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Deserts or previous services, For instance, according to this
definition, the English Poor-Law ts communistic in its effects—
though not, perhaps, in its principle’.  So again, public reads,
parks, libraries, churclies, &e., so far as they are freely used
by persous who are not taxed for their maintenance, must
be called communistic; though, as we shall hereafler (§ 6)
nolice, the bad effects of communism are thought to be avoided
or outwelghed in these cagses.

§ 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 competitive management in any department of industry
is liable te Le called Socialistic: while at the same time it
would seem paradoxical to apply the ferm to such established
institutions as the Post-Office, or the Mint. And even if we
agree to restrict the term to those kinds of governmental intor-
vention whieh not merely inerease production but also equalise
distribution, we still do not obtain any broad line of demarca-
tion, For any considerable extension of the sphere of govern-
ment that is really successful from the point of view of pro-
duction, tends pro tanto to bring about the results aimed at by
the advoeates of more economic distribution ; so far as it tends
to increase the stock of capital owned by the community, and
to reduce the ficld of employment for private capital.

This tendency may perhaps be most easily exhibited by
making an extreine supposition. Suppose Lhat governmental ad-
miniztration of all kinds of business were shewn to he economic-
ally superior, in a marked degree, to the present competitive
management: it is obvious that the state might gradually buy
up the land and fixed capital of different industries, paying for
them out of the inercased proceeds of its superior management ;
and the process, when once commenced, would go forward with
continually increasing rapidity. The ficld of investinent thus
becoming gradually more and more limited, the rcturn to
capital——supposing saving te continue as at present—wonld
probably begin to fall.  “Spending” would then increasc at the
expense of saving, and private capital would gradually diminish

v CLoande, chap. nn, § 1, and glse § 3 of this chap.
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from being eaten up. It would be lmportant that the State
should purchase the land of the community, and other perma-
nent instruments of production tending to rise in value—if
there be any—at an carly stage of this process: not morely
to gain the uncarned increment, but because, as interest sinks
towards zero, the selling value of land at a given rent tends to
rise proportionally.  The process might concelvably go on until
the payment for the use of capital, az distinel from insurance
against risk, becanie nearly evanescent; so that only such an
amount of private capital would be kept up as men would be
willing to keep for security of future use and cnjoyment,
without any view to profit.  Aad finally when the instru-
ments and malerials 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
privale persons that might still go on—could only be in the
form of ‘consumers’ capital’—houses, gardens, furniture, jewels,
pictures, &e. Suppose further that, at the same time, by a
comprchensive system of [ree education, clementary, techuical
and professional, the present scarcicy values of the higher
arades of labour had been reduced, so that all such skill as
average Persons can acquire by training was remunerated by
merely a fair return for the additional ountlay or sustenance
during the period of edwcation,  We should thus have arrived
at gomething very like the ideal of economic distribution which
German Socialists have pue forward, withont any sudden shock
to the expeclations lormed by the present syetemn of private
properiy.  Svclety would voluntarily have converted its private
capital into consumers’ wealth; aund, through the agenecy of
its government would have produced fuor itself the publie capital
used in its place. The income of all individual members of
the community would ba entirely derived from labour of some
kind—or, in the current phrase of the Socialists, labour would
obtain its “full product ” of conswmable commodities (subtract-
ing only whatever additional public capital had to be provided
for the inerease of tts future produce).

Even Sociulists, however, hardly venture {o dream of any
such increase in social produection throngh governmental
administration as we have above imagined. Bul it is important
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to observe that any cffective oceupation by government of a
portion of the present field of employment of private capital
is o step towards the goal at which Socialists aim ; Le. it tends
to bring with it whatever advantages attach to the reduction of
existing inequalities of distribution. And 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. 1 have made clear in the preceding
chapter that I do not held the proposal, that the comwmunity
should prohibit intcrest and compulserily purchase with ter-
ninable annuities the land and instraments 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 a revolution, we ought to have mach more conclusive
evidence than has yet been offered of the advantages to be
devived from it after the struggle 1s over, before it can be
regarded as at all ripe for practical discussion, At the
sawe Lime, a3 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 very
serious defects in the existing competitive organisation of in-
dustry, from the point of view of production no less than from
that of distribution. I see no reason to regard laisser juire as
a political ideal from either point of view: aml it seems to me
quite possible that a very considerable exteusion of the in-
dustrial functions of governmont might be in overy respect
advantageouns, without supposing any Utopian degree of moral
or political improvement in human society. Dut at any rale to
be successful such extension must, T think, be gradual ; and the
first experiments in this direction ought to be made in depart-
ments in which the defects of private enterprise, and the
advantages of unitary administration, have been shewn 1o be
greatest—e.g. in departments where there s 2 manifest ten-
dency to the establishment of monopolies in the hands either of
single individuals or of associations. And, moreover, it ought.
to bo an object 1n any such extension to maintain as far as
possible in the governmental organisation of industry an ale-
quale stimulus Lo ndividual enterprise, and adequale oppor-
tunities [or private enterprise and initiative,

S, B, 34
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This leads me to a point which T may seem to have over-
looked n my sketeh of socialistic progress, whercas many
writers have regarded it as the most fundamental objection
to Socialisw ; the diffieulty, namely, of distributing the produce
of joint labour so as to apportion remuneration te desert.  But
in the preceding chapter 1 have tried to shew that we can
only hope to realise a remote approximation to this 1deal
of dizlributive juslice, by getling rid of ull removable dif-
ferences in remuneration that are due to causes other than
the voluntary exertions of the labourers. 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,
Ly a well organised system of [ree education, liberally supported
by exhibitions for the children of the peor. F¥or 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 somewbhat beller start in life than
the rest, still this advantage might be reduced to a minimum
by such an educational system as 1 have suggested. Of course,
under 2 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 lahour, as
there would be no market outside the service of govermmnent,
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 epecial outlay or
sacrifices involved in such acquisition, But I do not sce that
this method of determination would present any great diffi-
culties, 1f gradually introduced; especially since the influence
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of eompetition need not be excluded altogether; there might
be competifion betwcen one locality and another for the best
employés—or even between different departments of a central
government.

The question would remain, whether the need of organizing
new checks to population—which we have seen to be incident
to Communism—would also arise under such a Socialistic systom
as I huve just sketched. This question does nol seem to me
easy to answer decisively on the basis of our present experience.
On the one lhand, there is no positive necessity that any par-
ticular department of a Socialistic government 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 uncmployed under some such deterrent
conditions as those of our existing poor-law. Still, in a commu-
nity in which all, or the most Important branches, of production
were carricd on by the government, there would be a general
tendency among the unemyployed to throw oo the government
the whole responsibility for their situation ; and if their number
became at any time considerable, a strong demand would arise,
very diflicalt to resist, that the State should provide work and
adequate wages for all applicants—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 neeossarily invelve the cvils which
its cstablishment in any existing community would doubtless
entail.  If the government in such a country as England
cuaranteed even a minimun 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 ihe State could not,
cven by good organization, be made to pay the cost of its
support. Ior a labourer employed uunder such a guarantee
could not be dismissed for mere inertness or inefficiency, but
only for such wilful and obstinate idleness ag would justify his
being sent to prison. Hence he would have much less motive
than at present cither for working energetically or for seeking

342
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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 samo time the minimum of shelter
and sustenance that humanity would allow to be given him
would cost more than the earnings of the worst-paid labourers
at the present time; and though the difference would be partly
made up by the hetter work that would result from more
adequate shelter and sustenance, we ean hardly doubt that, on
the whole, the measure would both materially diminish agore-
gate production and throw a serious burden on the public
purse—both which cffects would, under existing circumstances,
tend continvally o incrense, as the security of employment
would give an important stimulus to population. But if we
suppose a community in which the aggregate remuneration
of labour is increased by most of the share that now forms
interest on individuals’ capital, while the cmoluments and dig-
nities attached to the higher kinds of labour are brought within
the hLopes of all classes by a system of edneation which at the
samc time makes general such a degree of foresight and intelli-
gence as is now possessed by the bigher grade of artizans—T do
not see why in such a community o minimum of wages should
not be guaranteed to all who were unable to find cmployment
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 futurc, to notice the general economic advantages and
drawbacks of such measures for the mitigation of luequalitics
of distribution as ean be considered to bhe now within the
pale of practical discussicn. 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 thix dircction that was made in France in
1848; since no serious politician would now think of proposing
that labour and adequate wages should be guarantced by
government for all applicants. And the same may be said of
all proposals to raise the wages of the worst-paid labourers up
to a certain minimum by allowances.  All such schemes are
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now generally scen to be open to objections similar in kind to
those urged against the Right to Labour, and no lcss con-
clugive,

At the same time, in view of the distress which the worst-
paid labourers in our modern communities endure, a vague
demand continually arizes for some kind of legizglative remedy
and zome persons appear still to think that government might
reasonably preseribe a minimum of wages for all labourers able
and willing to give a full days work, without incurring the
dangers connected with a governmental provision of such a
minimum, But cven supposing that such a regulation did not
drive capital and enterprise abroad--as would probably be the
case 1f it were introduced in one country only—we must expect
it to decreasc the demand for labour by increasing its cost' to
the employer, not reerely (as some have thought} temporarily
bt permanently.  For, ag we have seen® there is no econowle
Taw necessitating the employment of a cerlain guantim of labour
along with a given amount of capital; ou the contrary, the com-
pulsory rise in its price would make it the employers’ interest
to adopt modes of cmploying capital which diminished the
proportion of labour to capital. 1lence, to prevent widespread
distress, it would be almost necessary to supplement the pre-
screption of a minimum of wages by the governmental provision
of employment and remuneration ; so that this method of raising
wages could havdly fail to land us in all the difficulties of the
Right to Labour,

"The dungers of the measures just mentioned way be partly
tllustrated by the actual expericnce that has been gained of the
dangers inecident to a kind of governmental interfercnec with
distribusion which all modern communities have thought neces-
sary, in some form or other, for the protection of their members
from absclute want of the necessaries of life. I have alrcady
pointed out that, according to the received view of Communism,
which I have tried to express in a precise definition, the English

L The inerease in the labonvers” efliciensy resulting from their highor wages
might in sumc cases compensate for the increase in the price of their services,
g0 that lhe cost of these {o the employer would not be enhooeed. Dat this
ellcel, eonld not be relied npon as a normal result of the regulation.

* . ante, Book 11. chap. viii, § 2.
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Poor Law must be allowed to be communistic in its effects—
though it does not follow that :is adoption is in any way due to
a communistic design or principle. In fact if we look merely
to the motive which prompts the community to grant all its
menmbers a legal right to relief, we should rather clussify this
mensure with the interferences to protect lifo and bealth, which
I noticed in a previons chapter,  DBut if we protect the health
of a starving person by giving him necessarics at the expense
of the community, our action inevitably involves to some extent
the evils of communism whatever its intention may have been:
that 15, 1t tends to deerease the inducements to labour, fore-
thought and thrift in two ways, (1) by distributing to paupers
a certain quantum of uncarned ecommodities, and {2) by taking
from non-paupers a correspending portion of what they have
enrned or saved.  The former of these bud effeets may be in the
main averted, so far as the inducement to labour for present
needs 1s concerned, in the case of able-bodied paupers, 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 degrec of energy,
there belng no fear of disinissal 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 prolhibition of indulgences not necessary to health,
but vet so cheap that even the poorest can occagionally enjoy
them : and, in fact, English expericnce seems to show thal the
provision made for such able-bodied paupers as reside in a work-
house docs not offer any serious temptation even to the worst-
paid labourers to relax thelr energies in seeking employment
elsewhere’.  On the other hand it scems impossible to prevent
even ‘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 ¢casual
wards’ of different workhouses, have a serivus temptation to idleness in the
shelier and food thus provided without adequate enforcement of labour im
return. Efforts are now being made in England to reduce this evil, without
losing the productional advantage which this provision gives by ineressing the
mobility of kabour.
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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 are wholly unable, or but very partially
able, to work, which causes Dby far the greater part of the
burden of taxation entailed by pauperism though, for the
reasons already stated, the value even of the labour of the able-
bodied falls seriously short of the cost of their shelter and
sustenance.

The bad cconomic effects of this taxation on the persons
taxed depend maianly 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 a 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 logal right to relief, the disconragement to theft
which such legally secured relief entails wonld he partly aveided.
Further, if the legal right to relief be kept inseparable from the
deterrent conditions 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
mvolving no serivus blame to them. And in fact the most
rigkl supporters of the English poor-law bave gencrally recog-
nised the moral necessity of supplementing it by private almsgiv-
ing. On the other hand private almsgiving, being largely
impulsive, unenlightened, and unorganised, is found to give
serious encouragement to unthrift, and even to ilmposture.
These considerations suggest, first, that Government might
with advantage undertake,the organisation of cleemosynary
relief, in ovder to make its distribution as economical, effective,
and judicious as possible; and, secondly, that the prowision of
funds for such relief—so far, at loast, as they are wsed for the ordi-
nary sustenance of adults in distress'—might be left mainly
to voluntary gifts and bequests, with a ccrtain amount of assist-

1 By this phrase I mean c¢hiely to cxelude the sustenance of (1) deslitube
children, (2)the insane —whose suppord Government ought Lo undertnke asa
were measure of proteetion to other wembers of the eommunity, (3) persons
incapacitated by specinl diseazes. I alse exclude medieal aid generally, of which
I afterwanls speak.
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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, T believe, generally approved by competent judges
in that counlry; cspecially because the experience of France
seems to show that voluntary provision it eavefully organised
may be relied on as nearly adequate for the purpose of practi-
cally secmring the poor from starvation: and also that where
the applicants for relief have no legal right to it, the requisite
alms may be distributed to them in their own homes without
the demoralizing consequences that out-door relief has under
our compulsory system: since the absence of legal security
compensates for the absence of the deterrent conditions of
the work-house.

But again; assuming that government ought to make a
legally secured provision for any sick or infirm member of the
colnmunity who may be destitute of necessaries, it doces not
therefore follow that the expense of this provision must ordi-
narily be undertaken® by the community, so far as adults are
concerncd; sinee it might be thrown, wholly or i part, on the
individuals themselves by laying a special tax on their carnings
for this purpose. Sneh a mcasure has been rccently urged by
Mr W. L. Blackley in a series of pamphlets. It must, 1 think,
be conceded to Mr Dlackley first, that though the political®
interference with natural liberly invelved in such a measure
would be much more intense than that of our poor-law, the
econoniic interfercnce would be very much less, 1f the measure
were completely suceessful; and, secondly, that the greal majority
of male and a considerable number of female, labourers in England
might without painful sacrifices save enough te insure them
against destitution in sickness or old age, before they attain the
age of 21, Nor can I see that there are insuperable practical
difficulties in the way of making such saving compulsory on all
persons in regular employment : but 1t appears to be admitted
that it could not be exacted from the class of persons whe pick
up their livelihood by various irregular kinds of work: and the

' That is, in defanlt of near relatives on whom il may properly be thrown.
2 Tor this distinction ef. ante, ¢ 1L, {of this Look) § 2, p. 427.
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increase in the number of such irregulars that must be cxpeeted
to result from the proposed measure scems to me a serious
ecomomie dvawback.  And further it does not scem that the
measure could be applied to the worst-paid labourers—chielly
women—iwithont reducing their wages below the amount re-
quircd to keep them in health '

§ 6. Besides providing the necessuries of life to porsons
completely destiluie, modern govermmnents 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, been guarded in various
ways against the bad conscquences of communism. In some
few cases iv has involved no cost to the public exchequer; in
other cases 1t has been concerned with the provision of com-
modities believed (o be specially conduecive to the moral or
inteleetral improvement of the classes benefited, and which at
the same time hardly formn an element of that ‘standard of
comfort” which supplies the chief ordinary motive to labour and
thrift ; in other cases it has atmed at making such a change in
the circumstances of the persons assisted as would tend to
strengthen en the whole, rather than weaken, hablits of ener-
vetic industry, thrift, and sclf-help in (e individuals assisted.
Under the seeond head would come, for instanee, the pecuniary
aid, before discusscd, which modern states have largely given
to cducation—including the diffusion of culture by wmeans of
libraries, museums, &c : under the third head I should place
assistance to emigration, and also most nterferences with the
tenure of land, especially those of which the object has been to
place the actual cultivators of the soil in a position more favour-
able to effective ludustry. As an example of this Iatter class we
may notice the lmportant assistance given in recent times by
the Giovernments of Prussia und Hesse Darmstadt to facilitate

1 Even in classes ghove the lowest in the seale of wages there wonld be many
exceptional cases in which such & measure as Mr Llackley proposes would cause
great hardship: as (e.g.) the casc of young persuns supporting widowed mothers,
infant brothers and sisters, &e. Dut gpeeinl methods of trenlment suiled to
ruch eases mizht perhaps be devized.
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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 advantage of the
superior credit enjoyed by the community—and also of the
advantage in efficiency and cheapness which the governmental
callection of rents was found to possess, compared with the col-
lection by private individuals, From these two sources a
margin was cbtained enabling the cultivator to refund to the
State, within a not very leng pericd, the capital with which
his landlord’s rent-charge had been bought up, without any
increase of his rent,

The intervention just described was for a special and tempo-
rary objeet.  But cxperience has shewn that peasant cultivators
are liable to become londed with debt to money lenders who,
either through the absence of effective competition—partly in
consequence of a certain diseredit thal often attaches to their
business—or perhaps sometimes through unavowed combination,
are enabled to exact very onerous interest. ‘I'hls condition of
debt tends to paralyse the productive energies as well as to
cause distress: accordingly, nuder these circumstances govern-
ments may operate for the henefit of production no less than of
distribusion, by encouraging with special privileges the forma-
tion of commercial companies for the purpose of lending money
on easier terms. Indeed, az was before said, the business of
lending on the security of land seems to be of o kind that
might even be undertaken by government itself under certain
conditions, without the kind of risk that is invelved in ordinary
banking business. So too, where the pawnbroker is the normal
vesort 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 moederate interest, may give
sensible rehief without offering any material encouragement to
unthrift. Agaln, 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’.

1 It is noteworthy tbat in Franee, where the principle of the English poor-



Ciar, VIL} ECONONIC DISTRIBUTION, 339

Another Iwportant case of interference primarily distribu-
tional, but which also admits of being defended as beneficial to
the community, is that of measures for protecting the wealth of
the poor, so far as the cost of these is defrayed by taxation
falling on the rich. Thus the provision of gratuitous medical
advice and attendance both tends to lenefit production by
increasing the average physical vigour of the lahonrers, and
also afferds those who are taxed to pay for it a certain protec-
tion against infectious or epidemie discases: and the same may
be said of other sanitary measures primarily affecting the poorer
classos, of which the cost has been, wholly or partly, borne by
the community' on econcmic grounds.

How far the State ought, on economie grounds, to intervene in
the matters above-mentioned, and others to which similar prinei-
ples may be applied, is a question which involves a very difientt
and complex comparison of various kinds of social utility, And T
do not think that il admits of a precise general answer | as the
balance of advantage in auy 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
spontancous association of the persons primarily concerned, or
the philanthropic cfforts of other individuals, or both combined.
Thus experience has shewn that in important cases where mere
competition among produccrs fails to lower sufficiently the
price of certain commaoditics to the poorer consumers, the latter
may successfully relieve themselves of the resulting disudvan-
tages by spontaheous association—as in the case of the {artisans’)
‘caoperative stores” of England, and the ¢ cooperative banks’ of
Germany ;—and where this remedy can be successfully applied

law i3 jealously excluded as communistie, the state—under a law passed 1868 —
has given subsidies proportionately large to funds for insuring workmen against
accidents,

! An important example of such measures may be observed in the English
Acy of 1875 for destroying and replacing unhealthy blocks of heuses in towns;
since the zotal eost of this operation is neecssarily mueh beyond what ean be
mel by the rents of the new linusea—due eompensation heing allowed to the
ownerg of such houses as are not judged to deserve penal destrnetion, and to
traders whose business eonnexion is impaired by dislodgoment.
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it is doubtless preferable, both for its direct and its indirect
cffects, to governmental intervention.  Again, the promotion of
education and culture, and the cure of diseases, have been
largely provided for in medern civilised communities by the
voluntary eontributions of individuals; partly by the donations
of the living, partly by bequests. Over the gifts (or loans) of
the living the Stlate can exerctse but very slight control-—cxeept
by offering to receive and administer them—uwithout vexations
and dangerous interference with liberty; but the same danger
does 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 applicd to
prevent bequests of which the economic consequences are clearly
seen to be disadvantageous. Turther, as the administration of
such funds is generally removed from the influcnee of the ordi-
uary cconumic motives prompting Lo the most useful employ-
ment of wealth, it is important thal it should be carcfully
supervised by the State, in order to carry out the rcal wishes of
the testators; and also that the schemes of the latter should be
subject to thorough revision when a certain period has clapsed ;
since human foresight is very hmited, and the fituess of any
detailed  regulations—even i originally well-contrived—for
cffecting any purpose of social utility, i pretty sure to decrcase
as time goes on. Interference of this latter kind, however,
should be contrelled by a eareful regard for the testators’ main
aims and wishes, for fear of seriously checking the disposition
to mwake such bequests: since il is an important gain to society
that such expenditure as is desirable for the 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 the disposition of
the funds bequeathed is approved as on the whole socially
uscful, even though the purpose served be not one for which
government would otherwise have thouglit it neediul to provide ;
by rclaxing as far as may be any rules of law that operate to
their disconragement, bearing the cost of their supervision and re-
vision, snd perhaps partially exempting the property bequeathed
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from taxation. Of the propricty, however, of this latter measure
we shall be in a better position for judging when we have dis-
cussed the principles on which a system of taxation should be
constructed,

Finally, we must notiec a speecial mode of governmental
action tending to benefit the poorer classes, which cannot
appropriately be classilied as an ‘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 furnished by it at a certain sacrifice
of the profit made by the business. One example of this is the
provision of cheap conveyvance by railway for working men:
and, as this example suggests, the measure may be carried into
effect not mcrely in businesses under governmental manage-
ment, but also in those managed by privale companies which
have been compelled to submit to a cortain amount of govern-
mental regulation in return for speeial privileges conferred upon
ihem. The question, however, to what extent it is expedient
for Government to make this sacrifice of yrofit—or to enforee it
as a part of the bargain madc by the State with private com-
panies—can hardly be separated from a consideration of the
ways and means of obtaining funds for governmental expendi-
ture gencrally : to which we shall proceed in the next chapter,




CHAPTER VIIL

PUBLIC FINAXNCE.

§ 1. I Have deferred to this chapter the discussion of
the subject which, in the view of Adam Smith and many of his
successors, 15 the main and almost the sole concern of the Art
of Political Econowmy; viz the “provision for the expenses of
“the Sovereign or the Clommonwealth:” or, as it seems con-
venient to call it, Poblic Finance. T have adopted this course,
because it seemed clear that the gencral 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 invelve important effects both on production and on
distribution, and our judgment as to the expediency or legiti-
macy of thesc cffcets cannot fail to be influcnced by the con-
clnsions adopted on the questions discussed in the preceding
chapters of this book. It is true that considerations of this
kind cannot always be decisive : the hard necessity of oblaining
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
ol the subject of the present chapter: confining their attention to
what they have designated as the “thcory of taxation.” And
no doubt, in any modern civilised community, taxation is the
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chief mede by which the ordinary pecuniary wants of Govern-
ment are supplied.  But in no community iz it the sole mode;
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 we begin by considering other methods of attain-
ing the finaucier’s end. Indeed my doubt is rather whether
the scope of this part of our discussion should not be enlarged
still further, so as to include the econome 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 erganising governmental administration, to get
beyond the general principle that we ought 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
treatizse. I do not thercfore propose to treat of the art of public
expenditure, exeopt so far as it is specially connected with the
art of providing for such cxpenditure,

There are two ways i which this connexion becomes im-
portant.  In the first place, we have to make the general obser-
vation that we cannot properly take governmental expenditure
as somathing of which the amount js fixed prior to the con-
sidleration 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 the restrietion or enlargement of either
must partly depend on the effects of the corresponding re-
strietion or cnlargement of the other; witlun which, therefore,
the gain secured to the public by an additional inerement of
expenditure has to be carcfully weighed against the sacrifices
inevitably entailed by the exaction of an additional increment
of supply. This remains true even if the sphere of Government
be restricted to the ‘individualistic mimimum’ given at the
outset of chap. iii. INo doubt it is the worst possible cconomy
not to make adequate provision for the necessary and acknow-
ledged functions of Government; but adequacy in such cases
cannot be defined by a sharp line.  Most Englishmen are per-
suaded that they at present enjoy very tolerable proteclion of
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person and property against enemies within and without the
country; but it would be difficult to argne that our security
wonld not be enhanced by more and better-paid judges and
policemen, or more and better-equipped soldicrs and sailors.
Proposals, in fact, are continually made for increased oxpendi-
ture in one or other of these dircetions: and ic is obvious that
1 judging of such proposals a statesman must balance—roughly
no doubt, hut as well as he can—the advantages of Inereased
governmental efficiency against the difficulties and drawbacks
of obtaining increased supply. And it iz 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 speeial
connexion with the theory of supply, so far as particular seurces
of supply arc specially adapted to particular kinds of ex-
penditure.

§ 2. Tn order to show the importance of this latter connexion
Iet us consider separately cach of the chief modes by which
Government obtains the commodities it requires. These com-
maodities may be divided into (1} Services, (2) Material products
requiting to be continually supplied, and (3) Land, buildings
and other comparatively permanent investments of capital ; and
both services and material products may be obtained either
() without purchase, or (§) by purchasc with money previously
provided in some way., In many civilised countrics an im-
portant part of the services reqmired by Government s obtained
otherwise than by free exchange. Tn England, for instance, the
work of legislation is unpald; and so is a considerable share of
the judicial work, whether performed voluntarily, as in the case
of magistrates, or compulsorily, as it is by jurymen. Wearc not,
howover, 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 have but a subordinate place. This
cannot be so decidedly said in the case, economically far more
important, of lubour obtained compulsorily for the purpescs cf
military (including naval} service. The defenders of the com-
pulsory system have no doubt urged other than cconomic rea-
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sons in its favour—it has been said that the defence of onc’s
country is a function which ought to be undertaken from
patriotism or a scnse of duty, rather than from mercenary
motives and a taste for the incidents of the painful business of
mutual slanghter; it onght therefore not to he made the work
of o special profession veervited in the ordinary way by free
contract; but vather fposed upon all citizens, whom there is
not some special reason for exempting. It has been wrged
further that this system dimiuishes the constitutional dangers
mseparable from the existence of a large standing army ; since
conscripls are less likely than professional soldiers to be seduced
into fighting unjustifiably against the established political order.

But, whatever welght may be attached to these or other
nou-ceonemic arguments, it secms undeniable, at any rate,
that under certaiu circumstances there may be overwhelming
eeonomie considerations in favour of compulsory servies.  Where,
indeed, the number of soldiers and satlors required lor warlike
purpescs is not laree in proportion to the population, and their
serviees cau be obtained at about the rate at which lubour of
gimilar quality would be hired for peaccful industry, voluntary
enlistment seems clearly the most economical system; since
it tends to select the persons most likely to be efficicnt soldicrs
and those to whom military functions are least distasteful; both
which advautages are lost by the adoption of the compulsory
systenm,  Dut a natien may ucfortunately require an army so
large that its ranks could not be kept full by voluntary enlist-
ment exeept at o vaie of remuncration much above that which
would be paid i other industrics [or labour thal requires no more
outlay 1n training and ne scarcer qualifications: and in this case
the burden of the taxation requnisite to provide for such an ary
may ecasily be less cndurable than the burden of compulsory
#ervice.

Hewever to present even the economical argument on this
question completely we should have to consider the respective
advantages of short and loug service, the proper relation between
the regulur army and the reserve, and other details of military
{and naval) organisation into which my limits do not allow me
to enler.

1t muy be observed that even where the services of soldicrs

5. E 35
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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
scrve for a shorter period of time at their own cxpense.

The material products required by the state it seems ordinarily
expedient to oblain by purchase, leaving it to private industry
to provide them; for the reasons that lead ms to recognise the
general economic superierity 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 are of a quite peenliar kind (such as the instru-
ments of warfare, cannons, ironcluls, &e.) so that the advantage
of free competition is not likely to be obtainable at all, or is
more Hkely to he obtained if Government nndertakes the manu-
facture; or where the ruality of the article is very important
and al the same time difficult to test if ebtained by purchase ;
or where systematic and costly experiments in preduction are
required.

In the case howerver of land, buildings, and other compara-
tively permanent kinds of wealth what has practically to be
eonsidered is often not how the state is to be supplicd with it,
but rather how far it 1s destrable that ic should retain possession
ofit,  AMuch of the land that now belongs to the public in the
form of roads, commons, forests, harbours, &e, has never been
private property: other portions of I, in wodern Luropean
conmunities, have been the senn-private properly of the royal
families in feudal and semifendal times, and have since gradu-
ally acquired, more or less completely, the character of public
property ; other portions Lave been taken from individuals or
societies in the way of confiscation.  DBut hewcever such pro-
perty may have been obtained, there can hardly be any valid
reason for keeping it now unless it 1s required for the due per-
formance of nccessary governmental functions or likely to be
more useful socially under governmental management. So far
as veither appears to be the ease, it 15 obvionsly an cconomic
gain to scll it and employ the proceeds as capitul in some
department of properly governmental business,
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§ 3. The greater part, however, of the material provision for
the needs of Government has to be obtamed annually or from
time to time by purchase: and we lave pow to consider the
different sources of the funds for defraying sueh purchases
and also paying the wases and salaries of the pald servauls of
Governmont.,

The chicf sources are

(1) Tent or Interest paid by individunals for the use of
wealth that whelly or partially belongs to the community.

(2) Loans :

(3  Payments for commeadities supplied by Government.

(#) Taxes (lncluding tributes paid by forcigners).

Such minor sources as Fincs and Voluntary Gifts are too
insignificant—so far, at least, as the main functions of Govern-
mieni, are concerned—to tequire taore than a passing notice®,

Under the fivst of the four heads above given will come, of
conrse, all rents puid for land or buildings that are complotely
public property. But besides these, wlerever land has only
been allowed to pass into private ownership under the condition
of a periadieal payment being made to the governmnent,—or of
services being rendered which have afterwards been commuted for
a pecuniary payment—this payment should always be regarded,
From the point of view of distribution, as a rent rescrved by the
community and not as a tax on the owner of the land ; sincein
taking it the State does not take from the landowner wealth
that has cver belonged to Lim, or to which he has any rightful
claita, TBut though this is the true distrdutional view of the
payment, it must be borne in mind that if it be preportioned to
the value or vent of the land, it is lable to have the productional
bad effects of a tax in the way of checking agricultural improve-
ment. On the other hand a payment of this kind that is
guarded from such cffeets scems to be a most unobjectionable
mode of rising funds for public expenditure.

Interest of any other wealth besules land has hardly a place
among the sources of income of modern governments, though it
figures nnportantly among the outgoings. I they lend, it is

1 Exeept in the case—of which we shall presently speak—whare whal is
formally a tax may be fairly considered 1o be in substunee partly a flne.

a3—2
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usually borrowed money; but their borrowings have been vast.
In many eases such borrowing 1s economieally quite justifiable ;
but the limits of prudent indebtedness have been found practically
difficult to observe.

We may say generally that the conditions under which it is
prudent for a natton to borrow ave, Lo a great extent, unalogous to
those under which it is prudent for a private person to do so; but
there are cerfain important differenecs, In the first place, a nation
can borrow without incurring any but a very trifling burden, to
whatever extent its obligations can be kept permanently current,
as a natlonal medium of exchange., And secondly in the case of
the nation, the watter is complicated by the difference belween
what we may call the strietly financial and the social points of
view: Le. between the estimates of gain and loss to the national
exchequer, and the estimates of gain and loss to the community
eonsidered as an agoregate of individnals. There are two chief
cazes i which private borrowing is vecognised as legitimate :
first, where the loan is employed preductively, so that the addi-
tional profit obtained by the use of 1t supplies a fund from
which the intercst may be paid, and a certain portion of the
principal anuually repaid; aud secondly where it is cmployed to
meet an oceasional necessity for eularged consumption, which
could not be defrayed without ineouvenienece or even suffering
ot of the income of a single year, so that it is good economy to
spread it over several years.  Each of these cases has its coun-
terpart 1n public finanee. Here, however, it is not always casy to
deeide whether a loan has been employed productively for the
nation at large.  For the returns on productive outlay by
gavernmnent may take twe quite different forms; they may
cither appear as increased profits on some special business
carried on by o goverrunental departmient, in which the loan
has Leen employed as capital—as when {e.g) telegraphs or
railways are bought for the State with boerrowed moncy; or
they may merely be realised in the increased produce obtained
by the labour and capital of the community governed-—as
when a Swiss canton borrows to make a road without tolls
for the use of travellers, for which it is repald Ly the increased
eurnings of its innkeepers or tradesmoen. 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 Governmont secures a chare of the inerease of
national produce, sufficient to pay something more than the
interest on thie loan.  And 16 may obviously be sometimes very
diffieult to say how far any particular increase, either in national
produce or in governmental receipls, is really due Lo the sap-
posed productive outlay and not to other causes of national
progperity. Borrowing for this latter kind of cxpenditure there-
fore, though often highly advantageous, requires to be very care-
fully watched; espectally if—as has too often happened—the
borrowing government has some sinister interest in the expendi-
ture.

Siill, on the whole, the general principle for determining
produceive outlay is clear, however diffienlt its application may
be in sowe instunces; the increased receipts aceruing to the
community in eonsequence of the ontlay—whether they are
obtained by the community in 1ts corporate capaciby or as an
ageregate of hdividuals—onght to be more than sufficient to
repay the loan with interest by the close of the period required
to cxhaust the productive effects of the outlay’. It should be
added that when such borrowing invelves loss from o strictly
financial point of view, we have to take into account—as againgt
any advantages that may be expected from it to the community
at large—all the disadvantages attaching to the part of the
system of taxation that might be dizpensed with, if the dehe
were not contracted.

I puss to consider the second case of legitimate horrowing
where the loan is required to meet an oceasional necd of extra
experditure, not positively productive. In this case the rule to
he adopted appears primd fucie very simple; it would scem
that the number of years over which the sacrifice imposed by
the emecrgency may prudently be extended ought to be limited
by the condition of paying off the loan before a similar emer-
gency may be expected to cceur again,  Practically, no doubt,
the exact application of this principle in national finance is a
matter of exiveme difficully ; since the chiel emergencies which

1 Tn some cazcs no doubt fixed capital may be actually permancnt; but in
consideration of the frequeni changes in industry it can never be prudent to
reckon it as such,
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necessitate such loans are forcign wars {or menaces of wars)
and there are no known sociological laws by which we could
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 wurs from past experience, it must be
admitted that the above-mentioned principle has been flagrantly
transgressed by most of the leading nations of modern Furope,
But the alarm which such transgression 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
contracted—both an absolute reduction, from the decline of the
rate of interest, and a relative reduection from the increase of
the aggregate wealth of the borrowing nation. At the same
tHme, there is 5o much uncertainty in all inferences of this kind
thet T can hardly consider a community to be justified in
deliberately disregarding the rule of repayment above laid
dowu ; except, perhapse, when the taxalion that would he re-
quired in order to eenform to this rule would entail very cerions
ceonomic or political inconveniences',

We have already seen that from a social poiut of view
borrowing may be profitable; by increasing the aggregate pro-
duce of the comwuunity, even though it does not bring in an
adequate return to Government, cither in the form of profits on
a special business in which the loan is employed, or more in-
directly by an increasc in the yield of certain tixes. In such
a case, however, it is most probable that the increase in the
tota! incomo of the communily will not be equally distributed
among the incomes of individual mewbers; hence, unless the

t T have not space to discuss adequately different modes of national borrow-
ing: bnt I may briefly notec the wastefulness of borrowing in such a way that
the amount received is less than the debt incurred ; since this method rendors
the borrowing nation unable to take advansage of any subsequent fall in the
rate of interest, cxecpt at a serious loss, It may be 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 : hut the geeurily (o the lenders is an indefinite and (i(f T may be allowed
{he phrase) insccure one, and therefore likely to be nndervalued. T a securily
of this kind is Lo be given at all, it i1s more economical for the nation to
guarinica its creditors againgt repayment for a eartain period,—or for o period
varying within definile limils, the variations being determined by lot.
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interest and repayment of the loan can be provided by imposing
a rate on the persons who gain by its cinployment, fairly pro-
portioned to their respeetive gains, it has a tendency to cause a
new inecuality in the distribution of wealth which ought to be
considered in adjusting the general burden of taxation,

There is another less obvious distwrbance of preexisting
distribution wlhich borrowing, whether for profitable outlay or
to ward off calamities, tends Lo bring; vie. liy ruising the rate
of iatcrest, and thereby inereasing the share of the aggregate
produce that falls to carital.  Where the outlay is of the
profitablc kind it is not necessary that this increase should
be accompanicd by a diminution in the reward of Iabour; as it
15 possible that it may be entirely supplied from the increase in
the aggregate produce. But in the case of loans for wars or
similar purpeses, the gain to eapitalists from the rise of interest
inevilably invelves a correspending loss to labour, supposing
that the capital is supplied by the members of the Dbor-
rowing comumunilty, and that it would in any case have been
saved and invested in some branch of home industry. These
suppositions, however, can rarely altogether corvespond 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 be pecuniarily advantageous both to eapitalists
and labourers; the aggregate of produce distributed within
the comnmuumty belng temporarily increased by the loan, Thus
the first years of war way be felt as yeurs of prosperity by
all elasses,  "The day of veckoning must of course come for this
expenditure; and the aceount must ultitmately be paid in part
from the share of labour,—unless indeed the interest on the
war-loan is supplicd 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, purchascd freely by the individuals who need them,
just as the commodities provided by private industry are pur-
chased. Tt 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. Tn
some cases they are obtained by selling products or services at
their market-value, determined by the competition of private
industries, as (c.g.) where a government possesses domain-lands
and sells the agricultural products obtained by cullivating them,
or similarly sclls wood oul of its forests, &' In other cases a
government has ostablished [or ilself a mownopoly of certain
branches of industry, eilther 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 be
presently explained—with a view to taxation. In Great Britain
the only bosiness thus monopolized, besides coinage, is that of
conveying letters and telegrams; in other countries various
othier industries are similarly conducted, as (e.g.) certain kinds
of mining, the manufacture and sale of tobaceo, opium, even

lottery-ticlets.

The financial problem is obviously very different in the cases
of the first and sccond class respectively.  When the price of
the commodity supplied by the government is determined by open
competition with private indusiries, the only ¢uestion is whether
the government ought to carry on the business at all; whether
it would not be more econownically managed 1 handed over to
private capitalists.  Under ordinary eircumstances, this question
may be decided by a mere caleulation of the financial profit of
the governmental busiuess: but, as we have seen, there are cases
where it may be desirable that Government should carry on a
cerlain Lrancl of industry nnder unrenunerative conditions, for
the sake of some general usility which the competitive systemn
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 assmned to aim at the greatest net
gain to himsclf: and a governmental monaopoly ought clearly to

1 TWe may also inclnde under this head the case of lndustrics undertaken by
Government for the sole purpose of supplying governwent itsclf with certain
producta: where, thorefore, there are na ““earnings” in the ordinary sense of
the term,
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be managed on the sane principle, so far as it is considered
strietly from a financial point of view, as a means of obtaining
moncy for governmental purposes.  And though this ought never
to be the sole consideration for a government—since it has to
regard the interests of those of its subjects who buy the monopo-
lized commodity, and any olhers who are indirectly affected by
its use—still there are cases in which the financial view may
reasonably be allowed to prevml; as fur instance where the
commeodity monopolized is a dangeronsy tuxury. Even in other
cages it may be on the whole expedient to keep the price of the
monopolized commodity above the point that it would otherwise
reacly, for the sake of the profis to the treasury.  But when this
15 done, it is clear that the purchasers of the commeodity are
substantially taxed for the Dbencfit of their fellow-citizens: in
fact the cstablishment of @ monopoly is a recognised mode of
raising a tax on an article of consumption, whicl Lag imporlant
advanlages 1n some cases, especially n diminishing the cost
and trouble of preventing evasions of the tax.  On the other
hand if the 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
Governnmient ought to fix the price, if 1t would aveid all inter-
feronce with distribution, by neither taxing nor benefiting the
purchasers,

There are two views that may plausibly be iaken,

(1) Ttis thought by some that Government avoids taxing one
part of the community for the benefit of the other, if it sells the
commedity at the lowest price which allows interest on the capital
emploved, ot the rate at which Government could borrow it,
after paying all the current expenses of production, including
the remuneration of all the officials ciployed and allowanee for
depreeiation of capital. For—it is said—if the national exchequer
gains by the business, the cxtra price that provides the gain is sub-
stantially a tax on those who purchase the commodity for the
benefit of the rest of the community: while if it loses the com-
munity is taxed for the henefit of these particular purchasers,
Therc ought therefore to be neither gain or loss,

But (2) T should rather hold that Government avoids inter-
fering with distribution, if it sells the cemmedity at the priee
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at which it would be sold if provided by private 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 one which either would be less economi-
cally supplicd nnder the conditions of free competilion, on one
or other of the grounds explained in Chap. ii. of this book, or
would be practically monopolised. In this case T should nrge
that the advantage which the community gains through the
business being undertaken by Government is onc 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 ought 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™.

Sometimes, no doubt, 16 may be the real interest of the
community, considered as an aggregate of individuals, that sweh
a reiluetion should be maide ; and even that it chould be carvied
so far us to prevent the monopoly from yielding erdinary intcrost
on the eapital employed. Indeed if this eapital were not bor-
rowed, and if we had not to consider the need of raising supplies
for other branches of governmental expenditure, there would
geem to be no reason why the condition of paying interest should
be regarded at all, any more than it would be regarded in a
commumty socialistically organized; it would be economically
advantageous to extend the supply of the commodity by cheapen-
ing ils price so long as it more than repaid the total cost of the
labour spent in Turnishing it—ineluding the labour required for
keeping in repair and duly improving the instruments used io
the business. Bub since actually any portion of national income
sacrificed In this way,—Dy a reduction of price below what
would have to be pald apart from governmental interference—
must be made up by some other tax, it will only be desirable to
make such a reduction under special cireuwnstances; as (e.g.)
when the increasc of supply wounld be very considerable in pro-
portion to the diminution of net profit, or where such increase

1 It must be admitted that the eriterion which I regard as the truc ome
cannot easily be made cxact; sinee under ordinary cireumstances we can only
conjecture voughly the price at which any coramodity would be supplied by
privato industry.
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s likely to Dbe importantly bencficial to the community
wenerally.

§ 3. We have just scen that the line between “earnings of
Ciovernment” aud “tuxes” 1s not altogether easy to draw, in the
particular case of monopolized articles,  We have now to observe
that the general distinetion between these two terms is not
quite so clear as it appearg ab first sight.  No one, I suppose,
would apply the termn “ taxes” to payments for goods or services
furnished by Government which the payer is left perfectly free
to talke or to leave—except so far as the price of the service is
raised in the way just discussed—; cven where, if the com-
modities are purchased at all, they musé be purchased from the
govermnent, ag 1a the case of payments for postal services. But,
if so, it seems doubtful whetlier a pavment of this kind acquires
the character of a tax merely because i6 is made compulsory ;
as, fur instance, where landowners are compelled to take a share
1 the cost of works of drainage or irrgalion earried cn by
Government.  Oun the other Tand sotne economists hiold that
all taxes—i.e, all compulsory contributions of mdividuals to their
Govermment—ought to be regarded as payments for services
received ; and that the burden of taxation cught to be dis-
iributed on the prineiple which is obviously equitable in the
case of such payments: viz that every individual should pay an
equivalent of the cost! of the services rendered to hinm.  And I
quite admit that this 1s the most consizstent way of treating the
problem of taxation from an individualistic point of view, so far
as the services rendered by Government adinit of being thus
individnalised.  Bat when I try to apply this principlc in the
case of the most important—and actually most costly—functions
of povernment, T find it to a great extent irmpossible to deter-
mine with even approximate cxactness the amount of services
rendered to any particular individual.  The difiicutty is greatest
in the case of delence against forelgn foes; since modorn wars
are undertaken not mainky for protection of life and property of
individuals, but for the maintenanee of national existence,
extension of cmpire, &e.; and it is impossible to apportion the

1 1t should he ohserved that where different kinds and qualitics of servieos

are performed by the same organisation, the skare of each correspanding to any
particular serviees can oflen Lz only roughly estimated.
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advantages thus purchiased among the individual members of the
community. So again, how are we deeide who profits by the
sumptuous expenditure of the monarch and the royal familyina
monarchical country It is plausible to maintain with Bagehot
that. this “ceremontal” part of government is kept up to give a
“human interest” fo the dnll business of governing, and thus win
tLie sympathics of comparatively uneducated persons for the estab-
lished politicul oxder, and call oul {heir emotions of loyalty. On
this view the benefits of the expenditnre aceruc partly to these
uneducated persons themselves; partly to persons who would
otherwise have reason to fear their disaflection. On the other hand
there 13 something to be said for Mr Sargant’s view thatit is the
people who go to Court that especially benefit by the expenditure
of the Court, and may therefore fairly bear a special tax in order
to defray it And, on the whole, without affirming that all
members of the nation are cqually concerned in mainlaining
¢ither ils international position, or its menarehical constitntion,
T cannot but regard as hopeless the atlempl to apportion the
cost of cither among different classes on what I may call the
“fee-principle '—that 13, the principle of payment in proportion
to services rendercd. I hold, thercfore, that at any rate for the
taxation required to defray the expenses of the Court, the army
and navy and diplomatic serviec, and the interest on national
debts incurred for warlike purposes, some other principle of
distribution must be sought.

It may scem more plausible to apply the fee-principle to the
sapport of the adminisiration of justice and the pelice; since
bath judges and policeren are continually engaged in rendering
special services to certain individualz, On the other hand it
is contended, by Bentham aud Mill';, “that those who are
“ under the necessity of going to law are those who benefit least,
“not most, by the law and its administration :” and so far ag
the necessity is in no way broughé on them by their own fault,
this scems undeniable. ¥t may be cxpedient, indeed, to cheek
litigation, that the cost of adminisiering 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. DBut
it is at any rate desirable lhat ag little as possible of this

130, e. v, § 3.

]
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expense should fall on innocent individnals—innacent, that is,
not only of violation of rights but even of undue litigicusness.
It secms clear, therefore, that the support of the Judicature and
pulice eannot, at least in the main, be defrayed by fees from the
persons whom judges and policomen are more ohvieusly aceupiod
in pretecting, At the sawe titee, 1 do not think that the prineiple
of apportioning the lax-payer’s coutribulion to the services whicl
he recelves so completely inapplicable lhere, as it is in the
case of taxes for national defence : and we arc almost compelled
to have recourse to it to a corfain extent when we come {o
deal with the question of determining the area of incidence of
taxation.

The ordinary answer to the guestion, “ who ought to pay
“taxes to a government” is Adam Smich’s,— the subjeets of
“the State” governed: but when the same question is raised
in reference to o local tax, the ordiuary unswer is “the persous
“residing or possessing property in the district;” awd a com-
pacison of the two unswers shews us the necessity of qualifying
the first, It seems clearly just that aliens residing or possessing
property in any country should pay something towards the
cxpenses of ite government; and if so, unless aliens are to Lo
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 coniribuiion ought
to be divided between the two governments is by regarding it as
a price paid for gervices received.  An Englishman residing in
France is much less concerned than a Frenchmaun witlh Freunch
expenditure on armaments; bui hc has ag much interest as a
Frenchman has in the expenditure for maintaining internal order
and promoting wellbeing in Franee; and he is also benefited
by this latter outlay if without residing in France he merely
holds property there. It seems thercfore just that ag least a
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 Iinglish governmnent whercver he may reside or hold pro-
perty ; another Lo the government of the comntry in which he
resides; while the third should be proportioned to the proporty
that he enjoys nnder the protection of his own, or any other,
state.
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The same principle, again, may be applied—and actually
has been applied to a considerable extent—in determining the
division between gencral and local taxation within any country.
Where expenditure defrayed by taxes benefits the inhabitants
m a certain locality alruest exclusively, and other persons only
so far as they resort Lo the place —thereby usually benefiting its
trade—it seers iu 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 are not maintained by tolls, Where
on the other hand a morvc considerable share of the uiilities
produced tends to be ditfused through the eonnmunity, though
residents in a certaln loculity benefit more than others, a di-
vision of the cost between local and gencral faxation is on
similar principles equitable: thus (e.g.) it is reasonable that the
pzcunlary aid given by Governmoent o elementary cducatlion
should be furnished partly [rom national, partly from local, re-
sources, so [ar as 1t is given on strictly individualistic principles
—that is with the view of bencfiting persons other than the
children educated. A similar division of cost would scem to
be also equitable in the case of Poor-relicf; but here considera-
tions of justice appear to be overborne in Ingland 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 so called, and any eompulsory
payments for services received from Government; and I acecpé
generally the principle of fixing the individual’s contribution
to Government 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 regarded as rendered to
individuals. At the same time I think that this principle can
rarely be applied, except in a rough and partial way, to any
payments that arc ordinarily called taxes; and that even where
it 1s most applicable, it must often be overborne by other con-
siderations—sometimes by the cconomic advantage of more
uniform rates of payment, sometimes by the desirability of
reducing the burden laid on the poorer class of contributors.
Nor does it scem Lhat there is necessarily any sacrifice of
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Justice, even from an individualistic point of view, in throwing
a part of the cost of services which men are compelled to
purchase ou persons olher than the recipient; since from this
peint of view the only admissible reason for compelling any
individual to purchase such services is Lhat the interests of
others witl be damaged if he is allowed to dispense with thew ;
lience it seems not unfair that these others shonld bear a part of
their cost.  And, finally, there is o 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
procecd then to consider the method by which Government
ought to raise the contributions required for such public ex-
penditure as cannot reasonably or conveniently be provided
for by charging individuals in jroportion to scrvices rendered ;
where there 1s no public income adequate Lo such needs derived
from land or other wealth owned by the communily or from
the profits of governmental business. It will be convenicnt to
call thig the method of ¢ taxation’ in the strictest sense.

§ 6. T ought, howcver, to premise that in the discussion
which follows I do not propese to deal with the problem of
conslructing a system of taxation, as it presents itself practically
to a statesan, It docs not scem to me that this problem can
be satisfactorily treated in a work on general economic theory ;
especially becanse, as T shall shew, the considerations that onght
to influence a statesman in choosing, rejecting or adjusting
particular taxes are very various and complicated ; and though
we may uwsefully explain and classify them in o general theo-
retical discussion, we cannot pretend to estimate precisely their
relative importance without careful ascertainment of the par-
ticular social and industrial conditions of the community to be
taxed. Indecd there are very important political reasons
for preforring some taxes to others, and for seeking to
realize certain cnds in {axation generally, which lie beyond the
scope of a strictly economic discussion.  Tlms the third of
Adam  Smith’s fumous canons—that “the tax which each
“individuadl 15 bound to pay” ousht (o be “elear and
“plain to the contributer” in respect of time, manner and
guantity—is a constitutional rallier than an economic principle:
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its primary object being, as Adam Smith cxplains, 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 developed, there is an important con-
stitutional ground for maintaining equal diffusion of the burden
of taxation; viz that the citizons gencrally may be equally
interested in checking superfluous governmental cxpenditure,
whicl special classes of persons are continually prompted by
strong selfish motives to extend. Indeed the force of this con-
sieration has led some thinkers to lLold serionsly 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 strongese
possible motives for minimizing it; and perhaps in a very
orderly and law-abiding and  lightly-taxed community this
might be desirable: but in most actual societics the dangers
" of taxation are so much
graver than any which “ignorant paticnee ” could ecausc, that it
sbhould rather be u maxim of statesmanship to avold I possible
auy species of tax that is particularly disliked by the persons on
whom it falls, even if the dislike seems groundless and fanciful",
Turther, it bardly scems within wmy province to deal with the
very impartant political question, how far a statesman in con-
structing a scheme of taxation ought to take a cosmopolitan
point of view; and not try to throw the burden of a tax
on foreigners, exeept so far as it is fair compensation for services
rendered to them, nor, in estimating injurious cffects ou pro-
duction, consider detriment to foreign indusiries as indifferent
—or c¢ven advantageous, if they rival industries of his own
counlry. In a previous chapter {ch. v.), however, we have had
occasion to examine the manner in which a ‘tribute” may, under

arising from “ignorant impatience’

certain circumstances, be obtained from fureioners by means of
import duties; and I shall refer to the subject again in a sub-
scquent scetion : but for the most part I shall assume, for sim-
plicity, that the burden of a tax is borne by tlie nation whose
government imposes it.
Iu cousidering more particularly the mode of imposition of
1 It shonld be noted that there are also stiicily economic grounds for this

moxim, so far as dislike of a fax causes it to be evaded, legitimaicly or other-
wise.
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this burden, it will be desirable to keep in view our fundamental
distinction between effects on Production, or on the aggregate
wealth of the coramunity, and cffccts on Distribution, or the
incidence of the burden of taxation; thongh, as we shall see, it
is impossible to separate the comsideration of the one kind of
effects from that of the other. Under the former head, the
finaucier is chiefly concerned with effects which he wonld desire
to avoid as far as possible'; mamely the different extra costs of
different taxes—the burden they imposc on the taxpayers, over
and above the net gain thav they bring in to the treasury.
In estimating these we have to distinguish the strietly financial
cozt—the expense of collection—and what may be called
the cxtra-financial cost, 1.e. chiefly the loss entailed on the
consumers by changes in products er modes of production
caused by taxcs. The discussion of the former kind of cost,
and of the best methods of minimizing it, belongs to the
technical side of finavcial administration, and I shall not enter
apon it further than to notice ene or twe considerations, so
fundamentally important in constructing a system of taxation
that they can hardly be omitted: what I shall chiefly consider,
under the head of “effcets on production” are the—gencrally
detrimental—changes in the extra-governmental organisation
of industry which the financial interference of government
entails.

[4 is, however, with the problem of distribution that we are
primarily concerned, when treating of taxaiion in Lhe most
gencral way. Fifects on production are properly regarded in
relution to parlicular laxes 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
corplex system of taxation; it may be elizible as the least bad
amonyg possible alternatives, but 1ts badness cannot be neutralized
by combining it with other taxcs. But the easc is otherwise with
effects on distribution ; for when a tax 13 defective on account
of the unequal distribution of its burden, the defect can be at
least roughly compensated by Lhe nnpoesivion of some other tax
with an oppesite kind of inequality

and, as we shall see, such

' Tu some cusvs, Liowever, we may take into aceount the indircet gain that
results from the restrietion of the consumption of harmful luxuries,

8. K. 36
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rough compensation is all that the financier cun 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 fundamental
principle for the distribution of the burden of taxation in the
narrower schse—that 1s, of the burden that remains to be
allotled, when the prineiple of payment in propartion to services
received has been applied as far as 1s reasonable? The ob-
viously equitable principle—assuming that the existing distri-
bution of wealth is aecepled as just or not unjust—is that equal
sacrifices should be imposed on all; and this alse obviously the
most economic adjustment of the burden, excent so far as it is
thought desirable to make taxation a mcans of redressing the
inequalities of income that would exist apart from governmental
interferenee.  The iotroduction, however, of this latter prin-
ciple to any marked extent involves the danger of diminishing
the inducemenls to accumulation of capital 5 or, more hnme-
dintely, 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 elose of the preceding chapter, because if the
principle is applied at all, any limit to its application seems
quite arbitrary; if the burden of the rich is to be twice as great
as that of the poor, there scems no clear reason why-it should
not be three times as great, and so on.  Accordingly most
economists’ hold that any such communistie tendency should be
rigidly excluded in the adjustment of taxation; and that what-
ever government may legitimately do to remedy the inequalilies
of distribution resulting from natural Liberty should be done
otherwise than by unequal imposition of financial burdens. And
this 1s, in the main, the conclusion which I am myself disposed
to adept; but I must interpret or limit it by one important
proviso which seems to me necessitated by the acceptance of the

! Including, I suppose, J, 8. Mill-—though I do net exactly see how to recon-
cile the following statements, which I find in separate paragraphs of his
Book V. chap. il, § 2: '

f“Whatever sacrifices a government requires sheunld be made to bear as
““nearly ag possible with the same pressure upon all”...

"The true idea of dissributive justice consists not In imitaling but in
' redresring the inequalities and wrongs of nature™...
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principle that the community ought to proteet its members from
starvation—a degree of copununism which, as we have seen, Is
legally established in England, and practically admitted, in one
form or another, by modern socictics gencrally. It secins 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 bare necessaries of life,  For if Governinent is to risk
a serious instalment of the evils of communism in order to
secure all members of the commuunity from starvation, it hardly
ought to aggravate its inroad on the motives that normally
prompt the poor to energetic industry, by taking from those
who remain independent a part of what it woeuld 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 obvicusly uureasonable to exact a full
quota of payvment from thosc just aboee this minimum ; for
this would lead to the absurd result that persons who could
only earn o very little more than the minimum would lose the
whole of such extra earnimgs. It scems therefore that we ought
to treatb as taxable only that portion of any individual’s income
which 1s not required to provide necessaries either for himself or
for those dependent on him ; at least in o eommunity 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 wonld tend to realize equality in the distribution of
the burden of taxation more nearly than the rule of proportioning
taxation to incomc; since deprivation of the necessaries of life is
au evil so indefinitely greater than deprivation of Inxnries that
the two may be fairly treated as incommensurable; 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 purchaseable satisfaction will
be at least as great to the poorest elass that will be taxed at all,
as it will be to any other class. The question, I think, is rather
whether even this prineiple is not oppressive to the poor; and
whether in erder to equalize the real burden of taxation we
ought not to lay a progressively increasing tax on the [uxurious
expenditure of the rich; and I must admit that, in my opinion,
such a tax would he justifiable from the point of view of distri-

36—2
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bution alone: but it is open to the practical objection that
the progression if once admitted would 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 chieck accumu-
lation or drive capital from the eounlry?, thos cansing a loss to
production which would more than outweigh the gain in equali-
sation of sacrifice.

If however, we allow striet equity in the distribution of
taxation to be overborne in favonr of the rich by the advantage
of encouraging the accumulation of eapital in the country, it
seems reasonable to aim at the same resnlt more directly by a
measure that will eperate generally in favour of those who
derive their income mainly from lubour: vis by exempting
savings from taxation. A cerlain winimum of savings, indeed,
—cnough to prevent individuals from becoming a burden to
others in age or sickness—should be inclnded in the exemption
of necessaries argucd in the preceding paragraph., Turther thao
this there would be no ground for carrying the exemption, if
what wero saved were merely hoarded, in the form of coin
or durable consumer’s wealth; 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
sensc of power 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, the saver,—whatever his motives may be—
does in fact render an Important service to production; and it
scems desirable that this should at least be as little as possible
discouraged by taxation,

But again; If we exempt savings on 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 lubourers.  And there would scom to

1 The kaller of these would be the immediate practical danger, as it is not
liliely that such wnequal taxation of the rich would be introduted in most
eivilised countiies simultanecusly.
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be even stronger grounds for encouraging by a similar exemption
the devotion of funds by gift or bequest to public objects of real
utility, provided that adequate sccurity is taken that they are
eficiently administered ; cspectally if the objeets are of o kind
to which public money might reasonably be allotted, if private
liberality were wanting. 1t may cven be plausibly wrged, that
a considerable part of the non-necessary expenditure of the rich
is actually iueurred in maintaining and transmitiing 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 the
great diffieulty of distinguishing cxpenditure of this kind from
that which ministers to mere personal enjoyment; and the ex-
pediency of providing for this and the other exemptions before
mentionad scems to e a streng reason for throwing a large
share of the burden of taxation on the consumers of commodities
Lhat are neither neccssary nor promotive of culture; provided
that this can be done without material disadvantages of someo
other kind. Such taxes on commodities, however, tend to be
seriously unequal; especially since there are very strong technical
rcasons for concentrating such taxation on a few articles largely
consumed, in order to minimize the cost—financial and extra-
financial—that it involves; and it is alnost inevitable that the
expenditure on these particular articles should form a very
variable proportion of the total expenditure of differont classes
of the community en things that are netther necessaries nor
promotive of enlture. So far as ihe classes (hus over-bardened can
be distinguished as those recelving incolnes of certain amounts,
the inequality may be roughly compensated by an income-tax
on other classes—as 1t is in the English budget—; but there are
still liable to remain great variations in the consumption of taxed
comwodities among persons of similar incomes—owing to varia-
tions of taste, constitution, &e.—for which 1 is practically im-
possible to make compensation.  The adoption, therefore, of this
method of raising taxes must be admitted to be incompatible with
any very exact equalisation of the hurden of taxation. But in
faet any such exactness 1s rendered practically unattainable, on
the general principle above adopted, by the vagueness of the
distinction between nccessartes and luxurles, and the great
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differcnces in the necds of different persons and of the same
person at different times; and the method of taxing commodities
has the merit of avoiding the worst inequalities which taxation
proportioned to income would eause, in consequence of these
differences of nced; since it enables those persons whose needs
are 'greatest to diminish their share of taxation, by abslinence
from customary luxuries,

Generally speaking, it is desirable to select for taxation
commodities of which the econsumption is not likely to be re-
stricted to any great extent, throngh the desire to avoid payment
of the tax, as all such restriction increases the excess of the
loss to the public caused by the tax, over and above the gain
to the treasury; since the persons who are driven to consume
commodities which they do not like go well suffer a manifest loss
of utility., DBut there is one exceptional e¢ase, 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 provented
by the tax, the restriction of consumption is positively bene-
ficial to the community; and though legislative interference
with the sole object of limiting the consumption of dangerous
commodities is emphatically condemned by advocates of natural
likerty, they have not, for the most part, pushed their an-
tagonism $o far as to maintain that the selection of taxes ought
not to be partly influenced by this consideration. On the other
Land, the burden of such taxes—as these on alecholic liquors
and tobaceo—1s liable to fall with speeial inequality on different
members of the same class; sinee 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. Tt has
been plausibly suggested that the extra contribution levied from
the drunkard should be regarded as a fine® rather than a tax:
but if this be admitted, the difficulty of drawing a clear line
between moderate and immoderate drinking introduces a new
amdl peculinr uncerlainty into the problem of detcrmining the
actual distribution of taxation ; especially since there arc many

1 &g suggested by Mr Dudley Baxter, Tazation of the United Eingdom, ch.
X3,
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other branelies of luxurious consumption in which indulgence is
liable to pass the it of moderation, and in which excess is
unsalutary, though not so palpably hurtful and dangerous to
society,

§ S So far we have implicitly assumed that taxes on com-
modiiles ean bo =0 imposcd as to fall entircly on these who
consnme them ; and sunilarly that an income or properly tax
will be borne by the persons on whose iucome or properly it is
laid. We have now to notice a new 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 ‘divcet’ or ‘indirect’ taxes fall where we desire ; the burden
is liable to be transferred to other persons when it is intended
to reman where it Is first imposed; and, on the other hand,
when it is intended to be transferred the process of transforcneo
is liable to be tardy and incomplete®. Indeed this process is
often so complicated and obscure that it is a problem of consider-
able intricacy and difficulty to aseertain where the burden of a
tax actwally rests: and it is not even a simple matter
to state accurately thie general principle for determining
the incidence of a tax, supposing all the facts were known:
—as 15 evident from the fact that Mill has not been able
to arrive at a perfectly consistent view on the subject. Thus
he maintaing (B, v. ch. 1. § 3) that a tax on profits, even
when through the stimulus it has given to invention it las
“heen realized withont loss to any one,”
“sulered us paid from profits, because the 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. Buot in ch. 1. § 6 he affirms that “there 1s not the
“smallest pretence for looking on” the existing land-tax in
England “as a payment exacted from the existing race of land-
“lords:” though it must be evident that it 1s the cxisting race of
landlords who would benefit by its remission. And in fact
his eriterion is neither plain nor always trustworthy., In

must be still “eon-

1 The eommon classification of taxes as Direet and Indirect appears to me
liable to mislead the sludent, by ignoring the complexity and diffienliy of the
problem of determining the ineidence of taxution,



568 PUDLIC FINANCE. [Boox III.

some cases, as we shall see, the persons who would reap the
whole benefit of the remission of a tax lhave never suifered
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 real incidence of the tax
may be quite different at different periods from the date of
nuposition or remission.

For this reason, we cannot, I think, say that it is the extra
income that the man who pays the tax would gain if it were
taken off which gives the true measure of the burden it 1mposes
on him, but rather the cxira income that he would now be
cnjoying if it had never been laid on. But to get even an
approximate estimate of this hypothetically determined burden
may require a very careful consideration of complex conse-
quences; and the result must often be at the best hut partially
satisfactory, T will indicate by taking the most important cases
the kind of consideration that is necessary.

To begin with the simplest.

L A special tax on a class of porsons, distinguished by
characteristics either irremovable or of 1o cconomic importance,
tends to be wholly borne by the persons who pay it This would
be the case (eg.) with a tax on Jews or Papists; for even if some
of the Jows lelt the country in conscquence, or some of the
Papists became DProtestants, the exchange value of the services
of the remainder would not thereby be materially increased.

IT. Taxes of the above kind are opposed to modern senii-
ments of equity. A nearly similar inevitability, howover,
altaches to a gencral tax on incomes, simply proportioned to
their amounts, so long as it is not heavy cnough to induce any
particular class of the persons on whom 1t is imposcd to diminish
materially the relative supply of their labour; either voluntarily,
through cmigration or abstinence from matrimony, ov involun-
tarily in 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 through these causes, it will tend to raise the market,
value of thelr lubour to some extent, and to that cxtent to
wransfer the burden of the tax to other members of the com-
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mnunity ; but obviously with very different degrees of rapidity,
according as the cffect is produced (1) by emigration, or (2) by
abstinence {rom matrimony or inability to rcar children. Similar
consequences may of course follow from any taxation that falls
specially on the poorer classes of labourers; hence there is an
clement of truth in the ol doctrine that “taxes on wages
“tend to fall on profits",” if applied e lhe wages of unskilled
lubour, supposed to be already at the mivimum required to
“cnable the labourers, one with another, t5 subsist and per-
“ petuate their race” And some offeet of this kind might no
doubt be produced even by taxes proportional (as above proposed)
fo non-necessary expenditure : but, unless such taxes were
extremely heavy, it would generally be of so indefinite and
remote o Kind as not to be practically worth estimating.

III. A tax annuoally levied on the owners of any particular
kind of durable wealth, of which the supply is absolutely limited,
will remain onerous (o the persone on whom it was originally
imposed cven after they have sold the article taxed. For instance
if Raphael's pictures were tlns taxed, the amount of the tax
capitaiised would tend to be subtracted from their price, so that,
after o single transfer by sale, the tax would not be really
oncrong to the person who actually paid it. A similar effoet
will be produced by a special® tax on land of fixed amount, not
inereasing with its value or rent: so fur as land lhas changed
hands by sale since its imposition, the burden of the tax will be
no longer borne by the actual landowner; and therefore even if
the tax was oviginally unjust, the actual landowner will in such
case have no claim 1o ils remigsion.  Henee where such a tax is
of old date, so that a considerable amount of land has changed

1 Though in fact the burden thus transferred would be divided among (1) the
employers of the labour grown dearer, (2) the consumers of its ultimate produets,
(3 labourers in other grades, and (4) owners of capital in proportiong which
will vary very much according to eircumseances; and which, I may add, would
be wery difficult to ascertain with even approximate acewraey in any concrote
ease, owing to the intermingled etfects of other canses.

2 The effeel of & lux on land which is merely one form of a more gencrsl tax
on property or income will be quite different, since in this latter case the sclling
price of 1lie land will nol lend to be lowered, us 1ss purchaser will bave lo puy no
more taxes i consequence.
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hands by sale,—and all by inheritance',—since its original
imposition, it seems best not to regard it as rveally a tax at all,
but as a sharc of the rent of land reserved to the community ;
just ag if it had been a payment imposed when the land was
allowed to pass into private ownership.

IV. When, however, & special tax is imposed on land,
varying in proporlion o it value, the cage js different, and
the incidence of the tax more complicated; and it may be
of some practical interest to examine 1t in detall, on account
of the special burdens laid on land and houses—which
may be regarded as a particular form of utility added to
land—in our system of local taxation. At any given time
there is a certain amount of outlay of various kinds for the
purpose of increasing the utility of land, which would, apart
from the tax, be remuncrative; but a portion of which will be
unprofitable, if the tax be imposed, unless the price of the
produce of land rises. Ilence the imposition of the tax will
tend to preveat this portion of the outlay from heiny made, and
so to restrict the supply of the consumable utilities that would
have resulted from it, and consequently to raise their price
somewhat ; but the extent of such rvise will vary indefinitely
according to the conditions of supply and law of demand for the
produce 1n question. If (e.g.) the producers are closely pressed
by foreign competition, the rise may be very slight; while, if
the produce cannot be imported and the demand is inelastic,
the price may ultimately be iereascd by ncarly the whole
amount of the tax, But to whatever cxtent 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
laud ; i.e. to the occupier {who nay, of course, he actually the
owner) of land used for enjoymeunt (parks, gardens, &e), or to
the purchaser of the produce of agrieultural land,—who, however,
if he be a purchaser not for consumption but for sale or 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 peculizr ceonomie charaeteristics of faxes on
inheritance are pointed ont.

Z Here again, it will generally be very difficult to ascertain in s concrete
case, liow st any rise in price hax actually been due to this canse.
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The initial operation, however, of such & tax may be some-
what further complicated by its effects on the business of
producing the increased utility of the lamd. To illustrate this
complication, we may take the specially important case of land
used for Luilding, Suppege that a new tax proportional to
valne—not halanced by corresponding taxes on other sources of
income—is laid on owners of land generally, including owners
of land with buildings on 1t; and suppose {or sinplicity that
the tax 1s annual and rent is competitively determined afresh
from year to year. Then, as the imposition of the tax cannot
at once affcet the supply of houses or the demand for them,
the whole tax will at first tend fo be paid by the owner; so that
the building of houses will become less remunerative, and will
consequently be veduced in extent. The resulting limitation of
supply—as houses cannot prolitably be mmported—will tend to
raise their price and rent sufficiently to make building re-
mwunerative ; that is, if the cost of building were wnaltered the
rent would tend to be increased by the amount of the proporlion
of the tax that falls on the rent of the building as distinet
from the ground. But in fact, if the tax be a liecavy oue,
the rise will tend to be temporarily somewhat less than this;
since the cost of building will underge some reduction in
consequence of the check given to the building industry by the
tax, which will tend to diminigh for a time the returns to the
labour and capital employed in this industry®. Ultimately,
however, the whole portion of the tax that is putd for the value
of the house ilgelf, will fall—in the case of private dwelling
houses™-on the consumer or occupier, The povtion, however,
that falls on the ground-rent will continne to be borne hy the
owncr of the ground (supposing, as above explained, that he Lias
not gold it) unless the tax has cansed a rise in agricultural

1 Tf the tax were a very heavy one, & sensible though fainter effect of the same
kind might alse be produced on other indusiries auxiliary Lo the building trade:
50 that a small temporary wave of loss, diminishing in intensity as it cxtends,
would spread through the group of industries connected with building.

* Bo far as the tax falls on hnildings usad as producers’ capital, it will have
a certain tendency to be transferred through industrinl ecompetition: bnt the
ineidenee of the lax supposed will be so general that the extent and manner of
ity poasible transfer is very difficult to determine—espeeinlly since produeers who
use land will be more heavily taxad.
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preduce and the land is so situated that it could he as re-
muneratively employed for agricultural purposes as for building.
Nay further, if the tax be not uniformm but higher in some
districts than in others, the whole excess—and not merely the
propurtion of the excess that falls on the ground-rent,—will tend
to remain on the owner ; at least so long as the fall does not
render the land more profitable for other purposes than iteis
for buildiog.

So fur I have supposed the tax to be formally paid by the
owner. 1f, however, it be laid in the first instance on the
occupier, the effect will be substantially the same as soon as the
rent comes to be determined afresh, after the imposition of the
tax.

§9. V. Inshort, atax on land and buildings preportional
to their value has partly the effect of a tax on the product of
certain indusiries : partly, again, so far us the lund or buildings
taxed are ‘producers’ wealth” it bas the clfect of a tax on the
instruments of certain  indusiries.  T'o whatever oxtent it
operates in cither way, it comes within the large class of what
we may eall Taxes on Production; which occupies the most
important place in modern systems of taxation. This class
includes, besides (1) the important taxes Lefore referred to on
the manufacture and sale of waterial products, also (2) taxcs
on conveyance, {3) payments (fees, licenses, &e.), for leave to
practise certain trades and professions, and (4) a great part of
the taxes (by means of stamps) on the transfer of properiy
so [ar as these, falling with more weight on traders, may

be recarded as largely taxes on trade.  Such taxes on spocial
Iucrative callings are generally intended to fall, not on the persons
who exercise them, but on the ultimate consumers of the
commodities 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 remu-
nerations.  Still the transfer ought not to be assumed, in
estimating the incidence of taxes, without important qualifica-
tiong. We way indeed take it as broadly true, in meost cases,
that the burden of a long-established tax on production docs not
rest on the class of persens who actually pay it ;—though cven
bere it must be borne in inind that, owing to the limited know-



Crarp. VIIL) PUBLIC FINAXNCE. 573

ledge that producers have of each other’s remunerations,
industrial competition, however open and active, cannot tend
to bring about any cxact cqualization of carnings; it can but
operate roughly to prevent large and palpable differences,
Bat it is only under special circumstances that a wew lax on
production ean be completely and at onece transforred to the
consumer,  For, firstly, whenever the rise in price requived 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, ceferis paribus, in proportion to the
extent of the reduction. We have thus an additional reason for
selecting, in the imposttion of fresh taxes, commoditics for which
substitutes cannot easily be found and with which consumers
will not willingly dispense, in order that the incidental loss to
producers may be as small as possible.  Again, the extent of
loss to producers caused by a reduction in the demand for their
commodities varies very much according o the degree ol
mobility of their capital :—thus it 1s vsually less for traders
than for manufacturers and agriculturists; which i1s a reason,
from a strictly national peint of view, for taxing imports, ceferis
paribus, rather than the products of native industry.

But again: the tendency of indugtrial competition te transfer
the burden of taxation from prodncers to consumers will not
operate where the former are enjoying extra profits to an amount
exceeding that of the tax; whether throngh monopoly, natural or
artificial, or through the possession of gearce natural resourcesor
social opportunities. Thas a moderate tax on the produce of
famonsg vineyards wonld have no tendeney to be transferred to
the consumer ; the owners of the vineyvards wonld still produce
as much as they can 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 monopoly has becn
constituted by means of a grant of special rights and privileges
granted by government, an exceptional payment by its owners
should not he regarded as, in substance, strictly a tax; it is
rather a share in the extra profits of ihe menopoly reserved to
the community,

Tt ie to be noted further, thal in the case of temporary
and partial monopolies, proiccted only by the diflieuliies 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—but this can hardly
ever be known for certapr. Thus if a tax be imposed on the
receipte of wailways, where no other mode of conveyance
serlously competes with them, the bhurden will primarily iall
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 de
this independently of the tax: the tax can give no additional
motive of self-interest to adopt such o measure, except so far
as it removes from them the fear of competition ; and this last
operation must always be of a very vague and uncertain kind.

Tinally we must obscrve that taxes on commodities when
laid in certain ways may actually benefit certain classes of the
producers or sellers of such commodities, by giving them advan-
tages in the competition with other prodacers. Thus a tax on
the materials of production or on products in an carly 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. Henee 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 cxchequer; the em-
ployer being able o 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
buginess, arc 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 sirictly
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 tax had not been imposed.
That is, we have to take into account those cffects on produe-
tion which we hegan by distingnishing from effects (merely) on
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distribution ; so far as the former being unequally distributed,
really affeet distribution as well. I shall now proceed to
indicate briefly the chief cases of the productional cffects.

Tet us take first the case of taxes on the manufacture
and sale of comnodities. Such laxes cause an ecohowmic loss,
uncompensated by any gain to the treaswry, so far as thoey
admit of being evaded by the adoption of a less coonomical
mode of producing the comwmodity; or, again,—where (his is
prevented—so far as the processes of production are impaired or
hampered, or improvements in them precladed, by the necessity
of conforining to rules imposed to gunard against evasion or
otherwise for the convenience of the tax-gatherer, For instance,
the production of oil in Asia Minor is said to be seriously
deteriorated by the fact that the olives after harvest have to be
kept, untouched until the tax-collector has found time to come
and ascertain their amount.

Avain, we have already observed that production 1s affected,
so far as the demand for the taxed produet is deercascd
by its risc in price; and that this effect will be greater ceterts
puribus in proportion to the 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 adoplion of inferior methods of producing the same
commodity.

We may however notice that this loss will be proportionally
less, if the commodity belongs to the clags of which the normal
expense of production increases with the total amount produced.
For in this case both the diminution of producticn and the
consequent loss of satisfaction to the eonsumer is lessened by the
decreasc in the proportional expense of producing the reduced
amount.

So far as taxation of this kind reduces the norinal use of
materials or instruments of production, or of articles whose
consuinption conduces to the efficiency of productive Inbourcrs,
and for which only imperfect substitutes can be found elsewhere,
a loss results to production which may go on propagating 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 indircctly inereasc production by
diminishing the loss of clliciency caused by such produetion.
Aund of course, go far as consumers are thus prevented from
injuring themselves, thoir total saiisfaction is inercased by what
is primarily a privation.

We may notioe again the special advantage that results fromn
taxing things that are partly esteemed as signs of wealth, and
thercfore of social status: sinoe a tax impoescd on such articles
pro tanto increases their utility in proportion as it increascs
their exchange value; so that the consumers do not lose what
the Government gains.

And, finally, it must be admitted that rthe imposition of
import duties is, under certain circumstances, a mcthod at least
temporarily cffective of increasing a nalion’s income ab the
expense of foreigners—though on varions groumds a dangerous
methad : and the same is true of export duties, whenever a
country has a monopely of any product keenly demanded.

The effects resulting from the other kinds of taxes on lucrative
occupations are for the most part 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 provent
its most efficient cmployment. So again, the stamp duties on
bills of exchange, receipts, drafis, &e, have a lendency lo hamper
the development of trade; though this effect seems inconsider-
able, so long as such duties arc trifling in proportion to the
amount, of the transactions on which they are imposed.

We 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, snch us the taxes on casringes, hovses, plate, so far
as they rednee the consumption of these commoditics, aflect
their production ultimately— though not altogether at the first
imposition—to the same extent as corresponding taxes on the
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production of these articles’, These effects—generally disad-
vantageous—are avoided by a direct tax on incomes®, but even
an income-tax—as well as any other that diminishes the available
resources of individuals—is liable to affect production generally,
so far as it vedvces the amount saved and converted into capital.
And thig effect cannct be altogether prevented by proportioning
tuxalion (us before proposed) not to income as a whole, but to
Income with savings subtracted ; siuee the encouragement thus
given to save may be practically much less important than the
diminution in the power to save which the tax mevitably canses.
Ou 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
community—though not of individuals—may be materially in-
creased,

It may L observed further that, so far as saving is an affuir
of habit, a tax may actually eanse a diminution in it not due w0
its amount, but to the nature and etreumstances of its ineidence.
Thuos it has been plausibly maintained that the taxes on in-
heritance of property have a special tendency to produce this
effect ; becanse the person inheriting ovdiunarily considers the
additional wealth thus acquired as an increase of capital, and
does not spend any portion of it, but only inereases his expendi-
ture by the annual interest on it.

§ 11. This leads us to the more general question of the
incidence of taxes on the acquisition of property by bequest or
intestate inheritance ; which T 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 Henee a certain share of the burden of these taxes, at least whoen 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, discuszed in the preceding section.

* The peculiar drawbacks of an income-tax, arising from the difficully of
obtaining an accurate estimate of the incomes of individuals, belong to & more

techinieal diseussion of the prohlem of taxation than T have here attempted.

S, K. 37



578 DPUBLIC FINANCE. [Booxk III.

down, it is plain that the pecuniary loss caused by any such
tax falls on the person who inherits, since he would have
been richer by the cxact amount of the tax, if that had not
been imposed ; except so far as it is probable that the person
from whom he inhcrits, being aware of the tax, may have left
him a larger property in consequence—a probability which, 1
1magine, 1s not pra,ctica,ﬂy important in the case of most of the
property oblained by inheritance.

Nevertheless, the considerations that ordinarnly would lead
us to limit carcfully the burden of taxation falling on any
individual or class do not, I conceive, apply in the case of
persons taxed as inheritors,  For Govermwent, by taking a
portion of what would otherwise have come to a man by in-
heritance, in no way diminishes the motives shat prompt him
to produce and accumulate wealth—f anything, it tends to
increase these motives; nor does it necessurily cause even any
disappointinent of expectations, except when the tax is first
imposed.  On thie other hand we onght undoubtedly to take
into account the diminution in inducements to industry and
care which a heavy tax on inheritances may cause, in the view
of persons who look forward ro leaving them. The bad effect
of such taxes, however, in this way is not likely to be at all
equal in preportion to the similar effect that would be pro-
duced by extra taxes on income; in fact the Hmits of taxation
on inheritances will be practically deterinined for the financier
rather by the danger of evasion throush denationes inter vivos,
thau by the dunger of checking indnstry and theitt @ aud either
dunger will generally be wuch less where there are no children
or other direct descem:lants to imhierit.  Hence 1t seems ex-
pedient, in the ense of these taxes, to give up the ordinary aim
at equality of incidence so far as to pluce a mueh heavier tax
on wealth inherited Ly persons not in the direct line of descent
from the previeus owners. But if this course be adopted, it
becomes thecrctically almost impossible to inelude 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 a gpecial burden
on the class of persons ewning capital in considerable amounts—
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inheritances below a certain value being exempted’, Tor, as
was before satd, the proportionment of taxation to non-nceessary
cxpenditure scews certainly to wmake the burden of sucrifice
imposed on the puor heavier than that of the rich, though the
excess does not admit of being definitely estimated; and it
scems cqnitable to balance this cxcess ronghly by the special
burden Lhat taxes on inheritance will lay on the rich.

Bequests to public objects of mantfest utility sheuld, T con-
ceive, be exempted altogether from taxation proper—as distinet
from payments for services received—since any diminution of
these bequests that might be causcd by the taxation would, by
gupposition, 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
questicuable.

1 This exemption is expedient on other grounds hesides that which I praceed

to urge: viz. in order to encourage thriff mmmong the poor, and on account of
the greater proporiional cogt of collecting the tax on small inheritances,

| &
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CHAPTER IX.

PoLiTicAl EcONOMY AXD PrRIVATE MORALITY.

§ 1. We had oceasion to notice in the last chapter but one,
that in considering some important departments of governmental
interference it is practically nccessary to take account of the
unconstrained action of private persons lor public objects. We
cannot determine what Government onght to do without con-
sidering what private persons may be 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 whicli economic
science is primarily concerned men are net merely influenced
by the motive of sell-interest, as economists have assumed, but
also extensively by moral considerations.  Hence it would seem
that an Art of Political Ilconomy is incomplete without some
consideration of the prineiples that ought to govern private
conduct in economic matters. But for a complete treatment of
this subjeet, 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 Kconomy
as expounded in the present treatise—a procedure which would
inevitably introduce the fundamental and unsettled controversies
of ethics to an extent that would be hardly suitable in the
concluding chapter of a work on Political Economy. I therefore
propose in this coneluding chapler to confine myself to a brief
reflective survey of the manner tn which the morality of common
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seuse has actually becn modified by economic considerations, only
trying herc and there to introduce somewhat more clearness and
precision than appears to be found in erdinary thought.

It is generally recognised that the current economic doe-
trines, and the prevalent habits of thought connected with
them, have had an importaut effect in modifying that part of
current morality which is concerned with the geiting and dis-
posing of wealth—otherwise than by merely cnlightening 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 chicfly noticed is that of liberality or charity. By many
persons < hardhearted Political Economy” has been vaguely
believed to dry up the sourees of almsgiving; and it 1s un-
doubtedly truc that almsgiving under certain conditions is
shewn to be opposed Lo the true inierests of the community by
economic arguments fundamentally similar to a portion of those
on which the inexpediency of legally enforced communism is
usuallyrested. Itisless commonly observed—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,
dutics of Justice and Equity: and it will be in accordance with
the received order of ethical discussion to begin by considering
these.

To begin with an uncontroversial definicion of Justice-—we
may perhaps say that “just” claims to wealth or services are
claims precise 1n their nature, for the non-fulfilment of which &
man is liable to strong censure, if not to legal interference; in-
deed we should agree that such claims ouglit 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 (c.g.)
largely the case with the mutual claims of members of a family,
The line between Justice and Foquity is not sharply drawn in
ordinary thought ; but so far as we distinguish frow strictly just
claims those that we should rather call “fair” or “equitable,”
the latter would seem to be less definite and more frequently
beyond the sphere of legal intervention, but yet claims fur the
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fulfilment of which gratitude is not to be expocted, 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 law independently of contract, with which we
need not here concern ourselves, the most important class is {2)
that, of claims arising out of contruct, express or tacit—the
notion of *“tacit contract™ being extended to cover all normal
expectations which a man knows (or ought to know) will be
produced by his conduct in the minds of others. Such cxpecta-
tions are of courss largely determined by custom: while in (3) a
certain class of cases custom practically resiricts freedom of
confract—as in the case of fees to a physician. Further, there
are (+) claims arising out of previous services rendercd under
circnmstances nnder which contract would have been impossible
or inexpedient ; such as the claims of parents on children: and
(3) claims to reparation for harm inflicted; along with which
we niay class clains to the prevention of harm, where A has
done an act which would injure B if no provision were male
against its harmful consequences.  Under this last head would
come the claimg of children on parents for sustenance amd
nurture during infancy.

The influence of Political Eeonomy 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 sway of custom as such—except so far
as a enstomary 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,
cxcept so far as it blends with tacit combination—or, T should
perbaps say, tends to turn into combination when resisted.
If A pays B for certain services a customary price which he
belicves to be above the competition price, it is generally under
tho condition of both being aware that the majority of B's lellow-
Iabourers would if nccessary combine with him in refusing to
aceept a lower price.  How far Political Economy, considered
as an Art or a dogtrine of what ouglit to he, approves of Com-
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binations to raise prices, when prompted by self-interest, 1
will presently consider : meanwhile there scems 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 frecly 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 clearcr through the teachings of ceono-
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 doubiful points that arise when we try to
define exactly the conditions under which an agrecment is to
be regarded as really embodying the [ree choice of both con-
fracting parties, that the influence of political cconemy appears
to be traceable. 1t is admitted that, generally speaking, any
‘really free’ exchange of commodities which the exchangers
have a right to dispose of is legitimate and should be held valid,
and that ‘real freedom’ cxeludes (1) fraud and (2) undue
influence : but how are we to define these latter terms? Is A
justified in taking any advantage that the law allows him
(1) of the ignorance and (2) of the distress of B—supposing
that A is not himsclf the cause cither of the ignorance or of the
distress ¢ I nol, Lo what extent is he justified in se doing ?
In the answers that thoughtful persons would give to these
questions we may, I think, trace the Influence of cconomic
considerations, limiling the play of the natural or moral
sentiments of sincerity and sympathy.

To begin with the case of ignorance : we should not blame
A for having, in a negotiation with a stranger® B, taken ad-
vantage of DB’s ignorance of facts known to hiwself, provided
that A's superior kuowledge had been obtained by a legitimate
use of diligence and forcsight, which B might have used with
equal success.  'We should praise A for magnanimity if he for-
bore such advuntage: but we should not blamme him for taking
it, even il the bargain thal B was thus led to make were posi-

1 I sny “o stranger,” hecanse even a slight degree of friendzhip between the
parties world render such o bargain a betrayal of implied confidence,
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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 slhould not blame
a man for selling in open market the shares ¢f a bank that he
belicved was going to break, if his belief was founded, not on
information privalely obtained from ene of the partners, but on
his own observations of the bank’s public acts or on the judg-
ment 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 seeret until he had bought the land at
its market value. And what prevents us from censuring in this
and similar cases is, I conceive, a more or less couscious
apprehension of the indefinite loss to the wealth of the comn-
munity that is likely to result from any effective social restric-
tions on the free pursuit and exercise of knowledge of this kind.
Such use of special and concealed knowledge is only censured by
thoughtful men, either (1) when it is for some particular reason
against the public interest—as (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 person 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 whem advantage is taken is thought to have some
claim on the other beyond that of an ordinary stranger.

& 2. Letl ug now congider the question that arigses when we
try to define the moral coercion or undue pressure 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
gold to the lotter, supposing that he is in no way 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 1s under
the pressure of exceptional and sudden cmergency, in which A
has a special opportunity of rendering assistance, while the need
is so urgent that there s 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 life or health,
where humanity seemns more obviously to dictate unbargained
assistance, but even where it s a mere question of saving pro-
perty, Tor imstance we should consider it extortionate in a
boatman, who happened to be the only man able to save valu-
able works of art from being lost in a river, lo demand for bis
services a reward manifestly bevond their normal price : that is,
beyond the price which, undet ordivary circumstances, competi-
tion would determineg at that time and place.  Still, it is by no
means clear that such extortion is “econtrary to the prineiples
“of Political Economy” as ordinarily understood. Economists
assume in their scientific discussions—{requently with more
or less implied approval of the conduct assumed—that every
enlightened person will try to sell bis commodity in the dearest
market: and the deurest market is, ceferis paribus, wherever
the need for such commodity is greatest. If therefore, the
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 1s just at this point that there is a
palpable divergence between the mere abstract exposition of
the resuits of natural liberty which deduetive economic science
professes to give, and the general justification of natural liberty
which Polittcal Iconomy is traditionally held to include, and
upon which its practical influence largely depends. Eulightened
self-interest, under the ecircumstances supposed, will prompt
a man to ask as much as he can get: but in the argument that
shews the play of self-intcrests to Jead to just and expedient
results 1t is assumed that open eompetition will prevent any
individual from raising his pricc materially above what is re-
quired for a due reduction of the demand. The price as thus
determined eompetitively in an ideal market presents itself as
the fuir or worally »ight price, because 1t is obviously an
economic gain that the supply of any commodity should be
transferred to the persons who value it most and primd fucle
Just that all suppliers of sunilar commodities should bo paid
the same, In exacting as much as this, the sell-interest of the
seller seems to be working as a necessary factor 1n the realiva-
tion of the cconomic harmony of saciety ; hut any further exac-
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fion which an accidental absence of competition may render
possible shows egoism anarchical and discordant, and therefore
n¢ longer under the @gls of economic morality.

The conclusion, then, would seem to be that while it is ex-
tortionate in an individnal to 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 the unfavourable cconomic sitnation of any class
with which they deal—at least when this situation 1s not due to
sudden calamity incapable of being foreseen, but to the gradual
action of general causcs, for the existence of which the persons
who gain are not specially respounsible.  If such causes diminish
seriously the social value of the scrvices of any class, some
change in their industrial position is nndoubiedly required
the juterests of the conmnuuily ; but the corresponding diminu-
tion of their remumeration is a natural method of bringing
abeut this chbange—a mediod which, though pamful, ig so
manifestly efficacious that orality hesitates to interfere with
it by censuring the persons whose sell-intercst prompts its
application. I say “hesitates,” because in exireme cascs, as
where labour is remuncrated at a rate insufficient to support
life, strong censurc is undoubtedly passed by the unreflective
umoral sentiment of the community; and such censure may
perhaps be justified on reflection, if it is applied with due
discrimination and sufficient extension of range. 1 we conderan
“swenters,” slop-shop dealers, and other small traders who grind
the faces of the poor by taking full advantage of competition,
it should be vather for want of benevoleuce than for want of
Justice ; and the condemmnation should be extended vaguely to
all porsons of wealth and leisure who are aware of this discase
of the social organism and are making no efforts to remove it.
Or, at any rate, if we cannot buf hold the employer whe gives
the insufficient wages as more blameworthy than any rich man
who, removed from the struggles of business, lives delicately
and decorously on the interest of his capilal, it is not because
the former can be strictly said to owe the labourer more; but
heeause having special opporluaities for relieving his distress,
he does not seize them,
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§3. There is another question remaining. If, on the grounds
alove explained, the fair price of a commlity is the price that
an ideal competition would determine, it scems to follow that a
monopolist who raises his prices by an artificial restriction of his
commodity—unol merely availing himself of the advantages of
natural searcity—is to be disapproved as deliberately sacrificing
common to private interest.  And T 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 tbat he has been required to give in order to
bring his commadity to market—as may easily be the case with
monopolies secured by patents or copyrights. T am not sure,
however, that the teaching of ‘orthodox’ Political Economy
has actually tended to support this disapproval ; hecanse it has

often produced a blind coulidence in lbe economic harmony
reswiting from natural liberty, which has obsenred men’s per-
ception of the opposttion between the pecuniary interests of
a monopolist—even when the monepoly is natural—and those
of the community, This opposition, I think, bas been more
clearly seen in cases where the monopoly results from combina-
tion : the raising of prices by “vings” is held to be ‘sharp
‘practice” by many traders and by the general sense of non-
traders.  In recent times, indeed, a disposition has prevailed
among philanthropic persons o exempt from this disapproval
combinations of workmen to ruise wages, even when these have
been scen to involve some restriction in the supply of the
commodity furnished by the combining workmen ; but there are
various special reasons for this exception. 1. So far as such
combinations have aimed at resisting a fall in wages rather than
obtalning a rise, the result sought—though no less divergens
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 incowme, and a sense of the
advantage of protecting the incomes of labourers from the
fluctuations that the changes of modern industry nalurally bring
with them ; parlly too, perhaps, because the old pro-economic
identificntion of ‘customary prce’ and ‘fair price’ has not
attogether lost its influence oven with the disciples of economists,
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2. Even wheu combinations of employed labourers have aimed
at raisibg wages, the effort has 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 Lo
unfair diviston of gaing among partners. 3. The difficulty of
preventing combinations of employers—oespecially tacit com-
binations—and the fact that large employers have frequently
a partial monopoly from the very magnitude of their business
confers on the counter combinatious of the employed, to an
indefinite extent, the character of legitimate self-defence.
4. Even independently of combination on the part of em-
plovers, their services tend to be purchased by socicty at high
scarcity values, owing to circumstances before explained ; and
1L seews not illegitimate that other persons dealing with them
should make a systematic attempt to get some share of these
larger gains, if this can be done in the mere exercise of freedom
of contract’,

We have seen in an earlier chapter that there are various
other wayvs, not strictly involving violations of law or contract,
in which individuals or combinations may promote their
interests at the oxpense of the eommunity. 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---or by resisting the introduction of more ccoromical
methods of satisfying this necd—as when artisans combhine
against machinery; or again, within a 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 secms, rather than what is,

1 Cf, ante, Bl. 1, ¢, 1%, § 6, and Bk. 11, ¢, v1. § 6.

2 It is cometimes 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 wneconomically the field of employment for certain
kinds of labour, is to make products more finished and elabarate than is vequired
for the purpose for which they are to ‘be used, and to charge accordingly. Thse
right principle seems to he that every workman should do for the purchaser of
hig labour the kind and amount of work which seems best adapted to the pur-
chaser’s ends, provided the latter is willing to pay the price which the requisite
labour would feteh if otherwise applied.
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useful, and endeavour to sueceed by obtrusive advertisement
rather than superior workmanship. The vague condemnation
passed by tlie moral scuse of the community on these and
similar anti-social practices temds to be sharpened by a keen
apprehension of their economic consequences: though it would
seem Lo have been rather blunted than otherwise by the 1nflu-
ence of the writings of the laissez fuire school, owing to their
too optimistic reliance on the ultinmate tendency of mere self-
intcrest to climinate the evils condemned, It may indeed be
truly satd that such practices are often, 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,
1t seems impossible to prove that they are not really the
readicst way to private gain; and cerfainly they are often
Jndged to be so by the mujority of persons most keenly con-
cerned 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 sulject of the present
chapter sugpgests; whether, namely, the whole individualistie
organization of industry, whatever its material advantages may
be, 13 not open to condemnation as radically demoralizing.
Not a few enthusiastic persons have been led to this conelusion,
partly from a conviction of the difficulty of demonstrating the
gcneral harmony of private aud common interest—eveén if we
suppose a perfectly administered system of individualistic justico;
partly {rom an aversion to the anti-social temper and atbitude
_of mind, preduced by the continual struggle ol competition,
even where i is admittedly advantageous to production.  Such
moral aversion is certainly an important, though not the most
powerful, element in the impulses that lead thoughtful persons
to embrace some form of socialism. And many who are not
soctalists, regarding the stimulus and direction of energy given
by the existing individualistic system as quite indispensable to
human society as at present constituted, yet feel the moral need
of some means of developing in the members of a modern
industrial commanity a fuller conscionsness of thetr industrial
work as o social function, oaly rightly performed when done
with a cordial regard to the welfare of lhe whole socicty,—or
at least of that part of it to which the work is immediately
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uscful. From this point of view great interest attaches to the
development of what is called, in & special sense, ¢ co-operation,’
by which the confliet of interests—either (as in retail trade)
between producers and consumers, or (as in the ‘co-operative
“workshop, or by means of ‘Industrial Partnership’) belween
different sets of workers cngaged In the same productive
industry,—has heen more or less subordinated to the conselous-
ness of associative cffort for a common good. Any experiment
of this kind that is cconomically successful is to be welcomed
as a means of education in public spirit, no less than for its
uore material advantages.

Meanwhile 1t 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
redistribntion of wealth for the benefil of others. This leads e
to the consideration of the influence exercized by DTolitical
Economy on the moral sentiments and judgments of instructed
persons in respect of this redisiribution.

§ 5. Ever since Christianity has been the cstablished religion
of Europce, thoughtful and conscientious rich persons 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 have commonly conformed, in view
of the obvious happiness that might be prodnced by devoting their
snperflnons wealth in some way to increase the scunty incomnes
of the poor; and it is a matter of some interest to consider how
far modern Political Ticonomy has diminished or increased this
difficulty. I conceive that it hag operated to a considerable extent
in both directions; so that its resultant effect is rather hard to
ascertain.  On the one band, 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 cmployed in making the luxuries, but if the
money spent in them were given to the poor, labour would he
ne less employed in making the additional comforts of the
latter; they would ges, speaking broadly, the same wages and
the gifts as well. Again, apart from any particular doctrines,
the general habit of contemplating gociety in its econowmie aspect
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tends to impress powerfully on the mind the great woste of the
material means of happiness that is invelved in the eustomary
expeuditure even of the most respectable and moral persons
of wealth, O the other hawl, though Political Eeonemy has
Lardly had anything positively new to teach to experienced
persons with regard to the dangers of almsgiving, it has cer-
tainly tended to make the comnion view of these dangers more
cicar, definite and systematic. 1t has impressed forcibly on
instructed minds the general rule that if a man’s wants are
supplied by gift when he might have supplied them himself by
harder work and greater thrift, his motives to industry and
thrift tend to be so far diminished; and not only his motives, but
the motives of all persons in like elrcumstances who are thereby
led to expeet a like gift for themselves.  If, indeed, almsgiving
could be confined to the reliof of distress against which pro-
viston evuld not have been made, this danger would be eliminat-
od ; but il iz obvions that any important and widespread souree
of distress, though perhaps incapable of being forcseen in any
particular case, is—by the very fact of its frequency and im-
portance—capable of being foreseen as a gencral probabilily, so
that provision may be made against it by insurance or other-
wise. If, finally, it be said that the poorest class of labouress
have no superflnous wealth from which to malke such provision,
Political Eecuomy answers with undeniable foree that they can
at any rate defer the responsibility of inereasing the population
until they have saved the minimum required for sceurity
against the pecuniary demands of ordinary ealamities. It is no
doulit possible for an almsgiver in particular cases to convince
himzelf that lis gifl is notl likely to enluil any material en-
couragemcent to improvidence ; but he can rarely be quite sure
of this; and the general sense that care and knowledge arc
required even to minimize the danger has causcd almsgiving to
be now regarded as a difficult art, instead of the facile and
applanded  indulgence of the pleasurable impulses of be-
nevolence that it onee seemed to be;—an art in which even
cxperts rarely allain perfect success while the inexperienced are
liable lo frequent and palpable failures, and from which, there-
fure, selfish, inert, or frivolous persons, if duly instructed, have
a natural disposition to keep allogelher aloof,
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