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not according to the deserts but according to the needs of the
recipient, is one of which the serious interest has now passed
away; though a generation ago it had not a fow adherents,
and was supported with earnestness and ability by more than
one competent writer. And, notwithstanding what has boen
urged in the preceding section, the proposition that a Com­
uiuuistic distribution would produce more happiness than tho
present system, ifit could be realised without materially affecting
production, or removing needful checks to population, 18 at any
rate a very plausible one. But even if it were completely
true I cannot do ubt that the removal of tho normal stimulus
to labour (bodily and intellectual) and to care, which the
present individualistic system supplies, would so much reduce
the whole produce to be divided, that any advantage derived
from greater econolny of distribution would be decidedly out­
\vcighcc1-ovon supposing that, 110 material change Look place in
population. Probably few of my reudcrs will dispute this; but
I may suggest to anyone who is inclined to doubt it, to compare
the average energy and perseverance in labour displayed by
even respectable and conscientious rich persons, even when they
select their own work, with the average energy and persever­
ance of professional men.

If this objection be allowed to be decisive, there will be 110

necessity to raise the very uninviting ethical questions which
would he inovitably presentod by the practical problem of
preventing too great increase of population in a communistic
society. I do not indeed regard this problem as iusolublc ; but
I do Hot see how tho difficulties in which it is involved are t.u
be. overcome without such a revolution in the traditional habits
and sentiments regulating the relations of the sexes as no
thoughtful persoll could contemplate without alarm and disquiet.

The definition of Communism, as above laid down, is toler­
ably distinct; nud it enables us to give a definite significance
to the adjective 'communistic,' in its wider application to
denote the tendency of minor governmental interferences. That
i.s wo shall classify as communistic any law or iustitution by
which a portion of the aggregate produce of a community
is) by the agency of Government, distributed to individuals
according to considerations of i\ccd, without regard to their
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Deserts or previous services. For instance, according to this
definition, tho English Poor-Law is communistic in its cffccts­
though not, perhaps, in its principle'. So again, public roads,
parks, libraries, churches, &c'/ so far as they arc freely used
by l'erSOllS who are not taxed for their maintenance, must
be called communistic j though, as we shall hereafter (§ G)
notice, the Lad effects of communism arc thought to be avoided
01' outweighed ill these cases.

§ 4. There is somewhat more difficulty in defining in
accordance with usage the wider terms Socialism and Socialistic;
since any movement for substituting governmental for private
and cornpotiti vo management- in any department of industry
is liable to Go called Socialistic: while at the same time it
would seem paradoxical to apply the term to such established
institutions as the Post-Office,or the "Jfillt. And even if we
agI'(~e to restrict the term to those kinds of governmental inter­
vention which not merely increase production hut also oqualiso
distribution, we still do not cbtaiu any broad line of demarca­
tion. For any considerable extension of the sphere of govern­
men t that is really successful from tho point of view of pro­
duction, tends pro tanto to bring about the results aimed at by
the advocates of more economic distribution j so far as it tends
to increase the stock of capital owned by the community, and
to reduce the field of employment for private capital.

This tendency may perhaps be most easily exhibited by
malciug an extreme supposition. Suppose that governmental ad­
ministration of all kinds of business were shewn to be economic­
ally superior, in a marked degree, to the present competitive
mauagemeut.: it is obvious t.hnt the state might gradually buy
up the land and fixed capital of different industries, payiug fur
them out of the increased proceeds of its superior management j

and the process, when once commenced, would go forward with
continually increasing rapidity. The field of i nvestrnent thus
becoming gradually more and more limited, the return to
oapital-c-supposing savillg to continuo as at prescut-s-wonld
probably begin to fall. 'Spcnlling' 'would then increase at the
expense of ::.;avillg, and private capital would gradually diminish

1 Cf. aJlIt', chap. Ill. § 1, and ulsc §.::; of this chap.
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from being eaten up. It would he important that the State
should purchase the land of the community, and other penna­
nent instruments of production tending to rise in value-if
there be any-at an early stage of this process: not merely
to gain the unearned increment, but because, as interest sinks
towards zero, tho selling value of land at a given rent tends to
rise proportionally. The proce~~ might conceivably go on until
the payment for the usc of capital, as distinct from insurance
against risk, became nearly evanescent; so that only such an
mnount of private capital would be kept up as men would be
willing to keep for security of future usc and enjoyment,
without any view tv profit. And finally when the instru­
ments and materials of all industries had become the property
of the government, the aggregate of private savings-leaving
out of account the non-usurious lending and borrowing among
private perseus that might still go on-e-could 0111y be in LIlt)
form of 'consumers' capital '-house.:::, gardens, furniture, jewels,
pictures, &c. Suppose further t hut, at tho same time, by a
comprehensive system of Ircc education, elementary, technical
and professional, the present scarcity values of the higher
grades of labour had been reduced, so that all such skill as
average persons can acquire by training was remunerated by
merely it. fair return for the additional outlay or sustenance
during the period of education. \Vo should thus have arrived
at something very like the ideal of economic distribution which
German Socialists have put forward, without any sudden shock
to the expectations formed by the present system of private
pl"upeny. Society would voluntarily have converted its private
capital into consumers' wealth; and, through the agency of
its government would have produced for itself the public capital
used in its place. The income of all individual members of
the community would be entirely derived from labour of some
kind-or, in the current phrase of the Socialists, labour would
obtain its "full product" of consumable commodifies (subtract­
ing only whatever additional public capital had to be provided
for the increase of its future produce).

Even Socialists, however, hardly venture to dream of auy
such increase in sooinl production through governmental
administration as we lmvc above imagined. But it is important
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to observe that any effective occupation by government of a
portion of the present field of employment of private capital
is a step towards the goal at which Socialists aim; i.e, it tends
to bring with it, whatever advantages attach to the reduction of
existing inequalities of distribution. AmI it is only such mild
and gentle steps towards the realisation of the Socialistic ideal
that I can regard as at all acceptable, in the present condition
of our economic knowledge. I have made clear ill the preceding
chapter that I do not hold the proposal, that the commnnity
should prohibit interest and compulsorily purchase with tor­
minable annuities the land and instruments of production now
in private ownership, to be beyond the pale of theoretical dis­
cussion as immoral; but I think that, considering the perils of
so vast [t. revolution, we ought to have milch more conclusive
evidence than has yet. been offered of the advnntnges to be
derived from it after the st.rnggle is oyer, before it can be
regarded as at all ripe for practical discussion. At the
same Lime, us I have tried to shew in an earlier part of this
book, there are many departments in which both abstract
theory and induction from experience combine to shew \Tery
serious defects in the existing competiti ve orgnuisation of in­
dustry, from the point of view of production 110 less than from
that of distribution. I see no reason to regard laieser foire as
a. political ideal from either point of view: ar»l it seems to me
quite possible that a very considerable extension of tho in­
dustrial functions of government might he in every respect
advantageous, without supposing an}' Utopian degree of moral
Or political improvement in human society. But, at any rate to
be successful such extension must, I think, be gradual; nnd the
first experiments in this direction ought to be mado in depart­
mcnts in which the defects of private enterprise, and tile
advantages of unitary administration, have been shewn to he
greatest-e.g. in departments where there is a manifest ten­
dency to the establishment of monopolies in the hands either of
single individuals or of associations. And, moreover, it ouglit ,
to be an object in any such extension to maintain as far as
possible ill the governmental organisation of industry an ade­
quate stimulus to individual enterprise, and adequate oppor­
tunii.ies for private enterprise and initiative.

S. E. ;JJ.
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This leads me to a point which I may seem to have over­
looked in my sketch of socialistic progress, whereas many
writers have regarded it as the most fundamental objection
to Socialism j the difficulty, namely, of distributing the produce
of joint labour so as to apportion remuneration to desert. But
in the preceding chapter I have tried to shew that we call

only hope to realise a remote approximation to this ideal
of distributive justice, by getting rid of all removable dif­
ferences in remuneration that are due to causes other than
the voluntary exertions of the lahourers. And this result might,
I conceive, be brought about through the assumption by govern­
ment of the main industrial functions now performed by private
capitalists, without any fundamental change in the principle of
remuneration now adopted in respect of governmental officials,
if at the same time the means of training for the higher kinds
of work were effectually brought within the reach of all classes,
by a well organised system of free education.Jiberally supported
hy exhibitions for the children of the poor. For as the instru­
ments of production would be mainly the property of the nation,
all the inequalities of income that now result from the payment
of interest to private capitalists as such, or of profit to employ­
ing capitalists, would, speaking broadly, have ceased to exist;
and though it would be impossible, without intolerable con­
straint on the freedom of action of individuals, to prevent the
children of persons earning larger incomes or owning accumu­
lated wealth from having a somewhat better start in life than
the rest, still this advantage might he reduced to a minimum
by such an educational system as I have suggested. Of course,
nuder a completely Socialistic system, the governmental re­
muneration of superior qualities of labour could not be deter­
mined by any reference to the (market price' of such labour, as
there would be no market outside the service of government,
by which its price could be fixed; It would therefore have to
be determined economically by estimating the amount necessary
to stimulate adequately to the acquisition of the required
qualifications, and to compensate for any special outlay or
sacrifices involved in such acquisition. But I do not sec that
this method of determination would present any great diffi­
culties, if gradually introduced; especially since the influence
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of competition need not be excluded altogether; there might
be competition between one locality and another for the best
employes,-or even between different departments of a central
government.

The question would remain, whether the need of organizing
118'·... checks to population-which we have seen t.o ho incident
to Communism-c-would also arise under such a Socialistic system
us I have just sketched. This question does not seem to me
easy to answer decisively on the basis of our present experience.
On the one hand, there is no positive necessity that any par­
ticular department of a Socialistic gO\oTcrnment should be bound
to find work for any applicant: individuals might be left to
find for themselves where their services were wanted, relief
being provided for the unemployed under some such deterrent
conditions as those of our existing poor-law. Still, ill a. commu­
nity in which all, or the most important branches, of production
were carried on by the govcrmncnt there would be a general
tendency among the unemployed to throw on the government
the whole responsibility for their situation; and if their number
became at any time considerable, a strong demand would arise,
very difficult to resist, that the State should provide work and
adequate wages for all applicants-c-should in fact establish the
'Right to Lahour ' which Socialistic agitators have at various
times loudly claimed. It does not, however, appear to me clear
that in a community successfully organized on a Socialistic basis,
the Right to Labour would necessarily involve the evils which
its establishment 111 any existing community would doubtless
entail. If the government in such a country as England
guaranteed even a minimum of necessaries to all who were able
and willing to give a normal day's work for them-without the
deterrent conditions under which such relief is actually offered
to able-bodied paupers in an English workhouse-we can hardly
doubt that the labour thus purchased by the State could not,
even by good organization, be made to pay the cost of its
support,. For a labourer employed under such a guarantee
could not be dismissed for mere inertness or inefficiency, out
only for such wilful und obstinate idleness as would justify his
being sent to prison. Heuce he wonld have much less motive)
than at present either for working energetically or for se0killg

:J+~~
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and qualifying himself for the employment in which he would
be most useful; and his labour would tend to be proportionally
less productive. At the same time the minimum of shelter
and sustenance that humanity would allow to he given him
would cost, more than tho earnings of the worst-paid labourers
at the present time; and. though tile difference would he partly
made up by the better work that would. result from more
adequate shelter and sustenance, we can hardly doubt that, on
the whole, the measure would both materially diminish aggre-­
gate production and throw a serious burden on the public
purse-both which effects would, under existing circumstances,
tend continually to increase, as the security of employment
would give an important stimulus to population. But if we
snppose a couuuuuity in which the aggregate remuneration
of labour is increased by most of the share that now forms
interest on indi viduals' capital, while the emoluments and dig­
nities attached to the higher kinds of labour nrc brought within
the hopes of all classes by n system of cdncatiou which at the
same. time makes general such a degree of foresight and intelli­
gence as is now possessed by the higher grade of artisans-c-I do
not see why in such a community a minimum of wages should
not be guaranteed to all "..-l10 were unable to find employment
for themselves, without drawing an ever increasing crowd of
applicants to claim the guaranteed minimum, and without there
being any great difficulty in the way of making the work of
such as did apply self-supporting.

§ 5. Let us now return from imagining what may be in the
distant futuro, t.o notice the general economic advantages and
drawbacks of such measures for the mitigation of inequalities
of distribution as can be considered to be now within the
pale of practical discussion. The (Right to Labour' to which
we have referred in the preceding paragraph can hardly be
placed in this category, merely in virtue of the transient and
feeble experiment in this direction that was made in France in
1848 j since no serious politician would uow think of proposing
that labour and adequate wages should be guaranteed by
government for all applicants. And the same may be said of
all proposals to raise the wages of Hie worst-paid labourers up
to a. certain minimum by allowances. All such schemes are
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now generally seen to be open to objections similar in kind to
those urged against the Right to Labour, and no less con­
elusive.

At the same time, in view of the distress which the worst­
raid labourers in Dill' modern communities endure, a vague
demand continually arises for some kind of legislative remedy:
and some persons appearstill to think that government might
reasonably prescribe a minimum of ''lages for all labourers able
[lUU willing to give a full day's 'work, without incurring the
daugers connected. with a governmental provision of such a
rmunnum. But even supposing -that such a regulation did not
drive capital and enterprise abroad-as would probably be the
case if it were introduced in one country only-owe must expect
it to decrease the demand for labour by increasing its cost t to
the employer, not merely (as some have thought) temporarily
hilt permanently. For, as lye have seen 'a, there is no economic
law necessitating the craployrucut of a certain ql(.untum of labour
along with a given amount of capital; (Ill the contrary, the com­
pulsory rise in its price would make it the employers' interest
10 adopt modes of employing capital which diminished the
proportion of labour to capital. Hence, to prevent widespread
distress, it would be almost necessary to supplement the pre~

scription of i1 minimum of wages by the governmental provision
of employment and remuneration; so that this method of raising
wages could hardly fail to land us in all the difficulties of the
Hight to Labour.

The dangers of the meusuree just mentioned may be partly
illustrated by the actual experience that hils boon gnined of the
dangers incident to a kind of governmental interference with
distribution which all modern communities have thought neces­
sary, in some form or other, for the protection of their members
frum absolute want of the necessaries of life. I have already
pointed out that, according to the received view of Communism,
which I have tried to expres3 in a precise definition, the English

1 The increase in the labourers' efficiency resulting from their higher wages
migln. in some eases compcnsnto for the increase in the price of their services,
EO tl.mt the cost of these to the employer would not be enhanced. But this
dIl:ct could not. be relied 11pon ns 11 normal result of the rogntnt.o».

2 cr. ullt,', Book II. elmp. "iii. §, 2.
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Poor Law must be allowed to be communistic in its effects­
though it does not follow tho ' :(.8 adoption is in any vvay due to
it communistic design or principle. In fact if we look merely
to the motive which prompts the community to grant all its
members a legal right to relief, we should rather classify this
measure with the interferences to protect life and health, which
I noticed in a previous chapter. But if we protect the health
of a starving person by giving him necessaries at the expense
of the community, our action inevitably involves to some extent
the evils of communism whatever its intention may have been:
that is, it tends to decrease the inducomonts to labour, fore­
thought and thrift in two ways, (1) by distributing to paupers
a certain quaniuni of unearned commodities, and (2) by taking
from non-paupers a corresponding portion of what they have
earned or saved. The former of these bad effects lImy be in the
main averted, so far as the inducement to labour for present
needs is concerned, in the case of able-bodied panpers, by ex­
acting work from them in return for relief under somewhat
disagreeable conditions; for though it is probably impossible to
keep this compulsory labour up to an average degree of energy,
there being no fear of dismissal for slackness, still any attrac­
tiveness that might hence attach to the position of a pauper
may be more than counterbalanced by restrictions on freedom,
and by the prohibition of indulgences not necessary to health,
but yet so cheap that even the poorest can occasionally enjoy
tl.em : and, in filet, English experience seems to show that the
provision made for such able-bodied paupers as reside in a work­
house docs Hot offer any serious tempta.tion even to the worst­
paid labourers to relax their energies in seeking employment
elsewhere 1. On the other hand it seems impossible to prevent
even f indoor relief' from weakening the motives that prompt
the poorest class of labourers to earn and save an adequate pro­
vision against sickness and old agc, or for the support of their

1 The vagrants, on the other hand, who spend single nights in the f casual
wards' of different workhouses, have a serious temptation to idleness in the
shelter and food thus provided without adequate enforcement of labour in
return. Efforts are now being made in Englund to reduce this evil, without
losing the productional edvantnge which this provision gives by increasing the
mobility of labour.
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families in case of premature death: and this is still more mani­
festly the case with out-door relief. And it is the expense of
supporting those who axe wholly unable, or but very partially
able, to work, which causes by far the greater part of tho
burden of laxation entailed by pauperism though, for tho
reasons already stated, the value even of the labour of the able­
bodied falls seriously short of the cost of their shelter and
sustenance.

Tho bad economic effects of this taxation on the persons
taxed depend mainly on its compulsory character: since a man
does not feel the reward of his labour to be lessened by the fact
that he voluntarily bestows it portion of it in alms. It would
seem, too, that if the destitute persons could be adequately
protected from starvation by any measure that did not give
them a definite legal right to relief, the disconmgernent to thrift
which such legally secured relief entails would he partly avoided.
Further, if the legal right, to relief be kept inseparable from the
deterrent conditious necessary to prevent its worst consequences,
it cannot be regarded as a satisfactory provision for the case of
deserving persons who have fallen into indigence either through
inevitable and irremediable disaster, or at any rate from causes
involving no serious blame to them. Aud in fact the most
ri6ticl supporters of the English poor-law have generally recog­
nised the moral necessity of supplementing it by private almsgiv­
ing. On the other hand private almsgiving, being largely
impulsive, unenlightened, awl unorganiscd, is found to give
serious encouragement to unthrift, and even to imposture.
These considerations suggest, first, that Government might
with advantage undertake. the oJ'gam:sat£(m of eleemosynary
relief, in order to make its distribution as economical, effective,
and judicious as possible; and, secondly, that the proL'ision of
funds for such relief-so far, at least, as they are used for the ordi­
nary sustenance of adults in distresst-c-might be left mainly
to voluntary gifts and bequests, with a certain amount of assist-

1 By this phrase I mean chiefly to exclude the sustenance of (1) destitute
children, (2) the insane --who:,:o support Government ought to undertake as a
mere measure of protection to other members of the community, (~) pfll'ROnR
incapacitated by 6pc{'i:t1 diseases. I also exclude med'cul aid generally, of which
I u ltervvards speak.



536 ECOXOJflC DIS7'IUEUTIOX. [BOOK III.

ance from government, if experience shews it to be necessary,
but without any legal right to relief. These two principles are
maintained in the treatment of pauperism adopted in France,
which is, I believe, generally approved by competent jndges
ill that country; especially bcenuso the experience of France
seems to shew that voluntary provision if carefully organised
Inay he relied on as nearly adequate for the purpose of practi­
cally secnring the poor from starvation: and also that where
the applicants for relief have 110 legal right to it, the requisite
alms may be distributed to them in their own homes without
the demoralizing cOllsequcllces that out-door relief has under
(JUr compulsory system: since the absence of legal security
compensates for the absence of the deterrent conditions of
the work-house.

Rut 4lgain; assuming that government ought to make a
legally secured provision fur any :siek or infirm member of the
r-otcmunity who uw.j' 1)8 destitute of necessaries, it docs not
therefore follow that the expense of this provision must ordi­
Baril)' be undertaken.' by the community, so far as adults arc
concerned: since it, udght be thrown, wholly or ill part, on the
individuals themselves uy laying a special tax 011 their earnings
for this pUl'p0f':e. Such a measure has been recently urged by
:.\11' ,Yo L. Blackley in a series of pamphlets. It must, 1 think,
be conceded to Xlr Blackley first, that though the poZ,t"tical 2

interference with natural liberty involved in such a measure
would be much more intense than that of our poor-law, the
economic interference would be yery much less, if the measure
Were completely successful; and, secondly, that the great majority
of male cud a considerable 1111mbcr of female, labourers ill England
might without painful sacrifices save enough to insure them
Against destitution in sickness or old age, before they attain the
age of 21. Xor can I see that there are insuperable practical
difficulties in the way of making such saving compulsory on all
pen'iOns in regular employment: out it appears to be admitted
that it could not be exacted from the class of persons who pick
np their livelihood by various irregular kinds of work; and the

1 Thnt is. in default of near relatives on whom it max properly be thrown.
2 For this distinctlou d. (/Ilt(", c. iii. [of this book] § 2, It- ·in.
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increase in the number of such irregulars that must be expected
to result from the proposed measure seems to me a serious
economic drawback. And further it does not seem that the
measure could be applied to the worst-paid labourers-c-chiofly
womcn-c-without reducing their wages below the amount re­
(p1i1'011 to keep them in health I,

§ G. Besides providing the necessaries of life to l)(:rsons
completely destitute, modern governments have intervened in
various other ways, with the view of ameliorating the economic
condition of the poorer classes at the expense, more or less, of
the rest of the community. But such intervention, as I before
observed, has usually aimed at improving production as well as
distributiou ; and has, for the most part, beeu guarded in various
ways against, the bad consequences of COI1.l1ll1l111sm. In some
few cases it has involved no cost to the: public exchequer; in
other cases it has been concerned with the provision of com­
mcdit.ies believed to be spec-ially conducive t.o the moral or
int ollcctnal improvement of the classes benefited, and which at
the same time hardly form an clement of that' standard of
comfort' which supplies the chief ordinary motive to labour and
thrift; in other cases it has aimed at making such a change in
the circumstances of tho persons assisted as would tend to
strengthen on the whole, rather than weaken, habits of ener­
getic industry, thrift, and self-help in the individuals assisted.
Under the second head would come, for instance, the pecuniary
aid, before discussed, which modern states have largely given
to oducation-c- including the diffusion of culture by iueuns of
libraries, museums, &c.; under the third head I should place
assistance to emigration, and also most interferences with the
tenure uf land, especially those of which the object has been to
place the actual cultivators of the soil in a position marc favour­
able to effective industry. As an example of this latter class we
may notice tho important assistance given in recent times by
the Governments of Prussia and Hesse Darmstadt to facilitate

1 Even in classes above the lowest in the scale of wages there wonld be many
exceptional cases in which such a measure as .:\11' Ulnckley proposes would cause
great hardslrip : as (o.g.) the case of young persons supporting widowed mothers,
infant brother.'\ [\llli slstera, &c. Hut special methods of treatment suited to
such r.:u;c::; mighl. perhups be tlcvj':cl1.
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the transition of their peasantry from feudal semi-servitude to
the condition of independent proprietors. This assistance did
not involve any direct pecuniary sacrifice on the part of the
community; but it was nevertheless a distinctly distributional
interference, since it gave the peasants the ndvnntago of the
superior credit enjoyed hy the community-and also of the
advantage in efficiency and cheapness which the governmental
collection of rents was found to possess, compared with the col­
lection by private individuals. From these two sources a
margin was obtaiuod enabling the cultivator to refund to the
State, within a not very long period, the capital with which
his landlord's rent-charge had been bought up, without any
j ncrcaso of his rent.

The intervention just described was for a special and tempo­
]"(lTy object. But experience has shewn that peasant cultivators
are liable to become loaded with debt to money lenders who,
either through the absence of effective competition-partly in
consequence of a certain discredit that often attaches to their
business-or perhaps sometimes through unavowed combination,
arc enabled to exact very onerous interest. This condition of
debt tenus to paralyse the productive energies as well as to
cause distress: accordingly, under these circumstances govern­
ments luay operate for the benefit of production no Jess than of
distribution, by encouraging with special privileges the forma­
tion of commercial companies for the purpose of lending money
on easier terms. Indeed, as was before said, the business of
lending on tile security of land seems to be of a kind that
might even be undertaken by government itself under certain
conditions, without the kind of risk that is involved in ordinary
banking business. So too, where the pawnbroker is the normal
resort in an emergency of poor labourers who have not saved or
have exhausted their savings, governments, by undertaking the
business of lending money at a moderate interest, may give
sensible relief without offering any material encouragement to
unthrift. Again, when the State subsidizes insurance-funds for
the poorer classes, it is possible that the practice of thrift and
forethought may be more importantly encouraged than the
principle of self-help is infringed '.

l It is noteworthy that ill France, where the principle of the English poor-
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Another important case of interference primarily distribu­
tional, but which also admits of being defended as beneficial to
the community, is that of measures lor protecting the wealth of
the poor, so far as the cost of these is defrayed by taxation
falling 011 the rich. Thus the provision of gratuitous medical
advice and attendance hoth tends to benefit production by
iucreasiug the average physical vigour of the labourers, and
also affords those who are taxed to pay for it a certain protec­
tion against infectious or epidemic diseases: and the same may
be said of other sanitary measures primarily affecting the poorer
classes, of which the cost has been, wbolly or partly, borne by
the community 1 on economic grounds.

How far the Stato ought, on economic grounds; to intervene in
the matters above-mentioned, and others to which. similar princi­
ples may be applied, is a question which involves a. yery difficult
and complex comparison of various kinds of social utility. And T
do not think that it admits of a precise general answer; as the
balance of advantage in a.llY case must depend very largely on
particular circumstances and varying social conditions. One im­
portant consideration by which the answer must partly be deter­
mined is the extent to which provision has been made; or may
be expected to be made, for the ends in view, either through the
spontaneous association of the persons primarily concerned, or
the philanthropic efforts of other individuals, or both combined.
Thus experience has shewn that in important cases where mere
competition among producers fails to lower sufficiently the
price of certain corn.modi ties to the poorer consumers, the latter
may successfully relieve themselves of the resulting disadvan­
tages by spontaneous association-as in the case of the (nrtisaus')
/ cooperative stores' of England, and the' cooperative banks' of
Germany;-and where this remedy can be successfully applied

law is jealously excluded as communistic, the state-s-under a law passed 18G8­
has given subsidies proportionately large to funds for insuring workmen against
nccldcnts.

) An important example of such measures may be observed in the English
Act of 1873 for destroying and replacing unhealthy blocks of houses in towns ,
since the total cost of this operation ie.: necessarily much beyond what can be
met L,}' the rents of the new houses.c.dn« compensation being nuowcd to the
owners of such houses as are not judged to deserve penal destruction, and to
traders whose business conncxiou is impaired by dislodgement.
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it is doubtless preferable, both for its direct and its indirect
effects, to governmental intervention. Again, the promotion of
education and culture, and the cure of diseases, have been
largely provided for in modern civilised communities by the
voluntary contributions of individuals; partly by the donations
uf the living, pa-rtly by bequests. Over the gifts (or loans) of
the living the State can exercise but. very slight control-except
I))' offering to receive and adininist.er them-e-without vexatious
and dangerous interference with liberty; but the same danger
docs not attend interference with funds bequeathed for public.
objects: governments have always claimed the right of invali­
dating testamentary dispositions that are held to be contrary to
public policy, and this principle might reasonably be applied to
prevent bequests of which the economic consequences arc clearly
seen to be disadvantageous. Further, as tile administration of
such funds is generally removed from the influence of the ordi­
nary economic motives prompting to the most useful employ­
ineut of wealth, it is important that it should he carefully
supervised by the State) in order to ca.rry out the real wishes of
tlie testators; anti also that the schemes of the latter should be
subject to thorough revision when a certain period has elapsed;
since Luman foresight is very limited, and the fitness of any
detailed rcgulutious-c-eveu if originally well-contrivcd-c-for
effecting any pUl'puse of social utility) is pretty sure to decrease
as time goes OIL Interference of this latter kind, however,
should be controlled by a careful regard for the testators' main
nims and wishes) [or fear of seriously checking the disposition
to make such bequests: since it is an important gain to society
that such expenditure as is desirable for tile purpose of amelio­
rating the condition of the poor should be defrayed by this
means of supply so far as possible, rather than by taxation. On
this ground it may even be desirable that government should to
some extent encourage such bequests, where .tbc disposition of
the funds bequeathed is approved as on the whole socially
useful, even though the purpose served be 110t one for which
government would otherwise have thought it. needful to provide;
by relaxing as far as may he any rules of law that operate to
their discouragement, bearing the cost of their supervision and re­
vision, and perhaps partially exempting the property bequeathed
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from taxation. Of the propriety, 11O\\"OV01', of this latter measure
we shall he in a better posi lion for judging when we have dis­
cussed the principles 011 which a system of taxation should be
constructed.

Finally, we must notice a. special mode of governmental
action teudiug to benefit the poorer classes, which cannot
appropriately be classified as an r interference' either for pro­
duction or for distribution: viz. the management of any branch
of industry carried on by Government, so as to increase the
supply of the commodities fumishod by it at a certain sacrifice
of the profit made by the business. One example of this is the
provision of cheap conveyance by railway for working men:
and, as this example suggests, the measure may be carried into
effect not merely in businesses under governmental manage­
ment, but also in those managed by private companies which
have been compelled to submit to n certain amount of govern­
mental regulation in return for special privileges conferred upon
them. The question, however, to what. extent it is expedient
for Government to make this sacrifice of profit-or to enforce it
as a part of the bargain made by the State with private com­
panies-can hardly be separated from a consideration of the
ways and means of obtaining funds for governmental expcndi­
ture generally: to which we shall proceed in the next chapter.



CHAPTER VIII.

PUBLIC FIXAXCE.

§ 1. I HAVE deferred to this chapter the discussion of
the subject which, in the view of Adam Smith and many of his
successors, is the main and almost the sole concern of the Art
of Political Economy; viz. the If provision for the expenses of
"fho Sovereign or the Commonwealth:" Of, as it seems con­
vcnicnt to call it, Public Finance. T have adopted this course,
because it seemed clear that the general discussion of the prin­
ciples of governmental interference, either for the improvement
of production or of distribution, ought, if introduced at all, to
precede the discussion of the principles of Finance: since most
known methods of providing for the expenses of the Common­
wealth involve important effects both on production and on
distribution, and our judgment as to the expediency or legiti­
macy of these effects cannot fail to be influenced by the COIl­

elusions adopted on the questions discussed in the preceding
chapters of this book. It is true thal considerations of this
kind cannot always be decisive : the hard necessity of obtaining
supplies for the exigencies of Government may compel a financier
to adopt measures whose detrimental effects on industry are
generally recognised; but none the less is it desirable that he
should take account of these effects, in order that, if he is
unable to avoid them altogether, he may mitigate or compen­
sate them as far as possible.

Some writers, again. have taken a somewhat narrower view
of the subject of the present chapter: confining their attention to
what they have designated as the "theory of taxation." And
no doubt, in any modern civilised community) taxation is the
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chief mode by which the ordinary pecuniary wants of Govern­
ment arc supplied. But in no community is it the sale moue;
and it appears to me that we are likely to get a clearer view of
the principles on which a system of taxation ought to be con­
structed, if '''-0 begin by considering other methods of attain­
ing the Ilnaucicr's end. Indeed my doubt is rather whether
the scope of this part of our discussion should not be enlarged
still further, RO as to include the economic principles of govern­
mental expenditure as well as the provision for defraying such
expenditure. It is, however, difficult in treating of the art of
economically organising governmental administration, to get
beyond the general principle that we onght to aim at pro­
ducing the greatest possible result with the least possible cost,
without entering into the details of governmental business
to an extent which seems unsuitable to the character of this
treatise. I do not therefore propose to treat of the art of pnhlic
expenditure, except so far as it is specially connected with the
art of providing for such expenditure.

There are t\VO ways in which this connexion becomes 1111~

portant. In the first place, we have to make the general cbser­
vation that we cannot properly take governmental expenditure
as something of "'·...hich the amount 15 fixed prior to the con­
sideration of the methods of supplying it and their effects.
Practically. no doubt, the problem of finance is often presented
to a statesman in this simplified form: but theoretically we
must regard both expenditure and supply as having at least a
margin within which tho restriction or enlargement of either
must partly depend all the effects of the corresponding re­
striction or enlargement of the other; within which, therefore.
the gain secured to the public by an additional increment of
expenditure has to be carefully weighed against tho sacrifices
inevitably entailed by tho exaction of an additional increment
of supply. This remains true even if the sphere of Government
be restricted to the 'individualistic minimum' given at the
outset of chap. iii. No doubt it is the worst possible economy
not to make adequate provision for the necessary and acknow­
lodged functions of Government; but adequacy in such cases
cannot be defined by a sharp line. Most Englishmen are per~

sunded that they at present enjoy very tolerable protection of
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person and property against enemies within and without the
country; but it would be difficult to argue that our security
would not be enhanced by more and better-paid judges and
policemen, or more and better-equipped soldiers and sailors.
Proposals, in fact, arc continually made for increased expendi­
ture in one or other of these directions: and it, is obvious that
in jullging of such proposals a statesman must balauco-e-roughly
no doubt, hut as well as he can-the advuntuges of increased
governmental efficiency against the difficulties and drawbacks
of obtaining increased supply. And it is still more evident
that any question as to the extension of what Mill distinguishes
as the" optional" functions of Government must be decided by
a similar balance of considerations.

But again, the theory of expenditure has another special
connexion with the theory of supply, so far as particular sources
of supply arc specially adapted to particular kinds of ex­
penditure.

§ 2. Tn order to show the importance of this latter counexion
let us consider separately each of the chief modes by which
Government obtains the commodities it requires. These com­
modities mny be divided into (1) Services, (2) :3[aterial products
requiring to be continually supplied. and (3) Land, buildings
and other comparatively pern1anent investments of capital; and
Loth services and material products may be outained either
(u) without purchase, or (b) by purchase with money previously
provided in some way. In rna,Hy civilised countries an im­
portant part of the services required by Governruent is obtained
otherwise than by free exchange. Tn England, for instance, the
work of legislation is unpaid; and so is a. considerable S11<11'O of
the judicial work, whether performed voluntarily, as in the case
of magistrates, or compulsorily, as it is by jurymen. We are not,
however, concerned to do more than notice these facts: since the
desirability of imposing or accepting these unremunerated ser­
vices is, I conceive, a political question in the decision of which
economic considerations Lave but a subordinate place. This
cannot be so decidedly said in the case, economically far moro
important, of labour obtained compulsorily for the purposes r f
military (including naval) service. The defenders of the cOJU­

pulsory system have no doubt urged other than economic rea-
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sons in it.s favour-it has been said that the defence of one's
country is a. function which ought to be undertaken from
patriotism or a sense of duty, rather thau from mercenary
motives and a taste for the incidents of the painful business of
mutual slaughtcr; it OllgUL therefore not to be made the work
of a special profession rccmito.l in the ordinary way by free
contract , 1,uL rather imposed llpC'll all citizens, whom there is
110t some special reaS011 for exempting. It has been urged
further that this system dimiuishcs the constitu tioual dangers
inseparable from the existence of a large standing arlIlY; since
conscripts nrc less likely than professional soldiers to be seduced
into figlnlllg unjustifiably against the established political order.

But) whatever weight lllay be attached to these or other
non-economic argmllcllts, it seems undeniable, at any rate,
that under certain circumstances there llJa,y be overwhelming
economic considerations in favour of compulsory sen'ice. Where,
indeed, the number of soldiers and sailors required lor warlike
purpose,'> is not hrgc in proportion to the population, and their
services call be obtained at about the rate at which labour of
similar quality would be hired for peaceful industry, voluntary
enlistment seems clearly tho most economical system; since
it tends to select the persons most likely to be efficient soldiers
and those to whom military functions are least distasteful; both
which advantages arc lost by the adoption of the compulsory
system. But it unt.ion may unfortunately require an army so
large that its ranks coultl not he kept full If'y voluntary enlist­
ment except at [L rate of remuneration rnuch above that which
would be paid in other industries for labour Lhul. requires no more
outlay in training and no scarcer qualifications: and in this case
the burden of the taxation requisite to provide for such an ann)'
nmy easily be less endurable than the burden of compulsory
service.

However to present even the economical argument on this
question completely we should have to cousider the respective
advantages of short and long service, the properrelation between
the regular <lrIuy and the reserve, cud other details of military
(nud uavul] orgn,nisa.tinn into which rny limits do not allow rne
to outer.

It. Ilia} be observed that even where the services of soldiers

KE.
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and sailors are obtained by a compulsory system, their pay and
equipment are chiefly provided at the expense of the nation;
though it has generally been thought expedient to reduce this
cost by allowing the wealthier members of the community to
serve for a shorter period of time- at their own expense.

The material products required by the state it seems ordinarily
expedient to obtain by purchase, leaving it, to private industry
t.o provide them; for tho reasons that lend lIS t.o recognise the
general economic superiority of the present individualistic organ­
isation of industry. But in certain cases these arguments either
do not. apply or are out-weighed by special reasons in favour
of State manufacture: either where the articles required by
Government arc of a quite peculiar kind (such as thc instru­
ments of wnrfarc, cannons, ironclads, &c.) so that the advantage
of free competition is not likely to be obtainable at all, or is
more likely to be obtained if Govommcnt. undertakes the Il1aJlU~

Iaclure , or whore lite quality of the article is 'very important,
ami ul. the same time difficult to test if obtained by purclrase ;
or where systematic and costly experiments in production arc
required.

In the case however of land, buildings, and other compara­
tively permanent kinds of wealth what has practically to be
considered is often not how the state is to be supplied with it,
but rather how far it is desirable that it should retain possession
of it. Much of the land that now belongs to the public in the
form of roads. l;OUlnJOllS, forests, harbours, &:c 1 has never been
private property: other portions. of it, in modern European
couunuuitics, have hccu tho sciui-privute property of the royal
families ill feudal and semifcudnl times, and have since gradu­
ally acquired, more or less completely, the c-haracter of public
propcrty ; other portions have been taken from individuals or
societies in the way of confiscation. nut. however such pro­
perty may have been obtained, there can hardly be any valid
reason for keeping it now unless it is required for the due per­
formance of necessary governmental functions or likely to he
more useful socially under governmental management. So far
as neither appears to be the case, it is obviously an economic:
gain to sell it, and employ the proceeds as capital in some
department of properly governmental business.
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§ 3. The greater part, however, oft-he material provision for
the needs of Government has to be obtained annually or from
time to time by purchase: and we have- HOW to consider the
different sources of the funds for defraying such purchases
and ulso IXlJ'ing the wages and salaries of the paid servants of
Government.

The chief sources arc

(1) Rent or Interest paid by individuals for the usc of
wealth that wholly or partially belongs to the community.

(2) Loans.
(:3) Payments for commodities: supplied by Government.
(4) Taxes (including tributes paid by foreigners).

Such minor sources as Fines nnd Voluntary Gifts are too
insignificant-so far, at least, as the maiu functions of Govern­
mont arc concerned-to require more than a passing »otioe.'.

Under the first of the four Leads above given will come, of
course, oll rents paid for land or b1l1Jilings that are completely
public property. But besides these, wherever land has only
been allowed to pass into privnto ownership uu.ler the condition
of a periodical payment being made to the govcrnmcut.c-cor of
senices being rendered which have afterwards been commuted for
a pecuniary payment-this payment should <11 ways be regarded,
from the po-int of rieio of distriuut1:on, as a rent reserved by the
community and Hot as <1 tax on the owner of the land; since in
taking it t.lrc State does not take frum the landowner wealth
that has ever bdongcd to him) or to which he has any rightful
claim. Hut though this is tile true distributionnl view of tho
payment, it must be berne in mind that if it bo proportioned to
the value or rent of the land, it is liable to have tile productional
bad effects of a tax in the way of chocking agricultural improve­
mcnt. On the other hand a payment of this kind that is
guarded from such effects seems to be a. most uuobjcctionable
mode of Tai;:-;ing funds for public expenditure.

Interest of any other wealth besides lnud has hardly a place
among t.hc sources of income of modern governments, though it
ligures importantly among the outgoings. If they lend, it is

1 Except in the case-uf which we shall presently epenk-c-where what is
formally a tax may be fairly cousldcro« La bc ;u substuucc.purfly a flue.
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usually borrowed money; but their borrowings have been vast.
In many cases such borrowing is economically quite justifiable ;
but the limits of prudent indebtedness have been found practically
difficult to observe.

'Ye l11ay sn,y gcncra.Ily that tbe conditions under which it. is
prudeut for a nation to borrow are, to a great.. extent, analogous to
those under which it is prudent fora private person to do so; hut
there are certain important differences. In the first place, a nation
can borrow without incurring any but a ,~ery trilling burden, to
whatever extent its obligations can be kept permanently current,
as a national medium of exchange. And secondly in tho case of
the nation, the matter is complicated by the difference between
what we may call the strictly financial and the social points of
view: i. Co between the estimates of gain and loss to the national
exchequer, and the estimates of gain and loss to the community
considered as an aggregate of iudividnuls. There nrc two chid
cases in which private bOlTowillg is recognised as legitimate:
first, where the luau is employed productively, so that the addi­
tional profit obtained by the use of it supplies a fund from
which. the interest may be paid, aud a certain portion of the
principal annually repaid; awl secondly where it is em played to
meet an occnsionnl necessity for enlarged consumption, which
could not he defrayed without incouveuicncc or even suffering
out of the income of a single year) so that it is good economy to
spread it over several yea.rs. Each of these cases has its coun­
terpart in public finance. II(~m, however, it is not always easy to
decide whether a 10,111 has been employed productively for th«
nation at large. For the returns on productive outlay by
govenllIH.'nt Inay take two quite different forms; they may
either appear as increased profits on some special business
carried on by [L governmental department, in which the loan
has been employed as capital-as when (e.g.) telegraphs 01'

railways are bought for the State with borrowed money; or
they IDay merely be realised in the increased produce obtained
by the labour and capital of the community governed-e-ns
when a Swiss canton borrows: to make a road without tolls
for the use of travellers) for which it is repaid by the increased
earnings of its innkeepers or tradesmen. This latter kind of
outlay, however, even when socially profitable, cannot be
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regarded as productive from a strictly financial point of view,
unless the Govornmont secures no share of the increase of
national produce, sufficient to pay something morc than the
interest on the loan. And it lIlay obviously be sometimes vcry
difficult to say how fer any particular increase, either in national
produce or in governmental receipts, is really due La the sup­
posed productive outlay and not to other C<'11~SCS of national
prosperity. Borrowing for this latter kind of expenditure there­
fore, though afton highly advantageous, requires to be very care­
fnlly watched j especially if-as has too often heppencrl-c-the
borrowing government has some sinister interest in the expcndi­
turc,

Still, on t1JC whole, the general principle for determining
productive outlay is clear, however difficult its application may
be in some iustances ; the increased receipts accruing t.o tho
community in consequence of the ontlay-c-whcthcr 'they are
obtained by the community iu its corporate capacity or as an
aggregate of individuals-ought to be more than sufficient to
repay the loan with interest by the close of the period required
to exhaust the productive effects of tlie outlay 1. It should be
added that when such borrowing involves loss from a strictly
financial point of view, we have to toke into account-as against
any advantages that may be expected from it to the community
at large-all the disadvantages attac1ling to the part of the
system of taxation that might he dispensed with, if the debt
were not coutructed.

I pass W consider LIte second case of legit.imate horruwiug ;
where the loan is required to meet an occasional need of extra
expenditure, not positively productive. In this case the rule to
he adopted appears ]JriIlH1, facie very simple; it would seem
that the number of years over which the sacrifice imposed by
the emergency mny prudently be extended ought to he limited
by the condition of paying off the loan before a similar emer­
gency may be expected to occur again. Practically, no doubt,
the exact application of this principle in national finance is a
matter of extreme difficulty; since the chief emergencies which

1 In some cases no doubt Ilxcd capital may be actually permanent; but in
consideration of the frequent changes in industry it can never be prudent to
reckon it as such.
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necessitate such loans arc foreign wars (or menaces of wars)
and there are no known sociolocical laws bv which 'we could

o "

forecast the magnitude and frequency of a nation's future wars,
in the present stage of civilisation. Still, if we simply infer the
probability of future wars from past experience, it must be
admitted that the ubove-meutioued principle has been flagrantly
transgressed by most of the Im:1.Aling nations of modern Europe,
But the alarm 'which such tl'<l.nsgrc~sion might reasonably
arouse may be to some extent diminished by the con­
sideration that we may equally infer from past experience a
probable reduction in the burden of any national debt already
coutracted-c-both an absolute reduction, from the decline of the
rate of interest, and a relative reduction from the increase of
the aggregnJo wealth of tlie borrowing nu..tion. At the same
time) t.hcro is so milch uncertainty ill all inferences of this kind
that I can hardly consider a ccmnnruity to be justified in
deliberately disregarding tile rule of repayment above laid
down ; except, perhaps, wheu the taxalion that would he re­
qui red in order to conform to this rule would entail very serious
economic or political inconveniences\

,\Ve have already seen that. from a social point of view
borrowing may be profitable; by increasing the aggregate pro­
duce of the cormnuuity, OY8n though it does not bring in an
adequate return to Government, either in the form of profits on
a special business in 'which the loan is employed, or more in­
directly by an increase in the yield of certain taxes. In such
,.1, case, however, it is rnost probable that the increase in the
total income of the community will not he equally distributed
among the incomes of individual members; hence, unless the

1 I have not space to discuss adequately different modes of national borrow­
ing: but I may briefly note the wastefnlnesf;. of borrowing in such a way that
the amount received is less than the debt incurred; since this method renders
the borrowing nation unable to take advantage of any subsequent fall in the
rate of Interest, except at a serious loss. It may he said that it gives a cor.
responding security to the lenders, so that what the nation loses in one way
will be compensated by its obtaining the loan on otherwise more favourable
terms : but the security to the lenders is an indefinite end (if I may be allowed
the phrase) Insecure one, and therefore likely to be undervalued. II a security
of this kind is to be given at all, it is more economical for the nation to
guarantee its creditors against repayment for a certain pcriod.i--or for CL period
varying within definite limits, the variations being determined by lot.
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interest and repayment of the loan can he provided by imposing
a rate on the persons who gain by its employment, fairly pro­
portioned to their respective gains, it has a tendency to cause a
new inequality in the distribution of wealth which ought to be
considered in adjusting the gcucral burden of taxation.

There is another less obvious disturbance of preexisting
distribur.ion which borrowing, whether for profitable outlay or
to word off calamities, teeds to bring; viz. IJy ru..ising the rate
of interest, and thereby increasing the share of the aggregate
produce that falls to capital. 'Vhere the outlay is of the
profitable kind it is not necessary thn.t this increase should
La accompanied by a diminution in the reward of labour j as it
is possible that it may be entirely supplied from the increase in
the aggregate produce. But in the case of loans for wars or
similar purposes, the gain to capitalists from the rise of interest
inevitably involves a. corresponding loss to labour, supposing
Ihnt the capital is supplied by the members of the Lor­
rcwiug community. and that it would in any case have been
saved and invested in some branch of home industry. These
suppositions, however, can rarely altogether correspond to the
facts; and so far as the capital borrowed is obtained from
abroad, or would otherwise have been sent abroad for invest­
ment, it is quite possible that the immediate effect of the
borrowing may bo pecuniarily advantageous both to capitalists
and labourers; the aggregate of produce distributed within
the community being temporarily increased by the 1011TI, Thus
the first years of "... ar lllay be felt as years of prosperity by
all classes. Tho day of reckoning must of course como for this
expenditure; and the account HUlst ult.imatcly be paid in part
from the share of labour---unlcss in-Iced the interest on the
war-loan is supplied by taxes falling entirely on capitalists.

§ 4. In considering the different occasions for govern­
mental borrowing, we have incidentally noticed that, while the
major part of the ordinary income of governments is derived from
taxes, a certain portion is actually in most civilized countries
obtained from payments for the products of governmental
industry, purchased freely by the individuals who need them,
just :1:; the commodities provided by private industry are pur­
chased. It will be convenient to distinguish these payments
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as" earnings" of Government. Such "earnings" may be classed
under two heads, for the purposes of the present discussion. In
some- cases they are obtained by selling products or services at
their market-value. determined by the competition of private
industries, as (e.g.) where a government P()s~c:s:;es .lomnin-Iands
and sells tho agricultural products obtained by cultivating them,
or simil-u-ly sells wood out of its forests, &c.1 In other eases a.

government has established fur itself a. monopoly of certain
branches of industry, either to secure the full economic gain
obtainable by organising the industry under a. single manage­
ment, or for the better prevention of fraud, or-as will he
presently explaiued-c-with a view to taxation. In Great Britain
tho only business thus monopolized, besides coinage, is that of
convoying letters and telegrams; in other countries various
other industries are similarly couducted, as (c.g.) certain kind:"
of mining, the maunfacture and sale of tobacco, opium, even
lottery-tickets.

The financial problem is olwiol1sly very different ill the CaSC8

of the first and second class respectively. 'Vben the price of
the commodity S1I pplied by the government is determined by open
competition with private industries, the only question is whether
the government ought to carryon the business at all; 'whether
it would not he more economically managed if handed over to
private capitalists. L ndcr ordinary circumstances, this question
may be decided by a mere calculation of the financial profit of
the governmental business: but, as 'we lmvo seen, there arc cases
where it may be desirable that (Iovcmmcnt should carryon a
certain brunch of iudusrry under- unremunerative conditions, for
the sake of some general utility which the competitive system
cannot be trusted to provide.

Where, on the other hand, the industry is protected by
a monopoly, there is more difficulty in determining what shall
be the amount and price of the commodities supplied. A pri­
vate monopolist may be assumed to aim at the greatest net
gain to himself": and a governmental monopoly ought clearly to

1 We may alae include under this head the case of industries undertaken by
Government for the sole purpose of supplying government itself with certain
producta : where, therefore, there are no " eamlngs " in the ordinary sense of
the term.
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be mnnaged on the snmc principle, so far as it. is considered
strictly from a financial point of view, as a means of obtaining
1110ncy f01' governmental purposc:s. And though this ought never
to be the sole consideration for a government-since it has to
reg;ml the interests of those (If its subjects who buy the monopo­
lized commodity, and allY others who are indirectly affected by
its lise-still there arc cases in which the finnuciul view may
reasonably be allowed to prevail; as for instance where the
commodity monopolized is a dangerous luxury. Even in other
cases it may be 011 the whole expedient to keep the price of the
monopolized commodity above tile point that it would otherwise
roach, for the sake of the profit to the treasury. But when this
is done, it is clear that the purchasers of the commodity are
substantially taxed for the benefit of their fellow-cit.izcns : in
fact the establishment of a monopoly is a rccoguiscd mode of
raising [I, tax on all article of cousuurptiou, which has important
fldvantages ill some cases, especially iu diminishing the cost
ani! trouble of preventing evasions of tho tax. On the other
hand if tho price be reduced below a. certain point, a special
bounty is conferred on the purchasers at the expense of the rest
of the community. It is not, however.quite clear at what point.
Govcrnrnent ought to fix the price, if it would avoid all inter­
feronce with distribution, by neither taxing nor bcnefiting the
purchasers.

There arc two views that rnay plausibly be tuken.
(1) It is thought by SOllie tba.t Government avoids taxing one

part. of the community for the benefit of the other, if it sells the
commodity at tho lowest price which a.llows interest on the capital
employed, a.t the rate at which Government could borrow it,
after paying all the current exponses of production, including
the remuneration of all the officials employed nud allowance for
depreciation of capital. For-it is said-if the national exchequer
gains by the business, the extra price that provides the: gain is sub­
stantially a tax on these who purchase the commodity for the
benefit of the rest of t.he community: while if it. loses the com­
munity is taxed for the benefit of those pm-ticular purchasers.
There ought therefore to be neither gain 01' loss.

But (2) I should rather hold that Government avoids inter­
fering 'with distribution, if it sells the cormn.ulitv at the price
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at which it would be sold if provided by pri vate industry. This
price, however, may very possibly be higher than that at which
Government could supply it without gain or loss; since the
article may be ono 'which either would be less economi­
cally supplied 1111(1<:1' the conditions of free competition, on one
or other of the grounds explained in Chap. ii. of this hook, or
would he practically monopolised. III this case I should urge
that the advantage which the community gains through the
business being undertaken by Government is one to which the
particular purchasers of the article have no claim; and that
therefore if the price of the article is reduced, in the interest of
production, the reduction onght to be regarded as a special
benefit to them, for 'which allowance ought to be made in the
adjustment of the whole system of taxation I.

Sometimes, no cloubt, it may be the real interest of the
community, considered as an aggregahi of individuals, that such
a roduction should he rnadc ; and even that it should Lo carried
so far as to prevent tile monopoly Irom yielding ordinary interest
on the capital employed. Indeed if thi s capital were not bor­
rowed, and if we had not to consider the need of raising supplies
for other branches of governmental expenditure, there would
seem to be no reason why the condition of paying interest should
be regarded at all, any more than it would be regarded in a
community socialistically organized; it would be economically
advantageous to extend the supply of the commodity by cheapen­
ing its price so long as it more than repaid the total COSt of the
labour spent in furnishing it-c-iucluding the labour required for
keeping in repair and duly improving the instruments used ill
the business. But since actually any portion (If national income
sacrificed in this way,-lj'y a reduction of price below what
would have to be paid apart from gcwernmcntal interference­
must be made up by some other tax, it. will only be desirable to
make such a. reduction under special circumstances; as (e.g.)
when the increase of supply would be very considerable in pro­
portion to the diminution of net profit, or where such increase

I It must be admitted that the cr-iterion whioli I regard as the true one
cannot easily be made exact; since under ordinary circumstances "'0 can only
conjecture roughly the price at which any commodity would be supplied hy
private industry.
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is likely to be importantly beneficial to the community
generally.

§ ;'), 'Ye have just seen that the line between II earnings of
Govcnunont." awl fl taxes" is not altogether ea~y to draw, in the
particular cnsc of monopolized articles. ,Yo have now to observe
that the general distinction between these two terms is not
quite so dear as it appears at first sight. :0[0 onc, I suppose,
would apply the term Ii taxes" tu payments for gOOU8 or services
furuishod by Government which the payer is left perfectly free
to lake or to leave-except so far as the price of the service is
raised in the way just dircussed-c.; even where, if tho com­
modifies are purchased at all, they must he purchased from the
government, as in the case of payments for postal services. But,
if so, it seems doubtful whether a payment of this kind acquires
the chnraetcr of a. tax merely because it is made compulsory ;
[I;;, for instnucc, where landowners nrc compelled to take it share
in the cost of \\'01'k.'3 of drainage or inigotion carried on by
(Iovcnnncut. On the other hand some ccouourists hold that
all taxes-c-i.e. a.1I compulsory contributions of individuals to their
(Icvcmmcut-c-ought to be regardetl as payments for services
received; and that tho burden of taxation ought to be dis­
tributed on tho principle which is obviously equitable in the
case of such payrncnts : viz. that every individual should pay an
equivalent of the cost.' of the services rendered to hiLII. And I
quito admit that this is the most consistent ,yay of treating the
problem of taxation fl'0111 an individualistic point or view, so far
a.s the services rendered by (lovenuneut admit of being thus
individualised, TInt. when I try to apply this principle in the
case of the most important-c-and actually most costly-functions
of govcrnment, I find it to a groat extent impossible to deter­
mine with even approximate exactness the amount of services
rendered to any particular individual. The difiiculty is greatest
in the case of defence against foreign foes; since modern wars
arc undertaken not muiuly fur protection of life awl property of
individuals, but for the maintenance of national existence,
extension of empire, &e.; and it is impossible to npporbion the

1 It should he observed thnt where different kinds and qualities of sen'iccs
nrc performed by the same organisation, the share (,f e:}(\11 corresponding to any
particular services cuu often In only roughly estimated.
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ad vantages thus purchased among the individual members of the
community. So again, how aro we decide who profits by the
sumptuous expenditure of the monarch and the royal family in a.
monarchical country 1 It is plausible to maintain with Bagehot
that this "ceremoninl" pad of guvennncut is kept up to give a
"human interest" to tho dull business of governing, and thus win
the sympathies of comparatively uneducated persons for the ostab­
Iished political order, and call out their emotions of loyalty. On
this view the benefits of the expenditure accrue partly to these
uneducated persons themselves; partly to persons who ",Vould
otherwise have reason to fear their disaffection. On the other hand
there is something to be said for .Mr Sargant's view that it is the
people who go to COHrt that especially benefit by the expenditure
of the Court, and may therefore fairly bear a special tax in order
to defray it. And, on tho whole, without affirming that all
members of tho Hat-ion are equally concerned in maintaining
either its international position, or its monurclrical constitution,
T cannot hut regard as hopeless the utteinpt to apportion the
cost of either among different classes on what I may cull the
f fee-principle l_tl1i.tt is, the principle of payment in proportion
to services rendered. I hold, therefore) thai at any rate for the
taxation required to defray the expenses of the Court, the army
and lUn'y and diplomatic service, and the interest on national
debts incurred for warlike purposes, some other principle of
distribution must be sought.

It. may seem more plausible to apply the fee-principle to tho
support of the administration of justice 11n(1 tho police; since
both judges and policomeu are continually engaged in rendering
special services to certain individuals, On the other hand it
is contended, by Bentham and Xfill t, "fhat those who are
<I under the necessity of going to law are those who benefit least,
"not most, by the law and its cdministratiun :" and so far as
the necessity is in no ,vay brought on them by their own fault,
this EGCInS undeniable. It may be expedient, indeed, to check
litigation, that the cost of administering justice should fall
largely on individuals; as is actually the case so far as the ser­
vices of solicitors and barristers are paid by the litigants. But
it is at any rate desirable that as little as possible of this

1 Xlill, c. \-. § 3.
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expense should fall on innocent individuals-c-innoccnt, that is,
not only of violation of rights but oven of undue litigiousness.
It seems clear, therefore, that the support of the Judicature aud
police cannot, at least in the main, be defrayed by fees from tho
persons whom judges and policemen arc more obviously occupied
iu protecting, At the same time, 1. do not think that. the pr-incipl0
of apportioning the tax-payer's couuibution to the services which
he receives so completely inapplicable here, as it is in the
caw of taxes fur national defence : and we arc almost compelled
to 11<lYC recourse to it to a certain extent when we como to
deal with the question of determining the area. of incidence of
taxation.

The ordinary answer to the question. II who ought to pay
"taxe;;; to a. government Jl is Adam Smirh's.e-." the subjects of
"the Srnto " governed: but when the sa.me question is raised
in reference to a local tax, the ordinary answer is "the persolls
"residing or possessing property in the district ;" uud a COlIl­

parison of the two answers shews us the necessity of quulifying
the first. It seems clearly just that aliens residing or possessing
property in any country should pay something towards the
expenses of its government; and if so, unless aliens are to be
fined as such, it is clearly just, that they should pay propor­
tionally less to their own government; and the only satisfactory
way of determining the ratio in which their contribution ought
to be divided between tho two governments is by regarding it as
a price paid for services received. An Englishman residing in
France is much less concerned than a Freuclnnuu with French
expenditure Oil armnmcn ts ; but he hns as much interest as a.
Frenchman has in the expenditure for maintaining internal order
and promoting wellbeing in France; aud he is also benefited
by this latter outlay if without re....iding in France he merely
holds property there. It seems therefore just that at least n
rough division should be made of the taxes ordinarily paid by an
Englishman into three parts; one part to be paid by him to
the English government wherever he may reside or hold pro­
perty; another lo the government of the country in which he
resides ; while the third should be proportioned to tho proporty
that ho enjoys nnder the protection of his own, or any other,
statc.
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The same principle, again, may be applied-s-aud actually
has been applied to a considerable extent-in determining the
division between general and local taxation within any country.
Where expenditure defrayed by taxes benefits the inhabitants
in a certain locality almost exclusively, awl other persons only
so far [IS they resort La the pluce -c-thereby usually benefiting its
trndc-it seems in accordance with natural justice, individual­
istically interpreted, that the taxes should be correspondingly
localised; as, for instance, in the case of expenditure on streets,
and bridges so far as they" arc not maintained by tolls. Where
on the other hand a more considerable share of the utilities
produced tenus to be diffused through the community, though
residents in a certain locality benefit more than others, a di­
vision of the cost bet-ween local and general taxation is OIl

similar principles equitable : thus (e.g.] it is reasonable thnt the
pecuniary aid given by Government, to elementary education
should be furnished partly from national, partly from local, rc­
sources, so far as it is given on strictly iudivicluu.list.io principles
-c-tluu is with the view of benefiting persollB other than the
children educated. .A similar division of cost would seem to
he also equitable ill the case of Poor-relief; but here considera­
tions of justice appear to be overborne in England by the
special need and difficulty of maintaining a very strict economy
in poor-law administration.

To sum up: I do not think that any sharp line can be
drawn between taxes, ordinarily 130 called, and any compulsory
payments for services received from Government; and I accept
generally the principle of fixing the individual's contribution
to Goverurnent so as to be as nearly as may be equivalent to
the cost of the services performed by Government to him, so
far as such services can be properly rega.rded as rendered to
individuals. At the same time I think that this principle can
rarely be applied, except in a Tough and partial ,vay) to allY
payments that arc ordinarily called taxes; and that even where
it is most applicable, it must often be overborne by other con­
siderations-c-sometimes by the economic advantage of more
uniform rates of payment, sometimes by the desirability of
reducing tho burden laid on the pOOTer class of contributors.
Nor does it seem that there is necessarily any sacrifice of
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justice, even from an individualistic point of view, in throwing
a part of tho cost of services which men are compelled to
purchase on persons other than the recipient; since from this
point of view tho only admissible reason for compelling any
individual to purchase such services is that the interests of
others will be damaged if he is allowed to dispense with them ;
lienee it seems not unfair that these other." should bear a, part of
their cost. AmI, finally, there is a large part of governmental
expenditure-much the largest part in our European nations,
loaded with war-debts, and armed to the teeth-the utility of
which cannot be thus distributed among individuals. Let us
proceed then to consider the method by which Government
ought to raise the contributions required for such public ex­
penditure as cannot rcasouably or conveniently be provided
for by charging inclividuals in I roportion to services rcndcrcd ;
where there is no public income adequate to such needs derived
from land or other wealth owned by the community or from
the profits of goveruuiental business. It will be convenient to
call this the method of ' taxation' in the strictest sense.

§ 6. 1 ought, however, to promise that in the discussion
which follows I do not propose to deal with the problem of
constructing a system of taxation, as it. presents itself practically
to a statesman. It docs not seem to me that this problem can
be satisfactorily treated in a work on general economic theory;
especially because, as I shall shew, the cousiderntions that ought
to influence a statesman in choosing, rejecting or adjusting
particular taxes are very various and complicated ~ and though
we may usefully explain and classify them in a general thee­
retied discussion, '\"IC cannot. pretend to estimate precisely their
relative importance without careful ascertniument of the par­
tieular social and industrial conditions of the community to be
taxed. Indeed there are very important political reasons
for preferring some taxes to others, and for seeking to
realize certain ends in taxation generally, which lie beyond tbe
scope of n strictly economic discussion. Thus the third of
Adam SnliLh's Jruuous canons-c-that "tho tnx which each
"Individual i..; bound to pny" ought to be Ii clear and
"plain to the contributor" in respect of time, manner and
quantity-is a constitutional rather than an economic principle:
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its primary object being, as Adam Smith explains, to protect
ordinary citizens against illegitimate exactions and extortions on
the part of officials. So again, in a community. where represen­
tative institutions are fully del-eloped, there is-an important con­
stitutional ground for maintaining equal diffusion of the burden
of taxation; viz, that the citizens generally may he equally
interested in checking superfluous governmental expenditure,
which special classes of persolls are continually prompted by
strong selfish motives to extend. Indeed the force of this con­
sideration has led some thinkers to hold seriously that the
burden of taxation ought to be as much as possible felt by
those who bear it, in order that they may have the strongest
possible motives for minimizing it; and perhaps in a very
orderly and law-abiding and lightly-taxed community this
might he desirable: but in most actual societies the dangers
arising from (I ignorant impatience" of taxation are so much
graver than any which" ignorant patience." could cause, that it
should rather be a maxim of statesmanship to avoid if possible
auy species of tax that is particularly disliked by the persons on
whom it falls, even if the dislike seems groundless and fuuciful '.
Further, it hardly seems within my province to deal with the
very important political question, how far a statesman in con­
structing a scheme of taxation ought to take a cosmopolitan
point of view ; and Hot try to throw the burden of a tax
on foreigners, except so far as it is fair compensation for services
rendered to them, nor, in estimating injurious effects on pro­
duotion, consider dctriment to foreign industries as indifferent
-or even advantageous, if they rival industries of his own
COUUlry. In apreviou:-) chapter (eli. v.), however, we have had
occasion to examine the manner in which a (tribute' may, under
certain circumstances, be obtained from foreigners by means of
import duties; and I shall refer to the subject again in a sub­
sequent section: but for the most part I shall assume, for sim­
plicity, that the burden of a. tax is borne by the nation whose
government imposes it.

III considering more particularly the mode of imposition of

1 It should be noted tllat there nrc ulso strictly economic grounds for this
maxim, so far as dislike of a tax causes it to be ccaded, legitimately or other­
wise.

-;
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this bur.len, it will be desirable to keep in view our fundamental
distinction between effects on Production, or on the aggregate
wealth of the community, and effects on Distribution, or the
incidence of the burden of taxation; though, as we shall see, it
is impossible to separate the consideration of the one kind of
effects from that of the other. Under the former head, the
financier is chiefly concerned with effects which he would desire
to avoid as far as possible"; namely the different extra costs of
different taxcs-c--the burden they impose on the taxpayers, over
and above the net gain that they bring in to the treasury,
In estimating these we have to distinguish the strictly financial
cost-the expense of collect.ion-and what may be called
the extra-financial cost) i.e. chiefly the loss entailed on the
consumers by changes in products or modes of production
caused by taxes. The discussion of the former kind of cost,
and of the best methods of minimizing it, belongs to the
technical side of fiuauciul udmiuistration, and I shall not enter
upon it further than to notice one or two considerations, so
fundamentally important in constructing a system of taxation
that they can hardly be omitted: what I shall chiefly consider,
nnder the head of "effects on production" arc the-generally
detrimental-changes in the extra-governmental organisation
of industry which tho financial interference of government
entails.

It, is, however, with the problem of distribution that we nrc
primarily concerned, when treating of taxation in the most
general way. "'~lTects on production aro properly regarded in
relutiou to particular taxes taken by themselves; since a tax that,
from the point of view of production, is bad when contemplated
by itself, remains no less bad when contemplated as part of a
complex SYSt9Itl of taxation; it may be eligible as the least bud
among possible alternatives, hut its badness cannot bo neutralized
hy combining it with other taxes. But the case is otherwise with
effects on distribution; for when a tax is defective on account
of the unequal distribution of its burden, the defect can be at
least roughly compensated by the imposition uf some other tax:
with an opposite kind of inequality-awl, as we 311a11 sec, such

1 III SOJIle cases, however, we OUl.\" take into account the indirect gain that
results from the restriction of the consumption of harmful luxuries.

s. g. :JO
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rough compensation is all that the financier can practically aim
at. Hence, in considering taxation in the aggregate, the question
of distribution is the primary one.

§ 7. What then are we to lay down as the fuudamental
principle for the distribution of the burden of taxation in the
narrower sense-i-that is, of the burden that remains to he
allotted, when the principle of payment in proportion to services
received has been applied as far as is reasonable ? The ob­
viously equitable principle-assuming that the existing distri­
bution of wealth is accepted as just or not unjust-is that equal
sacrifices should be imposed on all; and this also obviously the
most economic adjustment of the burden, except so far as it is
thought desirable to make taxation a means of redressing the
inequalities of income that would exist apart from governmental
interference. The introduction, hov...ever, of this latter prin­
ciple to any mm-kcd extent involves the danger of diminishing
the inducements to accumulation of capital j or, more imme­
diately, of driving capital abroad, if the principle is applied
in one country only. And the danger is much greater here
than in the case of the partially distributional interferences
noticed at the close of the preceding chapter, because if the
principle is applied at all, any limit to its application seems
quite arbitrury ; if the burden of the rich is to be twice as great
as that of the poor, there seems no clear reason why-it should
not be throe times as great, and so on. Accordingly most
economists! hold that any such communistic tendency should be
rigidly excluded in the adjustment of taxation; and that what­
ever government may legitimately do to remedy the inequalities
of distribution resulting from natural liberty should be done
otherwise than by unequal imposition of financial burdens. And
this is, in the main, the conclusion which I am myself disposed
to adopt; but I must interpret or limit it hy one important
proviso ,....hich seems to me necessitated by the acceptance of the

I Including, I suppose, J. S. Mill-though I do not exactly see how to recon­
cile the following statements, which I find in separat-e paragraphs of hie
Book Y. chap. ii. S 2:

«Whatever sacrifices a. government requires should be made to bear as
'<nearly as possible with the same pressure upon all" ...

f< 'the true idea of distributive justice consists not in jmitating but in
,. redressing the inequalities and wrongf! of nature I' •••
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principle that the community ought, to protect its members from
starvation-a degree of communism which, as we have seen, is
legally established in England, and practically admitted, in one
form or another, by modern societies generally. It seems to me
to follow from this that, if possible, no one's income should
be reduced by taxation below what is required to furnish him
with the hare necessaries of life. For if Government is to risk
a serious instalment of the evils of communism in order to
secure all members of the community from starvation, it hardly
ought to aggravate its inroad on the motives that normally
prompt the poor to energetic industry, by tak£ng from those
who remain independent a part of what it would actually have
to give them if they sought its aid. And if on this ground
we exempt altogether from taxation incomes below a certain
low limit, it would be obviously unreasonable to exact a full
(luota of payment from those just above this minimum; for
this would lead to tho absurd result. that persons who could
only earn a. very little more than the minimum would lose the
iohole of such extra earnings. It seems therefore that we ought
to treat as taxable only that portion of any individual's income
which is not required to provide necessaries either for himself or
for those dependent on him j at least in a community where the
principle of the English poor-law is accepted. And even apart
from any question of poor-relief, I think that this principle of
adjustment w011Id tend to realize equality in the distribution of
the burden of taxation more nearly than the rule of proportioning
taxation to income; since deprivation of the necessaries of lifo is
an evil so indefinitely greater than cleprivation of luxuries that
the two may be fairly treated as incommcnsumble ; and we may
assume generally that if poor and rich alike are deprived of a
certain proportion of their resources available for luxurious ex­
penditure, the loss thus incurred of purchascable satisfaction will
be at least as great. to the poorest class that will be taxed at. all,
as it 'will be to any other class. The question, I think, is rather
whether even this principle is not oppressive to the poor; and
whether ill order to equalize the real burden of taxation we
ought not to lay a progressively iucreasiug tax 011 the luxurious
expenditure of the rich; and I must admit that, in lily opinion,
such a tax would he justifiable from the point of view of distri-

~G-2
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bution alone : but it is open to the practical objection that
the progression if once admitted ,....ould be very difficult to limit,
owing to the impossibility of establishing any definite quantita­
tive comparison between the pecuniary sacrifices of the rich and
those of the poor; and therefore there would be a serious danger
that the progression would be carried so far as to check accumu­
lation or drive capital from the country'. thus causing a loss to
production which would more than outweigh the gain in equali­
sation of sacrifice.

If, however, we allow strict equity in the distribution of
taxation to be overborne in favour of the rich by the advantage
of encouraging the accumulation of capital in the country, it
seems reasonable to aim at the same result more directly by a.
measure that will operate generally in favour of those who
derive their income mainly from labour: viz. by exempting
savings from taxation. .A certain minimum of savings, indeed,
-enough t,o prevent individuals from becoming a burden to
others in age or sickncss-c-should he included in the exemption
of necessaries argued in the preceding paragraph. Further than
this there would be no ground for carrying the exemption) if
what were saved were merely hoarded, in the form of coin
or durable consumer's wcalth ; since the portion of "wealth
that at any given time was so hoarded would at the time be
merely employed in gratifying the hoarders by giving them a
sense of pO\ver or security; and there would be no reason why
these personal gratifications should not bear along with others
the reduction required to supply the needs of government. But,
actually, since what is saved takes mainly the form of capital
that aids industry, tho savcr.c-ovhatevcr his motives may he­
docs in fact render an important service to production; and it
seems desirable that this should at least be as little as possible
discouraged by taxation.

But again; if we exempt savings OIl this ground, it seems
reasonable to extend the exemption to what is spent by a father
of a family on the education of his children, so far as it tends to
make them more efficient labourers. Aud there would seem to

1 The latter of these would be the immediate practical danger, as it is not
likely that such unequal taxation of the rich would be introduced in most
civilised couna ies simultaneously.
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be even stronger grounds for encouraging by a similar exemption
the devotion of funds by gift or hequest to public objects of real
utility, provided that adequate security is taken that they arc
efficiently mlministorcd ; especially if the objects are of a kino
to which public money might reasonably be allotted, if private
liberality were wanting. It may oven be plausibly urged, that
a considerable part of the non-necessary expenditure of the rich
is actually iucurred in maintaining and transmitting culture,
and that this also is a function of sufficient social importance
to be properly encouraged by exemption from taxation. This
consideration is, I think, not devoid of force, in spite of tho
groat difficulty of distinguishing expenditure of this kind from
that which ministers to mere personal enjoyment; and the ex­
pediency of providing for this ami the other exemptions before
mentioned seems to me a. strong reason for throwing a large
share of the burden of taxation on the consumers of commodities
that are neilher necessary nor promotive of culture; provided
that this can be done without material disadvantages of somo
other kind. Such taxes on commodities, however, tend to be
seriously unequal; especially since there are very strong technical
reasons for concentrating such taxation on a few articles largely
consumed, in order to minimize the cost-e-financial and extra­
finnncial-c-thnt it involves; and it is almost inevitable that the
expenditure on these particular articles should form a very
variable proportion of the total expenditure of different classes
of the community en things that are. neither neceesnries HOI'

promotive of culture. So far as the classes thus over-burdened can
be disLiuguished as those receiving incomes of certain amounts,
the inequality may be roughly compensated by an income-tax
on other classes-as it is in the Englisll budget-; but there are
still liable to remain great variations in the consumption of taxed
commodities among persons of similar incomes-c-owing to varia­
tions of taste, constitution, &c.-for which it is practically im­
possible to make compensation. TJIC adoption, therefore, of this
method of raising taxes must be admitted to he incompatible with
any very exact equalisation of the lmnleu of taxation. But in
fact any such exactness is rendered practically unattainable, 011

the generaJ principle above adopted, by the vagucucss of the
distinction between necessaries and luxuries, and tho great
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differences in thc needs of different persons and of the same
person at different times; and the method of taxing commodities
has the merit of avoiding the 'VOIst inequalities which taxation
proportioned to income would cause, in consequence of these
differences of need; since it enables those persons whose needs
arc 'greatest to diminish their share of taxation, hy abstinence
from customary luxuries.

Generally speaking, it is desirable to select for taxation
commodities of which the consumption is not likely to be re­
stricted to any great extent, through the desire to avoid payment
of the tax, as all such restriction increases the excess of the
loss to the public caused by tbe tax, over and above the gain
to the treasury; since the persons who are driven to consume
commodities which they do not like so well suffer a manifest loss
of utility. But there is one exceptional case, very important
in our own system of taxation, in which this principle does not
apply: viz. where the commodity taxed is largely consumed in
excess of what is salutary. So far as such excess is prevented
by the tax, the restriction of consumption is positively beue­
ficial to the commuuity ; and though legislative interference
with the sole object of limiting the consumption of dangerous
commodities is emphatically condemned by advocates of natural
liberty, they have not, for the most part) pushed their an­
tagonism so far as to maintain that the selection of taxes ought
not to be partly influenced by this consideration. On the other
hand, the burden of such taxes-c-as those on alcoholic liquors
and tobacco-is liable to fall with special inequality on different
members of the same class ; since not only do many persons shun
these dangerous commodities altogether, but. among those who
consume them the standard of strict moderation is vague and
variable, and there are many degrees of excess possible. It has
been plausibly suggested that the extra contribution levied from
the drunkard should be regarded as a fine t rather than a tax:
but if this be admitted, the difficulty of drawing a clear line
between moderate and immoderate drinking introduces a new
and peculiar uncertainty into the problem of determining the
actual distribution of taxation; especially since there arc many

I As suggested b:r ?Ill" Dudley Baxter, Taxation oj the Fllited Kingdom, ch.
xsi.
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other branches of luxurious consum.ption in which indulgence is
liable to pass tho limit of moderation, and in which excess is
unsalutnry, though not so palpably hurtful and dangerous to
society.

So 8. So far we have implicitly assumed that taxes on com­
modities can be RO imposed as to fall entirely on those who
consnmo them; and similarly that an income or property tax:
will be borne by the persons on whose income or property it is
laid. 'Ve have now to notice a uew element of imperfection
and uncertainty in the equalisation of taxation, due to the fact
that we can only partially succeed in making the burden either
of I direct J or {indirect J taxes fall where we desire; the burden
is liable to be transferred to other persons "when it is intended
to remain where it is first imposed; and, on tho other hand,
when it is intended to be transferred the process (If transference
is liable to be tardy aud incomplete 1. Indeed this process is
often so complicated and obscure that it is a problem of consider­
able i rrrricacy aTHI (lifficll1ty to ascertain where the burden of a
tax actually rests: and it is not even a simple matter
to state accurately the general principle for determining
the incidence of a tax, supposing all the facts wore known :
-c-us is evident 6'0111 the fact. that Mill has not been able
to arrive at a perfectly consistent view on the subject. Thus
he maintains (E. v. ell. iii. § :i) that a tux on profits, even
when through the stimulus it has given to invention it has
.: been realized without loss to anyone," must bo still" con­
n sidered as paid from profits, because die receivers of profits are
"those who would be benefited if it were taken off"-thus ap­
parently holding that the incidence of the benefit of remission
is a trustworthy criterion of the incidence of the burden of the
tax. But in ch. ii. § 6 he affirms that "there is not the
<I smallest pretence for looking on" the existing land-tax in
England" as a payment exacted from the existing race of laud­
"Iords:" though it must be evident that it is the existing race of'
landlords 'who would benefit by its remission. And in fact
his criterion is neither plain nor always trustworthy. III

I The common classification of tuxes ns Direct and Indirect appears to me

liable to mislead the student, hy ignOl'ing the complexity Hod difficulty of the
problem of dctcnniuing the Incidence of inxution ,
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some cases, as we shall see, the persons who would reap the
whole benefit of the remission of a tax have never suffered
from its imposition; while, more frequently, both benefit
and burden tend to be wholly or partially transferred after a
varying interval of time, so that the renl incidence of the tax
may be quite different at different periods from the date of
imposition or remission.

For this reason, we cannot, I think, say that it. is the extra
income that the man who p:::tys the tax would gain if it were
taken off which gives. the true measure of the burden it imposes
on him, but rather the extra income that he would now be
enjoying if it had never bocn laid on. Hut to get even an
approximate estimate of this hypothetically determined burden
may require a very careful consideration of complex conse­
quencm.; and the result must, often be at the best but partially
satisfactory. I "will iudicute by tukiug the most important cases
the kind of consideration that is nece~::;ury_

To begin with the simplest.

I. A special tax OIl a class of persons, distinguished by
characteristics either irremovable or of HO economic importance,
tends to be wholly borne by the persons who pa.y it. This would
be the case (e.g.) with a tax on Jews or Papists; for even if some
of the Jews left tbe country in consequence, or some of the
Papists became Protestants, the cxchnuge value of the services
of the remainder would not thereby be materially increased.

IT. Taxes of the above kind arc opposed to modern senti­
merits of equity. A nearly similar inevitability, however,
attaches to a general tax on incomes, simply proportioned to
their amounts, so long as it is not heavy enough to induce any
particular class of the rx;rsons on whom it is imposed to diminish
materially the relative supply of their labour; either voluntarily,
through emigration or abstinence from matrimony, or involun­
tarily ill consequence of the resources of' their families being
reduced below the minimum required to support life. But if any
considerable diminution in the relative numbers of any class
takes place throngh these causes; it will tend to raise the: market
value of their labour to some extent, and to that extent to
transfer the burden of the tax to other members of the com-
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muuity : but obviously v.... ith very different degrees of rapidity,
according as the effect is produced (1) by emigration, or (2) by
abstinence from matrimony or inability to rear children. Similar
consequences may of course follow from any taxation that falls
specially on the poorer classes of labourers; hence there is an
dement of truth in the old doctrine that: "taxes on wages
"teud to 1:111 011 profits"," if applied to the wages of unskilled
labour, supposed to he already at the minimum required to
"enable tho labourers, one with another, to 311 bsist and pcr­
'<petuate their race." And some effect of this kind might no
doubt he produced even by taxes proportional (as above proposed)
to non-necessary expenditure: hut, unless such taxes were
extremely heavy, it would generally be of so indefinite and
remote [~ kind as not to be practically worth estimating.

III. A tax unnnully levied on the owners of nny particular
kind of durable wealth, of which the suppl), is absolutely limited,
will remain onerous to the persuns on whom it was originally
imposed oren after they have sold the article taxed. For instance
if Raphael's pictures were thus taxed, the amount of the tax
capitalised would tend to he subtracted from their price, so that,
after a single transfer by sale, the tax would not be really
onerous to the pC'T'son who actually paid it. A similar effect
will be produced by a special? tax au land of fixed amount, not
increasing with its value or rent: so far as land IH1S changed
haurls bv sale since its imposition, the burden of the tax will be
110 longer borne by the actual lan.lowucr; and therefore even if
the tax was originally unjust, the actual landowner will in ::;U1::11

Case have 110 claim to its remission. Hence where such a tax is
of old date, so that a considerable amount of land has changed

I Though in fact the burden thus transferred would be divided among (1) tho
employers of the labour grown dearer, (2) the consumers of its ultimate products,
(:~) labourers ill ether grades, and (-1) owners of capital ill proportions which
will vm-y yery much according to circuruscances ; and which, I may add, would
be VCl')" difficult to ascertain with even npproxnuate accuracy in any concrete
case, O\\~l1g to the intermingled effects of other causes.

2 The cncct of a tax on laud which i~ merely aile form or a more general tax
on property or income will he quite difIl'l'ent, f;in('C in thi·; Inucr cnsc the selling
price of the laud will not tend to be lowered, as its purchaser will have to puy no
-uore ta-xes in consequence.
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hands by sale,-and all by illheritance\-since its original
imposition, it seems best not to rega"rd it as really a tax at all,
but as a share of the Tent of land reserved to the community;
just as if it had been a payment imposed when the land was
allowed to pass into private ownership.

IV. When, however, a special tax is imposed on land,
varying ill proportion to its value, the case is different, and
the incidence of the tax more complicated; and it may be
of some practical interest to examine it in detail, on account
of the special burdens laid On land and houses-which
m.ay be regarded as a particular form of utility added to
laud-e-in our system of local taxation. At any given time
there is a certain amount of outlay of various kinds for the
pUlllose of increasing the utility of land, which would, apart
from the tax, be romunorative ; but a portion of which will be
unprofitable, if the tax be imposed, unless the price of the
produce of land rises. Hence the imposition of tho tax will
tend to prevent this portion of the outlay from heiug made, and
so to restrict the supply of the consumable utilities that, would
have resulted from it, and consequently to raise their price
somcwbat : but the extent of such rise will vary indefinitely
according to the conditions of supply and law of demand for the
produce in question. If (e.g.) the producers are closely pressed
by foreign competition, the rise rnay be very slight; while, if
the produce cannot be imported and the demand is inelastic,
the price 1110.y ultimately be increased by nearly the wholo
amount of the tax. But to whatever extent the price' rises from
this cause", the burden of the tax will be ultimately transferred
to the consumer or purchaser of the utilities furnished by the
land; i.e. to the occupier (who may, of course, be actually the
owner) of land used for enjoyment (parks, gardens, &c.), or to
the purchaser of the produce of agricultural land.c--who, however,
if he be a purchaser not, for consumption but for :-;[1,10 OT pro­
duction, may, under certain conditions hand on the burden still
further, till it reaches "what we may call the ultimate consumer.

1 Cf. post. § 11 where the peculiar economic chnracterlstios of taxes on
inheritance arc pointed out.

Z Here again, it will generally be very difficult to nscertaiu in a concrete
case, how Iar ally rise in price has actually been due to this cause.
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The initial operation, however, of such a. tax may be some­
what further complicated by its effects on the business of
producing the increased utility of the land. To illustrate this
complication, we may take the specially important case of land
used for building. Suppose that a new tax proportional to
yalne-not balanced by corresponding taxes on other sources of
income-is laid Oll owners of land generally, including owners
of land with buildings on it; and suppose for simplicity that
the tax is annual and rent is competitively determined afresh
from year to year. Then, as the imposition of the tax cannot
a.t once affect tho supply of houses or the demand for them,
the whole tax will at first tend to be paid by the owner; so that
the building of houses will become less remunerative, and will
consequently be reduced in extent. The resulting limitation of
supply-as houses cannot profitably he imported-s-will tend to
raise their price awl rent sufficiently to make building re­
munerativo; that. is, if tho cost of building wore unaltered the
rent would tend to be increased by the amount of the proportion
of the tax that falls on the rent of the building as distinct
from the ground. But in fact, if the tax be a heavy one,
the rise will tend to be temporarily somewhat less than this;
since the cost of building will undergo some reduction in
consequence of the check given to the building industry by the
tax, which win tend to diminish for a time the returns to the
labour and capital employed in this industry'. Ultimately,
however, the whole portion of the tax that is paid for the value
of the house itself, will fall-in the case of private dwelling
houses'i-c-on the consumer or occupier. The portion, however,
that falls on the ground-rent will continue to be borne by the
owner of the ground (supposing, as above explained, that he has
not sold it) unless the tax has caused a rise in agricultural

1 If the tax were a yery heavy one, a sensible though fainter effect of the same
kind might also be produced on other industries auxiliary to the building trade:
1>0 that a small temporary wave of Ioes, diminishing in intensity as it extends,
would spread through the group of industries connected with building.

c So far as the Lax falls 011 hnildjnpa used as producers' capital, it will have
a certain tendency to he transferred through Industrial competition ~ but the
Incidcneo of OIG tnx supposed win be so general thnt the extent and manner of
its possible transfer is very difficult to detcrrnine-cespccinlly since producers who
use land will be more heavily taxed.
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produce and the laud is so situated that it could be as re­
muneratively employed for agricultural purposes as for building.
Nay further, if the tax be not uniform but higher in some
districts than in others, the vvhole excess-and not merely the
proportion of the excess that falls on the ground-rent,-will tend
to remaiu 011 the owner; at least so long as tho fall docs not
render the laud more profitable for other purposes than it- is
fur building.

So fur I have supposed tbe tax to be formally paid by the
ownor. If, however, it be laid in the first instance on the
occupier, the effect will be substantially the same as soon as the
Tent comes to be determined afresh, after the imposition of the
tax.

§ D. V. In short, a tax on land and buildings proportional
to their value has partly the effect of a tax on the product of
certain industries: partly, again, so far as the laud or buildings
taxed are / producers' wealth' it bas the effect of a tax on the
instruments of certain industries. To whatever extent it
operates in either way, it comes within the large class of what
we may call Taxes on Production; which occupies tho most
important place in modern systems of taxation. This class
includes, besides (1) the important taxes before referred to on
the manufacture and sale of material products, also (2) taxes
on conveyance, (:J) payments (fees, licenses, &c.), for leave to
practise certain trades and professions, and (4) a great part of
the taxes (by means of stamps) on the transfer of pruperty­
so far as these, falling with more weight on traders, may
be regarded as largely taxes on trade. Such taxes on special
lucrative callings are generally intended to fall, not on- the persons
who exercise them, but on the ultimate consumers of the
oommod itics that the former furnish, or assist in furnishing;
and it is obvious that industrial competition will tend to cause
this transfer of the burden, so far as it. tends to equalize romu­
ncrations. Still the transfer ought not to be assumed, in
estimating the incidence of taxes, without important qualifica­
tiona, "\Ve may indeed. take it as broadly true, in most cases,
that the burden of a long-eslablished tax on production does not,
rest on the class of persons who actually pay it i-though even
here it must be borne in mind that, owing to the limited know-
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ledge that producers have of each other's remunerations,
industrial competition, however open and active, cannot tend
to bring about any exact equalization of cnruings ; it call but
operate roughly to prevent large and palpable differences.
But it is only under special circumstances that a fle'w Lax 011

production can bo completely and at once transferred to the
consumer. For, firstly, whenever the rise in price required to
effect the transfer involves a material reduction in the sale of
the commodity taxed, some initial loss to producers must result;
which will be greater, ceteris paribus, in proportion to the
extent of the reduction. We have thus an additional reason for
selecting, in the imposition of fresh taxes, commodities for which
substitutes cannot easily be found and with which consumers
...vill not willingly dispense, in order that Ute incidental loss to
producers may be as small us possible. Agaiu, the extent of
loss to producers caused by a, reduction in the demand for their
commodities varies very much according to the degree of
mobility of their capital i-c-thus it is usually less for traders
than for manufacturers and agriculturists; which is a reason,
from a strictly national point of vievv, for taxing imports, ceteris
paribus, rather than the products of nati \'0 industry.

But again: the tendency of industrial competition to transfer
the burden of taxation from producers to consumers will not
operate where the former are enjoying extra profits to an amount
exceeding that of the tax; whether through monopoly, natural or
artificial, or through the possession of scarce natural resources or
social opportunities. Thus a. moderate tax on the produce of
famous vineyards would have no tendency to be transferred to
the consumer; the owners of the vineyards would still produce
as much as they call and get the market-price for it, as they do
now, so that the whole of the tax would be substantially paid
out of their incomes. Where, however, a inouopcly has been
constituted by means of a grant of special rights and privileges
gmnted by government, an exceptional paymf'nt by its owners
should not be regarded as, in substance, strictly a tax; it is
rather a share in the extra profits of the monopoly reserved to
the community.

It is to be noted further, that in the case of temporary
and partial monopolies, protected only by tho difficulties of
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profitable competition, it must often be very uncertain where
the burden of a tax on the monopolised production really rests,
after a certain interval from its original imposition. For the
tax operates as an additional obstacle to competition; and it
may possibly be decisive in preventing it-out this call hardly
ever he known for certai,;r. Thus if a tax be imposed on the
receipts of railways, where no other modo of conveyance
seriously competes with them, the burden will primarily fall
on the shoulders of the railway companies: for if it were profit­
able for them to raise their fares after the tax had been
imposed, it would have been equally profitable for them to do
this independently of the tax: the tax can give no additional
motive of self-interest to adopt such a measure, except so far
as it removes from them the fear of competition; and this last
operation must always be of a vcry vague and uncertain kind.

Finally we must observe that taxes on commodities ,... hen
laid in certain ways may actually benefit certain classes of the
producers or sellers of such commodities, by giving them advan­
tages ill the competition ,.... ith other producers. Thus a tax OIl

the materials of production or on products in an early stage of
manufacture, or on articles of trade some time before they are
sold, has a certain tendency to increase the advantage of large
capitalists, as it causes more capital to be required for a given
amount of business. Hence it is quite possible that the con­
sumer may even lose by such a tax, through a rise in price,
considerably more than is gained by the cxchoquor ; the em­
ployer being able to exact wages of management, as well as
interest} for the extra. capital employed. Licenses again, if the
charge for them is fixed independently of the amount of
business, are similarly advantageous to large employers.

§ 10. We have already had occasion to notice that, in a
complete estimate of the incidence of a tax, we ought strictly
to take into account not merely the burden laid on producers
or consumers of the article taxed, but also the loss to the com­
munity through the non-production and non-consumption of
the greater quantity and better quality of commodities which
would have heen produced if the k1.X had not been imposed.
That is, we have to take into account those effects on produc­
tion which we began by distinguishing from effects (merely) on
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distribution; so far as the former being unequally distributed,
really affect distribution as well. I shull now proceed to
indicate briefly the chief cases of the productional effects.

Let us take first tho case of taxes on the manufacture
awl sale of commodities. Such taxes cause an economic loss,
uncompeusated by any gain to the treasury, so far as they
admit of being evaded by the adoption of a less economical
mode of producing the commodity : or, again,-where this is
prevented-so far as the processes of production are impaired or
hampered, or improvements in t.hem precluded, by the necessity
of conforming to rules imposed to guard against evasion or
otherwise for the convenience of the tax-gatherer. For instance,
the production of oil in Asia )1inor is said to be seriously
deteriorated by the fact that the olives after han-est have to be
kept untouched until the tax-collector has found time to come
and ascertain their amount.

Again, we have already observed that production is affected,
so far as the demand for the taxed product. is decreased
by its rise in price; anel that this effect will be greater ceteris
paribus in proportion to t.he facility of finding substitutes for
the taxed product, and thus satisfying the same wants by
different means. So far as the production of such substitutes
is made to replace the production of the taxed commodity, the
consumer suffers an uncompensated loss similar to that caused
by the adoption of inferior methods of producing the same
commodity.

We may however notice that this loss will 1)0 proportionally
less, if the commodity belongs to the olnss of which the normal
expense of production increases with the total amount produced.
For in this case both the diminution of production and the
consequent loss of satisfaction to the consnmer is lessened by the
decrease in the proportional expense of producing the reduced
amount,

So far as taxation of this kind reduces the normal use of
materials or instruments of production, or of articles whoso
consumption conduces to the efficiency of productive labourers,
and for which only imperfect substitutes can be found elsewhere,
a loss results to production which may go on propagnting itself
at compound interest.
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On the other hand, there are certain taxes that, in various
ways, have a beneficial effect on the aggregate wealth of the
country. Thus, as we before noticed, taxes that reduce the
consumption of commodities liable to be abused, such as
alcoholic stimulants, may indirectly increase production by
diminishing the loss of efficiency caused by such production.
And of course, S0 far as consumers are thus prevented from
injuring themselves, their total satisfaction is increased by what
is primarily a privation.

,Vc may notioe again the special advantage that results from
taxing things that are partly esteemed as signs of wealth, awl
therefore of social status : since a tax imposed on such articles
pro tanto increases their utility in proportion as it increases
their exchange value; so that the consumers do not loso what
the Government gains.

And, finally, it must be admitted that the imposition of
import duties is, under certaiu circumstances, a method at least
temporarily effective of increasing a nation's income at tile
expense of foreigncrs-i-though on various grounds a dangerous
method: and the same is true of export duties, whenever a
country has a monopoly of any product keenly demanded.

The effects resulting from the other kinds of taxes on lucrative
occupations are for the most pad similar to these. Taxes on con­
veyance, so far as they hinder the transfer of commodities, tend
to prevent such improvements in production as result from the
specialization of the labour of different places; and similarly, so
far as they hinder the transfer of labour, they tend to prevent
its most efficient employment. So again, the stamp duties on
bills of exchange, receipts, drafts, &c") have a tendency to hamper
the development of trade; though tlris effect seems inconsider­
able, so long as such duties are trifling in proportion to the
amount of the transactions on which they are imposed.

\Ve have now to notice that important effects on production
are caused by other taxes besides those that fall primarily on
producers. In the first place, it is clear that direct taxes on
expenditure, such as the taxes 011 carriages, horses, plate, so far
as they reduce the consumption of these commodities, affect
their production ultimntcly-c though not altogether at the first
imposition-to the same extent as corresponding taxes OIl the
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production of these artioles '. These effects-generally disad­
vautagecus-s-are avoided by a direct tax on incomes", but even
an income-tax-aswcll as any other that diminishes the available
resources of individuals-is liable to affect production generally,
so far as it reduces the amount saved and converted into capital.
And this effect cannot bc altogether prevented by proportioning
taxation (as before proposed) not to income as. a whole, but to
income with savings subtracted; since the encouragement thus
given to save may be practically much less important than the
diminution in the power to save which the tax inevitably causes.
On the other hand, when the proceeds of a tax taken mainly
from what would have been luxuriously consumed by individuals
are productively employed by Government, it may be regarded
as a mode of compulsory saving, by which the capital of the
('ormnunify-though not of indi viduals-s-may be materially in­
creased.

It may he observed further that, so far as saving is an affair
of habit, a tax may actually cause a diminution in it not due to
its amount, but to the nature and circumstances of its incidence.
Thus it has been plausibly maintained that the taxes Oil in­
heritance of property have a special tendency to produce this
effect; because the person inheriting ordinarily considers the
additional wealth thus acquired as an increase of capital, and
does not spend any portion of it, but only increases his expendi­
hue by the annual interest on it.

§ 11. This leach 11S to the more general question of the
incidence of taxes on the acquisition of property by bequest or
intestate inheritance; which r have reserved for separate con­
sideration, because of the important peculiarities that they
present, when we are considering the theoretical construction of
a system of taxation. According to the criterion above laid

1 Hence a certain share of the burden of these tasec, at least. when newly
imposed, will under most circumstances be borne by persons engaged in the
production of the commodities taxed: no less than in the case of the' indirect '
taxes, discussed in the preceding section.

~ 'l'he peculiar drawbacks of an income-tax, arising from the difficulty of
obtaining an accurate estimate of the Incomes of iud ividunls., belong to a more
tcchuionl di-cussi.m of the problem of taxation than I have hf'fP. nftmnpted.

:37
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down, it is plain that the pecuniary loss caused by any such
tax falls on the persoll who inherits, since he would have
been richer by the exact amount, of the tax) if that had not
been imposed; except so far as it is probable that the person
from whom he inhorits, being aware of the tax, may have left
him a larger property in consequence-a probability which, I
imagine, is not practically important in the case of most of the
property obtained by inheritance.

:Neycrthcless, the considerations that ordinarily would lead
us to limit carefully the burden of taxation falling on any
individual or class do not, I conceive, apply in the case of
persons taxed as inheritors. For Government, by taking a
portion of what would otherwise have come to a man by in­
heritance, in no way diminishes the motives that prompt him
to produce find accumulate woalth-if anything, it. tends to
increase these motives; nor does it necessarily Cause even any
diso.ppoinnnent of expectations, except when tho tax is first
imposed. On the other hand we ought undoubtedly to take
iuto account the diminution in inducements to industry and
care which a heavy tax on inheritances may cause, in the view
of pCrS01l8 who look forward to leaving them. The Lad effect
of such taxes, 11I)I\,evo\" in this way is not likely to be at all
equal in proportion to tile similar effect that would be pro­
duced by extra taxes on income; in fact the limits of taxation
on inheritances will be practicnlly determined fur the financier
rather by the dnuger of evasion tllr\Jllgh donationes inter vivos,
t hau by the d:,ulf;'C'l' of che(:king industry and thrift: aud either
daugor will generally be much less where there are no children
or other direct descendants to inher-it. Hence it seems ex­
pedient, in the case of these taxes, to give up the ordinary aim
at equality of incidence so far as to place a. much heavier tax
on wealth inherited Ly pcrsons not in d1C direct line of descent
from the previous owners. But if this course be adopted, it
becomes theoretically almost impossible to include these taxes
in an adjustment of general taxation on the principles of dis­
tribution before proposed: and it seems to me not only con­
venient but equitable to treat these taxes as 3. special burden
on the class of persons owuiug capital in considerable amounts-
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inheritances below a certain value being exempted.'. For, as
was before said, the propcrtionment of taxation to non-necessary
expenditure scours certainly to make the burden of sacrifice
imposed on the puor heavier than that of the rich, though the
excess docs not, admit of being definitely estiuiatcd ; and it
seems equitable to balance this excess roughly by the special
burden that taxes on inheritance will lay on the rich.

Bequests to public objects of manifest utility should, I con­
ceive, be exempted altogether from taxation proper-as distinct
from payments for services recei ved-c-since auy diminution of
these bequests that might be caused by the taxation would, by
supposition, be a clear loss to the community. But in propor­
tion as the real utility of such bequests becomes doubtful, the
advantage of exempting them from taxation becomes also
questionable.

1 This exemption is expedient on other grounds besides that which I prooeot
to urge; viz. ill order to encourage thrift among the poor, and on account of
the greater proportional cost of collecting the tax on small inheritances.



CHAPTER IX.

POLITICAL ECOXO~IY AXD PUIYATE ~IOnALITY.

§ 1. We had occasion to notice in the last chapter hut one,
that in considering some important departments of governmental
interference it is practically nceessary to take account of the
unconstrained action of private persons lor public objects. 'Ve
cannot determine what Government ought to do without con­
sidering what private persons rnay he expected to do; and what
they may be expected to do will, to some extent at least,
depend on what it is thought to be their duty to do. And,
more generally, it was before observed that in the performance
even of the ordinary industrial functions with which economic
science is primarily concerned men are not merely influenced
by the motive of self-interest, as economists have assumed, but
also extensively by moral considerations. Hence it would seem
that an Art of Political Economy is incomplete without some
consideration of the principles that ought to govern private
conduct in economic matters. But for a complete treatment of,
this subject, it would seem needful to begin by establishing
systematically certain principles of morality, and then consider­
ing the relation of these to the principles of Political Economy
as expounded in the present treatise-a procedure which would
inevitably introduce the fundamental and unsettled controversies
of ethics to au extent that would be hardly suitable in the
concluding chapter of a work on Political Economy. I therefore
propose in this concluding chapter to confine myself to a hrief
reflective survey of the manner in which the morality of common



CHAP. IX.] POLITICAL I;['OXOJI r; ,C'.'. 5S1

sense has actually been modified by economic considerations, only
trying here and there to introduce somewhat more clearness and
precision than appears to be found in ordinary thought.

It is generally recognised that the current economic doc­
trines, and the prevalent habits of thought connected with
them, have had an important effect in modifying that part of
current, morality which is concerned with the getting and dis­
posing of wealth-otherwise than by merely enlightening and
rationalizing the pursuit of private pecuniary interest; which,
indeed) English Political Economy has for the most part rather
assumed to be enlightened than sought to improve by in­
struction. The department of duty in which this influence has
been chiefly noticed is that of liberality or charity. By many
person:') "hardhearted Political Economy" has been vaguely
believed to dry up the sources of almsgiving; and it is UIl­

doubtodly true that almsgiviug under certain conditions is
shewn to be opposed to the true interests of the community by
economic arguments fundamentally similar to a portion of those
on which the inexpediency of legally enforced communism is
usually rested. It is less commonly obscrvcd-c-though it is,I think,
no less true-that economic considerations have had an important
share in defining the current conceptions of the more stringent
duties of Justice and Equity: and it will be in accordance with
the received order of ethical discussion tu L~'gill by considering
these.

To begin with an uncontroversial definicion of .Iusticc-c-we
may perhaps say that "just" claims to wealth or services are
claims precise in their nat.urc, for the non-fulfilment of which a
man is. liable to strong censure, if not to legnl interference; in­
deed we should agree that such claims ought, to be capable of
legal enforcement, if the benefits of this were not in some cases
outweighed by the incidental difficulties and drawbacks of
judicial investigation and governmental coercion-as is (e.g.)
largely the case with the mutual claims of members of a family.
The line between Justice and Equity is not sharply drawn ill
ordinary thought; but so far as we distinguish From strictly just
claims those th::lt we should rather call" fair" or "equitable,"
the latter would seem to be less definite and more freqncntly
beyond the sphere of lcgn.l intervention. but yet claims for the
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fulfilment of which gratitude is not to be expected, while their
non-fulfilment is blamed.

Both kinds of claims without distinction may be conveniently
classified according to their sources as follows: besides (1) claims
determined by 1:1\v independently of contract, with which we
need not here concern ourselves, the most important class is (2)
that of claims arising out of contract, express or tacit-the
notion of H tacit contract" being extended to cover all norma]
expectations which a man knows (or ought to know) will be
produced by his conduct in the minds of others. Such expecta­
tions are of course largely determined by custom: while in (3) a
certain class of cases custom practically restricts freedom of
contract-as in the case of fees to a physician. Further, there
are (4) claims arising out of previous services rendered under
circumstances under which contract would have been impossible
or inexpedient: such as the claims of parents on children: [In(1
(5) claims to reparation for harm inflicted; along with which
we may class claims to the prevention of harm, where A has
done an act which 'Would injure B if no provision were made
against. its harmful conseqnences. Under this last head would.
COU10 the claims of children on parents for sustenance and
nurture during infancy.

The influence of Political Economy is, I conceive, chiefly
noticeable as regards the second and third of these classes. In
the first place the' orthodox' ideal of free exchange is neces­
sarily antagonistic to the swa.y of custom a" such-except so far
as a cnstomury determination of the price of services, modifiable
from time to time by changes in supply and demand, is eco­
nomically advantageous by saving time and trouble. But, as I
have already observed, in a modern industrial community
custom can hardly be regarded as an effective economic force,
except, so far as it blends with tacit. combination-or, I should
perhaps say, tends to turn into combination when resisted.
If A pays B for certain services a, customary price which he
believes to be above the competition price, it is generally under
the condition of both being aware that the majority of B'a fellow­
labourers would if necessary combine with him in refusing to
:l.cccpt, a lower price. How far Political Economy, considered
as an Art or a doctrine of what ougllt to be, approves of Com-
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binations to raise prices, when prompted by self-interest, I
will presently consider: meanwhile there seems no doubt that
the influence of economic discussion has tended to invalidate all
quasi-moral obligations founded on customs pure and simple,
substituting for customary terms of exchange conditions deter­
mined by definite agreements freely entered into.

The duty of observing such engagements was so clearly
recognised in pre-economic morality that it can hardly be said
to have been made any clearer through the teachings of ooouo­
mists, though no doubt these have dwelt with strong emphasis
on the fundamental importance of this department of morality
in a modern industrial community. It is rather in the de­
termination of certain doubtful points that arise when we try to
define exactly the conditions nuder which an agreement is to
be regarded as really embodying the. free choice of bot.h con­
trading parties, that tho influence of political economy appears
to he traceable, It is admitted that, generally speaking, any
j really free' exchange of commodities which the exchangers
have a right to dispose of is legitimate and should be held valid,
and that r real freedom' excludes (I) fraud and (2) undue
influence: but how are we to define these latter terms? Is A
justified in taking any advantage that the law a11O'\\'s him
(1) of the ignorance and (2) of the distress of B-supposing
that A is not himself the cause either of the ignorance or of the
distress? If nut, Lo what extent is he justified in so doing?
In the answers that thoughtful persons would give to these
questions we n1ay, I think, trace the influence of economic
considerations, limiting the play of the natural or moral
sentiments of sincerity awl sympathy.

To begin with the case of ignorance: we should not blame
A for having, in a negotiation with a stra.ngor' B, taken ad­
vantage of B's ignorance of facts known to himself provided
that i1.',-; superior knowledge had been obtained by a legitimate
usc of diligence and foresight, which B might have used with
equal success. We should praise A for magnanimity if he for­
bore such udvuutage : but we should not blame him for taking
it, even if the bargain that B was thus led to make were posi-

1 I suy "l\ stranger," because even a "light degree of friendship between the
parties would Tender such 11 bargain a betrayal of implied confidence.



584 POLITICAL ECOXOJI Y [BOOK III.

tively injurious to the latter, supposing that the injury would
otherwise have fallen on A, so that there is only a transfer and
not an increase of damage. For instance, we should not blame
a man for selling in open market the shares of a bank that he
believed was going to break, if his belief was founded, not on
information privately obtained from one of the partners, hut all

his own observations of the Lank's public acts or on the judg­
mont of other experienced outsiders. Again if a man has
discovered by a legitimate use of geological knowledge and skill,
that there is probably a valuable mine on a piece of land owned
by a stranger, reasonable persons would not blame him for
keeping the discovery secret until he had bought tbe land at
its market value. And what prevents us from censuring in this
and similar cases is, I conceive, a moro Of less conscious
apprehension of the indefinite loss to the wealth of the com­
munity that is likely to result from any effective social restric­
tions on the frec pursuit and exercise of knowledge of this kind.
Such use of special and concealed knowledge is only censured by
thoughtful men, eit.her (1) when it is for some particular reason
against the public interest-e-ns (e.g.) if members of a cabinet
were to turn their foresight of political events to account on the
Stock Exchange-; or (2} when the porson using it has obtained
it in some way having a taint of illegitimacy-as by betrayal
of confidence, intrusion into privacy, &c.-; or (3) when the
person of whom advantage is taken is thought to have some
claim on the other beyond that of an ordinary stranger.

§ 2. Let us HOW consider the question that arises when we
try to define the moral coercion or undue pres8ure that reuders
a contract unfair: viz. How far A may legitimately take advan­
tage of the urgent need of B to raise the price of a commodity
sold to the latter, supposing that he is in no ,vay responsible for
this urgent need? The question is one, I think, of considerable
practical perplexity to ordinary minds; and it requires some
care in distinction and analysis of cases to give even a tolerably
satisfactory answer to it. In the first place, where B is under
the pressure of exceptional and sudden emergency, in which A
has a special opportunity of rendering assistance, while the need
is so urgent that there is no room for competition to operate, it
seems certain that A would be generally blamed for exacting
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for his service the full price which it is B's interest to pay: and
this would not only be true in cases of danger to l ife or health,
where humanity seems more obviously to dictate unbargained
assistance, hut even where it is a mere question of saving pro­
pert.y. For instance we should consider it extortionate in a
boatman, who happened to be the only man able to save valu­
able works of art from beiug lost in a. river, to demund for his
services a reward manifestly beyond their normal price: that is,
beyond the price which, under ordinary circumstances, competi­
tion would determine at that time and place. Still, it is by no
means clear that such extortion is "contrary to the principles
"of Political Economy" as ordinarily understood. Economists
assume in their scientific discussious-s-frcquently with more
or less implied approval of the conduct assumed-that every
enlightened person will try to sell his commodity in the dearest
market: and the dearest market is, ceteris par£lms, wherever
the need for snch commodity is greatest. If therefore, tbe
need of a single individual is specially great, why should not
the price demanded from him rise proportionally ? It ap­
pears to me that it is just at this point that there is a
palpable divergence between the mere abstract exposition of
the results of natural liberty which deductive economic science
professes to give, and the general justification of natural liberty
which Political Economy is traditionally held to include, awl
upon which its practical influence lnrgoly depends. Enlightened
self-interest, under the circumstances supposed, will prompt
a man to ask as much us he can get: but ill the argument that
shews the play of self-interests to lead to just and expedient
results it is assumed that open competition will prevent any
individual from raising his price materially above what is re­
quircd for a due reduction of the demand. The price as thus
determined competitively ill an ideal market presents itself as
the fah' or morally right price, because it is obviously a.n

economic gain that the supply of any commodity should be
transferred to the persons who value it most and prim(L facie
just that all suppliers of similar commodities should be paid
the same. In exacting as much as this, the self-interest of the
seller seems to be working as it llCCCf.Sary factor in the realisu­
tion of the economic bunnony of society; hut any further exac-
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tion which an accidental absence of competition may render
possible shows egoism anarchical and discordant, and therefore
no longer under the regis of economic morality.

The conclusion, then> would seem to be that while it IS ex­
tortionate in an individual t.o take advantage of the exceptional
need of any other individual to drive a bargain with him on
harder terms than he could obtain if competition were effectively
open, it is not generally unfair for a class of persons to gain com­
petitively by tho unfavourable economic situation of any class
with which they deal-at least when this situation is not due to
sudden calamity incapable of being foreseen, but to the gradual
action of general causes, for the existence of which the persons
who gain are not specially responsible. If such causes diminish
seriously the social value of the services of any class, some
clmnge in their industrial position is nndonbtcdly required ill
the interests of the counnuuity ; hut the corresponding diminu­
tion of their remuneration is a natural method of bringing
about this change-a method which, though painful, is so
manifestly efficacious that morality hesitates to interfere with
it. by censuring the persons whose self-interest prompts its
application. I say" hesitates':' because in extreme cases, as
"where labour is remunerated nt a rate insufficient. to support
life, strong censure is undoubtedly passed by tho unreflective
moral sentiment of the community; and such censure may
perhaps be justified on reflection, if it, is applied with due
discriuriuutiou and sufficient extension of range. 11' we condemn
"sweaters.' slop-shop dealers, and other small traders who grim1
the faces of the poor by taking full advantage of competition,
it should be rather for want of benevolence than for want of
justice; and the condemnation should be extended vaguely to
all persons of wealth and leisure "who are aware of this disease
of the social organism and are making no efforts to remove it.
Or, at any rate, if we cannot but hold the employer who gives
the insufficient wages as more blameworthy than any rich mall
who, removed from the struggles of business, lives delicately
and decorously on the interest of his capital, it is not because
the former call be strictly said to owe the labourer more; but
because having special opportunities for relieving his distress,
he does not seize them.
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§3. There is another question remaining. If, 011 the grounds
above explained, the fair price of a. commodity is the price that
an ideal competition would determine, it seems to follow that a
monopolist who raises his prices by an artificial restriction of his
commodity-c-nut merely availing himself of the ad vantages of
natural scarcity-is to he disapproved as deliberately sacrificing
common to private interest. And I think some degree of dis­
approval is generally felt for this procedure; except so far as
the total reward thus obtained by the monopolist is thought to
be possibly not more than a normal remuneration for the total
labour and outlay that he has been required to give in order to
bring his commodity to market-s-as may easily be the case with
monopolies secured by patents or copyrights. I am not sure,
however, that the teaching of 'orthodox' Political Economy
hns actually tended to support this disapproval : because it has
often produced a blind confidence in the economic liurrnony
resulting from natural liberty, 'which has obscured men's per­
ception of the opposition between the pecuniary interests of
n. monopolist-even when the monopoly is natural-and those
of the community. This opposition, I think, has been more
clearly seen in cases where the monopoly results from combinn­
tion: the raising of prices by Ie rings" is held to be 'sharp
I practice' by many traders and by the general sense of non­
traders. In recent times, indeed, a disposition has prevailed
among philanthropic persons to exempt from this disapproval
combinations of workmen to raise wages, even when these hnvo
been seen to involve some restriction in the supply of the
commodity furnished by the combining workrncn ; but thoro arc
various special reasons for this exception. 1. So far as such
combinations have aimed at resisting a fall in 'wages rather than
obtaining a rise, the result sought-though no less divergent
from the normal effect of competition-has not offended the
moral sense of the community; partly from a general sympathy
with the distress caused by loss of income, and a sense of the
»dcantage of protecting the incomes of labourers from the
fluctuations that the changes of modern industry uaturally bring
with them ; partly too; perhaps, because the old pro-economic
identification of j customary price' <lIHI 'fair price' has not
altogether lost its influence even with the disciples of economists.
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2. Even when combinations of employed labourers have aimed
at. raising wages, the effort lras usually been made when their
employers have been believed to be making profits above the
average; and a vague notion of implied partnership among
producers lends to this attempt a certain air of resistance to
unfair division of gains among partners. :3. The difficulty of
preventing combinations of employers-especially tacit corn­
binations-c-and the fact that large employers have frequently
a partial monopoly from the veTy magnitude of their business
confers on the counter combinations of the employed, to an
indefinite extent, the character of legitimate self-defence.
4. Even independently of combination on the part of em­
ployers, their services tend to be purchased by society at high
scarcity values, owing to circumstances before explained; and
it seems not illegitimate that other perSOllS dealing 'with them
should make a systematic attempt to get some share of these
larger gains, if this can he done in the mere exercise of freedom
of contract'.

\·'7'"e have seen in an earlier chapter that there arc various
other ,,,ays, not strictly involving violations of law or contract,
in which individuals or combinations may promote their
interests at the expense of the community. Thus they may
raise or maintain the price of their services by increasing the
need that others have of them-as when solicitors encourage
litigation-s-or by resisting the introduction of more economical
methods of satisfying this need-c-as when artisans combine
against machinery; or agflin, within 11 margin allowed by the
inevitable vagueness of their contract, they may reduce the
quantity or quality of the services that they have engaged to
render"; or they may make what seems, rather than what IS,

I Cf. allte, Bk. II. c. IX. § 6, and DIe. JII. C. '\"1. § 6.
2 It is sometimes said that· every workman should always do his best work:'

but the principle seems ambiguous and misleading, since in fact one not un­
common mode of enlarging uueconomically the field of employment for certain
kinds of labour, is to make products more finished and elaborate than is required
fur the purpose for which they arc to be used, and to charge accordingly. The
right principle seerus to he that every workman should do for the purchaser of
his labour the kind and amount of work which seems best adapted to the pur·
chaser's ends, provided the latter is willing to ptly t.he price which the requisite
labour would fetch if otherwise applied.
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useful, and endeavour to succeed by obtrusive advertisement
rather than superior workmanship. The vague condemnation
passed by the moral sense of the community on these and
similar anti-social practices tends to be sharpened by a keen
apprehension of their economic conscqllcncC'~: though It would
f'eern to huve been rather blunted than otherwise by the influ­
euce of the writings of the laissez fa-ire school, owiug to their
too optimistic reliance on the ultimate tendency of mere self­
interest to eliminate the evils condemned, It mny indeed be
truly ::;<11d that such practices are oflen, in the long run, contrary
to the interests of the persons who have recourse to them; but
in other cases, especially when rendered respectable by custom,
it seems impossible to pr0vc that they are not really the
readiest way to private gain; and certainly they are often
judged to be so by the majority of 1'er:,ons most keenly con­
cerued in estimating their utility for this end.

§ 4. A consideration of facts like these leads us naturally to
the widest and deepest question that the subject of the present
chapter suggests; whether, namely, the whole individualistic
organization of industry, whatever its material advantages may
he, is not open to condemnation as radically demoralizing.
Not a few enthusiastic persons have been led to this conclusion,
partly from a conviction of the difficulty of demonstrating the
general harmony of private anti common interest-even if we
snrrose a perfectly administered system of individualistic jnsticc;
-partly from au aversion to tho anti-social temper and altitude
of mind. produced by the continual struggle of competition,
even where lt is ndmittcilly advantageous to production. Such
moral aversion is certainly an important, tbongh not the most
powerful, element in tho impulses tl.at lead thoughtful persons
to embrace some form of socialism, And many who are not
socialists, regarding the stimulus and direction of energy given
by the existing individualistic system as quite indispensable to
human society as at present consti tuted, yet feel the moral need
of some means of developing in the members of a modern
industrial community a. fuller ooner-iousnesa of their industrial
work as a social function, only rightly performed when done
with a cordial regard to the welfare of the whole socicty,-or
at least. of that part of It to which tho work is immc.liatelv
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useful. From this point of view great interest attaches to the
development of what is called, in a. special sense, ' co-operation,'
by which the conflict of interests-either (as in retail trade)
between producers and consumers, or (as in the' co-operative
'workshop,' or by means of "Iuclustrial Ptubnership ') between
different seta of workers engaged in the same productive
iudustry.c.-Jias been rnoro or less subordiuuted to the conscious­
ness of associative effort for a common good. Any experiment
of this kind that is economically successful is to be welcomed
as a means of education in public spirit, no less than for its
more material advantages.

Meanwhile it is always open to any individual who dislikes
the selfish habits of feeling and action naturally engendered by
the individualistic organisation of society, to counteract them
in his private sphere by practising and commending a voluntary
redistribution of wealth for the benefit of others. This leads me
to the consideration of the influence exercised by Political
Economy on the moral sentiments and judgments of instructed
persons in respect of this redistribution,

§ 5. Ever since Christianity has been the established religion
of Europe, thoughtful and conscientious rich perSOllS have found
a serious difficulty in providing themselves with perfectly satis­
factory arguments in support of the customs of luxurious private
expenditure to which they Itave commonly conformed, ill view
of the obvious happiness that might be produced by devoting their
suporfinous wealth in some wny to increase the scanty incomes
of the poor; and it is a matter of some interest. to consider how
far modern Political Economy has dirniuished or increased this
difficulty. I conceive that it has operated to a considerable extent
in both direotions ; so that its resultant effcct is rather hard to
ascertain. On the one hand, it has exploded the comfortable
belief that the luxurious expenditure of the rich is on the whole
the source of wages to the poor-it has pointed out that though
labour is no doubt employed in making the luxuries, but if the
money spent in them were given to the poor, labour would he
no less employed in making the additional comforts of the
latter; they would get, speaking broadly, the same wages and
the gifts as well. Again, apart from any particular doctrines,
the general habit of contemplating society in its economic aspect
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tends to impress powerfully 011 the mind the great waste of the
tuarcrinl means of happiness that is involved in the customary
expenditure even of the most respectable and moral persons
of wealth. On the other hnud. though Political Economy has
hardly had ,wythillg positively new to teach to experienced
persons with regard to die dangers of a1m::;giyiug, it has cer­
tainly tended to make the common view of those dangers more
clear, definite and systematic. It has impressed forcibly 011

ius.tructcd minds the general rule that if a man's wants are
supplied by g-ift when he might have supplied them himself by
harder work and greater thrift, his motives to industry and
thrift Will] to IJe so far diminished; and not only his motives, but
the motives of all persons in like circumstances who are thereby
led to expect a like gift for themselves. If, indeed, almsgiving
could be confined to the relief of distress against which pro­
vision could uol, have been mn.lc, this danger would be eliminat­
ed j but it is obvious that any important and widespread source
of distress, though perhaps incapable of being foreseen in any
particular case, is-by the very fad of its frequency and im­
portancc-s-capable of being foreseen as a general probability, so
that provision may be made against it by insurance or other­
WIse. If, filially, it be said that the poorest, class of labourers
have no superfluous wealth from which to make such provision,
Political Economy answers with undeniable force that they can
at any rate defer the responsibility of increasing the population
until they have saved the minimum required for security
ogaiust the pecuniary demands of ordinary calamities. It is no
doubt possible for an almsgiver in particular cases to convince
himself that his gift. is nut, likely to entail auy material en­
couragement to improvidence; but he can rarely bo quite sure
of this ; and the general sense that care and knowledge are
required even to minimize the danger has can sed almsgiving to
be now regarded as a difficult art, instead of the facile and
applauded indulgence of the pleasurable impulses of be­
nevolence that it once seemed to be ;-an art in which even
expcrts rarely attain perfect success while the inexperienced arc
liable Lo frequent awl palpable failures, and from which, there­
fore, selfish, inert, or frivolous persons, if duly instructed, have
a natural disposition to keep altogether aloof
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