
and labour on a smaller area. If he had command over more 
capital and labour and were to apply more to his present 
land, he would gain less than he would by taking up more 
bud; he would get 11 DnnXISIIING RETURX, that is, an extrn 
return smaller in proportion than he gets for the last applica
tions of capital and labour that he now makes, provided of 
course that there is meanwhile no perceptihle improvement 
in his agricultural skil1. As his sons grow up they will have 
more capita.l and bbour to apply to land; and in order to avoid 
obtaining a Dimini'''hing Return, they will want to cultivate 
more lall(l. But perhaps by this time an the neighbouring 
land is alreaJy taken up, and in order to get morc they must 
Luy it 01' pny a rent for the use of it, or migrate where they 
can get it for nothing. 

This tendency to a Diminishing Return was the cause of 
Abraharn'~ parting from Lot, and of most of the migrations 

f , of which hifltory tells. And wherever the right 
Its relation to to cultivate land is much in request, we may be 
migrations. 

sure that the tendency to a Diminishing Return 
is in full operation. "\Verc it not for this tendency every 
farmer could save nearly the whole of his rent by giving up 
all but !L small piece of his land, and be~towing all his capital 
and labour on that. If all the capital and labour which he 
would in that caRe apply to it, gave as good a return in 
proportion !LS that which he now applies to it, he would get 
from that plot as large a produce as he now gets from his 
whole farm, and would make a net gain of all hifl rent save 
that of the little plot t.}m.t he retained. 
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It may be conceded that the ambition of fUl'lllCl'!; often 
leads them to take more land than they can properly manage. 
But when we say that a farmer would gain by Its relation to 

applying his capital and labour to a smaller area, modern 

we do not necessarily mean that he would get farming. 

a larger gross produce; we may mean only that the saving 
in rent would more than counter-balance any probable dimi
nution of the total returns that he got from the land. If a 
farmer pays a fourth of his produce as rent, he would gain 
by concentrating his capital and labour on less land, provided 
the extra c<1pital and labour applied to each acre gave any
thing more than three-fourths as good a return in proportion 
as he got from his earlier expenditure. 

Again, it ma,y be granted that much land, even in a 
country as advanced as England, is so unskilfully cultivated 
that it could be made to give more than double its present 
gross produce if twice the present capital and labour were 
applied to it skilfully. Very likely those are right who 
maintain that if all English farmers were as able, wise and 
energetic as the best are, they might profitably apply twice 
the capital and labour that is now applied. Assuming rent 
to be one fourth of the present produce, they might get seven 
hundredweight of produce for every four that they now get: 
it is conceivable that with still more improved methods they 
might get eight hundredweight, or even more. But this does 
not prove that, as things are, further capital and labour 
could obtain from land an Increasing Return. The fact 
remains th<1t, taking farmers as they arc, with the skill a.nd 
energy which they actu<111y have, we find as the result of 
universal observation that there is not open to them a short 
road to riches by giving up a great part of their land, by 
concentrating all their capital and la.bour on the remainder, 
and saving for their own pockets the rent of all but that 
remainder. The rca~on why they cannot do thi~ is told in 
the Law of Diminishing }{.eturn. 
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It i~ illlportant to remember that the Return to capital 
and labour of which the Law speaks, is measured 

The Law re-
lates to the by the amount of the produce raised independently 
amount of the of any changes that may meanwhile take place in 
produce. 

the price of produce; such, for instance, as might 
occur if a new railway had been made in the neighbourhood, 
or a new town population had grown up close by. Such 
changes will be of vital importance when we come to draw 
inferences from the Law of Diminishing Return, and par
ticularly when we discuss the pressure of increasing population 
on the means of subsistence>~But they have no hearing on 
the Law itself, because that has to do not with the v;due of 
the produce raised, but only with its amount>" 

'Ve may now fonnulate the limitations which were im~ 
plied under the words Hin general" in our provisional stn,te~ 

mellt of the Law. The Law i~ a statement of u tendency 
which may iudeed be held in check for a time by improve~ 
ments in the a,rts of production and by the fitful course of the 
development of the full powers of the soil; but which must 
ultimately become irresistible if the demand for produce 
Hhoulrl incl'Cltsc without limit. Our final statement of the 
Law may then be divided into two parts, thus:-

Firstly, although an improvement in the arts of agricul

Final state
ment of the 
Law. 

ture may raise the return which land generally 
affords to any given amount of capital and 
labour j and although the capital and labour 

already applied to any piece of land may have been so in
adequate for the development of its full powers, that some 
further expenditure on it even with the existing arts of 
agriculture would ~rive a more than proportionate return; 
yet these conditions are rare in an old country: and, except 
when they are present, the application of increased capital 
and labour to htnd will add a less than proportionate amount 
to the prorluce raised, unless there be meanwhile an increase 
in the skill of the indiviuual cultivator. Secondly, whatever 
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may be the futnre developments of the art~ of agriculture, a 
continued increase in the application of capital and lahour to 
land mu~t ultimately result in a diminution of the extm 
produce which can be obta.ined hy a given extra amount of 
capital and labour. 

§ 2. Making u:;e of a term suggested by Jmnet:l Mill, we 
may regard the capital a.nd labour applied to A Dose of 

land as consisting of equal successive DOSES J. As capital and 

h I h fi f 1 
labour. 

we ave seen, t Ie return to t erst ew (oses 
may perhaps be small and a greater number of do:;e:; may get 
a larger proportionate return; the return to successive doses 
may even in exceptional cases alternately rise and fall. But 
our law statcs that sooner or later (it being always t:lupposed 
that there is meanwhile no change in the art:; of cultiva
tion) a point will be reached after ·which all further doses 
will obtl1in a lesl:> proportiona.te return than the preceding 
doses. 

The dose which only jUt:lt remunerates the cultivator may 
be said to be the lIIARGINAL DOSE, and the return 
to it the MARGINAL RE'fURN. If there happens to 
be in the neighbourhood land that is cultivated 
but only just pays its expenses, and so gives no 

Marginal dose, 
marginal re
tum, margin of 
cultivation. 

surplus for rent, we may suppose this dose applied to it. 
\V c can then say that the dose applied to it is applied to 
land on the MARGIN OF CULTIVATIOX, and this w~1y of speaking 
has the advantage of simplicity. But it is not necessary 
for the argument to suppose that there is any such land: 
what we want to fix our minds on is the return to the 
marginal dose: whether it happens to be applied to poor 
land or to rich does not matter; all that is necessary is that it 

1 The phrase a. /)011100/ Capital awl Labour may be taken proYh;ionaily to 
mean £1 of outlay distributed according to the exigencies of the case between 
the hire of lahour, the payment for the use, the wear and tear of capital, amI 
lastly management. Some difficulties connected with the phrase are dis
cussed in a Note at the cull of Pli.llciplelJ, IV. III. 
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should be the last dose which can profitably be applied to that 
land I. 

When we speak of the marginal, or the "lastH dose applied 

The marginal 
dose not ne
cessarily the 
last in time. 

to the land, we do not mean the last in time, we 
mean that dose which is on the margin of pro~ 
litable expenditure j that is, which is applied so 
as just to give the ordinary returns to the capital 

a.nd labour of the cultivator, without affording any surplus. 
To take a concrete instance, we may suppose a fanner to be 
thinking of sending the hoers over a field once more; and 
after a little hesitation he decides that it is worth his while, 
but only just worth his while to do it. The dose of capital 
and labour spent on doing it, is then the last dose in our 
present sense, though there are many doses still to be applied 
in reaping the crop. Of course the return to this last dose 
cannot be separated from the others; but we ascribe to it all 
that part of the prouuce which we believe would not have 
been produced if the farmer had decided against the extra 
hoeing. Since the return to the margina.l dose (it does not 
matter ,,,hether the dose is applied to poor land or rich) 
Surplus Pro- just remunerates the cultivator, it follows that he 
duce. will be just remunerated for the whole of his 
capital and labour by as many times the marginal return as he 
has applied doses in all. Whatever he gets in excess of this 
is the SURPLUS PRODUCE of the land. This surplus is re
tained by the cultivator if he owns the land himself\!. 

1 Ricardo was well aware of this: though he did 110t emphasize it enough. 
Those opponents of his doctrine who have supposed that it hilS no applica
tion to places where all the laud pays a rent. have mistaken the nature of his 
argument. 

11 Let us seck a graphical illustration. If ou any given field there were 
expended a capital of £50, a certain amount of proauce wouM be raised from 
it: a. certain amount larger than the former would be raised if there wcre 
expended on it a capital of £51. The difference between these two amoWlts 
may be regarded as the produce due to the fifty.first pound; and if we suppose 
the capital to be applied in successive doses of £1 each we may speak of this 
difference as the produce due to the fifty-first dose. Let the doses be repre-
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(This Surplus Produce may, under certain conditions, 
become the rent which the owner of the land can Its relation to 

exact from the tenant for its use. But, as we rent. 

shall see hereafter, the full rent of a farm in an old country 
is made up of three elements: the first being due to the value 
of the soil as it was made by _ Nature j the second to impn>ve
ments made in it by man; and the third, which is often the 
most important of all, to the growth of a den8e and rich 
population, and to facilities of communication by public roads, 
railron.ds, &c.) 

In an old country it i8 seldom possible to discover what 
was the original state of the bnd before it was first culti
vated. The results of some of man's work are for good and 
evil fixed in the land j they cannot be distinguished from the 
results of nature's work, but must be counted with them. 
The line of division Letween nature'8 work and man's work is 
blurred, and must be drawn mure or less arbitrarily. But 
for m08t purp08e8 it i1-i best to rega.rd the first difficulties of 
coping -with nature as pretty well conquered before we begin 
to reckon the farmer's cultivation. Thus the returns that we 

sen ted in order by successive equal divisions of the 
line OD. Let there now be drawn from the division A' 
of this line representing the fifty -first dose M, a line \. B 
MP at right angles to OD, in thickness equal to the A 
length of one of the divisions, and such that its 

Fig. (3). 

p 

length represents the amount of the llroduce due to Hi---\-;,-------''!:c 
the fifty-first dose. Suppose this doue for each G 
separate division up to that corresponding to the o~~".~~~~D:-
last dose which it is found profitable to put on the 
lamI- Let this last dose be the llOth at D, and DO the corresponding return 
that only just remunerates the farmer. The extremities of such lines will lie 
on a eurve APO. The gross produce will be represented by the sum of these 
lines: i.e. since the thickness of each line is equal to the length of the division 
on which it stands, by the area 01)0.1. Let OOII be drawn parallel to DO, 
eutting PM in Gj then JrG is equ:lI to OD; and since DO just remunerates 
the farmer for one dose, MG will just remunerate him for another: and so for 
all the portions of the thick vertical lines cut off between OD and IIO, There
fore the sum of these, that is, the area ODOlf, represents the share of the 
produce that is required to remunerate him; while the remainder, AIIGOl'A, 
is the Surplus Prouuce, which under certain conditions becomes the rent. 
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count as cillC to the first doses of capital and labour arc 
generally the largest of all, and the tendency of the return to 
diminish shows itself at once. Having English agriculture 
I.:hiefiy in view, we mny fairly take, as Ricardo did, this as the 
typical easel. 

S 3. There is no absolute .measure of tlw l'idmeSH or 
Order ofrela~ fertility of land. Even if thel'e be no change in 

tive fertility the a.rts of prouuc:tion, H mere increase in the 
may change 
with circum_ demand for produce may invert the order in 
stances. which two a.djacent pieces of land mnk as re
gards fertility. The one which gives the smaller produce, 
when both nrc ullcultivated, or when the cultiv<'\,tion of both 
is equally slight, may rise ahove the other and justly rank 
a.s the more fertile \"hen both !Lre cultiwtted wiLh equal 
thoroughness.'\In othel' words, many of those la.nds which are 
the least fertile\vhen cultivation is merely extensive, become 
among the most fertile when cultivation is intcnsive~ 

It has been well said that as the strength of a chain is 
that of it.,; weakest link, so fertility is limited by that element 
in which it is most deficient. Those who are in a hurry, will 
reject a chain which has one or two very \veak links, however 
strong the rest In!Ly be j and prefer to it a much slighter 
chain that has no flaw. But if there is heavy work to be 
done, and they have time to make repairs, they will set the 
larger cha.in in order) and then its strength will exceed that 
of the other. In this we find the explanation of much that 
is apparently strange in agricultural history. 

The first settlers in a new country generally avoid land 
which does not lend itself to immediate culti

soils of early vation. They are often repelled by the very 
settlers. f I 

Favourite 

luxuria.ncc of natural vegetationJ i it lappens 
to be of a kind that they do not want. They do not care to 

1 That i!:i, we mny substitute (fig. 3) the dotterl line BA' for lJA and 
regard A'R['O as tlw typieal curve for the retum to capital and labour applied 
ill English agriculture. 
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plough laud that i8 at all heavy, however rich it might 
become if thoroughly worked. They will have nothing to do 
with water-logged bud. They generally ~elect light land 
which can easily be worked with a double plough, ILnd then 
they tiOW their seed bruadly, su that the plants when they 
grow up may have plenty of light and air, and may collect 
their food from a wide <Ll'ea. 

We cannot then call olle piece of land 1ll0l'e fertile than 
another till we know t;omethillo" ahout the t;kil1 Fertility is re-
and enterprise uf it:,; cultivatorti, and the amount lative to place 

and time. 
of capital and bLom' at thcir (lisposnl; and till 
we know whether the dellland for produce i:-; such ns to make 
intensive cultivation profitable with the resources at their 
disposal. If it is, thosc lands will be the most fertile which 
give the highest avemg-e returns to ;l. large expenditure of 
papital and labour; but if not, those will be the most fertile 
which give the best tetul'll~ to the fil'st few doseH. Thc term 
fertility Ims no meaning except with reference tu the special 
circuIllstances of ,1 particular time and place. 

S 4, But further, the order of fertility of different BoilH is 
liable to be changed by change» in the methods of cultivation 
and in the relative values of diffel'cnt crops. Thus when at 
the end of last century 1\lr Coke showed how to grow wheat 
well on light soils by preparing the ·way with clover, they rose 
relatively to clay soils; and now though they arc still some
times clLlled from old custom "poor," some of them have a 
higher value, and are really more fertile, than much of the 
land that used to be carefully cultivated while lll<1ny of the 
light soilt; were left in <.L Htate of nature. 

As there is no absolutc HtancllLl'd for fertility, t:;O there is 
none of good cultivation. The best cultivation . 

Good cultIva
in the richest pa,ns of the Channel Islands, for tion a relative 

instance, involves a lavish expenditure of capital term. 

and labour on each aCl'e: for they are near good markcts and 
have a lllonopoly uf 1Lll equaLle and e1Ll'ly climate. If left to 
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nature, the 11Lml would not be very fertile; for, though it has 
many virtues, it has two weak links (being deficient in phos. 
phorie acid and potash). But, partly hy the aid of the abund
ant seaweed on its shores, these links can be strengthened, 
and the chain thus becomes exceptionally strong. Intense, or 
as it is ordinarily called in England" good" cultivation, will 
thus mise £100 worth of early potatoes from a single acre. 
But an equa.l expenditure per acre by the farmer in 'Vestern 
America would ruin him; rebtively to his circumstances it 
would not be good, but bad cultivation I, 

§ 5. The statement of the Law of Diminishing Return by 
Ricardo and other English economists in the earlier half of 
this century, was inexactly worded. They stated that tho 
first settlers in a new country invariably chose the richest 
lands, and that lLS population increased, poorer and poorer 
soils were gradually brought under cultivation, speaking care
lessly as though there were an absolute standard of fertility. 
But as we have already seen, where bnd is free, everyone 
chooses th,Lt which is best adapted for his own purpose, and 
that which will give him, ,dl things considered, the be.st return 
for his capital and labour. He looks out, therefore, for·lan"d 
that can be cultivated at once, and passes by la,nd that has 
any weak links in the chain of its elements of fertility, how
ever strong it may be in some other links. 'I., But besides 
having to !woid mabria, he must think of his communication 
with hiH markets and the base of his resources; and in some 
cases the need for security against the attacks of enemies and 
wild bC<l.sts outweighs all other considemtions. It is therefore 
not to be expected thnt the hnds which were first chosen, 
should turn out n.lw;tys to be those which ultimately come to 
be regarded as the most fertile. Hicn.rdo did not consider 

1 Thc changes in the relative fertilities of different kinds of land, which 
result from changes in the arts of production aud the general economic condi· 
tion of the people are examined a good deal morc fully alld with the aid of 
graphic illustratiolll~ ill Priuciplell, IV. Ill. 3,4, 



THE FEHTILITY OF LAND. 12.5 

this point, and thus laid himself open to attacks by Carey and 
others, which, though for the greater part based 

Misunder~ 
on a misinterpretation of hi~ position, have yet standings of 

some solid substance in them I. . Too much im~ Ricardo's doc. 
trine. 

port."1nce m!Ly indeed easily be attached to Carey's 
laboured proof that soils which an English farmer would regard 
as poor, are often cultivated before neighbouring soils which 
he would regard as rich. For this fact by no means invali~ 
dates the statement that the returns which a farmer will get 
by applying extra dm~es of capital and labour to land already 
well cultivated will be less than those which he got for the 
earlier do;:;es, other things being equal j that is, there being no 
change in his methods of cultivation, in his ma.rkets, or in the 
other conditions by which he is surrounded. \The practical 
importance of Ca.rey's doctrine lies in its bearing on the con~ 
ditions under which the growth of population tends to ca.usc 
increased pressure on the mea.ns of subsistence. ", 

§ 6, Rica.rdo, and the economistR of his time generally, 
were too hasty in deducing this inference from the La.w of 
Diminishing Return. They did not allow enough for the 
increase of strength that comes from organization. They paid 
very little heed to the assistance which every fanner gets 
from the presence of neighbours whether agriculturists or 
townspeople. Even if most of his neighbours a.re Additions to 

engaged like himself in agriculture, they gra.du~ R~cardo's doc· 

ally supply him with good roads, and other means tnne. 

of communication: they give him a market in which he can 
buy at reasonable terms what he wants, necessaries, comforts 
and luxuries for himself and his family, and all the va.rious 
requisites for his fann work: they surround him with know
ledge: medical aid, instruction and amusement are brought to 
his door j hiR mind becomes wider, and his efficiency is in 
m~ny ways increased. And if the neighbouring market town 

1 Ricardo's and Carey's positions on this question al'e stu!lie!l in SOInt! 
detail in /'rinciples, IV. lIT. 5. 
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expands into a large industrial centre, his gain is much 
greater. All his produce will be worth more; some things 
which he used to throwaway will fetch a good price. He 
will find new openings in dairy farming and market gardening; 
and with a brger range of produce he will make use of 
rotations that keep his land ahvays u.ctive ·without denuding 
it of a.ny one of the elements that are necessary for its 
fertility. 

Of the way in which organization promotes production, 
particularly in manufactures, we shall have to speak here
after. But ·we hnve n.lren.dy seen enough to he sure that even 
as regards agriculture the Law of Diminishing ll.eturn does 
not apply to the totn.! ca.pital and labour spent in a district as 
sharply as to that on a .single fann. Even when cultivation 
has reached a stage after which each Ruccessive dORe D"pplied 
to ,L field wou1U get n. less return than the preceding dose, it 
may 1)e pos~ihle for an increase in the popula,tion to cause a 
more thl"Ln proportional increase in the ITIefLllS of Rubsistence. 
It is true that the evil dny is only deferred: hut it is deferred. 
The growth of population, if not checked by other causes, 
must ultimately be checked hy the difficulty of obtaining raw 
produce j Imt in spite of the Law of Diminishing lteturn, the 
pressure of popuhLtion on the me,Lns of subsistence may be 
restrained for lL long timn to come by the opening up of new 
fields of supply, by the cheapening of railway and steamship 
communication, and by the growth of organi7 .. ation and know
ledge. 

In the following chapters we Rlmll have much to say about 
the evil effects of local congestions of population in making it 
difficult to get fresh air and light, and in some cases fresh 
water. Again, nativeR of New England who have gone to 
the fertile plains of the ,Yest, would often be willing to barter 
part of their heavy crops for the pure wa,ter which the barren 
gmnite soil of their old homes supplied; and even in England 
there are JIl,tuy places, particularly at the sea-sille, which are 
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kept poor by the want of drinking water. Again, the natural 
beauties of a place of fashionable resort have a direct money 
value which cannot be overlooked; but it requires some effort 
to realize the true value to men, women and children of heing 
able to stroll amid beautiful and various scenery. 

§ 7. As has alre.:'Ldy been said the land in economic phrase 
includes rivers and the sea. In river-fisheries, the extm 
returns to additional doses of capital and labour show a 
rapid diminution. AR to the sea, opinionR differ. Its volume 
is vast, and fiRh are very prolific; a.nd it may be true, as some 
think, that a practically unlimited supply can he dmwn from 
the sea without apprecia.1)ly affecting the numbers that remain 
th~re. 

The procluce of mineR again, among which may b(~ 

reckoned quarries awl hrickfieldR, iH said to 
The return 

conform to the I ... 'LW of Diminh.:hing Return; from fisherie~ 

Lut this statement is miRlending. It iR true that and mines. 

we find continually increasing difficulty in ohtaining a further 
fmpply of minerals, except in so fal' !LS we obtain increased 
power over N!Lture's stores tlu'ough improvements in the arts 
of mining, and through better knowledge of the contents of the 
earth':;; crust ;\and there is no douht that, other things being 
equal, the conti'imcd application of capital :"nd labour to mineR 
will result in 11 dimini!'1hing rate of yield. '-'- Rut thiR yield iR 
not 11 nS,t yiell1, like the Return of which we "pe!1k in the L!1w 
of Diminishing Return. That Return is part of no constantly 
recurring income) while the produce of mines is merely a 
giving up of their stored-up treaRures. The produce of the 
field iR something other than the Roil; for the field, properly 
cultivated, retainR its fertility, but the produce of the mine is 
p!Lrt of the mine itRelf. 

To put the same thing in another way, the supply of 
agricultural produce and of fish is a perennial stream; mines 
are as it were Nature's reservoir. The more nearly 11 reservoir 
is exhausted, the greater is the labout' of pumping from it; 
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but if one man could pump it out in ten days, ten men could 
pump it out in one day: and when once empty, it would 
yield no more. So the mines that are being opened this 
year might just aR easily have been opened many years ago: 
if the plans had been properly laid in advance, and the 
requisite specialized capital and skill got ready for the work, 
ten years' supply of coal might have been raised in one year 
without any increased difficulty; and when a vein had once 
given up its treasure, it could produce no more. This dif
ference is illustrated by the fact that the rent of a mine is 
calculated on a different principle from that of a fann. The 
farmer contracts to give back the land as rich a,R he found it: 
n. mining compn.uy cannot do this; and while the farmer's 
rent is reckoned by the year, mining rent consists chiefly of 
"royalties" which are levied in proportion to the f.;tores that 
are taken out of Nature's storehouse. 

On the other hand, services which lund renders to man 

The return 
from building 
ground. 

in giving him space and light and air in which to 
live and work, do conforn1 strictly to the Law of 
Diminishing Return. It is advantageous to apply 

a constantly increasing capital to land that has any special 
advantages of situation, natural or acquired. Buildings tower 
up towards the sky j natural light and ventilation are sup
plemented by artificial means, and the steam lift reduces the 
disadvantages of the highest floors; amI for this expenditure 
there is a Return of extra convenience, but it is a Diminishing 
Return. However great the ground rent may be, a limit is 
at last reached after which it is better to pay more ground 
rent for a larger area than to go on piling up storey on storey 
any further; just as the farmer finds that at last a stage is 
reached at which more intensive cultivation win not pay its 
expenses, and it is better to pay more rent for extm land, 
than to face the diminution in the Return which he would 
get oy applying more capital and labour to his old bnd. 



CHAPTEH IV. 

THE GHQWTII OF POPULATION. 

§ 1. ~IA'Y ill the chief means of the production of that 
wealth of which he is himself the ultimate aim; and it seems 
best to make at this stage some study of the growth of p~~
lation in numpers, in streng!h and in chara.Q,ter. 

In the animal and vegetable world the growth of num
bers is governed simply by the tendency of individuals to 
propagate their species on the one hand, and on the other 
hand by the struggle for life which thins out vast numbers 
of the young before they arri ve at maturity. In the human 
race alone the conflict of these two opposing forces is com
plicated by the influences of forethought and self-control, of 
prudence and a sense of duty. 

The study of the growth of population is often spoken of 
as though it w·ere a modern one; but in a more or less vague 
form it has occupied the attention of thoughtful men in all 
ages of the world. \Ve may however confine ourselves here to 
some account of its most famous student, 1\Ialthus, whose 
Essay on the Principle of Population is the starting point of 
all modern speculations on the subject!. 

His reasoning consists of three parts which must be kept 
distinct. The first relates to the supply of labour. 

Malthus. 
By a careful study of facts he proves that every 
people of whose history we have a trustworthy record, has 
been so prolific that the growth of its numbers would ha.ve 
been rapid and continuous if it had not been checked either 

1 First edition 179B: he published a much enlarged and improved edition 
in 1803. The history of the Doctrine of POlJUlntioll, and of its connection with 
the practical needs of difft.>rent nations at different times, is sketched in PI'£n
c£ples, IV. III. 1,2. 
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by a scarcity of the necessaries of life, or some other cause, 
that is, by disease, by war, by infanticide, or lastly by volun
tary restraint. 

His second position relates to the demand for labour. 
Like the first it is supported by facts, but by a different set 
of facts. He shows that up to the time at which he wrote 
::10 country (as distinguished from a city, such as Rome or 
Venice,) had been able to obtain an abundant supply of the 
necessaries of life after its territory had become very thickly 
peopled. The produce which Nature returns to the work of 
man is her effective demand for population: and he shows 
that up to this time a rapid increase in population, when 
already thick, had not led to a proportionate increase in this 
demand. 

Thirdly, he draws the conclusion that what had been in 
the past, was likely to be in the future; and that the growth 
of population would be checked by poverty or some other 
cause of suffering, unless it were checkeJ by voluntary re
straint. He therefore urges people to use this restraint, and, 
while leading lives of moral purity, to abstain from very e(1rly 
marriages. 

The changes which the course of events has introduced 
into the doctrine of population relate chiefly to the second and 
third steps of his reasoning. 'Ve have already noticed that the 
English economists of the earlier hal£ of this century overrated 
the tendency of an increasing population to press upon the 
means of subsistence. It was inde~d not their fault that they 
could not foresee the past developments of steam transport.,by 
land and by sea, which have enabled Englishmen of the present 
generation to obtain the products of the richest lands of the' 
earth at comparatively small eost. But the fact that J\Ialth~s 
did not foresee these changes makes the second and third steps 
of his argument antiquated in fonn j though they are still 
in a great measure valid in substance. 'Ve may then proceed 
to state the doctrine of population in its modern fonn. 
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§ 2. The growth ill numbers' of n. people depends firstly 
on the "natural increase," that i::<, the excess of Natural in

their births over their deaths' and secondly on crea~e and mi-, gratlon. 
migration. 

The number of births depends chiefly on habits relating 
to marriage. The age of marriage varies with the climate, 
being earlier in warm climates than in cold; but in every case 
the longer marriages are postponed beyond the age that is 
natural to the climate, the smaller is the birth·rate. Given 
the climate, the average age of marriage depends Causes affect

chiefly on the ease with which young people can ing the age of 

establish themselves, and support a family accord- marriage. 

ing to the standard of comfort that prevails among their 
friends and acquaintances; and therefore it is different in 
different stations of life. 

In the middle classes a man's income seldom reaches its 
maximum till he is forty or fifty years old; and Variations in 

the expense of bringing up his children is heavy different 

and lasts for many years. The artisan earns classes. 

nearly as much at twenty-one as he ever does, unless he rises 
to a responsible post, but he does not earn much before he is 
twenty-one: his children are likely to be a considerable ex
pense to him till about the age of fifteen; unless they are 
sent into a factory, where they may pay their way at a very 
early age; and lastly the unskilled labourer earns nearly full 
wages at eighteen, while his children begin to pay their own 
expenses very early. In consequence, the average age at 
marriage is highest among the middle classes: it is low 
among the artisans and lower still among the unskilled 
labourers. 

Unskilled labourers, when not so poor as to suffer actual 
want and not restrained by any external cause, have seldom, 
if ever, shown a lower power of increase than that of doubling 
in thirty years; that is, of multiplying a million-fold in six 
hundred years, a billion-fold in twelve hundred: and hence it 

9-~ 
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might be inferred (~ priori that their increase has never gone 
on without restraint for any considerable time. This in· 
ference is confirmed by the teaching of aU history. Through
out Europe during the Middle Ages, and in some parts of 
it even up to the present time, unmarried labourers have 
usually slept in the fann-llOuse 01' with their parents j while 11 

Hindrances to married pair have generally required 11 hom'1e for 
early marri- themselveR: when a village haR as many hands 
age in station-
ary rural as it can well employ, the number of houses is not 
districts. increased, and young people wait as best they can. 
There are many parts of Europe even now in which custom, 
exercising almost the force of law, preventH more than one Ron 
in each fa.mily from marrying; he is generally the eldest, but 
in some places the youngest: if any other son marries, he 
must leave the village. \Vhen great material proRperity, and 
the absence of all extreme poverty are found in old-fashioned 
corners of the Old \Vorld, the explanation generally lieR in 
some t-mch custom as this with all its evils and hardflhips. 

§:3. Tn this respect t,he position of the hired agricultural 
labourer has changed very much. The towns are 

Influence of 
peasant now always open to him and his children; and if 
properties. he betakes himself to the New \Vorld he is likely 
to succeed hetter tlmn any other cla.Rs of emigrants. But the 
gradual rise in the value of land and its growing scarcity are 
tending to check the increase of population in some districts 
in which the system of peasant properties prevailR; eRpecially 
those in which there is not much enterprise for opening out 
new trades or for emigration, a.nd pareuts feel that the social 
position of their children will depend on the amount of their 
land. 

On the other hand there seem to be no conditions more 
favourable to the rapid growth of numbers than those of the 
agricultural districts of new countries. Land is to Qe had 
in abundance, railways and steamships carry away the produce 
of the land j and they bring back in exchange implements of 
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advanced types, and many of the comforts and luxurie~ of life. 
The "farmer," as the peasant proprietor is called in America, 
finds therefore that ;L large family is not a burden, but an 
assistance to him. He and they live healthy out-of-door lives; 
there is nothing tu check, but everything to stimulate the 
growth of numbers. The natural increase is aided by immi· 
gration; and thus, in spite of the fact that some classes of the 
inhabitants of large citieH in Amel'ica are, it is said, reluctant 
to have many children, the population has increased sixteen· 
fold in the last hundred years. 

§ 4. The growth of population in England has a mure 
clearly defined history than that in the United Population in 

Kingdom, and we shall find some intel'est in England. 

noticing its chief movements. 
The restraints on the increase of numbers during the 

Middle Ages were the same in England as else· Restraints 

where. In England lLH elsewhere the religious during Middle 
Ages. 

oroers were a refuge to those for whom no estab· 
lishment in marriage could be provided; and religious celibacy 
while undoubtedly acting in some measure as an independent 
check on the growth of population, is in the main to be 
regarded rather as a method in which the broad natuml 
forces tending to restrain population expressed themselves, 
than as an addition to them. Infectious and contagious 
diseases, both endemic and epidemic, were caused by dirty 
habits of life, which were even worse in England than in the 
South of Europe; and famines were caused by the failures of 
good harvests and the diiliculties of communication, though 
this evil was less in England than elsewhere. Country life 
was, as elsewhere, rigid in its habits; young people found it 
difficult to estaLlish themselves until some other married pair 
had passed from the scene and made a vacancy in their own 
parish; for, though artisans and domestic retainers moved 
about a good deal, migration was seldom thought of by an 
agricultural labourer. 
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In the latter }mlf of the seventeenth and the firnt haH of 
Seventeenth the eighteenth century the central government 
and eighteenth exerted itself to hinder the adjustment of the 
centuries. supply of population in different parts of the 
country to the demand fur it hy Settlement Laws, which 
made anyone chargeable to a pal'i~h who had resided there 
forty daYA, but ordered that he might be sent home by force 
Itt nny time within that period. Landlords and fanners were 
so eager to prevent people from getting a "settlement" in 
their parish tll1lt they put great difficulties in the way of 
building cottages, and sometimes even razed them to the 
ground. In cow;e(luence the agricultural popula.tion of Eng
land wns stationary during the hundred years ending with 
1760; while the manufactures were not yet sufficiently 
developed to absorb large numbers. This retardation in the 
growth of numbers was partly caused by, and partly a cause 
of, a rise in the standard of living; 11 chief element of which 
was an increased use of wheat in the place of inferior grains 
as the food of the comIllon people. 

From 1760 onwards those who could not establish them
selves at home found little difficulty in getting employment 
in the new manufacturing or mining" districts, where the 
demand for workers often kept the local !1uthorities from 
enforcing the removal clauses of the Settlement Act. To 
these districts young people resorted freely, and the birth
rate in them Lecame exceptioll!111y high; but so did the death
rate also; the net result beillg a fairly rapid growth of popu
lation. At the end of the century, when l\lalthus wrote his 
Essay, the Poor Law ag11in began to influence the age of mar
riage, but this time in the direction of making it unduly early. 
The nine- The sufferings of the working clnsses caused by 11 

tee nth !;en- series of famines and by the French'Var made 
tury. Ijome measure of relief necessary; and the need of 
large bodies of recruits for the army and navy was an ad
ditional inducement to tender-hearted people to be somewhat 
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liberal in their allowances to !1 large family, with the practical 
effect of making the father of many children often able to 
procure more indulgences for himself without working than 
he could have got by hard work if he had been unmarried or 
had only a small fmuily. Those who availed themselves most 
of this bounty, were naturally the laziest and meanest of the 
people, those with least self-respect and enterprise. So al
though there was in the manufacturing towns a fearful 
mortality, particularly of infants, the quantity of the people 
increased fast; but its quality improved little, if at aU, till 
the passing of the New Poor Law in 1834. Since that 
time the rapid growth of the town population has, as we shall 
see in the next Chapter, tended to increase mortality; but 
this has been counteracted by tho growth of temperance, of 
medical knowledge, of sanitation and of general cleanliness. 
Emigration has increased, the age of marriage bu.s been 
slightly raised, and a somewhat less proportion of the whole; 
population are married; but, on the other hand, the ratio of 
births to a marriage has risen; the net result being tha.t popu
lation has grown nearly steadily. 

§ 5. Early in this century, when wages were low and wheat 
was dear, the working classes generally spent Moderncauses 

more tha.n half their income on bread: and con- affecting mar

sequently a rise in the price of wheat diminished riage-rate. 

marriages very much among them: that is, it diminished very 
much the number of marriages by banns. But it raised the 
income of many members of thc well-to-do classes, and there-
fore often increased the number of marriages by license. Since 
however these were but a slnall part of thc whole, the net 
effect was to lower the marriage-rate. But as time went on, 
the price of wheat feU and wages rose, till now the working 
cla.sses spend on the average less than a quarter of their in~ 
comes on bread; and in consequence the variations of com
mercial prosperity have got to exercise a preponderltting 
influence on the marriage-rate. 
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Since 1873 though the average real income of the popula
tion of England has indeed been increasing, its rate of in
crease has been less than in the preceding years. But 
meanwhile there has been a great fall of prices, and con
sequently n great faJI in the money-incomes of many classes 
of society; and people are governed in their calculations as 
to whether they can afford to marry or not, more by the 
money income which they expect to be nble to get, than by 
elaborate calculations of changes in its purchasing power. 
The stlludard of living therefore among the working classes 
bas been rising mpidly, perhaps more rapidly than at any 
other time in :English history: their household expenditure 
measured in money has remained about stationnry, and 
measured in goods has increased very fast. The English 
marriage.rate fell from 8·8 per 1000 in 1873, to 7'1 in 1886, 
the lowest rate that has occurred since civil registration 
began; but it has again Romewhat risen to 7'5 in 1895.1 

1 The latter half of Principles IV. iv. contains a good many statistical 
tables relating to the growth of population in England, and to a comparison oi 
the birth, death, and marriage.rates of different countries of the Western world. 
It is seen that the marriage· rate is generally higbest where the number of 
early marriages is the greatest; and so also is the fecundity of marriages. 
The general mortality is high wherever the birth-rate is high. The marriage. 
rate, the birth·rate and the death-rate are diminishing in almost every country; 
in spite of the unexpected fact that the percentage of bridegrooms who are not 
over twenty-five years of age is increasing in nearly every country, for which 
the figures arc given. 

Taking the present population of the world at ODe allll a half thousand 
millions; and assuming that its present rate of increase (about 8 per 1000 
annually, see Mr Ravenstein's paper before the British Association in 1890) 
will continue, we find that in less than two hundred years it will amount to 
six thousa,ml millions; or at the rate of about 200 to the square mile of fairly 
fertile land. But if as is probable there are meanwhile great improvements 
in the arts of agriculture, the pressure of population on the means of sub· 
sistence may not be much felt during those two centuries. If however the 
same rate of increase be contiuued till the year 2400, the population will then 
be 1000 for every mile of fairly fertile land: and, so far as we can see now, the 
diet of such 0. population must needs be in the main vegetarian. 



CHAPTER V. 

'rUE HEALTH AND STRENGTH OF THE POPULATION. 

§ 1. WE have next to consi{ler the cunditions 011 which 
depend health and strength, physit:1Ll, mental and The basis of 
mor-d.1. They are the blLsis of industrial effiei- i~dustrial effi_ 

errey, on which the production of material wealth clency. 

depends; while on the other hand the chief importance of 
material wealth lies in the fact that, when wisqly used, it 
increases the health and strength, physical, mental and moral 
of the human race. 

Tn many occupation.':! industri,ll efficiency requires little else 
than physical vigour; tha.t i:'l, muscular strength, Physical 

a good constitution nud energetic habits. In strength. 

estimating muscular, or indeed any other kind of strength for 
industrial purposes, we must take account of the number of 
hours in the day, of the number of days in the year, and the 
number of years in the lifetime, during which it can be 
exerted. But with this precaution we can measure a man's 
muscular exertion by the number of feet through which his 
work would raise a pound weight, if it were applied directly to 
this use j or in other words by the number of "fuot pounds" 
of work that he dues I. 

1 This measure can be applied directly to most kinds of n3vvies' and porters' 
work, and indirectly to many kinds of agricultural work, In a controversy 
that was waged after the great agricultural lock-out as to the relative efficiency 
of unskilled labour in the South and North of England, the most trustworthy 
meaRure was found in the number of tOllS of material that a man woulaload 
into a cart ill a, day. 
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Tn backwltl'tl countries, particularly where there is not 
much use of horses or other draught animalH, a great part of 
men's and women's work may be measured fnirly well by tho 
muscula.r exertion invo1ved in it. But in England less tha.n 
one-sixth of the industrial classes are now engaged on work 
of this kind; whilo the force exerted by steam-engines alone 

i is more than twenty times as much as could be done by the 
,muscles of all Englishlllen. 

Although the power of sustnining great muscular exertion 
General seems to rest on constitutional strength and other 
vigour. physical conditions, yet even it depends also on 

force of will, ILnu strength of chlLracter. Energy of this kind, 
which may perhaps be taken to be the strength of the man, as 
distinguished. from that of his body, is moral rather than 
physical; but yet it depends on the physical condition of 
nervous strength I. This strength of the man himself, this 
resolution, energy and self-mttstery, or in short this" vigour" 
is the source of all progress: it shows itself in great deeds, in 
great thoughts and in the capacity for true religious feeling. 

§ 2. In discussing the growth of numbers a little has 
been said incidentally of the causes which determine length 
of life: but they are in the main the same as those which 
d.etermine constitutional strength and vigour, and they will 
occupy our attention ag11in in the present chapter. 

The first of these causes is the climate. A wn.rm climate 
Influence of is not altogether hostile to high intellectual and 
climate. artistic work: but it prevents people from being 

able to endure very hard exertion of any kind continued for 
a long time. 

Climate has n.lso a large. share in determining the neces
The necessa~ saries of life; the first of which is food. lfood must 
ries of life. supply the nitrogenous and other elements that 

1 This must be distinguished from nervousness, which, as a. rule, indicates 
0. general deficiency of llervous strcngth; though sometimes it proceeds from 
nervous irritability or want of balance. 
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are required to build up growing tissues and to repair t.he 
waste of the body. It must also afford heat, some of which 
can be con vel'teu. into muscular force; and fur this purpose 
carbonaceous food, when it can be properly digeBteu., is the 
cheapest'. ),Iuch abo depends on the proper preparation of 
food, and a skilled housewife with ten shillings a week to 
spend on food will often do more for the health and strength 
of her family than an unskilled one with twenty. The great 
infant mortality among the poor is largely due to the want of 
care and judgment in prepa.ring their food; and those who do 
not entirely succumb to this want of motherly care often grow 
up with enfeebled constitutions. Even in London in the 
seventeenth and eighteenth centuries the mortality was eight 
per cent. greater when corn was dear than when it was cheap: 
and though the increase of wealth and of charity and the 
constant supply of cheap foreign corn has caused the worst 
effects of hunger to cease, yet the want of fitting food is still 
a frequent cause of that general weakening of the system 
which renders it unable to resist disease. 

We have already seen that the necessaries for efficiency 
vary with the nature of the work to be done, but we must 
now examine this subject a little more closely. 

As regards muscular work in particular, there is a close 
connection between the supply of food that a man has, and 
his a.vailable strength. If the work is intermittent, as that 
of some dock labourers, a cheap but nutritious grain diet is 
sufficient. But for very heavy continuous stmin, such as is 
involved in puddlers' and the hardest navvies' Other material 

work, food is required which can be digested and necessaries. 

assimilated even when the body is tired. This quality is still 
more essential in the foou of the higher grades of labour 
which involve increased nervous strain, though the quantity 
required is generally small. 

1 The nitrogenous elements are most easily got from animal food. They 
exist ttJso in vegetable foods j but not in a. form th:lt is so easily digested. 
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After food, the next necessaries of life and labour, arc 
clothing, house-room and firing j when they are deficient, the 
mind becomes torpid, and ultimately the physical constitution 
is undennined. 

33. Next COIlle three closely allied conditions of vigour, 
Hope, freedom namely, hopefulness, freedom, and change. All 
and change. history is full of the record of inefficiency caused 
in varying negrees by slavery, serfdom, and other fonns of 
civil and political oppression and repression. Freedom and 
hope increase not only man's willingness but also his power 
for work; physiologists tell us that a given exertion consumes 
less of the store of nervous energy if done under the stimulus 
of pleasure than of pain: and without hope there is no enter
prise. Security of person and property are two conditions of 
this hopefulness and freedom j but security always involves 
restraints on freedom, and it is one of the most. difficult prob
lems of civilization to discover how to obt;tin the security, 
which is a condition of freedom, without too great a sacrifice 
of freedom itself. 

Changes of work, uf scene, and of personal associations 
bring new thoughts, call attention to the imperfections of old 
methods, stimulate a "divine discontent," and in every way 
develop creative energy. A shifting of places enables the 
more powerful and original minds to find full scope for their 
energies and to rise to important positions: whereas those who 
stay at home are often over much kept in their places. Few 
men are prophets in their own land j neighbours and relations 
are generally the last to pardon the faults and to recognize 
the merits of those who are less docile and more enterprising 
than those around them. It is doubtless chiefly for this reason 
that in almost every part of England a disproportionately 
large share of the best energy and enterprise is to be found 
among those who were born elsewhere. 

Freedom so far has been regarded as freedom from ex
ternal bonds. But that higher freedom, which comes of self-
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mastery, is an even more important condition for the highest 
work. The elevation of the ideals of life on which this de
pends, is due on the one side to political and economic cause!'!, 
and on the other to personal and religious influences; among 
which the influence of the mother in ea.rly childhood if> 
supreme. 

§ 4. Bodily and mental health and strength are much 
influenced by occupation 1. At the beginning of Influence of 

thif> century the conditions of factory work were occupation. 

needlessly unhealthy :lnd oppre!';Rive for all, and especially for 
young children. But Factory and Education ActR h:lve re
moved the worst of these evilR from flLctories; though many 
of them still linger about dome."tic industries :lnd the smaller 
workshops. Infnnt mortality alRo is diminishing, though there 
remain:;; much room for improvement in this direction. 

The higher wage~, the greater intelligence, and the better 
medical facilities of townspeople should cause infant mortality 
to be much lower among them than in the country. But it 
is generally higher, especially where there are many mothers 
who neglect their family duties in order to earn money 
wages. 

In almost all countrie!'! there iR a constant migration 
towards the towns. The large towns and espe-

Town life. 
cially London abROl'b the very best blood from 
all the rest of England j the most enterprising, the most 
highly f,rifted, those with the highe~t physique and the strongest 
chamcters go there to find Rcope for their a.bilitieR. But by 
the time their children and children's children ha.ve grown up 

1 The rate of mortality is low among ministers of religion and school
masters; among the agricultural classes, and in SOlUEt other industries such as 
those of wheelwrights, shipwrights and coal-miner!:!. It is high in lead amI till 
Illining, in file· making and earthenware ma.nnfacture. But neither these nor 
!lUY other regular trade show as high t\ rate of mortality as is fonllll amollg 
London general labourers aml costermongers; while the highest of all is that 
of servants in inns. Such occupations are not directly injurious to health, 
hilt they nttract those who are weak in physique !lIHI in character aml they 
encourage irregular habit~_ 
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without healthy play, and without fresh air, there is little 
trace left of their original vigour l

. 

There is perhaps no better usc of public and private 
money than in providing pu blie parks and playgrounds in 
large cities, ill contracting with railways to increase the 
number of the workmen's trains run by them, and in helping 
those of the working c1a.sses who are willing to leave the 
large towns to do so, and to take their industries with them; 
while money spent on reducing the cost of living in large 
towns by building workmen's houses at a loss or in other 
ways, is likely to do almost as much harm as good, and some
times even more. If the numbers of the working classes in 
the large towns are reduced to those whose work must be 
carried on there, the scarcity of their labour will enable them 
to command high wages j and therefore if sanitary laws and 
rules against overcrowding are rigidly enforced, and space 
enough is secured to provide opportunitieR of healthy play 
for their children, those who live in large towns will have a 
better chance of leaving a healthy progeny behind them; and 
meanwhile Home check will be given to the migration from 
the country to the towns. 

§ 5. In the earlier stages of civili7..a.tion natural selection 
and competition made it the rule that those, who were strongest 
and most vigorous, left the largest progeny behind them. It 
is to this cause, more than any other, thut the progress of the 

1 This is seen even in trades that require but little muscular strength; 
only a very small proportion of those artisans to whom London owes its pre
eminence as a centre of highly skilled work come from parents who were born 
there; and there !lore scarcely any whose grandparents were Lorn there. 

The death-rate of large towns gives no just indication of their effect on the 
health and vigour of the people; chiefly because m~lly of the town influences 
which lower vigour do not appreciably affect mortality_ Other rensons are 
that the immigrants into towns are genera.lly picked lives and in the full 
strength of youth; and that young people whose parents live in the country 
generally go home to die. The mortality of females in London between the 
ages of fifteen and thirty.five is for this reason abnormally low. 

A few statistics bearing on this mortality in towns are given in Principles, 
IV. v. G. 
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human race, as of all other forms of life, is due; and though 
in the later stages of civilization the upper 

Nature's ten· 
classes have commonly married late, and in con- dency to weed 

sequence have had fewer children than the ~~~ ~~~s:~~~ 
working classes, this has been compensated strong to sur· 

vive 
for by the fact that among the working classes 
themselves the old rule has held; and the vigour of the 
nation that is tending to be damped out among the upper 
classes is thus replenished by the fresh Rtream of strength 
that is constantly welling up from below. But in France for 
a long time, recently in America, and to a less extent in 
England, there has been some tend.ency for the abler and 
more intelligent part of the working class population to 
avoid having large families; and this is a source of great 
danger. 

There are increasing reasonR for fearing, that though the 
progress of medical science and Ranitation is is often coun. 

saving from death a continually increasing number teracted by 

of the children of those who are feeble physically man. 

and mentally; yet meanwhile those who are strong, are tending 
to defer their marriages and in other ways to limit the number 
of children whom they leave behind them. The causes are partly 
selfish and partly unselfish; and the former probably do less 
harm than the latter; for perhaps it is best for the world that 
hard and frivolous people should leave but few descendants 
of their own type. But some people marry late, and have 
few children, in consequence of a desire to secure as good a 
social position as possible for themselves and their children. 
This desire contains many elements that fall short of the 
highest ideals of human aims, and in some cases, a few that 
are distinctly base; but after all it has been one of the chief 
factors of progress, and those who are affected by it include 
many of the hest amI strongest of the race. Such persons, 
having a high sense of duty, are specially likely to be in
fluenced by the doctrine that large families are injurious to 
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the world and that they can do better for a small than for a 
large family I, 

There are other considerations of which account ought to 
Practical con. be taken; but so far as the points discussed in 
elusion. this chapter are concerned, it seems prima facie 
advisable that people should not bring children into the world, 
till they can see their way to giving them at least as good an 
education both physical and mental as they themselves had; 
and that it is best to marry moderately early provided there 
is sufficient self-control to keep the family within the requisite 
bounds without tranRgressing moral laws. The general adop
tion of these principles of action, combined with an adequate 
provision of fresh air and of healthy play for our town 
populations, could hardly fail to cause the strength and vigour 
of the race to improve. And we shall presently find reasons 
for believing that if the strength and vigour of the race 
improves, the increase of numbers will not for a long time 
to come ca.use a diminution of the average real income of the 
people. 

Thus then the progress of knowledge, and in particular 
The forces of of medicl~1 science, the ever-growing activity and 
good and evil. wisdom of Goverrunent in all matters relating to 
health, ILml the increase of material welLIth, all tend to lessen 
mortality and to increase health and Rtrength, and to lengthen 
life. On the other hand, vit,ality is lowered and the death
rate raised by the rapid increase of town life, and by the 
tendency of the higher strains of the population to marry 
later and to have fewer children than the lower. If the 
former set of causes were alone in action, but so regulated as 
to avoid the danger of over-population, it is probable that 
man would quickly rise to a physical and mental excellence 
far superior to any that the world has yet known; while if 
the latter Bet acted unchecked, he would speedily degenerate. 

I This question hi a little further discus!letl in Principles IV. v. 7. 
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As it i.~, the two sets hold one another very nearly in balance, 
the former slightly preponderating. \Vhile the population 
of England continues to incrense, those who arc out of health 
in body or mind are certainly not an increasing part of the 
whole; and the rest are much better fed and clothed, and 
with a few exceptions nre stronger than they were 1. 

1 It is sometimes urged that the death-rate in some large towns, and espe
('ial1y in London, iR not as high as might have been anticipated if town life is 
really injurious to health and vigour. But this arguDlent scems untrust
worthy, partly because many of the town influences which lower vigour, do 
not much affect mortality; and partly because the majority of immigrants 
into the towns are in the fnll strength of youth, and of more than average 
energy and courage; while young people whose parents live in the country 
generally go home when they become <ieriously ill. 

It is not to be concluded from this that the race is degenerating·physically, 
nor even that its nervous strength is Oil the whole decaying. On the contrary 
the opposite is plainly true of those boys and girls who are able to enter freely 
into modern outdoor amusements, who frequently spend bolidays ill the country 
and whose food, clothing and medical care are abundant, and governed by the 
best modern knowledge. But until quite recently the children of the working 
classes ill large toWllS bave had 0. bad time: and it is doubtful whether the 
recent diminution of their hours of labour, the advances of sanitation and 
medical science, improvement of their food and clothing, of their education 
and even ill some cases their playgrounds quitc make up for the evils inhercnt 
in town life. 

Tbe old English Life Table, based on the figures of the years 1838-54, 
shows one·half of the males dying before they are 45, and of the females 
before they are 47, while the New Table, based on the figures of 1871-80, 
raises these ages to 47 and 52 respectively. The death·rate is much lower 
than it was in the earlier years of life, though higher ill the later years: and 
of the totaillumber of years added to life by tbf' greater longevity, two· thirds 
fall withiu the most important period of 25 to 65 years of age. 

10 



CHAPTER VI. 

INDUSTRIAL TltAlNING. 

§ 1. HAVING discussed t.he causes which govern the 
growth of a numerous and vigorous population, we have next 
to consider the training that is required to develop its in
dustrial efficiencyl, 

Very backward races are unable to keep on at any ki.nd 
of work for a long time; and even the simplest 

Unskilled la-
bour a relative form of what we regard as unskilled work is 
term. h f skilled work relatively to t em; or they have 
not the requisite assiduity, and they can acquire it only by a 
long course of training. But where education is universal, 
an occupation may fairly be classed as unskilled, though it 
requires a knowledge of reading and writing. Again, in 
districts in which manufactures have long been domiciled, a 
habit of responsibility, of carefulness and promptitude in 
handling expensive machinery and materials becomes the 
common property of all; and then much of the work of tending 
machinery is sRid to be entirely mechanical and unskilled, 
and to call forth no human faculty that is worthy of esteem. 
But in fact it is probable that not one-tenth of the present 
populations of the world have the mental and moral faculties, 
the intelligence, and the self-control that are required for it: 
perhaps not one half could be made to do the work well 
by steady training for two generations. Even of a manu
facturing population only a small part arc capable of doing 

I For some remarks on the influence of training on the forms ta.ken by 
lIatural vigour, see l'rillcil)lcs VI. VI. L 
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ma.ny of the t..'tsks that appear at first sight to be entirely 
monotonous. Machine-weaving, for instance, simple as it 
seems, is divided into higher and lower grades; and most of 
those who work in the lower gmdes have not Hthe stuff in 
them" that is required fur weaving with several co]our~. 

And the differences are oven greater in industries that deaJ 
with hard materials, wood, metals, or cemmics. 

SOIne kinds of manual ,vork require long-continued pr;w
tice in one set of operations, but these ca~:;es are not very 
common, and they are becoming ra.rer: for machinery is con
stantly taking over work tlmt requires ma.nual skill of this 
kind. It is indeed true that it general command over the 
use of one',., fingers is a, very important clement of industrial 
efficiency; but this is tho result chiefly of nervous strength, 
and self-mastery. It is of course developed by training, but 
the greater part of this mlLy be of a, geneml character and 
not special to the pnrticular OccupiLtion; just as a good 
cricketer' soon learns to play tennis well, so a skilled artis::tll 
can often move into other tmdcs without any great and 
lasting loss of efficiency. 

Manual skill that is l-;O specialized, as to be wholly in
capable of being transferred from one occupation to another, 
is becoming steadily, less and less important. Putting aside 
for the present the fa.culties of artistic perception und a.rtistic 
cre<'1tion, we may say that what makes one occupation higher 
than another, what makes the workers of one town or 
country morc efficient thun those of another, is chiefly a 
superiority in generaJ sagncity and energy which is not 
specialized to anyone tmde. 

To be ahle to boa.r in mind Illany things at a time, to 
have everything ready when wanted, to act promptly and 
show resource when anything goe:" wrong, to ,accommodato 
oneself quickly to changes in details of the work done, to be 
steady and trustworthy, to have always a reserve of force 
which will come out in emergency, these are the qualities 

10-2 
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which make a gl'cat industrial people. They ,Lre not peculiar 
to any occupation, but are wanted in all; and if they cannut 
always be easily transferred from one ti'ade to other kindred 
trades, the chief reason is tha.t they require to be supple
mented by some knowledge of materials alld familiarity with 
special processes. 

"'IVe may then use the tel'1ll G.K~·.ERAI~ AIHT.I'1'Y to denote 
General and those faculties and that general knowledge and 
Specialized inte1ligence which are in varying degrees the 
ability. f h ad common property 0 all t e higher gr' es of 
industry: while that 111l1nual dexterity and th,Lt acquaintance 
with particular matcri,Lls and processes which are required for 
the special purposes of individual trade~ nw..y be classed as 
SPF;CIALIZKD ABILITY. 

S 2. Geneml ability depends largely on the I'urroundings 
Influence of of childhood and youth. In this the first and far 
the home. the most powerful influence is that of the mother. 

Next comes the influence of the father, of other children, and 
in some cases of scrva.nts. As years pass on the child of the 
working man learns a great deal from what he sees and hears 
going on around him j and when we enquire into the ad· 
vantages for starting ill life which ehildren of the well·to·do 
classes have over those of arthmns, and which these in their 
turn haye oyer the children of unskilled bbourerl', we shaH 
have to consider these influences of home more in detail. 
But at present ·we may pass to consider the more geneml in· 
fluences of school education. 

Little need be said of geneml education; though the in· 

School. 
fiuence even of that on industrial efficiency is 
greater than it appears. ] t is true that the 

children of the working classes must very often leave school, 
when they have but learnt the elements of refLding, writing, 
arithmetic amI drawing; and it is sometimes argued that part 
of the little time spent on these subjects would be better 
given to practical work. But the advance made during 
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Rchool~time is important not so much on its own account, as 
for the power of future advance which a school education 
giveR. Reading l1ud writing afford the means of that wider 
intercourRe which leads to breadth I1nd elasticity of mind, 
and which is enabling the working man of to-day to be as 
capable a citizen as wn,s the country gentleman of last 
centuryl. 

§ 3. Technical education uf.;ed to mel1n little more than 
imparting that manual dexterity and that ele- Technical 

mentn.ry knowledge of machinery and processes, education. 

which an intelligent lad quickly pickR up for himself when his 
work has begun; though if he has learnt it beforehand, he can 
perhaps cam a few shillings more at starting than if he had been 
quite ignorant. But such so-called education does not develop 
faculties; it rather hinders thcm from being developed. A lad, 
who ha.q picked up the knowledge for himself, has educated 
himself by so doing; :tnd he is likely to make better progress 
in the future than one who hl1s been taught in a school of this 
old-faRhioned kind. 'fechnic:tl education is however outgrowing 
its mistakes; n.nd if.; :timing, firRtly, at giving :t general com
mand over the Uf.;e of eyes and fingers 2 (though there nre Bigns 
that this ·work is being taken over by general education, to 

1 It is true that learning to spell does not educate the faculties to any con· 
siderable extent, and that the time speut on it is nearly wasted. If spdling 
find pronunciation COlllrl be brought into harmony in the English language, as 
they are iu most other language!!, children would, it ha!! been estimated, be 
able to read fluently a year earlier than they can now. 

\! According to the best English opinions, technical education for the 
higher ranks of industry should keap the aim of developing the faeulties 
almost as constantly before it as general education does. It should rest on 
the same bn.sis as a thorough general education, but should go 011 to work out 
iu detail special branches of knowledge for the benefit of particular trades. 
Our aim should be to add the scientifie training in which the cOllntries of 'Vestern 
Europe are ahead of us to that daring and restless energy and those practical 
instincts, which seldom flourish unless the best years of youth are slJCnt ill 
the worksllOpj recollecting always that whatever a youth learns for himself 
by direct experience in well·conducted works, teaches bim more and stimulates 
his mental activity more than if it were taught him by II. IIlIl.!lter in a technical 
school with model ilLstrument~. 
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which it properly belongs)j and secondly rtt imparting artistic 
skill and knowledge, and methods of investigation, which are 
useful in particular occupations, but are seldom properly 
acquired in the course of practical work. 

The old apprenticeship system is not exactly suited to 
Apprentke- modern comlitiow; and it has fallen into disuse; 
ships. but a substitute for it is wl1nted. So many and 

various are the branches of any great modern Industry tha.t 
it would be impossible for the employers to underta.ke, as 
they used to do, that every youth committed to their care 
Hhould learn all; and indeed a lad of ordinary ability would 
be hewildered by the attempt. But the employer might bind 
himself to see that the apprentice is thoroughly taught in the 
workshop all the subdivisions of one great division of his 
trade, instead of letting him learn only one of these suhJi~ 
visions, as too often happens now. The nppr'entice's training 
woul(l then often oe as broad as if he had heen taught the 
whole of the trade as it existed a few generations ago; and 
it might be supplemented by a. theoreticnJ knowledge of all 
ImLllches of the trade, a.cquil'cU in It technical school. 

~ 4. It is true that there are many kinds of work which 
call be done as efficiently by an uneuucated as by an educated 

Indirect bene
fits of a good 
education. 

workman: and that the higher bmnches of edu~ 
cation are of little direct use except to employers 
and foremen and <L comparatively small number 

of artisanR. But a good education confers great indirect bene
fits even ou the ordinary workmnn. It stimulates his mental 
activity; it fosters in him a habit of wise inquisitiveness; it 
mnkes him 11101'0 intelligent, more ready, more trustworthy in 
his ordinary work; it raises the tone of his life in working 
houI'S nnd out of working hours; it is thus an important 
menns towards the production of materiuJ wealth; Itt the samo 
time that, regarded <loB an end in itRelf, it is inferior to none of 
those which the productioll of material woalLll c/tIl he llllLde to 
su bsel'\'e. 
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We must however look in another direction for a part, 
perhaps the greater part, of the immediate economic gain 
which the nation may derive from an improvement in the 
general and technical education of the mass of the people. 
We must look not so much at those who stay in the rank and 
file of the working classeR, as at those who rise from a humble 
birth to join the higher ranks of skilled artisans, to become 
foremen or employers, to advance the boundaries of 8cience, or 
possibly to add to the national wealth in art and literature. 

The laws which govern the birth of genius are inscrutable. 
It is probable that the percentage of children of 

. I d ed . - At present the workmg classes, w 10 are en ow wIth natural much natural 

abilities of the hiO'hest order is not so great as ability runs to 
eo' waste. 

that of the children of people, who have attained 
or ha.ve inherited a higher position in ~;ociety. But since the 
manual labour classes are four or five times as numerous as all 
other classes put together, it iR not unlikely that more than 
half the best natural genius that is born into the country 
belongs to them j and of this a great part is fruitless for want 
of opportunity. There is no extravagance more prejudicial to 
the growth of national wealth than that wasteful negligence 
which allows genius that happens to be born of lowly parent
age to expend itself in lowly work. No change would conduce 
so much to a. rapid incre;1se of material wealth as an improve
ment in our schools, and especially those of the middle grades; 
provided it is combined wjth an extensive Hystem of scholar
ships, which will enable the clever SOIl of a working man to 
rise gra.duaJly from school to Hchool till he had the best theo
retical and practical education which the age can give I. 

§ 5. Most parents are willing enough to do for their 
children wh!1t their own parents did for them j and perhaps 
even to go a little beyond it, if they find themselves among 

1 The influence of education is (lise us sed much more fully ill Pl'indples 
IV. VI. 4, 5,6; alld ill part.icular something is said of the importallce of artistic 
education. 
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neighbours who happen to have a rather higher standard. 

Sacrifices of 
parents for the 
education of 
their children. 

But to do more than this requires, in addition 
to the moral qualities of unselfishness and a 
warmth of affection that are perhaps not rare, a 
certain habit of mind which is as yet not very 

common. It requires the habit of distinctly realizing the 
future, and of regarding a diHtant event as of nea.rly the same 
importance a:'l if it were close at hand,-a habit which is at 
once a chief product and a chief cause of civilization, and is 
seldom fully developed except among the middle and upper 
classes of the more cultivated nations. 

l\lill was so much impressed by the difficulties that beset a 
Industrial parent in the attempt to bring up his son to an 
grades. occupation widely different in character from his 

own, that he said I :_H SO complete, indeed, has Ititherto been 
the separation, RO strongly marked the line of demarcation, 
between the different grades of labourers, as to be almost 
equivlLlent to a,n hereditary distinction of caste; each employ
ment being chiefly recruited from the children of those already 
employeu in it, 01' in employments of the same rank with it 
in social estimation, or from the children of persons who, if 
originu.lly of a lower rank, have Rucceeded in raising them
Helves by their exertions. The liberal prufessiollR are mostly 
supplied by the sons of either the professional or the idle 
classes: the more highly skilled manual employments are fined 
up from the sons of skilled artisans 01' the class of tradesmen 
who rank with them: the lower classes of skilled employments 
are ill a similar case; and unskilled labourers, with occasional 
exceptions, remain from father to son in their pristine con
dition. Consequently the wages of each class have hitherto 
been regulated by the increase of its own population, rather 
than that of the general population of the country." 

But he goes Oll, "The changes, however, now so ru.pidly 
taking place ill usages and ideas are UlHlennining all these 

1 Book II. ell. XIV. § :2. 
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distinctions;" and, since he wrote, the broad line:;; of division 
which he pointed out have been almost obliter(l"ted 

Divisions be
by the rapid action of those causes which, as we tween grades 

saw earlier in the chapter, are reducing the are fading 
away. 

amount of skill and ability required in some occu-
pations and increasing it in others. \Ve cannot any longer 
regard different occupations [\$ distributed among four great 
planes; but we may perhaps think of them ILS resembling a 
long flight of stepR of unequal breadth, some of them being so 
broad as to act as landing stages. Or even better Rtill we 
might picture to ourselves two flights of stairs, one represent
ing the "hard-handed industries" and the other "the soft
handed industries;" becam:e the vertical division between 
these two is in fact as broad and as clearly marked as the 
horizontal division between any two grn.des. 

But though parents geuernlly bring up their children to 
occupations in their own grade, and therefore the Provisional 

total supply of htbour in any grade in one gene- conclusion. 

ration is in a great melLsure determined by the numbers in 
that gmde in the preceding gener(l"tion, yet within the grade 
itself there is greater mohility. If the advantages of anyone 
occupation in it rise above the <Lverage, there is a quick influx 
of youth from other occupntions into the gmde. The vertical 
movement from one gra(le to another iH Reldom very rapid or 
on a very large scale; hut, when the ltd vantages of u. grade 
have risen relatively to the difficulty of the work required of 
it, many s.rna.ll streams of labour, both youthful and adult, 
will begin to flow towards it; and though none of them may 
be very large, they will together have a. sufficient volume to 
satisfy before long the increaRed demnnd for labour in that 
grade. 

We must defer to a later stage lL fuller discussion of the 
obstacles which the conditions of any place and time oppose 
to the free mobility of laboul', and also of the inducements 
which they ofter to anyone to change his occupation or to 
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bring up his son to an occupation different from his own: 
But we have seen enough to conclude that, other things being 
equal, an increase in the earnings that are to be got by labour 
increases its rate of growth; Of, in other words, a rise in its 
demand price increases the supply of it. If the state of know
ledge, and of social and domestic habits be given, then the 
vigour of the population, and both the numbers and vigour 
of any trade in particular, may be said to have a supply price 
in this scnse, that there is a certain level of the demand price 
which will keep them stationary; that a higher price would 
cause them to increase, and that a lower price would cause 
them to decrease. The same proposition holds true as to the 
numbers of population as a whole in nearly all countries. 
But the influence of economic causes on the growth of num
bers is very uncertain in its action especially where

J 
as in 

JhanceJ all but the very poorest classes lay great store on the 
inhl(ritance of family property. 

During these three chapters we have discussed the supply 
of labour mainly as a means towards the production of ma
terial wealth. But hereJ as in every other economic inquiry, 
we must bear in mind that the only aim of that production 
is the development of the people in numbers, in health

J 
in 

strength J in happiness and above all in clmracter. 



CHAPTER VII. 

THE GROWTH OF WEALTH. 

§ 1. THE earlieRt forms of wealth were probably imple
ments for hunting and fishing, and personalorna- Early form!! of 

ments; and, in cold countries, clothing and huts. wealth. 

As numbers thickened and the people settled down to agri
culture, cultivated land took the first pbce in the inventory 
of wealth; and that part of the value of the land which was 
due to improvements (among which wens held a conspicuous 
place) hecame the chief element of capital, in the narrower 
senso of the term. Next in illlpnrtance c'~me houfies, domeRti
cated animals, and in some pla.ces boat;:; and shipR j but the 
implements of production whether for use in agriculture or 
in domestic manufactul'e!" remlLined fol' a long time of little 
value. During all this time the only trade that used very 
expensi ve implements waR the trade of carrying goods by 
water: the weavers' looms, the husbandman's ploughs and the 
blacbunith's anvils were uf simple construction and were of 
little account beside the merchant's ships. But in the eight~ 
eenth century Englalld inau.!:."U[·ated the era of expensive 
implements. 

The implements of tlw Bnglish fanner had been rising 
slowly in value for a long time j but the progress Modern forms 

was quickeried in the eighteenth century. After of wealth. 

a while the use first of water power and then of steam power 
caused the I'llpid ~mbstitution of expensive machinery for in
expensi ve hand tools in One department of production after 
another. As in earlier tillies the most expensive implements 
were ships and, in some cases, canals for navigation and irri~ 
gation; so now they are the means of locomotion in geneml-
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railwaYR and tramways, canals, docks and ship:.;, telegraph ann 
telephone systems and ·wlLter-worhol: even gas-works might 
almost come under this head, on the ground tha.t 11 great part 
of their plant is devoterl to distributing the gas. After these 
come mines and iron and ehemical works, ship-building yards, 
printing-presses, and other large factories full of expensive 
machinery. And, on whichever :-;ide we look, we find that the 
progl'ess and diffusion of knowledge I\re constantly leading to 
the <~doption of new processes and new machinery, which 
economize human effort on condition that Home of the effort is 
spent a good while befol'e the atta.inment of the ultimate ends 
to which it is directed. 

As civilization pl'ogreRseR, mn.n develops new wants, and 
new and more expensive ways of gratifying them. There 
seems to be no good rea.son for believing that we are anywhere 
nelLr 11 stationary state in which there will be no new im
portant wn.nts to be satisfieu; in which there will he no more 
room for profitably investing present effort in providing for 
the future; ILnu in , .... hich the acculllulntion of wealth will 
cease to have any reward. The whole history of man Rhows 
that his wLmts expand with the growth of his wealth and 
knowledge. And with the growth of openingR for the in
ve,<.;tment of capital there is a constant increase in that surplus 
of production over tIle necessarieR of life, which giveR the 
power to save I . 

S 2. The habit of distinctly realizing the future and 
providing for it has developed itself slowly and 

Slow growth f 
of the habit of fitfully in the course 0 man's history. Travel-
providing for leI'S tell us of tribes who mig-ht double their 
the future. '-' 

J'eROurceR and enjoymentR without increasing their 
total !nhour, if they would only apply It little in advance the 
meanR that lie within their power amI their knowledge; as, 
for instance, by fencing in their little plots of vegetables 
against the intrusion of wild unimaJs. 

1 lo101'e detail>:! on the subject of thi>:! Section al'e given in Principle;; VI. 
vu.l,2. 
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Rut even this apathy is perhaps less stmngc than the 
wastefulness that is found now among some classes in our 
own country. On.ses are not rare of men who altm'nnte be
tween earning two or three pounds a week and being reduced 
to the verge of starvation: the utility of a shilling to them 
when they are in employment is less than that of a penny 
when they a.re out of it, and yet they never attempt to make 
provision for the time of need. At the opposite extreme 
there are misers, in some of whom the passion for saving 
borders on insanity; while, even among peasant proprietors 
and some other classes, we meet not unfrequently with people 
who carry thrift so far n.s to stint themselves of necessaries, 
and to impair their power of future work. Thus they lose 
every way: they never really enjoy life; while the income 
which their stored-up wealth lwings them is less thnn they 
would have got from the increase of their earning power, if 
they had invested in themselves the wealth that they have 
a.ccumulated in a mnterial fonn. 

In India, and to It lei;s extcnt in Ireland, we find people 
who do indeed abstain from immediate enjoyment and save 

. up coni;iderable sums with grea.t self-sacrifice, but spend all 
their savings in lavish festivities Itt funerals and HHtl'nage.". 
They make intermittent provision for the near future, but. 
scarcely any permanent provision for the distant future: the 
grea.t engineering works by which their productive resource~ 
have been so much increased, have been made chiefly with the 
capital of the much less self-denying mce of Englishmen. 

Thus the causes which control the accumulation of wealth 
differ widely in different countries and different ages. They 
are not quite the same among any two races, and perhaps not 
even among any two socia.l classes in the same mce. They 
depend much on social and rcligious sanctions j and it is 
remarkable how, when the binding force of custom has been 
in any degree loosened, diffcrences of personal character will 
cause neighbours brought up under like conditions to differ 
from une another mote widely and marc frequently in t,heir 
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habits of extrnvagance or thrift than in ahnol"t any other 
respect. 

§ 3. The thriftles~mcss of carly times was in a great mea-
sure due to the want of security that those who Security as a 

condition of made provision for the future would enjoy it: 
saving. 1 h h ad 1 h on y t ose, W 0 were :tIre- y wea t y, were strong 
enough to hold what they had saved j the laborious and self· 
denying peasant who had hettped up a little store of wealth 
only to see it taken from him by a stronger hand, was a 
constant warning to his neighbours to enjoy their pleasure 
and their rest when they could. The border country between 
England and Scotland mnde little progress so long as it was 
liable to incessant fOl'CLys; there was very little saving hy the 
l;~rench pel1...<;a.nts in the last century when they could escape 
the plunder of the tax-gatherer only by appearing to he poor, 
or by Irish cot tiers, who, on many estates, even a generation 
ago, were compelled to follow the same course in order to 
avoid the landlords' claims of exorbitant rents. 

Insecurity of this kind has nearly passed away from the 
civilized world. But we are still suffering in England from 
the effects of the Poor-litw which ruled at the beginning of 
the century, and which introduced a new fonn of insecurity 
for the working classes. For it arranged that part of their 
wages should, in effectl be f,riven in the form of poor relief j 
and that this should he distributed among them in inverse 

J proportion to their industry and thrift and forethought, so 
\that many thought it foolish to make provi:-;ion for the !uture. 
,The traditions and instinctHJ which were fostered by that evil 
experience, are even now ,t great hindrance to the progress of 
the working classes j and the principle which nominally at 
least underlies the present Poor-law, that the State should 
take account only of destitution and not at all of merit, acts 
in tho same direction though with less force. 

Insecurity of this kind also is being diminished: the 
growth of enlightened views as to the duties of the State and 
of private porsons to\vards the poor, is tending to make it 
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every day more true that those who hlLve helped theIHljelve", 
and endeavoured to provide for their own future, will be cared 
for by society better th~Lll the idle and the thoughtles1'. But 
the progress in this direction remains slow, a.nd there is much 
to be done yet. 

Again, modern methods uf business hnve brought with 
them opportunities for the safe invcljtment of capital in such 
ways as to yield a revenue to persons who have no good 
opportunity of engaging in any business,-not even in that 
of agriculture, where the land will under some conditions act 
as a trustworthy savings-bank I. These new opportunities have 
induced some people who would not otherwilje have attempted 
it to put by something for their own old age. And, what 
has had a still greater effect on the growth of wealth, it has 
rendered it fnr easier for a m,Lll to provide a secure income 
for his wife and children after his death: for, after all, family 
affection is the main motiv(~ of saving. 

§ 4. That men labour nnd save chiefly for the sake of 
their families and not for themselves, it:! shown 

The chief mo
by the fact thnt they seldom spend, after they 
have retired from work, more than the income 
that comes in from their savings, preferring to 

tive of saving 
is family affec
tion. 

leave their stored-up WG'alth intact for their families; while 
in this country alone twenty millions a year are saved in the 
form of insurance policies and are available only after the 
death of those who save them. 

A man can have no stronger stimulus to energy and enter
prise than the hope of rising in life, and leaving his family to 
start from a higher round of the social ladder than that on 
which he began. It may even give him' an overmastering 
pn,ssion which reduces to int:iignificance the desire for ea.'3e, 
and for all ordinary pleasures, and sometimes even destroys in 
him the finer sensibilities and nobler aspirations. But, as i.s 
shown by the marvellous growth of wealth in America during 

1 Other influences exerted by monern methods of business on the growth 
of wealth are noticed in Principles VI. Vll. 5. 
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the preAent generation, it makes him It mighty producer and 
accumulator of riches; unless indeed he is in too great a hurry 
to grasp the social position which his wealth will give him. 
l'~or his ambition may then lead him into as great extrava
gance as could have been induced l)y ;tIl improvident and self
indulgent temperament. 

The greatest savingi'> ILl'8 1111Lde oy those who have been 
ul'ought up on narrow Ineans to stern hard work, who have 
retained their simple hnLits, in spite of success in business, 
and who nourish a contempt for showy expenditure and a 
desire to he found at their death richer than they had been 
thought to be. This type of character is frequent in the 
quieter pa.rts of old but vigorous countries, and it was very 
common among the middle classes in the rural districts of 
England for more t.han a generation after the pressure of the 
great French war and the heavy taxes th~Lt lingered in its 
wake. 

§ 5. Next, as to the sources of accumulation. The power 
to Bave depends on an exceSs of income over ne-

The source of d' d h' . 
accumulation • cesslLry expen Iture; an t IS IS greatest among 
is surplus in- the wealthy. In this countl'y most of the lar{1er 
come. Profits. 'b 

incomes, but only a few of the smaller, aI~e chiefly 
derived from capital. And, early in the present century, the 
commercial classes in England had much more saving habits 
than either the country gentlemen 0;' the working classes. 
These causes combined to make English economists of the last 
generation regard savings as made almost exclusively from 

... the profits of capital. 
But even in model'n England l'ent and the earnings of 

professional men and of hired workers are an important source 
Rentandearn_ of accumulation: and they have been the chief 
ings. HOUI'Ce of it in all the earlier stages of civiliza
tion. ~Ioreover the middle, and especially the professional 
classes, have always denied themselves much in order to invest 
capital in the education of their children; while a great part 
of the wages of the working classes is invested in the physical 



THE GHOWTH OF WEALTH. IGI 

hea.lth a.nd .<;trength of their children. The older economistsl 
took too little account of the fact that human faculties al'e as' 
important a means of production as any other kind of capital ;~.Q 
and we lllay conclude, in opposition to them, that any change: 
in the distribution of wealth which gives more to the wage· 
receivers and less to the capitalists is likely, other things being I 

equal, to ha.sten the increase of material production, and that 
it will not perceptibly retard the storing-up of material wealth. 
Of course other things would not be equal, if the change were 
brought about oy violent methods which gave a shock to 
public security. But a slight and temporary check to the 
accumulation of material wealth need not necessarily be an 
evil, even from It purely economic point of "iew, if, being 
made quietly and without disturbance, it provides better 
opportunities for the grc<Lt mass of the people, increases their 
e!!i.~ency, and develope::; in them .':juch habits of self-respect 
as to result in the growth of a much lUore efficient race of 
producers in the next generation. For then it may do more 
in the long-run to promote the growth of even materia.! wealth 
than great additions to our Rtock of factories a.nd steam
engines. 

A people mllong whom wealth is well distribut.e(l, and who 
have high ambitions, arc likely to nccumulate n Public accu

great deal of public property; and the l:!avings mulations of 

d . thO fIb II tId democracies. rna e 111 IS orIn a one y some we - 0-( a emo-
cracies form no inconsiderable part of the best possessions 
which our own age has inherited from its predecessorl:>. The 
growth of the co-operative movement in all its lllany forms, 
of building societies, friendly societies, tradel:> unions, of 
working men's slwings-bl1nks &c., shows thn.t, eyen . 
so far as the immediate accumulation of material Co-operatIon. 

wealth goes, the resource.':j of the country are not, as the older 
economists assumed, entirely lost when they are spent in 
I!~y~ng wageR 1. 

1 It mm;t however be admitted that what po.R~es by the lIarne of pnIJlie 
pwperty is often only nothing more than private weaith hOlTo ..... e!l on a mort· 

M. 11 
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§ 6. The sfLcrifice of present plel1sure for the sake of 
Interest is the future, has heen called abstinence by economiRt,<;, 
reward of wait· nut this term has been misunderstooo: for the 
ing. greatest accumulators of wealth are very rich 
persons, some of whom live in luxury, and certa.inly do not 
practise abstinence in that sense of the term in which it is 
convertible with abstemiousness. \Vhat economists meant was 
that, when a person abstained from consuming anything which 
he had the power of consuming, with the purpose of increasing 
his re~ources in the future, his abstinence from that particular 
act of consumption increased the accumulation of wealth. 
Since, however, the term is liable to be misunderstood, it 
is better to say that the accumulation of wealth is generally 
the result of a postponement of enjoyment, or of a waiting 
for it'. 

This willingness to wait is generally increased by a rise in 
the rate of interest which is the reward of waiting. Con
versely a fall in the rate of interest generally lowers the 

margin at which a person finds it just not worth 
Influence of 
changes in the while to give up present pleasures for the sake of 
rate of interest those future pleasures that are to be secured by 
on saving. 

saving some of his means. It will therefore gene-
rally cause people to consume a little more now, and to make 
less provision for future enjoyment. But this rule is not 
without exception. 

For indeed Sir Josiah Child remarked two centuries ago, 
that in countries in which the rate of interest is high, mer
chants ~'when they have gotten great wealth, leave trading" 
and lend out their money at interest, "the gain thereof being 
so casy, certain and great; whereas in other countries where 
interest is at a lower rate, they continue merchants from gene
ration to generation, and enrich themselves and the state." 

gage of future public reyenues. Municipal gas.works for instance are lIot 
generally the results of public accumulations. Tbf'Y were huilt with wealth 
saved hy private persons, allli horrowe<1 ou public accouut. 

1 A fUrther 8tU<1y of the nnture of sacrifice involved ill waitillg is lnlUle in 
Principlt!s IV. VlII. ti, 9.. 
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And it is a~ true now, as it WkLS then, that many men retire 
from business when they are yet almost in the prime of life, 
and when their knowledge of men and things might enable 
them -to conduct their businesf:1 1U0re effieiently than ever. 
Again, as J\Ir Sargant has pointed out, if a m/tn has decided 
to go on working and saving till he has provided a certain 
income for his old l1ge, or for his family after his death, he 
will find that he has to save more if the rate of interest is low 
than if it is high. Suppose, for instance, that he wishes to 
provide an income of £400 a year on which he may retire 
from businesR, or to insure £400 a yenr for his wife and 
children after hi,,", death: if then the current rate of interest is 
5 per cent" he nqed only put by £8,000 or insure his life for 
.£8,000; but if it is 4: per cent., he must save £10,000 or 
insure his life for £10,000. 

\ It is then possible that a continued. fall in the rate of 
int'erest may be ;'-ccompanied hy a continued increa.~e in the 
yearly additions to the world's capitaL, But none the less is 
it true that a fa.ll in the distant benefits to be got by a given 
amount of working and waiting for the future does tend on 
the whole to diminish the provision which people make for 
the future; or in more modern phrat18, that a fall in the fate 
of interest tends to check the accumulation of we'Llth. For 
though with man's growing command over the re~()urces of 
nature, he may continue to snve mudt eyen with a low rate of 
interest; yet, while human natm'e remains as it i!::l, every fall 
in that rate is likely to cause llIany more people to save les~ 
than to save more than they would otherwise have done. 

To sum up :-The accumulation of wealth ii:'! governed by 
a. great variety of causes: hy custom, by habits of self-control i 
and realizing the future, and above all by the power of family 
affection. Security is a necessary condition for it, and the pro
gre.ss of knowledge and intelligence furthers it in many ways. 

A rise in the rate of interest, or demand price for saving, 
tends to increase the volume of saving. :For in spite of the 
fact that a. few people who have determinod to secure an 

11-2 
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income of a cel'tnin fixed amount for themselves or their 
family will save less with a high rate of interest than with a 
low rate, it is a nearly univer::;al rule that a rise in the rate 
increases the desire to save; and it often increafics the power 
to save, or rather it is often an indication of an increased 
efficiency of our productive resources. 

It must however be recollected that the annual investment 
of wealth is a small pa.rt of the already existing stock, and 
that therefore the stock would not be increased perceptibly in 
anyone year by even a considerable increase in the annual 
rate of saving ', 

1 The following table is compiled chiefly from data collccte!l by Mr Giffen. 

Conntr,r ILlld IIIOU'"" Fanll- I Other I Total ""calth 
Autliof uf Lalld. "c clLpital. I w('aHlI. I wealth. per cap. 
}:;Stimatc. £mill:ull. £ million. £. million. (million. £. million. £ 

-
ENGLAND. 

1690 (Uregory J{ing) 180 45 25 70 320 58 
1812 (Colquhoull) 750 300 143 6,i3 1,8·16 180 
1885 (Giffen) . 1,333 1,700 382 3,012 6,427 315 

UNJTED KINGDO~I. 
1812 (Colq1lhoun) 1,200 400 228 208 2,736 IGO 
1865 ((tiffen~ . 1,864 1,031 6'20 2,59S 6,113 200 
1875 (Giffen . 2,007 1,420 

I 
G68 4,4.;;) 8,548 260 

1885 (Giffen) , 1,691 1,927 522 5,8f17 10,037 270 

UNTTF.n STATF.;;. 
1880 (Census) 2,040 2,000 480 4,208 8,728 175 

FRANCE. 
1878 (de Foville) 4,000 1,000 560 2,4-10 8,000 215 

ITALY, 
, 

1884 (l'antaleolli) I 1,160 360 ! 1,920 65 
I i 

The series of bad harvests amI the difficulty of importing food during the 
great war at the beginning of this century impoverished the people of England, 
but nearly doubled the nominal yalue of the land of England. Since then free 
trade, the improvements in trallsport, the opening of new conntries and other 
causes ho.ye lowered the nominal value of that part of t.he land v.'hich is 
devoted to agriculture, but haye added much to the real wealth of the people. 



CHAPTER VIII. 

I~DCSTRIAL OlWAXIZATION. 

§ 1. WRITERS on social science from the time of Plato 
downwards have delighted to dwell On the in-

The doctrine 
creased efficiency which labour derives from or-
ganization. "--Adam Smith gave rio vivid descrip
ti~il-of~the advantages of the division of labour j 
he pointed out how they render it possible for 

that organiza
tion increases 
efficiency owes 
much to bio
logy. 

increased numbers to live in comfort On a limited territory; 
and he argued that the pressure of population on the means of 
subsistence tends to weed out those races who through want 
of organization or for any other cause are unable to turn to 
the best account the advantages of the place in which they 
live. Before two more generations had elapsed lVIalthus' his
torical account of man's struggle for existence set Darwin 
thinking as to the effects of the struggle for existence in the 
ani!!l_~l world. Since that time biology has more than repaid 
her debt; amI economists have learnt much from the profound 
analogies which have been discovered between industrial or
ganization ou the one side and the physical organization of 
the higher animals on the other. The development of the 
organism, whether social or physical, involves a greater sub
division of functions between its separate parts on the one 
hand, and on the other a more intimate connection between 
them. Each part gets to be less and less self-sufficient, to 
depend for its well-being more and more on other parts, so 
that no change can take place in any part of :~ highly
developed organism without affecting others also. 

This increased :mbdivision of functions, or "differentia-
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tion/1 as it is called, manifests itself ,\'lith regard to ill(lu~try 
in such forms as the division of labour, and the 

Differentiation • 
and Integra- development of specIalized skill, knowledge amI 
tion. machinery: while "intcgra.tion," that iR, a 

growing intimacy and firmness of the connections between the 
separate part:"! of the industrial organism, shows itself in such 
forms as the increase of security of commercia.} credit, and of 
the means and habits of communication by :-lea and road, by 
railway ILnd telegraph, lIy PORt and printing-pres». This leads 
us to consider the main bearings in economics of the law that 
the struggle for existence causes those orgltnisms to multiply 
which are best fitted to derive benefit from their environment. 

This law is often misunderstood j and taken to mean that 
The law of those orga,nisms tend to ~urvive which a"re best 
struggle for fitted to benefit the environment. But this is not 
survival. 't . Itt th t tl . t d 1 S meanmg. t s a os 11 IORC orgamsms en 

to survive which are best fitted to utilize the environment for 
their own purposes. Now those that utilize the environment 
most, may turn out to be those that benefit it most. But it 
must not be assumed in any particular caf;e that they are 
thus beneficial, without special study of that case'. 

§ 2. Adam Smith was aware thl1t competition did not 
always cause the survival of thoRe businesRes and 

Harmonies 
and discords those methods of husineRs which were most ad-
between indi- '.1 1 1 h . . d vidual and col_ vantageous to SOClety j anu t lOUg 1 e Inslste on 
lective inter- the general advantages of thnt minute division 
ests. 

of labour and of that subtle industrial organi-
zation which were being developed with unexampled rapidity 
in his time, yet he was careful to indicate points in which 
the system failed, and incidental evils which it involved. 
But many of his followers were less careful. They were not 
contented with arguing that the ncw industrild organization 
was obtaining victories over its rivals in every direction, 
and that this very fact proved that it met a ·want of the 

I This suhjcct is (libCUSSL'tl at ;.lome ICllgth ill Principles IV. '\'111. 2, 3. 
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times, and had. a good balance of advnntage~ over di).Jad4 
vantages: but they went further and applied the same argu
ment to all it~ details j they did not see that the very 
strength of the system as a whole enabled it to carry along 
with it many incidents which were in themselves evi1. For 
a while they fascinated the world by their romantic a.ccounts 
of the flawless proportions of that "natural" organization 
of industry which had grown from the rudimentary germ 
of self-interest. They depicted each man selecting his. daily 
work with the sole view of getting for it the best pay 
he could, but with the inevitable result of choosing that in 
which he could be of most service to others. They argued 
for instance that, if a man had a talent for managing business, 
he would be surely led to use that talent for the benefit of 
mankind: that meanwhile a like pursuit of their own interests 
would lead others to provide for his use such capital as he 
could turn to best account; and that his own interest would 
lead him so to arrange those in his employment that every
one should do the highest work of which he was capable, and 
no other. 

This "natural organization of industry" had a fascination 
for earnest and thoughtful minds; it prevented them from 
seeing and removing the evil that was intertwined with the 
good in the changes that were going on around them; and it 
hindered them from inquiring whether many even of the 
broader features of modern industry may not be transitional, 
having indeed good work to do in their time, as the caste 
system had in its time: but like it chiefly serviceable in lead
ing the way towards better arrangements for a happier agel. 

1 Physical peculiarities acquired by parents during their life-time are 
seldom, if ever, transmitted. But the children of those who lead healthy lives 
physically and morally are perhaps borll with a firmer fibre than others, and 
certainly are more likely to be well nourished, well trained, to a.cquire whole· 
some instincts, and to have that self.respect which is a mainspring of progress. 



CHAPTER IX. 

INDUSTRIAL ORGANIZATroN, CO::-fTIKUED. DIVISION OF 

LAROUR. THE I~FLUENCE OF MACHIXERY, 

§ 1. TUE first condition of an efficient organization of 
ind.ustry is thnt it should keep everyone em· 
played at such ''lark as his abilities and training 
fit him to do well, and should equip him with 
the Lest machinery and other appliances for his 

,Ve shall confine ourselves to the division of labour 

Plan of this 
and the two 
following 
chapters. 

work. 
bCtween different classes of operatives, with special reference 
to the influence of machinery. In the following chapter we 
shaH consider the reciprocal effects of division of labour and 
localization of industry j in n- third chapter we shall inquire 
how far the advantages of division of labour depend upon the 
aggregation of large capitals into the hands of single indi
viduals or firms, or, as is commonly said, on production on a 
large scale; and lastly, we shall examine the growing speciali
zation of the work of business management. 

Everyone is familiar with the fact that" practice makes 
Practice perfect," that it enables an operation, which at 
makes perfect. first seemed difficult, to he done after a time 
with comparatively little exertion, and yet much better than 
before; and physiology in some measure explains this fact I. 

Adam Smith pointed out that a lad who had made nothing 
but nails all his life could make them twice as 

Illustrations. . kl Ii . h h 1 k '1 
qUlC Y as a rstrate Srult w 0 on y too to nm -

making occasionally. Anyone who has to perform exactly 

1 This :point is studied iu some detail iUl'rillciples IV. n. 1. 
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the same Ret of operations day after day on thiugs of exactly 
the same shape, gradually learns to move hi:-:; fingel's exa.ctly 
as they a.re wanted, by almost automatic action amI with 
greater rapidity than would bc posHible if every movement 
had to wait for a deliberate instruction of the will. One 
£amilia.r instance is seen in the tying of threads by children in 
a cotton mill. Again, in a clothing or a boot factOl'Y, n. person 
who sews, whether by hand or machinery, just the same seam 
on a piece of leather or cloth of just the same size, hour after 
hour, day after clay, is able to do it with far less effort and far 
more quickly than a worker with much greater quickness of 
eye and hanel, and of a much higher order of general skill, 
who was accustomed to make the whole of a coat or the whole 
of a boot. 

Again, in the wood and the metal industries, if a man 
has to perform exactly the same operations over and over 
again on the same piece of nmterial, he gets into the habit of 
holding it exactly in the wILy in which it is wa.nted, a.nd of 
arranging the tools and other· things which he has to hanclle 
in such positions that he is able to bring them to work on 
one another with the least possible loss of time and of force in 
the movements of his own body. Accustomed to find them 
always in the same position rmd to take them in the same 
order, his hands work in harmony with one another almost 
aut9J'!la.t~cany: and, as he uecomel:; more practised, his expen
diture of nervous force diminishes even more rapidly than his 
expenditure of muscubr force. 

\.,But when the action has thus been reduced to routine, it 
has ~nea.rly arrived at the stage at which it can 
be taken over by machinery. " .. ,;[,he chief difficulty 
to be overcome is that of getting the machinery 

The provinces 
of manual la
bour and of 
machinery. 

to hold the ma.terial firmly in exactly the position 
in which the machine tool can be brought to bear on it in the 
right way, a,ud without wasting too much time in ta,king grip 
of it. But this can gcnerfLlly be contrived when it is worth 



170 !lOOK IY. ell. IX. §§ 1, 2. 

while to spend kome lahour and expense on jt j and then the 
whole opemLioll C[tn often be controlled uy It worker who, 
~itting before a ll1ncliillf~, takes with the left hand a piece of 
wood or metal from a heap and puts it in a socket, while with 
the right he dmwR down ;t lever, OJ' in some other way sets 
the machine tool at work, and tinnIly with his left hand 
throws on to another he:tp the materii~l which has been cut or 
punched or drilled or pIltlled exactly after a given pattern. 
Thus machinery cOllkt[Lntly Hupp]ants that purely manual skill, 
the n,ttainment of which waR, even up to Adam Smith's time, 
the chief advantage of division of labour. But, at the same 
time, it increase!> the sonle of manufactures and makes them 
more complex j and, on the whole, increases the opportunities 
for division of labour of all kinds, and especially in the matter 
of business management. 

§ 2. The powers of nmchinery to do work that requires 
too much :Lccuracy to be done 1y hand are perhaps best seen 

Interchange- in Some branches of the metal industries in which 
able Parts. the ::;y::;tem of Interchangeable Parts is being 

rapidly developed. It is only after long training I1nd with 
much care and labour that the hand can make one piece of 
metal accurately to resemble or to fit into another: and after 
all the accuracy is not perfect. But this is just the work 
which a well made machine can do most easily and most per
fectly. For instance, if sowing and reaping machines had to 
be made by hand, their first cost would be very high j and 
when any part of them was broken, it could be replaced only 
at great cost by sending the machine hack to the manufacturer 
or by bringing a highly skilled mechanic to the machine. But 
as it is, the manufacturer keeps in store many facsimiles of 
the broken part, which were made by the same machinery, 
and are therefore interchangeable with it. A farmer in the 
North-"\Vest of America, perhaps a hundred miles away from 
any good mechanic's shop, can yet use complicated ma.chinery 
with confidence; since he knowR that hy telegraphing the 
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number of the machine and the number of, any pnrt of it 
which he hm; broken, he will get by the next tmill It new 
piece which he can himself fit into its place. The importance 
of this principle of interchangeable parts has been but re
cently gmsped; there are however many signs that it will 
do more than any other to extend the use of machino-illl1de 
machinery to every bmnch of production, including even 
domestic and agricultural work. 
/' The influences which machinery exerts over the character 
rof modern industry are well illustrated in the The watch

~nanufacture of watche:'l. A few years ago the making trade. 

chief seat of this busineRR was in French Switzerland; where 
the Rubdivision of labour was carried far, though a grent part 
of the work Wtl,S done by a more or less scattered population. 
There were about fifty distinct branches of tmde, each of 
which did one small part of the work. In almost all of them 
a highly specialized manual skill WItS required, but very little 
judgment; the earnings wore generally low, because the trade 
had been established too long for those in it to have anything 
like a monopoly, and there WItS no difficulty in bringing up 
to it any child with ordinary intelligence. But this industry 
is now yielding ground to the American system of making 
watches by machinery, which requires very little specialized 
ma~!~jlJ-:ill. In fact the machinery is becoming every year 
more and more automatic, and is getting to require less and 
less assistance from the human hand. But the more delicate 
the mlLchine's power, the greater is the judgment Machinery in

and carefulness which is called for from those creases the de-
mand for gene. 

who see after it. Take for instance a beautiful rat intelli-

machine which feeds itself with steelwire at one gence; 

end, and delivers at the other tiny screws of exquisite form j 

it displaces a great many operatives who had indeed acquired 
a very high and specialized manual skill, but who lived 
sedentary liveR, straining their eyesight through microscopes, 
awl finding in their work very little scope for any faculty 
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except 11 lllere eOlHlllaml over the use of their fingers. But 
the machine iB intricate and costly, and the person who minds 
it mu~t have an intelligence, and an energetic sense of respon
sibility, which go a long way towards making a fine character; 
and which, though more common than they were, are yet 
sufficiently rare to be able to earn a very high rate of pay. 
No doubt this if> an extreme case j and the greater part of the 
work done in a watch factory is much simpler. But much 
of it requires higher faculties than the old system did, and 
those engaged in it earn on the average higher wages; at the 
same time that it hns already brought the price of a trust
worthy watch within the range of the poorest classes of the 
community, and it is showing signs of being able soon to ac
complish the very highest class of work. 

Those who finish and put together the different parts of a 
watch must always have highly specialized skill: 

~~:ri;:abkee_ns but most of the machines which are in use in a 
tween different watch factory, are not different in bveneral cha
trades. 

meter from those which are used in any other of 
the lighter metal trades: in fact many of them are mere 
modifications of the turning lathes and of the slotting, punch
ing, drilling, planing, shaping, milling machines and a few 
uthers, which are familiar to all engineering trades. This is a 
good illustrntioll of the fact that while there is a constantly 
increasing subdivision of labuur, many of the lines of division 
between traues which are nominal1y distinct are becoming 
narrower and less uifficult to be passed. In old times it would 
have been very Hmall comfort to watch-makers, who happened 
to be suffering from a diminished demand for their wares, 
to be told that the gun-making trade was in want of extra 
hauds; but most of the operatives in a watch factory would 
find machines very similar to those with which they were 
familiar, if they strayed into a. gun-making factory or sewing
machine factory, or a factory for making textile machinery. 
A watch factory with those who worked ill it could be con-
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verted without <lily overwhelming loss into a. sewing-machine 
factory: almost the only condition would be that no one 
should be put to work in the new factory which required It 

higher order of genera.l intelligence, than that to which he 
was 11lready a.ccustomeu \. 

§ 3. We may now pass to consider the effects which 
machinery has in relieving that excessive mus-

Machinery re· 
cular strain which a few generations ago wa.s the lieves the 

common lot of more than haH the workin!! men strain on bu· 
'-' man muscles. 

even in such a country as Englaud. The most 
marvellous instances of the power of machinery are seen in 
large iron-works, and especially in those for making armour 
plates, where the force to he exerted is so great that man's 
muscles count for nothing, and where every movement, whe~ 
ther horizonta.l or vertical, has to be effected by hydraulic or 
steam force j man merely sta.nding by ready to govern the ma
chinery and clear away tLshes or perform some such secondary 
ttLsk. 

Machinery of this class has increased our commanfl over 
nature, but it has not directly altered the charll,.cter of man's 
work very much j for that which it does he could not have 
done ,yithout it. But in other trades machinery has lightened 
man's labourR. ,The house-carpenterR, for instance; make things 
of the same kind as those used by our forefathers, with much 
less toil for themselves. They nmy give themselves chiefly to 
those parts of the task which I1re mo~t pleasant and most 
interesting; while in every country town and almost. every 
village there are found steam mills for sawing, pInning and 
moulding, which relieve them of that grievous fatigue whieh 
not very long ago used to. make them prematurely old 2. 

1 The changes in the metholls of printing are nJmost as instructive as those 
in watch-making. They are traced in rl'i1iciple.~ IV. IX. !i. 

2 The jack-plane, nsed fur making smooth large boards for floors amI other 
llUrposcs, was the womt enemy of the carpenter. All but specially skilled mell 
were cOlllpelled to Hpcml a great part of their time with the jack'lllallc, alHl 
t.his brought on heart.disease, making' them as a rule ehlmen by the time tlIey 
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New nmchinel'Y, when just inycnted, genemlly l'equires H. 

great deal of care and attention. But the work 
Machinery 
takes over mo- of jtr:; attendant is always being sifted; that 
notonous work 

which i~ uniform and monotonous is gradually 
taken over by the ma.chine, which thus becomes steadily more 
and more ILutomatic and self-acting; till at last there is no
thing for the hand to do, but to supply the material at certain 
intervali'> fLnd to take away the work when finished. There 
still remains the responsibility for seeing that the machinery 
is in good order and working smoothly; but even this task is 
often made light by the introduction of an automatic move
ment, which hrings the machine to a stop the instant anything 
gocs wrong. 

Nothing could be morc narrow OJ' monotonous than the 
occupation of a weaver of plain stuffs in the old time. But 
now one woman will manage four or more looms, each of 
which does many times as much work in the course of the 
da.y as the old hand-loom did; and her work is much less 
monotonous and calls for much more judgment than his did. 
So tha.t for every hundred yards of cloth that are woven, the 
purely monotonous work done by huma.n beings is probably 
not a twentieth part of what it was . 

. , As Roscher says, it iH monotony of life much more than 
and lessens monotony of work that is to be dreaded :' mono
monotony of tony of work is an evil of the first order only 
li"- 1··) £ ).£ v h w len It IllVO ves monotony Ole. .L' ow w en it 

were forty. But now those who become prematurely old through overwork 
are to be found almost exclusively among the professional classes, among 
those engaged in the more anxious kinds of business, and in some agricultural 
districts in which the rate uf wages is still very low and the people are habitu
ally underfed. Adam Smith tells us that" workmen, when they are liberally 
paill, are very apt to overwork themselves and to min their health and consti· 
tution in a few years. A carpeuter in London, and in some other places, is 
not snpposc{l to last ill his ntmost vigour above eight years .... Ahno.<>t every 
clasr; of artificers is llllbject to SOlDe particular infirmity occasioned by el:ees
sive application to their peculiar species of work." lVealtlt 0/ Nation.~, Book 1. 
Chapter VII. 
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perHon's employment l'e(luiret-; lUuch physical exertion, he is fit 
for nothing after his work j and unIesf-> his mentnl faculties 
are called forth in his work, they have little chance of being 
developed at all. But the nervous force is not very much 
exhausted in the ordina,ry work of a factory, at all events 
where there is not excessive noise, and where the hours of 
labour are not too long. The social surroundings of fa,ctory 
life stimulate mental activity in and out of working hours; 
and even those factory workers, whose occupations are seem
ingly the most monotonous, have more intelligence and mentnl 
resource than has been shown by the English agricultural 
labourer, whose employment has more variety. It is true 
that the American agriculturist is an able man, and that his 
children rise rapidly in the world. But partly because land 
has been plentiful, Itlul he has general1y owned the {ann tha,t 
he cultivates, he has had better social condition:,,; than the 
English; he has always had to think for himself, and has long 
had to use and to repair complex machines. The English 
agricultural labourer has had many great disadvantages to 
contend with; but is steadily improving his position. 

§ 4. 'Ve may next considor what are the conditions under 
which the economies in production arising from 
division of labour can best be secured. It is ~f:~i;~~~~t::'::_ 
obvious that the efficiency of specialized machi- chinery cannot 

be carried far 
nery or specialized skill is but one condition of unlessthescale 
°t ° h h ° h ffi ° k of production 1 S eConomIC use; t e ot er IS t at su Clent wor is large. 

should he found to keep it well employed. As 
Babbage pointed out, in a large factory" the master manu
facturer by dividing the work to be executed into difl(.~rent 

processes, each requiring different degrees of skill or force, 
can purchase eXILctly that precise quantity of both which iH 
necessary for each process; whereas if the whole work were 
executed by one workman that person must possess sufficient 
skill to perform the most d.ifficult £Lnd sufficient strength tn 
execute the most la.borious of the operations into which the 
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work is divided.') The economy of pl'Oduction requires_ not 
only that each person should be employed constantly in a 
narrow fange of work, but also that, when it is necessary for 
him to undertake different tnsks, each of these tasks should 

the such as to call forth as much as possible of his skill and 
'abiJity. Just in the same way the economy of machinery 

! requires that a powerful turning-lathe when specially arranged 
for one class of work should be kept employed as long as 
possible on that work; and if after all it is necessary to 
employ it 011 other work, tha.t should be such as to be worthy 
of the lathe, and not such 118 could have been done equally 
well by a much smaller machine. 

Many of those economies in the use of specialized skill and 
machinery which are commonly regarded as within the reach 
of very large establishments, do not depend on the size of indi
vidual factories. Some depend on the aggregate production of 
the kind in the neighbourhood; while others again, especially 
those connected with the growth of knowledge and the pro
gress of the arts, depend chiefly on the aggregate volume of 
production in the whole civilized world. And here we may 
introduce two technical terms. '~"'Ve may divide the economies 
arising from an increase in the scale of production of any kind 
External and of goods, into two classes-those dependent on 
lnte~nal Eco- the general development of the industry and 
nomles. those dependent on the resources of the indivi
dual houses of business engaged and the efficiency of their 
management. And we may call the former EXTEl{~J~' Eco
NQ:\IlES, and the latter INTER~tAL EcoNmuEs. In the present 
chapter we hrLVe been chiefly dI;~ussing Internal economies; 
but we now proceed to examine those very important External 
economics which can often be secured by the concentration of 
many small businesses of a similar character in particular 
localities: or, as is commonly said, hy the Loc<Llization of 
Industry. 



CHAPTER X. 

INDUSTRIAL ORGANIZATION CONTINUED, THE CONCENTRA

TION OF SPECIALIZED INDUSTRIES IN PARTICULAR 

LOCALITIES. 

§ 1. IN an early stage of civilization every place had to 
depend on its own res~~rces for most of the 

, Primitive 
heavy wares which it consumed; unless indeed forms of local-

it happened to have special facilities for water bed indus-
tries. 

carriage. But the slowness with which customs 
changed, made it easy for producers to meet the wants of 
consumers with whom they had little communication; and it 
enabled comparatively poor people to buy a few expensive 
goods from a distance, in the security that they would add to 
the pleasure of festivals and holidays during a life-time, or 
perhaps even during two or three life-times. Consequently 
the lighter and more expensive articles of dress and personal 
adornment, together with spices and some kinds of metal 
implements used by all classes, and many other things for the 
special use of the rich, often came from astonishing distances. 

:Many various ca~ses hnve led to the localization of indus
tries, but the chief have been physical; such as 

Various 
the charncter of the climate and the soil, or the origins of 

existence of mines and quarries in the neigh- ~o:S~~i~:~ in_ 

bourhood, or within easy access by land or water. 
Thus metallic industries have generally been either near mines 
or in places where fuel was cheap. The iron industries in 
England first sought those districts in which charcoal waR 
plentiful, and afterwards they went to the neighbourhood of 

M. 1~ 
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collierieR. R1nffordshirc makes mallY kind8 of pottery, all the 
materials of which are importc(l from a long distance; but 
she has chcai) coal and excellent clay for making the heavy 
"seggars" 1)1' boxes in which the pottery is placed while being 
fired. Stmw plaiting has its chief home in Bedfordshire, 
where straw has just the right proportion of silex to give 
strength without brittleness; and Buckinghamshire beeches 
have afforded the material for the vVycombe chainnaking. 
The Sheflield cutlery tmde is due chiefly to the excellent grit 
of which its grindstones are made. 

Another chief cause has been the patronage of a court. 
The rich folk there assembled make a demand for goods of 
specially high quality; and this attracts skilled workmen from 
a distance, and educates those on the spot. Thus the mecha~ 
nical faculty of Lancashire is said to be due to the influence 
of Norman smiths who were settled at \Varrington by Hugo 
de Lupus in \Villiam the Conqueror's time. And the greater 
part of England's manufacturing industry before the era of 
cotton and steam had its course directed by settlements of 
Flemish and Huguenot artisans j many of which were made 
under the immediate direction of P1antagenet and Tudor 
kings. These immigrants taught us how to weave woollen 
and vwrsted stuffs, though for a long time we sent our cloths 
to the Netherlands to be fulled and dyed. They taught us 
how to cure herrings, how to manufacture silk, how to make 
lace, glass, and paper, and to provide for many other of our 
wants. 

§ 2. \Vhen an industry has once thus chosen a locality 
for itself, it is likely to stay there long: so great 

Advantages of • h . 
localized in~ are the advantages whlC people followmg the 
dus.tries. ~e~ same skilled trade aet from near neiO'hbourhood 
redltary skill; . 0 0 

to one another. The mysteries of the trade be~ 
come no mysteries; but are as it were in the air, and children 
learn many of them unconsciously. Good work is rightly 
appreciated; inventions and improvements in machinery, in 
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proces.ses and the general organization of the Lu~ine!;s have 
their merits promptly discussed j if one man starts a new idea 
it is taken up by others and combined with r-mggestionH of 
their OWIl, and thus becomes the source of further new ideas. 
And presently subsidiary trades grow up in the subsidiary 

neighbourhood, supplying it with implements and trades; 

materials, organizing its traffic, and in many ways conducing 
to the economy of its material. 

Again, the economic use of expensive machinery can some· 
times be attained in It very high degree in a specialized 

district in which there is a brge aggregate pro- maehineryj 

duction of the same kind, even though no individual capital 
employed in the trade be very large. For subsidiary indus
tries devoting themselves each to Olle small branch of the 
process of production, and working it for a great many of 
their neighbours, are able to keep in COllstant use machinery 
of the most highly Hpecialized character; and to make it pay 
its expenses, though its original cost may have been high, and 
its rate of depreciation very rapid. 

Again, in all but the earliest stages of economic develop
ment a localized industry gains a great advantage local market 

from the fact that it offers a constant market for for skill. 

skill. Employers are apt to resort to any place where they 
are likely to find a good choice of workers with the special 
skill which they require j while men seeking employment 
naturally go to places where they expect to find a good market 
for their skill, in consequence of the presence of many em
ployers who require its aid. The owner of an isolated factory 
is often put to great shifts for want of some special skilled 
labour which has suddenly run short j and a skilled workman, 
when thrown out of employment in it, has no easy refuge. 

On the other hand a. localized industry has some disad
vantages as a market for labour if the work done in it is 
chiefly of one kind, such for instance as can be done only by 
IiItrong men. In those iron districts i~ which there are no 

12-2 



180 HOOK IV. CR. X. § 2. 

textile or other factories to give employment to women and 
But there may chihhen, wages arc high and the cost of labour 
b; too exten" dear to the employer, while the average money 
SlVe a demand. • 
for one kind of earmngs of each famIly are low. But the remedy 
labour. for this evil is obvious, and is found in the growth 
in the SUIne neighbourhood of industries of a supplementary 
eha,racter. Thus textile industries are constantly found con
gregated in the neighbourhood of mining and engineering 

,industries, in sOllie cases having been attracted by almost 
imperceptible steps; in others, as for instance at Barrow, 
having been started deliberately on a large scale in order to 
give variety of employment in a place where previously there 
had been out little demand for the work of women and 
children. 

The advantages of variety of employment are combined 
with those of localized industries in some of our manufacturing 
towns, and this is a chief cause of their continued growth. 
But on the other hand the value which the central sites of 11 

large town have for trading purposes, enables them to com
mand much higher ground-rents than the situations are worth 
for factories, even when account is taken of this combination 
of advantages: and there is a similar competition for dwelling 
space between the employes of the trading houses, and the 
factory workers. The result is that factories now congregate 
in the outskirts of large towns and in manufacturing districts 
in their neighbourhood rather than in the towns themselves. 

A district which is dependent chiefly on one industry is 
liable to extreme depression, in case of a fal1ing

~~!e;;::tin ~~; off in the demand for its produce, or of a failure 
same neigh- in the supply of the raw material which it uses. 
bourhood 
mitigate each This evil again is in It great measure avoided by 
other's depres_ those larg:e towns, or lar!!e industrial districts in 
sions. '-' L> 

which several distinct industries are strongly de-
veloped. If one of them fails for a time, the others are likely 
to support it in many ways, chiefly indirect; one of these 
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being that they keep in heart the local shopkeepers, who are 
thus ena.bled to continue their assistance longer thnn they 
othenyise could, to the workpeople in those trades that happen 
to be depressed. 

It is instructive to study the influence of improved means 
of communication on the character of England's 
industries. The agricultural populn.tion has di4 
minished relatively to the rest, though not so fast 
as is commonly supposed. l\tlanufacture employs 

Changes in the 
distribution of 
England's Vt
dustries. 

a rather smaller proportion of the population tna:fi ~itl-~did' it 
generation ago. But there haR been a great increase in in
dustries in which the progress of invention has done little 
towards economizing effort, and which meet growing demands: 
the chief of these are education, domestic service, building, 
dealing, and transport by road L. 

1 This subject is discussed at more length, especially as regard~ agricul
ture, in Principles IV. x. 4. 



CHAPTER XI. 

I~DUSTRIAL OHGANIZA'fION, CONTINUED. PRODUCTION 

ON A LARGE SCALE. 

§ 1. TIlE advantages of prouuction on a large scale at:e 

Manufacture 
is typical for 
OUf present 
purpose. 

best shown in manufacture; under which head 
.ve may include all businesses engaged in work
ing up material into forms in which it wi1l be 
ndapted for sale in distant markets. The cha

racteristic of manufacturing industries which makes them 
offer generally the best illustrations of the advantages of pro
duction on a large scale, is their power of choosing freely 
the locality in which they will do their work. They are 
thus contrasted on the one hand with agriculture and other 
extractive industries (mining, quarrying, fishing etc.), the geo
graphical distribution of which is determined by nature; and 
on the other hand with industries that make or repair things 
to suit the special needs of individual consumers, from whom 
they cannot be far removed, at all events without great loss. 

The chief advantages of production on a large scale are 

Economy of e~?~:omy of skill, eeonom~.of m .. a.~.!:!.~ery and e~c~
material. nomy of materials: but the last of these is rapidly 

losing importance relatively to the other two. It is true that 
an isolated workman often throws away a numher of small 
things which would have been collected amI turned to good 
account in a factory; hut waste of this kind can scarcely 
occur in a localized manufacture even if it is in the hands of 
small men j and there is not very much of it in any branch 
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of industry in modem' England, except agriculture and 
domestic cooking). 

But sman factories are still placed under a great disadvan
tage, even in a locaJized industry, by the growing Specialized 

variety and expensiveness of machinery. For in machinery. 

a large establishment there are often many expensive machines 
each made specially for one small use. Each of them requires 
space in a good light, and thus stands for something consider
able in the rent and general expenses of the factory; and 
independently of interest and the expense of keeping it in 
repair, a heavy allowance must be made for depreciation in 
consequence of its· being probably improved upon before long. 
A small manufacturer must therefore have many things done 
by hand or by imperfect machinery, though he knows how to 
have them done better and cheaper by special machinery, if 
only he could find constant employment for it. 

But next, a small manufacturer may not always be ac
quainted with the best machinery for his purpose. Improvements 

It is true that if the industry in which he is inmachinery. 

engaged has been long established on a large scale, his ma
chinery will be wen up to the mark, provided he can afford to 
buy the best in the nwxket. In agriculture and the cotton 
industries for instance, improvements in machinery are devised 
almost exclusively by machine makers; and they <Lre accessible 
to aU, at any rate on the payment of a royalty for patent 
right. But this is not the case in industries that arc as yet 

1 No doubt ma.ny of the most imllortant advallces of recent years have 
beeu due to the utilizing of what had beeu a waste IJroduct; hut this has been 
generally due to a distinct invention, either chemical or mechanical, the use 
of which has been indeed promoted by minute subdivision of lahonr, but has 
not been directly dependent on it. 

Again, it is true that when a hundred suits of furniture, or of clothing, 
have to be cut out 011 exactly the same pattern, it is worth while to spend 
great care 011 w Illanning the cutting out of the boards or the cloth, that only 
a few small pieces are wasted. But this is properly an ecollomy of !>liill; olle 
planning is made to suffice for many tasks, und therefore can be done well aIHI 
carefully. 

<co. 
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in an early stage of development or are rapidly changing their 
form j such as the chemical industries, the watchmaking in
dustry and some branches of the jute and silk manufactures; 
and in a host of trades that are constantly springing up to 
i;;upply some new want or to work up some new material. 

There are however some trades in which the advantages 
which a large factory derives from the economy of machinery 
u,lmost vanish as soon as a moderate size has been reached. 
}I'OI' instance in cotton spinning, and calico weaving, a COID

paratively small factory will hold its own and give constant 
employment to the best known machines for every process: so 
that 11 large factory is only several parallel smaller factories 
under one roof; and indeed some cotton-spinners, when en
larging their works, think it best to add a weaving depart
ment. In such cases the large business gains little or no 
economy in machinery; but even then it generally saves some
thing in building, particularly as regards chimneys, in the 
economy of steam power, and in the management and repairs 
of engines and machinery. This last point is of rather more 
importance than appears at first sight; and large works even 
though they produce nothing but soft goods, have generally 
well-organized carpenters' and mechanics' shops, which not 
only diminish the cost of repairs, but have the important 
advantage of preventing delays from accidents to the plant. 

Akin to these last, there are a great many advantages 
Buying and which a large factory, or indeed a large business 
selling. of almost any kind, nearly always has over a 

small one. A la.rge business buys in great quantities and 
therefore cheaply; it pays low freights and saves on carriage 
in many ways, particularly if it has a railway siding. It 
often sells in large quantities, and thus saves itself trouble; 
and yet at the same time it gets a good price, because it offers 
conveniences to the customer by having fL large stock from 
which he can Rel('ct and at once fill up n varied order; while 
its reputa.tion givei:l him confidence. It can ~pend large sums 
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on luh'ertising by commercial travellers and in other ways; 
its agents give it trustworthy information on trade and per
sonal matters in distant places, and its own goods advertise 
one another. 

1I-:1any of these economies in the matter of buying and 
selling can be secured by a large trading house, Alliance be

which puts out its work to be done by small tween large 
traders and 

manufacturers or by workpeople at their own small produ-

homes. So far therefore they do not tell in the cel'S. 

direction of destroying small manufacturers, but rather of 
limiting the character of the work of business management 
done by them; as we shall see more fully in the next chapter. 

Next, with regard to the economy of skill. Everything 
that has been said with regard to the advantages Specialized 

which a large establishment has in being able to skill. 

afford highly specialized machinery applies equally with regard 
to highly sp~~ialized skill. It can contrive to keep each of 
its employes constantly engaged in the most difficult work of 
which he is capable, and yet so to narrow the range of his 
work that he can attain the facility and excellence which 
come from long-continued practice I. 

§ 2. The head of a large business can reserve all his 
strength for the broadest and most fundamental 

The large 
problems of his trade: he must indeed assure manufacturer 

himself that his managers, clerks and foremen 
are the right men for their work, and are doing 
their work well j but beyond this he need not 

can give him
self wholly to 
broad ques
tions of policy. 

trouble himself much about details. He can keep his mind 
fresh and clear for thinking out the most difficult and vital 
problems of his business; for studying the broader move
ments of the markets, the yet undeveloped results of current 
events at home and abroad; and for contriving how to improve 

1 Several allllitional but millor economies availahle by large faetoric>! are 
noticed ill Principles IV. XI. 1, 2, 3. 



186 BOOK IV. CU. XI. § 2. 

the organization of the internal a.nd external relations of his 
business. 

For much of this work the sm-,~ll employer has not the 
tillie if he has the ability; he cannot take so broad a survey 
of his trade, or look so far ahead; he must often be content 
to follow the lead of others. And he must flpend much of his 
time on ·work that is below him; for if he is to succeed at all, 
his mind must be in some respects of a high quality, and 
must have a good deal of originating and orglLnizing force; 
and yet he must do much routine work. 

On the other hand the small employer has advantages of 
The small his own. The master's eye is everywhere; there 
manufacturer is no shirking by his foremen or workmen, no 
can save in 
superintend- divided responsibility, no sending half-understood 
ence, messages backwarus anu forwards from one de
partment to another. He saves much of the book-keeping, 
and nearly all of the cumhrous system of checks that are 
necessary in the business of a large firm; and the gain from 
this source is of vcry great importance in trades which use 
the more valuable metals and other expensive materials. 

And though he must always remain !It a great disadvant
and he gains age in getting information and in making experi
much from the mentfl, yet in this matter the general course of 
modern diffu-
sion of trade_ progress is on his side. For External economies 
knowledge. are constantly growing in importance relatively 
to Internal in all matters of traJe-knowledge: newspapers, 
and trade and technical publications of all kind~-ru:e"per
petually scouting for him anu hringing him much of the 
knowledge he wants-knowledge which a little while ago 
would have been beyond the rcach of anyone who could not 
afford to hn..ve well-paid agents in many distant places. Again, 
it is to his interest also that the secrecy of business is on the 
whole diminishing, and that the must importllnt improvements 
in method seldom remain secret for long after they hl1,'e 
passed from the oxporimcntal stage. It is to his uuv.wtage 
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that changes in maIlJlfacture depend less on mere rules of 
thumb and more on bron.d developments of scientific principle; 
and that many of these are made by students in the pursuit 
of knowledge for its own sn.ke, and are promptly published 
in the general intcrest. Although therefore the small manu
facturer c~n seldom be in the front of the race of progress, he 
need not be far from it, if hc has the time and the ability for 
availing himself of the modern facilities for obtaining know
ledge. But it is true that he must be exceptionally strong if 
he can do this without neglecting the minor but necessary 
details of the business. 

The advantages which a large business has over a small 
one are conspicuous in manufacture, because, as 

Trade and 
we have noticed, it hns special facilities for con-
centrating a great deal of work in a small area. 
But there is a strong tendency for large estab

transport, 
mining, agri
culture. 

lishments to drive out small ones in many other industries; 
in particular the retail trade is being transformed, and the 
small shopkeeper is losing ground daily. Large firms are 
gaining rapidly in the Transport Industries, to a less extent 
in mining and very little if at all in agriculture l

• 

1 The small shopkeeper has special facilities for bringing his goods to the 
door of his cnstomers; for humouring their several tastes; and for knowing 
enough of them individually to be able safely to sell on credit. But the im. 
portance of these advanta.ges is diminishing. Meanwhile cycles, tramways 
&c. are making it easier for customers to visit large centro.! establishments 
for the purchase of those goods which it is important to select from a large 
and varied stock Rnd one which is constantly renewed with changing fashions; 
while groceries and other goods of which the small shopkeeper could keep a 
fair supply are conveniently obtained by n. written order from the price list of 
shops or stores which turn over their stock rapidly and keep everything fresh. 
See Plinciples IV. Xl. 5, G. 



CHAPTER XII. 

INDUSTHIAL OHGANIZATION, CONTIXUED. BUSINESS 

MANAGE!IENT. 

§ 1. Busemss m:ty be taken to include all provlsIOn for 
the wants of others which iH made in the ex-

Business 
management 
has many 
forms. 

pectation of payment direct or indirect from those 
who are to be benefited. It is thus contrasted 
with the provision for our own wants which each 

of us makes for himself, and with those kindly services which 
are prompted by family affection and the desire to promote 
the well-being of others. 

Even in modern England we find now and then a village 
Primitive artisan who adheres to primitive methods, and 
methods. makes things on his own account for sale to his 

neighbours; managing his own business and undertaking all 
its risks I, But such cases are rare: and in the greater part 

The modern of the business of the modern world the task of 
undertaker. so directing production that a given effort may 

be most effective in supplying human wants has to be broken 
up and given into the hands of a specialized body 9f em~ 
ployers, or to use a more general term, of business ~en. They 
II adventure" or II undertake" its risks j they bring together 
the capital and the labour required for the workj they arrange 
or "engineer" its general plan, and superintend its minor 
(letailf>. Looking at business men from ono point of view we 

1 The most strikiug instances of an adherellce to old·fashioned methods of 
husiness are supplied hy the learned professions; for a physician 01' a solicitor 
manages at> a rule his own husiness and does all its work. 
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lllay J·egard them as a highly skilled industrial grade; ft"Om 
lLllother as middlemen intervening oetwcen the manual workel' 
and the c.ollsum~-- . 

There are some kinds of business men who undertake 
great risks, and exercise it In.rge influence over Subdivision of 

th~ welfare both of the producers and of the the tasks of 
undertaking 

consumers of the wares in which they deal, but and superin~ 

who are not to any considerable extent direct em- tendence. 

ployers of labour. \"" .. r~or instance some l\Ianchester warehouse
men give themselve~ to studying the movements of fashion, 
the markets for raw materials, the general state of trade, of 
the money market and of politics, [Lnd all other causes that 
are likely to influence the prices of different kinds of goods 
during the coming seasun; and after employing, if necessary, 
skilled designers to carry out their ideas, they give out to 
manufacturers in different parts of the world contracts for 
makin9 the goods on which they have determined to risk their 
capitaH And in the clothing trades and some others, we see 
a reviv~l of what has been called the "house House indus

industry/' which prevn.iled long ago in the textile tries. 

industries; that is, the Hystem in which large undertakers 
give out work to be done in cottages and very small work
shops to persons who ·work alone or with the aid of some 
members of their family, 01' who perhaps employ two or three 
hired assistants. In remote villages in almost every county 
of England agents of large undertakerf1 come round to give 
out to the cottagers partially prepared materials for goods of 
all sort"" Lut especinJly clothes such as shirts and collars and 
gloves j and take back with them the finished goods. It is 
however in the great capital cities of the world, and ill other 
large towns, especially old towns, where there is a great deal 
of unskilled and unorganized labour, with a somewhat low 
physique and morale, that the system is most fully developed, 
especially in the clothing trades, which employ two hundred 
thoUf'mnd people in London alone, and in the cheap furniture 
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trades. 'There is a. continual contest betwcf'n the factory 
and the domestic ~ystelll, now one ga.ining gl'uund and now 
the other: for in~tancc just at present the growing use of 
sewing.machines worked by steam power is strengthening the 
position of the factories in the boot trade; while factories and 
workRhops are getting an increased hold of the tailoring trade. 
On the other hand the hosiery trade is being tempted back to 
the dwelling-hom'ie by recent improvements in hand knitting 
machines; and it is possible that new methods of Jistributing 
power by gas and petroleum and electric engines may exe~~ise 
a like influence on many other industries. 

Or there may be a movement towards intermediate plans, 
Sheffield similar to those which are largely followed in the 
trades. Sheffield trades. :l\1any cutlery firms for instance 
put out grinding and other parts of their work, at piece~work 
prices, to working men who rent the steam power which they 
require, either from the firm from whom they take their 
contract or from someone else: these workmen sometimes 
employing others to help them, sometimes working alone. 

" Thus there are many ways in which those who undertake 
the\:hief risks of buying and selli~g ml1y avoid the trouble of 
housing and superintending those who work for them>, They 
all have their advantages j and when the workers are men of 
strong character, as at Sheffield, the results are on the ..... hole 
not unsatisfactory. But unfortunately it is often the weakest 
class of workers, those with the least resource and the lea.st 
self~control who drift into work of this kind. The elasticity 
of the system which recommends it to the undertaker, is 
really the means of enabling him to exercise, if he chooses, an 
undesirable pressure on those who do his work. 

For while the success of a factory depends in a great 
measure on its having a set of operatives who adhere steadily 
to it, the capitalist who gives out work to be done at home 
has an interest in retaining a great many persons on his 
books j he is tempted to give each of them a little cmploy~ 
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ment occasionally and play them off one again~t another; and 
this he can easily do bec,Luxe they do not know one another, 
and cannot arrange concerted action J. 

§ 2. \~hen the profits of business are under discussion 
they are generally connected in people's minds 

. h th I fIb '. Hth I ". The faculties WIt e emp oyer 0 a our. e emp oyer IS required in the 

often taken as a term practically coextensive ideal manu_ 
facturer. 

with the receiver of business profits. But the 
instances which we have ju~t considered are sufficient to illus
trate the truth that the superintendence of labour is but one 
side, and often not the mo~t important side of business work; 
and that the employer who undertakes the whole risks of his 
business really performs two entirely distinct services on 
behalf of the community, and requires a twofold ability. 

The ideal manufacturer, for instance, if he makes goods 
not to meet special orders but for the general mnrket, must, 
in his first r9le as merchant_ and organizer of production, have 
a thorough knowledge of things in his own trade. He must 
have the power of forecasting the broad movements of pro
duction and consumption, of seeing where there is an oppor
tunity for supplying a new commodity that will meet a real 
want or improving the plan of producing an old commodity. 
He must be able to judge cautiously D.nd undertake risks 
boldly; and he must of course understand the illD.terials and 
machinery used in his trade. ' 

But secondly in this r6le of employer he must be a natural 
leader of men. He must have a power of first choosing his 
assistants rightly and then trusting them fully; of interesting 
them in the business and of getting them to trust him, so as 
to bring out whatever enterprise and power of origination 
there is in them; while he himself exercises a general control 
over everything, and preserves order and unity in the main 
plan of the business. 

1 The subject of this section is studied a goo(l deal more fully ill Pr£nciples 
IV. XII. 1--4. 
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The nbilities required to make an ideal employer are so 
great amI so numerous that very few persons can exhibit them 
all in a very high degree. Their relative importance however 
vanes with the nature of Ute industry and the size of the 
business j and while one employer excels in one set of quali
ties, another excels in another; scarcely any two owe their 
success to exactly the same combination of advantages. Some 
men make their way hy the use of none but noble qualities, 
while others owe their prosperity to qualities in which there 
is very little that is really admirable except sagacity and 
fitrength of pu rpose. 

Such then being the general nature of the work of business 
management, we have next to inquire what opportunities 
different classes of people have of developing business ability j 
and, when they have obtained that, what opportunities they 
have of getting command over the capital required to give it 
scope. 

§ 3. The son of a man already established in business 
The son ofa starts with so many advantages that we might 
business man expect business men t,o constitute a sort of caste; 
starts with 
many advan_ dividing out among their sons the chief posts of 
tages, command, and founding hereditary dynasties, 
which ruled certain branches of trade for many generations 
together. But it is not so. 

A man who gets together a great business by his own 
efforts has probably been brought up by parents of strong 
but also with earnest character, and educated by their personal 
disadvantages. influence aNd by iltruggle with difficulties in early 
life. But his chihlren, at, an events if they were born after 
he became dch, and in auy case his grandchildren, are perhaps 
left a good deal to the care of domestic servants who are not 
of the same strong fibre as the parents by whose influence he 
was educated. And while his highest ambition was probably 
Ruccess in business, they are likely to be ::it least equally 
anxious for social distinction. 
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For a time indeed all may go well. His sons find a firmly 
established trade connection, and what is perhaps even more 
importan't, a well-chosen staff of subordinates with a generous 
interest in the business_ :By mere aRRiduity and caution, 
availing themsclves of the tradition!'> of the firm, they may 
hold together for a long time. :But when It full generation 
has pa-<;Red, when the old traditions are no longer a safe guide, 
and when the bondR that held together the old staff have been 
dissolved, then the busineRs almost invariably falls to pieces 
unless it ii-! practically handed over to the management of new 
men who have meanwhile riHcn to partnership in the firm. 

But in mORt cn-seg his descendant.s arrive at this result hy 
a shorter route. They prefer an abundant income coming to 
them without effort on their part, to one which though twice 
as large could be earned only by incessant toil and anxiety j 
and they seH the buginess to private pel'sons OJ' a joint-stock 
company; or they become sleeping partners in it j that is 
sharing in itg risks and in its profits, but not taking part in 
its management: in either case the active control oyer their 
capital falls chiefly into the hands of new men. 

§ 4. The oldest and simplmit plan for renovating the 
energies of a business iH that of taking into Private part~ 
partnership some of its nblest employes. Or nerships. 

again two or more people ma.y combine their resourceR for a 
large and difficult undertaking. In such CILses therfl is often 
a distinct partition of the work of management: in manu
factures for instance one partner will !;ol1letimeH give himf;elf 
almost exclusively to the work of buying raw material and 
selling the finished product, while the other is responsible fOl' 
the management of the factory: :l.nu in a trading establish
ment one partner will control the wholesale and the other the 
retlLil department. In these amI other ways private partner
ship is capable of adapting itself to a great variety of problems: 
it is very strong and very elastic; it has played It great part in 
the past, and it is full of vitality now. 

~ 13 
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S 5. But from the end of the J\.Ii(ldle Ages to the present 
time there has been in some classes of trades a, movement 
Joint-stock towards the substitution of public joint-stock 
companies. companies, the shares of which can be sold to 
anybody in the open market, for private companies, the shares 
in which are not transferable without the lefLve of all con
cerned. The effect of this change has been to induce people, 
many of whom have no special knowledge of trade, to give 
their capital into the hands of others employed by them: and 
there h,18 thus arisen a new distribution of the various parts 
of the work of business m,tIlagcment. 

The ultimate undertakers of the risks incurred by a joint
stock company are the shareholders; but as a rule they do 
not ta.ke much active part in engineering the business and 
controlling its gencral policy; and they take no part in super
intenrling its details. After the business has once got out of 
the hands of its originnl promoters, the control of it is left 
chiefly in the hands of Directq,rs; who, if the company is a 
very large one, probably own but a very small proportion of 
its shares, ''ibile the greater part of them have not much 
technical knowledge of the work to be done. They are not 
generally expectecl to give their whole time to it; but they 
are supposed to bring wide general knowledge amI sound 
judgment to bear on the broader problems of its policy; and 
at the same time to make sure that the II Managers" of the 
company are doing their work thoroughly. To the IVrana."g~rs 
and their assistants is left a great part of the work of engi
neering the bUKiness, and the whole of the work of superin
tending it: but they a.re not required to bring any capital 
into it; am1 they are supposed to be promoted from the lower 
ranks to the higher according to their zeal and ability. Since 
the joint-stock companies in the United Kingdom have an 
aggregate income of £100,000,000, (Lnd do a tenth of the busi
ness of all kinds that is done in the country, they offer very 
large opportunities to men ,,,ith natural talents for business 
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management, who haYl~ not inherited any material capital, or 
any business connection. 

Joint-st,ock compl1nies ha,"e great ela~ticity and can expan(l 
themselves without limit when the work to which they have 
set themselves offers a wide :;cope; and they are gtLining 
ground in nearly all directions. nut they hlLVe one great 
source of ' .... eakness in the aosellce of any adequate knowledge 
of ~h~ b.!1sipess on the part of the shareholders who unJert,ILke 
its chief risks; though n few of tho brger sll<ll'eholders often 
exert themselves to find out what is going on; and arc thus 
able to exercise an effedi vo and wise control uvor the geneml 
management of the business 1• It is a strong pl'ouf of the 
marvellous growth in recent times of n spirit of hOllesty and 
uprightness in commercial matters, that the leading onicert) of 
grc<~t public companies yield 118 little a:; they do to the vast, 
temptations to fraud which lie ill their way. If they 8howo(1 
an eagerness to avail themselves of opportunities for wrong
doing at all appro<lching that of which 'we read 
in the commercial history of earlier oi vilizations, 
their wrong u.ses of the tJ'm;t imposed in them 
would have been on so great a sc;tle ;LS to prevent 
the development of this democra1i(~ form of busi

The system 
rendered 
workable only 
by the modern 
growth of bus i
ness morality. 

nest). There is every re<L~on to hope that the pl'Ogress of tnule 
morality will continue, <Lnd tlmt it will be a.ided in the future 
at) it hus been in the pm,t, l)y a (liminution of tl'ade secrecy 

1 It is true that the hea<1 of a large private finn uudurtalws the chief risks 
of the bu);iness, while he intrusts IIllilly of its dptails to others; but his posi
tion is secured by his pm\'(~r of formillg a airect judgment as to whether his 
I>uborllinates serve his interests faithfully alHl discreetly. If those to whom llG 
has intrusted the buying or selling of goods for him take commissiolls from 
those with whom tlwy deal, he is ill a position to discover and pUllish the 
fraud. If they show favouritism and promote incompetent relations or 
friewls of their OWll, or if they therll!;elves become idle and shirk their worl{, 
or even if they do not fulfil the promise of cxccptiollal ability whieh illduee(l 
him to give them their first lift, he can discover what is going wrong and set 
it right, But in all these matters the great body of the sharehoillers of a 
joint-stock compaJ1Y are, save ill a few exceptional installces, almost lJowerless. 

1;3-~ 
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a,nd by increased publicity in every form; and thus collective 
I1nd democratic forIns of business mamLgement may be able to 
extend themselves sl~£ely in many directions in which they 
have hitherto failed, and ma.y far exceed the great services 
they already render in opening a large career to those who 
have no advantiLgeH of birth. 

The same may be said of the undertakings of Governments 
Government impet'ial and local: they also lIlay have a great 
undertakings. future before them, but up to the present time 
the tax-payer who undertakes the ultimate rit:;ks has not gene
mlly succeeded in exercising an efficient control oyer the 
businesses, and in securing officers who will do their work 
with as much energy and enterprise as is shown in private 
establishments. The. problem of Government undertakings 
involves however many complex issues, into which we cannot 
inquire here. 

S 6. The system of Co-operation aims at avoiding the 
Co~operative evils of these two methods of business manage~ 
association. ment. In that ideal form of Co~operatiye Society, 
for which many still fondly hope, but which as yet has been 
scantily realized in practice, a. part 01' the whole of those 
shareholders ·who umlertnke the risks of the business are 
themselves employed by it. The employeB, whether they con
tribute towards the materinl capital of the business or not, 
have a sha.re in its profits, and some power of voting at the 
general meetings at which the broad lines of its policy are laid 
down, and the officers appointed who are to carry that policy 
into effect. They are thus the employers and masters of their 
own managers and foremen j they have fairly good mefl.ns of 
judging whether the higher work of engineering the business 
is conducted honestly and efficiently, and they have the best 
possible opportunities for detecting any laxity or incompetence 
in its detailed administration. And lastly they render unne
cBBsary SOIne of the minor work of superintendence that is 
required in other establishments; for their own pecuniary 
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interests and the pride they take in the success of their own 
business make each of them averse to any shirking of work 
either by himself or by his fellow workmen. 

But unfortunately the system has very great difficulties of 
its own. For human lln.ture being what it iR, the 

Its difficulties 
employes themselves are not always the best posv in the task of 

sible masters of their own foremen and managers; business man_ 
agement. 

jealousies and ft'ettings itt reproof are apt to act 
~ sand, that has got mixeu with the oil in the ben.rings of n. 
gre~t 'and complex machinery. And in particular, since the 
hardest work of business manl1gernent is generally that which 
makes the least outward show, those who work with their 
hands are apt to underrate the intensity of the strain involved 
in the highest work of engineering the business, and to grudge 
its being paid for at anything like as high n. rate as it could 
eam elsewhere. And in fact the manager;.; of a Co-operative 
Society selJom have the alertness, the inventiveness and the 
ready verRatility of the nhlest of tho.<;e men who have been 
selected by the Rtruggle for survival, and have been tmined 
by the perfectly free and unfettered responsibility of pt'ivate 
business. Partly for these reasons the co-operative system has 
seldom been carl'ie(l out in its entirety; and its partial appli. 
cation has so far atta.ined its higheRt success in the task of 
retailing commodities consumed by working men-l1 task ill 
which it has special advantages. But bona fid(j co.operative 
production is now at last ma.king excellent progress. 

ThOi'm working-men indeed whose telllpe"R :1,'e Rtrongly 
I individualistic, and whose minds arc concentrated I 

t may out-
nlmost wholly on their own affairH, will perhaps grow some of 

always find their quickest and mOHt congenial these. 

path to material success by commencing lmsinesH 11S small 
independent" undertakerR," or hy wOl'king theil' way upwardR 
in no private firm or a public company. But co-operation hU,R 
n. special charm for those in whoHe tempers the social element 
is stronger, and who desire not to separate themselves f,'om 
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their old comrades, but to work among them a.s their leaders. 
Its aspirations may in some respects be higher than its prac
tice; but it undoubtedly does rest in a great measure on 
ethical motives. The true co-operator combines a k~en busi
ness intellect with a spirit full of an earnest Faith; and some 
co-operative societies have been served excellently by men of 
great genius both mentally and morally-men who for the 
sake of the Co-operative Euit~ that is in them, have worked 
with great ability <.Lud energy, amI with perfect uprightness, 
being all the time content with lower pay than they could 
have got aH business managers on their own account or for a 
private firm. l\len of this stamp u.re more common among the 
officers of co-operative societies than in other occupations; 
and though they are not very COlllmon even there, yet it may 
he hoped that the diffusion of n Letter knowledge of the true 
principles of co-operation, and the increase of general educa
tion are every day fitting a larger number of co-operators for 
the complex problems of }JUsiness managelllent_ 

]\Iean while many partia.l applications of the co-operative 
principle are heing tried under vlLrious conditiom:;, 

Profit Sharing. _ • 
each of wIlldl presents some new aspect of hmn-

neHK management. TImE! umler the sehenlfl of Profit-Sharing, 
1L pl'ivate firm while retaining the unfettered management of 
its lJUsine:-:s, payR its employes the full market mte of wages 
whether hy Time or Piece-work, <Lnd agrees in addition to 
di viele aIllong them n certain ghnre of any profits that may be 
made ILbove a certain fixed minimum; it being hoped that the 
firm will find a matel'ial as well as a, moral reward in the 
diminution of friction, in the increased willingness of their 
emplOyeR to go out of their way to do little things tlmt Hmy 
be of great benefit comparatively to the firm, and la.stly in 
attracting to themRelves workers of more than average ability 
and industry. Under the Bcheme of Profit-and-LosB-Sharing, 
lL small part of t.lie llmrket wnges of the employes iR held back 
as n contribution towarus any loss that lllay be shown 011 the 
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year's working; while they receive a more than proportionate 
share of the profits in a bad year. Another par~ Partial Co

tially co-operative scheme is that of some Oldham operation. 

Cotton Mills: they are really joint-stock companies, but among 
their shareholders are many working men who have a special 
knowledge of the trade, though not many of their own employes. 
And another is that of the Productive establishments, owned 
by the main body of Co-operative Stores, through their agents, 
the Co-operative 'Vholesale Societies. Here the Scotchmen 
are in advance. In the English Society the workers as such 
have as yet no direct share either in the management or in 
the profits of the works. 

But we must not pursue this inquiry further now: enough 
has been saili to show that the world is only Hopes for the 

just beginning to be re;ldy for the higher work future. 

of the co-operative movement in its many different forms. 
It may therefore be l'eaSOlHLbly expected to attain a much 
larger success in the future than in the past; and to offer 
excellent opportunities for working-men to practise themselves 
in the work of business management, to grow into the trust 
and confidence of others, amI gmdual1y rise to posts in which 
their business abilities will find scope. 

§ 7. In speaking of the difficulty that a working-mall haR 
in rising to a post in which he can turn his busi- The rise of the 

ness ability to full account, the chief stress is working-man 
hindered byhis 

commonly laid upon his want of capital: but this want of capi_ 

is not always his chief difiiuulty. For instance tal; 

the co-operative distributive societies have accumulated a vast 
capital, on which they find it difficult to get a good rate of 
interel:>t; and which they would be rejoiced to lend to any set 
of working-men who could show that they had the capl1city 
for dealing with difficult business problems. Co-operators who 
have firstly a high order of business ability and probity, and 
secondly the" personal capital" of 11 great reputation among 
their fellows for these qualities, will have no difficulty in 
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getting cuunnand of enough material capital for a considerable 
undertaking: the real difficulty is to convince a sufficient 
llum bel' of those around them that they have these rare quali
ties. And the caRe it'! not very different when an individual 
endeavours to obtain from the ordinary sources the loan of 
the capital required to start him in business. 

It is true that in n.lmost every business there is a constant 
inCl'eaRe in the amount of capital required to make a fair 
Htart; but there is a lUuch more ru,pid increase in the amount 
of capituJ which is owned by people who do not want to use 
it themselves, and are so eager to lend it out that they will 
accept a constantly lower and lower rate of interest for it. 
Much of this capital passes into the hands of bankers and 
others, people of keen intellect and restless energy; people 
who have no dass prejudices and care nothing for social 
distinctions; and who would promptly lend it to anyone of 
whose business ability and honesty they were convinced. To 
:-;ay nothing of the credit that can be got in many businesses 
from those who supply the requisite raw material or stock in 
trade, the opportunities for direct borrowing are now so great 
that an increase in the amount of capituJ required for a start 
in business is no very serious obstacle in the way of a person 
who has once got over the initial difficulty of earning a repu
tation for being likely to use it well. 

But perhaps a greater, though not so conspicuous, hind· 
rance to the rise of the working man is the 

and even more . I' f b' Tl had f 
by the growing grOWing comp eXlty a usmess. lC e 0 a 
complexity of business has now to think of many thinO's about 
business. b 

which he never used to trouble himself in earlier 
days; and these are just the kind of difficulties for which the 
training of the workshop affords the least preparation. Against 
this must be set the rapid improvement of the educa.tion of 
the working Ulan not only at school, but what is more im
portant, in after life by newspapers, an(} from the work of 
co-openttive HocietieB and trades unions, and in other ways. 
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About three-fourth~ of the whole population of England 
belong to the wage-earning classes; and at all events when 
they are well fed, properly housed amI educated, they have 
their fail' share of that nervous strength which is the raw 
material of business ability. Without going out of their way 
they are all consciously or unconsciously competitors for posts 
of business command. The ordinary workman, if he shows 
ability, generally becomes a foreman, from that he may rise 
to be a manager, and to be taken into partnership with his 
employer. Or having saved a little of his own he may stn.rt 
one of those small shops which still can hold their own in a 
working man's quarter, stock it chiefly on credit, and let his 
wife attend to it by d:ty, while he gives his evenings to it. In 
these or in other ways he may incre<1se his c<1pital till he can 
start a small workshop, or fu .. ctory. Once h<1ving made a good 
beginning, he will find the banks eager to give him generous 
credit. He must have time; and since he i~ not likely to 
start in business till after middle I1ge he must have a long as 
well as a strong life; hut if he has this and ha."l also" patience, 
genim:l and good fortune" he is pretty sure to command a large 
capital before he Jies. In a factory those who work with 
their hands, have hetter opportunities of rising to posts of 
commamI than the hook-keepers and many other:'! to whom 
social tradition has assigned It higher place. liut in trading 
concerns it is otherwi:'!e; what manual work i~ done in them 
hns af'> a rule no educating character, while the experience of 
the office is better adapted for preparing a man to ml1nage a 
commereil11 tha.n a manufacturing busines:'!. 

There is then on the whole a broad movement f!"Om below 
upwards. Perhaps not so lnl1ny as formerly rise A "d" 

rapl rIse not 
I1t once from the position of working-men to an unmixed 

that of employers: but there are more who get benefit. 

on sufficiently far to give their sonf'> <1 good chance of attaining 
to the highest posts. The complete rise is not so very often 
accomplished in one generation; it is more often spl'ead over 
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two; but the total volume of the movement upwarus is pro
bably greatM thlLll it has ever been. And it may be remarked 
in passing that it is better for society as a whole that the 
rise should be distributed over two generations. The work
men who nt the beginning of this century rose in such large 
numbers to become employers were seldom fit for posts of 
command: they were too often harsh and tyrannical; they 
lost their self-control, and were neither truly noble nor truly 
happy; while their children were often haughty, extravagant, 
and self-indulgent, squamlering their wealth on low and vulgar 
lLIllusements, having the worst faults of the older aristocracy 
without their virtues. The foreman or superilltendent who 
has still to obey as well as to command, but who is rising and 
sees his children likely to rise further, is in some ways more 
to be envied than the smn]l ma.ster. His success is less con
spicuous, but his work is often higher and more important for 
the world, while his character is more gentle and refined and 
not less strong. His children are well-trained; and if they 
get wealth, they are likely to make a fairly good use of it. 

S 8. \Vhen a man of great aLility is once at the head of 

d
. f an independent business, whatever be the route 

A Justrnent 0 

capital to busi- by which he has got there, he ·will with moderate 
ness ability. od f b bl t h I'd go ortune, soon e a e a s ow sue 1 eVI ence 
of his power of turning capital to good account as to enable 
him to borrow in one way or another almost any amount that 
he may need j and on the other hand a man with small ability 
in command of a large capital, speedily loses it: he may 
perhaps be one who could and would have managed It small 
business with credit, and left it stronger than he had found 
it: but if he has not the genius for dealing with great 
problems, the la.rgel· it is the more flpeedily will he bre."1k 
it up. 

These two flets of forces, the one increasing the capital 
at the command of able men, and the other destroying the 
capital that is iu the hands of weaker men, bring about the 
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result that there is a far more close correspondence between 
the ability of business men and the size of the l.msinesfleR 
which they own than at first sight would appear probable. 
And when we consider all the many routes, by which a mnn 
of great natural business ability can work his way up high in 
Rome priv;~te finn or public company, we may conclude th;1t 
wherever there is work on a large scale to be done in such !~ 

country as England, the ability and the capital required fur .it 
are pretty sure to be speedily forthcoming. 

:Further, just as indUl"trial skill and ability are getting 
every day to uepeml Inore [Lnd more on the broad faculties of 
judgment, promptness, resource, carefulness and steadfastness 
of purpose-faculties which are not specialized to any aile 
trade, but which are more or less useful in all-so it is with 
regard to business ability. In fact business ability consists 
more of these geneml and non-specialized faculties than do 
industrial skillaud ability in the lowcr g-radeR: ami the higher 
the grade of business ability the more various ,1I'e its lLpplica
t.iom:. 

Since then husiness ability in command of cnpit.al moveR 
with great ease horizontally from a trade which Supply price of 

is overcrowued to ono which oilers good openings business abi-
lity in com

for it: and since it mOVt~S with great eaRe vert-i- mand of capi-

cally, the a.hler men riRing to the higher PORts iu tal. 
their own traue, we ~ee, even at this early stage of our inqulry, 
some good reaRons fOI" bfllieving that in modern England the 
Rupplyof business ahility in cOlllnmnd of capital aCJcommodates 
itRelf, as a general rule, to the dema.nd for' it; a.nd thus has ,L 

1 fairly defined supply price. 
:Finally, we may regard thiR supply price of llUsinesR ability 

in".~oHlmand of~ capital us composed of three elements. The 
firHt is the lmpply price of capital j the Recond is the Rupply 
price of business ability and energy; and the third if'! the 
f-iupply pric() of that orgnllization by which the appt'(lpriate 
business ability and the requisite capital are brought together. 
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"T e hn.ve ca.lled the price of the first of thm;e three e]e· 
Net and Gross ments "Tntere~t;" we may call the price of the 
Earnings of Recond taken by itself" NET Earninb"S of Manage
Management. meat," and that of the second and third taken 
togctliel' "GHOSS Em'Dings of )Ianagement l," 

1 The last five Sections of this chapter differ hnt little from l'rijjciL'le.~ 
IV, XII. 5-12. 



CHAPTER XIII. 

CONCLUSIOX. THE LAW OF IXCltEA8ING IN ItELATIO~ ')'0 

T11AT OF DIMINISHING RETURX. 

§ 1. AT the beginning of thii; Book we saw how the extra 
Return of mw produce which Nature nffords to 

Relation of the 
an increa.sed application of cnpit,tl a.ml labour, later Chapters 

other things being e(}uu.1, tend::; in the Ion!! run of this Book to 
" the earlier. 

to diminish. Tn the renuLinder of the Book nnd 
especially in the la."t foul' eh,tpiers we hnNe looked at the other 
side of the shield, and seen how man's power of productive 
work increases with the volume of the work that he does. 
Considering first the causes that govern the supply of labour, 
we saw how every increase in the physical, mental, and 
moral vigour of a people makes them more likely, other 
things being equal, to rear to adult age a large number of 
vigorous children. Turning next to the Growth of \Vealth we 
observed how every increa:-;e of we,\lth tends in Ulany W<Lys to 
make a gre:\ter increase more t'af'Y than before. And l<-l.stly 
we saw how every increase of wealth and every increase ill the 
numbers amI intelligence of the people increased the facilities 
for a highly developed Industrial Organiz;Ltion, which in its 
turn adds much to the collective efliciency of capital and 
labour. 

Looking more closely at the ecoll~~ief' !L[-i.'3ing from an 
increase in the scale of production of any kind of goous, we 
found that they fell into two chsscs-those dependent on the 
general development of the industry and those dependent on 
the resources of the individua,} houses of business eng<Lged in 
it and the efficiency of their management; that is, into external 
and internal economies. 
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\Vc saw how thc1-1c btter economies nre liable to constant 
fluctuations so fnr ns any particular house is concerned, and 
therefore when we Hpenlc of the normal cost of production of 
any cl11f;S of goods we must suppose them to be produced by a 
firm tlia,t is fairly representative of the whole hody of pro
A Representa- ciucers of those goods. Our ncprcscntative finn 

tin firm. lllust he one which has had a"fairly long life, alId 
£,Lir Huccm;K, which is rnun'LgcJ with normal ability, and" which 
has norma.l nccess to the economics, External and Internal, 
which belong to that aggregnte volume of production'. 

The genoml argument of the present Book shows that an 
incrense in the aggregate volume of production of anything 
will genernlly increase the size, and therefore the Internal 
eeo]lomies possessed by this Reprcsentative finn; and that it 
will ;dways increase the External economies to which such a 
firm ha::;; access j, and that thercby the firm will be enabled to 
manufacture at a less proportionate cost of labour and sacri
fice than before. 

In other words we say broadly thnt while the part which 
The Laws of Nature plays in production conforms to the IJaw 
IncreasingRe- of Diminishing Return, the part which man plays 
turn, conforms to the LAW 01<' IXCHEASING RETURN, 
which ma.y be stateJ thus :____.An increase of capitnJ and labour 
loads genemlly to an improved organization ;,;~nd therefore in 
those imlustries which are not engaged in raising raw produce 
it gonernJ]y gives It return increased more than in proportion; 
and further this improved organization tendt-;" to diminish or 
even averrille any increased resistance which Nature may offer 
to raising increased amounts of raw produce. If the actions 
of the Laws of Increasing and Diminishing Heturn are ba
and of Con- lanced we have the LAW OF CONSTANT RE'l'URN 
stant Return. and ftn increased produce is Obk1.ined by labau r 
and sacrifice increased just in proportion. 

1 'rhis point is consil1ererl nt some length ill Principles IV. XIII.!. 
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:For the two tendencies tmvards Increasing and J)imillish~ 
iug Return press constantly agninst one another. In tho 
production of wheat and wool, for instance, the latter ten· 
dency has almost exclusive sway in an old country, which 
cannot import freelyl. In turning the wheat into flour, or the 
wool into bhnkets, an increase in the nggregn.te volume of 
production brings some ncw economics, but not many; for tllC 
tmdes of grinding '\vheat and making blankets nre nll'cauy on 
80 grent a scale tha.t any new economies that they may attain 
are more likely to bc the re::mlt of new iuyentions than of 
improved orga.nization. In a couutry however in '\vhich the 
blanket trade is but slightly developed, these latter may be 
important; and then it may happen that an increaHc in the 
aggregatc production of blankets diminishes the pl'oportionnte 
difficulty of mnnufncturing by just as lIluch as it increascs thnt 
of raising the raw llHLterial. In thnt cILse the actions of thc 
Laws of Diminishing and of Increasing H.eturn would just 
neutralize one another; ILnd blankets would conform to the 
Law of Constant Return. But in most of the more delicate 
branche;:; of manufacturing, where the cost of mw materinl 
counts for little, nnd in ll101-;t of the modern tram;port indus
tries the Law of Increasing Returll /Lets nlmost unopposed. 

§ 2. Our discussion of the character and organization of 
indm~try tnken as a whole tends to show that an S b. 

U Jed to cer~ 
increase in the volume of labour causeR in geneml, tain condi~ 

tl I · b· 1 h tions a ler t nngs emg equa, n more t an propor~ , 
tionate increase in the total efficiency of lahour. But we must 
not forget that other things In<ty not bo equal. The incre/LoSe 
of numbers mny be accompanied by more or less general 
adoption of unhealthy and enervating hnbits of life in OVCr

crowded towns. Or it may IH1ve started bndly, outrunning 
tho materinl resources of the people, causing them with illi~ 

perfect appliances to make excessive demand;;; on the Roil; 

1 As regards the struggle of the two tendencies in agriculture, compare 
above Book IV. Ch. III. § 6. 
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and so to call forth the stern action of the La.w of Diminishing 
Return as regards raw produce, without having the power of 
minimizing its effects: having thus begun with poverty, an 
increase in numbers may go on to its too frequent conse
quences in that weakness of character which unfits a people 
for developing a highly organized indusky. 

All this and more may be granted, and yet it remains true 

an intrease of 
numbers may 
be accom
panied by a 
more than 

that the collective efficiency of a people with a 
given average of individual strength and skill 
may increase more than in proportion to their 
numbers. If they can for a time escape from 

proportionate h f h L f D' .. h' R 
in<::rease of t e pressure 0 t e aw 0 ImlfllS lng eturn 

collective effi- by importing food and other raw produce; if their 
ciency. 

wealth, not being consumed in great wars, increases 
at least a~ fast as their numbers; and if they avoid habits 
of life that would enfeeble them; then every increase in 
tlleir numbers is likely for the t/:me to be accompanied by a 
more than proportionate increase in theil· power of obtain
ing material goods. For it enables them to -secure the many 
various economies of specialized skill and specialized machi
nery, of localized industries and production on a large scale: 
it enables them to have increased facilities of cummunication 
of all kinds; while the very closeness of their neighbourhood 
diminisbes the expense of time and effort involved in every 
sort of trnffic between them, and give:-> them new opportunities 
of getting social enjoyments and the comforts and luxuries of 
culture in every form. It is true that against this must be 
set the growing difficulty of fimling solitude and quiet and 
even fre.sh a.ir. This deduction is a weighty one; but there 
still remain:-:; a balance of gootl. 

Taking account of the fact that an increasing density of 
population generally brings with it access to new social enjoy
ments we may give a rather broader scope to this statement 
and say :-An increase of population accompl1nied by an equal 
increase in the mat.erial sources of enjoyment and aids to 
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production is likely to lend to a more than pt'Oportionate in
crease in the aggregate income of enjoyment of all kinds; 
provided firstly, a.n adequate supply of raw produce can he 
ohtained without great difficulty, and secondly there is no 
such overcrowding as causes physical and mornl vigour to be 
impaired uy the Wa.Ilt of fresh ajr and light <Lnd of healthy 
and joyous recreation for the young. 

The nccumubtecl wealth of civilized countries is at present 
growing faster than the population: and though 
it may he true that the wealth pel' head would 
increa.c;e somewhat fa..c;ter if the population did 
not increase quite sn fnxt; yet as a matter of fact 
an increa.se of population if! likely to continue to 
be nccompanied uy a more than proportionate 

The effects of 
a growth of 
numbers must 
be distinguish
ed from those 
of a growth of 
wealth. 

increase of the materi:d 11ids to production: nnd in England 
at the In'esent time, with eaxy access to a.Lundant foreign sup
plies of raw material, nn il1cr(~ase of population is accolIllmnied 
by a more than proportionate increase of the means of satisfying 
human wants other than the need for light, fresh air, &c. It 
must however be remembered that England's foreign ~mpplies 
of mw produce may at :Lily time be checked by cha.nges in the 
trade regulations of other countt-ieH, and may be almost cut 
off hy a great war; while the naval a.nd military expenditure 
which would be necessary to make the country fairly secure 
against this last risk, would appreciably diminish the benefits 
that she derives from the action of the Law of Increasing 

1 The Englishman Mill bursts into uuwonted enthusiasm when speaking of 
the pleasures of wall(lering aloue in beautiful scenery: and lD&lIY American 
writers give fervid descriptions of the growing richness of human life as the 
baekwomlsman fwds neighhours settling around him, as the backwoods settle
ment developes into a village, the village into a town, and the town into 11 

vast city. 



BOOK V. 

TnE EQUILTBIUUM OF DE~lAND AND SUPPLY. 

CHAPTER 1. 

()~ MAHKETS. 

s ]. TN Rpite of a great vn.riety in deta.il nearly all the 
chief problemR of economics have a kernel of 

Most eeono· 
mic problems the :'mme kind. ThiR kernel is rl.ll inquiry as to 

have a com- the balanciu!! of two ol'posed classes of motives, 
mon kernel. '-' 

the one conRisting of desires to acquire certain 
new Goods, and thus satisfy 'V ants ; while the other consists 
of desires to avoid certain EffortR or retain certain immediate 
enjoyments or other Goods, the command over which has 
alr'cady heen acquired; in other words it is~ an inquiry iD:~o 

'the halancing of the forces of Demand and Supply". these 
terms being used in their broadest sense. The purpose of the 
present book is to examine the general conditions of the 
equili.Lrium of demand and supply: illustratioml will be taken 
now from one class of economic problems Rnd now from 
another, but the main course of the reasoning will he kept 
free from assumptions which specially belong to any particular 
class. 

§ 2. \Vhen demand and supply are spoken of in relation 
Definition of a to one another, it is of course necessary that the 
Market. markets to which they refer should be the samc. 
As Cournnt sayH "Economists understand by the term ].rAR~ 
RET, not any particular market place in which things arc 
bought and soJd, but the whole of any region in which buyers 
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and sellers are in such free intercourse with one a.nother tha,t 
the prices of the same goods tend to equality easily and 
quickly." Or again nR Jevons snys :-"Originally a IIw .. rket 
was a. public place in a town where provisions and other 
objects were exposed for sale; but the word has been general
ized, so as to mean any body of persons who are in intimate 
business relations and carry on extensive transaction;;; in any 
commodity. A great city may contain as many IDtLrkets as 
there are importrmt branches of trade, and these markets Illay 
or may not be localized. The central point of a market is the 
public exchange, mart or auction rooms, where the traders 
agree to meet and transact business. In London the Stock 
Market, the Corn :Market, the Coal Market, the Sugar MarkoL, 
and many others are distinctly localized; in Manchester the 
Cotton J\Iarket, the Cotton 'Vasto Market, nnd others. But 
this distinction of locu1ity is not necessary. The traders may 
be spread over a whole town, or region of country, and. yet 
make a market, if they a.re, by means of fairs, meetings, pub
lished price lists, the PORt office or otherwise, in close commu
nication with each other." 

Thus the more nearly perfect a market is, the stronger is 
the tendency for the same price to be paid for the same thing 
at the same time in all parts of the market: but of course if 
the market is large, allowl1nce must be made for the expense 
of delivering the goods to different purchasers; each of whom 
must be supposed to pay in addition to the market price a 
special charge on account of deliveryl. 

§ 3. In applying economic rel1soning,<; in practice it If; 

often difficult to ascertain how far the movements Boundaries of 

of supply and demand in anyone pll"Lce are influ- a market. 

enced by those in another. It is clear that the genel'111 tend
ency of the telegraph, the printing press and steam traffic if; 

1 Thus it is common to see the prices of bulky go()(ls quoted as delivered 
"free on board '. (f.o. b.) any vessel in a certain port, each purchaser having 
to make his own reckollillg for brillgillg the goods borne. 

14-2 
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to extend the area oyer which such influences act and to 
increa.Re their force. The whole \-Vestern 'Yarld may, in 1\ 

senso, he regarded as one market for many kinds of stock 
exchnngfl s(1(;urities, for the more valua.ble metals, and to a 
less exteut for wool and cotton and even wheat; proper a.llow
allce being made f01" expenses of tmnsport, in which may he 
included taxes levieu by any cURtoms houses through which 
the goods hayc to pass. For in all these cases the expense::. 
of tmnsport, including customs uuties, are not sufficient to 
prevent Luyers from all parts of the \Vestern \Vorld from 
competing ·with one another for the Halile supplies. 

There are many special causes wldeh may wiuen Of narrow 
the market of any particular commodity: hut 

General con-
ditions of a nearly 1111 those things for which there is a very 
wide market 
for a thing. 
Suitability for 
grading. 

wiele market are in univot'snl demand, and cnpahle 
of h~ing easily n,nd exactly descrihed. Thus for 
inRtance cotton, wheat, and i!'Ull satisfy wants 

that are tll'gent and nearly universal. They can be easily 
descrihed, so that they can be bought nnd soIll hy persons at a 
distance from one nllother and at a distance also from the 
commodities. If necessary, samples can be taken of them 
which are truly representative: and they C<1n even be "graded," 
as is the n,ctual practice with regard to grain in America, by 
nn independent authority; so that the purchaser lnay be secure 
tlULt what he buys will come up to a given standard, though 
he h<1s nev~r seen a sample of the goods which he is buying; 
n,nu pel'haps would not be able himself to form ;tn opinion on 
it if he did. 

COlllJllOditicH for which there is a very wide m"arket must 

Portability. 
also be such as will bear a long carriage: they 
must he somewhat durable, and their value must 

be considemble in proportion to their bulk. A thing which 
is so hulky that its price is necessarily raised very much when 
it is sold flLr away from the place in which it is produced, 
must as a rule have a narrow market. The lnn,rket for common 



ON MARKETS. 213 

bricks for instance is practically confined to the neal' neigh
bourhooo of the kilns in which they are made: they can 
scarcely ever bear a long cn.rriage by land to a district which 
has any kilnR of its own. But bricks of certain exceptional 
kinds have a market extending over a. great part of England. 

§ 4. Let us then consider more closely the Inn.rkets for 
things which satisfy in an exceptional way these condition,,; 
of being in general demn.nd, cognizable and portable. Thcy 
are, as we have said, stock exchange securities and the more 
valuable metals. 

Anyone share or bond of a public company, or any Lond 
of a government is of exactly the same value as Stock ex
any other of the same issue; and it can make change securi

no difference to any purchn.ser which of the two ti~s. 
he buys .. Some securities, principally th9se of comparatively 
small mining, shipping, and other companies, require .1ocnl 
knowledge, a.nd afe not very easily dealt in except on the 
stock exchanges of provincial towns in their immediate neigh
bourhood. But the whole of England is one market f~l' the 
shares anti bonds of a large English railwn.y. In ol'dinn.l'Y 
times a deaJer will sell, say, Midland Hailwn.y shares, even if 
he has not them himself j because he knows they are always 
coming into the market, <md he is sure to be able to, buy 
them, 

But the strongeBt case of n.ll iR that of securities which n.rc 
called "international," because they are in request in every 
pn.rt of the globe. They arc the bonds of the chief govern
ments, and of very large public companies such as those of the 
Suez C!Lnal and the New York Centml H,ailway. For bonds 
of this class the telegraph keeps prices at almost exactly the 
same level in all the stock exchanges of the world. If the 
price of one of them rises in New York 01' in Paris, in London 
or in Berlin, the mere news of the rise tends to cause a rise in 
other markets; and if for any re,Lson the rise is delayed, thn.t 
particular class of bonds is likely soon to be offered for sale in 
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the high priced market under telegraphic orders from' the 
other markets, while dealers in the first market will be making 
telegraphic purclULRcs in other markets. These sales on the 
one hand, and purchases on the other, strengthen the tendency 
which the price hILS to seek the same leyel everywhere!, 

Stock exchanges then are the pattern on which marketR 
h:LVe been, a.nd are being formen for dealing in 

The wor1d~ 
market fOT the many kinds of produce which can be easily and 
precious me_ exactly described, are portahle ILnd in general de
tals. 

mand. The material commodities however which 
po,:;::;ess these (lualiticf) in the highe.<.;t degree are gold and 
silver. For that very reason they have been chosen by com
mon consent for use as money, to represent the value of 
other things j 1Lue} the world-market ful' them is must highly 
org!Lnizcd . 

.At the opposite extremity to international stock-exchange 
securities antI the more valuable metals are, tirstly, things 
which mm,t be made to oruer to suit particular individuals, 
!juch as well-titting clothes; and secondly, perishable and bulky 
goods, such !LS fresh vegetables, which can seldom be profitnbly 
carried long distances. The tirst can scarcely be sn,id to have 
It wholesa.le market at a.1I; the conditiuns by which their 
price is uetelmined are those of retail buying :Lml selling, and 
the study of them may be pm,tponed ll• 

Thus the character of the markets varies with the area of 
Space over which they extend: but it varies even more with 

1 It is a characteristic fact that securities which are par~ of large issues 
are pref~rre<1 011 the Stock exchange. See Principles V. I. 4. 

'l A lUan may not trouble himself much about small retail purchases: 
he may give half a crown for a packet of l)aper in one shop which he could 
have got for two shillings in another. Bllt it is otherwise with wholesale 
prices. A manufacturer cannot sell a ream of paper for six shillings while 
his neighhour is selling it at five. For those whose business it is to deal 
ill paper know allIlo~t exactly the lowest price at which it can be bought, all!l 
will not pay more than this. The manufacturer has to sell at about tlle 
market price, that is at about the price at which other manfacturers are 
selling at the same time. 
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the length of Time of which account i.s taken; and we t;ll<Lll 
find that if the period is short, the supply is limited to the 
storet; which happen to Le Itt hand: if the period I:; longer, the 
supply will be influenced by the cost of pruducing the com
modity in question; and if the period is very long, this cost 
will be influenced by the cost of producing the laLour and the 
material things re(luired for pr<xlucing the commodity. 'Ve 
HlHLll cow:lider in the next chapter those temporary equilibria 
of demnml amI supply, in which the cost of producing the 
commodity exerts either no influence or merely an imlirect 
influence. 

At a later t:ltage we shall l1avc to combine the difficulties 
with regard to time on the one side of supply with those on 
the side of demand, of which something has already been said I. 

1 Book 111, Ch. IV. § 5. 



CHAPTER II. 

TEMPOHARY EQUILIBRIUM OF DEMAND AND SUPPLY. 

S 1. TIlE simplest case of balance, or equilibrium, between 
Equilibrium ~le§ite and eJfgrt is found when a person satisfies 
between desire one of his wants hy his own direct action, as for 
and effort.. h h . k bl kb " Instance w en e pIC -8 ac ernes.· At first 
the pleasure of eating is much more than enough to repay the 
trouble of picking; in fact the action of picking may itself be 
pleasurable for a time. But after he has eaten a good deal, 
the desire for more diminishes; while the task of picking 
begins to cause weariness. This weariness may be caused 
more by monotony than by fatigue. And when at last his 
eagerness to play and his disinclination for the work of picking 
counterbalance the desire for eating, equilibrium is reached. 
The satisfaction which he can get from picking fruit has 
arrived at its maximum: for up to that time every fresh 
picking has added more to his pleasure than it has taken 
away; and after that time any further picking would take 
away from his pleasure more than it would add. 

In a casual barg!tin that one person makes with another, 
as for instance when two backwoodsmen barter a rifle for a 
canoe, there is seldom anything that can properly be called 
an equilibrium of supply and demand: there is probably a 
surplus of satisfaction on either side; for probably the onc 
would be willing to give something besides the rifle for the 
canoe, if he could not get the canoe otherwise j while the 
other would in cnse of necessity give something besides the 
canoe for the rifle. Let us then turn to the organised markets 
of modern times I. 

1 We may put aside also as of very little practical importaDce, a class of 
dealings which have occupied a good deal of space in economic literature. 
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Let us t.ake a.n illut;tration from a corn-market in It country 
town. The amount which each farmer or other Illustration 

from a tocal 
seller offer~ for sale ILt any price i:-; governed by corn-market of 

his own need for money in h"Lnd, and by hi~ a true though 
temporary 

calculation of the preHent and future conditionH equilibrium. 

of the market with which he is counected_ There are Home 
prices which no seller would accept, some which no one would 
refuse_ There are other intermediate priem; which would be 
accepted for larger 01' :mmllel' ,LlHounts by many or all of t.he 
sellers. Let us assume for the sake of simplicity that all the 
corn in the market is of the same quality. An acute dealer 
having corn for sale may perhapR, after looking around him, 
come to the conclusion that if 378. could be got thl'Oughout 
the day, the farmers between them would be willing to sell to 
the cxtent of about 1,000 quartcrs j amI that if no morc than 
36s_ could be got, several would rcfuHc to sell, 01' would sell 
only small quantities, so that only 700 quarters would be 
brought forward for snle j and that ;]., price of 35,',1_ would unly 
induce some 500 quarters to be brought fnward. Buppo~e him 
further to calculate that millers and others would be willing 
to buy noo quarters if they could he got at 358_ encl., but 
only 700 if they could not be got for less than 368. ,Lud only 
600 if they could not be got for less than 37 s. I He will 

They relate to such thing~ a~ pictures uy the old masters, l"Ul'C coins alld 
other things, which cannot be " graded" at all; for each of them is twique, 
and has no direct equivalent or competitor. Anyone who offers to buy such a 
thing, without any thought of selling it again, has to assure himself ollIy that 
the pleasure he will derive from its possession is as btrcat as that which 
he could get by spending its IJrice in any other way; the highest pricc 
to whieh he will go is governed hy the utility or pleasure giving power 
to him of money on the one hand awl the object of worth on the other_ 
And therefore the price at which such a thing is sold will depend very much 
on whether ally rich persolls with It faucy for that IHu·ticular thiug happeu to 
be present at its sale. IT not, it will probabJy be bought by dealers who 
reckon Oll being able to sell it at a profit; aud the variations in the priee for 
which the same picture sells at successive auctiolls, great as they are, would 
be much greater still if it were 1I0t for the steadying iufluence of professional 
and semi-professiollal purchasers. 

1 This rel:!Ult of his study of the market Iliay be put iu a tabular form thus; 
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conclude that a price of 36s., if established at once, would 
equate JSupply and demand, because the amount oHered for sale 
at that price would ellual the amount which could just find 
purchasers !Lt that price. He will therefore take at once any 
offer (~onsidembly oyer 36s.; and other sellers will do the same. 

Duyer::; Ull their pnrt ·will make similar calculations; and 
if at any tillle tIle price ;;.;hould rise considerably above 368. 
they will argue thiLt the supply will be much greater than 
the denmnd ILt that price; therefore even those of them who 
would rather pny that price than go unserved, wait, and by 
waiting they help to bring the price down. On the other 
hand, when the price is much below 3uli. even those sellers 
who would ra.ther take the price than leave the market with 
their corn um;old, may argue that at that price the demand 
will he in excess of the supply: :so they wait, and by waiting 
help to bring the price up. 
\ The price of 36$. ha . .s tllUs 1L claim to be called the true 
equilibrium price: because if it were fixed on at the begin
ning, and adhered' to throughout, it would exactly equate 
demand and .supply (i.e. tho amount which buyers were willing 
to purchase at that price would be j list equal to that for 
which sellors were willing to take that price); and because 
every dealer who has a perfect knowledge of the circumstances 
of the market expects that price to be established, If he sees 
the price differing much from 368. he expects that a change 
will come before long, and by anticipating it he helps it to 
come quicklyl. 

At the price 
;-H.~. 

3fi,.,.. 
35,.,.. 

Sellers will be 
willing to sell 
1000 quarters, 
700 
500 

Buyers will be 
willing to buy 
600 quarters. 
700 
900 

1 But in this case there is a latent assumptioli, which may be mi~hievous if 
not lloticetl, that the marginal utility of money to the several dealers [loes not 
appreciably change during the dealing. This is generally true in a corn· 
market, but in a labour market the exceptions are often of great practical 
importance. See rrillctjJles V. II. on this subject and for a "Note on 
Barter." 



CHAPTER Ill. 

E(~UILl.BHIU1\L OF NORMAL DEMAND AKD ~UPJ'Lr. 

§ 1. EVK~" in the cOl'n-exclmnge of a country town on a 

market-day the equilibrium pl'iec is affected by Transition 

calculations of the future rela,tions of production from market to 
_, - h-I - I I I' normal price. anu consumptIOn; W 1 e III t w cae lng corn-

markets of America and Eurupe dealings fur futuro delivery 
already predomina.te and arc mphlly weaving into Olle web 
all the leading threads of trade in coru throughout tho whole 
world. If it is t,hought that the growers of any kiud uf grain 
in any part of the world have Leen losing mOllcy) and arc 
likely to sow a, leHH area for ~t futuro harvest, it is argued that 
prices arc likely to rise as soon as that harvest comes into 
sight j anticipa,tiom;.uf tha.t l'i::;c will exercise an influellce on 
present ::;ales ft)[· future delivery, and tlmt in its turn influences 
cash prices; so that the::;e price::; arc indirectly :dfeded by 
estinmte::; of the expenses of producing further supplies. 

But in this amI tIte fullowing chapters we are Rpecially 
eonceJ'ned with movements of price ranging over still longer 
perious th<tn thm;e for which the Illost far-sighted dealers in 
futures generally make their reckoning: we have to consider 
the volume of production adjusting itself to the conditions 
of the market, and the normlLl price being thus determined 
at the position of ::;t<Lble C{luilioriulll of normal demand and 
normal supply. 

§ 2. 'Ve mILy take up the discussion of the analogy 
between the supply price and the dem11nd price The account 

of a, commodity at the point at which we left it of supply price 
carried a little 

when, for the moment assuming that the effici- further. 
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eney of production dependeu solely upon the exertion.::; of the 
workerl::\J 'VB &'Lid "the price required to call forth the exertion 
neceHHary for producing any given amount of a commodity 
may be enlled the ~.l.Y.J?.r!£~ .. }or that amount l

." But now 
we have to btke l1CCOUUt of the fact that the production of n. 

commodity generally requires many different kinds of labour 
and the lll:ie of ciLpital in many forms. The exertions of all 
the different kinds of labour that are directly or indirectly 
involved in ma.king it; together \vith the abstinence::; or 
rather the waitjngs required for saving the capital used in 
making it: nJI these, efforts and sacrifices together will be 

clLllcd its REAL Cos'!' Ol<:~PHoDuc'J'roN. The sums 
Real and 
Money Cost of 
Production. 

of money tlw,t have to be paid fol' these efforts 
and sacl'ifices " ... ill be called either its ]\'[ONEY 

COST m' PnODUC'J'lOX, or, for shortness, its EXPENSES OF 

Expenses of PnODUC'l'lOX; they are the prices which have to 
Production. be paid in order to call forth an adequate supply 
of the efforts and waitings that are required for nmking it; 
or, in other words, they are its supply price 2

• 

\Ve may arrange the things required for making a 
commodity into whatever groups nre convenient, and call 
Factorsofpro- them its FAC'l'OHS 01<' PRODUC'l'IO:S. Its expenses 
duction. of production when any given amount of it is 
produced are thus the supply prices of the corresponding 
quantities of its factors of production. And the sum of these 
is the supply price of that nmount of the commodity. 

These expenses of production are estimated on the margin 
of cultivation. That is, they are estimated for a part of t~e 

1 Book IV. Ch. I. § 1. 
i! Mill aJl(l some other ecollumists have followed the l)ractice of ordinary 

life in USillg the tenn COl:it of Productioll ill two sellses, sometimes to signify 
the difficulty of producing n. thiug, and sometimes to express the outlay of 
mOlley that has to be incurred ill order to induce people to overcome this 
difficulty and produce it. But by pa~sillg from one use of the term to 
the other without giving explicit warning, they have led to many misunder
standillgs and much barren controversy. 
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produce which is raised either on land that pays no rent 
because it is poor or badly situated; or, which Rent in rela_ 

is more probable, they are raised on land which tion t,o exPden- 1_ ses 0 pro uc-
does pay rent, uut by applications of capital tion. 

and labour which only jUf';t pay their way, and therefore can 
contribute nothing toward!:l the rent. It is these expen)-i\:;:-\ 
which the demand must just cover: for if it docs not, tllC 
supply will fall off, and the price be raised till it doe!:! cover 
them. '\It is to these expenses therefore that the price 
conforms: and, as Ricardo pointed out, rent docs not appea.I' 
as an element of them I:' 

1 COmlJare ahove, Book IV. ch. III. § 2. Ricarrlo's argument may be 
extended to the ground·rents of factories &c,: but this iutroduees questions 
of great difficulty, for a full treatment of wlJich the reader must be refprre<1 to 
Principles V. VITI, Evcn with regal'a to raw produce Ricardo's doctrine lleeds 
to be carefully interpreted, as is argucd ill the same place. A slight aua 
imperfect sketch of the main position with regard to raw prodllee may be 
inserted here. 

Suppose that, with an average hanest, tell millioll quarters of COl'll are 
raise(l in Englall(l, and that the Expenscs of production of the last million 
quarters are at the raw of 3;)8. a quarter. If the farmers had expected to get 
less than 353. a quarter thcy would not have raised these last qwu·ten:;. Ana 
since they find it worth· their while to raise the whole tell million, we 
know that they get 358. for e:tch of the last million. And in the same market 
there can only be one price for one and the same commodity. Therefore 
the average price of all the corn in the market must be 35s. 

The Expenses of pro[luction of some of the corn may have been only 2;i,Q. a 
quarter. The 30s. got for a. quarter of this COni is divided into 25,'1. which 
goes to the farmer, and lO,q. which goes to the landlord as rent. AHd if 
a person looks at this corn he may argue that its whole Expenses of 
production were 25s. to cover the farmer';; outlay aud lOs. to pay his reut, 
and that therefore rent enters into the Expenses of production of t.his corn. 
Hc would be right if he meant only that the Expenses of production of 
this particular quarter of corn cannot be found by merely reckoning up 
the wages and profits of the labour and callital that wcre spcnt in raising it. 
But he would be wrong if he meant that the selling price of coru was 
governed by the rent that has to be paid for the use of land. He would 
then be mistaking cause for effect, alld effect for cause. Rent is not the 
cause of a high price of COl'll, but its effect. The pricc of corn must be 011 the 
average just high enough to cover the Expenses of production of that portion 
of it which is raised under the most unfavourable conditions. The amouut 
that is raised, and thc price at which it is sold, are thus governe(l by the 
numbers of the population which demallds COl'll on the Olle hand, and by the 
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§ 3. It must Hot be forgotten that trading expenses enter 
Relative im- into the expenses of production in almost every 
portance of caRe; and that in Rome cases they are a very 
different ele-
ments of Cost large part of the whole. For instance, the supply 
of Production. price of wood in the neighbourhood of Canadian 
forests often consists almost exclusively of the price of the 
la.Lour of lumber mon: but the supply price of Canadian deal 
in the wholesale London market consists in a large meaRure of 
freights; while the supply price of the same wood to a small 
retail huyer in an English country town is more than half 
made up of the charges of the railways and roiddJemen who 
h/we brought what he wants to his doors, and keep a stock of 
it rea(ly for him. Again, the supply price of a certain kind 
of labour may for some purposes be analysed into the expenses 
of rearing, of general educ11tion and of special trade edu
cation. 

I t is to he taken for granted that as far as the knowledge 
and business enterprise of the producers reach, they will in 
each case choose those fIWtOJ'S of production which are best 
for their purpose; that is, which will attain the desired end 
for the lenst total outlay and trouble to themselves. 'Vhenever 

amount of fertile lalld, which is the source of SnlJply, on the other. The price 
tends to equal the Expenses of production of that which is raised uuder the 
most unfavourabJe conditions and which pays no rcnt. The rent il. governed 
by the excess of this price over the Expenses of production of the other 
produce that the fanner raises more easily. 

The general nature of the extension of this argument to Rents other than 
those of agricultural land may be indicated thus:-When different producers 
have different advantages for producing a thing, its price must be sufficient 
to cover the expenses of production of those producers who have no special 
and exceptional facilities; for if not they will withhold or diminish their 
productioll, and the scarcity of the amount supplied, relatively to the demand, 
will raise the price. ,Vhen the market is in equilibrium, amI the thing is 
being sold at a l)rice which covers these expellses, there remains a sUl'plus 
beyonu their expellses for those who have the assistance of any exceptional 
atlvantages. If these advantages arise from the command over free gifts 

. of nature, the surplus is called a Producer's Surplus or Prouucer's Rent: 
there is a Surplus in any case, aud if the owner of a free gift of nature lends it 
out to another, he call generally get for its use a Rent equivalent to this 
Surplus. Sec also below, Book v. ell. v. § 4. 
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it appenrs to the producers thnt this is not the ClLse, they will, 
as a rule, set to work to substitute the less The Law of 

eXPIlI!§.h:e mcthod.~ \Ve may call this, for ~-;;l~'- Substitution. 

venience of reference, TIlE LAW OF SUnSTITUTIO~. 

§ 4. In our typictLl mnrket then we assume tha.t the 
forces of demand a.nd supply have free pe'lay,' We assume 
that there is no combination among deaJers on free play for 

demand and 
either side; but each acts for himself, and there supply in the.' 

isfree competition/ that is, buyers compete freely market. 

with buyers, and sellers compete freely with sellers. But 
though everyone acts for himself, his knowledge of what 
others a.re doing is t'lUpposed to be generally sufficient to 
prevent him from taking a lower or paying a higher prico 
tha,n others are doing. 

In such a ma.rket there is a definite demand price for each 
amount of the commodity, that is, a definite price at which 
each plLrticulD.r amount of the commodity can find purchasers 
in a yenr, or whatever other period we choose as our unit of 
time: the more of a thing is offered for sale in a market, the 
lower is the price at which it will find purchasers; or in other 
word~ .. !:.he demand price for each unit diminishes with every 
increase in the amount offered.} 

In like way there is a supply price, t.hat is., a price which 
may be expected to call forth a supply of each particu1a.l 
amount in a unit of time. To give precision to the iueas, 
let liS suppose that a person well fLcquainted Construction 

with the woollen trade Rets himself to inquire of the supply 

what would be the norma.l supply price of a schedule. 

certain number of millions of yards annually of a particular 
kind of cloth. He would have to reckon (i) the price of the 
wool, coal, and other materials which would be used up in 
making it, (ii) wear-a~d-tear and depreciation of the LuildingH, 
machinery and other fixed capitfLI, (iii) interest and insurallce 
on uJI the capitfLI, (iv) the wages of those who work in the 
factories, and (v) the grosf) Earnings of 1\ianagement, (in-
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duding insurance against loss) of those who undertake the 
risks, who engineer and superintend the working. He would 
of course estiml1te the supply prices of all these different 
fnctors of production of the cloth with reference to the 
amounts of each of them that would be wanted; and he would 
suppose that the conditions of supply "muld be normal, and 
that the expenses of production were those of a Representative 
Firml, 

Let us Imppose a list of supply prices (or a. supply schedule) 
nmde on a similar plan to that of our list of demanu prices (or 
demand Rchedule g

): the supply price of the production of each 
amount of the commodity in a year (or any other unit of time) 
being written against that amount 3

• As the (annual) amount 
prouuced incl'el1ses, 1,}w supply price may either increase or 

I See Bool{ IV. Ch. XIII. § 1. 
2 See Book III. Cli. III. § 4. 
~ Measurillg, as ill the case of the 

demand curve, amOlluts of the commodity 
along Ox and prices parallel to Oy, we 11 
get for each puint AI along Ox a line Jfl' 
drawn at right angles to it measuring the 
supply price for the amount OM, the 
extremity of which, 1', may be called a 
.mJlpl!J point; this price JJ1' beiug made S 

up of the supply prices of the several $1 

factors of production for the amount OJ!. 
'fhe locus of P may be called the supply 83 

CIl1"'/:e. 

Fig. (5). 

p 

1', 

P, 

s' 

'. .,' 

,,' 

Suppose, for instance, that we cl.tssify s2L_----tr.----;.,' 
the expenses of productiou of our repre· S 1 PI 

scntative firm, when an amount Q.ll of 
cloth is being l)rOlluced, uuder the heads 0 
of (i) NpI' the supply price of the wool 

M 

alld other ci!'cuhting capital which wonld be consumed in making it, (ii) 1IIP2 
tile correspOluling wear·alHl·tcar and depredation on buildings, machinery 
aml other Jixed capital; (iii) P2Pa the interest and insurance on all the capital, 
(iY) PaP4 the wages of those who work in the factory, and (v) 2)4[' the gross 
earnings of management, &e. of those who umlertake the risks and direct the 
work. Thus as 1II moyes from 0 towanls the right Pi' ])2, Pa, P4 will each 
trace out a cnrve, and the ultimate supply curve traced out by P will be thus 
shown as obtained hy superimposing the supply cnrves for the several factors 
of production of the ('loth. 

It lLLllst be remembel'ell that these SUP})}y IJrices are the prices not of units 
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diminish, or it may even alternately increase and diminish 1. 

For if nature is offering a sturdy resistance to man's efforts to 
wring from her a larger supply of raw material, while at that 
particular stage there is no great room for introducing im~ 
portant new economies into the manufacture, the supply price 
will rise; but if the volume of production were greater, it 
would perhaps be profitable to substitute largely machine work 
for hand work and steam power for muscular force; and the 
increase in the volume of production would have diminished 
the expenses of production of the commodity of our Repre~ 
sentative firm i. 

§ 5. When therefore the amount produced (in a unit of 
time) is such that the demand price is greater What ismeant 

than the supply price, then sellers receive more byequi-

than is sufficient to make it worth their while to librium. 

bring goods to market to that amount; and there is at work 
an active force tending to increase the amount brought forward 
for sale. On the other hand, when the amount produced is 
such that the demand price is less than the supply price, 
sellers receive less thn.n is sufficient to make it worth their 
while to bring goods to market on that scnJe; so that those 
who were just on the margin of doubt as to whether to go on 
producing are decided not to uo so, and there is an active 

of the several factors but of those amounts of the several factors which are 
required for producing a yard of the cloth. Thus, for instance, PsP. is the 
supply price not of any fixed amouut of labour but of that amount of labour 
which is employed in making a yard where there is an aggregate production of 
OM yards. (See above, § 3.) We need not trouble ourselves to consitler 
here whether the ground.rent of the factory must be put into a class by itself: 
and we are taking no notice of rates and taxes, for which he would of course 
have to make his accOlmt. 

1 That is, a point moving along the supply curve towards the right 
may either rise or fall, or even it may alternately rise and fall. 

\I Those cases in which the supply price falls as the amount increases 
involve special difficulties of their own. And, in order that we may get a clear 
view of the broad relations between normal demand and supply, let us leave 
them out of account here, and confine our attention to cases in which the 
nonnal supply price either remains constant for different amounts or increases 
as the a.mount produced increases. 

M, 15 
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force at work tending to diminish the amount brought forward 
for sale. \Vhen the demand price is equal to the supply price, 
the amount produced has no tendency either to be increa..<>ed 
or to be diminished; it is in equilibrium. 

When demand and supply are in equilibrium, the amount 
Equilibrium- of the commodity which is being produced in a 
amount and unit of time may be called the EQUILIBRIUM
equilibrium-
price. A)lOUNT, and the price at which it is being sold 
may be called the EQUILIBRtUllI-PRICE; and such an equilibrium 
is stable. 

}l~or if any accident should move the scale of production 
from its equilibrium position (or position of rest), there will 
be instantly brought into play forces tending to bring it back 
to that position; just as, if a stone hanging by 11 string is 
displaced from its equilibrium position, the force of gravity 
will at once tend to bring it back to its equilibrium position l

• 

1 It will be fouml to be a characteristic of stable equilibria that in them 
the demand price is greater than the supply price for amounts just less than 
the equilibrium amount, and vice versa. For when the dema.nd price is 
greater than the supply price, the amount produced tends to increase; and 
therefore, if the demand price is grea.ter than the supply price for amounts 
just less than an equilibrium amount, then if the scale of production is 
temporarily diminished somewhat below that equilibrium position, it will tend 
to return; thus the equilibrium is stable for displacements in that direction. 
If the demand price is greater than the supply price for amounts just less 
than the eqUilibrium amount, it is sure to be less than the supply price for 
amounts just grea.ter: and therefore, if the scale of production is somewhat 
increased beyond the equilibrium position, it will tend to return i and the 
equilibriwn will be stable for displacements in that direction also. 

, D Fig. (ti). 

d 
A 8 s' 

s 
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To represent the equilibrium of demand and sup· 
ply geometrically we may draw the demand and 
supply curves together as in Fig. 6. If then OR 
represents the. rate at which production is being 
actually carried 011, and Rd the demand price is 
greater than Rs the supply price, the production is 
exceptionally profitable, and will be increased. R, 
the amount-index, as we may call it, will move to 
the right. On the other hand, if Rd is less than Rs, 
R will move to the left. If Rd is equal to Rs, that 
is, if R is vertically under a point of intersection 

of the curves, demalld und supply are in equilibrium_ 
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But in real life such oscillations are seldom as rhythmical 
as those of a stone hanging freely from a. string; the com
parison would be more exact if the string were SuppOf'icd to 
hang in the troubled waters of a mill-race, whose stream was 
at one time allowed to flow freely, and at another partially 
cut off: The demand and supply schedules do not in practice 
remain unchanged for a long time together, but are constantly 
being changed j and every change in them alters the equi
librium amount and the equilibrium price, and thus gives new 
positions to the centres about which the amount and the price 
tend to oscillate. 

§ 6. There has been It long controversy as to whether 
"Cost of production" or "Utility" governs value. Influences of 

It might' as rea~onahly he disputed whether it is Utility and 
Cost of pro_ 

the upper or the lower blade of a pair of scissors duction on 

that cuts a piece of plLper. It is true that when value. 

one blade is held still, nnd the cutting is effected by moving 
the other, we may say with careless brevity that the cutting 
is done by the second; but the statement is not strictly 
accurate, and is to be .excused only so long as it cbims to be 
merely a "popular" and not a strictly scientific account of 
wha.t actually happens. 

In the same way, when a thing already made has to Lc 
sold, the prices which people will be willing to 

The former 
pay for it will be governed by their desire to preponderates 

have it, together with the amount they can in market 
values; 

afford to spend on it. Their desire to have it 

This mny be taken as the typical diagram for stable eqUilibrium for ft 

commodity that obeys the Law of Diminishing Return. Bu~ if we had made 
88' a horizontal straight line, we should have represented the case of 
"Constant Return," in which the supply price is the same for all amouuts of 
the commodity. And if we had made RB' inclined negatively, but less steeply 
than DD', we should have got a case of stable equilibrium for a commodity 
which obcys the Law of Increasing Return. In either case the above 
reasoning remains unchanged without the alteration of a wonI or a letter; 
but the last case introduces difficnltit'i'I for a. (liscussion of which the rea.der 
must be referred to Principles V. XI. 

15-2 
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depends pfl,rtly on the chance that, if they do not buy it, 
they will be able to get nnother thing like it at 11S Iowa price: 
this depends on the causes that govern the supply of it, and 
this again upon Cost of production. But it may so happen 
that the stock to he sold is practically fixed. This for instance 
is the case with fL fish market, in which the value of fish for 
the day is determined almost exclusively by the stock on the 
slabs in relation to the demand. And if a person chooses to 
take the stock for granted; and say that the price is governed 
by demand, his brevity may perhaps be excused so long as he 
does not claim strict accuracy. So again it may be pardonable, 
but it is not strictly a.ccurate to say that the varying prices 
which the same rare book fetches, when sold and resold at 
Christie's auction room, are determined exclusively by 
demand. 

Taking a case <Lt the opposite extreme, we find some 
the latter in commodities which conform pretty closely to the 
normal values. Law of Constant Return; that is to say, their 
average cost of production will be very nearly the same 
whether they are produced in sman quantities or in large. 
In such a case the normal level about which the market price 
fluctuates will be this definite and fixed (money) Cost of 
production. If the demand happens to he great, the market 
price will rise for a time above the level; hut as a result 
production will increase and the market price will fall: and 
conversely, if the demand falls for a time below its ordinary 
level. 

In such a case, if <L person chooses to neglect market 
fiuctuationf'l, and to t<Lke it for granted that there will anyhow 
be enough demand for the commodity to insure that some 
of it, more or less, will find purchasers at a price equal 
to this Cost of production, then he may be excused for 
ignoring the influence of demand, and speaking of (normal) 
price as uetcrmine<l by Cost of production-provided only he 
docs not claim scientific accuracy for the wording of his 
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doctrine, lLnd explains the influence of demand ill its right 
place. 

Thus we lIliLY SlLY that, as a general rule, the shorter the 
period which we arc considering the greater must be the slla.re 
of our attention which is given to the influence of demantl on 
value; and the longer the period, the more importa.llt will be 
the influence of cost of production on value l

• 

1 The earlier economists of this century were in the habit of speaking 
l)riefiyof cost of production as determining, i.e. governing, value: having in 
mind the typical case of the normal value of a thing that obeys the Law of 
Constant Hetum. But the habit proved mischievous. It confused many of 
their readers; and they themselves were lcll by it to pay too littlc II.ttcntioll 
to the inliuence of demand in cases in which it was really important. Ami 
about twenty years ago Jevolls (and some others) made a careful study of 
demand, doing excellent work; and it was only natural that he should 
complain of the way in which demand had been slighted by most (though not 
all) of the earlier writers. But he went further than this. He declared 
Rimmlo's doctrine to be fun(mmentally wrong; and assertell in opposition to 
it that "value depemls entirely on utility." 

But this seems to be an error. For the half·truth that value is governed 
by utility, if put forward as the whole truth, is equally unscientific and 
practically a great d(>al more mi~leading and mischievous than the other half· 
truth that value is governed by cost of production. 

The subject of this Section is discussed at lellgth in the" Note on Ricardo's 
Theory of Value" at the end of Book V. of the Principles; where also 
Rkardo is defended from the charge that he 1euds support to the doctrin\:! 
of Carl Marx and other socialists that normal value is govenled by the 
labour·cost of production of 1\ commodity without any reference to that 
waitiflg,co8t which is involvcd by keeping the requisite capital ready for use, 
and is rewar(}ed by interest on capital. 



CHAPTER IV. 

INVEHTl\1J<~NT 01<' ltESOUltCES FOlt A DISTANT RETURN. 

I'B.Il\IE COST AND TOTAL COST. 

§ 1. LET us suppose a man to build a house for himself on 
Motives deter- land, a,nd of materi<11R, which Nature supplies 
mining the in- flratis and to make his implements as he goes' 
vestment of J J , 

capital. the labour of making them being counted as part 
of the labour of building the house. He would have t,o estimate 
the efforts required for building on any proposed plan; and to 
:tHow almost instinctively an amount increasing in geometrical 
proportion (a sort of compound interest) for the period that 
would elapse between e.:'1ch effort and the time when the house 
would be ready for his use. The utility of the house to him 
when finished would have to compensate him not only for the 
,efforts, but for the waitings I. 

This case illustrates the way in which the efforts and 
.,S,a£rifices which are the Real cost of production of a thing, 
underlie the expenses which are its Money cost. But the 
modern business man commonly takes the payments which he 
has to make, whether for wages or raw material, as he findB 
them j without staying to inquire how far they are an accurate 
measure of the efforts and sacrifices to which they correspond. 
His expenditure is generally made piece~meal j and the longer 
he expects to wait for the fruit of any outlay, the richer must 
that fruit be in order to compensate him. The anticipated 
fruit may not be certain; and in that case he will have to 
<tllow for the risk of failure. After making that allowance, 

1 See above Book IV. Ch. VIU. § 6. 
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the fruit of the outlay must be expected to exceed the outla.y 
itself by an amount which, independently of his own relllU
neration, increases at compound interest in proportion to the 
time of waiting l

• 

§ 2. At the beginning of a business an estimate is made 
of the profits likely to be earned in it. The The Law of 

undertaker is continually comparing the efficiency Substitution. 

and the supply prices of different factors of production which 
may be used in obtaining the same result, so as to hit upon 
tha.t combination which will give the largest incomings in 
proportion to any given outlay; or, in other words, he is 
ceaselessly occupied with the Law of SubstitutionS!. 

Every locality has incidents of its own which affect in 
various ways the methods of arrangement of every class of 
business that is carried on in it. But even in the same place 
n,nd the sn,me trade no two persons pursuing the same aims 
will adopt exactly the same routes. The tendency Different 

to variation is a factor of progress; and the abler routes are 
chosen in ob

are the undertakers in any trade the more power- taining the 

ful is this factor likely to be. In some trades, same end. 

as for instance cotton~spinning, the possible variations are 
confined within narrow limits: no one can hold his own at all 
who does not use machinery, and very nearly the latest 
machinery, for every part of the work. But in others, as for 
instance in some branches of the wood and metal trades, in 
farming, and in shopkeeping there can be great variations. 
For instance, of two manufa.cturers in the same trade, one will 
perhaps have n, larger wages bill and the other heavier charges 
on account of machinery; of two retail dealers one will have a 
larger capital locked up in stock, and the other will spend 
more on advertisements and other means of building up the 
immaterial capital of a profitable trooe connection. And in 

1 'l'he analysis indicated in thiOl Sl..'Ctiol! is worked out fully ill Principles 
V. IV. I, 2. 

2 Book V. Ch. 1lI. § 3. 
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minor details the v:1l'iations are numberles::;. Each man's 
actions arc influenced by his special opportunities and re
sources, as well as by his temperament and his associl1tions. 

But er-LCh mall, t'Lking account of his own means, will push 
the investment of ca,pital in his business in each several 
direction until wlmt appears in his judgment to be the margin 
The margin of of profitableness is reached; that is, until there 
profitableness. seems to him no good reason for thinking that 
the gains resulting from any further investment in that 
pD"rticular direction would compensate him for his outlay. 
The margin of profitableness is not to be regarded as a mere 
point on anyone fixed line of possible investment; but as a 
boundary line of irregular shape cutting one after another 
every possible line of investment. 

§ 3. 'Vhen investing his capital in providing the means 
of carrying on a business, the undertaker looks to being 
recouped by the price obtained for its various products; and 
he expects to be able under normal conditions to charge for 
each of them a price that will cover not only its (AIoney) 
Special, Direct or PRIME COST; i. e. expenses which he 
Prime Cost. incurs directly and specially for it, but also a 
Supplemen- share of the general expenses of the business, 
tary and Total 
Cost. which we may call its SUPPLEMENTARY COST. 

These two elements together make its (Money) TOTAL COST. 

The term Prime Cost is used in different ways in different 
businesses. But it will be best to take it here in a rather 
narrow sense, which includes nothing but the (money) cost of 
the raw material used in making the commodity and the 
wages of that part of the labour spent on it which is paid by 
the day or the week. The salaries of the upper employes are 
excluded, partly because the time which they have devoted 
specinlly to it cannot always be easily ascertained, and partly 
because the clw.rges to which the business is put on account of 
their s::Llu.ries cannot be adapted quickly to changes in the 
::Lmount of work t.here is for them to do. 
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This is the Prime cost which a JnaIlufacturer heLl:! COIll

manly in view when, trade being slack, he is calculating the 
lowest price at which it would be worth his while to accept 
an order, irrespectively of any effect that his action might 
have in spoiling the market for future orders. In trades 
which use very expensive plant, the Supplementary cost of 
goods is a largo part of their Total cost; and an order at 
much less than their normal price may leave a large surplus 
above their direct, special or Prime cost. 

But, as will be mOl'e clearly seen in the next Chaptel', 
every class of business must afford, in the long run, prices 
that cover the Supplementary as well as the Prime costs of 
the things produced by it; otherwise capital and labour will 
tend to leave the trade. And the income which in the long 
run covers Supplementary costs, and thus enters into normal 
Profits, will be found to have some resemblance to Rent for 
problems that deal only with short periods. 



CHAPTER V. 

EQUILIlHtIU::-'l OF NORMAL DEMAND AND SUPPLY, CON

TINUED. THE Tlm.~l NORMAL WITll REFERENCE TO 

LONG AND SHOUT PEIUODS. 

§ 1. \V HEN it is said that the price of wool on a, certain 
day was abnofma]1y high though the average price for the 
year was abnormally low, that the wages of coal-miners were 
abnonnally high in 1872 and abnormally low in 1879, that the 

(ren.l) wa,zes of labour were abnormally high at 
Elasticity of '-' 
the term the end of the fourteent,h cent,ury, and abnormally 
normal. 

low in the middle of the sixteenth, everyone 
unuerstands t,hat the scope of the term normal is not the 
same in these various cases. 

But though applications of the tenn Nonnal are thus 

L d h 
clastic', and capable of being extended gradually 

ong an S ort 
pe;iod normal from very short to very long periods; yet these 
prices. periods may be divided roughly into two classes. 
In the first chss there is time for the supply of those things 
which are used in producing the commodity (or in other 
, .... ord:.;, its factors of production), to adapt itself to the 
demand; in the second cJass there is not. 

1 Compare above Book I. Ch. VI. § 5. The economist merely brings to 
light difficulties that are latent in the common discourse of life, so that by 
being frankly faced they may be thoroughly overcome. For in ordinary life 
it ill cUf'itomary to use the word Normal in different senses, with reference to 
different lleriOtls of time; and to leave the context to explain tlle transition 
from one to another. The economist follows this practice of every day life: 
but, by taking pains to indicate this transition, he sometimes seems to have 
created a. complexity, which in fact he hal:! oilly reYealed. 
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For instance, on the day following a In.rge ca.tch of 
mackerel the price in the market may settle Illustration 

down after a little manc::cuvring to an equilibrium from fish-
markets. 

level at as many pence as it had been at shillings 
on tho previous day; and this change will in no way depend 
on the normal cost of catching mackerel, it will be governed 
by the volume of the past catch, with perhaps Oscillations of 

Home slight reference to the chance that a similar market price 
about short

catch may be had all the morrow. If we suppose period normal 

the boat to be owned by a capitalist undertaker supply price. 

who pays the fisherman by the day, the net earnings of his boat 
for the day will be the excess of the price he gets for his fish 
over his outlay for wagei::! and stores, together with allowance 
for the injury done to the boat and net by the day's work 1. 

For that particular day this excess may be either more or 
less than the normal supply price required to make it worth 
his while to provide the bOllt and its equipment and the 
business organization needed for managing it and selling its 
catch. But if, in the long run and on the average, it is more 
than this normal supply price, capital will drift into the 
fishing trade; if less, it will drift out; that is to say old boats 
and nets, when worn out, will seldom be replaced. And 
therefore, if the general conditions of the fishing trade arc 
U Stationary" the earnings of the boat will oscillate about this 
nonnal supply price as a position of stable equilibrium. 

But next suppose there to be great increase in the general 
demand for fish, such for instance as might arise Oscillations of 

short_period 
from the spreading of a disease through all kinds normal supply 

of farm stock simultaneously, by which meat was price about its 
equilibrium 

made a dear and dangerous food. The increased position. 

dem~nd for fish could not well be met without bringing into 
the fishing trade some people from outside, who were not 
fitted by training to do its work well, and to whom many of 

1 This excess we shall find reason later 011 to call a Producer's Surplus 
or QUCl8i.rent. 
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its ordinary incidents would pruyc grC!1t hardships. Old and 
unsuitable boats would be pressed into the service; while the 
better class of boats would earn an excess above the expenses 
of working them, that would amount in a year p~rhaps to 
fifty per cent. or more on their total cost; and able fishermen, 
whether paid by shares or by the day, might for a time get 
twice their ordinary wages. Thus the (short-period) normal 
price of fish would be higher tha.n before. Variations in the 
catch of fhih fl'om day to day might make the market price 
oscillate at least as violently as before ahout this normal level 
for an increased amount, but this level would risc rapidly 
with evory such increase of demand. 

Of course these high prices would tend to bring capita.l 
anu labour into the trade: but if it were expected that the 
disease among live stock would not last very long, and that 
therefore the unusual demand for fish would die away in a 
few years, people would be cautious about investing capital 
and skill in a trade that was in danger of being glutted. And 
therefore, though when the demand slackened off, the price 
would fall too, and probably below its old level; yet so long 
as the dem/1nd was fully maintained the price would keep up. 
And here we see an illustration of the almost universal law 
that an increase in tAe arrwunt dem~nded raises tAe short-period 
normal supply price. 

§ 2. But if we tum to consider the long-period normal 
supply price, we shall find that it is governed by a different 
Long period set of causes, and with different results. For 
normal de_ suppose that the disuse of meat causes a permanent 
mand and 
supply in distaste for it, and that n.n increased demand for 
equilibrium. fj:-;h continues long enough to enable the forces 
by which it~ Bupply is governed to work out their action 
fully. The source of supply in the Rea might perha.ps show 
Higns of exhaustion, and the fishermen might have to resort 
to more distant coasts and to deeper waters, Nature giving a. 
Diminishing Return to the increased application of capital 
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and labour of It given order of efRciency. On the other hand, 
those might turn out to be right who think that man i1:l 
responsible for but a very small part of the destruction of fish 
that is constantly going on; and in that case a boat starting 
with equally good appliances and an equally efficient crew 
would be likely to get nearly as good a haul after the increase 
in the total volume of the fishing trade as before. In any 
case the nonnal Real Cost :lnd therefore (the general purchas
ing power of money being assumed stationary) the normal 
~loney Cost of equipping a good boat with an efficient crew 
would certainly not be higher, and probably be a little lower 
after the trade had settled down to its now increased dimen
sions than before. For since fishermen require only trained 
aptitudes, and not any exceptional natural qualities, their 
number could be increased in less than a generation to almost 
any extent that was necessary to meet the demand; while the 
industries connected with building boats, making nets &c. 
being now on a larger scale would be organized more 
thoroughly and economically. If therefore the waters of the 
sea showed no signs of depletion of fish, an increased supply 
could be produced at i lower price after a time sufficiently 
long to enable the nOrImLl action of economic causes to work 
itself out: and, the term Normal being taken to refer to a 
long period of time, the normal price of fish would decrease 
with an increase in the amount produced. 

§ 3. To take an illustration from manufacture let us 
revert to the case of the supply price of a certain Illustration 

amount of a particular kind of cloth I. We saw (rom the C?st 
ofproductton 

that to estimate it a person would first calculate of cloth. 

the supply prices of all its different factors of production with 
reference to the amounts of each of them that would be 
wanted, and on the supposition in the first instance that.. the 
conditions of supply would be II normal." But now we have 
to notice that he would give to this tCrIn a wider or 

I Above, Ch. III. § 4. 
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narrower l'l1uge according as he waR looking more 0[' less far 

ahead. 
Thus in estimating the wages required to call forth an 

adequate supply of labour to work a certain class of looms, 
he might take the current wages of similar work in the 
neighbourhood: or he might argue that there was a scarcity 
of that particular class of labour in the neighbourhood, that 
its current wages there were higher than in other parts of 
England, and that looking forward over several years so as to 
allow for immigration, he might take the normal rate of 
wages at a rather lower rate than that prevailing there at 
the time. Or lastly, he might think that the wages of 
weavers all over the country were abnormally low relatively 
to others of the same grade, in consequence of a too sanguine 
view hl1ving Leen taken of the prospects of the trad~ half a 
generation ago. He might argue that this branch of work was 
overcrowded, that parents had already begun to choose other 
trades for their children which offered greater net advantages 
and yet were not more difficult; that in consequence a few 
years would see a falling-off in the supply of labour suited 
for his purpose; so that looking forward a long time he must 
take normal wages at a rate rather higher than the present 
average. 

§ 4. To go over the ground in another way. Market 
values are governed by the relation of demand to stocks 
actually in the market; with more or lesH reference to 
'future' supplies, and not without some influence of trade 
combinations. But the current supply is in itself the result 
of the action of producers in the past; this action has been 
mainly determined by their comparing the prices which they 
expect to get for their goods with the expenses to which they 
will be put in producing them. The range of expenses of 
which they take account will depend on whether they are 
merely considering the extra expenses of certain extra. produc
tion with their existing plant, or are considering whether to 
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lay down new plant for the purpose. But in nny ca.se it will 
be the general rule that that portion of the supply which can 
be most easily produced will be produced, unless the price is 
expected to be very low. Every increase in the price expected 
will, as a rule, induce some people who would not otherwise 
have produced anything, to produce a little; while those who 
have produced something for the lower price, will probably 
produce more for the higher price I. 

Finally then the general drift of the term Normal Supply 
price is always the same whether the period to The general 

drift of the which it refers is short or long j but there are term Normal 

great differences in detail. In every case it means Supply Price 
is the same for 

the price the expectation of which is sufficient short and long 

and only just sufficient to make it worth while periods. 

for people to produce (daily) a certain aggregate amount: in 
every case it is the marginal cost of production; that is, it is 
the cost of production of those goods which are on the margin 
of not being produced at all, and which would not be produced 
if the price to be got for them were expected to be at all lower. 
But the causes which determine this margin vary with the 
length of the period under consideration 2. 

1 The producers who arc in doubt whether to produce anything at all may 
be said to lie altogether on the margin of production (or, if they are agricul· 
turists, on the margin of cultivation). Their decision exerts some inflnence 
on supply and therefore on price. But as a rule they are very few in number; 
there may be none in this position; and anyllow their action is far less impor. 
tant than that of the great boay of producers who will produce something 
whatcver be the price (within certain limits), but watch the price to see how 
far it is worth their while to extend their production. That part of their pro· 
duction with regard to which such persons are on the margin of donbt as to 
whether it is worth while for them to produce it at the price, is to be included 
together with that of tho persons who are in doubt whether to produce at all; 
the two together constitute the marginal production at that price. 

\) Of course there is no hard and fast line of division between" long" and 
"short" periods, and the periods for which prices are rookoned may be divided 
into any nnmber of classes according to their length. Four classes however 
stand out. In each, price is governed by the relations between demand and 
supply. But as regaril.s market prices, supply is taken to mean the stock of 
the commodit!l in questiou which is 011 hana, or at all events "in sight." As 
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The iutnwuiutc effect of the expectation of a. high prico is 
But for short to camiC people to bring into active work all 
periods the their appliances of production, lLnd to work them 
appliances of 
production full time and perhaps over-time. The marginal 
~:kveent~o~e supply price is then the money cost of production 
granted. of that part of the produce which forces the 
undertaker to hire such inefficient labour (perhaps tired by 
working over-time) at so high a price, and to put himself and 
others to so much strain a.nd inconvenience that he is on the 
margin of doubt whether it is worth his while to do it or not. 
The immediate effect of the expectation of a low price is to 
throw many appliances for production out of work, and slacken 
the work of others. If the producers had no fear of spoiling 
their markets, it would be worth their while to produce for a 
time for any price that covered the Prime costs of production 
and rewarded them for their own trouble. But, as it is, they 
generally hold out for a higher price; each man fears to spoil 
his chance of getting a better price later on from his own 
customers; or, if he produces for a large and open market, he 
is more or less in fear of incurring the resentment of other 
producers, should he sell needlessly at a price that spoils the 
common market for all. The marginal production in this 
case is the production of those whom a little further fall of 
price would cause, either from 11 regard to their own interest, 
or by formal or informal agreement with other producers, to 
suspend production for fear of further spoiling the market. 
This then is the interpretation of marginal supply price for 
short periods; for which it rises with every increase in the 
amount that has to be produced. 

regards short·normal or 81tb-normal prices, supply menns broadly what can be 
produced with the existing stock of plant, personal and impersonal in the 
given time. As regards (full) normal prices, supply means what can be pro· 
duced by plant, which itself can be remuneratively produced and applied 
within the given time. Wbile lastly there are .~ecular movements of nOMnal 
price, caused by the gradual growth of knowledge, of population and of capital, 
allli the changing conditions of demand and supply from one century to another. 
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Appliances for production nre of many different kind:-\: 
they include land, factories, machines, businesf> orgallizatiolls 
(including even such as a house-letting agency, with a goad 
connection hut little or no material capital), businel:!s ability 
and manual skill. The owner of anyone of tho,,,e will not 
generally apply it to produce anything, unless he expoetl:! to 
gain in return at least enough to compensate him for the 
immediate and special trouble, sacrifice and outlay involved 
in this particular operation, and which he could escape hy 
declining to undertake it. Any excess which he gets above 
this prime cost has obviously some prima facl:e regemblance 
to that excess value of the produce of land over the direct 
cost of raising it which is the basis of rent as ordinarily 
understood; and we are therefore justified in calling it a 
QUASI-RENT. 

Now in short periods the supply of specialized skill and 
ability, of suitable machinery and other material capital, and 
of the appropriate industrial organization has not time to be 
fully adapted to demand; but the 'producers have to adjust 
their supply to the demand as best they can with the appli
ances already at their disposal. On the one hand Meanwhile the 

there is not time materially to increase those income derived 

appliances if the supply of them is deficient; and ~1~:~~:~ef_ap
on the other, if the supply is excessive, some of fords a Quasi_ 

rent. 
them must remain imperfectly employed, since 
there is not time for the supply to be much reduced by gradua.l 
decay, and by conversion to other uses. The particular income 
derived from them during those times, does not for the time 
affect perceptibly the supply, nor therefore the price, of the 
commodities produced by them: it is a surplus of total receipts 
over Prime (money) cost] governed by the more or less 
accidental relations of demand and supply for that time; but 
unless it is sufficient to cover in the long run the Supplementary 
costR of the business, production will gradually faB off. In 
this way the short period supply price is governed in the back-

M. 16 
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ground by causes ranging over a long period; a.nd the fear of 
"spoiling the market" often makes those causes act more 
promptly than they otherwise would. 

In long periods all investments of capital and effort in 
providing the material plant and the organization of a busi
ness, and in acquiring trade knowledge, and specialized ahility 
have time to be adjusted to the incomes, which are expected 
to be earned by them: and the estimates of those incomes 
therefore directly govern supply and are the true long period 
normal supply price of the commodities produced I, 

1 In I'riudples V. VHl., IX. the points raised in the last two IJaragraphs of 
the text are developed ill a long and very difficult argument; the chief 
result of which is this :~Ricardo's doctrine us to the relation ill which Value 
stands to Hent proper can be extelHled to the tell/pOraN) relation in which 
value stauds to the incomes yielded by appliances for prOtluction which man 
has made; amI especially those of them which arc durable, and of which the 
supply canllot be increased rapidly. 

The resemblance between Quasi.reuts and true rents is real and important, 
but it is limited by the fact that, while the excess of the gross receipts which 
a llroducer gets for any of his commodities over their prime cost (that is, 
over that extra cost which he incurs in order to produce those particular 
things, and which he could have escaped if he had not produced them) is a 
temporary surplus (or Quasi-rent); yet ill the long fun all thel:le temporary 
surpluses are needed to cover tho supplementary cm;ts of the business. They 
do not therefore, in the long run, yield a true surplus, corresponding to the 
pennanent surplus which the possession of fertile land is commonly supposed 
to yield, and in some cases does yield, to its owner. 

The question how great a part of his expenses he must enter in these 
prime costs, and how much he must deduct fram his selling price before he 
calculates his surplus, depends on how far he looks ahead; or in other words, 
on whether he is making his calculations for a long period or only for a short. 

If he is looking only a little way ahead, and is not afraid of spoiling his 
market; if he has got aU his apparatus ready and !>talldillg idle; then a new 
order coming ill will give him a surplus over its direct cost to him, consisting 
of the whole price which he receives after detlucting the sllecial outlay for raw 
material, for extra wages, and for wear and teal' of lllant involved in filling up 
the order, But suppose him to be looking far ahead, and proposing to extend 
his factory so as to do an increased business; he does not then reckon any 
price as affording him a real surplus, unless, after allowing for all risks, it 
'will yiell1 him, in addition to prime costs, sufficient to give normal profits on 
all his outlay for material, plant, and for building up his business connection, 
together with charges for depreciation through the lapse of time, and fOl' office 
amI other general expenses whieb are not reckoned in the prime, or sllecial 
alld direct, costs of filling UI) any particular order. 



LONG AND SHOltT PERIODS. 

The conditions which govcrn the amount of this Burplml and its relations 
ro value depend not so much on the nature of the industry as on thc period of 
time for which the calculation is made. But a short period for olle class of 
industry may be a long one for a.nother, just as the age of youth for 0. dog is 
shorter than for an elephant. 

Thus when we are taking a broad view of normal value extcmlillg over a 
very long period of time, whell we are illvestigating the causes which determine 
Honnal value" in the long run," when we are tracing the "ultimate" effects of 
economic causes, then the income that is derived from capital in these forms 
enters into the payments by which the expenses of production of the com· 
modity in question have to be covered, and it directly controls the action of 
the producers who are on the margin of doubt as to whether to increase the 
means of production or not. But, on the other hand, when we are cOllsic1ering 
the causes which dctermine nonnal prices for a period which is short relatively 
to that required for largely increasing the supply of those appliances for pro
duction, then their influence on value is chiefly indirect and more or less 
similar to that exerted by the free gifts of nature. The shorter the period 
which we are consitlering, and the slower the process of production of tho:;c 
appliances, the less part will variations in the income derived from them play 
ill checking or increasing the supply of the commodity produced by them, awl 
in raising or lowering its supply price; and the more nearly true will it be 
that, for the period under discussion, the Net illcome to be derived from them 
is to be regarded afl a Producer's Sm'plus or Quasi.rent. And thus in passing 
from the free gifts of nature through the more permanent improvements in 
the soil, to less l)ermallellt improvements, to farm and factory buildings, to 
steam-engines, &c., and finally to the less durable and less slowly made imple
ments, we find 0. continuous series. 

This chapter is much abbreviated from Principles V. v.; several minor 
difficulties, chiefly of an abstract character, being here ignored. 

10-2 



CHAPTER VI. 

JOINT "\ND COMI'O:C;lTE DEMAKD: JOIN'!' AND COMPOSITE 

HUPPLY. 

§ 1. TIl~: demand fur the thing8 used for making other 

Derived de~ 
thingt'i, ILnd their factors of production, is in

mandandjoint direct; it is DElUYED from the dema.nd for the 
demand. rl rl things towar s the pro uction of which they 
contribute; or, in other words, tho demands for all the 
various factors of production of a finished commodity ure 
joined together in the JOI~T DE.~IAND for it. Thus the demand 
for beer il:i direct, and is a joint demand for hops, malt, 
bre,vers' lftbour, a.nd the other factors of production of beer: 
and the demand for anyone of them il:) an indirect demand 
derived from that for beer. Again there is a direct demand 
for new houses; and from this there a.rises a joint demand for 
the labour of all the various building trades, and for bricks, 
stone, \vood, etc., which <1re factors of production of building 
work of all kinds, or as we may say for shortness, of new 
houses. But the demand for anyone of these, as for iW';tance 
the labour of plasterers, is only an indirect, or Derived, 
demand. 

Let us take an illustration from a class of events that 

Illustration 
taken from a 
labour dispute 
in the bui1d~ 
ing trade. 

arc of frequent occurrence in the labour market j 
and suppose that the supply and demand for 
building being in equilibrium, there i~ a strike 
on the part of one group of workers, say the 

or that there is some other disturbance to the plasterers, 
supply of plastercrs' labour. In order to make a separato· 
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study of the demand for that factor, we suppose firstly 
that the general conditions of the dema.nd for new hOUHCH 
remain unch,tnged (that is, that the demand schedule for 
new houl::icS remains valid); and secondly we al::isume that 
there is no chango in the general conditions of supply of 
the other factors, two of which are of course the business 
faculties and the business organizations of the master builderR 
(that is, we assume that their supply schedules n.lso remain 
valid). Then a temporary check to the l::iupply of plastere:rn' 
labour will cause a proportionate check to the amount of 
building: the demand price for the diminished number of 
houHes will be a little higher than before; and the supply 
prices for the other factors of production will not be greater 
than hefore. Thus new houses can now be sold at prices which 
exceed by a good margin the sum of the prices at which these 
other requisites for the production of houses can be bought; 
and that margin gives the limit to the possihle rise of the price 
that will be offered for plasterers' labour, and on the supposition 
that plasterers' labour is indispensable l. 

§ 2. It is hQl,vever important to remember that if the 
~mpply of one factor is disturbed, the supply of other:"! iR likely 
to be disturhed also. In particular, when the factor of which 
the fmpply iR disturbed is one class of labour, as that of the 
plasterer:"!, t.he employers' earnings generally act n.:"! n. bufrer. 
That is to say, the loss falls in the first instance on them; 
but by discharging Rome of their workmen and lowering the 
wage.'! of others, they ultimately distribute a great p,Lrt of it 
among the other factor.'! of production. 

We rna.y note the general conuitions, under which It check 

1 The differ('nt amounts of this margin, corresponding to different check>! 
to the supply of plasterers' labour, are determined by the gencral rule that,~ 

The demand price for any thing ns('d ill producing a commodity is, for each 
separate amount of the commodity, limited by the excess of the price at which 
that amount of the commodity call find purchasers, over the sum of the pri('cs 
at which the corresponding supplies of th~ other things needed for makillg it 
will be forthcoming. 

This alld scveral other r('sults of the pI'()scnt chapter can he mOKt dearly 
apprchemlcd lIy the ai(l of (lingrams. S('C l'riucip(cs V. "I. 
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to the supply of a thing that is wanted not for direct use, 
Conditions hut as a factor of production, may cause 11 very 
~~~~rc;;~~ch grel1t rise in its price. The first condition is 
supply may t,hat the factor itself should be essential, or 
raise much the 
priceofafactor nearly essential to the production of the com-
of production. modity, no good substitute being available at a 

moderate price. 
The'second condition is that the commodity in the pro

duction of which it is a necessary factor, should be one for 
which the demand is stiff and inelastic; so that a check to 
its supply will cause commmers to offer a much increased 
price for it mther thl1ll go without it; and this of course 
includes the condition that no good substitutes for the com
modity are available at a price but little higher than its 
equilibrium price. If the check to house building raises the 
price of houses very much, builders, anxious to secure the 
exceptional profits, will bid against one another for such 
plasterers' labour as there is in the market. 

The third condition is that only a small part of the 
expCllRes of production of the commodity should consist of 
the price of this factor. Since the pla.-''ltel'ers' wages are but 
a small pa.rt of the total expenses of building a house, a rise 
of even fiO per cent. in them would add but a. very small 
percentage to the expenses of production of a house and would 
check demand but little. 

The fourth condition is that even a sma.ll check to the 
amount demanded should caUHe a conRiderable faU in the 
supply prices of other factorB of production; for that will 
increase the margin available for paying a high price for this 
one. If, for instance, bricklayers and other classes of work
men, or the employers themselves cannot easily find other 
things to do, and cannot afford to remain idle, they may be 
willing to work for much lower earnings than before, and this 
will increase the margin available for paying higher wages to 
plasterers. 
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The rise in plasterers' wages would be checked if it WOl'e 

possible either to avoid the use of plaster, or to 
get the work done tolerably well and tLt a mode· 
rate price by people outside the plasterers' trade. 
The Law of Substitution here as elsewhere 

Moderating 
influence of 
the Law of 
Substitution. 

exercises a subduing influence on forces which might otherwise 
lead to startling results. The tyranny which one factor of 
production of a commodity might in some cases exercise over 
the other factors through the Lnw of Derived Demand is 
tempered by the LLw of Substitution. 

The relations between plasterers, bricklayers, &c. are 
representative of much that is both instructive and romantic 
in the history of alliances and conflicts between trades unions 
in allied trades. But the most numerous instances of Joint 
demand are those of the demand for a raw material and the 
operatives who work it up j as for instance cotton or jute or 
iron or copper, and those who work up these several materials, 
Again, the relative prices of different tLrticles of food vary a 
good deal with the supply of skilled cooks' labour; thus for 
instance many kinds of meat and many parts of vegetables 
which are almost valueless in America, where skilled cooks 
are rare and expensive, have a good value in France where the 
art of cooking is widely diffused. 

§ 3. We Imve alreauyl noticed how the demantl for nny 
commodity is made up or compounded of the Composite 

demanus of the different individuals who may demand. 

need it. :But we now may extend this notion of CQllPOSITE 

DE~IAND to factors of production. Nearly every raw material 
and. ne/wly every kind of labour is applied. in many different 
branches of industry, and contributes to the production of a 
great variety of commodities; and the total demand fur it is 
the sum of the derived uema.nds for it, in each of these several 
uses. 

1 St'c Bou},; III. Ch, rIL, 1\', 
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§ 4. Wo may now pass to consider the case of things 
which have IL JOINT SUPPl,Y. It corresponds to 

Joint Supply. 
that of things which have a. joint demand, and it 

limy he discussed rdmost in the same words, by merely sub
stituting "denmnd" for" supply," and vice versa. When two 
or more things are produced by one and the same process; 
so that the expenses of producing them all together are not 
greater than the expenses of producing one of them alone 
would be; then these things are called }oint products. Thus 
gas and coke are joint products; and so are wheat u,ud straw, 
and again beef and -hides. The prices of the gas and the coke 
that are got from a ton of con.l, must together be enough to 
cover their joint expenses of production. If the demand for 
gas rises, more coke will be produced, and its price must fall, 
so that the increased supply may be taken oft' the market. 
The rise in the price of gas must Le sufficient to cover this fall 
in the price of coke, and also to cover the increase, if there is 
u.ny, in the joint expenses of production of gas and coke. 
Agn.ill, since the repel11 of the Corn Laws much of the wheat 
consumed in England has been importcd, of courRe without 
any straw. This has caused a scarcity and a consequent rise 
in the price of straw, and the farmer who grows corn looks to 
the straw for a great pu.rt of the vl1lue of the crop. The value 
of stmw then is high in countries which import corn, and low 
in those which export corn. In the same way the price of 
mutton in the wool-producing districts of Australia was at one 
time very low. The wool was exported, the meat had to be 
consumed at home; and aH there wa.'.; no great demand for it, 
the price of the wool had to defray I1lmost the whole of the 
joint expenses of production of the wool and the meat. 
Afterwltrds the low price of meat gave a stimulus to the trade 
of preserving meat for exportu.tion, and now its price in 
Austrnlia is higherl, 

1 There are however very few Crl.!;('.S of joint rrmluds the cost of pro· 
duction of both of which togctlwr ill exactly the same I\S that of one of them 
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§ 5. We ma.y pa.ss to the problem of CmlPOSl'fI<: SUPPLY 

which is analogous to that of composite demlLnd. Composite 

When a thing has several source.'; of production Supply. 

its total supply 11t any price is made up or compounded of the 
supplies at that price from all the several sources. Beef anu 
mutton may be treated as varieties of one commodity for 
many purposes; but they must be treated as separate for 
others, as for instance for those in which the question of the 
supply of wool enters. I 

In real life there are very few things the value of which 
can be determined without taking some account of all the 
four chief problems which have been discussed in this chapter. 
\Ye often find connections between the prices of commodities 
which at first seem far apart. 

Thus when chal'coa.l was generally used in making iron, 
the price of leather depended in some mca.sure on that of 
iron; and the tanners petitioned for the exclusion of foreign 
iron in onler that the demand on the part of English iron 
smelters for oak charcoal might cause the production of 
English oak to be kept up, and thus prevent oak bark from 
becoming dea.r. Agltin, the development of railways a.nd 
other means of communication for the benefit of one tmdc, 
as for insta.nce wheat growing in some pa.rts of Americn nnd 
silver mining in others, grelLtly lowers some of the chief 
expen:;;;es of production of neu.rly every other product of 
those districts. This brings us to the subject of the next 
Chapter. 

alone. So long as any product of a business has a. market value, it is almost 
sure to have devoted to it some special care alld eXIJenSe, which would be 
diminished, or dispensed 'with if the t1emand for that prmluct were to fall very 
mnch. Thus, for iIlstance, if straw were valueless, fanners would exert them· 
selves more than they do to make the ear bear as large a proportion as possible 
to the stalk. See rr'il1ciples V. VI, 4. 

1 Commodities which are capahle of satisfying exactly tho same demalld in 
the same way can seldom remain permanently in the market together if nny of 
them obeys the Law of Increasing Return. See PrincljJies V. VI. 5. 



CHAPTEn VII. 

PRIME AND TOTAL COST IN HELATIO~ TO JOINT PRO

DUCT~. COST OF MARKETING. INSUHANCE AGAINST 

IUgK. 

§ 1. 'VE may now return to the consideration of Prime 
rmd Supplementary Costf;, with special reference 

~i:i:~j~~~tSpr~~ t,o the proper distribution of the la.tter between 
ducts of the the Joint products of a business. :E'or instance 
same business. 

the shipowner has to apportion t.he expenses of 
his ship between heavy goods and. gOOdR that are bulky but 
not heavy. He tries, as far as may be, to get a mixed cargo 
of both kinus; and an irnporta,nt element in the struggle for 
existence of rival ports is the disadva.ntage under which those 
ports lie whidl arc able to offer a cargo only of bulky or only 
of he[1,vy goods: while a port who~e chief exports are weighty 
but not bulky, attracts to it~ neighbourhood industries which 
make fo1' export goods that can be shipped from it at low 
fl'eight~. 

Prom the expenses of tram;port we pass easily to those of 
Difficulties as marketing. BOlne kinds of goods are easily rnar

totheexpenses ketetl; there is 11 steady demand for them, amI 
of marketing. '\. 1 f I k II f \ k B I 1 18 a ways sa e 0 rna e lem or s oc, u 
for that very reason competition cuts their price "very fine," 
and does not allow a large margin above the direct cost of 
making them. Sometimes the tasks of making amI selling 
them Cl1n he rendered almost automatic, so I1S to require very 
little to be charged on their account under the heaus of the' 
expenses of IlHLuagement and mltl'keting. But ill practice it is 
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not uncommon to charge such goods with even less than the 
small share that would properly fall to them, and to use thelll 
as a means of obtaining and maintaining a business connection, 
that will bcilita.te the marketing of other classes of goods, the 
production of which cannot so well be reduced to routine; for 
as to these there is not so close a competition. Manufacturers, 
especially in trades connected with furniture and dress, and 
retailers in almost all tradeR, frequently find it best to use 
certain of their goods aR a means of advertising others, and to 
charge the first with less and the second with more than their 
proportionate share of Supplementary expenses. In the former 
class they put those goods which are so uniform in character 
and so largely consumed that ~early all purchaserf:i know their 
value well, in the second those with regard to which pur
chasers think more of consulting their fancy than of buying 
at the lowest possible price. 

Economic progress is constantly offering new facilities for 
marketing goods at a distance: it not only lowers Local facilities 

cost of carriage, but what is often more import- for marketing. 

ant, it enables producers and consumers in distant places to 
get in touch with one another. In spite of this, the advan
tages of the producer who lives on the spot are yery great in 
many trades; they often enable him to hold his own against 
competitors at a distance whose methods of production are 
more economical. lIe can sell in his own neighbourhood as 
cheaply as they can, hecause though the Prime cost is gre~Lter 
for his goods than for theirs, he escapes much of the Supple
mentary cost which they incur for marketing. But time i1" on 
the side of the more economic methous of production; and his 
distant competitors will gradually get 11 stronger footing in 
the place, unless he or some new man aaopts their improved 
methods. 

A great part of these expenses of marketing results from 
the risk that a thing preparing for n. certain market will not 
find the expocted sale there. But it still remains to mnke no 
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closer study of the relation in which Insurance against the 
risks of a business stands to the supply price of any particular 
commodity produced in it. 

§ 2. The manufacturer and the trader commonly insure 
I Insurance against injury by fire and loss at sea.; and the 

against risk. premiums which they pay are among the general 
expenses, a share of which has to be added to the Prime cost 
ill order to determine the Total cost of their goods. But the 
greater part of business risks are so inseparably connected 
with the general management of the busin:ess that an insu~ 
ranee company which undertook them would really make itself 
responsible for the business: and in consequence every firm 
has to act as its own insurance office with regard to them. 
The charges to which it is put under this head a.re part of its 
general expenses, and a share of them has to be added to the 
Prime cost of each of its products. 

But there is a danger of allowing for these risks more than 
once. ""Vhen a farmer has calculated the expenses of raising 
any particular crop with reference to an average year, he 
must not count in audition insurance against the risk that 
the season may be bad, and the crop a failure: for in taking 
an average ye~.Lr, he has already set off the chances of 
exceptionally good and bad sca.<;ons against one another. 
"\Vhen the earnings of a ferryman ha.ve been calculated on the 
average of a year, allowance has already been made for the 
risk that he may sometimes have to cross the stream with an 
empty boat. 

'Vhen a manufacturer has taken the average of his sales 
of dress materials over a long time, and based his future 
action on the results of his past experience, he lias already 
allowed for the risks that the machinery will be depreciated 
by new inventions that will render it nearly obsolete and th:~t 
his goods will be depreciated by changes in fashion. If he 
were to allow separately for insurance against these risks, he 
woulJ. l)l) counting the Rnmc thing twice over. 
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This discu1jsion of the ri~ks of trade has again brought 
before us the fact that the value of a thing, though it tends 
to equal it~ normal (money) cost of production, docs not 
coincide with it at any particular time, save by accident. 
The value in usc of a bell with a flaw in it is very little; it 
can be used only as old metal and therefore its price is only 
that of the old metal in it. When it waS being cast the 
same trouble and expense were incurred for it as for other 
bells which turned out sound. Its Expenses of production 
were the Same as those of sound bells: but they have great 
value in use and are therefore sold at a high price. The price 
of each particular bell is limited by its value in usc: what 
the Law of Normal Value states is that the price of cracked 
bells and sound bells together must in the long run cover the 
expenses of making bells l, 

1 Carey suggested that we should speak of valne ill relation to (money) cost 
of Reproduction instead of in relation to cost of production. But nonnal cost 
of production and normal cost of reproduction are convertible terms j aml no 
real change is made by saying that the normal value of a thing telllls to equal 
its normal (money) cost of reproduction instead of its normal cost of pro· 
dnction. The fonner phrase is less simple than the latter, but meallS the same 
thing. There are indeed a few cases in which the market value of a thing is 
nearer its cost of reproduction than the cost that was o.ctnally incurred in 
producing that particular thing; but, as a rule cost of repro!luction exerts 
little direct influence on value, except when purchasers can conveniently wait 
for tlle production of new snpplies. 

There is no COllnection between cost of reproduction and price in the cases 
of food ill a beleaguered city, of quininc the SUPl)ly of which has rUIl short in 
a fever·stricken island, of a pictUre hy Raphael, of a book that nobody cares to 
read, of an armour·clad ship of obsolete IlRttern, of fish when the marl,et is 
glutted, of fish when the market is nearly empty, of a dress material that lllll:! 
gone out of fashion, or of a house in a deserted mining village. Compare 
above, Book v. Cll. III. § 6. 

The preseut chapter is much compressed from tho correspomling chapter 
of the rri1!cil!lc~. 



CHAPTER VIII. 

(:HAXGES OF DEMAND A~D BUPI>LY. l\lONUl'ULIE~l. 

§ 1. TIIEln~ remains but little of the general theory of 
Equilibrium of demand and supply, which elLll be trc11ted 

simply and i::-; needed for the broader practical issues of 
economics; nnd what there is, mny be classed under the head 
of changes of normal demand and supply and under that of 
monopolies. 

Firstly as to the mutual influences which changes in demand 
Effects of an and supply, exert on one another. A sudden 
increase of 1 f . normal de- increase in the demam or anything will raise Its 
mand on price. market price; but whether the permanent effect 

of an increase of normal demtLnd for it will be to raise or 
lower its price depends on whether it obeys the Lu.w of 
Diminishing or Increasing Return. In the former case the 

1 The present chapter is a sketch ill rough outline of the main inquiries 
in rrinci[!le.~, V. xu. xlu.-chapters which deal with some rather difficult 
problems by aill of diagrams. Chapters YIII., IX., aml x., of the Principles, 
Book V., discuss in rletaLl Rent and Qnasi-rent in relation to Cost of pro
duction: their general scopo has been alrearly indicated in the notes at the 
end of the second and last sectiolls of Ch. III. of this Book. But nothing has 
yet been said of l'linciples V. XI. That is occupicd with the following two 
questiolls. Firstly:-How far call we speak of the ayerage expenses of 
production of commodities, part of which are made by machinery that was 
itself made long ago, so that its present capital value and therefore t.be charges 
to be allowed for its nse stand in no direct relation to its own cost of production? 
Sccomlly: In what sense can there be a stable equilibrium between demand 
awl snpply price for a commodity which obeys the I,aw of Iucreasing Return? 
The answer to this second and more important question is to be fonnd in 
a study of the expenses of production (and marketing) by that Representative 
firnl to which reference has alreatly been made (see above Book IV. ch. XIII. 

§ 1, aud Book V. ch. IIl., § 4). 
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increm;etl supply mll be mised only at a more tlmn pl:O
portionate illcrea.se of cost, and the price thel'e- The cases of 

fore must be permanently higher than before. Incrcasingand 
'" Diminishing 

But in the latter C,1SC the increased production Return. 

will gmdually de\'elop new economics; and the normal 
expenses of production, <1nd therefore the normal value of the 
commodity, will be lower than before. In the former mse the 
advent of new purchasers injures others by Effects on 

making them buy at a higher price j and lowering Consumers' 

the Consumers' Rent (See above, Book III. Rent. 

ch. VI.) which they derive from the commodity. In the latter 
case it benefits others by increasing their Consumers' Bent. 
And from this it appears that the public wellbeing might 
conceiva.bly be furthered by pl'Omoting th~~ production and 
commmption of thingl-> in rog;Ll'd to which the Law of In
creasing Return acts with especial force l . 

This result is important chiefly because it is the leading 
type of a great many cases in which the private interests of 
individuals, even when competing freely, lead them into 
courses that are not the best that could be contrived in the 
public interest. And this opposition between public and 
private interests, becomes more clearly marlH.~d in the case of 
monopolies. 

§ 2. It is indeed a familial' commonplace that the owner 
of a monopoly is tempted to limit his supply so How a mono

a.s to raise his price very high, ancl reap benefits poly pr!ce is 

£ h ' 1£ h £ h hI' H' determined. or Imse at t e expense 0 t e pu IC. IS 
gains are the aggregate excess of his sales over his outgoings j 
and his immediate interest is so to fix his price (and therefore 
the amount of his sales) as to make this sum as lILrge at> 
poi::isible. If a small supply can be sold at a very much higher 
price than a large one, his supply will generally be small; and 

1 This is a.rgue<l at some length, and with tho aid of diagramlllatic 
illustrations ill Principles, V. XII. 
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the Consumers' Rent that the public derive from the com
modity will be very small. 

If however n.n increase in supply would not raise hie 
aggregate expenses nearly in proportion, if the commodity is 
one of "v"hieh increased quantities can be sold without causing 
a very great fall in price, then he may benefit himself a little, 
even directly, by incre,tsing his production a great deal and 
lowering his price a little. And by so doing he will benefit 
others a grea.t deal: for the Commmers' Rent derived from his 
cummodity will be very much increased. 

Next suppose that by illcreltsing his supply he will lower 
A small loss to the selling price of his commodity relatively 
the Monopolist to his outlay fur producing it, so £a,1' ,18 to lessen 
may cause a 
great Con- his .net income by a little but only oy a little. 
sumers' gain. Sf' h h d I uppose or mstance t at e stan s to ose 
£2000 a year by a lowering of price that would increase by 
£100,000 a year the Consumers' Rent derived from his com
modity; then it would be worth while for the community to 
pay him a sufficient sum to induce him to make the change. 

Or in such a case he might make the change voluntarily, 
The mono- and that for either of two motives. He might 
polist may 
lower prices hope that the lower price would gradually extend 
with a view to the consumption of his commodity, and that a 
the growth of 
his business, further increa.se of sales would ere long bring up 
his net revenue to its old level or beyond it; even if the in
creased scale of production did not develop new economies of 
production, in addition to those which he had in view when 
he calculated that the change would cost him the loss of 
£2000 " year. 

But secondly he might regard thc well-being of the con
orfrom a direct sumers as not altogether indifferent to him. 
interest in the S t' tl f 1 1 welfare of con- "ome lmeS 1e owners 0 a monopo yare t 16m-
6UmerS. selves directly or indirectly the chief consumers 
of its products, at:; for instance when a lucal railway is owned 
by the chief landowners in the neighbourhood; or when the 
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gas supply of a town is the property of the town it,self j and 
in such cases it would always be a wise policy to sa.crifice a 
little of monopoly revenue in order to obtain a great increa.se 
of Consumers' Rent. AmI in some other cases, the owners of 
a monopoly will take a price that affords them less than the 
greatest net revenue, because they are willing to sacrifice 
themselves a little in order to benefit the consumers of their 
goods much. There are few more pressing studies than those 
of the relative gains and losses which will accrue to mono
polists and the public severally from different courses of action. 
The problem cannot easily be clearly defined without the aid 
of diagrams; and it cannot be solved for practical purposes 
without fuller and more exact statistics than we at present 
possess I, 

1 The problem is treated Rt length by the ni(l of diagrams in Principles, 
V.XllI. 

)1. 17 



BOOK VI. 

VALUE, 

OR 

DISTRIBUTION AND EXCHANGE. 

CHAPTER 1. 

PRELIMINARY SURVEY O~' DISTRIBU'rIOX AND EXCHANGE. 

§ 1. THE simplest account of the causes which deter-
The Phy- mine the supply of labour and capital is that 
siocrats. given by the :French economists who just pre-
ceded Adam Smith, and it is based upon the peculiar circum
stances of France in the latter half of last century. The 
taxes, and other exactions levied from the French peasant, 
were then limited only by his ability to pay j and few of the 
labouring classes were far from starvation. So the Economists 
or Physiocrats, as they were called, assumed for the sake of 
simplicity, that there was a natural law of populatiop. according 
to which the wages of labour were kept at starvation limit. 
And they assumed, again for the sake of simplicity, that 
there was something like a natura], or necessary rate of profit, 
correspond.ing in. some measure to the natural rate of wages; 
that if the current rate exceeded this necessary level, capital 
would grow rapidly, till it forced down the rate of profit to 
that level; and that, if the current rate went below that level, 
capital would shrink quickly, and the rate would be forced 
upwards ngain. 'Yages and profits being thus fixed by 
natural laws, they thought that the natural value of every-
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thing was determined simply as the sum of wageR and profits 
required to remunerate the producers. 

Adam Smith saw also that labour and capital were not at 
the verge of starvation in Engla~d) ~s they were 

--_ Adam Smith. 
in Franvce~ --·In'· England the wages of a great 
part of the working classes were sufficient to allow much 
more than the mere necessaries of existence; and c<Lpital 
had too rich and safe a field of employment there to be likely 
to go out of existence, or to emigrate. He even insists that 
the liberal reward of labour "increases the industry of the 
common people j" that" a plentiful subsistence increases the 
bodily strength of the labourer j and the comfortable hope of 
bettering his condition, and of ending his days perhaps in ease 
and plenty, anim~Ltes him to exert that strength to the utmost. 
Where wages are high, accordingly, we shall always find the 
workman moro active, diligent and expeditious, than where 
they are low; in England, for example, than in Scotland; in 
the neighbourhood of great towns than in remote country 
places." 

l\Ialthus again, in his admirable survey of the cour,o;e of 
wages in England from the thirteenth to the Malthus and 

eighteenth centuries, showed how their mean Ricardo. 

level oscillated from century to century, falling soruetimeR 
down to about half a peck of corn a d<LY, <Lnd rising sometimes 
up to a peck and a half or even, in the fifteenth century, to 
about two pecks: a height beyond which they have never 
passed except in our own day; and he observed that II an 

I inferior mode of living Illay be a cause as well as a consequence 
of poverty." 

It must however be admitted that neither Adam Smith 
nor l\lalthus laid sufficient streRR on the influence which habits 
of living exercise on the efficiency, and therefore on the 
earning power of the labourer; and that they sometimes fell 
back into e<1reless ways of speaking which seemed to imply 
that the mflan level of the wages of labour are fixed by an 

17-2 
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iron law at the hare necessaries of life. And Ricardo was 
even more careless in this respect. 

J. S. Mill carried further the good work of Adam Smith 
and l\Ialthus. And the economists of our own 

J. S. Mill. 
generation, led in this respect by General Walker 

and other Americans, have begun to make a careful study of 
the effects that high wages have in increasing the efficiency 
not only of those who receive them, but also of their children 
and grand-children; and have shown that highly paid labour 
is generally efficient and therefore not dear labour. 

§ 2. But it has now become certain that the problem of 
Distribution is much more difficult than it was 

The problem 
difficult: thought to be by earlier economists, and that no 

~Ar:;:tlr:tions solution of it which claims to be simple can be 
needed. true. l\fost of the old attempts to find an easy 
answer to it, were really answers to the imaginary questions 
that might have arisen in other worlds than ours in which 
the conditions of life were very simple. The work done in 
answering these questions was not wasted. For a very diffi
cult problem can best be solved by Leing broken up into 
pieces: and each of these simple questions contained a part 
of the great and difficult problem which we have to solve. 
Let us profit by this experience and work our way by suc
cessive steps in the remainder of this chapter towards_under:
standing the general causes which govern the demand for 
labour and capital in real life. 

Let us begin by studying the influence of demand on the 
earnings of labour, drawn from an imaa:inary First, all ..... 

supposed world in which everyone owns the capital that 
~~~~t;~a~IY aids him in his labour; so that the problem of 
interchange- the relations of capital and labour does not arise 
able: popula_ 
tion station- in it. That is, let us suppose but little capital to 
ary. be used; while everyone owns whatever capital he 
does use, and the gifts of nature are so abundant that they are 
free and unappropriated. Let us suppose, further, that everyone 
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is not only of equal capacity, but of equal willingness to work, 
and does in fact work equally hard: also that all work is un
skilled,------or rather unspecialized in this sense, that if any two 
people were to change occupations, each would do as much and 
as good work as the other had done. Lastly, let us suppose that 
everyone produces things ready for sale without aid, and that 
he himself disposes of them to their ultimate consumers: so that 
the demand for everything is direct. In this case the problem 
of value is very simple. Things exchange for one another in 
proportion to the labour spent in producillg them. If the 
supply of anyone thing runs short, it may for a short time 
sell for more than its normal price: it may exchange for 
things the production of which had required more labour than 
it had; but, if so, people willnt once leave other work to produce 
it, and in a very short time its value will fall to the normal 
level. There may be slight temporary disturbances, but as a 
rule anyone's earnings will be equal to those of anyone else. 
In other words, each will have an equal share in the net sum 
total of things and services produced; or, as we may say, the 
National Dividend. This will constitute the demand for 
labour; and might be called the common "\Vages-Fund or 
Earning~ Fund, or better still Earnings-stream; since a Fund 
fail~ to suggest the constant flow of new'goOds into the world 
through supply, which flow out again through demand and 
consumption. 

If now a new invention doubles the efficiency of work in 
any trade, so that a man can make twice as many things of a 
certain kind in:L y(\ar without requiring additional appliances, 
then those things will faU to half their old exchange value. 
The effective demand for everyone's labour will be a little 
increased; and the share which he can draw from the common 
earnings-Htream will be a little larger than before. He may if 
he chooses 0kc twice as many things of this particular kind, 
together with hi:.:; old allowance of othel' things: or he ma.y 
take somewhat more than before of every thing_ If there 1e an 
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increase in the efficiency of prod.uction in many trades the 
common earnings-stream or dividend will be considerably 
larger; the commodities produced by those trades will con~ 
~titute a considerably larger demand for those produced by 
others, and increase the purchasing power of everyone's 
earnings. 

§ 3. Nor will the position be generally changed if we 
suppose that some specialized skill is required in each trade, 
provided other things remain as before: that is, provided the 
workers are still supposed to be all of equal capacity and 
Next sup- industry; and all trades to be equally agreeable 
~:~~ ~haasthis and equally easy to be learnt. The normal rate 
own trade. of earnings will still be the same in all trades; 
for if a day's labour in one trade produces things that sell for 
more than It day's labour in others, and this inequality shows 
any signs of lasting, people will bring up their children by pre
ference to the favoured trade. It is true that there may be 
some slight irregularities. The drifting from one trade to 
another must occupy time; and some trades may for a while 
get more than their normal share of the earnings-stream, while 
others get less, or even lack work. Rut in spite of these 
disturbances, the current value of everything will fluctuate 
about itH normal value; which will in this case, as in the 
preceding, depend simply on the amount of labour spent on 
the thing: for the normal value of all kinds of labour will 
still be equal. The productive power of the commulity will 
have been increased by the division of labour; the '.common 
National Dividend, or Earnings-stream will be larger; a~a as all 
will, putting asid~ passing disturbances, Rhare alike in it, each 
will be able to Imy with the fruits of his own labour things 
more serviceable to him than he could have produced for 
himself. 

In thi:-; stage, a,H in those considered before, it is still true 
that the vnlne of efLch thing corrc:-;pond:-; clo~ely to the amount 
of labour spent upon it j and that the earnings of everyone vary 
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with the demand for man's work offered hy Nature, in the then 
existing state of the arts of production. 

§ 4. Next, without troubling ourselves as to the influence 
which the cost of rearing and training workers exerts on their 
efficiency, but leaving that matter to be discussed with other 
aspects of the Supply side of Distribution in the next chapter, 
let us look at the influence of changes in the numbers of the 
population on the incomes which Nature will yield 
to them. We are still supposing all labour to be 
of the same grade, and the National Dividend to be 

Next, allow 
for growth of 
population, 
but not 

divided out equally to each family, save for some dependent on 
earnings. 

slight passing inequalities; and therefore every 
improvement in the arts of production or transport, every new 
discovery, every new victory over nature will increase equally 
the comforts and luxuries at the command of each family. 

But on the other hand, the growth o(pppulation, if even a 
very slow rate of increase is maintained lo~g-'enough, must 
Ultimately outgrow the improvements in the arts of production, 
and cause the law of ~iminishing return to assert itself; and 
~he~~Yw~~f a~y k'ind '~f produce must equal that of the labour, 
aided on our supposition by a uniform quantity of capital 
throughout, which is required to produce it on the margin of 
cultivation. (The marginal application of labour may be on 
land that will barely repay any lal:x)Ur at all; or it may be 
that cultivation of fertile land which is only just remunerative.) 
.The surplus which is returned by Nature to the labour applied 
under advantageous circumstances, may conceivably be appro
priated to public uses: or conceivably everyone may have an 
equal share of land; and in either case there will be a true 
surplus. But.. the problem of Distribution and E.~~,l~ange will 
pres~nt ~~h~e si~'ple form of Nature's offering for man's labour a 
demand, which, at all events after some considerable applicationf; 
of labour ha.ve been made, will be at a diminishing rate. The 
aggregate produce is the National Dividend, in which each getf:; 
an equal share; each standing to gain equally hy any improve. 
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ment in the arts of production whether in his own trade or 
any other. 

§ 5. Next suppose that labour is not all of one industrial 
grade; but of several. Suppose also that parents always 
bring up their children to an occupation in their own grade, 
Next allow for having a free choice within that grade, but not 
differences in outside it. Further, suppose that the increase 
grade. of population in each grade is governed by other 
than economic causes; as before it may be fixed, or it may be 
influenced by changes in custom, in moral opinion, &0. In this 
case also the aggregate national dividend will still be governed 
by the abundance of Nature's return to man's work in the 
existing state of the arts of production; but the distribution 
of that dividend between the different grades will be unequal, 
and governed by demand. 

Suppose for instance artists to form a grade or caste by 
themselves; then, their number being fixed, or at least con
trolled oy causes independent of their earnings, their earnings 
will be governed by the resources which the population have 
availablc for spending on such gratifications as artists can 
supply for them and their desire for such gratifications. 

§ 6. 'Ve may now leave the imaginary world, in which 
every onc owns the capital that aids him in his work; and 
return to our own, where the relations of labour and capital 
Return to real playa great part in the problem of distribution; 
life, but con- and where the action of economic forces is largely 
sider only 
demand. directed by a set of mcn who specialize them-
selves in the organization of business. 

It is chiefly their agency in the modern world which 
The Law of justifies the common sayings of every day life, 
Substitution is that "every thing tends to find its own level," 
implied in the 
common say- that" most men earn just about what they are 
ing that in 
business 
everything 
finds its own 
level. 

worth/' and" if one man can earn twice as much 
as another, that shows that his work is worth 
twice as much," that "machinery will displace 
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manual labour whenever it can do the work cheaper.)) These 
are really informal and not strictly accurate ways of putting 
special cases of the Law of Substitution 1. For if there arc 
two methods of obtaining the same result, one by skilled and 
the other by unskilled labour, that one will be adopted which 
is more efficient in proportion to its cost. There will be al 
margin on which either will be indifferently applied, and on that 
margin the efficiency of each will be in proportion to its cost. 

Again, there will be a rivalry between hand-power and 
machine-power similar to that between two different kinds 
of hand-power or two different kinds of machine-power. 
Thus hand-power has the advantage for some operations, as, 
for instance, for weeding out valuable crops that have an 
irregular growth; horse-power in its turn has a clear advan· 
tage for weeding an ordinary turnip-field; and the applica
tion of each of them will be pushed till any further use of it 
would bring no net advantage. On the margin of indifference 
as between hand·power and horse-power their prices must be 
proportionate to their efficiency j and thus the Law of Substi
tution will have established a direct relation between the wages 
of labour and the price that has to be paid for horse-power. 

As a rule many kinds of labour, of raw material, of 
machinery and other plant, and of business organization both 
internal and external, go to the production of a commodity: 
and the advantages of economic freedom. are never more 
strikingly manifest than when a business man endowed with 

1 See above, Book v. ch. 111. and IV. It will be remembered that, so far 
as the knowledge and business enterprise of the producers reach, they will in 
each case choose those factors of production which are best for their purpose: 
the sum of the prices which they pay for those factors which are nsed is, as a 
rule, less than the sum of the prices which they would have to pay for any 
other set of factors which could be substituted for them: whenever it appears 
to the producers that this is not the case, they will, as a rule, set to work to 
substitute the less expensive method. The margin of profitableness is not to 
be reg::a.rded as a mere point on any Olle fixed line of possible investment; but 
as a boundary line of irregular shape cutting one after another every pos~iblo 
line of iuvestment Sec especially Pl'. 222-3, 231-2. 
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genius it-; tr;y'iug experiments, at his own risk, to see whether 
some new method, or combination of old methods will not be 
more efficient than the old. Every business man indeed accord
ing to his energy and ability is constantly endeavouring to 
obtain a notion of the relative efficiency of every agent of 
production that he employs, as well as of others that might 
possibly be su ustitutcd for some of them. He works generally 
by trained instinct rather than formal calculation. But in his 
own way, he estima,tes as best he can how much net addition to 
his total product will be caused by the addit.ioll of a certain 
extra usc of anyone agent j net, that is after deducting for any 
extra expenses that may be indirectly caused by the change, 
and adding for any incidental savings. The result is the net 
product of that agent, and he endeavours to employ each up 
to that margin at which its net product would no longer exceed 
the price he would have to pay for it. 

To sum up the whole in a comprehensive, if somewhat 
Marginal difficult statement :-The margins of the applica. 
uses do not tions of each agent of prouuction, including land, 
govern 
value, are governed by the general conditions of demand 
but are in relation to supply: that is, on the one hand by 
governed 
together the urgency of all the uses to which the agent can 
with value 
by the be put, taken together with the means at the 
conditions command of those who need it; and, on the 
of demand 
in relation other hand, by the available stocks of it, whether 
to supply. these arc fixed, as in the case of land, or capable 
of increase, as in the case of labour. The marginal uses of 
each agent, its marginal net efficiency in each use, and 
therefore its exchange value in each use, are all governed by 
these general conditions; while equality is maintained between 
its values for each use by the constant tendency of the law of 
substitution to shift it from uses, in which its services are of 
less value, to others in which they are of greater I. 

1 An objection raised by some critics that the part played by the marginal 
use of an agent of llrodnction is relJresented, in modern economics, as govern-
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§ 7. So far we have considered chiefly the demand for 
labour. But it may be well to pw:dl a little further our 
illustration of the nature of the demand for capital for /tuy 
use; and to observe the way in which the aggregate demand 
for it is made up of the demands for many different uses. 

To fix the ideas, let us take some particular trade, say 
that of hat-making, and inquire what determines Illustration of 

the amount of capital which it absorbs. Sup- the demand for 
capital in a 

pose that the rate of interest is 3 per cent. per particular 

annum on perfectly good security; and that the trade. 

hat-making trade absorbR a capital of one million pounds. 
This implies that there is a million pounds' worth of capital 
which the hat-making trade can turn to so good account that 
they would pay 3 per cent. per aIlnum net for the use of it 
rather than go without it. Some things are necessary to 
them; they must have not only some food, clothing, and 
house-room, but lLlflO some" Circulating capital, such as raw 
material, and some Fixed capital, such as tools and perhaps a 
little machinery. 

Competition prevents anything more than the ordinary 
trade profit being got by the use of this necessary capital; but 
the loss of it would Le so injurious that those in the trade 
would have been willing to pay 50 per cent. on the capital, if 
they could not have got the use of it on easier terms. There 
may be other machinery which the trade would have refused 

ing the whole, is thus seen to rest on a misapprehension. The withdrawal of 
iron from any of its necessary uses wonhl have just the same influence on its 
value as its withdrawal from its marginal nses j in the same way as in the 
case of a boiler for cookillg Wider high pressure, the pressure in the boiler 
would be affected by the escape of any other steam just as it wonld by the 
escape of the steam in one of the safety valves: but in fact the steam does 
not escape except through the safety valves; and iron, or any other agent of 
production, is not thrown out of use except at points on its marginal use. 
Compare the illustration taken from the derived demand for plasterers' labour, 
in Book v. Ch. VI. 

This subject is further tliSCllssctl in l'rillciple8 VI. I. 6 (Ed. III.): and later 
on the difficulties connected with the phrase the Net product of liLIH)t1r are 
examined at some length. 
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to dispense with if the rate of interest had been 20 per cent. 
per annum, but not if it had been higher. If the rate had 
been 10 per cent., still more would have been used j if it had 
been 6 per cent., still more; if ,1 per cent., still more; and 
finally the rate being 3 per cent. they use more still. \Vhen 
they have this amount, the marginal utility of the machinery, 
i.e. the utility of that machinery which it is only just worth 
their while to employ, is measured by 3 per cent. 

A rise in the rate of interest would diminish their use 
of machinery; for they would avoid the use of all that did 
not give a net annual surplus of more than 3 per cent. on its 
value. And a faU in the rate of interest would lead them to 
demand the aid of more capital, and to introduce machinery 
which gave a net annual surplus of something less than 3 per 
cent. on its value. Again, the lower the rate of interest, the 
more substantial will be the style of building used for the 
hat-making factories and the homes of the hat-makers; and 
a fall in the rate of interest will lead to the employment of 
more capita,l in the hat-making trade in the fonn of larger 
stocks of raw material, and of the finished commodity in the 
hands of retail dealers I. 

The method~ in which capital will he ct.pplied may vary 
Variety in the much even within the same trade. Each under
~~~~ ~:rd:~Pi_ taker having regard to his own means, will push 
tal. the investment of capital in his business in 6<'Lch 
several direction until what appears in his judgment to be the 
margin of profitableness is reached; and that margin is, as we 
have said, a boundary line cutting one after another every 
possible line of investment, and moving irregularly outwards 
in all directions whenever there is a fall in the rate of interest 
at which extra capital can be obtained. Thus the demand for 
the loan of capital is the aggregate of the demands of all 
imlividual):l in all trades; and it obeys a law similar to that 

1 On JevolII:l' aoctl'iue of the" Advautaj!e of Capital to Judustry," see 
l'rinciples, Ed. III. p.1l:l7. 
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which hold~ for the sale of commodities; just as there is a 
certain amount of a commodity which can -find purchaser8 at 
any given price, and when the price rises the amount that can 
be sold diminishes, so it is with regard to the use of capital. 

And as with borrowings for productive purposes, so with 
those of spendthrifts or Governments who mort- General coo-

l ' f t 'd to bta' elusion as to gage t 1ell' u ure resources III or e1' 0 In demand for 
the means of immediate expenditure. It is true capital. 

that their actions are often but little governed by cool calcula
tion, and that they frequently decide how much they want to 
borrow with but little reference to the price they will have to 
pay for the loan; but still the rate of interest exercises a 
perceptible influence on borrowings even of this kind. 

* 8. There is one more difficulty connected with the 
demand for the various agents of production, which we must 
consider before we end this chapter and enter on 
the study of the mutual relations of demand and 
supply for those agents. The difficulty relates to 
the mode of estimating the national dividend. 

Further study 
of the national 
dividend, 

'Vhen we speak of the national dividend, or distributable net 
income of the whole nation, as divided into the shares of land, 
labour and capital, we must be clear as to what things we are 
including, and what things we are excluding. It will seldom 
make very much difference to our argument whether we use 
all the terms broadly, or all the terms narrowly. But it is 
essential that our usage should be consistent throughout any 
one argument; and that whatever is included on one side of 
the account of the demand for, and supply of, capital should be 
included also on the other, 

The labour and capital of the country, acting all its natural 
resources, produce annually a certain net aggregate of com~ 
modities, material and immaterial, including services of all 
kinds. This is the true net annual income, or revenue, of the 
country; or, the national dividend. 'Ve may, of course, 
estimat'e it for a year or for any other period; the important 
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point is, as alroady hinted, that it is a continuous stream 
alwaYR Howing, and not n, reservoir or store, or in the narrower 
sense of the word a Fund. The terms Nr.tional Income and 
National Dividend are convertible j only the latter is the more 
cOllvenient when we are looking at the national income in the 
character of the sum of the new sources of enjoyments that 
are available for distribution l , 

1 We have already noticed that many of the services which a persoll 
renders to himself are lIot ill practice counted as part of his income; though 
if they were performed for him by a valet or hairdresser they would be 
reckoned among tlie commodities (or economic gootls) on which he spent his 
means; that is, they WQuld be reckoned as part of his real income. We have 
noticed also that though the benefits which a man derives from living in his 
own house are commonly reckoned a~ part of his real income, and egtimated 
a.t the lIet rental value of his honge; the same plan is not followed with 
regard to the benefits which he derives from the use of his furniture antl 
clothes. It is best here to follow the common practice, and not count as part 
of the lIatiolJal incollle or dividend anything that is not conunonly counted as 
part of the income of the imlividual. Thus, uulel:is anything is said to the 
contrary, the services which a person rellders to himself, and those which he 
renderll gratuitoullly to members of his family or friends, also the benefits 
which be derives from using his own personal goods, or public property such 
as toll·free britlges, are not reckoned as parts of the na.tiona.l dividend, but are 
left to be accounted for separately. 

It would be possible, and, for some theoretical purposes, it would be best to 
include them: but if they are included ill the national dividend, the efforts amI 
the material wealth which are their sources must be cOWlted as part of the 
labour and capital which are agents of production; and the services and the 
benefits themselves must be coullted as earnings of labour or interest on 
capital as the caHe may be. It will be recollect.ed that in Book II. Ch. IV., the 
standard tlelimitations of Capital and Iucome were chosen specially with 
reference to this their most important use. 



CHAPTER II. 

PRELIMINARY SURVEY OF DISTRIBUTION AND EXCHANGE, 

CONTINUED, 

§ 1. I~ the last chapter we confined our attention to the 
manner in which the na.tional dividend is distributed among 
the various agents of production, in accordance with the 
quantity of each several agent, and the services which it 
renders. "Ve have now to consider the other side of the 
problem, viz. the reflex influence which the remuneration of 
each agent exerts OIl the supply of that agent. 

\Vhen we inquire whtJ.,t it is that determines the marginal 
efficiency of a factor of production, whether it be any kind of 
labour or material capital, we find that the immediate solution 
requires a knowledge of the available supply of that factor; 
and that the ultimate solution requires a knowledge also of 
the causes that determine that supply. The nominal value of 
everything, whether it be a particular kind of labour or capital 
or !1nything else, rests, like the keystone of an arch, bal!1nced 
in equilibrium between the contending pressures of its two 
opposing sides; the forces of demand press on the one side, ana 
those of supply on the otherl. 

The production of everything is carried up to that limit 
or margin at which there is equilibrium between the forces 
of demand and supply; that is, the limit at which any further 

1 Ricardo and bis followers were familiar with the action of the law of 
Bubstitution, but they laid insufiiciellt stress on the side of demand; and in 
the reaction too exclusive importance has been assigned to it. 
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production 

The amounts 
and prices of 
the several 
agents of 
production 
mutually 
govern one 
another. 

the others . 

nOOK VI. CR. II. §§ 1, 2. 

would bring in leBs than a remunerative price. 
The ILmount of the commodity and its price, the 
amounts of the several factors or agents of pro
duct,ion used in making it, and their prices~ 

aU these elements mutually govern one another, 
and if an external cause should alter anyone of 
them the effect of the disturbance extends to all 

.Just in the same way, when several balls are lying in a 

Parallel in-
stances from 
physics. 

bowl, they mutua.lly govern one another's posi 
tions. And again when a heavy weight is 
suspended by several elastic strings of different 

strengths and lengths attached to different points in the 
ceiling, the equilibrium positions of al1 the strings and of the 
weight mutual1y govern one another: if anyone of the 
strings that is already stretched is shortened, everything else 
will change its position, and the length amI the tension of 
every other string will be a1tered also. 

§ 2. Let us then can to mind the chief results of the study 
of the supply of the various agents of production made in 
Books IV and V. ,Ve need not dwell on the fact that the 
willingness of anyone to undergo long and severe exertion 
is increased generally by n.n increase in the reward to be got 
for itl. 

It is more important to insist that in the long run the 
supply of efficient labour is very closely dependent on the rate 
of elLrnings and the manner in which they are spent. It is 
indeed true that a permanent increase of prosperity is quite as 

1 Book IV. ch. I. This assumes other things to be equal But if he had 
already eamed enough to supply his customary wants, he migM refuse to 
continue work even for a high rate of pay; though, if he had been throughout 
paid at 0. low rate and wcre still in urgent need of money, he might have 
continued to work for a low rate. Those who earn the lowest rate of wages 
are often those who are most willing to work long hours: but their work 
thougb lowly paid is not always cheap. To this we shall return. But see 
Principles VI. 11.2 (Ed. III.). 
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likely to lower as to raise the birth-rate; though a temporary 
improvement will give a good many young people Ultimate 

the opportunity to marry and set up house, for dependence 

which they have been waiting. But, on the other ~~s~~~~Y of 

hand, an increase of wages is almost certain to labour on 
earnings. 

diminish the death-rate, unless it has been ob-
tained at the price of the neglect by mothers of their duties to 
their children. And the case is much stronger when we look 
at the influence of high wages on the physical and mental 
vigour of the coming generation. For each grade of work 
there is a certain consumption which is strictly speaking 
necessary in this sense, that if any of it is curtailed the work 
cannot be done efficiently: the adults might indeed take good 
care of themselves at the expense of their children, but that 
would only defer the decay of efficiency for one generation. 
Further there are conventional necessaries, which are so 
strictly demanded by custom and habit, that in fact people 
generally would give up much of their necessaries, strictly so 
called, rather than go without the greater part of these. 
Thirdly, there are habitual comforts, which some, though not 
all, would not entirely relinquish even when hardly pressed. 
Many of these conventional necessaries and customary comforts 
are the embodiment of material and moral progress. Their 
extent varies from age to age and place to place; and with its 
variations there is a corresponding but inverse variation in the 
extent to which man, himself always the sole end of all pro
duction, is also an economical agent of production. 

Any increase in consumption that if) strictly necessary to 
efficiency pays its own way and adds to, ~tS much as it draws 
from, the national dividend. But an increase of consumption, 
that is not thus necessary, can be afforded only through an 
increase in man's command over nature: and that can come 
about through adyance in knowledge and the arts of production, 
through improved organization and access to larger and richer 
sources of raw material, and lastly through the growth of 

18 
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c:-Lpital and the material meanr;; of attaining desired eIld.~ in 
any form. 

Thus the question how closely the supply of labour responds 
to the demand for it, is in a great measure resolved into the 
question how great :t part of the present consumption of the 
people at large consists of necessaries, strictly so called, for 
the life and efficiency of young and old; how much consists of 
conventional necessaricB which theoretically could be dispensed 
with, but practically would he preferred by the majority of 
the people to some of those things that were really necessary 
for efficiency; and how much is really superfluous regarded as 
a means towards production, though of course part of it may 
be of supreme importance regarded as an end in itself. 

The earlier French and English economists, as we noted at 
thc beginning of the preceding chapter, classed nearly all 
consumption under the first head. They did so, partly for 

Most ex-
penditure of 
the working 
classes 
conduces to 
efficiency. 

simplicity, and partly because the working classes 
were then poor in England and very poor in 
France j • and they inferred that the supply of 
labour would correspond to changes in the effec
tive demand for it in the same way, though of 

course not quite as fast as that of machinery would. And an 
answer not very different from theirs must be given to the 
question with regard to the less advanced countries even now: 
for throughout the greater part of the world the working 
classes can afford but few luxuries and not many conventional 
necessaries j and any increase in the demand for them made by 
the other agents of production would result in so great an 
increase of their numbers as to bring down their earnings 
quickly to nearly the old level at their mere expenses of 
rearing. In short, over the greater part of the world wages 
are governed, very nearly after the so-called iron or brazen 
law, which ties them close to the cost of rearing and sustaining 
a rather inefficient class of labourers. As regards the modern 
western world the answer is materially different; so great has 



HURVEY 01<' DI~TH.IBUTION AND EXCHANGE. 275 

been the recent advance in knowledge and freedom, in vigour 
and wealth, and in the easy access to rich distant fields for 
the supply of food and raw materia1. But even in England 
to-day much the greater part of the consumption of the main 
body of the population conduces to sustain life and vigour; 
not perhaps in the most economical manner, bu't yet without 
any great waste. And it rem<1ins generally true that, if the 
state of knowledge, and of socilLl and domestic habits be 
given; then the vigour of the people as a whole, if not their 
numbers; and both the numbers and vigour of any trade in 
particular, may be said to have a supply~price in this sense, 
that there is a certain level of the demand-price which will 
keep them stationary; that a higher price would cause them 
to increase, and that a luwer price would cause them to 
decrease. 

Thus again we soe that dcmand and supply exert co-ordinate 
influences on wages; neither has a claim to predominance; any 
more than has either blade of a pair of scissors, The 

or either pier of an arch. Wages tend to equal 
the net product of labour; its marginal produc

influences 
of demand 
and supply on 

tivity rules the demand price for it: and, on the wages are 
co-ordinat~. 

other side, wages tend to retain a close though 
indirect and intricate relation with the cost of rearing, tmiu
ing and sustaining the energy of efficient labour. 'The various 
elements of the problem mutually determine (in the sense of 
governing) one another; and incidentally this secures that 
supply-price and demand-price tend to equality: wages are 
not governed by demand-price nor by supply-price, but by 
the whole set of causes which govern demand and supplyI. 

§ 3. We may now pass to consider the supply of the 

1 For convenience we may speak of the" general rate of wage8" 01' "the 
wages of labour in general": Lut in the modern world each of a hmldred or 
more groups of workers has its own wage problem, its own set of special 
causes, natural and artificial, controlling the snpply·price, and limiting the 
number of its members: each has its own demaml.priee governed by the need 
that other agents of production have of its services. 

18-2 
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material agents of production. We have seen I how the 
accumulation of wealth is governed by a great variety of 
causes: by custom, by habits of self~control and of realizing 
Summary of the future, and above aU by the power of family 
earlier conclu~ affection: security is a necessary condition for it, 
sians as to in-
fluence ofinte- (lnd the progress of knowledge and intelligence 
rest on saving. furthers it in many ways. But though affected 
by many other causes other than the rate of interest j and 
though the rate of saving of many people is but little affected 
by the rate of interest, while a few who have determined to 
secure an income of a certain fixed amount for themselves or 
their family will save less with a high rate than with a low 
rate of interest; yet a strong balance of evidence seems to 
rest with the opinion that a rise in the rate of interest, or 
demand-price for saving, tcndB to increase the volume of 
~aving. 

Thus then interest, Leing the price paid for the use of 
The rate of in- capital in any market, tends towards an equi
ten'st is deter_ librium level such that the aaarcaatc demand for 
mined in the <J<J '-' 

long run by capital in that market, at that rate of interest, is 
these forces equal to the aaaresrate stock forthcoming there 
of supply and <J<J <J 

demand. at that rate. If the market, which we are con-
sidering, is a small one-say a single town, or a single trade 
in a progressive country-an increased demand for capital 
in it will be promptly met by an increased supply drawn 
from surrounding districts or trades. But if we are can· 
sidering the whole world, or even the whole of a large country 
as one market for capital, we cannot regard the aggregate 
supply of it as altered quickly and to a considerable extent 
by a change in the rate of interest. For the general fund of 
capital is the product of labour and waiting j and the extra 
work, and the extra waiting, to which a risc in the rate of 
intereBt would act as an incentive, would not quickly amount 
to much as compared with the work and waiting, of which the 

1 Book IV. eh. VII. 
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total existing stock of capital is the result. An extensive 
increase in the demand for capital in general will therefore be 
met for a time not by an increase of supply, but by a rise in 
the rate of interest; which will cause capital to withdraw 
itself partially from those uses in which its marginal utility is 
lowest. It is only slowly and very gradually that the risc in 
the rate of interest will increase the total stock of capital', 

§ 4. Land, by which is here meant all those agents of 
production which are supplied freely by nature in quantities 
less than man needs, is on a different footing from man 
himself and those agents of production which are La.nd is on 
made by man; among which are included im- a different 

d f footing from 
provements made by him on the Ian itsel. For othel' agents 

while the supplies of all other agents of produc~ ofpl'oduc:tion. 

tion respond in various degrees and various ways to the 
demand for their services, land makes no such response. 
Thus if the earnings of any class of labour rise, a compensatory 
action tends to increase its numbers, or efficiency, or both; 
and, if not to lower again its rate of earnings per head, yet at 
least to enable them to be paid from an increased national 
dividend, and not at the expense of other agents of production. 

1 But we must recollect that we can properly speak of the rate of interest 
on any save new investments of capital only in a very Jimited sense. For 
instance, we may perhaps estimate that a trade-capital of some seven thousand 
millions is invested in the different trades of the country at about three per 
cent. Net interest. But such a :p1ethod of speaking, though convenient and 
justifiable for many purposes, is not accurate. What ought to be said is that, 
taking the rate of Net interest on the marginal investments, or on the 
investments of new capital in each of those trades, to be about three per cent., 
then the aggregate Net income rendered by the whole of the trade-capital 
invested in the various trades is such that, if capitalized at 33 years' purchase 
(that is on the basis of interest at three per cent.), it would amount to some 
seven thousand million pounds. For the capital already invested in improving 
land and erecting buildings, and in making railways and machinery, has its 
value determined by the net income (or Quasi-rent) which it will produce: 
and if its prospective income.yielding power should diminish, its value would 
fall accordingly and would be the capitalized value of that smaller income 
after allowing for depreciation. 
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And the same iH true a.s regards capital: but it is not true 118 

regards land. 'Vhile therefore the yalue of land, in common 
with the values of other agents of production, is subject to 
most of those influences which were discussed towards the end 
of the preceding chapter; it doeR not share the reflex influences, 
discussed in this chapter, which a high rate of earnings exerts 
on the supply of other agents of production, and consequently 
on their contributions to the nationa.l dividend, and conse
quently on the real cost at which their services are purchased 
by other agents of production 1. 

1 The stock of land (in an old country) at a.ny time is the stock for all 
time: and when a manufacturer or cultivator decides to take in a little more 
land to his hu::;iness, be decides in effect to take it away from someone else's 
business: though he adds a little more land to his business, yet the nation 
adds no Irmd to its business. In contrast with this, the building an additional 
floor on aile factory or putting an extra plough all one farm does not generally 
take a floor from another factory or a plough from another farm: the nation 
adds a factory floor or a plough to its business as the individual does to his: 
there is an increase of the national dividend which is to be shared out; and in 
the long run the increased earnings of the manufacturer or farmer are not as 
a nle at the cost of other producers. We conclude then that the peculiarity 
in the earnings from land and other btifts of nature which arises from the fact 
that their stock cannot be increased by man, is seldom of much importance 
as regards the affairs of allY individual trader, nor even as regards market 
fluctuations of wages and prices; but that it is of vital importance to the 
broad central problem of normal distribution. 

It is true that (at all events if we neglect certain elements of prime cost) 
the earuillgs of each agent are for the time of the nature of a rent: bllt those 
earnings l'cact on the supply of the agent, alld therefore on the amount alid 
therefore on the value of the produce raised hy it, and therefore on the 
demand for the agent itself, and therefore on its earnings; and thus the chain 
of reciprocal influences is complete. But tIle doctrine of rent, properly so 
called, relates t.o those agents of production of which the supply cannot be 
increaspd, aJl(l is ullaffected by the earnings to he gained by increasing the 
supply. And those earnings of ageuts of production which we have called 
quasi· rents, because they are mainly govenlCd for short periods by the value 
of the products, are governed ultimately by the laws of supply at least as 
mueh as by the laws of demand. 

This may be taken as a short and provisional treatment of a problem of 
some difficulty. The much fuller discussion of it in the Pl"inc'JiJles VI. II. 5 
(Ed. III.) is based upon a rather long inquiry as to the relation of rent to 
value ill Book V., most of which has been omitted ill the present volume, all 
the ground that it is difficult and is of iuterest rathcr from an academic than 
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§ 5. This concludes the main body of our prelimina.ry 
discussion of distribution and exchange. But there are some 
points on which a little more should be said here. 'Ve may 
begin by Rtudying the influence which increased efficiency and 
increased earnings in one trade exert on the condition of 
others. 

Other things being equal, the larger the supply of any 
agent of production, the further will it have to An increase in 

push its way into uses for which it is not specially the supply of 
any agent ge

fitted, and the lower will be the demand-price nerally towers 

with which it wi1l have to be contented in those in price j 

uses in which its employment is on the verge or margin of not 
being found profitable; and, in so far as competition equalizes 
the price which it gets in all uses, this price will be its price 
for all uses. The extra production resulting from the increase 
in that agent of production will go to swell the national 
dividend and other agents of production will benefit thereby: 
but that agent itself will have to submit to a lower rate 
of pay. 

For instance, if without any other change capital increases 
fast, the rate of interest must fall; if without any other change 
the number of those ready to do any particular kind of labour 
increases their wages must fall. In either case to the benefit 

th ·11 1 . d t· d of most, but ere WI resu t an lncrease propor lOll, an an not all, other 

incrc1:Lscd ll1:Ltion1:L1 dividend j in either case the agents. 

loss of one agent of production must result in a gain to others; 
but not necessarily to all others. Thus the opening up of rich 
quarries of slate or the increlLse in numbers or efficiency of 
quarrymen, or any other cause that lowered the supply-prices 
for slates, would tend to improve the houses of all classes; 
and it would tend to increase the demand, and raise the 
demand-price for bricklayers' and carpenters' labour j hut it 

a practica.l point of view. Principles VI. I. 6 (Ed. III.) is given to a highly 
technical (liscussion of the relations between the different llind!! of .mrpluscH, 
or so-called rellts and quasi. rents. 
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would be likely to injure the makers of roofing tiles as pro
ducers of building ma.terials, more than it benefited them as 
consumers. The increase in the supply of this one agent 
increases the demand for many others by a little, and for 
some others hy much; but for some it lessens the demand. 

We ha.ve already seen that, since the wages of any worker, 
Wages in re- say for instance a shoemaker, tend to be equal 
~~i::r~~~~~of to the Net product of his labour: and since the 
labour. wages of all workers in the same grade tend to 
be equal to one another: therefore in a state of equilibrium 
every worker will be able with the earnings of a hundred days' 
labour to buy the Net products of a hundred days' labour of 
other workers in the same grade with himself, selecting them 
in whatever way he chooses, so as to make up that aggregate 
sum. 

If the normal earnings of workers in another grade were 
half as high again as his own, the shoemaker would have to 
spend three days' wages in order to get the Net product of 
two days' labour of a worker belonging to that grade; and 
so. in proportion. 

Thus, other things being equal, every increase in the Net 
efficiency of labour in any trade, including his own, will raise 
in the same proportion the real value of that part of his wages 
which the shoemaker spends on the products of that trade; 
and other things being equal, a rise in the equilibrium level 
of the real wages of the shoemaker depends directly on, and 
varies directly with, the average increase in the efficiency of 
the trades, including his own, which produce those things 
on which he spends his wages. Conversely, if any trade 
rejects an improvement by which its efficiency could be in
creased ten per cent., it inflicts on the shoemaker an injury 
measured by ten per cent. of that part of his wages which 
he spends on the products of that trade. 

Again, the shoemaker will gain by anything that changes 
the relative positions of different grades in such a way as to 
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raise hi~ grade relatively to others. In particular, if those 
grades which are occupied chiefly with the tasks of managing 
businesses, whether manufacturing, trading or any other, 
should receive so great an influx from other grades, that the 
Earnings of J\:1anagement are lowered permanently relatively 
to the earnings of manual work, there will be a rise in the 
Net product of every kind of manual labour; and, other 
things being equal, the shoemaker wil1 get more of every 
commodity on which he spends those wages that represent 
his own Net product. 

The same is true of an increase in the accumulations of 
capital, which causes a fall in the rate of interest. It will 
diminish the amount that has to be deducted from the gross 
product of the shoemaker's work, in order to find the Net 
product: it will thus increase the Net product of his work, 
and indeed that of workers in all other grades. It will 
increase the purchasing power of a week's wages to him 
whether he spends them on the product of his own trade or 
anyother. 

§ 6. The process of Substitution which we have been 
discussing is one form of Competition; and it may be well to 
emphasize again here the fact that, when thus discussing the 
ultimate tendencies of competition, we do not assume that 
competition is perfect. 

Perfect competition requires a perfect knowledge of the 
state of the market; and though no great departure from 
the actual facts of life iR involved in assuming We do not as

this knowledge on the part of dealers when we are sume perfect 
knowledge and 

considering the course of business in Lombard freedom of 

Street, the Stock Exchange, or in a wholesale competition. 

Produce Market; it would. be an altogether unreasonable 
assumption to make when we are examining the causes that 
govern the supply of labour in any of the lower grades of 
industry. li'or if a man had sufficient ability to know every
thing about the market for his labour, he would have too 
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much to remain long in a low grade. The older economists, 
in const.'tut contact as they were with the actual facts of 
business life, must have known this well enough; but partly 
for brevity and simplicity, pa.rtly becau!;e the term "free 
competition" had become almost a catchword, partly because 
they had not sufficiently classified and conditioned their 
doctrines, they often seemed to imply that they did assume 
this perfect knowledge. 

It is therefore specially important to insist that we do 
not assume the members of any industrial group to be endowed 
with more ability and forethought, or to be governed by 
motives other than those which are ill fact normal to, and 
would be attributed by a well-informed person to, the 
members of that group, account being taken of the general 
conditions of time and place. There may be a good deal of 
wayward and impulsive action, sordid and noble motives 
may mingle their threads together; but there is a constant 
tendency for each man to select such occupations for himself 
and his children as seem to him on the whole the most ad
vantageous of those that are within the range of his resources, 
and of the efforts which he is able and willing to make in 
order to reach them. This brings us to the subject of the 
next three chapters, which is a study of the ways in which 
the adjustment of demand and supply relatively to labour 
differs from its adjustment relatively to commodities. 

§ 7. The last group of questions, which still remain to be 
discussed, is concerned with the relation of capital in general 
to wages in general. It is obvious that though capital in 

aeneral is constantly competing with labour for 
We pass to ..... 
the relations the nold of employment in particular trades; yet 
~:bcoaJ:i~ and since capital itself is the embodiment of labour as 
general. well as of waiting, the competition is really between 
some kinds of labour aided by a good deal of waiting, and 
other kinds of labour aided by less waiting. On the one side, 
for in~trLllce, arc many who make shoos by hand, and a very 
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few who make awls and other simple implements, aided hya. 
little , .... aiting; on the other are a relatively small number who 
work powerful sewing-machines which were made by engineers, 
aided by n. good deal of waiting. There is a real and effective 
competition between labour in general and waiting in general. 
But it covers a small part of the whole field; and is of small 
importance relatively to the benefits which labour derives 
from obtaining cheaply the aid of capital, and therefore of 
efficient methods in the production of things that it needs. 

For speaking generally, an increase in the power and the 
willingness to save, will cause the services of waiting to be 
pushed constantly further, so as to obtain employment at a 
rate of interest, which will constantly fall unless invention 
opens new advantageous uses of roundabout methods of pro
duction. In either case, but especially in the latter, the 
growth of capital increases the national dividend; and thus 
opens out new and rich fields for the employment of labour in 
other directions, which more than compensate for the partial 
displacement of the services of labour by those of waiting in 
particular trades. 

The increase in the national dividend owing to the growth 
of capital and invention is certain to affect all classes of 
commodities; and to enable the shoemaker, for instance, to 
purchase with his earnings more food and clothes, more and 
better supplies of water, artificial light and heat, 

An increase 
travel, and so on. It may be admitted that a of capital 

few improvements affect only commodities con- lowers the 
marginal 

sumed by thj3 rich, in the first instance at least; charge for its 
use and raises 

that no part of the corre~pomling incren,se of the real wages. 

national dividend goes directly to the labouring 
classes; and that they do not at once gain anything to 
compensate for the probable disturbance of some of their 
mem bers in particular trades. But such cases are rare, and 
generally on a small scale: and eyen in them there is nearly 
alwaYH some indirect compensation. For improvements, Je-
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signed for the luxuries of the rich, soon spre:1d themselves 
to the comforts of other classes. 

To conclude :-capital in general and labour in general are 
agents co-operating in the production of the national dividend, 
and drawing from it their earnings in the measure of their 
respective (marginal) efficiencies in production. No doubt 
General their mutual dependence is of the closes~; capital 
conclusion. without labour is dead: the labourer without the 
aid of his own or someone else's capital would not long be 
alive. 'Vhere labour is energetic, capital reaps a high reward 
and grows apace; and, thanks to capital and knowledge, the 
ordinary labourer. in the western world is in many respects 
better fed, clothed and even housed than were princes in 
earlier times. The co-operation of capital and labour is as 
essential as that of the spinner of yarn and the weaver of 
cloth: there i;,: a little priority on the part of the spinner; 
but that gives him no pre-eminence. The pro$perityof each 
is hound up with the strength and activity of the other; 
though each may gain temporarily, if not permanently, a 
somewhat larger share of the national dividend at the expense 
or the other. 

In the modern world, the employer, or undertaker, who 
may have but little capital as his own, acts as the boss of the 
great industrial wheel. The interests of owners of capital and 
of workers radiate towards him and from him: and he holds 
them all together in a firm grip. He will therefore take a 
predominant place in those discussions of fluctuations of 
employment and of wages, which are deferred to the second 
volume of this treatise j and a prominent, though not predorni. 
nant, place in those discussions of the secondary features in 
the mode of action of demand and supply peculiar to labour, 
capital and land respectively, which will occupy the next eight 
chapters I. 

1 In the latter part of Prillciphs VI. II. Ell. III. will be fonnll discnsflions 
on several difficulties c01lllecteu with the general rolations of capitnl. and 
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labour. It has always been recognized that the position of the working 
classes is improved by an increase of trade-capital (Le. capital in the narrower 
sense of the tcrm)_ But in § 10 this is extended to an increase of general 
wealth: for such an increase tends generally, though not universally, to 
multiply the occasions on which the well-to-do have need of the work of 
others, and to increase also the resources which they can make available, 
directly or indirectly for remunerating that work. 

In § 11 the doctrine that the earnings of labour depend on allvances 
made by capital is examined. The ordinary bargain between labour and 
capital is that the wage-receiver gets command over commodities in a. form 
ready for immediate consumption, and in excha.nge carries his employer's 
goods a stage further towards being ready for immediate consumption. But 
while this is true of most employees, it is not true of those who finish the 
pro('csses of production. For instance, those who put together and finish 
wate-hes, give to their employers far moro commodities in a form ready for 
immediate consumption, than they obtain as wages. And if we take one 
season of the year with another, so as to allow for seed and harvest time, we 
find that workmen as a whole hand ove-r to their employers more finished 
commodities than they receive as wages. There is however a rather forced 
sense in which we may perhaps be justified ill saying that the earnings of 
labour depend upon advances made to labour by capital: for to say nothing 
of machinery and factories, of ships and railroads-the houses loaned to 
workmen, amI even the raw materials in various stages which will be worked 
up into commodities consumed by them, represent a far greater provision of 
capital for their usc than the equivalent of the advances which they make to 
the capitalist, even when they work for a month for him before getting any 
wages. 

During the great French war English industries had been sustained, and 
England's high place among nations had been preserved, largely by aid of her 
vast stock of wealt,h, an exceptionally large part of which wa~ in the form of 
trade-capital_ This directed attention to the dependence of labour on capital: 
and some economists exaggerated this dependence so far as to say that the 
amount of wages was limited by the amount of capital. But that statement 
cannot be defended; at best it is but a slovenly way of talking_ It has 
suggested to some people the notion that the total amonnt of wages that 
could be paid in a country in the course of, say a year, was a fixed sum. If 
by the threat of a strike, or in any other way, one body of workmen got 
an increase of wages, they would be told that in consequence other bodies 
of workmen must lose an amount exactly equal in the aggregate to what they 
had gained. Those who hne said this, have perhaps thought of agricultural 
protluce, which has but one harvest in the year. If all the wheat raised at 
one harvest is sure to Le eaten before the next, and if none can be imported, 
then it is true that if anyone's share of the wheat is increased, there ,\;11 bc 
just so much less for others to have. But this does not justify the statement 
that the amount of wages payable ill a country is fixed by the capital in it, a 
doctrine which has becn called the vulgar fonn of the Wages Fund theory. 

That theory may be stated in a Jess incorrect form_ It may nm thus. 
Firstly, the aggregate amount of wages is the same as the aggregate capital 
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which is devoted to paying them; secondly, the division of capital into that 
which is devoted to supporting labour and that which takes the fonns of 
machinery and raw material, is governed by the state of the arts of produc
tion; and therefore, thi.rdly, the aggregate amouut of wages is governed by the 
aggregate stock of capital. The first of these propositions is ilJ(lisputable 
if we choose to speak of everything spellt on paying wages as capital: thongh 
it seems better, in accordance with what has just been said, to regard the 
earnings of labour as a part of the COIlstallt flow of the llational dividend. 
But the second proposition is not true: the distribution of the resources of a 
nation between commodities which will support labour 011 the OlIe hand, and 
maehillery, raw material, &c. on the other, docs not dellend simply upon the 
state of the arts of production: it depends partly (see above, ch. I. § 7) on 
whether at the CJlrrent mte of interest it is more profitable to employ hand 
labour or moclJiue labour: and this depends partly on thQ manner in which 
the national tlividend is distributed between capital and labour: and that is 
the very point UIldef tlisenssion. '''hen this last stage is filled in, the Wages 
Fund theory has lost its distinctive features; and we are brought to that 
accOllnt of Distribution which is given in the text, according to which the 
,supply of labour anel of capital, the rate of wages and the rate of interest 
mutually govern one another in the long run, subject to the influence of the 

,richness of nature's resources and the progress made by the arts of produc
tion. 'Ve say in the lOllg run, because there is no relation between the stock 
of capital in a country aud the rate of wages payable during short periods. 
For a well·organi7.ed strike at a critical juncture may force from the employer 
for a short time, more than the whole value of his output after paying for raw 
material during tImt time; and thus make his gross profits for tho time a 
negatiye quantity. And indeed the theory of wages, whether in its older or 
power form, has no direct bearing on the issue of any particular struggle in 
the labour market: that depends on the relative strength of the competing 
parties. But it has much bearing on the general policy of the relation of 
capital to labour; for it indicates what policies 110, and what do not, carry in 
themselves the seeds of their own ultimate defeat; what policies can be 
maintainerl aided by suitable organization, anel what policies will ultimately 
render either side weak, however well organized. 

The proposition that il1dustry is limited by capital, was often interpreted 
so as to make it practically convertible with the Wages Fund theory. It 
can be explained so as to be true: but a similar explanation would make 
the statement that "capital is limited by industry" equally true. It..js.J..r.ne 
in the sense that the aggregate employment of labour ~ generally be in
creased by preventing people, by Protective duties or in other ways, from 
satisfying their wants in that manner which they would prefer. 

Again, Mill's Proposition that Demand for commodities i.~ not demand for 
labour expresses his meaning ba(Uy. It really means that those who purchase 
any particular commodities ao not generally supply the capital that is re
qnirell to aid and support the labour which produces those commodities: they 
merely divert capital and employment from other trades to that for the 
products of which they make increased demand. 



CHAPTER III. 

DEMAND AND t)Ul'PLY IN RELATION TO LABUUR l-tEAL 

AND NOMINAL EARNINGS. 

§ 1. W" have still further to develop the discussion 
of the general theory of equilihrium of demnnd The scope of 

and supply given in the hLst Book. We there the present and 
the following 

left OIl one side, as far as might be, a.ll considera- seven 

tions turning on the special qualities and in- Chapters. 

cidents of the n.gents of production. These deficiencies will 
be made good in the following three groups of chapters on 
Demand and Supply in relation to Labour, to Capital and 
Business Power, and to Land, re:-;pectively. 

When watching the action of demand and supply with 
regard to a material commodity, we arc constantly met by the 
difficulty that two things which are heing sold under the same 
name in the same market, are really not of the same quality 
and not of the same value to the purchasers. Or, if the 
things are really alike, they may be sold even in the face of 
the keenest competition at prices which are nominally dif
ferent, because the conditions of sale are not the snme: for 
instance, a part of the expen:-;e or risk of delivery which is 
borne in the one case by the seller may in the other he 
transferred to the buyer. But difficulties of this kind :1t'e 
much greater in the case of labour than of material commodi
ties: the true price that is paid for bbour often differs widely, 
and in W'l.yR that are not easily traced, from that which is 
nominally paitl. 



288 llOOK VI. CII. Ill. § 1. 

The earnings (or wages) which a person gets in any given 
time, such as a day, a week, or a year, may be called his 
Time- Tn.IE-EAR~INGS (or TnIE-WAGES)= and we may then 
earnings. regard competition, or to speak more exactly, 
economic freedom and enterprise, as tending to make Time
earnings in occupations of equal difficulty and in neighbouring 
places (not equal, but) proportionate to the efficiency of the 
workers. 

But this phrase, "the efficiency of the workers/' has some 
Payment by ambiguity. When the payment for work of any 
Piece-work. kind is apportioned to the quantity and quality 
of the work turned out, it is said that uniform rates of 
PIECE-WORK wages are being paid; and if two persons work 
under the same conditions and with equally good appliances, 
they are paid in proportion to their efficiencies when they 
receive piece-work wages calculated by the same lists of prices 
for each several kind of work. If however the appliances are 
not equally good, a uniform rate of piece-work wages gives 
results di1:;proportionate to the efficiency of the workers. If, 
for instance, the same lists of piece-work wages were used in 
Lancashire Cotton Mills supplied with old-fashioned machinery, 
as in those which have the latest improvements, the apparent 
equality would represent a real inequality. The more effective 
competition is, and the more perfectly economic freedom and 
enterprise are developed, the more surely will the lists be 
higher in the mills that have old-fashioned machinery than' in 
the others. 

In order therefore to give its right meaning to the state
ment that economic freedom and enterprise tend to equalize 
wages in occupa.tions of the same difficulty and in the same 
neighbourhood, we require the use of a new term; and we 
may find it in EFFICIENCY-WAGES, or more broadly EFFICIENCY-

Efficiency- EAU:-JINGS; that is, earnings measured, not as 
earnings. Time-earnings are with reference to the time 
spent in fmrning them; and not as piece-work earnings are 
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with reference to the amount of output resulting from the 
work by which they are earned; but with reference to the 
severity of the task which was imposed on the worker; or, to 
get at the s~me result by another route, the exertion of 
ability and efficiency required of him. For competition tends 
to make the earnings got by two individuals of unequal effi
ciency in any given time, say, a day or a year, not equal, 
but unequal; and, in like manner, it tends not to equalise, 
but to render unequal the average weekly wages in two 
districts in which the average standards of efficiency are 
unequal. Given that the average strength and energy of the 
working-classes are higher in the North of England than in 
the South, it then follows that the more completely" compe
tition makes things find their own level," the more certain is 
it that average weekly wages will be higher in the North than 
in the South. 

The tendency then of economic freedom and enterprise 
(or in more common phrase, of competition) to cause every 
one's earnings to find their own level, is a tendency to 
equality of Efficiency-earnings in the same district. This 
tendency will be the stronger, the greater is the mobility of 
labour, the less strictly specialised it is, the more keenly 
parents are on the look out for the most advantageous occu
pations for their children, the more rapidly they are able to 
adapt themselves to changes in economic conditions, and 
lastly the slower and the less violent these changes are. 

This statement of the law is, however, still subject to a 
slight correction. For we have hitherto supposed Low-waged 

d h labour is gene-
that it is a matter of in ifi'erence to t e employer rally dear, if 

wbether he employs few or many people to do a working with 
expensive 

piece of work provided his total wages-bill for machinery. 

the work is the same. But that is not the case. Those 
workers who earn most in a week when paid at a given rate 
for their work, are those who are cheapest to their employers 
(and ultimately to the community, unless indeed they over-

,~ 19 
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strain themselves, Rnd work thenH~elves out prematurely). 
For they URe only the Ramo amount of fixed capital as their 
slower fellow workers; and, since they turn out more work, 
each part of it has to bear a less charge on this account. The 
Prime costs are equal in the two cases; but the Total cost of 
that done by those who' are more efficient, and get the higher 
Time-wages, is lower than that done by those who get the 
lower Time-wages at the same rate of piece-work payment. 

This point is seldom of much importance in out-of-door 
work, where there is abundance of room, and comparatively 
little use of expensive machinery; for then, except in the 
matter of superintendence, it makes very little difference to 
the employer, whose wages-bill for a certain piece of work is 
£100, whether that sum is divided between twenty efficient 
or thirty inefficient workers. But when expensive macp.inery 
is used which has to be proportioned to the number of 
workers, the employer would often find the total cost of his 
goods lowered if he could get twenty men to turn out for 
a wages-bill of £50 as much work as he had previously got 
done by thirty men for a wages-bill of £40. In all matters 
of this kind the leadership of the world lies with America, 
and it is not an uncommon saying there that he is the best 
business man who contrives to pay the highest wages. 

The corrected law then stands that the tendency of eco
nomic freedom and enterprise is generally to equalize efficiency
earnings in the same district: but where much expensive fixed 
capital is used, it would be to the advantage of the employer 
to raise the Time-earnings of the more efficient workers more 
than in proportion to their efficiency. 

Of course this tendency is liable to be opposed by special 
customs and institutions, and, in some cases, by trades-union 
regulations. 

§ 2. Thus much with regard to estimates of the work for 
which the earnings are given: but next we have to consider 
more carefully the facts, that in estimating the real earnings 
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of un occupation account must be taken of many thing::t 
hesides its money receipts, and that on the other side of the 
account we must reckon for many incidental disadvantages 
besides those directly involved in the strain and stress of the 
work. 

As Adam Smith sayoS, "the REAL WAGES of labour may be 
said to consist in the quantity of the necessaries R 1 ea wages 
and conveniences of life that are given for it; and Nominal 

its N O:m~AL WAGES in the quantity of money...... wages. 

The labourer is rich or poor, is well or ill rewarded, in pro.. 
portion to the real, not to the nominal, wages of his labour!." 
But the words I( that are given for it" must not be taken to 
apply only to the necessaricH and conveniences that are directly 
provided by the purchaser of the labour or its products j for 
accou1).t must be taken also of the advantages which are 
attached to the occupation, and require no special outlay on 
his part. 

In endeavouring to ascertain the Real wages of 1m occu~ 

pation at any place or time, the first step is to nJlow for 
variations in the purchasing power of the money in which 
Nominal wages are -returned; and especially we must take 
account of those things on which the class of labour in question 
spends most of its wages. For instance, the prices of velvet, 
of operatic entertainments and scientific books are not very 
important to the lower ranks of industry: but a fall in the 
price of bread or of shoe leather affects them much more 
tha.n it does the higher ranks. 

Next, allowance must be made for a.ll trade expenses. Thus 
from the barrister's gross income we must deduct the rent of 
his office and the salary of his clerk: from the carpenter's 
gross income we must deduct the expenses which he incurs for 
tools j and when estimating the earnings of quarrymen in any 
district we must find out whether local custom assigns the 

1 "Wealth 0/ Nations, Book I. Ch. v. 
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expenses of tools and blasting powder to them or their em
ployers. And on the other hand we must reckon in all the 
allowances, and privileges, such as those of a cottage rent 
free or at a low rent, and of course free board and lodging 
when they are given I, 

§ 3. Next we have to take account of the influences 
Uncertainty exerted on the real rate of earnings in an occupa
of success. tion by the uncertainty of success and the in
constancy of occupation in it. 

'Ve should obviously start by taking the earnings of an 
occupation as the average between those of the successful 
and unsuccessful members of it; taking care to get the true 
average 2• 'Ve thus obviate the necessity of making any 
separate allowance for insurance against risk; but account 
remains to be taken of the evil of uncertainty. For there are 
many people of a sober steady-going temper, who like to 
know what is before them, and who would far rather have an 
appointment which offered a certain income of say £400 a 
year than one which was not unlikely to yield £600, but had 
an equal chance of affording only £200. Uncertainty, there
fore, which does not appea,l to great ambitions and lofty 
aspirations, has special attractions for very few; while it acts 
as a deterrent to many of those who are making their choice 
of a career. And as a rule the certainty of moderate success 
attracts more than an expectation of an uncertain success that 
has an equal actuarial value. 

But on the other hand, if an occupation offers a few 

1 They should be counted at their value to those who receive them, not at 
their cost to those who give them. This point and the evils of the Truck 
system are dwelt on in i'rinciples VI. III. 5. 

1\ If the average earnings of those who are successful are £2()(M) a year, and 
of those who are unsuccessful are £400 a year, the average of the whole will 
be £1200 a year if the former group is as large as the latter j but if, as is 
perhaps the case with barristers, the unsuccessful a.re ten times as numerons 
as the successful, the true average is but £550. And further, many of those 
who ha.ve failed most completely, are likely to have left the ()C(:upation 
altogether, and thus to escape being counted. 
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extremely high prizes, its attractiveness is increased out of 
all proportion to their aggregate value. For this there are 
two reasons. The first is that young men of an adventurous 
disposition are more attracted by the prospects of great suc
cess than they are deterred by the fear of failure; and the 
second is that the social rank of an occupation depends more 
on the highest dignity and the best position which can be 
attained through it than on the average good fortune of those 
engaged in it. 

We may next consider the influence which inconstancy of 
employment exerts on wages. It is obvious that Irregularity of 
in those occupations, in which employment is employment. 

irregular, the pay must be high in proportion to the work 
done: the meJical man and the shoeblack must each receive 
when at work a pay which covers a sort of retaining fee for 
the time when he has nothing to do. If the advantages of 
their occupations are ill other respects equal, and their work 
equally difficult, the bricklayer when at work must be paid a 
higher rate than the joiner, and the joiner than the railway 
guard. For work on the railways is nearly constant all the 
year round; while the joiner and the bricklayer are always in 
danger of being made idle by slackness of trade, and the 
bricklayer's work is further interrupted by frost and rain. 
The ordinary method of allowing for such interruptions is to 
add up the earnings for a long period of time and to take the 
average of them; but this is not quite satisfactory unless we 
assume that the rest and leisure, which a man gets when out 
of employment, are of no service to him directly or indirectly. 

Next we must take account of the opportunities which a 
man's surroundings may afford of supplementin2" 

<.J Supple-
the earnings which he gets in his chief occupa- mentary 

tion, by doing work of other kinds. And ac- earnings. 

count may need to be taken also of the opportunities which 
these surroundings offer for the work of other members of his 
family. 
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§ 4. Thus then the nttractiveness of a trade depends on 

The attrac-
many other causes besides the difficulty and 

tiveness of a strain of the work to be done in it on the one 
trade depends I d d h . b .. not on its lau ,an t e money-earnmgs to e got III It on 
money-earn- the other. And when the earnings in any occu
ings, but its 
Net Ad_ pation are regarded as acting on the supply of 
vantages; labour in it, or when they are spoken of as being 
its supply price, we must always understand that the term is 
only used as a short expression for its Net Advantages. ,,y e 
must take account of the facts that one trade is healthier or 
clen.nlier than another, that it is carried on in a more whole
some or pleasant locality, or that it involves a better social 
position; as is instanced by Adam Smith's weB-known remark 
that the aversion which many people have for the work of a 
butcher, and to some extent for the butcher himself, raises 
the earnings of butchers above those of bakers. 

Of course individual character will always assert itself in 
subject to dif- estimating particular advantages at a high or a 
ferences of low rate. Some persons for instance are so fond 
character be-
tween indi- of having a cottage to themselves that they prefer 
viduais, living on very low wages in the country to 
getting much higher wages ill the town j while others are in~ 
different as to the amount of house-room they get, and are 
willing to go without the comforts of life provided they can 
procure what they regard as its luxuries. Personal peculi
arities, such as these, prevent us from predicting with cer
tainty the conduct of particular individuals. But if each 
advantage and disadvantage is reckoned at the average of the 
money values it has for the cla.ss of people who would be 
likely to enter an occupation, or to bring up their children to 
it, we shall have the means of estimating roughly the relative 
strengths of the forces that tend to increase or diminish the 
i3upply of labour in that occupation at tlte twUJ and place which 
we are considering. :For it cannot be too often repeated that 
grave errol'S are likely tu result from taking over an estimate 
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of this kind based on the circumstances of one time and place, 
and applying it without proper precaution to those of another 
time or another place. 

Lastly, the disagreeableness of work seems to have very 
little effect in raising wages, if it is of such a and between 

kind that it can be done by those whose indus- industrial 

trial abilities are of a very low order. For the grades. 

progress of sanitary science has kept alive many people who 
are unfit for any but the lowest grade of work. They compete 
eagerly for the comparatively small quantity of work for 
which they are fitted, and in their urgent need they think 
almost exclusively of the wages they can earn: they cannot 
afford to pay much attention to incidental discomforts and 
indeed the influence of their surroundings has prepared many 
of them to regard the dirtiness of an occupation as an evil of 
but minor importance. 

And from this arises the strange and paradoxical result 
that the dirtiness of some occupations is a cause An evil 

of the lowness of the wages earned in them. For paradox. 

employers find that this dirtiness adds much to the wages 
they would have to pay to get the work done by skilled men 
of high character working with improved appliances; and so 
they often adhere to old methods which require only unskilled 
workers of but indifferent chamcter, and who can be hired for 
low (Time-) wages, because they are not worth much to any 
employer. There is no more urgent social need than that 
labour of this kind should Le made scarce and deal'. 



CHAPTER IV. 

DE.\tAND AND SUPPLY IN RELATION TO LABOUR, 

CONTINUED. 

§ 1. IN the last chapter we discussed the difficulties of as
Many peculi- certaining the real as opposed to the nominal price 
:~~~~~ ~~ the of labour. But now we have to study some peculi
demand and arities in the action of the forces of demand and 
supply with 
regard to la- supply with regard to labour which are of a more 
~o~~:i~e ci~- vital character; since they affect not merely the 
their effects. form, but also the substance of that action. 

We shall find that the influence of many of these pecu
liarities is not at all to be measured by their first and most 
obvious effects. For flaws in the industrial arrangements of 
society may be divided into two classes according as their 
effects <Lre, or are not cumulative,/ that is as they do or do 
not end with the evil by which they were caused, and do or 
do not have the indirect effect of lowering the character of 
the workers or of hindering it from becoming stronger. For 
these last cause further weakness and further suffering, which 
again in their turn cause yet further weakness and further 
suffering, and so on cumulatively; and conversely, high earn
ings, and a strong character, lead to greater strength and 
higher earnings, which again lead to still greater strength and 
still higher earnings, and so on cumulatively!. 

1 There hi R similar distinction between the cumulative and non-cumulative 
effects of custom. See Prirwiples VI. IV. 1. 
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§ 2. The first point to which we have to direct our 
attention is the fact that human agents of pro~ First peculi

duction are not bou~ht and sold as machinery arity: the 
'-' worker sells 

and other material agents of production are. his work, but 
retains pro

The worker sells his work, but he himself remains perty in him-

his own property: those who bear the expenses self. 

of rearing and educating him receive but very little of the 
price that is paid for his services in later years 1. 

Whatever deficiencies the modern methods of business 
may have, they have at least this virtue, that he Consequently 

who bears the expenses of production of material the investment 
of capital in 

goods, receives the price that is paid for them. him is limited 

He ,,,,ho builds factories or steam-engines or by the means, 
the fore-

houses, or rears slaves, reaps the benefit of all thought, and 
the unselfish

net services which they render so long as he ness of his 

keeps them for himself; and when he sells them parents. 

he gets a price which is the estimated net value of their 
future services. The stronger and the more efficient he makes 
them, the better his reward; and therefore he extends his 
outlay until there seems to him no good reason for thinking 
that the gains resulting from any further investment would 
compensate him. But the investment of capital in the rearing 
and early training of the workers of England is limited by 
the resources of parents in the various grades of society, by 
their power of forecasting the future, and by their willingness 
to sacrifice themselves for the sake of their children. 

This evil is indeed of comparatively small importance with 
regard to the higher industrial grades. For in those grades 
most people distinctly realize the future, and" discount it at 
a low rate of interest." They exert themselves much to 
select the best careers for their sons, and the best trainings 
for those careers; and they are generally willing and able to 
incur a considerable expense for the purpose. The profes-

1 In this and the next two Sections we shall be werking close to the ground 
of Book IV. Ch. VL 
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sional classes especially, while generally eager to save some 
capital for their children, are even more on the alert for 
opportunities of investing it in them. And whenever there 
occurs in the upper grades of industry a new opening for 
which an extra and special education is required, the future 
gains need not be very high relatively to the preHcnt outlay, 
in order to secure a keen competition for the post. 

But in the lower ranks of society the evil is great. For 
Disadvantages the slender means and education of the parents, 
of children d h . k f h' of poor an t e comparative wea ness 0 t ell' power of 
parents. distinctly realizing the future, prevent them from 

investing capital in the education and training of their 
children with the same free and bold enterprise with which 
capital is applied to improving the machinery of any well
managed factory. :Many of the children of the working
classes are imperfectly fed and clothed; they are housed in a 
way that promotes neither physical nor moral health; they 
receive a school education which, though in modern England 
it may not be very had so far as it goes, yet goes only a little 
way; they have few opportunities of getting a broader view· 
of life or an insight into the nature of the higher work of 
lJUsiness, of science or of art; they meet hard and exhaustive 
toil early on the way, and for the greater part keep to it all 
their lives. At last they go to the grave carrying with them 
undeveloped abilities and f .. LCulties; which, if they could have 
Lorne full fruit, would have added to the material wealth of 
the country-to say nothing of higher considerations-many 
times as much as would have covered the expense of providing 
adequate opportunities for their development. 

But the point on which we have fipecially to insist now is 
This evil is that this evil is cumulative. The worse fed are 
cumulative. the children of one generation, the less will they 
earn , ... ben they grow up, and the less will be their power of 
providing adequately for the material wants of their children; 
and so on: and again, the less fully their own faculties are 
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developed, the less will they realize the importance of develop
ing the best faculties of their children, and the less will be 
their power of doing so. And conversely any change th<tt 
awards to the workers of one generation better enrnings, 
together with better opportunities of developing their best 
qualities, will increase the material and moral adyantages 
which they have the power to offer to their children: while 
by increasing their own intelligence, wisdom and forethought, 
it will also to some extent increase their willingness to 
sacrifice their own pleasures for the well-being of their 
children; though there is much of that willingness now even 
among the poorest classes, so far as their means and the limits 
of their knowledge will allow. 

§ 3. The advantages which those born in one of the 
higher grades of society have over those born 

Start in life. 
in a lower, consist in a great measure of the 
better introductions and the better start in life which they re
ceive from their parents. But the importance of this good start 
in life is nowhere seen more clearly than in a comparison of 
the fortunes of the sons of artisans and of unskilled labourers. 

T{iere are not many skilled trades to which the son of an 
unskilled labourer can get easy access; and in The sons of 

the large majority of cases the son follows the artisans and 

father's calling. In the old-fashioned domestic of labourers. 

industries this was almost a universal rule; and, even under 
modern conditions, the father has often great facilities for 
introducing his son to his own trade. 

But the son of the artisan has further advantages. He 
generally lives in a better and cleaner house, and under 
materi!11 surroundings that are more consistent with refine
ment than those with which the ordinary labourer is familiar. 
His parents are likely to be better educated, and to have a 
higher notion of their duties to their children; and, laRt hut 
not least, his mother is likely to be a.hle to gi vo mure of her 
time to the care of her family. 
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If we compare one country of the civilized world with 
another, or one part of England with another, or one trade in 
England with another, we find that the degradation of the 
working-classes varies almost uniformly with the amount of 
rough work done by women. The most valuable of all capital 
is that invested in human beings; and of that capital the 
most precious part is the result of the care and influence of 
the mother, so long as she retains her tender and unselfish 
instincts, and has not been hardened by the strain and stress 
of unfeminine work. 

§ 4. As the youth grows up, the influence of his parents 
and his schoolmaster declines; and thenceforward to the end 
of his life his character is moulded chiefly by the nature of 
his work and the influence of those with whom he associates 
for business, for pleasure and. for religious worship. 

Something has already been said of the technical training 
The technical of adults, of the decadence of the old apprentice
training of the ship system, and of the difficulty of finding nny
workshop de- h' k' I H' h pends in a t mg to ta e ItS p ace. ere agam we meet t e 
great measure difficulty that whoever may incur the expense of 
on the un_ 
selfishness of investing capital in developing the abilities of the 
the employer. workman, those abilities win be the property of 
the workman himself: and thus the virtue of those who have 
aided him must remain for the greater part its own reward. 

It is true that high-paid labour is really cheap to those 
employers who are aiming at leading the race, and whose 
ambition it is to turn out the best work by the most advanced 
methods. They are likely to give their men high wages and 
to train them carefully j partly because it pnys them to do 
so, and partly because the character that fits them to take 
the lead in the arts of production is likely also to make them 
take a generous interest in the weH-being of those who work 
for them. But though the number of such employers is 
increasing, they are still comparatively few. 

Agnin, in paying his workpeople high wages and in caring 
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for their happiness and culture, the liberal employer confers 
benefits which do not end with his own genera- Its benefits are 
tion. For the children of his workpeople share cumulative, 

but accrue only 
in them, and grow up stronger in body and in part to him 

in character than otherwise they would have or his heirs. 

done. The price which he has paid for labour will have borne 
the expenses of production of an increased supply of high 
industrial faculties in the next generation: but these faculties 
will be the property of others, who will have the right to hire 
them out for the best price they will fetch: neither he nor 
even his heirs can reckon on reaping much material reward 
for this part of the good that he has done. 

§ 5. The next of those characteristics of the action of 
demand and supply peculiar to labour, which we 

Second 
have to study, lies in the fact that when a person peculiarity. 

sells his services, he has to present himself where The seller of 
labour must 

they are delivered. It matters nothing to the deliver it him-
self. 

seller of bricks whether they are to be used in 
building a palace or a sewer: but it matters a great deal to 
the seller of labour, who undertakes to perform a task of 
given difficulty, whether or not the place in which it is to 
be done is a wholesome and a pleasant one, and whether or 
not his associates will be such as he cares to have. In those 
yearly hirings which still remain in some parts of Englan~ 
the labourer inquires what sort of a temper his new employer 
has, quite as carefully as what rate of wages he pays. 

This peculiarity of labour is of great importance in many 
individual cases, but it does not often exert a The effects of 

broad and d~p influence of the same nature as this are not 
generally 

that last discussed. The more disagreeable the cumulative. 

incidents of an occupation, the higher of course are the wages 
required to attract people into it: but whether these incidents 
do lasting and wide-spreading hann depends on whether they 
are such as to undermine men's physical health and strength 
or to lower their character. \Vhen they are nut of this sort, 
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they are indeed evil:;;; in themRelves, but they do not general1y 
cause other evils beyond themselves; their effects are seldom 
cumulative. 

Since however no one can deliver his labour in a market 
in which he is not himself present, it follows that the mobility 
of labour and the mobility of the labourer are convertible 
tenus: and the unwillingness to quit home, and to leave old 
associations, including perhapR some loved cottage and burial· 
ground, will often turn the scale against a proposal to seek 
better wages in a new place. And when the different mem· 
bers of a family n.re engaged in different trades, and a migra
tion, which would be advantageous to one member, would be 
injurious to others, the inseparability of the worker from his 
work considerably hinders the adjustment of the supply of 
labour to the demand for it. 

S G. Again, labour is often sold under special disadvan-

Third and 
fourth pecu
liarities. 

t.ages, arising from the closely connected group of 
facts that labour power is "perishable," that the 
sellers of it arc commonly poor and have no re

Labour is 
perishable and serve fund, and that they cannot easily withhold 
the sellers of it it from the market. Perishableness is an attri
are often at a 
disadvantage bute common to the labour of all grades: the 
in bargaining. 

time lost when a worker is thrown out of employ-
ment cannot be recovered, though in some cases his energies 
may be refreshed by rest'. 

The want of reserve funds and of the power of long with
holding their labour from the market is common to nearly 
all grades of those whose work is chiefly with their hands. 
But it is especially true of unskilled labourers, partly because 
their wages leave very little margin for saving, partly because 
when any group of them suspends work, there are large 
numbers who are capable of filling their places. And, as we 
shall see presently when we come to discuss trade combina
tions, it is more difficult for them than for skilled artisans to 

1 See above, Ch. III. § 3. 
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form themselves into strong and hsting combinations j and 
so to put themselveR on something like terms of equality in 
bargaining with their employers. For it mm;t be remem
bered that a man who employs a thousand other:'l, i:'l in himself 
an absolutely rigid combination to the extent of one thousand 
units among buyers in the labour market. But these state
ments do not apply to all kinds of labour. Domestic servants 
though they have not large reserve funds, and seldom any 
fOTInal trades-union, are sometimes better able than their 
employers to act in concert I. 

Turning next to the higheHt grades of industry, we find 
that as a rule they howe the advantage in bargaining over 
the purchaser of their labour. J\fany of the professional 
classes are richer, have larger reserve funds, more knowledge 
and resolution, and much greater power of concerted action, 
with regard to the terms on which they sell their services, 
than the greater number of their clients and customers\!, 

It is however certa.iu that ma.nual labourers as a class 
arc at a disadvantage in bargaining j and that This last evil 

the disadvantage wherever it exists is likely to be is cumulative. 

1 The totalre8l wages of the domestic servants of fashionable London are 
very high in comparison with those of other trades in which equal skill and 
ability 8re required. But those domestic servants who have no specialized 
skill, and who hire themselves to persons with very narrow means, have not 
boon able to make even tolerably good terms for themselves: they work very 
hard for very low wllges. 

2 If further evidence were wanteu that the disadvantages of bargaining 
under which the vendor of labour commonly suffers, depend on his own 
circumstances and qualities, and not on the fact that the particular thing 
which he has to sell is labour; such evidence could be found by comparing the 
successful barrisli1r or solicitor or physician, or opera singer or jockey with 
the poorer independent producers of vendible goods. Those, for instance, 
who in remote places collect shell·fish to be sold in the large central markets, 
have little reserve funds or knowledge of the world, and of what other 
producers are doing in other parts of the country: while those to whom they 
sell, are a small and compact body of wholesale dealers with wide knowledge 
and large resen'e funds; and in consequence the sellers are at a great disad
vantage ill bargaining. And much the !'lame is true of the women and children 
who sell hand-made lace, alld of the garret masters of East London who sell 
furniture to large and powerful dealers. 
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cumulative in its effects. For though, so long a.s there iR any 
competition among employers at all, they are likely to bid for 
labour something not very much less than its real value to 
them, that is, something not very much less than the highest 
price they would pay rather than go on without it; yet any
thing that lowers wages tends to lower the efficiency of the 
labourer's work, and therefore to lower the price which the 
employer would rather pay than go without that work. The 
effects of the labourer's disadvantage in bargaining are there
fore cumulative in two ways. It lowers his wages; and as we 
have seen, this lowers his efficiency as a worker, and thereby 
lowers the normal value of his labour. And in addition it 
diminishes his efficiency as a bargainer, and thus increases the 
chance that he will sell his labour for less than its normal 
yalue l

, 

1 Principles VI. IV. contains !l, study of the economic value of a.n individual 
to his country, but otherwise differs from the present chapter only in points of 
detail. 



CHAPTER V. 

D~MAND AND SUPPLY IN RELATION TO LABOUR, 

CONCLUDED. 

§ 1. TIm next peculiarity in the action of demand and 
supply with regard to labour, which we have to Fifth pecu1i~ 
consider, is closely connected with some of those arity. Slow-

ness of growth 
we have already discussed. It consists in the ofnewsupplies 

length of time that is required to prepare and of labour. 

train labour for its work, and in the slowness of the returns 
which result from this training. 

Not much less than a generation elapses between the choice 
by parents of a skilled trade for one of their Difficulty of 

children, and his reaping the full results of their ~~~~~:s:~ng the 

choice. And meanwhile the character of the trades. 

trade may have been almost revolutionized by changes, of 
which some probably threw long shadows before them, but 
others were such as could not have been foreseen even by the 
shrewdest persons and those best acquainted with the circum
stances of the trade. 

The working classes in nearly all parts of England are 
constantly on the look-out for advantageous openings for the 
labour of themselves and their children; and they are eager 
to learn from friends and relationH who have settled in other 
districts everytring that they can as to the wages that are 
to be got in other trades. It is astonishing with what assiduity 
and sagacity many of them pursue their inquiries, not only as 
to the money wages to be obtained in a trade, but als.o as to 
all those incidental advantages and disadvantages which have 
been discussed in the last chapter but one. But it is very 
difficult to ascertain the causes that nre likely to determine 

20 
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the distant future of the trades which they are selecting for 
their children; and there are not many who enter on this 
abstruse inquiry. The majority assume without a further 
thought that the condition of each trade in their own time 
sufficiently indicates what it will be in the future; and, so far 
as the influence of this habit extends, the supply of labour in 
a trade in anyone generation tends to conform to its earnings 
not in that but in the preceding generation. 

Again, some parents, observing that the earnings in ODe 

trade have been for some years rising relatively to others 
in the same grade, assume that the course of change is likely 
to continue in the same direction. But it often happens 
that the previous rise was due to temporary causes, and that, 
even if there had been no exceptional influx of labour into 
the trade, the rise would have been followed by a fall instead 
of a further rise: and, if there is such an exceptional influx, 
the consequence may be a supply of labour so excessive, that 
its earnings remain below their normal level for many years. 

§ 2. But we must not omit to notice those adjustments of 
the supply of labour to the demand for it, which are effected 
by movements of adults from one trade to another, one grade 
The move~ to another, and one place to another. The move~ 
ments of adult ments from one grade to another can seldom be 
labour I I Ih h"" ht ' on a very arge sca e j a t oug It IS true t a 
exceptional opportunities may sometimes develop rapidly a 
great deal of latent ability among the lower grades. Thus, 
for instance, the sudden opening out of a new country, or such 
an event as the American 'Var, will raise from the lower 
ranks of labour many men who bear themselves well in 
difficult and responsible posts. 

And the movements of adult labour from trade to trade 

are however 
of increasing 
importance. 

and from place to place can in SOllie cases be so 
large and so rapid as to reduce within a very 
short compass the period which is required to 
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enable the supply of labour to adjust itf:;elf to the dema.nd. 
That general a.bility which is easily transferable from one 
trade to another, is evcry year rising in importance rela.tively 
to that manual skill and technical knowledge which are 
specialized to one branch of industry 1. And thus economic 
progress brings with it on the one hand a constantly increasing 
changefulness in the methods of industry, and therefore a 
constantly increasing difficulty in predicting the demand for 
labour of any kind a generation ahead j but on the other hand 
it brings also an increasing power of remedying such errors of 
adjustment as have been made. 

§ 3. Thus these market variations in the price of a 
commodity are governed by the temporary re
lations between demand and the stock that is in 
the market or within easy access of it. 'Yhen 
the market price so determined is above its 
normal level, those who are able to bring new 

Fluctuations 
of earnings arc 
governed 
chiefly by 
fluctuations of 
demand. 

supplies into the market in time to take advantage of the 
high price receive an abnormally high reward. If they are 
small handicraftsmen working on their own account, the 
whole of this rise in price goes to increase their earnings2. 

In the modern industrial world, however, those who 
undertake the risks of production and to whom the benefits 
of any rise in price, n .. nd the evils of any fall come in the 
first instance, are capitalist undertakers of industry. Eut 
the force of competition among the employers themf:;elves, each 
desiring to extend hiR business, and to get for himself a:-; 
much as possible of the rich harvest that is to be reaped when 
their trade is prosperous, makes them consent to pay higher 
wages to their employes in order to obtain their services. 

Thus the high wages of coal-miner!:> during the inflation 
which culminated in 1873, were determined for the time by 

1 See Book IV. eh. VI. § 1. 
2 These earnillgs include for the time a very high Quasi-rent of their stock 

of trained ahility. If they have auy cOl!siderable stock of trarle implements. 
they are to that extent capitalists; awl part of their income is Quasi-rent 011 
this capital. 

20-2 
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the relation in which the demand for their services stood to 
I1tustration the amount of skilled mining labour available, 
~~~ o~hth~i;~al the unskilled labour imported into the trade 
trade. being counted as equivalent to an amount of skilled 
labour of equal efficiency. Had it, been impossible to import 
any such labour at all, the earnings of miners would have been 
limited only by the elasticity of the demand for coal on the 
one hand, and the gradual coming to age of the rising gene
ration of miners on the other. As it was, men were drawn 
from other occupations which they were not eager to leave; 
for they could have got high wages by staying where they 
were, since the prosperity of the coal and iron trades was but 
the highest crest of a swelling tide of credit. These new 
men ,\-\-'ere unaccustomed to underground work; its discomforts 
told heavily on them, while its dangers were increased by their 
want of technical knowledge, and their want of skill caused 
them to waste much of their strength. The limits therefore 
which their competition imposed on the rise of the temporary 
wages (or Quasi-rent) of miners' skill were not narrow. 

'Vhen the tide turned, those of the new-comers who were 
least adapted for the work, left the mines; but even then the 
miners who remained were too many for the work to be done, 
and their wage fell, till it reached that limit at which they 
could get more by selling their labour in other trades. And 
that limit was a low one; for the swollen tide of credit, which 
cuhninated in 1873, had undennined solid business, impaired 
the true foundations of prosperity, and left nearly every trade 
in a more or less ullhealthy and depressed condition. The 
miners had therefore to sell their skilled labour in markets 
which were tLlready over full, and in w hieh their special skill 
counted for nothing. 

§ 4. To conclude this part of our argument. The market 
price of everything, i.e. its price for shori periods, is deter
miI1e(I mainly by the relations in which the demand for it 
stands to the avaibl,le stocks of it; and in the case of 
labour or any other agent of production this demand is 
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"derived II from the demand for those things which the agent 
is used in making. In these relatively short periods fluctua
tions in wages follow, and do not precede, fluctuations in the 
selling prices of the goods produced. 

But the incomeR which are being earned by all agents 
of production, human as well as material, and those which 
appear likely to be earned by them in the future, exercise a 
ceaseless influence on those persons by whose action the 
future supplies of these agents are detennined. There is a 
constant tendency tow[1nls a position of normal equilibrium, 
in which the supply of each of these agents shall stand in 
such a relation to the demand for its services, as to give to 
those who have provided the supply a sufficient reward for 
their efforts and sacrifices. If the economic conditions of 
the country remained stationary sufficiently long, this ten
dency would realize itself in such an adjustment of supply to 
demand, that both machines and human beings would eaIn 
generally an amount that corresponded fairly with their eost 
of rearing and training, conyentional necessaries as well as 
those things which are strictly necessary being reckoned for. 
But conventional necessaries might change under the influence 
of non-economic causes, even while economic conditions them
selYes were soo.tionary: and this change would affect the supply 
of labour, and would lessen the national dividend and slightly 
alter its distribution. As it is, the economic conditions of the 
country are constantly changing, and the point of adjustment 
of normal demand and supply in relation to labour is constantly 
being shifted 1. 

1 In Principles VI. v., the argument of this last Section is pursued more at 
length, and with reference to 8everal difficulties that are ignored here. In 
particular it is argued that the extra income earned by some natural abilities 
may be regarded as a Rent sometimes, but not when we are considering the 
normal earnings of 0. trade. This analogy is valid so long as we are merely 
analysing the sourCll of the incomes of individuals. and it might even btl 
earried further if persons were born with rare abilities specialised to particnla.r 
branches of prodnctioll. 



CHAPTER VI. 

DEMAND AND SUPPLY IN RELATION TO CAPITAL. A 

FURTHER STUDY OF INTEREST. 

§ 1. TUE main principles of the action of demand and 
supply with regard to capital have been discussed in the first 
two chapters of this Bookl. \Ve there looked back at the 
results of our earlier studies, and endeavoured to bring 
together and study in their mutual relations a number of 
sep~rate doctrines as to capital, each of which is familiar to 
every intelligent man j though he may not be able, without 
some special study, to see their bearings on one another and 
the part they severally play in the great central problem of 
distribution. 

But in earlier times even great thinkers failed not only to 
understand the part which capital plays in this great pro
blem, but even to recognise clearly many of the separate 
truths which are now regarded as common-place. They 
were impressed by observing that most borro,vers were 
poor, that most lenders were rich j that the lenders very 
often suffered no material loss through making a loan, and 
that they often wrung exorbitant usury out of the needs of 
the poor. These facts enlisted their sympathies; and, aided 
by some specious metaphysical reasoning, prevented them 
from perceiving that he who lends to another hands over to 
him the power of using temporarily some desirable thing, and 
that this action has as much right to payment, as the act of 
handing to him absolutely some other thing of smaner value. 

1 Much that was in this chapter in the earlier editions is now transferred 
to tbose earlier cha})ters. 
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If the first man be rich it may be his duty in either case to 
confer a benefit freely on his poorer neighbour without ex
pecting anything in return. But if a. person can use £100 so 
as to produce, after allowing for his trouble, things worth £103 
net at the end of a year, there is no reason for his lending the 
.£100 free of interest to another, which would not require him 
to make to that other a free present of .£3. I 

§ 2\\:V e haye seen that interest is the reward of waiting 
in the SaIne sense that wages are the reward of labour\Much 
work is pleasurable; but everyone claims his full pay for all 
the work he does for others as a matter of ordinary business, 
however pleasurable it may be to himself. Similarly many 
people would wish to defer some of their enjoyments, even if 
they had to put by the money, which gives command over 
them, without hope of interest: but yet those who have the 
means of lending, will not lend gratis as a rule; because, even 
if they have not themselves some good use to which to turn 
the capital or its equivalent, they are sure to be able to find 
others to whom its use would be of benefit, and who would pay 
for the loan of it: and they stand out for the best market. 
And tliere always is a market, because though the stock of 
loanable wealth is increasing fast, new openings for its profit
able use are ever being made by the progress of the mechanical 
arts and the opening up of new countries. 

But now we may leave these general considerations, and 
make a more detailed study of this notion of lnte- Net and Gross 

rest. For the interest of which we speak when interest. 

we say that interest is the earnings of capital simply, or the 

1 This line of ~gument is pursued in some detail in Principles VI. VI. It 
is argued that the modern theories of Carl Marx and some others as to 
capital, repeat this old error in a disguised form, and without the excuse 
which there was for it in earlier times: but that with thi~ exception, the 
history of the theory of interest has been one of almost continuous progress 
during the last three centuries: every generation has done something to 
forward it, none has been able to make any fundamental change. Reasons 
are also given for dissenting from Prof. Bohm·Bawerk's dochines on the 
subject. 
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reward of waiting simply, is Net interest; but what commonly 
passes by the name of Interest, includes other elements besides 
this, and may be called Gross interest. 

These additional elements are the more important, the lower 
Gross interest and more rudimentary the state of commercial 
includes some . d f th 't' f d' n'h Insurance secunty an 0 e orgaulza Ion 0 ere It. .1. US, 
against risk, for instance, in medireval times, when a prince 

I· wanted to forestall some of his future revenues, he borrowed 
perhaps a thousn.nd ounces of silver, and undertook to pay 
back :fifteen hundred at the end of a year. There was how
ever no perfect security that he would fulfil the promise; and 
perhaps the lender would have been willing to exchange that 
promise for an absolute certainty of receiving thirteen hundred 
at the end of the year. In that case, while the nominal rate 
at which the loan was made, was fifty per cent., the real rate 
was thirty. 

The necessity for making this allowance for insurance 

! and also Earn
i iogs of Man-
j agement. 

against risk is so obvious, that it is not often 
overlooked. But it is less obvious that every 
loan causes some trouble to the lender; that when, 

from the nature of the case, the loan involves considerable 
risk, a great deal of trouble has often to be taken to keep 
these risks as small as possible; and that then a great part of 
what appears to the borrower as interest, is, from the point of 
view of the lender, Earnings of Management of a troublesome 
business. 

At the present time the net interest on capital in England 
is a little under three per cent. per annum; for no more than 
that can be obtained by investing in such first-rate Stock 
Exchange securities as yield to the owner a secure income 
without appreciable trouble or expense on his part. And 
when we find capable business men borrowing on perfectly 
secure mortgages, at (say) four per cent., we may regard that 
gross interest of four per cent. as consisting of net interest, or 
interest proper, to the extent of a little under three per cent., 
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and of Earnings of M<Lnagement by the lenders to the extent 
of rather less than one per cent. 

Again, a pawnbroker's business involves next to no risk; 
but hi~ lOl.Llls are generally made at the rate of 25 per cent. 
per annum, Of more; the greater part of which is really 
EarningH of Management of a troublesome business. Or to 
take a. more extreme case, there are men in London and Paris 
and probably elsewhere, who make a living by lending money 
to costennongers: the money is often lent at the beginning of 
the day for the purchase of fruit, &c" and returned at the end 
of the day, when the sales are over, at a profit of ten per 
cent. j there is little risk in the trade, and the money is 
seldom lost. Now a farthing invested at ten per cent. a day 
would amount to a billion pounds at the end of a year. But 
no one can become rich by lending to costermongers; because 
no one can lend much in this way. The so-called interest on 
the loans really consists almost entirely of earnings of a kind of 
work for which few capitalists have a taste. 

§ 3. It is then necessary to analyse a little more care
fully the extra risks which are introduced into 

• .. . Further analy_ 
busmess when much of the capItal used III It sisofGrossin_ 

has been borrowed. Let us suppose that two men terest. 

are carrying on similar businesses, the one working with his 
own, the other chiefly with borrowed capital. 

There is one set of risks which is common to both; which 
may be described as the TRADE RISKS of the particular 
business in which they are engaged. They arise from fluctua
tions in the markets for their raw materials 

d . h d d f £ Trade Risks. an fims e 600 El, rom un oreseen changes of 
fashion, from new inventions, from the incursion of new and 
powerful rivals into their respective neighbourhoods, and so 
on. But there is another set of risks, the burden of which 
has to be borne by the man working with borrowed capital, 
and not by the other; and we may call them PERSONAL 
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RISKS. For he who lends capital to be used by Personal 

another for trade purposes, has to charge a high Risks. 

interest as insurance against the chances of some flaw or 
deficiency in the borrower's personal character or ability. 

The price then that the borrower has to pay for the loan 
of capital, and which he regards as interest, is 

Gross interest 
from the point of view of the lender more does not tend 

properly to be regarded as profits: for it includes to equality. 

insurance ngainst risks which are often very heavy, and 
Earnings of Management for the task, which is often very 
arduous, of keeping those risks as small as possible. Varia
tions in the nature of these risks and of the task of manage
ment win of course occasion corresponding variations in the 
Gross interest, so called, that is paid for the use of money_ 
The tendency of competition is therefore not towards equaliz
ing thit-; Gross interest: on the contrary, the more thoroughly 
lenders and borrowers understand their business, the more 
certainly will some classes of borrowers obtain loans at a 
lower rate than others. 

We must defer to a later stage our study of the marvel
lously efficient organization of the modern Money ltlarket by 
which capital is transferred from one place where it is super
abundant to another where it is wanted; or froro one trade 
that is in the process of contraction to another which is being 
expanded: and at present we must be contented to take it 
for granted that a very small difference between the rates of 
Net interest to be got on the loan of capital in two different 
modes of investment in the same Western country will cause 
capital to flow, though perhaps by indirect channels, from the 
one to the other}. 

1 Up to this point rrinciple.~ VI. VI. differs from the present Chapt~r chiefly 
in matters of detail and of secondary importance. But there follows some 
account of the misconceptions of the true nature of interest cnrrent in the 
Middle Ages, and of those which have led Marx and other socialists to regard 
interest as a thing unjust in itself. 



CHAPTER VII. 

DEMAND AND SUPPLY IN RELATION TO CAPITAL, BUSINESS 

POWER AND INDUSTRIAL ORGANIZATIQ.N. 

§ 1. IN the concluding Chapters of Book IV. we made 
some study of the various forms of business This Chapter 

manao-ement and the faculties required for them' in relation to 
o , , the latter part 

and we saw how the supply of business power in of Book IV. 

command of capital may be regarded as consisting of three 
elements, the supply of capital, the supply of the business 
power to manage it, and the supply of the organization by 
which the two are brought together and made effective for 
production. 'Ve have now to carry this study further; and 
to inquire more closely into the nature of the services which 
the business undertaker renders to society, and the rewards of 
this work. We shDJI find thn,t the causes which govern the 
earnings of business men al'C less arbitrary, and present closer 
analogies to those which govern other kinds of earnings than 
is commonly supposed. 

'Ve must however make a distinction at startingl. The 
Struggle for Survival tends to make those Action of the 

methods of organization prevail, which are best Struggle for 

fitted to thrive in their environment; but not Survival. 

necessarily those best fitted to benefit their environment, 
unless it happens that they are duly rewarded for all the 
benefits which they confer, whether direct or indirect. And 
in fact this is not so. For as a general rule the Law of 
Substitution-which is nothing more than a special amI limited 
application of the Law of Survival of the Fittest-tends to 

1 See Book IV. Ch. VIII. 
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make one method of industrial organization supplant another 
when it offers a direct aJ.!d immediate service at a lower price. 
The indirect and ultimate services which either will render 
have, as a general rule, little or no weight in the balance; 
and as a result many businesses languish and die, which might 
in the long run have done good work for society if only they 
could have obtained a fair start. This is especially true of 
some forms of co-operative associations. 

In this connection we may divide employers and other 
undertakers into two classes, those who open out new and 
improved methods of business, and those who follow beaten 
tracks. The services which the latter perform for society are 
chiefly direct and seldom miss their full reward: but it is 
otherwise with the former class. 

For instlLnce, economies have lately been introduced into 
some bmnchcs of iron manufacture by diminishing the number 
of times which the metal is heated in passing from pig iron to 
its final form; and some of these new inventions have been of 
such a nature that they could neither be patented nor kept 
secret. Let us suppose then that a manufa.cturer with a 
capital of £50,000 is getting in normal times a net profit of 
£4,000 a year, £1,500 of which we may regard as his Earnings 
of nIanagement, leaving £2,500 for the other two elements of 
profits. We assume that he has been working so far in the 
same way as his neighbours, and showing an amount of ability 
which, though great, is no more than the normal or average 
ability of the people who fill such exceptionally difficult posts; 
thnt is, we assume that £1,500 a year is the normal earnings 
for the kind of work he has been doing. But as time goes on, 
he thinks out a way of dispensing with one of the heatings 
that have hitherto been customary; and in consequence, 
without increasing his expenses, he is able to increase his 
annual output by things which can be sold for £2,000 net. 
So long, therefore, as he can sell his wares at the old price, 
his l~arnings of 1\fanagcment will be £2,000 a year above the 
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average; ann he will earn the full reward of his services to 
society. His neighbours however will copy his plan, and 
probably make more than average profits for a time. But 
soon competition will increase the supply, and lower the price 
of their wares, until their profits fall to about their old level; 
for no one could get extra high wages for making eggs stand 
on their ends after Columbus' plan had become public 
property. 

lVlany business men whose inventions have in the long run 
been of almost priceless value to the world, have died in 
poverty; and while many men have amassed great wealth by 
good fortune, rather than by exceptional ability in the per
formance of public services of high importance, it is probable 
that those business men who have pioneered new paths have 
often conferred on society benefits out of all proportion to 
their own gains, even though they have died millionaires. 

§ 2. 'Ve will now begin by tracing the action of the 
Law of Substitution in adjusting the rewards of The action of 

the services rendered to society by ordinary work- the Law of 
Substitution 

'men, by foremen, and by employers of different in controlling 

grades. We have already noticed that a great Earnings of 
. Management. 

part of the work done by the head of a small 
business himself, is relegated in a large business to salaried 
heads of department~, managers, foremen and others. And 
this thread will guide us to much that is useful for our present 
inquiry. The simplest case is that of the earnings of the 
ordinary foreman; with which we may begin. 

Let us suppose, for instance, that a railway contractor or 
a dockyard manager finds that it answers best to have one 
foreman to every twenty lnbourers, and to pay him twice the 
wages of one of them. This means that, if he found himself 
with 500 labourers and 24 foremen, he would expect to get 
just a little more work done at the same expense by adding 
one more foreman, than by adding two more ordinary 
lahourers: while if he had had 490 labourers and 25 foremen, 
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he would hn,ve found it better to add two more labourers. If 
he could have got his foreman for one and a half times the 
wages of a labourer, perhaps he would have employed one 
foreman to every fifteen labourers. But, as it is, the number 
of foremen employed is determined at one-twentieth of that 
of the labourers, and their demand price at twice the 
labourerl'l' wages. 

In exceptional cases the foremen may earn their wages 
by over-driving those whose work they superintend. But we 
may now suppose them to contribute to the success of the 
undertaking in a legitimate way, by securing a better orga
nization of its details; so that fewer things are done amiss 
and need to be undone j so that everyone finds the help that 
he wants in moving heavy weights, &c., ready for him just 
when he wants it; so that all machinery and implements are 
kept in good working order, and no one has to waste his time 
and strength by working with inadequate appliances, and so 
on. The wages of foremen who do work of this kind may 
be taken as typical of a great part of the Earnings of Man
agement: society, acting through the individual employer, 
offers an effective demand for their services until that margin 
is reached at which the aggregate efficiency of industry would 
be increased by adding workers of some other grade more 
than by adding the foremen whose wages would add an equal 
amount to the expenses of production. 

§ 3. So far the Employer has been regarded as the agent 
The Law of through whom the Law of Substitution acts in 
Substitution contriving and arranging the factors of pro
acts through duction so that the maximum of direct services the employer 
and also 011 (estimated by their money measure) should be 
him. 

performed at a minimum money cost. But now 
we have to look at the work of the employers themselves 
being contrived and arranged for them, though of course in 
a more haphazard fashion, by the immediate action of their 
own competition. 
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In the first place we find the small employer, who does the 
whole work of management and superintendence in his busi
ness competing with the large employer who retains in his own 
hands only the supreme work of controlling the higher policy 
of the business. And in this way as the earnings and services 
of foremen are weighed on the one side against those of ordinary 
labourers, so on the other the earnings and services of the 
foremen and managers who in the large business are hired to 
do much that the small employer does himself, are weighed 
against his 1. 

It is true that the small employer needs capital of his 
own; but as we have already noticed 2 there is a constant 
increase in the ease with which a man who has the faculties 
for managing a business, can borrow the requisite capital. 

It is true that the new man with but little capital of his 
own is at a disadvantage in trades which move 

The businessslowly and in which it is necessary to sow a long 
time before one reaps. But in all those in
dustries in which bold and restless enterprise 

man working 
with borrowed 
capital 

can reap a quick harvest; and in particular wherever high 
profits are to be made for a time by cheaper reproductions of 
costly wares, there the new man is in his element: it is he who 
by his qui~k resolution and dexterous contrivances, and perhaps 
also a little by his natural reckleHsness, "forces the pace." 

And he often holds his own with great tenacity even 
under considerable disadvantages; for the freedom will work hard 

and dignity of his position are very attractive to for a small re_ 

him. Thus the peasant proprietor who:;e little ward. 

plot is heavily mortgaged, the small so-called "sweater" or 
II garret master" who takes out a sub-contract at a low price, 
will often work harder than the ordinary workman, and for a 
lower net income. And the manufacturer who is doing a. 

large business with comparatively little capital of his own 

1 This point is worked out at some length in Principles VI. VlI. 3, 4. 
'1 Camp. Book IV. Cli. XII.§ 7. 
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will reckon his labour and anxiety almost as nothing, for 
he knows that he must anyhow work for his living, and he 
is unwilling to go into service to another: he will therefore 
work feverishly for a gain that would not count much in the 
balance with a wealthier rival, who, being able to retire and 
live in comfort on the interest of his capital, may be doubting 
whether it iR worth while to endure any longer the wear-and
tear of business life', 

§ 4. But the weighing in the balance of the ~ervices, and 
Joint stock therefore the earnings, of employees against the 
companies, Earnings of l\Ianagement of employers is in 

some ways best illustrated by reference to Joint-stock com
panies. For in them most of the work of management is 
divided between salaried directors (who indeed hold a few 
shares themselves) and salaried managers and other sub
ordinate oflicials, most of whom have little 01' no capital of any 
kind j and their earnings, being almost the pure earnings of 
labour, are governed in the long run by those general causes 
which rule the earnings of labour of equal difficulty and dis
agreeableness in ordinary occupations. 

Joint-stock companies seldom have the enterprise, the 
energy, the unity of purpose and the quickness of action of a 
private business. But these disadvantage;.; are of 'relatively 
small importance in some trades. That publicity, which is 
one at the chief drawbacks of public companies in many 
branchcs of manufacture and of speculative commerce, is a 
positive advantage in ordinary Banking and Insurance and 
kindred businesses; while in these, as well as in most of the 
Transport industries (railways, tramways, canals, and the 
supply of gas, water and electricity), their unbounded com
mand over capital gives them almost undisputed sway. 

On the whole they exert a steadying influence on the 
demand for capital, and on the demand for labour of all kinds, 

1 The advantage;; !llld disadvantages of the undel'tll.ker with borrowed 
CIl.}Jitui are further dbcussed ill Principles VI. vll. 5. 
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and especially for the services of those who, ha,ving businesH 
ability but no capital of their own, desire to reap SOIlle Earn
ings of }.ianagement ILS salaried officials of a great under-
taking. And as has alreauy been observed, Co- . 

. . h h f f Co-operation. operatIOn promIses, more t an any ot er orm 0 

business association, to turn to good account the capabilities of 
the working man for the higher posts of business management. 

Thus then each or the many modern methods of business 
has its own advantages and disadvantages: and its application 
is extended under the action of the Law of Substitution in 
every direction until tha,t limit or margin is reached, at which 
its special advantages for that use no longer exceed its dis
advantK'1ges. 

§ 5. The supply of business power is large and elastic, since 
the area from which it is drawn is wide. Every- The supply of 

one has the business of his own life to conduct· business abi-
. • . . 'lhy is drawn 

thIs, If done well, affords to some extent trammg from a wide 

for business management; and there is therefore area, 

no other kind of highly paid ability which depends so little 
on labour and expense applied specially to obtaining it, and 
which depends so much on so-called "natural and is non

qualities." And, secondly, business power is specialized. 

highly non-specialized; because in the large majority of 
trades, technical knowledge and skill become every day less 
important relatively to the broad and non-specialized faculties 
of judgment, promptness, resource, carefulness and steadfast
ness of purpose. 

And we may conclude that the rarity of the natural 
abilities and the expensiveness of the special The adjust

training required for the work affect normal ment of Earn
ingstothediffi· 

Earnings of Management in much the same way culty and im-

as they do the normal wa!!es of skilled labour. portance of the 
'-' work done is 

In either case a rise in the income to be earned fairly accu

sets in operation forces tending to increase the rate. 

supply of those capable of earning it; and in either case the 

M. 21 
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extent to which the supply will be increased by a f,rl.ven rise 
of income, depenus upon the social amI economic condition 
of those from whom the supply is drawn. For though it is 
true that an able business man who starts in life with a great 
deal of capital and a good business connection is likely to 
obtu,in higher Earnings of nianagement than an equally able 
man who starts without these advantages; yet there are 
similar, though smaller, inequalities between the earnings of 
professional men of equal abilities who start with unequal 
social advantages; and the wages even of a working man 
depend on the start he has had in life almost as much as on 
the expense which his father has been able to afford for his 
education I, 

1 Some Ilifficulties in obtaining accurate knowledge of the true Earnings 
of Mallagemellt ill different tradc~ arc indicated in Principles VI. Vll. 7. 



CHAPTER VIII. 

DEMAND AND SUPPLY IN RELATION TO CAPITAL AND 

BUSINESS POWER, CONCLUDED. 

§ 1. TilE profits of a business are the excess of its receipts 
over its outgoings, and the annual rate of profits is the ratio 
which the yearly profits hear to the capital in~ We have next 

vested. We have next to inquire whether there to examine the 
tendency ofthe 

is any general tendency of the rate of profits to rate of profits 
equality. to equality. 

Adam Smith said :-" The whole drugs which the best 
employed apothecary in 11 large market-town will sell in a 
year ma.y not perhaps cost him above thirty or forty pounds. 
Though he should sell them, therefore, for three Variations in 
or four hundred or a thoustJ.nd per cent. profit nominal profits 

between large 
this may frequently be no more than the reason- and small 

able wages of his labour in the only way in businesses. 

which he can charge them, upon the price of the drugs. The 
greater part of the apparent profit is real wages disguised in 
the garb of profit." 

But it is important to distinguish between the annu(d 
rate of profits on the capital invested in a P fi ro ts pel' 
business, and the rate of profits that are made annum and on 

every time the capital of the business is turned the turnover. 

over; that is every time sales are made equal to that 
capital, or the rate of profits on the t'wrnover. At present we 
are concerned with profits per annum. 

The greater part of the nominal inequality between the 
normal rates of profit in small businesses and in large would 
disappear, if the scope of the term profits were narrowed in 

21-2 
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the former case or widened in the latter, so tha,t it included 
Correction of in both cases the remuneration of the same 
:.In anomaly of cbsses of services. There ILr6 even reasons for 
language. thinking that the rate of profit, rightly estimated, 
on large capitals tends to be higher than on smalL For of two 
businesses competing in the same trade, that with the larger 
cn,pitaJ can nelLrly always buy at the cheaper rate, and can 
avail itself of lllany economies in the specilLliza.tion of skill and 
machinery and in other ways, which arc out of the reach of 
the smaller business: while at most the only important a.d
vantage, which the latter is likely to have, consists of its 
greater facilities for getting near its customers and consulting 
their individual wants. In tmdes in which this last advant.'1ge 
is not important, and especially in some manufncturing trades 
in which the large firm can sell at a better price than the 
smnll one, the outgoings of the former nrc proportionntely less 
and the incomings larger; and therefore, if the profits be 
reckoned in the same way in both cases, the mte of profits 
in the former case must be higher than in the latter. 

But these are the very businesses in which it most fre· 
quently happens that lnrge firms ILfter first crushing out small 
ones, either combine with one another and thus secure for 
themselves the gains of a limited monopoly, or by keen 
competition among themselves reduce the rate of profit very 
low. There are many branches of the textile, the metal, and 
the transport trades in which no business can be started at 
an except with a large capital; while those that are begun 
on a moderate scale struggle through great difficultieR, in the 
hope that, after a time, it may be possible to fina employment 
for a large capitn.}, which will yield Earnings of ::Hanagement 
high in the aggregate though low in proportion to the capital. 

There are some trades which require a very high order 
of ability, but in which it is nearly as easy to manage a very 
large busincRs ILS one of moderate size. In rolling mills, for 
instance, there is little detail which cannot be reduced to 
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routine, and a. capital of £1,000,000 invested in them can be 
controlled by one nble man. A rate of profits of 20 per 
cent., which is not a very high nverage rate for some parts of 
the iron trade, would give the owner of such works Earnings 
of Management amounting to more than £150,000 a year. 
And since iron-masters can with so little additional effort 
get the Earnings of l\Ianagement on an increased capital, 
wealthy men remain in the trade longer than in most others; 
and the competition of the great iron-masters with one another 
is said to have reduced the average rate of profits in the 
trade below the ordinary level. 

The rate of profits is low in nearly all those trades which 
require very little ability of the highest order, and in which 
a public or private firm with a good connection and a large 
capital can hold its own against new-comers, so long as it is 
managed by men of industrious habits with sound common 
sense and a moderate share of enterprise. And men of this 
kind are seldom wanting either to a well-established public 
company or to a. private finn which is ready to take the 
ablest of its servants into partnership. 

We may then conclude, firstly that the true rate of profits 
in large businesses is higher than at first sight General result 

appears, because much that is commonly counted of the compa-
rison between 

as profits in the small business ought to be cbssed large business-

under another head before the ra.te of profits in es and small. 

it is compared with that in a large business: a.nd secondly 
that, even when this correction ha.s been made, the rate of 
profits declines generally as the size of the business increases. 

§ 2. The normal Ea.rnings of Management are of course 
high in proportion to the capital, and therefore 
h 

Profit8llrehigh 
t e rate of profits per annum on the capital is wHere the Cir-

high, when the work of management is heavy in 
proportion to the capital. Individual trades 
have indeed peculiarities of their own; arid all 

culating capi
tal is large rc· 
latively to the 
Fixed. 

rules on the subject are liable to great exceptions. But gene-
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rally it ma.y be said that the extent of the work of manage~ 
ment needed in a business depends more on the amount 
of Circulating capital used than on that of the l?ixed. The 
rate of profit tends therefore to be low in trades in which 
there is a disproportionately large amount of durable plant 
that requires but little trouble and attention when once 
it has been laid down. As we have seen, these trades are 
likely to get into the hands of joint-stock companies: and the 
aggregate salaries of the directors and higher officials bear a 
very small proportion to the capital employed in the case of 
railway and water companies, and, even in a more marked 
degree, of companies that own canals and docks and bridges l

. 

§ 3. Our inquiry lllay now pass away from the annual 
rate of profits on the capital invested in a business, to the 
The rate of ra.te of profits that are made every time sales 
profits on the equal to the capital of the business are made, Of, 

turnover. as is commonly said, the rate of profits" on the 
turnover." It is clear that if the average net profits in two 
businesses are twelve per cent. per annum, and the first turns 
over its capital 4 times in the year and the other only once, 
the profits on the turnover must be twelY6 per cent. in the 
latter case, and only about three per cent. in the former. 
And we are thus brought to consider the causes which de
termine the rate of profits on the "turnover;" or, which comes 
to the same thing, the percentage of the supply price of a 
commodity which has to be classed as profits. 

It is obvious that wholesale dealers, who buy and sell 
large quantities of produce in single transactions, and who are 
able to turn over their capital very rapidly, may make large 

1 Profits are exceptionally high where the wages.bill is very large reo 
latively to tne capital. This subject is treated in Pli1!ciples VI, VIII. 2 where 
it is argued that the least inaccurate of all the broad statements that can be 
made with regal'll to a general tendency of profits to equality in different 
trades, is that where eHual capitals are employed, profits telld to he a certain 
percentage ller allll\Un on the total capital, together with a certain percentage 
OIl the wages·bill. 
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fortunes though their average profits on the turnover are less 
than one per cent. j and, in the extreme case of 

d It varies more 
large stock exchange ealings, even when they widely than 

are only a small fraction of one per cent. But a the annual rate 
of profits on 

shipbuilder who has to put labour and material capital. JIIus
"t I h" d t "d b tl I " I trative instanIn 0 t Ie SIp, an 0 provi e a er 1 or It, a ong ces. 

while before it is ready for sale, and who has to 
take care for every detail connected with it, must add a very 
high percentage to his direct and indirect outlay in order to re
munerate him for his labour, nnd the locking up of his cl1pital. 

Again, in the textile industries Home firms buy mw material 
and turn out finished goods, while others confine themselves 
to spinning, to weaving, or to finishing: and it is obvious that 
the rate of profit on the turnover of one of the first class must 
be equal to the sum of the rates of profit of one of each of the 
three other cbsses. Again, the retail den.Iers' profit on the 
turnover is often only five or ten per cent_ for commodities 
which are in general demand, and which are not subject to 
changes of fashion; 80 thl1t while the sales are large, the 
necessary stocks are small, and the capital invested in them 
can be turned over very rapidly, with very little trouble and 
no risk. But a profit on the turnover of nearly a hundred 
per cent. is required to remunerate the retailer of some kinds 
of fancy goods which can be sold but slowly, of which varied 
stocks must be kept, which require a large space for their 
display, and which a change of fashion ml1y render unsaieable 
except at a loss; and even this high rate is often exceeded in 
the case of fish, fruit, flowers and vegetables. 

We see then that there is no general tendency of profits 
on the tUrnover to equality; but there may be, and as a matter 
of fact there is in each trade and in every branch of each 
trade, a more or less definite rate of profits on the turnover 
which is regarded as a "fair" or normal rate l

• 

§ 4. During all this inquiry we have had in view chiefly 

I See T'linciples VI, VIII. 4. 
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the long-period or true normal results of economic forces; 
Profits are a we have considered the W!ty in which the R.upply 
constituent of business ability in cOlllIlland of capital tends 
element of 
normalsupply_ in the long run to adjust itself to the demand; 
price. we have seen how under the action of the Law 
of Substitution it seeks constantly every business and every 
method of conducting every business in which it can render 
services that are so highly valued by persons who are able 
to pay good prices for the satisfaction of their wants, that 
those services will in the long run earn a high reward. The 
motive force is the competition of undertakers: each one 
tries every opening, forecasting probable future events, re
ducing them to their true relative proportions, and considering 
what surplus is likely to be afforded by the receipts of any 
undertaking over the outlay required for it. All his pro
spective gains enter into the profits ... "hich dmw him towards 
the undertaking; all the investments of his capital and 
energies in making the appliances for future production, and 
in building up the "Immaterial" capital of a business con
nection, have to show themselves to him as likely to be 
profitable, before he will enter on them: the whole of the 
profits which he expects from them enter into the reward, 
which he expects in the long run for his venture. And if he 
is a man of normal nuility (normal that is for that cIa,s8 of 
work), and is on the margin of doubt whether to make the 
venture or not, they lllay be taken as true representatives of 
the (marginal) normnl expenses of production of the services 
in question. Thus the whole of the normal profits enter into 
true or long-period supply price. 

But so soon as his skill, his material capital, and his 

Buttheincome 
derived from 
capital already 
invested is ge
nerally deter
mined by 
price. 

business connection are to any extent specialized 
to anyone bmnch of business; then to that 
extent the income earned by these factorR of 
}>l'uJuction cew,\c to exert a uirect influence on 
the value of the products due to them: and on 
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the other hand the value of those products (in conjullction 
with the other circumstances of the case) determines the 
income which can be derived from these factorsl. 

The reader is referred to the application of this doctrine 
to the earnings of industrial skill, which is given in the fifth 
Chapter of this Rook; for the argument of that Chapter is 
valid generally with regard to the earnings of business power. 
There are, however, some differences between the two cases, 
which call for our study. 

§ 5. In the first place the undertaker',; profits bear the 
first brunt of any change in the price of those Profits fluctu

thinO's which are the product of his capital ate wi,th prices 
~ and In even 

(including his business organization), of his greater ratio: 

labour and of the labour of his employes; and as a result 
fluctuations of his profits generally precede fluctuations of 
their wages, and are much more extensive. For, other things 
being equal, a comparatively small rise in the price for which 
he can sell his product is not unlikely to increase his profit 
manyfold, or perhaps to substitute a profit for a loss. That 
rise will make him eager to reap the harvest of good prices 
while he can; he will be in fear that his employes will leave 
his employment or refuse to work. He will be more able 
and more willing to pay high wages; and wages but the v.rages 

will rise, But experience shows that (whether ofempioyesiag 
behind, and 

they are governed by sliding scales or not) they their ftuctua-

seldom rise as much in proportion as prices; and tions are less, 

therefore they do not nse nearly as much in proportion as 
profits. 

Another aspect of the same fact is tluLt when tracle is 
bad, the employe at worst is earning nothing towards the 
support of himself and his family; but the employer's out
goings are likely to exceed his incomings, particuln.rly if he 
is using much bOl'rowed capital. Tn that C<Lse his Gross 
Earnings of :Management 111'0 <L negative quantity; that is, he 

1 I.e. it determines what we have called their Quasi-rent, 
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is IOHing his capita1. In very bad times this happens to a 
great number, perhaps the majority of undertakers; and it 
happens almost constantly to those who are less fortunate, or 
less able, or less well fitted for their special trade than others. 

§ 6. To pass to another point, the number of those who 

Th fi f 
succeed in business is but a small per-centage of eprotso 

individuals the whole; and in their hands are concentrated 
differ more h f fl' . 
widely than t e ortunes 0 at lers several tlmes as numerous 
ordinary earn_ a.s themselves who ha .... e made savinrrs of their 
ings do. ' 0 

own, or who have inherited the savings of others 
and lost them al1, together with the fruits of their own efforts, 
in unsuccessful business. In order therefore to find the 
average profits of a trade we must not divide the aggregate 
profits made in it by the number of those who are reaping 
them, nor even hy that number added to the number who 
have failed: but from the aggregate profits of the successful 
we must subtract the aggregate losses of those who have 
fniled, and perhaps disappeared from the trade; and we must 
then divide the remainder by the sum of the numbers of those 
who have succeeded and those who haye failed. It is probable 
that the true Gross Earnings of Ma.nagement, that is, the 
excess of profits over interest, is not on the average more than 
a half, and in sarno risky trades not more than a tenth part, 
of what it appears to be to persons who form their estimate 
of the profitableness of a trade by observation only of those 
who havo secured its prizes. There are however reasons for 
thinking that the risks of trade are on the whole diminishing 
rather than increasing '. 

1 There are other differences bet t\'een the earnings of 'business power and 
of ortlinary earnings, for a study of which, as well as of the relation in which 
Eanlings of Management stand to the Rent of exceptional ability, the reader 
i::l referred to l'riJiciples VI, VIII. 9, 10. 



CHAPTER IX. 

DEMAND A}lD SUPPLY IN RELATION TO LAND. 

PRODUCER'S SURPLUS. 

§ 1. We have next to consider Demand Emu Supply in 
relation to land. This subject is closely connected with the 
problem of land tenure. But in order to avoid Resumll and 

for the present the difficulties that arise from the application of 
the discussion 

varying conditions of tenure in different places, in Book iv. as 
we will follow the plan adopted in our study of to the action of 

the Law of Oi
the La ... " of Diminishing Return in agriculture minishing Re-

in the fourth Book and still suppose that the turn. 

owner of the bnd undertakes its cultivation. 
We Haw how the return to successive doses of capital 

and labour, though it may increase for the first few doses, 
will begin to diminish, when the land is already well culti
vated. The cultivator continues to apply additional capital 
and labour, till he re~tches a point at which the return 
to a dose is only just sufficient to repay his outlay and 
reward him for his own work. That dose will be on the 
margin of cultivation, whether it happens to be applied to 
rich or to poor land j an amount equal to the return to it will 
be required, and will be sufficient to repay him for each of his 
previous doses. The excess of the gross produce over this 
amount is his Producer's Surplus. 

He looks forward as far as he can: but it is seldom 
possible to look forward very far. And at any given time 
he takes for granted all that richness of the soil which results 
from permanent improvements; and the income (or Quasi-
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rent), derived from those improvements, together with that due 
to the original qualities of the soil, constitutes his Producer's 
Surplus or Rent. Henceforth it is only the income derived 
from new investments that appears as earnings and profits: 
he carries these new investments up to the margin of profit
ableness j and his Producees Surplus or Rent is the excess of 
the gross income from the improved land over what is 
required to remunerate him for the fresh doses of capital and 
labour he annually applies. 

This Surplus depends on, firstly, the richness of the Innd, 
and Rccondly, the relat,ive values of those things which he 
has to sell and of those things which he needs to buy. The 
richness or fertility of the land, we have seen, cannot be 
measured absolutely, for it varies with the nature of the 
crops raised, and with the methods and intensity of culti~ 

vation 1. Two pieces of land cultivated always by the same 
man with equal expenditures of capital and labour, are likely, 
if they yield equal crops of barley, to give unequal crops of 
wheat; if they return equal crops of wheat when cultivated 
slightly or in a primitive fashion, they are likely to yield 
unequnl crops when cultivated intensively, or on modern 
methods. li'urther, the prices at which the various requisites 
of the farm can be bought, and its various products sold, 
depend on the Industrial Environment j and changes in that 
are continually changing the relative values of different crops 
and therefore the relative values of land in different situations. 

Lastly, we suppose the cultivator to be of normal ability 

The cultiva~ 

tors must be 
supposed to be 
of normal a~ 

biIity and en· 
terprise. 

relatively to the task he has undertaken, and the 
circumstances of time and place. If he is of less 
ability his actual gross produce will be less than 
tlmt which normally should come from the land: 
it will he yielding to him less tlmn its true 

Producer's Surplus. If, on the contmry, he i)l of more than 
normal ability, he will he getting ill addition to the Producer's 

1 See Book IV. ch. 1lI. §§ 3--6. 
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Surpluf; due to the land, some Pl'odUCer'H Surplus due to mre 
ability I. 

§ 2. The a,rgumcnt of this chapter ~() far is applicahle to 
all systems of bnd tenure, which recognize private The argument 

ownership of bnd in any form; for it is con- so far applic-
able to nearly 

cerned with that Producer's Surplus, which accrues all systems of 

to the owner if he cultivates his land himself; land tenure. 

or, if he does not, then accrues to him and his tena.nts, re· 
ga.rded ns a firm engnged in the business of cultiva.tion. Thus 
it holds true, whatever he the division which CUHtOlll or In.w or 
contract may have arranged between them with regard to 
their several shares of the cost of cultivation on the one hand, 
and the fruits of the cultivation on the other. 

At the present day, in those parts of England ill which 
custom and sentiment count for leaHt in the bargaining for 
the use of lnnu, and free competition and enterprise for most, 
it is commonly understood that the landlord supplies, and in 
some measure maintains, thosc improvements ·which are slowly 
made and slowly worn out. That being done, he requires of 
his tenant the whole Producer'~ Surplus which the land thuH 
equipped is estimated to a.fford ill a year of normal harvests 
a.nd normal prices, nfter deducting enough to replace the 

1 It is arguell in Principle.'f IV. IX. 3, that a rise in the real value of produce 
generally raises the produce·vallle of the Surplus, and raises its real value even 
more, and in the following Section of that Chapter, and a Note at the end of it, 
some explanation is given of Ricardo's doctrines as to the influence of im_ 
provements and the incidence of taxes in agriculture. He delighted to argue 
that no Surplus can be reaped from the ownership of those of nature's gifts 
tlw supply of which is everywhere practically unlimited: and in particular 
that there wou1l1 be no Surplus from land if tIlel'C were an unlimited supply 
of it all equally fertile alld all eqllally nccessiLle. He further showed that 
an improvement in the arts of cultivation, equally applicahle to all soils, 
(which is eqnivalent to a general increase in the natural fertility of laud), will 
he nearly sure to lower the aggregate COrll Surplus, and quite sure to lower 
the aggregate Real Surplus derivcd from the land that supplies a given popu· 
lation with raw produce. He also pointed Ollt that, if the improycments 
affected chiefly those lands that were already the richest, it might raise the 
aggregato SUl'lllus; but that, if it affected chiefly the poorer class of lalJ(ls, it 
would lower that aggregate very much. 
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farmer's capital with normal profits, the fanner standing to 
lose in Lad years amI gain in good years. In this estimate it 
is implicitly assumed that the farmer if> a man of normal 
ability lLnd enterprise for that class of holding; and therefore, 
if he rises above that standard, he will himself reap the 
benefit; and, if he falls below it, will himself bear the loss, 
and perhaps ultimately leave the farm I. 

The so-crtlled English system has great disadvantages, and 
it may not be found the best in a future stage of civilization. 
But when we come to compare it with other sYRtems, we 
shall see that it afforded great advantages to a country, which 
pioneered the way for the world in the development of free 
enterprise; and which therefore was impelled early to adopt 
all such changes as give freedom and vigour, elasticity and 
strength 2. 

1 In other words, that part of the income derived from the land which has 
to be regal'ded as a Rent or a Quasi-rent, that is, as Producer's Surplus for aU 
periOtls of moderate length, goes to the landlord j while that part which is to 
be regarded, even for short periods, as profits entering directly into the 
normal price of tho produce, is the tenallt's share. The more fully therefore 
the distinctively English features of land tenure are developed, the more 
nearly is it true that the line of division between the tCllant's and the 
lalldlo]"{l's share coincides with the deepest and most important line of cleavage 
in economic theory; viz., that between the Quasi-rents which do not, and the 
profits which do, directly enter into the normal supply prices of produce for 
periods of mmlerate length. 

2 Principles VI. IX. 6-8 continue that analysis of rent, with special 
reference to urban land, which is given in Principles V_ vIn. IX. x., but is 110t 
included in this volume (see however the footnotes on 215-6 and 234-5, 
above). It is there argued that land, whether agricultural or urban, is merely 
a form of capital when regarded from the point of view of its individual owner 
or purchaser: and that when examining the causes that determine normal 
value, we must not regard the ground rent of the trader as entering into 
the marginal price of his services in any sense in which rent does not enter 
into those of the (anner or manufacturer. 

Finally, in Principles VI. IX. 9 reference is made to the causes which 
govern the capitalized value of land, and it is argued that the present value of 
a. very distant rise in the value of land is less than is commonly supposed. 



CHAPTER X. 

DEMAND AND SUPPLY IN RELATION TO LAND, CONTINUED. 

LAND TENURE. 

§ 1. IN early times, and in some backward countries even 
in our own age, all rights to property depend on Early forms of 
general understandings rather than on precise Land-tenure 

have generally 
laws and documents. In so far as these under- been based on 
standings can be reduced to definite tenus and partnerships. 

expressed in the language of modern business, they are 
generally to the following effect :-The ownership of land 
is vested, not in an individual, but in a firm of which one 
member or group of members is the sleeping partner, while 
another member or group of members (it may be a whole 
family) is the working partner. 

The sleeping partner is sometimes the ruler of the State, 
sometimes he is an individual who inherits what was once 
the duty of collecting the payments due to this ruler from 
the cultivators of a certain part of the soil; but what, in 
the course of silent time, has become a right of ownerRhip, 
more or less definite, more or less absolute. The sleeping 
partner, or one of them, is generally caned the proprietor, or 
landholder or landlord, or even the landowner; though this is 
an incorrect way of speaking, when he is restrained by law 
or custom from turning the cultivator out of his holding, 
either by an arbitrary increase of the payments exacted from 
him or by any other means l

• 

1 Custom is however really more elastic than at first sight appears, as is 
shown even by recent English history. Caution is therefore needed in 
applying Ricardian analysis to modern English land problems as well as to 
those arising out of more primitive systems of land tenure. See PrincilJies VI. 
%.2, B. 
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§ 2. Tn n. great part of Latin Europe the la.nd is divided 

Metayage or 
rental by 
shares. 

into holdingt:>, which tho tenant cultivates by the 
labour of himself and his family, and some
times, though rarely, thnt of a. few hired labour

ers, and for which the landlord supplies buildings, cattle and, 
sometimes even, farm implements. This system is called 
.1.1Ietayage. Its advantages 11re considerable when the holdings 
are very small, the tenants poor, and the landlords not averse 
to tnking much trouble about small things: but it is not 
suitable for holdings brge enough to give scope to the enter
prise of an able and responsible temLnt. It is commonly 
associated with the system of peasant proprietorship; and we 
may consider that next t

• 

The position of a peasant proprietor has great attractions. 
The peasant He is free to uo what he likes, he is not worried 
proprietor by the interference of a landlord, and the anxiety 
lest another should reap the fruits of his work and self
denial. His feeling of ownership gives him self-respect, and 
stability of character, and makes him provident and tem
perate in his habits. He is scarcely ever idle, and seldom 
regards his work as mere drudgery; it is all for the land 
that he loves so well. 

"The magic of property turns sand into gold," said 
Arthur Young. It undoubtedly ha,s done so in mlLuy cases 
in which the proprietors htLve been men of exceptional energy. 
But such men might perhaps ha,ve done as "lell or better if 
their horizon had not been limited to the narrow hopes of a 
peasant proprietor. Fur inueed there is another side to the 
is generally an picture. "Land," we are told, "is the best 
industrious but l:iltviwrs-uank for the workin(r man." Sometimes 
seldom an effi_ b b 

dent worker it is the second best. But the very best is the 
ener,gy of himself and his children; anti the peasant pro-

1 Metnyage enables a poor man to get the use of capital at a low charge, 
and to have more freedom and responsibility than a hired labourer, though 
less than an English farmer. It is a form of Co.operation. 
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prietors' thoughts are so full of the one that they often 
starve the other. Many even of the richest of them stint 
the food of themselves and their families: they pride them
selves on the respectability of their houses and furniture; 
but they live in their kitchens for economy, and are practically 
worse housed and far worse fed than the better class of 
English cottagers. And the poorest of them work hard 
during very long hours, but do not really get through much 
work, because they feed themselves worse than the poorest 
English labourers. They do not understand that wealth is 
useful only as the means towards a real income of happiness; 
they sacrifice the end to the means. 

And it must be recollected that the English labourers 
represent the failures rather than the successes 
of the English system. They are the descendants 
of those who for many successive generations 
have not availed themselves of the opportunities 
by which their abler and more adventurous 

and he is not 
so well repre
sented in the 
New World as 
the English la
bourer. 

neighbours were rising to lelLding posts at home, and, what is 
far more important, were acquiring the fee simple of a great 
part of the surface of the globe. Of the causel; which have 
contributed to make the English race the chief owners of the 
New World, the most important is that bold enterprise which 
haR made a man, who is rich enough to be a peasant proprietor, 
generally refuse to be content with the humdrum life and the 
narrow income of a peasant. And among the causes which 
have fostered this enterprise, none is more important than 
the absence of the temptations to wait about for a petty 
inheritance, and to marry for the sake of property rather 
than in the free exercise of individual choice-temptations 
which have often dulled the energy of youth in places in 
which peasant properties have predominated. 

It is partly in consequence of the a.bsence of these temp
tations that the "farmers" of America, though The American 

they are men of the working cla.ss CUltivating farmer. 

M. 22 
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their own land with their own hands, do not resemble "peasant 
proprietors}." They invest their income freely and wisely in 
developing the energies of themselves and their children; 
and these energies constitute the chief part of their capital, 
for their land generally is as yet of but little value. Their 
minds are always active, and though many of them have 
little technical knowledge of agriculture, their acuteness and 
versatility enable them to find out almost unerringly the best 
solution of the problem immediately before them. 

That problem is generally to obtain a produce large in 

American proportion to the labour spent on it, though 
methods of sroan in proportion to the abundant land at their 
cultivation. disposal. In some parts of America however, in 

which land is beginning to get a scarcity vn.lue, and in which 
the immediate neighbourhood of good markets is making ~n 
intensive cultivation profitable, the methods of fanning and 
of tenure are rearranging themselves on the English model. 
And within the last few years there have been signs of a 
tendency on the part of native Americans to hand over to 
persollH of recent European origin the farms of the West, as 
they have already done the farms of the East, and as they 
did long ago the textile industries. 

§ 3. Let us then turn to the English system of tenure. 
Faulty and harsh as it h1ts been in many respects, The English 

system it yet had a great power of stimulating and econo-
mizing that enterprise and energy, which, aided by England's 
geographical advantages and freedom from devastating wars, 
gave her the leadership of the world in Manufacture and 
Colonization and, though in a less marked degree, in Agri
culture. England has learnt lessons in agriculture from 

1 Three-fourths of the farms in the United States are cultivated by their 
o'wners; and only one-third of the remaimler is held by tenants under the 
English plan, while two-thirds are in a position somewhat similar to that of 
Metayers, except that they hold ~lllder definite contracts which are but little 
illflucliced by custom. 
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Inany countries and especially the Netherlands; but on the 
whole she has taught far more than she has learnt. And 
there is now no country except the Netherlands, which can 
compare with her in the amount of produce per acre of fertile 
land; and no country in Europe which obtains nearly so high 
returns in proportion to the labour expended in getting them. 

Thc chief merit of the system is that it enables the land~ 
lord to keep in his own hands the responsibility 
for that part and only that part of the property 
which he can look after with but little trouble to 

enables the 
landlord to 
supply that 
capital over 
which he can himself, and little vexation to his tenant. His 
keep control; 

part consists of land, buildings and permanent 
improvements; ,Lod averages in Engla.nd five times that which 
the fanner has to supply himself. The landlord is willing to 
supply this five-sixths of the necessary capital at a net rent, 
'~hich seldom gives as much as three per cent. interest on 
its cost; and there is no other business in which the enter
prising undertaker can borrow what capital he wants at so low 
a rate, or can often borrow so large a part of his capital at any 
rate at all. 

The second merit of the English system, which partly 
follows from the first, is that it gives the land-
lord considerable freedom in the selection of an ~~~sii~e;~~f: 
able and responsible tenant. But it is true that freedom of 

selection. 
his good and bad qualities alike often tend to 
prevent hi~ selecting tenants on strictly commercial principles. 
He seldom goes far afield for a new ten,1nt: and until quite 
recently, he has seldom given facilities for an able working 
man, similar in character to the American farmer, to make a 
start on a small farm which he can cultiv<l,te with his own 
hands and those of his family and a few hired men 1. 

§ 4. \Ve may next inquire how far those general ten~ 

1 The English system all the whole temls to promote the discovery and the 
diffusion of i.:mprovell mcthods: but even in Englaml progress in agriculture is 
slower than in manufactures. See Principles VI. x. 7. 

22-2 
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dencies towards production on a large scale, which w~ studied 
in Book IV" are applicable to agriculture under modern 
English conditions. 

:Firstly, agriculture must be spread over the broad land: 

S . I raw material can be brought to the manufacturer peCla con-
ditions of agri- for him to work on; but the agriculturist must 
culture. seek his work. Agl1iu, the workers on the land 
must adapt their work to the seasons, and can seldom confine 
themselves entirely to one class of work; and in consequence 
agriculture, even under the English system, cannot move fast 
in the direction of the methods of manufacture. 

But yet there are considerable forces tending to push it 
in that direction. The progress of invention is constantly 
increasing the number of serviceable, but expensive machines, 
for most of which a small farmer can find employment during 
only a very short time. He may hire some of them from 
people who make it their business to undertake steam plough· 
ing and thrashing; but there are many, the use of which can 
be got only by co-operation with his neighbours; and the 
uncertainties of the weather prevent this plan from working 
very smoothly in practice. 

Again, the farmer must go beyond the results of his own 
It affords an and his father's experience in order to keep 
increasing abreast of the changes of the Jay. He should be 
scope for high b f 1 h f· 1 1 business a Ie to 0] ow t e movements 0 agncu tura 
ability. science and practice closely enough to see their 
chief practical applications to his own farm. To do all this 
properly requires a trained u,nd versatile mind; and a farmer 
who has these qualities could find time to direct the general 
course of the management of several hundred, or even of 
several thommnd acres; and the mere superintendence of his 
tnen's work in matters of detail is not a task fitting for him. 
The work which he ought to do is as difficult as that of a 
large manufacturer; and he would never dream of spending 
hiH own strength on minute supervision which he can easily 
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hire subordinnte::. to do. A farmer who can do this higher 
work, must be wasting his strength on work that is beneath 
him, unless he employs many gangs of workmen, each of them 
under a responsible foreman. But there arc not many farms 
which give scope for this, and there is therefore very little 
inducement for really able men to enter the business of 
farming j the best enterprise and ability of the country gene
rally ayoid agriculture and go to trades in which there is 
room for a man of first-ra.te ability to do nothing but high 
cla.ss work, to do a great dea.l of it, and therefore to get high 
Earnings of Management. 

The experiment of working farms on a very large scale is 
difficult and expensive; beca.use, to be tried properly, it would 
require farm buildings and means of communication specially 
adapted to it; and it would have to overcome a good deal of 
resistance from custom and sentiment not altogether of an 
unhealthy kind. The risk also would be great; for in such 
cases those who pioneer often fail, though their route when 
well trodden lllay be found to be the easiest and best. 

H a farm is not very large, and if, as is often the case, the 
farmer has no greater ability and activity of The farmer 

mind than is commonly to be found among the who works 

better class of working foremen in manufactures, with his men. 
then it would be best for others, and in the long run for him
self, that he should return to the old plan of working among 
his men. Perhaps also his wife might return to some of those 
lighter tasks in and near the farmhouse which tradition 
ascribes to her. They require discretion and judgment, they 
are not inconsistent with education and culture; and combined 
with it they would raise and not lower the tone of her life, 
and her real claims to a good social position. There is some 
reason for thinking that the stern action of the principle of 
natural selection is now displacing those farmers, who have 
not the faculty to do difficult head-work, and yet decline to 
do hand-work. Their places are being taken by men of more 
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than average natural ability who, with the help of modern 
education, are riHing from the ranks of labouren;; who are 
quite able to manage the ordinary routine work of a model 
flLrm; amI who are giving to it a new life and spirit by 
calling their men to come and work, instead of telling them 
to go and work. Very large farm" being left out of view, it 
is with rather small farms worked on these principles that 
the immediate future of English agriculture seems to lie. 

Very small Very small holuings however have great advan· 
holdings. tages wherever so much care has to be given to 

individual plants, that machinery is out of place j and there 
is reaSOll for hoping that they will continue to hold their own 
in raising vegetables, flowers a,nd fruit. 

S 5. \Ve may next consider how far landlords will in 

The interests 
of landlords 
and of the 
public as reo 
gards small 
holdings. 

their own interest adjust the size of holdings to 
the real needs of the people. Small holdings 
often require more expensive buildings, roads 
and fences, and involve greater tr'ouble and in
cidental expenses of management to the land· 

lord in proportion to their acreage than do large holdings; 
and while a large fanner who has some rich land can turn 
poor soils to good account, small holdings will not flourish 
generally except on good soiP. Their gross rental per acre 
mm~t therefore always be at a higher rate than that of large 
farms. But it is contended that, especially when land is 
heavily burdened by settlements, landlords are unwilling to 
incur the expense of subdividing farms, unless they see their 
Wl1y to rents for small holdings that will give them, in 
audition to high profits on their outlay, a heavy insurance 

1 The interpretation of this term varies with local conditions and individual 
wants. On permanent pasture land near a town or an intlustrial district the 
advantages of small holdings are perhaps at their maximum, and the disad· 
vantages at their minimum. If the land is arable, it must not be light, but 
strong, alld the richer the better; and this is especiaUy the case witll hoMings 
so ~man as to mal,e much use of the spade. If the laud is hilly and broken 
the small cultivator loses but little from his want of command of machinery. 
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fund against the chance of having to throw the holdings 
together again; and that the rental for small holdings, and 
especially for those of only a few acres, is extravagantly high 
in many pa.rts of the country. Sometimes the prejudices of the 
landlord and his desire for undisputed authority make him 
positively refuse to sell ot' let land to persons who are not in 
harmony with him on social, political or religious questions; 
but it seems certain that evils of this kind have always 
been confined to a few districts, and that they are rapidly 
diminishing. 

But they rightly attract much attention. For there is a 
public need for small holdings, as well as large, in every 
district. They increase the number of people who are 
working in the open air with their heads and their hands: and 
by giving the agricultural labourer a stepping-stone upwards, 
they tend to prevent him from being compelled to leave agri· 
culture to find some scope for his ambition, and thus check 
the great evil of the continued flow of the ablest and bravest 
farm lads to the towns. 

Moreover very small holdings, which can be worked by 
people who have some other occupation, and also 

Allotments. 
allotments and large gardens, render great services 
to the State, as well as to those who cultivate them. They 
break the monotony of existence, they give a healthy change 
from indoor life, they offer scope for variety of character and 
for the play of fancy and imagination in the arrangement of 
individual life ; they afford a counter attraction to the grosser 
and baser pleasures; they often enable a family to hold 
together that would otherwise have to separate; under 
favourable conditions they improve considerably the material 
condition of the worker; and they diminish the fretting as 
well as the positive loss caused by the inevitable interruptions 
of their ordinary work. 

And lastly though peasant proprietorship, as a. system, is 
unsuited to the economic conditionR of England, to her soil, 
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her climate and the temper of her people, yet there are a. few 
There should peasant proprietors in England who are perfectly 
be no artificial happy in this condition; and there are a few 
hindrances to 
peasants' pro~ others who would buy small plots of land and 
perties. would live happily on them, if they could get just 
what they wanted where they wanted it. Their temper is 
such that they do not mimI working hard and living sparely, 
provided they need call no one master; they love quiet and 
dislike excitement; and they have a great clLpacity for growing 
fond of land 1. Reasonahle opportunity should be given to 
such people to invest their savings in small plots of land, on 
which they may raise suitable crops with their own hands; 
and at the very least the present grievous legal charges on the 
transfer of small plots should be diminished. 

Co-operation might seem likely to flourish in agriculture 
Co-operation and to combine the economies of production on a 
in agriculture. large scale with many of the joys and the social 
gains of small properties. But it requires habits of mutual 
trust and confidence; and unfortunately the bravest and the 
boldest, and therefore the most trustful, of the countrymen 
have nlways moved to the towns, and agriculturists are a 
suspicious race. Co-operative movements in agriculture there
fore must needs be very cautious, until the way has Leen well 
prepared for them by the less ambitious but safer system of 
profit-sharing. 

As co-operation might combine more of the advantages 
of all systems of tenure, so the cottier system of Ireland often 
combined the disadvantages of all; but its worst evils and 
their causes are rapidly disappearing, and the economic ele
ments of the problem are just now overshadowed by the 
political. We must therefore pass it by 2. 

1 The number of holdings under 50 acres in Great Britain in 1885 was over 
three hundred thousand. 

II The English system of tenure is competitive in its essence, but agri. 
culture offers great obstacles to tile full and free action of competition. These 
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§ 6. Finally a word may be said as to private and public 
interests with regard to open spaces in towns. 
Wakefield and the American economists have Conflict be

tween public 
and private 
interests in 
the matter of 
building on 

taught us how a sparsely inhabited new district 
is enriched by the advent of every new settler. 
The converse truth is that a closely peopled 
district is impoverished by everyone who adds a 

open spaces. 

new building or raises an old one higher. The want of air 
and light, of peaceful repose out-of-doors for all ages and of 
healthy pby for children, exhausts the energies of the best 
blood of England which is constantly flowing towards our 
large towns. By allowing vacant spaces to be built on reck~ 
lessly we are committing a great blunder from a business 
point of view, since for the sake of a little material wealth 
we are wasting those energies which are the factors of pro
duction of all wealth; and we are sacrificing those ends 
towards which material wealth is only a means. It is a 
difficult question to decide how far the expense of clearing 
open spaces in land already built on should fall on the 
neighbouring owners; but it seems right that for the future 
every new building erected, S[1ve in the open country, should 
be required to contribute in money or in kind towards the 
expenses of open places in its neighbourhood. 

arise partly from the difficulty of deciding what Qre normal prices ana harvcsts; 
partly from local variations in the standard of normal farming skill and enter· 
prise. On this and some allied questions relating' to compenslltion for 
improvements, see rrind[lles VI. x. 10. 



CHAPTER XI. 

GENERAL VIEW OF DISTRIBUTION. 

§ 1. BEFORE drawing together the argument of this Book, 
it will be well to recall the chief results of the general theory 
of equilibrium of demand and supply. 

In Book v. we saw that most of the apparent differences 
hetween the modes of action of the cuuses that 

Causes that de-
termine price 
in markets too 
short to permit 
the direct in. 

determine value depend on differences in the 
periods of time required for those forces to work 
out their nonnal effects: they are not really 

fluence of cost differences in kind, but only differences in degree, 
of production. 

passing into one another by continuous gradations. 
Thus the equilibrium price in a local fish-market is that at 
which there will be a demand for last night's catch; it is not 
a.ppreciably affected by future supplies either from to-morrow's 
catch, or from other fishing port::;. In a market for a durable 
commodity, such as cotton or wheat, market prices are much 
influenced by estimates of "futures," that is of stocks expected 
shortly to arriYe, and even crops not yet reuped. But buyers 
cannot afford to wait for crops not yet sown; amI therefore 
cost of production has no direct influence all the day's market. 

But it has a direct influence at the next stage, when we 
That influence come to the market price of such a thing as cloth 
beginning to of a particular pattelTI. For if its price rises 
operate. cven a little relatively to other kinds made of 
similar material and in the same fu.ctories, its supply will be 
much increaRed quickly j and therefore its price is directly 
govOI'IIp.fl uy CUlT()lIt (money) cost of production. \Ve say 
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"cun-ent" cost because estimates of it take for gmnted the 
current price of raw material, the current wages of textile 
operatives, and so on. 

Again these weekly oscillations of price in a cloth-market 
about its short-period position of equilibrium Its scope ex_ 
resemble the oscillations of this equilibrium tending further 

position itself about a true (or long-period) normal level. 
This true normal level must be estimated with regard to 
periods long enough to allow It change in the habits of dress 
of the people to work out its chief effects in causing Australian 
sheep farmers to extend their 8heep runs, in musing English 
capitalists to build new cloth factories, and new factories for 
making cloth-making machinery, and in causing labour of all 
grades, from that of the highest business management down 
to the lowest class required in the production of cloth, to drift 
towards that trade, and to bring up their children to it. 

And these oscillations again resemble those secular oscil
lations of wages about the customary standard and still 

of living, which there is reason for thinking have further. 

frequently occurred in the histories of stationary civilizations. 
To look at the same set of facts from another point of 

view :-neither the price at which It thing can be Another 

sold, nor the income which can be earned by grouping of 
. .. h d' f I tL' . thesamefacts. usmg It In t e pro uctIOn 0 at leI' ll111gS, IS 

directly affected by its own cost of production. For, as Min 
said, "Cost of production could IHLve HO effect on value, if it 
could have none on supply." 

Thus the price, which 11, sack of wheat already in Liver
pool fetches there, is not determined dil'Pctly by its CORt of 
pl'oduction, but tends to that equilibrium lovel at which the 
amount demanded will be equal to the SUlli of existing stocks 
together with those additional stocks which at that price 
will be brought from elsewhere. The actual price of a 
building is determined, not hy its cost of production, but by 
the relations between ,1emiLnd on the one side, and on the 
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other the existing Rtock of such buildings, together with the 
new supplies that curreut expectations of price are Ekely to 
bring shortly into existence. The dema.nd-price for it is the 
capituJized value of all the net incomes that are expected to 
accrue from its possession. 

The incomes derived from appliances for proo.llction of 
any kind, are watched by those who are doubting whether to 
provide similar appliances; and they enter among the causes 
extending over a long period of time, by which the true 
normal value of the commodity made by these appliances 
il; determined: for a rise or fall of these incomes a,bove or 
helow tl:te rewards that can be got by investing C[Lpital and 
labour in other ways, increases or diminishes the supply of 
these appliances and therefore of the goods produced by them. 
For the purposes of the theory of normal vlLlue these incomes 
are to be regarded as Profits, entering into the money cost 
of production of the commodities in question. 

But so far as current variations in the supply-and there
fore the price-of the commodity are concerned, variations in 
the income derived from these applia.nces exercise no appre
ciable effect: a.nd on the other hand varil1tions in the price 
of the commodity do determine the Surplus, which the Pro
ducers in possessioll of these v,ppliances receive over and 
above the fresh outlay of capitn.l and effort required for 
producing the commodities by the aid of these appliances. 
And even when we are considering variations in the price of 
a commodity that range ovor too long a time to be caBed 
"current vu.riations" we find that the shorter that period is, 
and the slower the process of production of the requisite 
u.ppliances, the less influence will variations in that income 
exert on the supply of thu.t commodity, and therefore on its 
price: and the more closely will the income approach to the 
nature of a Rent which is determined by tha.t price, and which 
tIoes not take a direct part in determining it. And we have 
regnrded them therefore in this connection as a Quv,si-rcnt. 
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§ 2. In this summary of Book v. we have traced a. con
tinuous thread running through and connecting 
the applications of the general theory of equi
librium of demand and supply to different periods 

Looking back 
over the last 
eight chapters 
we have to 

of time j from those so short that cost of pro- trace a thread 
of continuity 

duction could exerciRe no direct influence on transverse to 

value, to those so long that the supply of the that in Bookv. 

appliances of production could be fltirly well adjm;ted to the 
indirect demand for them which is "derived" from the direct 
demand for the commodities which they produce. 

And now looking back over the last eight chapters of 
the present Book we have to trace another thread of con
tinuity; but it lies transversely to the thread connecting 
different periods of time, and rests upon it. The thread which 
we are now to pursue, connects the various agents and ap
pliances for production material and human, and establishes a 
fundamental unity between them, in spite of their important 
differences of outward feature. 

There is a general correspondence hetween the c.-luses 
that govern the supply prices of Material and of Personal 
capital: the motives which induce a man to accumulate 
Personal capital in his son's education, and the estimates of 
the future by which his action is directed, are similar to those 
which control his accumulation of Material capital for his 
son. There is a continuous transition from the father who 
works and waits in order that he may bequeath to his son a 
rich and firmly-established manuf1Lcturing or 

. . . . Gradationfrom 
troomg busmess, to one who works and w:uts m the income 

order to support his son while he is slowly ac- r;~::tdt~Y~~~ 
quiring a thorough medical education, and ulti- yielded b>:,"per_ 

t 1 b f h " 1 " t" d sonal capItal. rna e y to uy or nn a ucratlve prac Ice; an 
again there is a similar transition from him to the father 
who works and waits in order that his son may stay 
long at school, Itnd afterwards work for some time almost 
without pay while learning a skilled trade, instead of being 



350 BOOK VI. CH. XI. §§ 2, 3. 

forced to support himself early in an unskilled occupar 
tion. 

It is indeed true that the only persons, who, as society is 
now constituted, are very likely to invest much in developing 
the Personal capital of a youth's abilities, are his parents: 
and many first-rate abilities go for ever uncultivated because 
no one has had both adequ!Lte Ineans and an adequate motive 
for developing them. This fact is yery important practically, 
for itH effects are cumulative. But it does not give rise to a 
fundamental difference between material and human agents of 
production: for it is analogous to the fact that much good 
land is poorly cultivated because those who would cultivate 
it well have not access to it. 

Again, since human beings grow up slowly and are slowly 
worn out, and parents in choosing an occupation for their 
children must as a rule look forward a whole generation, 
changes in demand take lL longer time to work out their full 
effects on supply in the case of human agents than of most 
kinds of material appliances for production; and a specially 
"long" period is required in the case of labour to give full 
play to the economic forces which tend to bring about a 
normal adjustment between demand and supply'. 

§ 3. The marginal efficiency of human agents of produc-
tion supported by '''~ aae-capital on the one hand, The Law of '-' 

Substitution. and that of material agents on the other, are 
The adjust- . h d' h d ed' h ment of the welg e agaInst one anot er an com par WIt 
services and their marginal costs; and each tends to be applied 
~~:eon~es :::~~~ as fnr .18 it is more efficient than the other in 
of production. proportion to its cost. A chief function of 
business undertakers is to facilitate the free action of this 
great Lnw of Substitution. Generally to the public benefit, 
but sometimes in opposition to it, they are constantly com
paring the services of machinery, and of labour, and again of 
unskilled and skilled bbour, .ula of extra foremen and 

1 Compo Book IV. Ch. v. VI. VII. and XII.; and Book VI. Ch. IV. V. and VII. 
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managers; they are constantly devising and experimenting 
with new arrangements which involve the use of different 
factors of production, and .selecting those most profitable to 
themselves I • 

The efficiency as compared with the CORt of lLlmost every 
class of labour, is thus continually being weighed in the 
balance in one or more branches of prouuction against some 
other classes of labour: and each of these in its turn against 
others. This competition is primarily "vertical:" it is a 
struggle for the field of employment between groups of labour 
belonging to different gradeR, but engaged in the same branch 
of producti~n, and inclosed, as it were, between the same 
vertical walls. But meanwhile "horizontal" competition iR 
always at work, and by simpler methods: for, firstly, there is 
great freedom of movement of adults from one business to 
another within each trade; and secondly, parents can generally 
introduce their children into almost any other trade in 
their neighbourhood of the same grade as their own. By 
means of this combined vertical and horizontal competition 
there is an effective and closely adjusted balance of payments 
to services as between labour in different grades; in spite of 
the fact that the labour in anyone grade is mostly recruited 
even now from the children of those in the same grade!l. 

The working of the Law of Substitution is thus chiefly 
indirect. When two tanks containing fluid are Indirect 

joined by a pipe, the fluid, which iR near the pipe competition. 

in the tank with the higher level, will flow into the other, 
even though' it be rather viRCOUS; and thus the general leveh; 
of the tanks will tend to be brought together, though no fluid 
may flow from the further end of the one to the further end 
of the other; and if several tanks are connected by pipes, the 
fluid in all will tend to the same level, though some tanks 
have no direct connection with others. And similarly the 

1 Compo Book V. Ch. III. § 3, Book VI. Ch. I. § 2, and ClI. VII. § 2. 
2 Compo Book IV. Ch. VI. § 7, amI Book \'1. Cll. V. § 2. 
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I,ftW of Substitution is consta,ntly tending by indirect routes 
to apportion earnings to efficiency between trades, and even 
between gmues, which [Lrc not directly in contact with one 
another, and which appear at first sight to have no way of 
competing with one another. 

S 4. There is no breach of continuity as we ascend from 
The earnings the unskilled labourer to the skilled, thence to 

of business the foreman, to the head of a department, to the 
undertakers. I £ lb' 'd I genera manager 0 a. arge USUlCSS pal part y 
by a share of the profits, to the junior partner, and lastly to 
the head pnrtner of a large private business: and in a joint. 
stock company there is even somewhat of an a.ntj.~climax when 
we pass from the directors to the ordinary shareholders, who 
undertake the chief ultimate risks of the business. 

On the whole the work of business management is done 
Their work cheaply-not indeed as cheaply as it may be in 
may be done the future when men's collective instincts, their more cheaply 
hereafter, but sense of duty and their public spirit are stronger, 
it is worth to 
society more and when society exerts itself more to develop 
than it costs. the latent faculties of those who are born in a 

humLle station of life, to diminish the secrecy of business, and 
in other ways to hold in check the more wasteful forms of 
speculation and of competition: but yet so cheaply that it 
contributes to production more than the equivalent of its PILY. 
For the business undertaker, like the skilled artisan, renders 
services which society needs, and which it would probably 
Imve to get done at a higher cost if he were not there to do 
them. 

The ablest business men are generally those who get tho 
highest pronts, rLnd at the same time do their work most 
chen.ply; and it would be as wasteful if society were to give 
their work to inferior people who would undertake to do it 
more choaply, as it would be to give a valuable diamond to 
be cut by a low waged but unskilled cutter. Awl, just as 
the wages of skilled cutters enter into the normal supply 



GENERAl. VIEW O}O' DISTRIBUTION. 

price of cut diamonds, so the Earnings of Management of 
able business men enter into the normal supply price of the 
goods which they provide 1. 

The similarity between the causeR that detennine the 
nonnal rewards of ordinnry ability on the one Contrasts be

hand, and of business power in command of tween fluctua-
tions of current 

capital on the other, does not extend to the profits and 

fluctuations of their current earningf':. For the wages. 

undertaker stands as a buffer hetween the huyer of goods and 
all the various classes of labour hy which they are made. 
Re receiveR the whole price of the goods and pays the whole 
price of the labour. The fluctun.tions of his profits go with 
fluctuations of the prices of the things he sells, and n.re more 
extensive: while those of the wages of his employes come 
later and are less extensive. Tlte income of his capital and 
ability at [Lny particular time is sometimes large, but Rome
times also a negative quantity: whereas that of the ability of 
his employes is never very large, and is never a negative 
quantity. The wage-receiver is likely to suffer much when 
out of work; but that is because he has no reserve, not because 
he is a wage-receiver2. 

§ 5. Finally we must take account of the fn.ct that the 
vn.rious agents of production stand in a douhle The various 

relation to one another3. On the one hand they ~~~~i~n o:r~;~~ 
are often rivals for employment; anyone th[Lt is sole source of 

ffi . hi· . t·t employment more e Clent t an anot 18r In proportIOll a 1 S for one an-

cost tending to be substituted for it, and. thus other. 

limiting the demand price for the other. And on the other 
hand they all constitute the field of employment for each 
other: there is no field of employment for anyone, except in 
so far as it is provided by the others: the National Dividend 

1 But it is still true that the rent derived from all rare natural abilities is a 
rent from the point of view of the individual, though not for the purposes of 
the theory of normal value. See Book VI. Ch. VIll. § 6. 

2 Comp. Book VI. Ch. IV. § 6 and Ch. VIII. § 4. 

S Compo Book VI. Cli. II. generally, and especially §§ 5, 7. 

M. 
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which is the joint product of all, and which increases with the 
supply of each of them, is 0..180 the sole Source of demand for 
each of them. This fact is the most prominent feature in a 
general view of Distribution, as distinguished from applicatiollR 
of the Theory of Value to the priceR of particubr commodities 
or the wages of particular tradeR. 

Thus skilled labour :lnd unskilled labour are often com~ 
petitors for employment; but an increase in the supply or 
efficiency of the one will so increase the N ationn.l Dividend, 
and at the same time so cheapen the rate at which it per~ 
forms its services that the other will earn a higher reward 
for its services, and so also will capital and Lusiness power. 

Or, again, if the supply or efficiency of business ability 
increases, there is likely to be some displacement of manual 
labour by new contrivances for economizing effort, and by 
new inventions of various kinds. But this shrinking in Rome 
directions of the field of employment for manual labour will 
be more than compensl\ted in others. For the increased 
supply of business ability will increase the National Dividend, 
and will also increase the competition of business men for 
the loan of material capita,} and the hire of manual laLour; 
and will thus lessen the share of that Dividend, which a 
business man of any given capacity and energy is able to secure. 

In like manner an increase of material capital causes it to 
. push its way into new uses j and though in so 

How an In_ 
crease of capi- doing it may occasionally diminish the field of 
~~~ ~~~~c~~Sthe employment for manual labour in a few trades, 
employment of yet on the whole it will very much increase the 
labour. 

demand for manual labour fmd all other agents 
of production. }~or it will much increase the National Divi
dend, which is the common source of the demand for all; and 
since by its increased compctition for employment it will have 
forced down the rate of interest, therefore the joint product 
of a dose of capital and labour will now Le divided more in 
fayour of labour than before. 
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This new demnnd for labour will partly ta,ke the form of 
the opening-out of new undertakings which hitherto could 
not have paid their wa.y. It will, for instance, lead to the 
making of railwa.ys and waterworks in districts which are 
not very rich, and which would have continued to dmg their 
goods along rough roads, and draw up their water from wells, 
if people had not been able and willing to support labour 
while making railway embankments and water conduits, and 
to wait for the fruit.s of their investment long and for a rela
tively low l'eward I, 

§ G. Next we must consider in relat.ion to ono another the 
interests of different indu:o;trial cla.sses engaged Relations be

in the same trade. The llet income at any pal'- tween the 
interests of 

ticular time yielded by a successful business, different 

f I . f· f I classes of looked at rom t Ie pomt 0 VlOW 0 t. 1e under- workers in 

taker himself, is the aggregate of the net incomes the same trade_ 

yielded, firstly, lIy his own nhility, secondly, by his plant and 
other material capital, a.nd thirdly, uy his business organization 
and connection. But really it is more than the sum of these. 
For his efficiency depends partly on his being in that particular 
business; and if he were to sell it at a fair price, and then 
engage himself in another um.;ine:o;s, his income would probauly 
be much diminished. 

1 Iu discussing thc influence which a change in the supply of work of auy 
one industrial group exerts on thc field of employmcnt for othcr kimls of 
labour, there was 110 necd to raise the question whether thc increase of work 
came from an incrcase in thc numbers or in the efficiency of those in the 
group: for that question is of no dircct COllccrn to thc othcrs. In eithcr case 
there is the Bame addition to the National Dividend: in either case COIn

pctition will compel them to force themselves to the same exteut into uses in 
which their marginal utility is lower; and will thus lessen to the same extent 
the share of the joint product which they are ablc to claim in rctUnl for a 
given amount of work of a given kind_ 

But the question is of yital importance to the members of that group. 
For, if the change is an increase of one-tenth in their ayerage efficiency, then 
each ten of them will ha,,·c as high an aggregate income as each elE-ven of 
them would have if their numbcrs had iucreased by oue-tcnth, their efficiClICY 
remaining unchanged. 

23-2 
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The point of view of the undertaker however does not 
include the whole net income (or Quasi-rent) of 

A part of the . f h hI' h income of a the busmess: or t ere is anot or part W 110 

business often 
attaches to the 
employes, and 
would be lost 
if they sought 
other employ-
ment. 

atbches to hiE! employes. Indeed, in some cases 
and. for sOIlle purposes, nearly the whole income 
of a. uURiness may be regarded as divisible among 
the different persons in the husiness by bargain
ing, supplemented by custom and by notions of 

fairness. Thus the heud clerk in 11 business often has an ac
quaintance with men and things, the use of which he could 
sell at a high price to rival firms: but on the other hand it may 
be of a kind to be of no value save to the businesR in which 
he already is; and then his departure would perhaps injure 
it, by several times the value of his salary, while probably 
he could not get half that :mlary elsewhere. And when a 
firm has a ::>peciality of its own, many of its ordinary workmen 
would lose a groat part of their wages hy going away, and at 
the same time injure the firm seriously. The chief clerk 
may he tnken into partnerRhip, and the whole of the em
ployes may be paid partly by a share in the profits of the 
concern; hut whether this is clone or not, their earnings are 
determined, not so much by competition and the direct action 
of the Law of SuLstitution, as by a bargain between them 
and their employers, the term~ of which are theoretically 
arLitrary. Tn practice however they will probahly be govern
ed by a desire to "do what is right," that is, to agree on 
payments that represent the nonual earnings of such ahility, 
industry and special training as the employes severally pos
sess, with something added if the fortunes of the firm are 
good, amI something subtracted if they are bad. 

Thus there is de facto some sort of profit-and-Ioss sharing 

P fi h
· between almost every business and its employes; ro t-s armg. 

and perhaps this is in its very highest forIll 
when, without being embodieu in It definite contrn.ct, the 
solidarity of interests between those who work together in the 
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same business is recognized with cordial generosity as the 
result of true brotherly feeling. But such cases are not very 
common; and as a. rule the relations between employers and 
employed are raised to a higher plane both economically and 
morally by the adoption of the system of Profit~sharing; 

especially when it is regarded !LS but a step towards the still 
higher but much more difficult level of true Co-operation. 

S 7. If the employers in any trade act together and so do 
the employed, the solution of the problem of Trades unions 

wage); becomes indeterminate. The trade as a and combina-

I ( 
tions among 

whole may be regarded as receiving a surp us or employers 

Quasi-rent) consisting of the excess of the aggre- tend to make 
the problem of 

gate price which it can get for such wares as it wagesindeter-
minate. produces, over what it has to pay to other trades 

for the raw materials, &c. which it buys; !Lnd there is nothing 
but bargaining to decide the exact sh!tres in which this should 
go to employers and employed. No lowering of wagel'; will be 
permanently in the interest of employers, which is unnecessary 
and drives many skilled workers to other markets, or even to 
other industries in which they abandon the special income 
derived from their peculiar skill; and wages must be high 
enough in an average year to attract young pcople to the 
trade. This sets lower limits to wages, and upper limits are 
set by corresponding necessities as to the supply of capital 
and business power. But what point between these limits 
should be taken at any time can be decided only by higgling 
and bargaining; which are however likely to be tempered 
somewhat by ethico-prudential considerations, especially if 
there be a good Court of Conciliation in the trade. 

The case is in practice even more complex, because each 
group of employes is likely to have its own union, and to 
fight for its own hand. The employers act as buffers: but a 
strike for higher wages on the part of one group may, in 
effect, strike the wages of some other group almost as hard 
as the employers' protits. 



CHAPTER XII. 

THE INFLUENCE OF PROGRESS O]>.,T VALUE. 

3 1. TIlE field of employment which any place offers for 

The field of 
employment 
for capital and 
labour 

labour and capital depends firstly on its natural 
resources; secondly, on the power of turning 
them to good account, derived from its progress 
of knowledge and of social and industrial organi

zation; and thirJly, on the access that it has to markets in 
which it can sell those things of which it has a superfluity. 
The illlporta.nce of this last condition is often underratedj but 
it stands out prominently when we look at the history of new 
countries. 

It is commonly said that wherever there is abundance of 
good land to Lc had free of rent, and the climate 

is not always . h 1 I hI" fIb d rich in new IS not un ea t IY, t c rea earnlngs 0 a our an 
countries the interest on capital must both be high. But 
which have no 
good access to this is only partially true. The early colonists of 
the markets of A " 1""' h dl N t th the Old World. meriCa Iveu very ar y. a ure gave em 

wood and moat almost free: but they had very 
few of the comforts and luxuries of life. And even now there 
are, especially in South America and Africa, many places to 
which Nature has been abundantly generous, which are ncver~ 
Lheless shunned hy labour and capital, because they have no 
ready communications with the rest of the world. On the 
other hand high rewards may be offered to capital and labour 
by a mining district in the midst of an alkaline desert, when 
once communications have been opened up with the outer 
world, or again by a trading centre on a barren sea-coast; 
though, if limited to their own resources, they could support 
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but a scanty population, amI that in abject poverty. And the 
splendid markets which the Old. World has offered to the 
products of the New, since the growth of stea,Ul-eommuni. 
cation, have rendered North America and Australia the 
richest large fields for the employment of capital and labour 
that there have ever been. 

But after all the chief eause of the modern protlperity of 
new countries lies in the markets that the old 

Old countries 
offer a market 
for mortgages 
ofthe future in· 
comes of a new 

world offers, not for goods delivered on the Rpot, 
but for promises to deliver goods at a distant 
date. A handful of colonists having assumed 

f 
country, 

rights 0 perpetu,LI property in vast tracts of 
rich land, are anxious to reap in their own generation its 
future fruits; and as they cannot do this directly, they do it 
indirectly, by selling in return for the ready goods of the old 
world promises to peLY much larger quantities of the goods 
that their own soil will produce in a future 

and the con· 
genemtion. In one form or another they mort- sequent influx 

gage their new property to the old world at of capital into 
the latter 

a very high rate of interest. Englishmen and 
others, who have accumulated the means of present enjoy
ment, hasten to barter them for larger promises in the future 
than they call get at home: a vatlt stream of capital flows 
to the new country, and it::; arrivlll there raises the rate of 
wage::; very high. The new capital filters but slowly towards 
the outlying districts: it is so scurce there, a.nd so tnlLny 
persons are eager to have it, that it has often commanded for a 
long time two per cent. a month, from which it has fallen hy 
gradual ~tage~ down to six, or perhaps even five per cent., a. 
year. 

For the settlers being full of enterprise, and seeing their 
way to acquiring private title-deeds to property raises nominal 

that will shortly be of great value, are ell,ger to wages very 

become independent undertakers, and if possible high. 

employers of others; so wage-earners have to be attracteu Ly 
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high wages, which are paid in a great measure out of the com
modities borrowed from the old world on mortgages, or in 
other ways. It is, however, difficult to estimate exactly the real 
rate of W<'Lges in outlying parts of new countries. The workers 
are picked men with a natural bias towards adventure; hardy, 
resolute, and enterprising; men in the prime of life, who do 
not know what illness is; !Lnd the strain of one kind and 
another ,vhich they go through, is Inore than the average 
English, <Lnd much more than the average European labourer 
could sustain. There are no poor among them, because there 
are none who are weak: if anyone becomes ailing, he is forced 
to retire to some more thickly-peopled place where there is 
less to be earned, but where also a quieter and less straining 
life is possible. Their earning.s are very high if reckoned in 
money; but they have to buy at very high prices, or altogether 
dispense with, many of the comforts and luxuries which they 
would have obtained freely, or at low prices, if they had lived 
in marc settled places. It is however true that many of 
these things are of but little real utility, and can be easily 
foregone, where no one has them and no one expects them. 

As population increases, the best situations being already 

As time goes 
on though the 
Law of Di-
minishing Re
turn may not 
be acting very 
strongly. 

occupied, nature gives generally less return of 
raw produce to the marginal effort of the culti
vators; and this tends a little to lower wages. 
But even in agriculture the Law of Increasing 
Heturn is constantly eontending with that of 
Diminishing Return, and many of the lands 

which were neglected at first, give a generous response to 
careful cultivation; and meanwhile the development of roads 
and railroads, and the growth of varied markets and varied 
industries, render possible innumerable' economies in pro
duction. Thus the actions of the Laws of Increasing and 
Diminishing lteturn appear pretty well balanced, sometimes 
the one, sometimes the other being the stronger. There is 
no reason so far why the wages of labour (of a gi ven effici-



THg INl.o'LUENCl<; O~' PROGREl::il::i ON VALUK 361 

ency) should fall. For if, taking Olle thing with another, the 
Law of Production is that of Constant Heturn, there will be 
no change in the reward to be divided between it dose of 
capital and labour; that is, between capital and labour work
ing together in the same proportions as before. And, since 
the rate of interest has fallen, the sharc which capital takes of 
this stationary joint. reward is less thnn before j and therefore 
the amount of it rem<1ining for labour is greater I. 

But whether the Law of production of commodities be 
one of Constant Return or not, that of the pro-

• the influx of 
duction of new title-deeds to land IS one of capital be-

rapidly Diminisl1iw1 Return. The influx of c.omes rela-o tlvely slower 
foreign capital, though perhaps as great as ever, and wages tend 

b 1 ° to t hI' to fall. ceomes ess m propor lOn 0 t e pOpU atlOn ; 
wages are no longer paid lnrgely with commoditiefi borrowed 
from the old world; amI this is the chief reason of the sub
sequent f,111 in Real Efficiency wages; that is, in the neces
saries, comforts and luxuries of life which can be earned by 
work of a given efficiency. But there are two other causes 
tending to lower average daily weLges measured in money. 
The first is, that as the comforts and luxuries of civilization 
increase, the average efficiency of labour is lowered by the 
influx of immigrants of a le.ss sturdy character than the earlier 
settlers. And the second if', that many of these new comfort::; 
and luxuries do not enter direcLly into money wage, but are 
an addition to it 2

• 

1 Of course the aggregate share of capital may have increased. For 
instance, while labour has doubled capital may have quadrullled, and the rate 
of interest may be two-thirds of what it was: amI then, though each dose of 
capital gets a lower reward by one-third, and leaves for labour II larger 
share of the joint product of a dose of callital and labour, the aggregate share 
of capital will have risen ill the ratio of eight to three. Much of the argument 
of Mr Henry George's i'rogre!S8 and i'overty is vitiated by his having over· 
looked this distinction. 

2 We took account of them when arriving at the conclusion i.hat the action 
of the Law of Increasing Return would on the whole countervail that of 
Diminishing Return: and we ought to count them in at their full yaJue when 
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§ 2. The influence which access to distant markets exerts 
on the growth of the National Dividend has been conspicu. 
ous in the history of England abo. 

For more than flo hundred years she has pursued with 

England has 
exchanged 
manufactures 
for goods that 
obey the Law 
of Diminishing 
Return. 

energy those manufacturing industries which 
give an Increasing Return to increasing capital 
and labour. She has exported goods that are 
made the more easily, the larger the scale on 
which they are produced, in exchange for some 
raw produce that could not be easily raised in 

her own climate, and for SOIlle grain and meat which she 
could not have produced for herself, except by a cultivation 
of her land so intem;ive af:l to call the Law of Diminishing 
u,cturn strongly into operation. For a long time her exports 
met with little effective competition. But as the century 
wore 011, other nations developed their manufactures, and 

Englishmen are no longer able to get in return 
for, s;'\,y, a bale of calico as much of the products 
of backward. countries as before. At one time 

She hasgradu
ally lost her 
partial mono
poly 

they could get for the calico nearly as much as 
would have the same cost of production in that backward 
country as a. similar bale; and every illlprovement in England's 
arts of ffiu.nufacture would have increased considerably the 
amount of foreign goods she could have brought back in 

return for the product of a given quantity of 
and now gains } 1 b d 1 B . 
but little so far ler own a our an capita. ut now every ltn-

as foreign trade provement in manufacture spreads itself quickly 
is concerned 
from improve_ 
ments in man~ 
ufacture. 

over the \Vestern World, and causes additiona.l 
bales of cotton to be offered to backward coun
tries at a cheaper and still cheaper rate. Those 

tracing the change:; in Real wages. l'tfILllY historians have compared wages at 
different (1)ochs with exclusive reference to those things which have always 
been in common consumption. But from the nature of the case, it is just 
these things to which the Law of Diminishing Return applies; alld whieh tend 
to become Bearce as popUlation increases. The view thus got is one-sided and 
misleading in its general effect. 
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countries gain much, while England herself gains but little 
from the improvement rmu the cheapening of the manufacture 
of the goods that she sends them. 

And she fares even worse with the goods that she sends to 
other manufacturing countries and especially to America. 
The amount of wheat which can bc bought in Illinois with a 
ton of steel cannot be more than the produce of as much 
capital and labour as would make a ton of steel in Illinois by 
the new processes; and therefore it has fallen in the same 
proportion as the efficiency of English and American labour 
in making steel has increased. It is for this reason, as well 
as because of the heavy tariff:::: levied on her goods by many 
countries, that in spitc of England's hrge trade, the progress 
of invention in the manufacturing arts has addccl less than 
might have been otherwise expected to her real National 
I ncome or Dividend. 

It is no slight gain thttt she clm make cheaply clothet; 
and furniture nml other commoditict; for her own use: but 
those improvements in the arts of manufacture which she 
Ims shared with other nations, have not directly increased 
th~ amount of raw produce which she can obtain from other 
countries with the product of a given quantity of her own 
capital and labour. Probably more than three-fourtbs of the 
whole benefit she has derived froUl the progress of manu
facture during the present century has been But she gains 

throuo-h its indirect influences in lowerino- tho much from the 
o b cheapening of 

cost of transport of men and gooch, of water and transport of 

light, of electricity ano. news; fur tho dominant various kinds 

economic fact of our own age is the Jcvelopmcnt not of 
the l\ianufaeturing, but of the Tmnspurt industries. It 
is these that arc growing most rapidly in aggregate volume 
and in individual power, and which are giving rise to 
most anxious questions as to the tendencies of large capitals 
to turn the forces of economic freedom to the destruction 
of that freedom: but, on the other hand, it is they also which 
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have done by far the most towards increasing England's 
wealth. 

One effect of this cheapening of transport has been that, 
while a century ago the goods which England gained by 
foreign trade were chiefiy the luxuries of the well-ta-do, they 
now consist largely of bulky commoditicH and cspecinlly wheat 

a.nd other kinds of simple food. And thus 
which have lth I l' I d' . f h f' d told especiaJly <.t aug 1 ~ng an s gains rom er oreIgn tra e 

on the prices of may not have been inerensiner quite in pro-
common food. 1::> 

portion to the great increase in its volume, the 
additions which it has made to the real purchasing power of 
the wages of the working classes have been very gre<lt and 
constantly increasing. 

§ 3. The influence, which the improvement of the means 
Influence of ltnd the arts of transport has exerted in this 
progress on the direction, ha,s been a,ided by two great changes. 
labour values 
of some leading The first is the adoption of Free Trade in the 
commodities: middle of this century; and the second is the 
viz. grain, 

subsequent development of the Mississippi valley 
,LIld the Far 'Vest of America, which are especially suited for 
growing the grain and the meat, that constitute the clVef 
food of the English working man. 

The only parts of America that wcre thickly peopled fifty 
years a.go were ill-suited for growing wheat; and the cost of 
carrying it great distances by land was prohibitive. The 
labour value of wheat-that is the amount of labour which will 
purchase a peck of wheat-was then at its highest point, and 
now is at its lowest. It would appear that agricultural wages 
hnve hcen generally below a, peck of wheat a. dny; but that 
in the first half of the eighteenth century they were about a 
peck, in the fifteenth a peck and a half or perlmps a. little 
more, while now they are two or three pecks', 

1 Hogers' estimates for the Middle Ages are higher: but he seems to have 
taken the wages of the more favoured part of the population as representative 
of the whole. III the Middlo Ages, even after a fairly good harvest, the 
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It is true that, where populn.tion i~ very sparse, nature 
supplies grass mlel therefore animal food almost 
gratis,. and in South Americl1 beggars pursue 

meat, 

their calling on horseback. During the Middle Ages however 
the populn.tion of England was alwaYR dense enough to give 
a considerable labour value to meat, though it was of poor 
quality J. A century ago very little mea.t was eaten by the 
working classes; while now, though its price is a little higher 
than it was then, they probably consume more of it, on the 
average, than at fLlly other tillle in English history. 

Turning next to the rent of house room, wo find that 
ground-rents in tOWIlS have l'L<;cn, hoth cxtcI1,>ivcly 

d . . IF·· f I house room, an mtenslve y. ,or an lllcrea.smg part 0 tIe 
population ii'l liying in houses on which ground-rents at an 
urban scale hayo to he pl\id, :Lnll that scale is rising. But 
house rent proper~ that it-; what remains of the totl1J rent after 
deducting the full rent,LI value of the ground, is probably 
little, if at a11, higher than at any previous time for similar 
accommodation; for the J'l\tc of profits On the turnover which 
is earned by capital engaged in building is now low, anJ the 
labour CaRt of building materials has not much altered. And 
it must be remeluuered that those who pay the high town 
rents get in return the amusements and other advantages of 
modern town life, which nmny of them would not be willing 
to forego for the sake of a IIlUch greatel' gain than theil' total 
rent. 

wheat was of a lower qnality than the ordinary wheat of to-day; while after 
a bad harvest much of it wall so llIu:-;ty that now.a-days it wonld not he eaten 
at all; and the wheat seldom became bread without paying a high monopoly 
charge to the mill belonging to tlie lord of the manor. 

I For cattle, though only about a fifth as heavy as now, had very large 
frames: their flesh was chiefly in those parts from which the coarsest joints 
come; and since they were llcarly starved in the winter and fed up quickly on 
the summer grass, the meat contained a large percentage of water, and lost a 
great part of its weight in cooking. At the end of the summer they were 
slaughtered and salted: and salt was dear_ Even the well-to-do scarcely 
tasted fresh meat dmillg the winter. 
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The labour value of wood, though lower than at the 
beginning of the century, is higher than in the :Middle Ages: 
but that of mud, brick or stone walls has not much changed; 
while that of iron-to say nothing of glasR-hn.s fallen much. 

And indeed the popular belief that house rent proper has 
risen, appears to be due to an imperfect acqua.intance with 
the way in which our forefathers were really housed. The 
modern suburban artisan's cottage contains sleeping accom~ 
modation far superior to that of the gentry in the Middle 
Ages; and the working classes had then no other beds than 
IooRe straw, reeking with vermin, and resting on damp mud 
floors. But even these were probably less unwholesome, 
when bare and shared between human beings and live stock, 
than when nn attempt at rCRpectn.bility coyered them with 
rushes, which were nenrly alwaYR vile with long accumulated 
refuse. It is undeniable that the housing of the very poorest 
classes in our towns now is destructive both of body and 
ROul: and that with our preRent knowledge and resources we 
have neither eaURe nor excuse for allowing it to continue. 
And it is true that in earlier times bad housing wa...;; in so far 
a less evil than now, as those who were badly housed by night 
had abundant fresh air by day. But a long series of records, 
ending with the evidence of Lord Shaftesbury and others 
before the recent Commission on the Housing of the Poor, 
mltablishes the fact that all the horrorR of the worst dens of 
mod~rn London had their counterpart in worRe horrors of the 
lail's of the lowest stratum of society in every previous age. 

Fuel, like grass, is often a free gift of nature to a sparse 

fuel, 
population; n.nd during the Middle Ages the 
cottagers could generally, though not always, get 

the little brushwood fire needed to keep them warm as they 
huddled together round it in huts which had no chimney 
through which the heat could go to waste: But as population 
incrensed the scarcity of fuel pressed heavily on the working 
classes, amI would have nrreRted Engla.ml's progress altogether, 
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h.ad not coal been ready to take the place of wood as fuel for 
domestic purposes, as well as for smelting iron. It is now so 
cheap that even the comparatively poor can keep themselves 
warm indoors without living in an unwholesome and stupefy
ing atmosphere. 

This is one of the great services that coal has wrought 
for modern ci viliza.tion. Another is to provide 
cheap under-c1othing, without which cleanliness 

clothing, 

is impossible for the masses of the people in a cold climate: 
and that is perhaps the chief of the benefits that England has 
gained from the direct applimtion of machinery to making 
commodities for her own use. Another, and not less im-
portant service, is to provide abundant water, 
even in large towns l

; a.no. another to supply, 
water, 

with the a.io. of mineral oil, that cheap ano. artificial light 
which is needed not only for Rome of man's work, 
but, what is of higher moment, for the gooo. URe of 

light, 

his evening leisure. To this group of requisites for a civilizeo. 
life, derived from coal on the one IHLnd, and modern means of 
tramiport on the other, we must fLdo., as has just been noticed, 
the cheap fLnd thorough rnefLns of communicatioll news and 

of news :lIllI thought by steam-presRes, by steam- travel. 

cfLrried letters and stefLm-lllaUe facilities for tmvel 
§ 4. We have seen thfLt the Nationn.l Dividend is ftt 

once the aggregate net prOllnct of, a.nd t.he sale 
source of payment for, all the agents of pro
duction within the country; tlmt the brger it iR, 

The influence 
of progress on 
the values of 
the chief a-

the larger, other thin~s bein!! cqufLI, will be the gents of pro-. 
'" '-' duction: 

share of each agent of production, amI that fLn 
increaRe in the supply of ILlly agent will generally lower its 
price, to the benefit of other agents. 

1 Primitive appliances will bring water from high grouna to a few public 
fountains: but thc omnipresent water supply which both in its coming and its 
going performs essential Aervices for cleanliness amI sanitation, would be im· 
possible without coal-drivcn steam·pumps and coal· made iron IJipes. 
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This general principle is specially applicable to the case 
it has some~ of bnd. An increase in the amount or p;o~ 
times lowered ductiveness of the land that Rupplies any market 
the value of 
English agri- redounds in the first instance to the benefit of 
cultural land, those capitalists and workers who [Lre in pos

session of other agents of production for the same market. 
And the influence on values which has been exerted in the 
modern age by the new means of transport is nowhere so 
conspicuous as in the history of land; its value rises with 
every illlprovement in its communications with markets in 
which its produce can be sold, and itl'> value falls with every 
new access to its own markets of produce from more distant 
places. 

But anything that promotes the prosperity of the people 
promotes also in the long run that of the land~ 

butnotofagri-] d £ h '] j. , ]"] h 
cultural and or sot e SOl . t IS true t!at Ji~llg iR rentR 
urban land rose very fast when, at the beginning of this 
taken together. 

century, a Reries of bad hnl'vests struck down a 
people that could not import their food; but a rise :';0 caused 
could not from the nature of the case hn.ve gone very much 
further. And the adoption of free trade in corn in the middle 
of tho century, followed by the expansion of Americl1n wheat
fields, is rapidly raising the real value of the land urban and 
rural taken together; that is, it is raising the amount of the 
necessaries, comfortR and luxuries of life which can he pur
chased by the aggregate rental of all the landowners urban 
and rural taken together l

. 

I It seE-ms that the agl'icultural (money) rent of England doubled between 
1795 and 1815, and then fell by a third till 1822 ; after that time it has been 
alternately rising and falling; and it is now about 45 or 50 millions as against 
50 or 55 million~ about the year 1873, when it was at its highest. It was 
about 30 millions in 1810, lG millions ill 1770, and 6 millions in 1600. But the 
rental of I1l'ban land in Englalld is now rather greater thall the rent of 
agricultural land: and in order to estimate the full gain of the landlords from 
the cxpansion of population and gCllcral progress, we must reckon in the 
values of the land on whieh there are now railroads, milles, aocks, &c. Taken 
all together, the money rllotal of England's soil is probably twice as high, and 
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§ 5. Political Arithmetic may he said to have begun in 
England in the seventeenth century; and from 
that time onwards we find a constant and nearly 
steady increase in the amount of accumulated 
·wealth per head of the population. 

It has greatly 
increased the 
supply of 
capital, 

Thi:=; increase of capitaJ per head tended to (liminish its 
marginaJ utility, and therefore the ratc of interest and has lower. 

on new investments; but not uniformly, bccause ed its propor· 
tionate though 

there were meanwhile gre;Lt variations in the not its total in-

demand for capital, both for political and military come. 

and for industrial purposei->. Thus the mte of interest which 
was va,guely reported to be 10 per cent. during a great part 
of the Middle Ages, had i->unk to 3 per cent. in the earlier 
half of the eighteenth century; but the immense industrial 
and political demand for capita.! raised it again, and it was 
relatively high during the great war. It fell as soon as the 
political drain had ceaHed; but it rose again in the middle of 
this century, when railways and the development of the 
'Vestern States of Amcrica and of Australia made a great 
new demand for capital. These new demands haye not 
slackened; but the l'ILte of interest is again falling fast, in 
consequence of the great recent accumulations of wealth in 
England, on the Continent, and above all in America. 

§ 6. The growth of general enlightenment and of a sense 
of responsibility towards the young has turned a 
great deal of the increasing wealth of the nation 
from investment as l\I(l,terial capitaJ to invest
ment as Personal capitn,l. Thcrc has rel::iulted a 

There is a re· 
lative fa!! in 
the earnings of 
trained ability. 

largely increased supply of trained abilities, which has much 
increased the National Dividend, and raised the average 
income of the whole peoplc: but it has taken away from these 

its Real rental three or four times as high, as it was when the corn laws were 
repealed. 

Progress may lower the value of the appliances of production, when this 
can be separated from that of their sites; but not of such things as railways, 
when the value of their sites is reckoned in. See Principles VI, XII. 7. 

~ 24 
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trained abilities much of that scarcity value which they used 
to possess, and has lowered their earnings not indeed absolute
ly, but relatively to the general advance; and it has caused 
many occupations, which not long ago were accounted skilled, 
and which are still spoken of as skilled, to rank with unskilled 
hLbour as regards wages. 

A striking instance is that of writing. It is true that 
many kinds of office work require a rare combination of high 
mental and moral qualities; but almost anyone can be easily 
taught to do the work of a copying clerk, and probably there 
will soon be few men or women in England who cannot write 
fairly well. 'Vhen all can write, the work of copying, which 
used to earn higher wages than almost any kind of manual 
labour, will rank among unskilled trades 1. 

Again, a new branch of industry is often difficult simply 

Earnings in 
old and fami
liar skilled oc-
cupations tend 
to fall relative
ly to those in 
new. 

because it is unfamiliar j and men of great force 
and skill are required to do work, which can be 
done by men of ordinary capacity or even by 
women and children, when the track has once 
been well beaten: its wages are high at first, 
but they fall as it becomes familiar. And this 

has caused the rise of average wages to be underrated, because 
it so happens that many of the statistics, which seem typical 
of general movements of wages, are taken from trades which 
were comparatively new It generation or two ago, and are 
now within the grasp of men of much less real ability than 
those who pioneered the way for them 2

• 

1 In fact the better kinds of artisan work educate a man more, and will be 
better paid than those kinds of clerk's work which call for neither judgment 
nor responsibility. And, as a rule, the best thing that an artisan can do for 
his son i!l to hring him up to do thoroughly the work that lies at his hand, 80 

that he may understand the mechanical, chemical or other scientific principles 
that hear upon it; and may enter into the spirit of any new improvement that 
may be made ill it. If his son should prove to have good natural abilities, he 
is far more likely to rise to a high position in the world from the bench of an 
arti:;an than from the desk of a clerk. 

2 Camp. Book IV. Ch. VI. §§ 1, 2; aJld Ch. IX. especially § 3. As the trade 
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The consequence of such changes as these is to increase 
the number of thuse employed in occupations which are 
called Hkilled, whether the term is now properly applied or 
not: and this constant increase in the numhers of workers in 
the higher classes of trades has caw'led the average of n.1I 
bbour to rise much faster than the Iwerage of representative 
wages in each trade', 

In the middle ages, though some men of great ability 
remained artis'l,.ns all their lives, and became artiste; yet as 
a ebss the artisans mnked more nearly with the 

d • Artisans' 
unskille lailourers than they do now. At the wages 
beginning of the new industrial era a hundred 
years ago tho artisans had lost much of their old artistic 
traditions and had not yet acquired that technical command 
over their instruments, thnt certainty HlId facility in the exact 
perfol'mance of diflicult ta~ks which belong to the modern 
skilled artisan; nnd observers early in this century were 
struck by the social gulf that was being opened out in their 

llrogresses, improvement::; ill machinery are sure to lighten the strain of ac
cOIllplishiug allY given task; alld therefore to lower task wages rapidly_ But 
meanwhile the pace of the machinery, and thequalltity of it put under the charge 
of each worker, may be lllCrCa!;l"tl 80 much that the total strain illvolve<l in the 
day's work is greater than before_ On this subject employers and employed 
frequently differ_ It is for instance certain that Time wages have risen in the 
textile trades; but the employes aver, ill contradiction to the employers, that 
the strain imposed on them has increased more than in proportion; that is, 
that Efficiency-wages have fallen. In this cont.roversy wages have been 
estimated in money; bnt when (LCconut is taken of the increase in tlle 
purchasing power of money there is no doubt that neal Efficiency-wages have 
risen_ 

1 This may be malle clearer by all example_ If thcre are 500 mcn in gradc 
A earning 128. a week, 400 in grade B canting 258_ and 100 ill grade C earning 
408_ the average wages of the 1000 mell are 208_ If after a time 300 from grade 
A have passed on to grade n, and 300 from grade B to grade C, the wages in 
each grade remaining stationary, then the average wages of the whole 
thousand men will be about 288_ Gil. And even if the rate of wagcs in each 
grade had meanwhile fallen 10 per cent., tho average wages of all would still 
be about 25.~_ 6d., that is wonld have risen more than 25 per cellt. Neglect 
of sucJ;t facts as these, as Mr Giffen has pointed out, is apt to cause great 
errors. 

24-2 
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own gHlltmtt.ioll hetween the artisan and the unskilled lahourer. 

rose relatively 
to those of uno. 
skilled labour 
at the begin
ning of the 
century: 

This social change was a consequence pa.rtly of 
the increase of the wages of the artisan, which 
rose to about douhle those of the unskilled 
labourer j and partly of the sallle cause that 
secured him his high wages, that is the great 

illcrea:-;e in the demand for highly skilled labour, especially in 
the metal trndes, and the consequent rapid absorption of the 
strongest chamcters among the l<tbourers and their children 
into the ranks of the artisans; for the hreaking down, just 
at tha.t time, of the old exclusiveness of the Itrtisans, had made 
them less than Lefarc an aristocracy by birth and more than 
but now that before an aristocracy hy ·worth. But about a. 
tendency is re- generation ago, as liltS jm:;t been explained, some 
versed. of the simpler forms of skilled trades began to 
lose theil' scarcity Yalue, as their novelty wore ofl'; and at the 
same time continually increasing clemtLmhl began to be made 
on the ahility of those in some tmdes, that are traditional1y 
ranked as unskilled. The navvy for instance, and even the 
agricultural labourer, have often to be trusted with expensive 
and complicated machinery, which a little while ago was 
thought to belong only to the skilled trades, and the Real 
wages of these two representative occupations are rising 
fasV. 

Again, there are some t:lkilled and rcsponsible occupations, 
such as those of the head heaters and rollers in iron works, 
which require great physical strength, and involve much 
uiscomfort: and in them wages are very high. ~'or the 

1 The rise of wages of agricnltUl'al labourers wouhl be more striking than 
it is, tli<1 lIot the sprean of monel'll notions to agricultural nistl'icts cause many 
of the ablest children born there to leave the fielns for the railway or the 
workshop, to become policemen, or to act as carters or porters in tOWlIS. 

l'erhaps there is 110 stronger evidence of the benefits of modern eancation and 
el;ollornic progress than the fact that those who are left behind in the fields, 
though having less than all average share of natural abilities, are yet able to 
eam much higher Real wages than their fathers. 
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temper of the age makes tho~;e who can do high c1as~ work, 
and can earn good wages easily, refuse to undergo hardship, 
except for a very high reward. 

§ 7. We may next consider the changes in the rebtive 
wages of old and young men, of women and children. 

The conditions of industry change so fast th,tt long expe
rience is in some tradeR almost a difmdvantage, 

There is a re
and in many it is of far less value than a quick- lative faU in 

ness in tlLking hold of new ideas allll adlLpting the wages of 
elderly men; 

one's habits to new conditions. In these trades 
an elderly man fimh it difficult to get employment except 
when tracle is brisk, n.t all evenh; if he is a member of a 
union which will not !~llow him to work for less than the full 
wages of the district. In any case he is likely to earn less 
after he iR fifty yearR old than before he is thirty j and the 
knowledge of thiR iR tempting artiRanR to follow the example 
of unskilled labourers, whose natural inclination to marry 
early has always been encouraged by the desire that their 
family expenRes may begin to fall off hefore their own wages 
begin to shrink. Tmues-unions are afraid that abuses might 
creep in if they allowed men "with grey hairs" to compete 
for employment at less than full wages j but many of them 
are coming to see that it is to their own interest, as it 
cert."linly is to that of the community, that such men .should 
not be forced to be idle. 

A second and even more il~juriouR tendency of the same 
kino is that of tho wa,ges of children to I'ise and a rise in 

relatively to those of their parents. IHachinery the wages of 

I d" 1 d 1 L boys and girls, laR ISP ace many men, mt not many uoys; 
the customary restrictions which excluded them from some 
trades are giving way j and theBe changes, together with the 
spread of education, while doing good in almost every other 
direction, a,re doing harm in thiR tlmt they are enabling boyB, 
and even girl.s, to set their parents at defiance and start ill 
life on their own accouut. 
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The wages of women are for similar reasons l'lsmg fast 
relatively to those of men. And this is a great 

and of women. • •• • 
gam In so £111' as It tends to develop thelr 

faculties; hut an injury in so far as it tempts them to neglect 
their duty of building up It true home, an(l of investing their 
efforts in the Personal capital of their children's chamcter and 
abilities. 

§ 8. The relative fn'!I in tho incomes to bo earned by 

The earnings 
of exceptional 
genius are ris_ 
ing, 

moderate ability, however carefully trained, is 
accentu;l,ted by the rise in those that are obtained 
by many men of extraordinary ability. There 
never W[I,S a time at which moderately good oil 

paintings sold more cheaply thn.ll now, and there never was a 
time at which first·mte pl1intings sold so dearly. A business 
man of average ability and avemge good fortune gets now a 
lower mte of profits on his capital than at Itny previous time; 
while yet the operations, in which It man exceptionltl1y 
favoured. by genius and good luck can take part, are so 
extensiye as to enahle him to amass a huge fortune with a 
mpidity hitherto unknown. 

The causes of this change arc chiefly two; firntly, the 
geneml growth of wealth j and secondly, the 

as a result of development of new facilities for communication 
two causes ' 

hy which men, who have once attained a com-
manding position, are enabled to apply their constructive or 
specul:ttivc geniug to undertakings vagter, and extending over 
a wider area, than ever before. 

It is the first C3.mle, almost alone, that enables some ba1'
of which one risters to command very high fees; for a rich 
acts almost a- client whose reputation, or fortune, or both, are 
lone on profes-
sional in. at sta.ke will scarcely count any price too high to 
comes, secure the services of the Lest man he can get: 
and it if> this again that enables jockeys and painters and 
musicians of exceptional ahility to get very high prices. In 
all these occupations the highest incomes earned in our own 
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generation are the highest that the world ha~ yet seen. But 
so long as the number of persons who can be rea.ched by a 
hUInl1n voice is strictly limited, it is not very likely that any 
singer will make an advance on the £10,000, said. to have bcon 
earned in a season by 1\frs Billington l1t the beginning of thi.:; 
century, nearly as great as that which the business leaders 
of the present generation have muue on those of the bst. 

.For the two ca.uses have co-opemted to put enormous 
power amI wealth in the hand.:; of those business 
men of our own generation who have had. first
rate geniu~, anu have been favoured by fortune. 
This is most conspicuous in America, where 

while both act 
fully with re
gard to busi-
ness incomes. 

severn,] men who began life poor, have arnasseu. more than 
£10,000,000 each. It is true that ,t great part of these gains 
have come, in some cases, from the wrecks of the rival 
Rpeculators who had heen worsted in the race. But in others, 
as for instance, that of the late 1\11' Vanderbilt, they were 
earned mainly by the supreme economizing force of a great 
constructive genius working at a new and large prohlem with 
a free hand: and ],J r Vanderbilt probahly fmved to the people 
of the United States more than he accumulated himself. 

§ 9. But these fortunes are exceptional. The diffusion 
of knowledge, the improvement of f'ducation, the 
growth of prudent hahits among the masses of 
the people, and the opportunities which tho llew 
methods of business offer for the safe investment 
of small capitu.JR :~all these forces are telling on 

Progress is fast 
improving the 
condition of 
the great body 
of the working 
classes. 

tho side of the poorer chsses as a whole reln.tively to the 
richer. The returns of the income tax a.nd the house tax, the 
statistics of consumption of commodities, the records of 
salaries paid to the higher and the lower ranks of servants 
of Government and public companies, tend in the same 
direction, and indicate thl1t middle class incomes are in
creasing fastor than those of the rich j that the earnings of 
a.rtisans ure increasing faster than those of the professional 
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classes, and that the wages of healthy and vigorous unskilled 
labourers I1re increasing faster even than those of the average 
artisan I. 

It must be admitted that a rise in wages would lose part 
The incon- of its benefit, if it were accompanied by an in
stancy of em- crease in the time ~pent in enforced idleness. 
ployment in 
modern in_ Inconstancy of employment is a great evil, and 
~:s~7 !~aa:gte_ rightly attracts public attention. But several 
rated. caUSeS combine to make it appear to be greater 
than it really is. 

"\Vhen a large factory goes on half time, rumour bruits 
the news over the whole neighbourhood, and perhaps the 
newspapers spread it all over the country. But few people 
know when an independent workman, or even a. small em~ 
ployer, gets only a few days' work in a month j and in conse~ 
quence whatever suspensions of industry there are in modern 
times, are apt to seem more important than they are relatively 
to those of earlier times. In earlier times some labourers 
were hired by the year: but they were not free, amI were 
kept to their work by personal chastisement. There is no 
good ca.use fur thinking that the medimval artiHan had con· 
stant employment. And the most persistently inconstant 
employment now to be found in Europe is in those non· 
agricultural industr'ies of the \Vest which are most nearly 
medireval in their methods, and in thOHC industries of Eastern 
and Southern Europe in which medireval traditions are 
Htrungest. 

In many directions there is a steady increase in the pro~ 
portiun of employes who are practically hired by the year. 

1 A ':,'1·ell.t body of statistics relating to nearly all civilized countries, and 
uniformly tending ill this direction is ('..ordained in M. Leroy Beaulieu's E.~sai 
sur la ripartition des Hicliesses, et sur la tendance a une moindre inigalite des 
cOllditions, 18B1. Mr Goschen's Address to the Royal Statistical Society ill 
181:17 on '1'11 e increase of moderate incomes points the same way; and above all 
so do the very careful amI instructive studies of wage statisties made by 
Mr Giffen in his private aud iu his official capacity. 
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This is for instance the genet'a..! rule in many of those tmdes 
connected with Transport which are growing fastest, and are 
the representative imlm;tries of the second half of the nine· 
teenth century, as the manufacturing trade~ were of the first 
half. And though the mpidity of invention, the fickleness 
of fashion, and above all the instability of Oredit, do certainly 
introduce disturbing elements into mouern industry; yet, as 
we shall see presently, other influences are working strongly 
in the opposite direction, and there seems to be HO good 
reason for thinking that incom:;tn.ncy of employment is in· 
creasing on the whole. 

Progress then has done much: but there still remains a 
great, and-in consequence of improved sanita.. 

But not of 
tion-perhaps a growing HeRiduum of personR 
who are physicaHy, mentally or morally incapable 
of doing It good day's work with which to earn 

those who are 
unfit for hard 
work. 

a good day'R wage; and some of those who Itre cltlled artisam;, 
together with many unskilled labourers, work hard for over 
long hours, and provide for others the means of refinement 
and luxury, but obtain neither for themselveR nor their 
children the meanR of living a life that is worthy of man. 

There iR a strong temptation to over-state tllf'l economic 
evils of our own age, and to ignore the existence 
of similar and worse evils in eEtrlier ages; for by 
so doing we may for the time !'ltimulate others, as 
well as ourselves, to a more intense resolve that 

The tempta
tion to under_ 
state the bene_ 
fits of progress. 

the present evils shall no longer be allowed to exist. But it 
is not less wrong, and generally it is much more foolish, to 
palter with truth for a good than for a selfish cause. And 
the pessimist descriptions of our own age, combined with 
romantic exaggeratiom: of the happiness of pa..<;t ages, must 
tend to the setting aside of methods of progress, the work of 
which if slow is yet solid; :m(l to t,}w hasty adoption of others 
of gre:tter promise, but which resemble the potent medicines 
of a charlatan, and while quickly effecting a little good, sow 
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the seed", of widesprel1d I1nd lasting decay. This impatient 
insincerity iR an. evil only leRs great than that moral torpor 
which can endure that we, with our modern resources and 
knowledge, should look on contentedly at the continued 
destruction of a,ll that is worth ha.ving in multitudes of 
human lives, and solace ourselves with the reflection that 
anyhow the evill': of our own age are less than those of the 
past. 

§ 10. \Ve ha.ve not yet reached the stage at which we can 
The broader profitably examine the general effects of economic 
influences of progress on human well being. But it will be 
progress, well, before ending this Book, to pursue a little 
further the line of thought on which we started in Book III., 

when considering 'Vants in relation to Activities. We there 
saw re<lsons for thinking that the true key-note of economic 
progrcRR iR the development 'Of new activities rather than of 
new w<lnts; and we may now m<lke SOJHe study of it question 
that is of special urgency in our own generation; viz.-what 
is the connection Letween changes in the Ill<lnner of living and 
the rate of earnings j how far iR either to be regarded as the 
cause of the other, amI how far as the effect. 

Let us take the term the STANDARD 'OF LIFE to mean the 
Standard of Activities and of ",Vants. Thus a. 

~;a~~:~d riRe in the Standard of Li ving implies an increase 
of intelligence, and energy and self-respect; 

lea,ding to more care and judgment in expenditure, and to an 
avoidance of food and drink that gratify the appetite but 
afford nG strength, and of ways of living that are unwhole
some physically and morally. A rise in the Standard of Life 
for the whole population will much incre..'l.se the N ation<ll 
Dividend, and the share of it which accrues to each grade and 
to each trade; <lnd 11 rise in the Standard of Life for anyone 
trade or grade will mise their efficiency and their own real 
wages; while it will at the S<lme time enable others to obtain 
their assist:mce at a cost somewhat less in proportion to its 
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efficiency; and of courso it will increase the Nation.'l.l Divi(lclld 
a little. 

But many writers have spoken of the influence exerted 
on wageR Ily ft. rise not in the Standard of Life, A rise in the 

but in thut of ComJort,'-a term that may suggest Standard of 
Comfort raises 

a mern increafle of nrtificild wants, among which wages chiefly 

perhaps the grosser wants nw.y predominate. It ~~;;~tg~ni~~~n. 
is true t,hat every hroad improveJllent in the ence in rais~ 

S ing the Stan
tandard of Comfort is l:'ul'e to bring with it a dard of Activi~ 

better JJlanner of living, :md to open the way to ties. 

new and higher activitieK; while those who ha.ve hitherto had 
neither the necessaries nor the decencies of life can hardly fail 
to get some increase of vitality and energy from an increase 
of comfort, however grosR and material the view which they 
may take of it. Thus It rise in the Sta.ndard of Comfort 
does to some extent involve a riRe in the Standard of Life; 
and in so far as this is the case it does tend to increase the 
National Dividend' and to improve the condition of the people. 

Some writers however of our own and of earlier times 
have gone further than this, a.nd have implied 

Limitations of 
that a mere increase of wants tends to raise the influence 

Wt1.ges. But the only liirect effect of an increase 
of want::;: is to make people more miserable than 
before. And if we put aside its proLnble in
direct effect in incren.sing activities, and other
wise l'3.ising the Standard of Life, it can raise 

on wages ex
erted by a rise 
in the Stan~ 
dard of Wants 
causing a di~ 

minished sup
ply of tab our. 

wages only by another indirect effect, viz. by diminishing the 
supply of labour. 

The doctrine thnt, merely through its action in diminish
ing the supply of bhour, a rise in the Standard of Comfort 
raises wn.gm\ and is one of the most effective mea.m;; for that 
purpose, has been consistently held by those who helieve that 
population is preRsing on the means of subsistence so hardly, 
that the rate of growth of popula.tion exercises a predomi~ 
nating influence on the rate of wages. }'or if that he true, 
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then it is also true that at least one of the most efficient means 
of raising wages is to induce people to adopt a higher Standard 
of Comfort, in however mean and sordid a sense the term 
Comfort is uRed: since in order to imlulge the new desires 
rising out of their extended desire for comfort they may 
probably Illnrry late, or otherwise limit the number of their 
children. 

But this cannot Le maintained by those who hold, as most 
writers of the present generation uo, that the new facilities 
of transport have much lessened for the present the in. 
fluence which the Law of Diminishing Return exercises on 
production; and that the countervailing influences of the 
Law of Increasing Return are so strong that an increase of 
numbers does not at present tend grently to reduce the 
average income of the people. 

It i" indeed Rtill possible to contend thnt a mere diminu~ 
tion in the supply of manual labourers as a whole, or of any 
one clnss of them in particulu.r, will increftse the competition 
for their aid on the part of the higher grndes of bLour, and 
the owners of material capital; and that in consequence their 
wages will rise. This argument is no doubt valid so far D.S it 
goes: but the rise of wages that mn be got by any class of 
labour simply by HH1king itself scarce, and independently of 
any improvement in its Standu.I'd of Activities, is generally not 
very great, except in the caKe of the lowest grades. "\Ve will 
consider this problem in some detail with reference to that 
particular change in the Standard of Living ,\,hich takes the 
form of shortening the hours of laLour, and of wise uses of 
leisure. 

§ 11. The earnings of a human being are commonly 
The wasteful~ counted gross~' no special reckoning being made 
ness of exces- for his wear-and-tear, of which indeed hc is him
sive work. self often rather careless; amI, on the whole, 
but little a.ccount is taken of the evil effects of the overwork 
of men on the well-being of the next generation, although 
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the hours of labour of children are regulated by law in their 
own interests and tho~e of \'lomen in the interests of their 
families. 

1Vhen the hOUI"~ and the geneml conditions of labour are 
such as to cause great wear-and-tear of body or mind or both, 
and to lead to a. low sta.ndard of living; when thero has been 
a want of tll<tt lei~ure, rest a.nd repm;e, which is one of the 
necessarie~ for et11cicncy j then the lahour has been extrava
gant from the point of view of society at large, just as it 
would be extl'a,yagnnt on the part of the individual capitalist 
to keep his hor::;es or slaves oven'lorked or underfed. In such 
a case a moderate diminution of the hours of labour would 
diminish the National Diddend only temporarily j for as 
soon ftS the improved Standard of Life had imd time to have 
its full effect on the efficiency of the workers, their increased 
energy, intelligence ftn(I force of character would enable them 
to do as much as before in le~~ time j and thm;, even from the 
point of vie\v of material production, there 'would be no more 
ultimate loss than is inyolved 'by sending a sick worker into 
hospital to get his Htrcngth renovltt(l(l. And, since material 
wealth OxistH for the Hake of man, and Hot man for the sake 
of material wealth, the fact tlmt ineflicient and stunted huma.n 
lives had heen replaced by THore efficient 11nd fuller lives 
would be a gnin of a higher (mler t}mn nny temporary 
material lo~s that wight have been occnsioned on the way. 
This argument assumes that the new rest and leisure raises 
the Standard of Lifc_ And wch a result is almost certain to 
follow in the extremc cases of overwork which we have lleen 
now considering j fo[" in them n mere lessening of tension is a 
necessary condition for taking the first step upwards. 

This brings us to consider the lowest grade of honest 
workers. Few of them work very hard j but Exceptional 

they have little stamina; ,Llld many of them arc conditions of 
the lowest 

SO overstrained that they might probably, after a grade of work_ 

time, do as much in a shorter day as they now do ers. 



382 BOOK VI. eH. XII. §\i 11-13. 

in H long one. 1\1 Ol'coyer they arc the one class of workers, 
whose wages might be rabed considerably lLt die expense of 
other clasHes lJY a merc diminution in the supply of their 
bbour. Some of them indeed are in occup<ttions that are 
clm;ely pressed by the competition of skilled workers using 
machinery; and their wages arc controlled by the Law of 
Suhstitution. Rut mn.ny of them do work for which no 
substitute ca.n be found j thoy might I'ILise the price of their 
labour considerably by stinting its lmpply; and they might 
haye been aLIc to mise it a very great deal in this way, were 
not any rise sm'c to bring into their occupation other workers 
of their own gl'ndc from occupations in which wages are 
controlled by the Law of Substitution I. 

§ 12. Again there are some branches of industry which 
In some trades at present turn to account expensive plant during 
~~~~~~e~o;~~h only ten hours It day; and in which the gradual 
double shifts introduction of two shifts of eight hours would 
would be an 
almost unmix. be an unmixed gain. The change would need to 
ed gain. ue introduced gradually; for there is not enough 
skilled labour in existence to allow such It plan to be adopted 
at once in all the workshops and factories for which it is 
suited. But some kinds of machinery, when worn out or 
antiquated, might be replaced on a smaller scaJe; and, on 
the other hand, much new machinery that cannot be profit
ably introduced for a ten hours' day, would be introduced for 
It sixteen hours' da.y; and when once introduced it would be 
improved on. Thus the arts of production would progress 
marc rapidly; the National Dividend would increase j work
ing men would be able to earn higher wages without tempting 
capital to migrate to countries where wages were lower, and 
all classes of society would reap benefit from the change. 

The importance of this consideration is more apparent 
ev(~ry year, since the growing expensiveness of machinery, 

1 R('e entl of Book VI. CII. III. 
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and the quickness with which it is rendered obsoletc, are 
constantly increasing the wastefulness of keeping the untiring 
iron and steel resting in idleness during sixteen hours out of 
the twenty-four. In any country, such a clHLnge would 
increase the Net produce, amI therefore the wages of each 
worker j because much less than before would h:1Ve to be 
deducted from his total output on account of charges for 
machinery, plant, factory-rent, &c. But the Anglo-Saxon 
artisans, unsurpassed in accuracy of touch, and surpassing all 
in sustained energy, would more than nny others increase 
their Net produce, if they would keep their machinery going 
at its full spec(l for sixteen hours :L day, even though they 
themselves worked only eight. 

It must however be remembered that this particular plea 
for a rcduction of the hours of Jabour applies only to those 
trades which use, or call use, expensive plant j and that in 
some cases, as for instance in some mines and bmnches of 
railway work, the system of shifts is already applied .so as to 
keep the plant almost constantly at ' ... ·ork. 

§ 13. There remain therefore many tmdes in which a 
reduction of the hours of labour would certainly 

But in many 
lessen the output in the immediate present, and trades a dimi

nution of the 
would not certaiuly bring about nt all quickly hours of labour 

any such increase of efficiency as would raise the would lessen 
production. 

average work dono pCI' head up to the old level. 
In ~mch cases the change would diminish thc National Divi
dend; and the greater part of the resulting material loss 
would fall on the workers whose hours of labour were dimin
ished. It is true that in sOllie trades a scarcity of labour would 
raise its price for a good long while at the expense of the rest 
of the community. But as a rule a rise in the real price of 
labour would cause a diminished demand for the product, 
partly through the increa.secl use of substitutes; and would 
also cause an inrush of new labour from less favoured trades. 

This leads us to consider the origin of the common belief 
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that a reduction of the hours of labour would mise wages 
generally by merely making labour t;cnrce, and independently 
of any effect it might have in keeping m..'tchinery longer at 
work and therefore making it more efficient, or in preventing 
people from being stunted lLnd prematurely worn out by 
excessive work. This opinion is an instance of those mis
understandings 1\8 to the ways in which a rise in the Standard 
of Comfort can raise wages, to which we referred n little 
while back. 

S 1-1. It appears to rest on two fallacies. The first of 
The fallacy these is that the immediate and permanent effects 
that a general of a change will be the same. People see that 
lessening of 
the hours of when there are competent men waiting for work 
labour would d f h 
cause a per. outsi e the offices 0 a tramway company, t ose 
manent in- already at work think more of keeping their posts 
crease in the 
demand for than of striving for a rise of wages: and that if 
labour: these men were away, the employers could not 
resist a demn,nd for higher wages unless they were prepared 
to stop work a.ltogether. They d well on the fact that if 
tramway men work very short hours, more lllen must for the 
time be employed, at higher wages per hour and perhaps at 
higher wages per da.y. But they overlook the more important 
fact that as a result tramway extensions will be checked, 
there will be less demand for the work of those who make 
trarnwa.y plant j fewer men in the future will :find employment 
on the tramways j many workpeople and others will walk to 
work who might have ridden j and many will live in closely 
packed cities, who otherwise might haNe had pleasant gardens 
in the suburbs. If it were true that the aggregate amount of 
wages could be increased by causing every person to work 
one fifth less than now, then it could be increased as much 
by diminishing the population by one fifth. Nay more it 
would follow that, had the popula.tion at last census been one 
fifth less than it was, the aggregate wages would have been 
actually higher, and therefore the average wages more than 



THE INFLUENCE OF PROGRE:-;S ON VALUE. :i85 

a fifth higher than they are now-propositions which go 
beyond the doctrines of the extremest Malthusians. 

Thus their error lies in assuming that there is n. fixed \Vork
Fund, a certain amount of work which haR to be 

and that there 
done, whatever the price of labour. On the isa fixedWork-

eontml'Y, the demand for work comes from the Fund. 

National Dividend; that i:-;, it comes from work: the less 
work there is of one kind, the less demnnd there is for work 
of other kinds j ~Lnd if labour were senree, fewer' enterprises 
would be undertnken. Again, the constancy of 
employment depends on the ol'gnnization of in-
dustry and trade, [md Oil the success with which 

It would be at 
least as likely 
to increase as 
to diminish the 

those who ,Lrrange supply are able to fOl'ecftRt inconstancy of 
employment. 

corning movements of demand a.nd of price, and 
to adjust their actions accordingly. But this would not. be 
better done with n short day's work than with a. long one; 
and indeed the adoption of a short day, not accompanied by 
double shifts, would discourage the use of that expensive 
plant, the pl'eRenCe of which makes employers yery unwilling 
to close their workR; and it would therefore pl'Obably tend, 
not to lessen, but to increase the inconstancy of employment. 

§ 15. The second fallacy is allied to the first. It is that 
all trades will gain by the general adoption uf a 
mode of action which has been proved. to enable 
one trade, under certain cunditions, to gain 1.1t 
the expense of others. It is umloubtedly true 
that, if they could exclude external competition, 

The fallacy of 
arguing that 
all trades can 
gain by mak
ing their la
bour scarce. 

plasterers or shoemakers would have a fail' chance of raising 
their wages by n mere diminution of the amount of work done 
by each. But these gains cltn be got only :1t the cost of a 
greater aggregate loss to other sharers in the National Divi
dendI. 

It is a fact-and, so fnr as it goes, an imp0l'tant faet.-tlmt 
some of these shares will not belong to the working classes; 

1 See Book v. Ch. VI. § 2, Bnd Book \'1. Cll. II. § 3. 
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part of the loss will certainly fall on employers n.nd capitalists 
whose Personal nnd l\laterial capital is sunk in building or 
shoemaking, Itnd part on the well-to-do users or consumers 
of houses or shoes. But a part of the loss will fall on the 
working classes as users or conSUHlers of houses or shoes; and 
part of the loss resulting from the plasterers' gain will fall on 
bricklayers, carpenters, &c., and a little of it on brickmakers, 
seamen employed in importing wood for building, and others. 

If then <tIl workers reduce their output there will be a 
great loss of National Dividend j capitalists and employers 
may indeed bear a large share of the burden j but they are 
sure not to bear all. For-to say nothing of the chance that 
they may emigrate and take or send their free capital for in
vestment abroad-a great and general diminution of Earnings 
of J.\Ianagement and of interest on capital} would lead on the 
Ol1e hand to some substitution of the higher grades of labour 
for the lower throughout the whole continuous descending 

. scale of employment\ and perhaps to some 
Lessening of f 11° ff ° h d °d °1 f Ih general output a Ing-o In t e energy an assl Ul y 0 e 
lowers wages leadinO' minds of industry' while on the other 
generally. b J} 

hand, it would eheck the saving of capitaP. And 
in so f!tr as it had this last result it would diminish that 
abundance of capital relatively to labour which alone would 
enable labour to throw on capital a part of its share of the 
loss of the National Dividends, 

1 See Book VI. Ch. VII. §§ 2-1. 
2 See Book IV. Ch. YII § fl, and Book VI. ClI. VI. § 1. 
8 To take an illustration, let us suppose that shoemakers and hatt<lrs are 

in the same gl't'l!le, working equal hours, aUlI receiving equal wages, hefore aud 
after a general rC41uction in the hours of labour. Then lJOth before allll after 
the change, the hatter could buy, with a month's wages, as many slioes as 
were the Net product of the shoemaker's work for a month (see Book VI. 
Ch. n. § 3). If the shoemaker workell less hours than before, and in con
sequence did less work, the Net product of his labour for a month would have 
o.iminished, unless either by a system of working double shifts the employer 
Slid his capital had earned profits on two sets of workers, or his profits could 
be cut down by the full Bmomlt of the diminution in output. The IBs~ 
SUl)llOsition is inconsistent with what we know of the causes which govern the 
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But we mURt be c:treful not to confuse the two <lueHtions 
whether a cause tends to produce 11 certain effect 

Caution 
and whether that cause is sure to be followed hy 
that effect. Opening the sluice of It reservoir 
tend::; to lower the level of the witter in it; but 
if mennwhile htrger supplies of water are flowing 
in at the other end, the opening of the sluice may 

against crude 
arguments 
from facts; the 
fallacy post 
hoc ergo prop
ter hor. 

be followed by a rising of the level of the water in the cistern. 
And so although a Rhol'tening of the hours of labour would 
tend to diminish output in those trades which are not alrefLdy 
overworked, and in which there is no room for double shifts; 
yet it might very likely be Iwcompanied hy an increase of 
production arising from the generfLI progress of wealth and 
know ledge 1. 

supply of capital amI business power. Awl therefore the hatter's Wa{iCS 

would go less far thau before ill buying shoes; aml so all round for other tratles. 
A small part of the loss might bc thrown all reut: but it is not necessary 

to allow for much un<ler this bean. Also our argument assumcd, what would 
be sure to be approximately true, that, taken one with another, the values 
relatively to shoes of the things that the employer had to buy remain un· 
changed. 

1 'Ve must nistrust all att.empts /.0 solve thc question, whether a reduction 
of the hours of labour renucell pl'Oduction amI wages, by a simple appeal to 
facts. For whethcr we watch the statistic!! of wages and production im· 
meniately aftcr the change or for a long perion following it, the facts which we 
observe a,re likely to be fiue ehicfly to caU.':les other than that which we are 
wisbiug to study. Firstly, the cffects which immediately follow al'c likely to 
be mi~leading for mallY reasons. If the rcduciioli was made as It result of a 
successful strike, the chances are that the occasion chosen for the strike was 
olle when the strategical position of the workmen was good, and when the 
general cOllnitioliS of trane wouln haYe enabled thcm to obtain a rise of wages 
if thcre han been no change in the hours of lahour; and thcrefore the im
mediate effectf! of the chang-e all wages are likely to appear more fanmrable 
thall they really wcre. And again mallY emilloyers, havillg entered into 
contracts which they are bouun to fulfil, may inr the time off!'r higher wages 
for a short day than before for a long day: but this is a result of thc sudden
liCSS of the change, and is a mere Hash in the pan. On the other hand, if men 
have been overworked, the shortening of the hours of lahollr will llOt at once 
make them strong: thc physical ann moral improvement of the condition of 
the workers, with its consequent increase of efficiency and therefore of wages, 
cannot I>how itself at once. 

AmI !:!econdly, the statistics of production and wages se\'eralyears after the 

25-2 
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§ 1 G. All this tends to show thltt a. general reduction of 
the hours of labour is likely to cause n. little net 

General con- . I d I I I I .. elusion as to materll1J OSS an mue I mora goO( : t lat It IS 
the hours of not adaptc(l for treatment hy a rigid cast-iron 
labour. 

::;Yf;tcm, a.nd that the conditions of each class of 
trades must be f;tudied separately. 

Perlmps £100,000,000 nnnually nre spent even hy the 

Leisure is a 
good, but only 
if it is well-
spent. 

working classes, and £400,000,000 by the rest of 
the population of England in ways that do little 
or nothing towa.rds m;tking life nobler or truly 
happier. And it "wuId cCl't;~inly be wen that 

all should ·work less, if we could secure tlHLt the new leisure 
be spent well, and the consequent loss of materia.l income be 
lllet exclusively hy the abandonment hy all classes of the 
least worthy methods of consumption. But this result is not 
easy to he atta.ined; for human nature changes slowly, and in 
nothing more slowly than in the hard task of learning to use 
leisure well. III every age, in evel'Y na,tion, and in every rank 
of society, tho,:.;e who haye known how to work well ha.ve 
been far more Humerous tlmn those who have known how to 
use leisure well; but on the other ha.nd it is only through 
freedom to use lei"mre a,s they will tlmt people can learn to use 
leisure well: and it is true tha.t no ebss of workers who are 
deyoid of leisure call have much self-I·ospect. and become full 
citizenl4: some time free from fa,tiguc and free from work are 
necessa,'y conditions of a high Sta,ndard of Life. 

A persoll can seldom exert himself to the utmost for marc 

reduction of hours are likely to reflect changes in the prosperity of th!' country, 
or of the trane in question, Or of the methods of prodnctiolI, or lastly of the 
purchasing power of mouey: and it may be as (lifficult to isolate the effects of 
reductioll of the hOl1r!l of labour as it is to isolate the effects on the waves of a 
noisy sea causcd hy throwing a stolle among t.hem. 

It must be remembered that a reduction of the hours of labour has often 
heen a form a.lld a good form, in which the workers have chosen to take out 0. 

part of that rise ill feal wages which the economic changcs of t.he time }mt at 
their command. 
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than eight hours a (by with adVI1ntage to anyone; hut he 
may do light work for longer, and he may be Those who are 
"on duty," ready to act when called on, for notover~work

much longer. And since adults, whose habits lLre ed. 

already formed, are not likely to aclapt themselves quickly to 
long hours of leisure, it would RCeIn more conducive to the 
well-being of the nation as a wholo, to t<:tke measures for 
increasing the material means of u. noble ,Lud refined life for 
all classes, and m;;pecially the poorest, than to secure a sudJen 
and very great diminution in the hours of bbour of those who 
are not now weighed down by their work. 

In this, tl$ in all similar caRes, it is the young whose 
faculties and activities are of the highest im- Leisure for the 

portance hath to the moralist a.nd the economist. young. 

The most impemti ve duty of this generation is to provide for 
the young the hest education for the work they have to do as 
producers and as men or womon, together with long-continued 
freedom from mechanical toil, amI a.bundant lei:-;ure for school 
and for such kinds of phLy a" :--trengthen ILlld develop the 
character. 

And, even if we took account only of the injury done to 
the rising g-eneration by living in homes in which 

'-' The interest of 
the father and the mother lead joyles:-; liveR, it 
would be in the illtereRt of soeiety tf, nfl(n·d them 

the rising 
generation in 
the hours of la-

Rome relic!. Able workers and goo(1 citizens arc bour of their 
parents. 

not likely to come from homeR from which the 
wother it-! absent during the great part of the day, nor from 
homes to which the father seldom rdul'lls till his chiklren arc 
asleep. And thel'efore not only the individuals immediately 
concerned, but society as 11 whole, has a direct interest in the 
curtailment of extn1vagantly long hour'R of duty nway f!'olll 
hume even foI' mineral-train-guards <llld uthel's, whose work 
is not ill its~J£ very hard. 



OHAPTER XIII. 

TRADE UNIONS. 

§ 1. IN consiliering the recent progress of the working 
Trade Unions cl:tRSeR, hut little has yet been said of the growth 
in relation to of Tra(le-unions; hut the two movements have 
progress. 

certainly kept pace with one another; and there 
is a prima facie prohl1hility that they are connected, each 
heing at once partly a cause and partly a consequence of the 
other. 'Ve lIIay now proceed to inquire into the matter more 
closely. 

'Ve have already noticed 1 how the first endeavours of the 
Early action of new workmen's associations or Unions at the 
Unions. heginning of this century were directed to 
securing the enforcemellt of medireval labour laws. But 
these, no less than the ol'uiuances of the old gilds, were un
suited to the modern age of mechanical invention, and of 
production on a large scale for markets Leyond the se3-"\; and 
early in this century the Unions set themselves to win the 
right of managing their own affairs, free from the tyranny of 
the ComLination I.laws. 

These lawR had made a crime of what waR no crime, the 

R I f h 
agreement to refuRe to work in order to obtain 

epeaote 
Combination higher wages; and "men who know that they 
Laws. 

are criminals hy the mere object which they 
have in view, care little for the n,dditiollld criminn,lity involved 
in the means they adopt." They knew that the law was full 

I Book I. Ch. 1Il. ~ 5. 
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of class injustice: destruction of life and property, when it 
was wrought for the purpot'e of enforcing what they thought 
justice, seemed to them to have a higher sanction than that 
of the law; and their moral sense became in a measure 
reconciled to crimes of brutal violence. But step 1y step tho 
Combination Laws have been repealed: until no·w nothing is 
illegal if done by a workman, which would not 1e illegal if 
done by anyone else; nothing is illegal when done by a 
combination of workmen, which would not be illegal when 
done by a combination of other people j and the law no longer 
refuses to protect the property of the Unions. 

\Vith freedom callie responsibility. Violence and the 
intimidation of N on-Unionists, which had lost all excuse, soon 
went out of favour; and workmen generally chose for their 
leaders able and far-seeing men, and under their guidance the 
modern organization of U niol1s has been rapidly develope<P. 

A modern Union is generally an Association of workers 
in the same or allied trades, which collects funds Twofold fune

from all its members and applies them firstly tu tions of 

support those of its members who cannot obtain Unions. 

employment except on terms which it is contrary to the 
general trade policy of the Union for them to accept, and 
secondly to grant certain Provident Benefits to members 
in need. The policy of the Unions varies in detail with 
time and circumstances j but its chief aims are generally the 
increase of wages, the reduction of the hours of labour, the 
securing healthy, safe and pleasant conditions of work, and 
the defending indiviuual workers from arbitrary and unjust 
treatment by their employers. Most of their regulations are 
framed either for the direct attainment of some of these aims; 
or for securing conditiolls uf hiring which will enable the 
employed to deal as a hody with their employers, conditions 

1 The various stages through which the chief aims and the plan of 
organization of the Unions have pai'!sed are explained iu 'rile /IilJtorlJ of 
Trade Unionism by Sidney and n~atl'ice Wehb. 
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which they regard as generally needed for the attainment of 
all their aims. 

A large Union is often an amalgamation of numerous 

Local respon· 
sibilityand 
central 
authority. 

smaller associations, originally local or confined 
to a subdivh;ion of the trade. But whatever its 
origin, nearly every important Union has many 
branches, each of which, while managing its own 

afliLirs in detl~ils, is bound to confoI1ll to the general rules of 
the whole body. These rules are very explicit; and in 
particular they prescribe rigidly the ways in which each 
branch may spend the funds in its charge: for the power of 
the purse is retained strictly in the hands of the central 
Lody. The branch dispenses Provident Benefits according to 
rule; hut except on emergency and for a short time it may 
not spend the cOlporate funds on a trade dispute, without the 
sanction of the centml councilor Exec'tltive representing the 
who1e body, who are generally selected from the branch
officials that have deserved best of their Society. 

The character and ability of the branch·officials !Lre tested 
in action as well as in speech. For they have important business 
to manage, amI those who neglect their duties, who prove 
themRelves lax financiers, or f,tive advice that is not justifieci 
by tJle event, are not promoted, however eloquent they may 
be; and consequently the Executive of the best Unions are 
shrewd, far-~eeing men, resolute but with great self-control. 

It is these men whose sanction has to be obtained by any 
Precautions branch that wisheR to use the corporate funds in 
against unwise a trade dispute. They come to the question 
disputes. with tempers unruffled by any personal vexations. 
Their vanity is not enlisted in the continuance of the struggle; 
they can decide without loss of prestige that it is inopportune, 
or even wrong in principle; and they have nothing to gain, 
but much to lose, by becoming responsible for an expensive 
strike tlmt ultimately faih;;. The decisions of the Executive 
are generally binding till the next annunl general meeting 
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of the representative delegates of the whole body; but in 
certain emergencieR a special meeting of the delegates is 
calleu, or a. plebiscite of the whole hody iR taken by voting 
papers. 

The administration of the funu~ with regard to Provident 
BenefitR iR more a matter of routine, and is Provident 

governed strictly by rule. TheRe Benefits vnxy. Benefits. 

The "New" Uniolls that have sprung up in recent times, 
chiefly in unskilled trades, genera.lly regard Provident Funds 
as an encumbrance, hindering freedom in fight, and tending 
to an over-cautious and unenterprising policy in trade 
nmtters. And the list of Benefits afforded by malty even 
of the older U uions is a meagre one. But the best Unions 
pride themselves on rendering their members independent 
of all charitahlc aid, public or privlLte, durillg any of 
the more common miflfortunefl of life. They provide Sick, 
Accident, Superannuation [Llld FUHcral Benefits; and above 
all, they give out-of-work pay for f~ long (though of courRC not 
unlimited) time to any memhel', who needR it through no fault 
of his own-a Benefit which nOlle but a. trade Society could 
undertake. ]"01' only the mmllbeJ'8 of his own trade call judge 
whether his want of work is due to hi:-; i(l1e11eRs or other fault, 
and whether he iR putting too high an eRtimate on the value 
of his work: and they 111011e Imve 1111 intereRt in supporting him 
in the refusal to Rell his work for leRs than they think it iR 
really worth. And at the SiLme tillle the expem;c of llIanagiug 
the whole business of the Union is less than would be that of 
managing its Provident uURineRs alone by any other Society: 
for the local officers get good infol'lllntioll without trouble, 
they spend nothing OIl llth'cl'tising, and they reccive but 
trifling sahtries I. 

1 The reader is referred to the excellent RClJOl'ts of }fr Burnett to the 
Boal'd of 'l'rade, which give details of the expl'llllitul'e of all the chief Unions 
for each successive year of tiJeir history. It is iustructive to note that all 
the Benefits increase and the Funds dimillish during perimls of commercial 
{lepression. But the bUl'ilen of Superann\latio~1 Benefit illcreases steadily with 
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§ 3. Such being the general plan of Trade-unions, we 
may pac;s to flxa.mine the influence which they can exert on 
wages. 

We have already incidentally inquireu '\Thether wages can 

An artificial 
scarcity of la
bour in a trade 
can raise 
wages much 
if four con-
ditions are 
satisfied. 

be raised permanently by diminishing the supply 
of labour; and. we may begin by recapitulating 
the results obtained. If the workers in any 
trade are able to limit artificially the supply of 
their labour, they can certainly secure a con
siderable increase of wages, which will be the 

greater, the more fully four conditions are satisfied I, They 
are: JtV'rstly, that there is no easy alternative method of 
obtaining the commodity which their trade helps to produce; 
and this generally requires (a) that they have control over 
the supply of labour in their trade and district; (b) that the 
commodity cannot easily he brought from t:;Ollle other district, 
in which the conditions of labour are beyond their control; 
and (c) that there is no available mechanical or other contri
vance by which tlle commudity can be vroduced independently 
of them: Secondly, that the commodity is one the price of 
which will be raised considerably by a stinting of supply, or 
in other words the demand for it is not very elastic: l'hirdly, 
that the share of the total expenses of production of the 
commodity which consists of their wages is small, so that a 
great proportionate rise in them will not greatly raise its 

the lapse of years; for the average age of the Unionists bas not yet reached 
its maximum. Less thull a tenth of the total expenditure comes under the 
bead of strike pay in an average year's budget of the first class Unions. But 
many of the differences between indivi(lual workpeople and their employers, 
which result ill their ceasing to be employed, are of the nature of trade 
"disputes," though not technically so called. And some Unions do not even 
attempt to malIC any distinction in their acconnts between" out-of·work" 
pay and strike pay: though the former, when given at all, is at a lower rate 
than the latter. It :;eems however that lIot more than a fifth of the total 
expenditnre can be ascribed to" (lisputes" ill the broadest use of the tenn. 

'Ihe accumulated Funds of the chief Old Unions average about two weeks' 
wages of their members. 

I Compo Dook Y. ell. Yl. § 2. 
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price and diminish the demand for it. And, PourtMv. thnt 
the other classes of workers, and the employers, in the trade 
are squeezable, or at least are not in a position to secure for 
themselves an increased share of the price of the joint product 
by limiting artificially the :mpply of their lahour ILlld cltpital. 

The effect on the wages paiJ for doing It given piece of 
work would be just the same whether the num-
ber of workers in it traue were diminished by a ~~~:::~~ 
tenth, or the amount of work done by each were limiting the 

number of 
diminished by a tenth (other things being equalr: workers and 

but on the latter plan the same a!!i..'Te!!ate Wa!!CS the work done 
'-''-' '-' '-' by each. 

would be uivided among more people, alld the 
rate of wages per head would he n tenth lower. 

If the amount. of work done per head is diminiRhed hy 
lessening the hours or the Reverity of work, there is some 
compensating gain in increased leisure, or freedom from strain: 
but if it is diminished by insisting on uneconomical method.s 
of work, there is no such compensation 2. 

\Vhen the Net Advantages of a trade are abnorlually high 
relatively to others in the same gmde, there will 

f I 
High money 

be a strong drift into the trade, both 0 a( ult wages versus 

workers anti of children, by l·outes direct and other Net 
Advantages. 

indirect; and this drift (;un be resisted only by 
hard and harsh measures which interfere much with the free 
course of business. HUmu,ll n1Lture heing what it is, the drift 
from outside will he stronger iuto a tra.de with very high money 
wages than into one with rather lligh wages, and considenLble 
other Net a.dvantl1ges. Alld partly for this reas01l the Unions 
of the skilled trades are aiming rather ,Lt the la.tter thl111 the 
former end. 

I Other things wouhl indeed not he equal: for the larger number of men 
would want more !!uperintelldence, more space, awl more machinery (miless 
they worked douhle shifts insteatl of single); amI therefore their aggre/.,tUte 
wages woult1 he less, all(I their wages per head more than a tenth Ie!;:! than if 
the supply of lallom· 1\-rrp les!'!ellcd hy a mere diminutioH of numbers. 

'.I Compo Book VI. Gh. XI. § 5. 
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The recent extension of Trade-unionism to unskilled 
Permanent In.bour has been confronteJ by the fa.ct that an 

limitations of artificial rc:-;triction of the numbers in any un
the work done 
in all trades skilled trade is difficult, and in all trades to-
must lower h' '1 ' wages get er ImpOSSl )le, unless multituues are to be 
generally. supported in idleness. But it is not impossible 
to ml1ke bbour scarce in all trades by shortening the hours of 
labout' sufficiently. The movement in this direction, is, as we 
saw in the lnst cha.pter, the composite product of a genuine 
desire for more leisure for its own sake, and of a falla.cious 
belief that there is a fixed'Vork-Fund. 'Ve concluded that, 
if there is a general diminution in the amount of work done, 
the National Dividend will shrink and the share of it that 
goes to the working classes, or in other words the aggregate 
of weekly (real) wages will shrink also, though not perhaps 
quite in the same proportion. And since there would be no 
diminution in the number among whom this aggregate was 
divided, average (real) wages would fall very ne:Lrly in pro* 
portion to the diminution of the work done. 

4-. Leaving then this recapitulation of the results of 
permanently lessening the supply of labour, we We pass to at-

tempts to se* will paR:'l to the maill tnRk of this Chapter. That 
cure higher is to inquire whether, by " J'udicious use of the wages for la-
bourbythreat- threat of temporarily withholdillg the supply of 
ening to with_ 
hold its supply !auou r, U niom; cnn force employers, and through 
temporarily. them the community at lnrge, to pay higher 
wages tcmpomrily. It is clear that this question is Hot 
decided lly the arf,,'llment of tIte last Section. li'or if two 
men are rowing in the samc llol~t Itlld one pulls all the time 
with only half his stl'cngth, llis progrcss will be slow: but if 
he thinks the other is doing less than a fail' share of work, 
lw may possibly find it a good policy to refuse to row till the 
ot.her exerts himself more; he may (;ollceivahly reach his 
journey's end '1uic:kcr than if he rO\veu OIl steadily without 
demm·. Here then is the true centre of this contest as to the 
etliclv:y of U niow; t.o raise wages. 
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We may RtarL fmlll the indisputable fnct that tho wago of 
labour of a,ny kind tends, like tho value of a The normal 

material commodity, to a position of e(luilibrium forces of sup
ply and de-

at which the amount which will Le normally mand do not 

demanded is equal to that which will be nor- always act 
freely on 

mally supplied. Rut thiH tendency does not wages of 

nlways operate freely: it ma,y even be suspended labour. 

for the time, if either tho buycr's 01' the sellers !Jave no reserve 
price'. 

A working man who i8 not a member of a Trade-union can 
seldom stand out long for a reserved price for hi" Inhou!'; and 
thus he may fail to get much benent froIll the fact that, other 
things being equal, it will be to the interest of employers to 
pay wages equal to the net value of hi" work, if they cannot 
get a sufficient supply of lnbour on cheapor terms. 

Take for instance the mse of a fanner who cl1lcubtes that 
the work of an additionnJ labourer would add Case of local 

to the produce of hi" farm enough to rcpay with combinations 
of employers. 

profits the outlay of 148. a week ill wageH. No 
doubt it will then be to hiH interest, other things being equaJ, 
to offer these wagel:! rather than go without the extra assist
ance. But other things are very likely not to be equal. If 
the current rate in the pa,rish is 128. a week, he could not bid 
148. without incurring odium among his brother farmers, and 
perhaps tempting the lahom'ers already in his employ to 
demand 148. So he will prohably offer 0nly 128., and COIn

plrdn of the scarcity of lahour. The price of 128. will be main
tained hccam~e competition is not perfcctly free; because the 
labourers have not much choice as to the market in which 
they sell their labour; and because they crLllnot hold back 
their labour at a reserve price equal to tho highest wage which 
the employer call afford to pay 2. 

1 The general theory hearing on this poilJt is indicatfld in Book V. eh. II., 

and is worked out more fully ill the correspoll(lillg chapter of the l'ri1t('iplf'R. 
:.l The disadvRutagc uuder which labourers Ii\) ill such a ease as this, may 
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And even where employers are not in any combination, 

A single large 
employer is a 
combination in 
himself. 

tacit 01' fl,vowed, to regulate wages, each large 
employer is in his own person a perfectly firm 
combinn.tion of employing power. A combination 
of a thous<tnd workers has a Ycry weak '-Lnd un

certain force in comparison with that of a Hingle rCf'olute 
employer of a thousand men: and though such an employer 
sees his profits in hiring a few more men at the current or even 
mther higher wages, he may yet think it the better policy 
not to Lid for them lest he should suggest to those nlren.dy in 
his employment that they should raise their demands. 

be seen hy considering the positioll of a shopkeeper iu like cil'C'umstances. As 
a rule a shopkpeper fixes the price of his goo(ls; aud jf the cnstomers who 
come into his shop on one day refuse to pay that price, he waits till others 
come who will pay it. But if at any time he were compelled to sell off his 
goorls quickly, taking whatever offers he couhl get, alld not holding hack for 
any reserve price. hc might have to sell them at much less than their real 
,·alue. at all events if he had access to only a few buyers. For these few 
might not hapllen to have much occasioll for his goods. so that it might not be 
worth their while to pay him a good price; and they might even combine to 
take advantage of his Ilcces:;;ity, lUll! force him to sell at a lower price than it 
would have been worth their while to pay. Of course the fishmonger or 
fntiterer who has to sell off at very low prices Oil Saturday night, is able to 
recoup himself by charging high prices at other times; otherwise he would 
not stay in the trade. But the labourer is often wanting ill the;;e means of 
defence, though perhapK 110t to as great an excnt as is often supposed (See 
Book VI. Ch. IV. § 6 alld ClI. v. §§ 1,2; or tho corresponding parts of the 
Principles). 

Thornton ill his book On La,boUl', which caused Mill considerably to mollify 
his views as to the influence of Trade,ullioIlS, illnstrated the indeterminateness 
of equilihrium price in a small market, by showing that in such a market 
Dutch alldiOll might sometimes yield Il. hig-hf'r priee thall English. Mr J. S. 
Cree in his vigorolls and suggestive Criticism of the Theory of Trade·unions 
has shown that under ordinary (',omlitiollS it is a disadvantage, amI not as 
Thornton supposetl all advantage, to have the jnitiative even in a small market. 
But this (loes not impair the substance of Thornton's main argument j which 
is that where there is little competition, price is Indeterminate; and then those 
arc at a disadvantage who are known to be honnd to sell without reserve. It 
is true, as Mr Creo urges, that the price woul£l be even more indeterminate if 
it were settled hetween two combulations of employers aud elIlployed, than if 
employers and employed bargain freely with one another: but in the former 
ca~e the elJll)loyed are not at the same disadvantage in hargaining as they 
are ill the latter. 
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I n such ca::,;es as thet:>c the speciaJ disadvantages of the 
workman in bargaining certainly put his wages 
for a time below the pOHitioll a.t which they ~n:~~~la~:_ 
would find their level under the free action of de- nomic friction 

side with the 
mand and supply: nnd Unionist); lleed not deny workman 

that those forces are nlway.s nt work. It is instead of 
against him. 

enough for their argument that, whencyer the);e 
special disadvantages put the current mte of wnges below the 
normal rate, the force of economic friction is exerted against. 
the workman. And they contend that by organizlLtion they 
can frequently make that forcc act in hi1'; favour. A viscous 
fluid in a vessel tends to fonn n. le\'el surfa,ce: but if from 
time to time an artificial force pUHhe1'; down the left sideJ 

which we may t.:'1.ke to correspond to wages, it may reasonably 
be maintained that the average pOHition of the left side is 
lower than it would have becn without such intel'ferenceJ in 
spite of the indisputable fact that the force of g]';l,vitation is 
constantly tending to reinstnte the position of equilibrium. 
'Vhat Unions claim to be able to do, corret:>ponds to applying 
frequent and stronger pressure on the right-Imnd 1'ide, thus 
causing profits to yield the higher leyel to wages; 1'0 that the 
average level of wages, partially sustained by friction which 
will now act for them, will be higher instend of lower than 
if the forces of demand and :-:upply acted with perfect fr(ledom. 

§ 5. The chief mearu; nt the disposal of U nioHs for this 
purpose~putting a1::;ide for the present the 
modern "boycott,"~are threats of withholding ~~;~:h 
for a time the Inboul' which employen; need in Unions apply 

threats to 
order to turn to nccount the investments of withhold the 

capitnl (material and personal) made in eXpedJL- ~~~~~Y of la

tion of getting that labour. They lmve learnt 
that this threat hns but little power when business is 
slack. nut when the time has come for the trade to reap 
the harvest for which it has been waitingJ the employers 
will be very unwilling to let it slip j and even if an agree-
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Inent to resist the demands of tho men is made, it will 
not casily he lllaintaincfl, especiaJly if the fruits that they 
might have gnthcrcd arc being snatched up by rivals outside 
of their combination. Unions further hold that the threat of 
a strike, though less powerful when the tide of prosperity is 
falling than when it is rising, may yet avail for the compara
tively easy tnsk of sbckening the fall in the high wages they 
have gained. They claim thus to secure an earlier rise, a 
gJoCltter rise, ILnd 11 more prolonged rise than they could get 
without comhination. 

The questions at iHSUC :Lre then-Can Unions reaJIy make 
economic friction act for the workma.n instcH.d of against him 1 
Arc the menns which they take for this purpose injurious 
to production and therefore indirectly to the workman 1 If 
the answers to hath these questions are affirmative, is the 
good on the whole grca.tel' or less tha.n tho evil 1 

§ 6. Let UR then look at the answers to these ques
Rejoinder by t,ions given by those who dispute the power of 
opponents of 
Unions. Unions thus to raise w:tges. 

ThAy take a preliminary objection to the cornman a.ssump-
tion of Unionists that cases, such as tha.t of agri

Preliminary It I I b t d b t th objection to cu ura a ourers quo c a OYO, rcprescn e 
the assump- I1ctual condition of cLny considerable part of 
tion that fric-
tion is strong England's industries. They say that there arc 
in the labour but few trades in which the employers really act 
market. 

in concert, even though they undertake to do so ; 
and that when [Lll employer sees his way to making a profit 
hy hiring more labour at the current wages or even a. little 
higher, he generally finds means of doing so; and that he 
would almost invariably do so were it not for the influence of 
Tmdc-unions. For they insist that the very JIleans which 
U nious take to prevent an employer from paying individual 
workers less than a. st:Lndard rate, make him often hesitnte to 
rai:-;c the wages of individual men, when he would do so, if 
free from the restrictions and demands of the Union. Thus, 
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so far a.s this count goes, they mllintlLin that competition if> 
much more effective, at nIl events in the induHtritLI districts of 
modern England, than the arguments of Unionists generally 
imply; or, to revert to our previous simile, that the action of 
competition corresponds to that of a fluid thnt is only very 
slightly viscous. And they go on to assert that that slight 
viscosity is partly due to the influence of U uions. 

It is difficult to decide how far this answer is valid. 
On the one hand it is in agriculture, where Unions a.re weak, 
that we find the most grounds for the complaint that efficient 
and inefficient workers are paid so nearly nJike as to give but 
smllll encouragement to energy. But, on the other hand, 
while this evil is diminishing in agriculture under the influence 
of the growing mobility and independence of the laLourer, 
it is increasing in some other industries in which employers 
fea.r that a concession to their best men will be followed by 
further demand of a strong Ullion on hellnlf of illferior men. 
This is however a side issue: let us ptu;S to the main issue. 

S 7. Let us look firl't at the influence of t-itrikes and 

Rejoinder by 
opponents of 
Unions to their 

threats of strikes in n. single trade. It iR clear 
that, if in any trade the employer is to be 
harassed at all times, nnt! e:-;pecinlly when he 

main claim so 
sees his way to profitable bw:;ine:o;s, then business far as a single 

men generally will sllUn tlmt trade; unless indeed, ~:~~:d~s con

taking one time with another, they are able to 
get from it a rate of profits not merely al' high ns, but mther 
higher than is to he got in other tradel'. For the extm worry 
and fatigue of the work to he dono will require SOllle COltl

pensation j and until they get it, the undertakers will seize 
every convenient opportunity of diminishing tho stakes which 
they hold in the trade. 

The relative strategic stl'en.s>th of employer and employed 
may determine for the time the shares in which the aggregate 
net income of the trade is divided j but the tentH:; of the 
division will soon react on the amount of capital in the tmde, 

M. :'W 
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and therefore 011 the amount of that income which is available 
for division (That is, the income is not a Rent proper fixed by 
external conditions, and permanently available for division 
among the parties interested: but it is a Quasi-rent which 
will be lesseneJ by every diminution in the inducements to 
keep up the supplies of capital in the trade)l. 

It may be impossible to force the consumer to pay a price 
that will cover these charges: in that case employment in 
the trade must decline; and then, in spite of the Unions, 
there will he many men running after one employer and wages 
will fall. 

It is true that if the wares produced IJY the trade have 
even a partial local monopoly amI are in strong demand, the 
employes mlLy be able, by well-timed strikes and threats of 
~trikes, to obtain 11 rise of wages at the expense of the consumer, 
and to retain it for a consiuera,1le time. But they cannot 
retain long a much higher ·wage than can be earned in similar 
and neighbour'iug trades, except by permanently limiting the 
numbers ill their trude-a case which we have already 
consiuered. 

Next the cllLim of a Union to obtain a ri~!€ of wages by 
striking or threatening u. strike, when the employers are 
becoming very busy, is compareu by opponents of Unions to 
the claim of those, who have prematurely shaken down unripe 
apples, to have produceu the apples. They insist that, as the 
urchal'd would have yielded better apples and with less 
injury to the trees that have to bear next year's crop, if 
llature had been left to run her course; so the rise in wages 
that belongs to a period of trade prosperity, though it might 
nut have come so soon or have been so sharp, would have 
lasted much longer. The Unions boast of resisting the 
tendency to It subsequent fall: hut really that tendency, 
it. is argued, is in a great measure of their own creation; 
and it need Hot have been felt for a long while, if employers 

1 Compo Buok V. CL. v. § 4 and Book VI. Ch. XI. §§ 0, 7. 
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had been able to give theit, minds to their wot'k untroubled 
by strikes and the rumours uf them, and if plaw; could have 
been made far ahead with confidence that they could be 
carried out, and therefore with Lut fL narrow margin of 
profit. 

So far the rejoimler rebtes to the effects of a Union in 
a single trade; and it appears to have much . 

. ASSumption 
force, on the assumptIOn that the net effect of involved in 

Trade-union action is to worry and fret the this rejoinder. 

undertaker, to make his work more difticult and uncertain, 
and thus to narrow his enterprise. 

§ 8. Leaving thiR assumption for discussion later all, we 
may follow the course of the argument when 

Rejoinder by 
Trade-unionism is supposed to l)e extended to opponents of 

all the chief trades of the country. Capital awl ~~;~n~l;~~~: 
business power C:Lnnot then take refuge from the to wages in 

general. 
injuries of Traue-unions by the comparatively 
easy means of drifting into adjoining trades. 

But it is still true that a rise in wages, if obtained at the 
expense of profits, is likely to diminish the accumulation and 
to promote the emigration of capitl1l; and tlw,t it ml1y 
diminish the enterprise of business men, or at least of such of 
them as do not emigrate with theil' ca.pitaL It will thus 
tend both to diminiHh the National Dividend, which i::,; the 
source of all wages, aml to lessen the cumpetition of ca.pital 
for the l1id of wages. In both these ways the rise of wages is 
in danger of bringing auout itH own destruction. 

This old I1rgument h11s both gl1ined and lo:-;t strength in 
recent timeR. On the one hand migt'atioll frum one country to 
another is becoming less difficult both for capital and fur the 
empluying ebss; and, if England should ever cease tu be an 
eminently desimble country to Ii ve in, 11 sIllall fall 
in the rate of profits below t1ll1t obtainable eli:ie
where with equal trouble and worry, would caUi:ie 

This rejoinder 
is partly 
stronger partly 
weaker than it 

so great alack of capital and business power, that was. 

26-2 
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the working-clasRes woulU be compelled either to provide these 
requisites of production for themselves, or to submit to such 
low wages that they would soon want to emigrate in pursuit 
of the capita.l and business power. But on the other hand 
every country has industrial troubles of its own; and, so long 
as Englishmen meet theirs in as brave and conciliatory 11 

spirit as any other people, the owners of mpital and business 
power will have no strong inducement to seek other lands. 

Again, though the dependence of industry on a large 
supply of capital is constantly increasing, yet the influence 
which the fnll in the rate of interest exerts in checking 
the accumulation of capital is a little less important than was 
formerly supposed. 

And again though progress depends ever more and more 
on the energieR of bURiness men, and though some of them 
might slacken their efforts a little if the Earnings of Manage
ment were lessened j yet the growth of wealth and intelligence 
i1re constantly incl'easing the numbers of those who would do 
the work of business management with great vigour for a. 
moderate reward, so long a.s they could retain their full freedom 
and responsibility, and all the excitements of the chase. 

The r~joinder of the opponents of Unions proceeds :-1£ it 
But there re- be conceded thn,t the National Dividend would 
mainsapower_ not be much lessened at once by a general rise of 
ful argument 
in the back- wages obtained at the expense of profits; and 
ground. that labour, getting a larger share of a Dividend 
but little diminished, would be a little better otrfor the time; 
even then it has still to be considered that this diminution 
would be progressive and curnulative, unless the rise in wages 
exercises some compensatory effect. Thus if in one year the 
diminution of profits causes the stock of capital to be one 
per cent. less than it otherwise would have been, this loss 
will have increased to about two per cent. at the end of 
the second year, to about three per cent. at the end of the 
third year, to about ten per cent. at the end of the tenth 
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yel1r, aud so ou. But thi.s cannot go on for long. If'or 
while the loss incrca::;cs ::;teadily year by yenl', tho]'o will 
be no corresponding increase in the advantage which com
bination gives to hLbourers in their bargaining; and ::;ouner 
or later the competitiun of capit.'ll for the aid of labour 
in production will be lessened; wagos will fall, and will 
probably go on falling until the removal of the causes which 
lessened the supply of capital, nnd therefore the Nation;ll 
Dividendi. 

It is then clear that if a rise of wages is obtained simply 
at the expense of profits, if it lowers profits without exerting 
any compensatory effect on the NatiomLl Dividend, it must 
be self-destructive in the long run. It must lend in time to 
such a scarcity of capita.! and of business puwer that the 
National Dividend will be insufficient to afford high wages to 
labour, even while capital is getting a low rate of interest, 
and business power is receiving low Earnings of Management. 

§ 9. Thus the main issue between those who do and those 
who do not think that Unions can permanently ThemainisslIe 

mise wages, resolves itself almost entirely into the resolves itself 
into the 

narrower question whether the latter are right question 

in assuming that there is no important cODlpen- whether Union 
action on the 

satory effect to the injuries which some forms whole lessens 

of Trade-union action inflict on production; that production. 

the net effect of the action of Unions is to hamper business 

1 A fall in the rate of interest from say three to two per cent. would cut off 
0. good deal from the savings of some people. But those of others would he 
very little affected by it (see Book IV. eh. VII. § 6), and therefore the percentage, 
which this loweling of the rate of interest from three to two, took from the 
stock of capital in successive years wouM slightly diminish .. In fact however 
this correction is mnch less important thall one tending in the opposite 
(lirection. For wages could not he kept at their raisc(llevel without throwing 
a. continually increasing burtlen on profits; and therefore the diminution (or 
check to the growth) of the National Dividend would be greater in the 
second year than in the first, greater in the third year than in the serowl, 
and so Oll. Further, a fall ill the rate of interest promotes the use of 
machinery, and tewls to increase Auxiliary.capital at the eXllense of 'Vage. 
capital, and thus slightly to lowcr wages. 
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and lessen production. 
narrower question. 

Let us then address ourselves to this 

On the side of Unions it is contended: (i) that the ablest 
Unionists recognize the general solidarity of their interests 
with those of the employer, and ::;0 far from needlessly 
hindering him in his business, do all that they can to make it 
work easily, smoothly and certainly by every means that is 
compatible with their retaining their strategic ltd vantages in 
bargaining; and (ii) that their action as a whole tends to 
improve the character and increase the efficiency of labour, 
that this influence is cwnulative, and that its benefits out
weigh any harm U nians can do in checking the growth of 
the materiaJ means of production. Let m; investigate these 
pleas. 

§ ]0. Fir,tly a, to the evils e"used hy strikes. Strikes 
Strikes are are often I'egarded as peculiarly the results of 

generally dis_ Trade-uuiouism. But, as has nll'cady been shown, 
couraged by 
the best the hetter organized a Union is, the smaller is the 
Unions. chance that H local quarrel will mature into a 

strike. And though when a strong Union does strike, the 
contest is likely to be a long one; yet the unwillingness of 
employers to try cuneI usiom; with it, and the prudence of 
the otiicials of such a Union, together with the form of its 
government, tend to diminish the number of strikes. 

Strikes are of course expensive. But too much attention 
The direct hns been paid to the direct expense which they 
expenses of cause to hoth sides, and perhaps even to the 
strikes are of • I h' 1 I h 
small im- ucc:aSlOna pri vation w IC 1 t ley occasion to 1. e 
portance fnmilies of the employed. These evils obtrude 
them:-;clves on the notice of every one: a.ml no dO\lbt they are 
great. But they are not great rela.tively to the immense issues 
at stake. They ILre not even great relatively to the uncer

relatively to 
the policy 
which they 
support. 

tainty and friction which strikes bring into busi
ness. It is thereforc the general policy of the 
U IliollB, more than the direct expenses of the 
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oCC<'1sional Rtrikes hy which they enfoxce that policy, t,o which 
've must turn our attention l

. 

§ 11. \Ve may then pnss to thnt part uf Union policy 
which consists of fixing a minimum (local) rate A fixed mini

of wage, and making it so high thnt it pmetically mum wage is 
Ilot all un mix

becomes the ordinary rate. U nioniHts contend ed evil to the 

that this, while essential to enable them to bar- fair dealing 
employer; 

gain as a body with the employer, is not an un-
mixed evil to him. It saves him trouble and anxiety to be 
able to buy his labour, just as it does to buy his raw material, 
at wholesnle prices: for then he cnn be sure tha.t no neigh
houring competitor is buying them at a lower price nnd thus 
preparing to sell the finished commodity more cheaply than he 
can a,fford to. \YhlLt public markets do for the fair-dealing 
employer as regards raw material, Unions do for him, it is 
maintained, as regards lahour. 

But unfortunately this is not quite true of labour when 
hired by time, because the lnhour is not suffi
ciently graded'!. At present, ItO doubt, tho most 
incompetent people of all are excluded from 
Unions by the rule thnt a candidatc for admis
sion must provo that he is cap,Lble of earning the 

its evil arises 
chiefly from the 
fact that men 
differ much ill 
ability and in
dustry. 

local minimum rate of wages 3. But to begin with, that i.s 

1 There is of course no advautage in eomparillg the expensc of ally llartieulllr 
strike with the total direct gain to wages of any that follnw after it: IJll.rtly 
becaul:ic the events that follow the I3tl·ike, may have been due to other causes, 
amI partly because a strike is a mere incident in a call1}lO.ign, and the policy 
of keeping up an army awl entering nn a campaign 11Il:; to be judge!! as a 
whole. The gain of allY pal·ticlllar hattie is not to be measured hy the hooty 
gnt in it; amI even defeat is 110 proof that the Gelleral was wrong ill llot 
suhmitting without n hattle. The cost of strihs is disclI:-;se/l with full 
statistical aetail in Mr Burnett's excellent report:-< Oil the suhject to the Board 
of Trade, and in several Beports of American Labonr Bureaux. 

:a Compare B(}()k v. Ch. I. ~ 3. 
8 Some weight must hc allowetl to the claim of the Duions that yOUllg fIlCll 

are stimulated to eHrtiollS by knowing that they must work up to this 
standard. But it is not always a very high olle; awl, nn douL!., l;onw men, 
whell they In.ve attaillcn it, exert themselve:-; Lut little to get bcyolltl it; ilcing 
not mH"illing to draw largely 011 the out-of-work fumb of thei.r Unioll. 
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only at the date of his admission: and for this very reason 
a.dmisBions to Uniolls ,u'e most numerous when trade is good, 
and when men mther below the ayerage are for the time 
worth the st:mdl1rc:l wages. And further men vary as much 
in their willingness, as in their power, to exert themselves to 
do a good day's work for their wages 1. 

-"\. conceivaLle remedy for this could Le found by the classi~ 
This could be fication of the workers in each trade into several 
lessened if the 
U !lions favour
ed more classi
fication j 

gr;tdes, with a minimum (local) rate for each. 
Of course learners always have special rates, and 
a few Unions allow old. men to work below the 

l'cgubr rate. But most Unions are opposed to cn.rrying the 
cbssification further than this in the same branch of work; 
partly because they fear it might enable the employer to 
bargain with llis men as individuals under the cover of offering 
them work in a lower grll.de. 

The difficulty is a real one; but perhaps Unionists would 
makc greater efforts to overcome it, if they realized fully how 
which would much it diminishes the N ntional Dividend, and 
diminish in- therefore in the long run the average wages 
~~;I~;~no/in throughout the country. li'or e\'('11 when trade 
the trade con~ is brisk, there are some men who need It stimulus 
cerned and 
therefore in to exertion closer at hand than the fear of being 
others. left out of employment when trade declines; and 
when it does decline, the employers have to dismiss more 
men, and to dismiss them earlier, than would be necessary if 
their wages were graded according to their efficiency. The 
full extent of this evil is not readily perceived: for men look 
chiefly at their own trade; and they think that, if there is 
less done by one set of men, there will remain more to be 
done by others. ,\Thile some fall into the ever~recurring 

falbcy that there is ;t fixed "\Vork-:Fund, many forget that the 

1 It ill commonly said by cmllloyers that ordinary men will do more than 
half as milch again when tlH'y have a tlirect interest in their work as when 
they arc l)aid by time. 
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demand fur the goods and services of en,ch tmcle and pro
fession comes solely from the products of other trades and 
professions, and depends solely upon their a.ctivity j and that 
therefore by cutting short the period of [\ctivity of one trade, 
they tend to thro\y others out of full \york sooner than would 
otherwise have been necessary; that thus trade depression 
spreads and causes further interruptions of work, which again 
act and react on other trades. In fact, while the growing 
expensiveness of machinery and the growing breadth of 
markets give rise to strong forces constantly tending towards 
increased regularity of employment, the haste of some Unions 
to put their minimum mte of wages a little too high for those 
men whom the employer is not very anxious to have except 
in prosperous times, is ono of the chief modern hindrances to 
settled conditions of work I. 

§ 12. The system of piece-work is seldom found in the 
finest and best of industrial relations. The most careful 

1 It shouhl however be noticed that lllany Uniolls a(lmit of classification to 
this extent that the va.riations in the minimum wages demanded by the 
different local branches are very grc.tt. Thcrc is no universal rule; but the 
general rule is that the minima are highest in alld llcar Loudon, um1 next 
in the manufacturing districts; aml that they gra(lually tlecrease with the 
distance from any great cClltre of the trade whcre a high standard of work 
is Heeded aml paid for. 'fhus the Amalgamatc(1 Society of Carpenters and 
Joiners reported in 1888 miuima of 208. ill l'enz:mce, ~2s. in Barnstaple, 25s. in 
'l'aullt.on, 288. in Bath and ·Worcester, 31.~. ill Bristol, 368. in Birmingham and 
Manchester, n.ud 42s. in some London suhurbs. 

'Vhere the wages are high, thc stall(lllnl of efficiency which a man must 
attain in order to earn the eUTI'ent wages of the district is high. If then IL 
member of the Union at Bristol cannot get 3ls. a week, he will be forbidden to 
work for less there, but the Union will pay the expeuse of his going, say, to 
'l'auntoll where he will be able to get employment at the currellt wages. On 
the other hawl an exceptionally ahle carpenter ill Tauntoll is likely to migrate 
to Bristol or London to get highcr wnges. By thus seudi.l.lg iUefficicllt men to 
places whcrc the stawlar(l of eflicieney is low, alia illtlireetly at least helping 
efficient men to go to lilaecs where it is high, UlJiOIlS tend to perpetuate 
local inequalities of effidency aIHl therciore local hlC{lullities of Tilllc-wages. 

A proposal is now UlHler cOllsitleration in some Uniolls representing large 
trades to admit a little more classification even with regard to memhers of the 
same Branch, ill order that 0. larger percentage of workers may bc eligible for 
admission to the Uniolls of their several trades. 
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and artistic work can f'eldom be mea.sured by it; and in 

Piece-work is ma.ny trades, especially slnall trades, the work 
notsuitedto all varies so much from bench to bench and from 
trades. day to day that no regular tariff can be devised; 
and piece-work degenera.tes into COlltnLct work, in which 
the incli vidu,Ll workman has to Largain ,done with his 
employer. 

But in the m;~jority of trades, the various ta.sks can be 

Butinothersit graded accumtely; a.nd when a list of prices for 

has great ad- them is agreed on, the employes grade themselves, 
vantages. and yet present an unbroken phalanx in bar

gaining with their employers. Piece-work adds to the wages 
of the industrious workers; and it checks those habits of half
hearted work, which fluurish in every rank of life where the soil 
is fl1vourable. In many trades however for which it is appa~ 
rently well suited the Unions either prohibit it, or at least 
avow dislike to it. 

In some ca,t:>es this is caused by an undue eagerness of 
certaill employers to reduce piece-work rates 

Causes of dis-
like to it. when they ha\'e thought their lIlen were taking 

too muvh woney home. Some workmen oppose 
it because they desire to take things el1sily, nnd ha\'e perhaps 
a latent dislike to be gmdod according to their merits. And 
some oppose it because they think it makes work scarce, 
hy inducing men to get through more of it thnn they otherwise 
would; and here again come in the combined effects of a little 
trade-selfishness, and the fallacy of the fixed Work~:Fund. 

Perhaps these imperfections of humnn na,ture, rather than 

Unions not 
specially re
sponsible for 
this. 

Unionism, nre further to be held responsible for 
wha.tever ground there may Le for the complaint 
that some Unionists urge their fellows not to 
exert themselves over~llluch and absoru work that 

others might be glad to do I. 

I This h; not effected by gcneral regulations; hut in somc workshops 
Ullionist and NOIl·unionist alike, social prcssure is brought to bear on any OIlC 
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§ 13. The old doctrine that where there is <L will then! is 
a way, is well illustrated by the success with 
which those trades, that a.re much subject to 
the bracing action of foreign competition, have 
grappled with the difficulty of making Union 

Trades that are 
much subject 
to foreign com
petition 

action effective on behalf uf the employed, and yet neither 
generally vexatious to the employer nor expensive to the con
sumer. The trades which make largely for foruign markets 
are more uniform in their methods of organization th!Ln 
lllanyothers. They not only buy their lllaterials Lut they sell 
their products very much in open markets; and special trade 
connections and trade i·;ecrets are, as a rule, of 
comparatively small importance in them: and 
these cunditions have of eourse faeilitated the 
minute classification and grafling of different 

generally 
adopt an 
enlightened 
policy; 

tasks. But there h,Lv(J Leen llIore powerful causes tending in 
the same direction. For a quick nemesis has followefl on any 
quarrelsome or obstructive tendencies that have hindered in 

who works so hard as to set a stalHlara of work higher thall the others like; 
and uo tlouM the presellce of a UUiOll element may iuerea~e this pressure. 
Again a foremall, if a member of the Unioll, is sometimes apt to cOllceal the 
faults of Uuionists, alld to gi"e them all UUrlllC IH'efcrellcc over abler 
Non-unionists.' The control of a brallcli of a l]lliull has uccasionally got 
into the hands of llIen who have uscd its lllachill(,l'Y to obtaiu fltll wages for 
very little work; aud though sueh casus are rare, the mi:;chief which they 
cause is perhaps greater than that Ilue to other kinds of Uniun actiOll whieh 
have attracted a larger share uf publk attention. 

There are general rules against working' overtime; but as wall iudieated in 
the last Chapter, if mo(lerate ill character, they promote the efficiency of the 
worker, and are llOt injurious to pro(lnctinn in the long run. Overtime is 
sometimeH forced on au ullwilliug employer by the rc:;ulve of some strong and 
able men to get very high wages at allY cost. They al'e just the men Oll whom 
he can depend most in a difficulty; so he is allxious to retain them; Bud their 
illdividual demand for overtime overriaCK the collective oppo:;itioll of the 
Ullioll to it. 

Some UniOllS have hard and se1fi~h rules limitiuJ; very narrowly ilu1etJIl 
the number of apprentices, alld olher kame)'s. The effects (If such limitatiollS 
have already been discussed. But it shoult1 be added that ill some cases tbey 
are prompted, though not justified, by the action of some employers who get 
bad work done at low wages ahnost exclusively by leamers, for whom they do 
not endeavour to make ally provisioll at the end of their time. 
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any wa.y, direct ur indirect, the full efficiency of the human 
energies and the material capital invested in the trade; and 
any injury that a union may cause to the employers, not being 
capable of being pal:;sed on to the consumers, acts quickly on 
the supply of capital in the trade; and therefore reacts quickly 
on the ·wages of the employed. 

In trades that are largely subject to foreign competition, 

d I 
therefore, those union officials who most fully 

an cmp oyers 
and employed ren.lize the fundamental soliuarity Letween the 
co-operate; interests of employers amI employed, and who 
oppose all demands which would needlessly hamper production 
or inflict loss on the employers, are those whose advice is 
found to bear the te.st of experience Lest: their influence 
generally increases, and their character ~preacls itself over 
the Union. Meanwhile ,':liUlibr causes tend generally to bring 
to the front those employers who give the mORt moderate 
and prudent counselfi, and , .... hose relations with their employes 
arc most conlial. 

The workmen in these trades were the fin:it to welcome 
and form ma.chinery, and to accept payment by the piece. 
Boards of AmI the employers in these trades were the first 
Conciliation. 

to welcome Trade-unions, to enter into negotia-
tions with them, and to arrange conjointly with them Boards 
of Conciliation. In thcfie Boards an e(Iual number of repre
sentatives of employers and. employed mcet on equal terms; 
they discuss now the minor details and now the broader prin
ciples of wage·arrangements "\...-ith reference to the current con
dition of trade; and when they C,'Ln agree, as they generally 
can, their decision i.s in effect binding on the whole of their 
trade in their district. 

The eha.racter of their agreement varies with the nature of 
the tra.de; but in all cases they aim at gra.duating the p!Lyment 
to the difficulty of each particular task, taking account in some 
cases of differences in the charactel' of the raw material sup
plied, and in others of the delays caused oy working with 
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machinery that hits not the very latest improvements. And 
in some trades they arrange lists of the prices to be paid for 
each of many thousand different tasks I. 

Arrangements of thi:;;; kind, Itnd even the much leRs satis
factory expedient of occasional appeals to Arbi-

In such trades tration, do not work easily without the aid of 
strong organization on either side. Little but 
mischief indeed Comes from a weak Union, always 

Unions often 
greatly facili
tate business. 

rea,dy to interfere, but sel,lolll able to secure the faithful 
carrying out of an agreement} to which its own officers have 
been a party. But a strong Union, guided by able and far
seeing men who have a grave sense of re.<;;ponsibility, is found 
to enable a few minutes' quiet cOllversn.tioll to settle innumer
able petty' disputes that in old times would have caused much 
delay and worry and loss of mutual good feeling. AmI, when 
the time comes for great changes in wages either way, the 
case is argued out by those who know exactly what are the 
real points of difficulty j and WIlD, though there must be in 
the background an appeal to force, will yet have recourse to 

1 In the coal and iron trades these payments are sometimes made to vary 
by a Sliding Scale with the price of the pro(luct. The standard price and the 
st.mdard wage are usually taken as those prevailing at 0. date at which the 
condition of trade is recognizell by both sides to have been normal; and it is 
agreed that for every rise or fall of the price above or below its stalldal'd leve1, 
wages should rise or fall above or below their standarrllevel by a corresponding 
but generally smaller percentage. The percentage is generally smaller to 
correspond to the natllral and belleficent teJl(lency of fluctuations of wages to 
be less in extent thall those of IJl'ices (Sce Book VI. Ch. VIII. § 5). The 
Sticling Scale, when working at its best, arranges that those influences which 
short·period fluctuations in the price of a commodity are bound to exercise 
on the current wages (the Quasi·rents) of the labour by which they are made, 
shall work themselves out smoothly amI easily. But the basis of the scales 
needs to be changed from time to time to correspond with altered conditions 
of trade, of production, and of the lahour market generally. These changes 
at rare intervals give effect to the influence which the supply price of labour 
exercises in long periods on the price of the commodities raised by it (Sce 
Book v. Ch. 1II. § 6, and Book VI. Ch. VIII. § 5). There are however special 
difficulties connected with Sliding Scales, some of which arise from the fact 
that in many of the trades to which they apply, foreign competition is only 
a partial regulntor, and something appronchillg a local monopoly is not rare. 
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industrial war only as a last resource. In such trades we may 
conclude confidently tha.t Trade·unions on the whole facilitate 
business 1. 

~ 14. Other trades in which many able employers are not 
A strong Union sorry to he confronted by a fnirly strong Union, 
is often on the are those in which the labour is not highly 
whole helpful 
in a trade in Rkilled or specialized; and the employers, know
which it can· 
not become too iug that in case of need they can bring in fresh 
strong. labour from a distance, have no fea.r of losing the 
effective control of their own businesses. In such cases the 
able aIHI prudent Union leaders, hn.ving the confidence of 
their follower.", and being able to make practically binding 
contracts on their behalf, may save more trouble and worry 
to the employer in small que~tions than they cl1use in large 
ones; and they are more likely to hinder than promote t'mch 
aggressive action ail would force the employer to extreme 
measureR. Many of the firms engaged in these trades are 
large, and URe much fixed cl1pitnJ; they huy and sell every· 
thing in large quantitieR, and wouhl he willing to pay a 
little extra for anything, labour included, to save them· 
selveR the time [mel expense of making mnny detailed bar· 
gains. But while the employers in such caseR may welcome 
the presence of a Union so long aR it remains of moderate 
strength; their attitude would quickly he changed if any 
great measure of Ruccess should attend the endeavours that 
Trade are now being made in these yery trades to revive 
Federations. and extend old pt'(~jectR of Federation of U nioHs, 
and to make them irresistible by the use of the modern 
weapons of sympathetic strikes and hoycotb;2. 

1 In some tradef< RII employer having ground of comiliaillt against olle of 
his employes not uufrequeutly appeals to the Union secretary; alld he having 
investigated the mattcr compels the workmall to make gooa his ddauH under 
peualty of losiug' thc support of the Union. 

2 An interesting history of earlier attemptfl at Fe!leration as well as of 
Trade Coullcils aml Trnlle·unioll Congresses is !-{h'Cli in Mr Howell's Conjfict.~ 
of ('lIllifnl twd La71011r, Ch. x. Tltroughont it all we fiwl evidcnce of the high 
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The disturbing effects of Trade·union action are 
seen at their maximum in trades which have :L 

education that Unionists are deriving from all these various fonus of 
as!:!ociation. Theyhclp diffcrcnt trades to enter into one another's difficulties; 
to bring to bear on Olle allother the force of a public opinion, which, though 
often one_silled, is on the whole beneficial; and lastly to smooth away any 
quarrels which may arise between diffcrent trades, especially with regard to 
apparcnt encroachments by olle on another's province. For such quarrels are 
as frequent among modcrn Unions 118 they were among mediaeval Gilds. The 
chief discussiolls at Trade-Ullion Congresses have howcvcr related to Industrial 
Legislation; on which they have exerted a great, and on the whole a beneficial 
influence. 

It is too early to form a soundjudgment of the more I\luuitious new schemes 
for Federation. Under the guidance of able and resolute men they challge their 
shapes rapidly to avoid mst olle ilifficultyancl then another: it is pO!:lsibletltey 
may attain a power, that would at present al)pear fraught with some danger 
to the State, and yet use that power with moderation. If so, tbey will do 
much towards cbanging the conr~e of industrial hi!;tory. For they aim at 
little less than controlling the general conduct of busillcs!:! in the interest of 
the workers, just as much beiug allowed to the employers (that is to capital 
and business power) as is nt'(~(led to avoid greatly checking the supply of 
capital and the activity of busillCSS. 

'rile method by which they propose to attain this result is generally to 
submit every dispute to the supreme Council of the Fe(leratioll, who are em
powered-in some cases subject to the eXI)licit cOllsent of the several Dnions 
-to declare war against the finns which resist their tlecrees. The council 
may, for instance, order that the Fctleratetl trallcs shallllot handle ally goods 
coming from or goillg to those finns or even that they sball 1I0t work at all 
for any employer who refuses to cease dealillg with those firm:>. The policy 
which they propose is one requiriug great judgmellt awl self-control; qualities 
that have not been shown in some of the reeellt Yeutnres of snch Federatioll!:! 
in America, Australia and Ellglan(l But men leaI'lL by cxpcriellce. 

In some recent schemes for all alliance hetween Co-operators antI Trade· 
unionists in EllglalJ(l, it has been proposed that co-operators should buy no 
goods that did not bear a Trade-ullion mark. It is l'ertaill that at pre>!ent 
the worst conditions of labour are generally fuund among those who are 
making goods for the consumption of the workillg classes thelUseh'e>!; aud it 
is quite right that they, and other people, shouM as far as })Qssible avoid 
purchasing goods made under these COJHlitions. Rut it is II. strong measuJ'e to 
put it in the power of a Unioll to destroy the trrule of an ellllJloyer all the 
ground that he does lIot Califano to their rC4plirements, without making sure 
that those requirements arc slleh as it i!:l to the public interest to enforce_ 
Errors of this kind will however eOrl'ect themselves in time_ Alltlmeallwhile, 
together with some little harm and perhaps iujllstice, good will he dOlle by 
an attempt that call>! the attention of the workiug classes as consumers 
to the ultimate effcct of a policy, of which they are apt to see only oue Hide 
'\'hen they appJ'oadl it as Tmue-uniollist>!. 
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monopoly of some specia.l skill, f1nd are not much influenced by 
Effectsofcom- the fellr of foreign competition. It is in some of 

these trades that a bad use of Trade-union forces binations in 
trades not 
much subject 
to external 

is most likely to show itself, a use that injures 
employers in the first inst.'111Ce, but in the long 

competition. 
run is chiefly at the expense of the general public. 

And indeed it is true now, as it W[LS in the time of the old Gilds, 
that in a. trade which has any SOl't of monopoly, natural or 
artificial, the interests of the public are apt to be sacrificed 
most, when peace reigns in the trade, a.nd employers and em
ployed are agreeing in a policy, which makes access to the trade 
difficult, stints production, and keeps prices artincially high. 

§ 16. So fttr we have discussed the influence of Union 
action on geneml wages, with reference to tho question whether 
on the balance it renders business more difficult [md uncertain, 
diminishes pronts, and lessens the supply of capital and the 
energy of business men. nut we have not yet considered the 
strongest grounds of the claim Inl1de hy Unions that they do 
not on the whole lessen the NatiOllitl Divide:ld, and thereby 
bring into action forces which will render futile their efforts to 
raise wages. \Ve have still to consider that the strongest 
But Unionism claim of Unions to sustain wages depends on the 
must bejudged iufluence they exert on the character of the 
mainly by its k I I I I h' .. . 
influence on war ers t lemse veR; t lOUg 1 t ell' pOSItIOn IS not 
the character SO strong as it might be made by the abandon
of the workers. 

ment of all regulations and practices which 
needlossly limit the number of learners in skilled trades, or 
tend to deprive the workers of a good oppurtunity and a 
strong motive for exerting their heRt abilities to the full extent 
that is compatible with a due amount of rest and leisure. 

It is true that Trade-unionism has already done much of 
Unions found its work in this direction. It found even the 
many workers 
oppressed, and 
gave them self-
respect. 

artiMn with but little independence and self
respect, incensed against his employers, but with 
Ill) well-considered policy for compelling them to 



TRAm; UNIONS. 417 

treat him as an equal who had something to Hell that they 
wanted to buy. This tltate of things would in any case have 
been much modified by the increase of wealth and of know
ledge; which, together with the cessation of great wars and 
the opening of our markets freely for the workman's food, 
would have taken aW!1Y much of that want and fear of hunger 
which depressed the physique and the moral character of the 
working classes. Unions have been at once a chief product 
and a chief cause of this constant elevation of the Standard 
of Life: where that Standard is high, Unions have sprung up 
naturally; where Unions have been strong, the Standard of 
Life has generally risen; and in England to-day few skilled 
workers are depressed and oppressed I. 

But there still remain trades in which special causes have 
lowered the independence of the workers and 
induced them to submit to conditions of hire And there are 

still a few 
and conditions of work, which constantly press trades in which 

h d d S 11' th' 1 b . 1 such help is t em ownwar s. e lng eu a our WIt 1- needed. 

out any effective reserve to employers among 
whom there is but little effective competition, they have not 
partaken in the general progress. Relatively, if not abso
lutely, the price of their labour has fallen: and yet it is not 
always cheap to the employer j for long years and in some cases 
long generations of poverty and dependence, without know
ledge and without self-respect, have left them weak and 
unprofitable workers: and it is in relation to these classes 
that Trade-unionism is doing its most important work among 
the present generation of Englishmen. 

Its work has been successful in proportion as it has 
resisted the temptation to go counter to the economic forces 
of the time; and has directed its chief efforts to giving men 
a new spirit and a trust in and care for one another; and 

1 Till recently workmen snffered much hardship and wrong from some bad 
masters. Unions have checked this pa.rtly by explaining the law to the work· 
mall and putting it in force for him. 

M. 27 
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inciting them to avail themselves of those economic forces 
that can be made to work on their side. 

Thus for instance under the old regime at some of the 
Labour at the London Docks, the inevitable uncertainty of 
Docks under employment was increased through lack of due 
the old regime. . I . k' . b CanSI( eratIOn; men were ept wmtmg a out 
needlessly for the chances of an odd job, till their spirit 
was gone; they turned their little earnings to very bad 
account, and they were at once among the most miserable, 
and the dearest workers iu the country. A Trade-union giving 
them some confidence in themselves <LIld their fellows, insisting 
on the removal of conditions which were very injurious, and 
finally appealing to public sympathy for funds which enabled 
them to put [l, reserve price on their labour, was able 
to give them a wonderful start: and though they have 
not in every C,1se known how to use their victory with 
moderation CLnd wisdolJl, they are now on a higher level than 
1efore. 

There is an almost equal waste of human life, though of 
So called another kind in somo other industries, such as 
"Sweated" nail-making, and hand-sewing, in which old
trades. fashioned methods vainly struggle for life. These 

are the industries in which the evils of the so-called sweating 
system are greatest, and the workers are most helpless. The 
fol'ccs of the time I1re moving them slowly on to better methods 
of work, and therefore higher wages: hut, if they could take· 
combined action, the movement would be hastened; and the 
growth of Trade-unions among them would be partly a result 
a.nd partly a cause of their rise. from their present low state 
to a higher one. 

S 17. Though there iH no longer room for Unionism to 
There is much render services of this order to skilled workmen, 
~~~ t~t~~l~;~~~~ there is still much that it can do even for them. 
to the moral Unions all Cl1n, and most of them in fact do, 
charader of 
the workers, exercise all elevating intluence by punishing 
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any member who conducts himself badly, 01' who is frequently 
out of employment from excessive drinking. There ,is much 
moral strength in the esprit de corps that makeR a man anxious 
not to bring disgrace on his Union, and in the just pride 
with which he contemplates the provision that its Benefit 
and Provident Funds make to secure him from needing tho 
aid of public or private charity. 

The better the influences which Unions exert in these 
respects the more likely is any increa..<;e of wages 
that they may obtain, to be turned to account in 
promoting the industrial efficiency of the present 
and the coming generation of workers. In so 
far as they do this, the Unions have an effective 

and in so far as 
they do this 
they are likely 
to raise wages 
permanently. 

answer to the argument, recently given, that any check to the 
growth of cl1pital cauRed by a rise of wages at the expense of 
profits if.; likely to be cumulative. If they do what they cun 
to make lahour honest and hearty, they can reply that an 
addition to the wage.s of their trade is as likely to ue invested 
in the Personal Oapital of themRelves I1nd their children, as an 
increase in profits is to be invested in :Material Capital: that 
from the national point of view persons are at least as re
munerative a field of investment as things: and that iIlYe."t
ments in persons are cumulative in their effects from yeaI' to 
yel1r and from generation to generation 1. But this answer is 
not open to those Unions, or branches of Unions, that in effect 
foster dull and unenergetic hahits of work. 

§ 18. It would be a great gain if the net influence of 
Unions on wages could be clearly trnced in 
history. But this cannot be done. For many 
of the most important effects of Trade·union 
action are so remote from their causes as to 

Difficulty of 
ascertaining 
the influence of 
Unions by di_ 
rect observa-
tion. 

escape notice, unless they are carefully sought 
out; and even then they are so intermingled with the effects 

1 See above eh. IV. §§ 1, 6. III England, and to an even greater extent ill 
America, the material savings of working mel! are themselves consideralJi('. 

27-2 



420 BOOK VI. CH. XIII. § 18. 

of other and, in some cases, more powerful causes, that their 
true mea.ning is not easily read 1. 

Let UH however consider the relation of Trade-unions to 

Unions and 
wages in 
different 
countries. 

mme of the broad movement~ of wages noticed 
in the first half of the preceding Ohapter. Trade· 
unions have been stronger in England than on the 
Continent, and in America; and wages have been 

higher in England than on the Continent, but lower than 
in America. Their strength in England was partly due to 
thtLt force of character, which was the chief ca.m;e of the 
excess of English over Continental wageR. Their weakness 
in America was partly due to the very causes that made the 
wages of the American working man so high; viz. his restless 
enterprise, his constant opportunities of bettering himself by 
changing his abode and his occupation, and the abundance of 
la.nd on ,,,,hich he could settle as an independent owner. The 
highest wages of aU that the world has known have been in 
~Olne parts of California and Australia; but they were uue to 
causes which excluded the action of Unions. Gradually real 
wages in those p1n.ces have fallen-perhaps not aLsolutely, but 
-relatively to the rest of the 'Vestern world; and in their 
desire to retard that fall, men have betaken themselves to 
Unionism of u. specially active and adventurous character. But 
it is not easy to decide whether in so doing they have not 
checked the growth of wages by retarding the influx of 
capital, as much ns they have increased it by modifying in 
their own favour the distribution of the joint product of 
labour and capital. Again, not long ago wages were very low 
in Scotland; Lut they have already risen nearly up to the 
English level, as a result of the general tendency of local 
inequalities of wages to diminish, and in spite of the fact that 
U nioIlB are weaker in Scotland than in England. Unionism 
is however growing fast in Scotland; and in shipbuilding, for 

1 Compare the footnote on pages 371-2. 
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which the Clyde has groat natural adv<Lntngos, Unionism is 
as strong and wages as high as in England. 

Agn.in, those occupations in which wages have risen most 
in Enghml happen to be thmm in which there 

Unions and 
are no Unions: they <Ll'e those kinds of domestic 'Wages in 

service and those employments for women and different 
occupations. 

children in which there haH Leen a great increase 
of Jemanti, while the increase of 1'>upply has been checked by 
the growing unpopularity of domeHtic service, and the unwilling
ness of the better grades of working men to let their wives 
lenve horne and their ehildl'en leave school early. Again, few 
of those branches of skilled lnbour which have had strong 
Unions for the }nHt fifty years, can show as great a rise in 
wages as has been secured in most unskilled occupations in 
which physical strength is required, even though they have 
had no effective Unions. 

It is true that Unions claim to have m,u-!e life more 
pleasant in manufacturing and other industries, 
and thus to have increased the inducements Inference that 

the influence of 
needed to keep people in domestic service. And Unions on 

it is further trne that, in so faJ' as Unionist ~:'1::d~s 
action may have raised the general level of life 
of some classes of workers, it has helped to mise the intelligence 
and character, and therefore the wage-earning power of their 
children, among whom are many domestic servants. But, even 
if we take an optimist estimate of these influences, such facts 
as those just quoted prove that the direct influence of Unions 
on wages is sma.ll relatively to the great economic forces of 
the age. They prove this, but they prove no more than this. 

And on the other hand the advocates of U uionism can 
uring forwa.rd a long series of facts to prove that 
when a comparison ix made of wages in two 
similar trades, or in two branches of the same 
trade, or in the same branch of the same trade 
in two places; if it so happens that neither of 
thelll is favoured relatively to the other by the 

Inference that 
other things 
being equal 
Unions do 
raise wages in 
the trades in 
'Which they are 
relatively to 
others. 
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econolilic changes of the age, then that one which has the 
stronger Unions has almost invariably the higher wages j 
and that one in which the strength of Unions is increasing 
most rapidly is tlH"Lt in which wl1ges are rising fastesV. 

Such facts prove that, other things being equal, wnges in 
trades ill which there are strong Unions are likely to he 
higlwl' tl11.Lll III those ill which there ~tre not. But they do not 
afford. a conclusive answer to thCJse who hold that a Uniun can 
obtain a relative rise in wages in its trade Duly by meau.'; which 
indirectly caUi>C It greater loss in other trade~ j awl that 
tltercfore the effect of Unionism is to lower geneml wagps. 

It should also be noted that all such facts lose some of 
their significance, when it is remewLered thnt a rise of wages, 
even when caused by a general increase in the prosperity of a 
trade, is nearly always followed, as statisticf:I shuw, by all 

1 'l'here are severnl cases of trades with strong Uniolls, ill which the rise of 
wages has been retarded by causes which may easily escape observation. For 
instance, the rise of the wages of compositors has been hindered by the 
diffusion of enucation which, while it much increases the demand for their work, 
prevents the power of rcadiug and writing from having any longer a monopoly 
yalue: their wages have however risell relatively to the incomes of clerks 
who are affected by the same cause bllt have I\() Union, Again, skilled iroll' 
fOlllldel"8 were heayily struck by the illvention of llJarhillcry, the use of 
which required mere physical strength. Slltl enabled lllallY navvies to f'al'll 
lOx. a day at iron-founding at the very time when the Unemployed List of 
lhe IroufoulHlers' Union was quuted befure the Commission 011 the Depression 
uf Trade, as strong evidence of a growing dearth of employment. And agaill, 
the engineers have suffered. nominally at least, from the fact that-to say 
nothing of those who are helow the Union stamlard-tbere is a constaIlt 
iucrease ill the number of men who confine themselves to comparatively 
;;imple work in the lLlanagemcllt of machines, awl are not highly skilled all
round men. Thc average incomes to-day of those who entered the engineers' 
tra(lc thirty years ago are very high indcca. Not a few are employers, 
maIlY more are foremen and in positions of trust ill all kinds of industries; 
amI many are earning exceptionally high wages for !lelicate a11(l varied work 
ill small, but high class businesses. A great many of these however are not 
members of the Union at all; amI those who are, owe very little at present 
(whatever they may have (lone in the past) to the ai<l of the Union. 

All these three trades have to do with branches of production for which 
the demand is increasing much fastcr than in proportion to the popUlation. 
They all have very strong and well.managed Unions; and yet all have to 
contelHl with strong and not very obvious hindrances to a rapid rise in their 
minimum wage. 
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incrense in the ~tl'ellgth of t1m Union. For the rise, however 
ca.used, incre.-'l.ses the men's confidence in their lewers, and 
InlLkes them more willing as well as more able to pny their 
entrance fees ILnd subscriptions; and further it increases the 
numbers of those who are qualified for admis::;ion by earning 
the standard wnges. 

§ 19. The direct evidence of wage statistics is then in
conclusive. But, on the whole, they tend to General 

confinn th~ conclusions to which our general conclusions. 

reasonings seemed to point; and we may now 
sum them up. 

In trndes which have any sort of monopoly the workers, hy 
limiting their numbers, may secure very high wages at the ex
pense partly of the employers, but chiefly of the general com
munity. Uut such action genemlly diminishes the number of 
skilled workerH and in this (Lnd other ways takes more in the ag
gregate from the ren.l wn,ges of workers outside, than it adds to 
those of workers inside: and tllUs on the balanceitlowersaverage 
wages. Passing from selfish and exclusive action of this sort, we 
find that Unions generally can so arrange their bargaining with 
employers 3,.<'; to remove the special disadvantages 

Influence of 
under which workmen would lie if bnrgaining as Unions on 

individuals and without reHerve; and in C011- wages in par-
ticular trades. 

sequence employers may sometimes find the path 
of least resistance in paying somewhat higher wages than 
they would otherwise have done. In trades whieh use much 
fixed capital a strong Union may for a time divert a. great 
part of the aggregate net income (which is renllya Qun.si-rent) 
to the workers; but this injury to ca.pital will be partly trans
mitted to consumers; and pMtly, by its rebound, reduce em
ployment and lower wages. Some of those, who have caused 
this result, may esca,pe it themselves oy chnnging their oc
cupation or their abode. But in tra,des in which competition 
from a distance is effective, the nemesis follows quickly: and, in 
the.<.;e trades more than others, Unions direct their energies to 
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maintaining a moderate level of wages by means that do not 
hamper production. Other things being equal, the presence 
of a Union in a trade raises wages relatively to other trades. ' 

But the influence which Unions exert on the average level 
Influence of of wages is less than would be inferred by look~ 
Union action ing a.t the influence which they exert on wages 
on wages in. h . I d Wh h general. Its In eac partlCu ar tra e. en t e measures 
drawbacks and which they take to raise wages in one trade have 
limitations. 

the effect of rendering business more ~ifficult, or 
anxious, or impeding it in any other way; they are likely to 
diminish employment in other trades, and thus to cause a greater 
aggregate loss of wages to other trades than they gain for 
themselves, and to lower and not raise, the average level of 
wages. For a fall in the rate of profits exerts an influence that 
is real, though less than used to be once supposed, in causing 
capital to emigrate or even to be consumed, and in causing men 
of business ability to emigmte or slacken their energies; and 
this influence is cumulative. 

The power of Unions to raise general wages by direct 
means is never great; it is never sufficient to contend success
fully with the general economic forces of the age, when their 
drift is against a rise of wages. But yet it is sufficient 
materially to benefit the worker, when it is so directed as to 
co-operate with and to strengthen those general agencies, which 
are tending to improve his position morally and economically. 
And it will be so directed if the following conditions are 
Conditions satisfied. Firstly, Unions must aim at making 
under which business easy and certain: this is already done by 
Unions may formal and informal Boards of Conciliation in permanently 
raise general some trades, especially such as produce largely 

for foreign markets. Secondly, they must aim at 
raising the Standard of Life among the workers of the present 
and the coming generation by fostering habits of sobriety and 
honesty, independence and self-respect: this is done in 
different degrees hy all Unions j a,nd wha,tevcr influence they 

wages. 
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exert in this direction is cumulative. Thirdly, they must aid 
as many as possible of the rising generation to acquire industrial 
skill, and to join the higher paid ranks of labour: this calls 
for some self-sacrifice, and is inconsistent with any attempt to 
raisc very high the wages in skilled trades by making the 
entrance to them artificially difficult. FourtMy, they must 
strive to develop the great stores of business power and in
ventive resource that lie latent among the working classes, so 
that, production being economical and efficient, the National 
Dividend may be large; and that, business power being cheap, 
and the share going as Earnings of Management being 
relatively small, that which remains for wages may be high. 
The training which Unionists get from the management of 
Union affairs, though highly beneficial to them fig men 
and as citizens, is yet not exactly what is wanted for this 
end. But Unions might do much towards it, by under
taking particular contracts and even general business on 
their own accounts; and by aiding and promoting all forms 
of co-operative enterprise, and especially such as open the 
greatest num ber of opportunities to mell of natural business 
ability to find free scope for their constructive a"nd originating 
facultics l

• Fifthly, they must he always specially careful to 
avoid action by which one claSH of workers inflict a direct 
injury on others. Contests between U nious contending for the 
same field of employment-as for instance between U uious of 

1 Thus sacrificing the shadow for the SUbstance, they shouM where 
necessary, relax the rigid forms of some of their own rules in fayour of small 
genuine co,ollerative prmlucth-e societies in the few trades in which such 
societies can successfully contend with the great natural difficulties by which 
they are opposed. And in particular they siIouitl encourage productive 
branches of distributive stores ill which responsibility for risks and power of 
experiment are very nearly ill the same hnwls; and in which the busill'3SS 
energies of men of the working class call be vivified and prepared for tailing 
1\11 important part in increasing the Nationul Divillend aYUI diminishing the 
share of it which goes as Earnings of Mallagcm~!llt. (Some aspects of this 
question are further considered in an address by the present writer to the 
Co-operative Congress in 1889.) 
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shipwrights and cal'penter~, or plumbers and fitters-attract 
their full me(ed of attention; but more importance really 
attaches to the injuricH which one trade inflicts on others by 
Htinting the output of the raw material which they have to 
use, or by throwing them out of work through a strike in 
which they have no concern. 

§ 20. As Mill says: "Except on matters of mere detail, 

Connection 
between the 
moral and the 
economic 
aspects of the 
problem. 

there arc perhaps no practical questions even 
among those which "'pproach nearest to the 
character of pure economic questions which admit 
of being decided on economic premises alone; II 
and it is alike unscientific and injurious to the 

public welfare to attempt to discuss men's conduct in industrial 
conflicts without taking account of other motives beside the 
desire for pecuniary gain. The world is not ready to apply in 
pmctice principles of so lofty 11 morality, as that implied in 
Hlany sociali~tic schemes, which assumes that no one will 
desire to gain at the expense of an equal loss of happiness to 
others. But it is ready, and working wen among others are 
ready, to emleavour to act up to the principle, that no one 
should desire a gain which would involve 11 very much greater 
loss of happiness to others. Of cuurHe the laSH of £1 involves 
much less loss of happiness to 11 rich man than to a poor man. 
And it would not be reasonable to HHk working-men to abstain 
from a measure which would give them a net gain of £1 at 
the expense of ;L 10RS of 308. to profits, unless it could be shown 
that this loss would react on wages in the long run. But 
many of them are willing to aflmit that no Union should adopt 
a course which will raise its own wages at the expense of a 
much greater totnlloss of wages to others; and if this principle 
he genernlly Ivlopted as n basis of action, then nearly all the 
evil that still remains in the policy of Unions can be removed 
by such a study of economic science, as will enable them to 
discern those remote· effects of their action "which nre not 
seen," ao; well a.s those immediate reo;ults "which are seen." 
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Thu~ Union policy as a whole is likely to he economically 
successful provided U niollists <1f1 individuals and Power and re

ill their corporate ea.pacity follow the dictates of sponsibility of 

morality directed l,y sound knowledge, In this public opinion. 

respect Unions derive an ever-incrP.<1sing assistance from public 
sympa.thy and public criticism; :tnd the more they extend the 
sphere of their undertakings by Federation and Intern:ttional 
aliilLnccs, the marc dependent do they become on that sylll
pathy and the more ltll1Clmble to that criticism; the larger 
the questions at issue, tho greater is the force of public 
opllllon. Puhlic opinion, hasml on sound economics and just 
morality, will, it may Le hoped, become ever Inot'C a.nd more 
the arbiter of the conditiolls of ilHlustryl. 

1 The strellgth alill the responsihility of lmhlic oJliuiu]) ItS re~arl1 the moneru 
developments of tral1e combinations of all kimh; are (liscuo;scll in an address 
by the llresent writer to the ECOllomic t:iectioll of the British Association, 
which is republisllCd in the Rtati,~tical .IUllrnal for Dec. 1890. Awl somethiug 
further is said on the meaning of the phrase" a fair rate of wageR" with 
special reference to COllciliation awl Arhitration ill lUI Introduction by him to 
~£r L. L. Plice's fwlnsfrinl i'facc, a book which, :;UI'II18111ellted by Prof, 
Munro's llllpers OIl Slidill(J :;';calc"" throws mnch li~ht on all iUl}lOrtallt cia;:s of 
prohlems. The geuend history of Uilious is toll1 in the writing~ of Mr Howell 
aud 1\11' Burnett, ah'eady 1lI8lltiolled, and ill tbose of Prof. llr8ntano, also ill 
the Heports of a COlllmittee of the Natiollal Association for Prolllotilig Social 
Scienee in 18(;0, amI of the lwyal Commission on Trades Ulliong in IH!;!i-~. 
A !,treat Ileal of information bearillg all these and other qllestions l1iscussed ill 
this Chapter is beillg published (1892) by the Conunissioll 011 LallOur. 

Among the lIlally aspects of Unionism with which it has Hot been posRihle 
to deal at lll'esent are the subtler amI more indirect influellees of foreign 
competition; ann the claim of Unions to aill, or sometimes eV811 to cOlllllel the 
actioll of employers in lle!/ldatillfJ 'l'mdc. Xo doubt therc arc occasions Oil 
which R trade call1lOt continue to produce at its full strellgth without forcing 
the sales of its warcs on all inelastic market at priceR dil:lastrOlHl to it!!('lf. But 
since every check to the production of one tra!le lcnns to throw other" out of 
{~llIploymcnt, what is called the Hegulation of trade of tell tel1(ll:1 to iIlCi't'llSe 
iustability of prices, of wages and of em£lloYlllellt in some directiousmore than 
it diminillhes them in others; aIH1 its general adoption would probably 
iucl'ease the wlcertainties of tmde and of work. If we assume however that 
it is rcasonable for those ill a trade to try to regulate it, it seems to follow 
that the employed shoul11 have their say in the matter; and sOllie slight 
weight mm;t he cOIl('.ellerl to that objeetioll to Slilling Scales, which urges that 
under them wages are reduced when the employers accellt lower prices, 
without the workers being cOllSulted as to whether they would Ilrf'fer to 
produce less, so that higher prices coult1 be got and higher wages [laid. 
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Personal cap'I'tal 7U 

goods 54 
Tisks 314 
wealth 58 

Physiocrats 27, 258-9, 274 
Piece·work wages :188, 410-11 
Plato 165 
Political Economy. (See Economies) 
Poor· law, its influence on population 

135; on saving 15t! 
Population, Doctrine of 129-130; 

causes that govern the growth of 
131--6; pressure Oll the means of 
subsistence of 126, 205-209, 379-
,"0 

Poverty, a cause of degradation 2, 
293-4,295,298 

Price ~; a measure of utility 8::! 
Price, L. L. 427 H. 

Prime Cost 232 

Producel"lJ' ileut 109 H., 222 n. (see 
Rent) 

Production on a large Bcale 182-7 i 
339-342 

Production goods 62 
Productive Consumption 63 
Profit sharing 198, 356-7 
Profits 73, 323; how far tendency to 

equality 323-327; "fair" rate of 
323; in relation to fluctuations of 
price 329-30 

Progress, its influence on values 3.38 
-389 

Quasi-Rent 241; its relation to Sup. 
plementary Cost 241-2 ; its relation 
to rent, 242-3 n.; of capitaI411u.; 
of labow' 404-5; of businesses 3::!g 
-9, 35f>-7, 402 

Rai.nng the Demand Schedltle 8[; 
Rate 0/ Profits 323 
Heal and Money Income 72 

Cost 0/ Production 220 
Wages 291 

Reformatioll 16 
llemuneratoNJ Capital 71 n. 
lle11t 73-4, 121, 128,331-4; grouml 

221 n., 225 n., 334 n.; of natural 
abilities 309 n., 330 n.; in rela· 
tion to cost of production 221-2, 
242-3n.; difference between it aml 
other eamings 277-9; in relation 
to quasi.rent 242-3n., 277-8n., 
3Mn.; and rise in value of produce 
333 II.; and abtriculturai improve
ments 3331l.; effect of progres!I on 
368 

Representative Fi/"'t/! 206, 225 
Heproduction, Cost of 25311. 
Resillumn 377 
Uicardo 29, 31; on law of diminishillg 

return 124--6; on rent 2'21 n.; Oil 

value 229 n., '27111.; 333n., 335 1I. 
Hisk 252-3, 312-14 
Bival commodities 87 H. 
Buskin 37-8 

Surgant 163 
Scllllloller 45 
Secular movements of price 240 11. 
Senior 77 
Settlement Laws 134 
Shift system 382-3 
Shopkeepiug 187 
SlIort.period-suppl!J.price 236 
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Skill, a relative term 146-7 
Slavery S 
Sliding scale!i 413 n., 427 
Small holdings 392 
Smith, Adam, on the word value 8;' 

his genius 28---9; on wealth 58; 011 

capital 67; Oil division of labour 
166, 168, 174 n.; on wages 258-60, 
291,294 

Social capital 67; Income 74; Law 46 
SpeciaUsed ability 148; Capital 69 
Stable Eq1tillbrium 226; theory of 

219-229 
Standard of Comfort in relation to 

wages 379-380 
Etm/dard of life 378 
Stock Exchange securities 213-1 
Strikes, cost of 406-7 
Subsidiary trades 179 
Substitution (see Law of) 
Supplementary Cost 232, 242 n., 251 
Supply, law of 223 
Supply Pn:ce 10!); long-period antI 

I>hort-period 234-243 
Supply Schedule 109, 223 
SurJllll,,~ Produce 120; its relation to 

Rent 121, 221-2n., 331-4 
Snrvival 0/ the Fittest, law of 166, 

315-17 
Sweating system 418 

Taxation 35-7, 333n. 
Technical education 149-150, 20G-7 
Temporary equilihrium 216-18 
Thornton 398 n. 
Thiiuen. von lOIn. 
Time, the element of, in economic 

IJrohlems 92, 215, 234-243, 346-8 
Time Earnings 288 
Total utility 81 
Towu life, influence of 121-2 

Trade Oapital 67 
Trade Combinations 302-3, 357 
Tmde Federation 414-15 
Trade, regulation of 427 ll. 
Trade Risks 313 
Trade-Unions 20, 22, 244-7,302-3, 

357,390--427 
Transferable and Non.transferable 

Goods 61n. 
Transport industries 181, 187 j their 

influence on value 363-4 
Truck system 292 n. 
Turnover, profits on 32G-7 

Undertaker 188 
Undertaking, Earnings of 68 (see 

Management, Earnings of) 
Unskilled labour 147 
Utility, 61, 81 j Mar,qinal82; Total81; 

Measurement of 99-110; Utility 
in relation to Cost of Production 
and Value 228-9 

Value 8 

Wages (see Earnings) 
Wa~es-Fund theory 261, 284--6 
IV altin,q, rather than abstinence reo 

warded by interest 162 
Walker 260 
JVants in relation to Activitie3 76-80, 

378-380 
Wealth 56--60; and well being 1-2, 

103--6; growth of 155-164, 369 
Webb 391n, 
'Vomen's Wages, influence of Pro· 

gress on 373--4, 421 
Wark·jI'und 385 

Yeomen, English 15 
Young, Arthur 29n., 336 
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